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Chapter 7

Constitutions, Liberties, and Growth in

11,

111,

V.

V.,

Pre-Modern Europe

STEFHAN R. EPSTEIN

Ecoenomic History and Culture

MNegative and Positive Economic Freedom

1688 and All Thar: England’s Fiscal and Economic
Revalugion?

Urban Capual, Republican Coercion

Did Governance Matter? The State as Institutional Co-
ordinator

I. Economic History and Culture

Economic historians are generally diffident towards cultural explanations
of economic phenomena. This attitude stems partly from the lack of any

obvious progress

in linking symbaolic, cultural meanings to economic prac-

tice since Aristotle condemned the social consequences of market exchange
(exchange for profit) in the 4° century B.C.E.,! and partly from methodo-

logical concerns.

Two questions in particular arise with respect 10 cultural

I Aristofle’s condempation af all forms of exchange that did not aim to meel the
houschold s self-sufficiency as causing the dissolution of the basic social zet the
terms of subsequent discussion, Both medieval theories of usury and of the just
price, which were premised on the normative and positive view that personal

and collective

moral precepts ('culture’) applied w economic practice and gave

rise o specific forms of economic behaviour, and the 20th century contributions

of Durkheim,

put i, with the spread of marcket relations “all that is solid melts into air’,

Weber, Mauss and Polanyi appesl 10 Arnistoetian ideas: as Marx
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explanations of econamnic behaviour. The first s connected with ihe fact that
beliefs can only be apprehended at second hand: the second has to do with
the difficubty in identifving the causal links between cultural and gConomic
practices i ways thal are nol tautological.

The fact that historians can only apprehend symbolic meanings indirectly
fram the observed outcome of economic activities is an oft-vouced critcism
of cultural models. The tssue revolves in essence arcund the methodol
question that engaged the amthrapological debate hetween the *subsrantivists
{who argued that exchange in non-Western, non-modernized socielics wis
regulated by " traditional’ values which could not be submiued to modern
ceonomic theory) and the ‘formalists’ (who claimed the opposited, The
choice between the two claims cannot be a matter of subjective and pden-

il

logical prefercnce, however, for they rest an verd differemt epistemalogieal
srounds, Whereas economic explanations vield predictions that can in prin
ciple be tested, statements about unobserved values (traditional or other-
wise) lack anmy esernal verifigation; they arc simply 2 subjective ani
untestable construct by the fistorian. By taking observed economic conse
guences as evidence of their cultural causes, cultural models are alsa nevi-
tably circular and raise guestions such as howe can historians have access o
thoughts that were differently thought? On what authiriey do they stake
heir claim o knowledge? How, If past modes of tinking were 50 allen and
4l the same tme all-encompassing, did these modes of thought ever chinge?

The second major source of concern with cultural explanations comes
from tecent anthropological research that casts doubt on the existence o
direct causal links berween systems of beliel and individual economic prac
4 variagon i the way in which economic

tice, Despite huge cross-cu
activities are conveyed symbolically, different human s0cieties appear 1@
share twa critical features. On the one hand, most societies combine guite
relaxed views about individual short-term acquisitivencss and competition
associared with production and trade, with normative camiTols. over con-
sumiption that aim at maintainng a longer term sociab and cosmic order. In
ather words, non-Wesiern or non-'medernised’ societies display 4 similar
combination of individual acquisitiveness, and concern with Us ghestructive
collective conscquences, which has heen a feature of European socleries
since Aristotie’s day, These structural similarities raise the question whether
differences in cultural form produce amy systematic and predictable differ-
cnce 1 econonuc performance.
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On the other hand, anthropologists also question how far one can infer
actual economic practice from cuolturally charged statements about that
practice, The link between ecenomic function and symbalic meaning is
uncertam, in the first place because people do not do what they sav: and
secondly, because the cultural meaning of an economic practice is not fixed.
An cconomic practice can mean different things to different people or o the
same person in different circumstances within the same culture; acquisitive-
ness and competition can be conceived at the same tme as subversive of
soctal relations and as a means to their reproduction.?

The de-coupling of cultural from economic practice has important meth
odological implications for economic history. Firstly, if what someone does
doesn’t allow us to predict what she believes she is doing, and what she
believes does not straightforwardly determine what she does, the premise
for culral explanations of economic behaviour collapses: Second, the
volatility of cultural meaning and its dependence upon context suggest that
interactions between belief and practice are better analysed at the level of
individuals than of whole secieties. Thns 5 not something economic histori-
ans who apply the law of averages are very good at doing. Although in
strictly pragmanc terms their approach seems to provide a suitably parsimio-
nious explanation of observed individual behaviour,® cconomic historians
are ill-equipped o discuss linkages between cultural and economic pracces
that are only visible at the individual level and over short periods of time.

In recent years neo-institutionalist economic historians, spearheaded by
Douglass North, have tried to circumvent these difficulties by reducing
culture, defined as an informal system of rules embadving mainlv non-
pecuniary (moral) sanctions, o institutions defined as formal svstems of

K

2 "The meanings-with which moncy i invested are guite as much @ product of the
cultural mairix into which it is ncorporsted as of the cconomic functions it
performs” (Pasiy and BLocH 1989, p. 21).

3

Even though the economists’ rational choice model of “culture’ is Based on &
very primitive theory of cogoitien, in the long ran - which is the time scale
most economic historians work mno- 0t appears o work’. One reason for this
could b that societies “select’ economic institutions that maximize returns
relative o certain poals; in this case, institutions provide the cognitive
‘scaffolding” for individual choices which are, i effect, little more han
interchangeable bearers of efficient practices. See CLARK 1997, pp. 272-73,

[ 5
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riles that embody mainly pecunlary o quasi-pecuniary sanctlons.® By trans
forming arguments couched 1o terms of culwral preferences into statements
that -appeal o mdividua] economic self-interest, neo-institutionalists have
fist arpuments on their head,? In this model, socie-
ties do not creale specific instigtions in order o uphold and fucther thei
beliefs, but instead they develop specific behavioural patlerns (and there
fore, beliefs) as a consequence of the mstitutons they are endowed with,
Therefore, societics whose instimtions fester hehaviour or enltural prefer-
ences that bring private feturns closer to social retuens will expericnce more
rapid economic development. Instituticos that promote greater indivedual
choice, mdividualism and stronger relations of wust will promaote: faster
growth than nstitutions that foster individual insecurity. mistrust. and “fa
milistic” behaviour.

The Whig beliefl that constitational freedoms breed cconomic success is
a central feature of recent explanations of the English induserial revolution
and the 'European miracle’ (Jones 1981, Gellner 1988, and pursucd by
Carstensen in chapter 6 of this volume), They aroue that the institutional
prerequisite for the breaxthrough o capitaimgt industrialism in late eight-

turned the classic culier

eenth-century England was England’s and part of Europe™s unigque array of
political freedoms in comparison with the rest of the world. These conststed
mast notably of the nawral liberties and commaon law entrenched by the
English civil wars, in particular by the Glorious Revolution of 1688, but
also of the freedems enjoved by Republican city-staes in early medern
taly, Switzertand and South German and in the Dutch Unued Provinces
iMorth and Themas 1973, Hall 1983, Mann 1989, Olson 1982, Cameron
1989y, By contrast, the autccratic or absolutist Continensdl monarchies®

See the recent collection of essaysan North s hanour (NYE and DRoBacs 19973,
3 DPavid Hume was an early exponent of this strategy, . bHis explacation of the

mvestment drategied pursged under absolutismy i coughed in werms both of
cultural preferences (commerce and industry are spurned hecouse ey are seen
ah less Twoourable than “barth, titles, and pace’) and of msmationsl meeniives
[the distortions aré caeséd by the tax - sicdretn, which is nal excessive in absolute
terms - but is appressive at the margin (HUME 1993 (17771
argument see HorrMan and ROSENTHAL 1997,

6 OLsoN's {19910 equation of absolutsm with sutbcracy is disputed by HOFFM AN
and ROSENTHAL (1997, po 30, who however maintain a sharp distinstion

For a similar

between absolutist and parbamentary regines that Tk not tollow.
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stifled their economies through oppressive faxation, other punitive forms of
redistribution, and the absence of the rule of law,

The reduction of culwre o institutions or “rules of the game’, as North
has called them, does not however resolve the methodological and meas-
urement problems previously described. To see why this is so, we must
deistinguish between the two quite different claims being made by neo-
institutionalists. The first claim s thal governance systems influence the
pursuit of matérial wealth: thus openness to trade, savings policies, com-
mercial and financial regulation and educational policies will all affect f
country’s rale of economic growth. The second, more contentious claim is
that different forms of governance sanction different norms and forms of
behaviour, which in turn are more or less conducive to economic growth
{Fogel 1997, p. 22; Scully 1992)

The historiography of English and Buropean exceptionalism relies cru
ciatlly on the second argument. It asserts that economic growth was the
effect of systems of political governance which sanctioned greater individual
liberty: it is because the post-1688 parliamentary regime in England was a
lreer, more equitable system of governance thal the country first experi-
enced the indusirial revolution. In this chapter [ discuss the basis for this
claim.” | provide evidence to suggest that the economic consequences of
English and Republican freedoms were less positive than assumed. 1 show
that, paradoxically, the main effect of the Glorious Revolution was to allow
England to catch up economically and institutionally with the Continent,
rather than te gain a decisive advantage. The result contradicts the view that
the allegedly more authoritarian Continental regimes were at a permanent
mstiutional disadvantage (Section 111D, In the case of Republican states, on
the contrary, 1 find that political power was inversely cortelated with eco
nomic success. This result runs counter to the claim, most Tecently restated
by Mancur Olson (1991), that economic growth promotes political freedom
(Section IV), Both cases raise serious doubls about the possibiliny of infer
ring patterns of behaviour {individualizm, trust, security) and economic

Here development is narrowly defined as increase in per capita moome. On a
broader view that incorporates general measures of well-being such as hasic
civic and political freedoms, a democracy (however gualified) would nearly by
defimition be more conducive o devélopment than a non-democratic regime,
Singe such modern democratic’ freedoms are not immediately apparent i any
pre-induserial soctery, however, the 1ssue can be safely iznored.

56
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performance from constitulional arrangements, thus cenfirming the meth
odologeal concerns spelled our m e openimg to this chapter. Finaily, |
raise the question whether systems of governance made any difference w
economic performance (Section V). | conclude that considtutional srructures
did matter, but for reasons al bad litde w doowith liberal concepts of free

dom or individualisam.

1. Negative and Positive Economic Freedom

The point of departure of arguments that draw 4 direer link berween
forms of instiutionalised frécdom and eco
ariwih betore the [ndustrial Revolution was mainly Smauthian; that is, it was
el on an inereasing spatind and erganisaiional division of labour {(e.z.

pmic growth 15 the view hat

Persson 1988, Jomes 1988), Since (e extent of specialization % essentally a
function of the technical and insttional limits o rade® neo-Smathan
egonomic historians have paid partocadar attention o mstitutonal barrers o
the efficient allocatton of resources and 1o the rreée flow of goods. In so far
0s market l]El:C-El'[-EC[iL}:lS Ciause uncquai ACCEsS D econommic resources, this
approach brings the issue of freedam firmly onio centre stage, Social norms
and rulés (property rights and rights of eatitlenent) that are delined and are

thus potentiaily conestable in the political, rather
reaim sanction and reproduce the access to mcome streams, I follows that
ihe politically sanctioned distribution of freedom - and hence of power -
within societies will strongly influence econgmic grinwth.

than the parely economic

It thus seems that the exercise of economic freedom s inexiricably
linked o the exercise of power: Yer, within the negative defininon of free-
domt most often subscribed o by economic fistorians (that 15, freedom from
constraint), power and freedom stand opposed.® On e commoen definiton

B Markel size s o4 tunction alse ol demmnd within g given twrmory, which
however in pre-mdustrial societies ends w change more slowly .

i Thas purely negative defimtion of

siespicion of nermative deas like power W explain the coonemic instiutions of

thee past, The sbspicion arose following the analytical distincton established

r‘r{'fl.!.lf"n".'l 15 8 CONMSELEnCS of ecomdmists:

darime the fate nineteenth century betwesn the allocative and the redisiribizve

functions. of markeéls. Le. between cfficiency and  eguits nec-cissical
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of economic power as a person’s ability 1o further her interests by imposing
{or credibly threatening o impose) sapctions on another person where the
converse is not true,!” freedom in the economic historian's sense becomes
the absence of such sanctions. In this sense, the relationship between power
and freedom emerges as g zero-sum game: one can gain only as much free-
dom as someone else must lose power, and vice versa,

In fact the relation berween freedom and power is far more ambiguous.
On the one hand, freedom as the ability 1o achieve a desired goal implies an
active exercise of control. On the other hand, freedom can be defined only
in refavon w unfrecdom; 1o be free there must be a condilion one wishes o
escape from. Freedom has scarcity value: if evervone has i, it is of no
worth {what value the rights of citizenship, if all foreigners had them alsa?),
o both cases, freedom is based on an instirutional asymmelry: freedom was
born as a privilege and has remained so ever since (Bauman 1988, p. 9,
Rather than following naturally from someone else’s lack of power, a con-
dition of freedom always implies the agent’s exercise of power.!! In other
words, the negative definition of freedom as what we are at liberty o do
implies a positive meaning of freedom as what we are able to do. This am-
bivalence, which lay at the heart of pre-modern concepts of legal and eco-
nomic ‘freedom’. is important for understanding how political instisations
shaped pre-modern growth.

cponomics being concerned only with the former (DE MARCHT and MoRrGan
1994 Introduction). The belief that lack of political coercien is a precondition
for economic growih, which appeals to Adam Smith's attack on ancien regime
and mercaneilist restrictions, is based on a projection of nincteenth- and
twentiethi-century definitions of political freedom as ungversal suffrage and
participatory democracy onto Smith's quite different political categories (see
WincH 1978, pp. 83- 61

10 A retated wolonianst definition: focuses on an ageot’s abibity o affect the
inventives facing another agent so that it s rational for the later o «do
something she would mot otherwise have chosen o do.

LI This claim does not conteadict the more common statement that an agent's

frecdom involves exerting control over what happens o her,
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I11. 1688 and All That:
England's Fiscal and Economic Revolution?

and Weingast {1989 have made a powerful
gconemic case for the argument that the changes in political representation
caused by the Glorious Revolution of 1688-89 sct the English etonomy on
upique growth path leading directly tothe indbstiial revolution. The story 14

In a recent pager, No

a familiar one. [n the carly seventeenth century the Stuart kings could no
lenger fund their inereasing requirements with traditonal sources ol Teve-
nue. Sale of these lands did not make up the shortiall, and the Stuarts werg
fireed o find new sources of income. This set them: agmnst Parhiament,
which had the right 10 grant new taxes, vpicatly [or extraordinary purpeses
such as war but also by increasing cxeise on iradé. Faced with parlizmen-

tary tesistance, lames | and especially Charles [ imposei new axes withaul

the Comemaons' consent. They aleo resorted increasingly o forced loany
(which they repuid, if atall, with considerable defay), o the sale of monop-

oly rights and of patents of nobility, to purvevance (the reguisitiening of
soods helow market prices), and to other less overt forms of involuntary
redistribution. The more the landed and commercial interests represenied in
Parliament traded their Anancial support in exchange for limitatons o' the
the Crown was led o avoid imselvency through

Crown's authority, the more
underhand expropriation.

The Stuart monarchy could act in this way because it combined execu
tive. legislative and judicial powers and possessed a comparative advantage
in epercion. Because Parliament's capacily to check roval power was re-
stricted, the Crown could reneed oo prior agreements and madily the exist-
ing structure of property rights. The situation set in motion a coalition of
subjects who sought 1o preserve personal liberties. rights, and wealth, and
led to the Civil War. However. only the Declaration of Rights of 889,
which enshrined parliamentary soverelgnty, created truly secure property
rizhts. Parliament re-established autherity over the nght to tax, gained the
right o audit government accoumnts, curtailed roval prerogative powers, and
established the independence of the Taw. These political rights laid the foun-
dations on which economie rights were bt

North and Weingast measure the sains in economic freedom through
changés in government finances and in capital markets. Although govern
ment expenditure and indebredness mushroomed (hy 1720 public debl stood

|34
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at.over 30 tmes the level of 1688), official rates of interest fell and the
government avoided the trap of inflationary finance, Government financial
reforms also sustwned the expansion of privaie capital markets and bene-
fited the wider economy, Thus, the Glorious Revelution enforced economic
freedom in the shape of secure property rights and promoted financial eff-
ciency. By making it impossible for the Crown to change the rules of eco-
nomic activity ad libitum, Parliament made government behaviour more
prediciable and lenders were consequently forthcoming 12

This interpretation implies three further conclusions which the authors
do not however pursue, First, because English praperty rights before 1688-
B9 were insecure, the required rate of return on capital and restricted pri-
vale investment must have been higher than afier the revolution; second,
Continenral, absolutist European states must have faced higher credit risks
and grester instabilicy than eigheenth-cenmry England; third, the latter’s
miilitary success is evidence of the wider cconomic benefits created by the
new regime.

We can test the first lwo drguments against comparatve data on interest
rales. Since changes in the security of property rights should be reflected in
the expected rates of return on capital, the theory predicts that the Glorious
Revolution would be followed by 2 sharp decline in rates of return, In fact,
analysis of rates of return to the main capital input, land, shows no siznifi-
cant link with political or constitutional events throughout the period be-
lween 1540 and 1837, Although rates of return did decline afier 1688, the
decline was part of a secular trend that had begun in the first half of the
seventeenth cemury and which ended in the middle of the cighteenth, There-
fore, the evidence from domestic imputed rates of interest suggests rhat
"secure private property rights existed in England at least as early as 1600,
and probably much earlier. As far as most private invesiors were con-
cerned, nothing special happencd in 1688, or, for that matter, in any period
between 1600 and 1688, The information from capital markets lmplies that
the move w representative democracy (sic) was not necessary for the estab-
lishment of secure private property rights" (Clark 19%6, p. 563,

12 Strictly speaking, thersfore, North and Wemngast address the economic effects

of secure property rights and of a government's pre-commitment 10 bindiog
rides, not those of freedomy, Secure property rights are not a crinical measure ol
freedom, nor evenn the sense of egualily before the law (MUNZER 1990 ch, 7:
BEyan 1987, ¢h.7; and see below).
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This result does not, however, address the claim that England enjoved
institational and ecopomic advantiges over s mere opprossive Continental
neighbours; the chronolog
tional advantage {such as the existence of the common law) might simply go

s of the country’s cultural or institu-

back further in time. H We can verify this proposition by comparing lmerest
rates paid by different European governments, en the basis of the hvpothesis
that autograue sepimes padd significantly higher rates thin republican gov-
ernmenis and than England after 1688 because the reneged more frequently
on their debis. The astonishing dechine in English prime rates from 3-10 per

-

cent just Before the Glorious Revolution to 3 per cent by 1750 lends prima
facie support 1o this claim.
Tahle | iists the prime interest ratgs current n several European states

hetween the-early sixteenth and the mid-cigl

teenth century, [t lesis whether

different constitetional arrangements were 1 nily differem
premivms by distinguishing berween Continental monarchies, Bngland. and
urban-based republics, With the signilicant exception of England betose
1a8E, which lacked a long-term funded debit and therefore resorted o short-
terml loans, guoted rates ol interest refer 1o the main 1w long-rerm loans,
which measure the borrower's credibiliny more accurately than m
14

ney mar
ket rates,

The data do net support the neo-institutional arguments, Although most
urban republics enjoyed an nterest rate premium over moenarchies for much
af the period under review, the explanation does not seem o lie in their
constitutionz| ditferences: The: rule applied neither 1o Geneva nor, more
sigmificantly, w the Duwch United Provinces beforz the mid-se ]
century: marsover, the lowest rates OF intefest were present by Genoa,
which was formally an independent state but was in practice under Spanish

ruisiage and acted as the cmpire's main fmancial clearing house. These
examples suggest that the lower interest raes found in some cify-siates may
have heen due w their preater supply of capital and financial speci
rather than to a general security premium enjoved by republics over monar-
chies,

imration,

13 :See e, WACEARLANE (1978, Havek (19735 Scuney (1992)
terrn anterest rates reflect both the stae’s fscal fungibility cwhether: the

present valye of expected income equals the present value or expected ourlavs)

and the public’s perception ol the sedurity of clurgs By ture mcome strduins

11
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Table 1: European Prime Interest Rates, ¢.1500-17501%

A. REPUBLICS

Rute Source

Alsace, 5. Germany,
Switzerland early 168" ¢. 10 14:520
Geneva 1534 5 2: 119

1557 6.67-T A

1572 8.3 A

1613 8 A

| 648 6.67 A

1668 3-6.67 A

1681 ;] A
Switzerland ™ o 34 14:534
Crenin 1522-24 34,25 12:118

1350 4.375 !

1575 4.25

LG 2.873 "

1420 1.2% 12:132
Holland (Habsburg) c. 1300 8-12 12:118

15505 6.25-8.33 [2;018; 21117

15353060 B33 12:118
(United Provinces) 1372 8,33 "

1600-40 6.17-8.33 12:131

| 40-72 3.73-3 #

L6T2-1700 3-3.75 A

170813 L i0-474

1724-5 3-4 A

1740 3.5+ A

15 Sources: (1) AsuTon (19603, (2) Beraer (1962, (3) Bowney (1981), (4)
CaLsRRIA (1991, (51 Carpont (19493), (6) Couums (1988), (7) Cova (1991);
(&) DENT (1973), (103 Dickson (196T), (11) GouserT (19703, (12} HOMER and
SYLLA (19913, (13} KeLLeEnBenT (1986), (14) Korner (1995), {15) MUELLER
(1897, (16} Pezzown (1994), (17) PErzoto (19903, (18) PioLs CasELL) {1991},
(100 Rulz MarTi (1975), (200 STusmpo (E988), (21) Tracy (1980), (22} vaN
DER WEE (1977)
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1655

Papal Stnes: Rome fate 167 ¢,
garly 17" ¢
L 636
Spunish Empire; Castile 1304
1524
1540
1545.50
1584-08

Spanish Empire: Milan 1398
laiz-14
1637
1635-58
| 639-61
L706-30

Spanish Empire: Naples  1520-2%
1530-38
1340-46
1550-59
| 5601-75
1 580-98

Tuscany early 18% .
post 1726

England 1546-58
[aGE-24
162440
1653
1654
L7L0
1767
1727
1736
| T30

A 18

-8 18:467
a 16: 740
3 18:446
10 19:14
9 "

5

8,25

5.8

7 7344
3,23 1773
5 A: 330
3 13376
2245 T:B1-B5
4 7108
3.3-10 4:143-493
97117 A
8.7-103 A

a0 il
#8593 !

. 8-8 A

4-4 14:535
354 *
13-14 F3:113
10 ;135
8 A

14 [2:126
b 22:385
8.3 12:156
5 X388
3. 57 12:161
2.86 £

3

We can verify the two hyvpotheses by examining the interest rate differ-
entials more closely. If the difference was the effect of a permanent risk

164
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premium. (U would remain constanl over lme, whergas i it was mainly doe
to technelogical lactors, ong would expect the ditfersntials [0 narfow aver
time as monarchies caught up in financial sophistication. The data, wiich
show o strong tendency for primé interest rates o decline and cooverge
over time, strenghy support the second hypothesss, Rates of 8-12 per cenl
towards 1300 had dropped 1o 8 per cent half a century later: by the carly
seventeenth century they had shpped to 6 per cent, declined further 1o abouw

4 per cent by 1700, and inched a few points lower in the following decades.

The one siznificant exception 1o European conversencs Wwas Enghmd be-
fore the Glorious Bevalution. Still durnng the 1690z e English crown was
forced 10 offer rates of 10 per cemt, compared with rates o 3-3.75 per cemt
in the Dutch Republic, of 4-5 per cent in Venice. of 5 per cent m France,
and of 5-6 per cenl in Hahsburg Austria, The comparison with conditions
on the Continent turns the Whig interpretation of the Glorious Revolution on

process of convergence to the European. Republican and absolitist norm,
rathier than a bifureation in England's favour, England was catching up with
its neighbours, not indtrating a revolution m government security,

Why was pre-1688 England so backward, and why were interest raies
there so high? High interest rates imply that the early Stuarts wire stemifi
cantly less reliable and more prone to default on their fscal commuments

than their European counterparts.'® The explanation for this appears o be
the early modern Enghish monarchy's political and mulitary isolation. Eng
land's effective inswlation from Continental warfare berween the mid-
ffteenth and the late cightesnth centuries was an effect of its nefficient
fiscal svstem, which was incapable of raising the inflated sums needed to
wage early modern warfare, and of the excessive costs of invasion that
protected it from foreign atentions (Brewer 194: 12-13y, Whereas on the
Continent e constant threat of foreign-backed insurrection, civil war and

invasion acted as an effective deterrent against unchecked expropration, !’
& By the 18305 the Stuarts' reputation had so detenarated that they were o

longer able o rase funds on nerranonzl bmancald markets (NORTH e
WENGAST. p- B20: 0. 36),

The fact that the Trench and Spash monarchies never enticely [ost therr credit,
and that they were able o transform -shorl 12em into long wrm government RER]
mdicates that financial crises and “hankruptcies’
L Py ents (VAN DER WEE LETV. p 491 Kop~xel 1995, p, 3200,

re essemially moraeria on
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in England those competitive constrainls were far weaker. Morcover, pre-
cisely because the English Crown faced fewer exiernal threais, it remained
wedded te an archaic system of expensive short-term finance based on a
Noating debt far longer than any of ity larger Contméntal competitors.
While England established a consolidated debt only after the foundation of
the Bank of England in 1694 the pressures of war made France, Spain and
lesser Continental monarchies move towards the systems of debt manage-
ment piencered by the late medieval Dalian ciy-states already during the
sixteenth century. Somewhat ironically, the cost of England's absence be-
tween the mid-fifieenth and the late sevenleenth centuries from the major
Eurgpean zongs of military engagement may have been an autocratic gov-
ernoment that kept average rates of interest 30 percent above these prevailing
on the Continent; Although the system of consiitutional checks and balances
that emerged in 1688-39 and the financial pressure caused by war with
France (1689-97)'% did help secure more effective property rights in Eng-
land, its principal economic effect was an unusually rapid convergence 1o
the European fiscal and potitical norm. 19

The English case proves that constitumtional differences in systems of
governance are not accurate predictors of economic performance. It is just
as misleading to take eighteenth-century England’s mulitary successes as

18 “Nearly all thar was “revalutionary’ aboot the vears following 1685 was the
product of war, not of some novel dealogy (o0 Adl the distinctive themes of
constitutional evelution {..) were, in lerge measure, déevelopments enfurced
{...) by the most expensive conflicts that England had vet foughe™, However,
ang-should not exaggerate the impact of 1688 on admamsteative pracice, Many
of the technigues extended we government finence after 1688 had been developed
by the Treasury in the period 1665-79 with the “ambition to revolutionize the
hasis of government borrowing” (ROSEVEARE 1983 p, TO8)

I8 Enpland managed 1o turn @ts relatve hackwardness into a  laecomer's
advaniage, as it adopted and perfected the best available financial nstitutions

happaly al hand n the allisd United Provicees, Thus eighteenth-cenuny England

wis the anly country o offer perpetual foans, The morve specific henetiis of fae
seventeenthi-century  fiscal reform and of England's convergence to the

Europesn norm are more difficult o adentity, Any benefits aceruing from

sharply lower interest rates on the national debl were probably balanced by the

sharp rise in the levels of debt and axation afier 1700, although the claim that

private investment was crowded out by state debt is dispated (ROSEVEARE 1983,
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evidence of superior economic pecformance (North and Weingast 1989), As
catly modern Swiden and Brandenburg-Prussia proved to grear effect, a
state’s military standing depended more on the efficiency with which it
extracted taxes than on the disposable wealth of its subjects. Eighteenth-
cemury England confirmed this point In England, the share of national
income appropriated as taxes rose from approximatety 3.3 per cent in the
16705 to between 11 -and 12 per-cent during the American War {Mathas
and O Brien 19781, The fact that these levels were unmatched elsewhers 1n
Europe proves that the most siznificant eltects of the Glorious Revolution of
Pe8s- 8% were at the level of the fiscal administration. Those retorms ut-
derpinned the change in England's international status, from a marginal
plaver under the Tudaors and Starts 1o o competitor for European leadership
after 1700, A period noted for its praise of liberty agtuaiby witnessed the
creation of the fiscal-military state (Brower 1990: xi, xvil).

Several features of the English tax system ser it apart from the Conn
nental monarchies. Firstly, 1ax collection was more centralized and was
based on larger numbers of centrally appointed smd professionally trained
sovernment officials. Second. England's lack of imternal junsdicuenal and
revenue houndaries made it gasier to police and repress tax evasion com:
parcd (o mast Continental countries, where jurisdictonal fragmemation and
administrarive heterogeneily made revenue policing an  administrative
nightmare (Bormmey 1993), Third, the English tax system applied umformly
throughout the country, again'in striking contrast with rivals such as France
and the Dutch Republic, where innumerable regional, group and. individual
privileges and immunities compoundsd the lack of fiscal complunce.
Lastly, the openness of the English revenue system 1o public scrutiny cre-
ated 2 greater degree of public confidence than in more secretive CoUniries;
and converselv made 1t harder o voice opposition 1o taxes once Parliament
had granted its consent. The English fiscal system was thus more efficient
and less subject o evasion or resistance than under nominally more power-
ful absolwist Continental repimes, The critical advantage of the English
swslem of governance over its neighbours was its superier ability to solve
problems of co-ordination and conflict berwsen rival claimants (Brower
19907,

This conclusion corresponds 1o recent re-evaluations of the character of
ancien régime Europe, in particular of French absolutism, The current view
amoeng historians of the French menarchy contrasts strongly with the por-
trait of a despote regime (North and Thomas 1973, chs.8, 10; North and
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Weingast 1989; Macfarlane 1987; Olson 1991). If one had to sum up the
regime's failings in a word, it would be ineffectiveness. 1 have already
mentioned the main constraint on royal authonty: the towering pyramid of
inherited and newly established powers and jurisdictions, which gave local
and regional societics substantial margins of political manoeuvre and al
times de facto independence in their dealings with the Crown (Beik 1983),
In a society in which legal propriety was sacrosanct, the ruler could not by
law (of which there were different and competing kinds) encroach upan the
privileges and rights - the liberties, as they were known - of the provincial
elites, the town councils, and the myriad other corporate bodies that made
up the pre-medern body polite. Both in theory and in everyday practice, the
ruler was supreme political mediator rather than autoerat (Mettam 1980).

This condition defined absofutism's - and indeed all pre-modern gov-
ernments’ - basic predicament. The vast number of sectional interests en-
dowed with legally sanctioned liberties made it necessary to insulate the
French royal councils from outside pressure by surrounding them with a
high degree of secrecy. This fact in turn transformed lawmaking and espe-
cially economic regulation into a discretionary prerogative of the bureauc-
racy (Root 1991). Although political secrecy and burcaucratic discretion,
which made 1t easier to lobby for privileges outside the glare of public
scrutiny, are the hallmarks of awthoritarianism, the state's ability 1o enforce
its decisions and to mediate between conflicting claims faced {requently
insurmountable barriers, Local and regional representative institutions (par
liaments, estates, urban councils and suchlike) could challenge the legit
macy of roval jurisdiction; the country’s adminisirative complexity resisted
attemnpis at uniform enforcement; and even the laws’ application was frie-
quently in local hands, which had every opportunity to stall, delay or boy-
coit any centraily legislated decision.

In brief, despite their ostensibly greater authority, French and indeed
other absolute monarchs were less able to put their will to good effect than
their English counterparts. However, absolutist inefhiciency - its failure 10
co-ordinate and cut through competing cconomic claims - was not the result
of unbridled tyranny and a lack of individual freedom, but of the surfeit of
sanctioned liberties and of the absence of a coherent, unified sysiem of faw.
Moreover, legislative confusion was not the outcome of deliberate state
action.® Tt was the inescapable consequence of the way Continental stares

20 As arpued by HOFFM AN and ROSENTHAL (1997}
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were formed, through organic growil and piecemeal aceumulation that lef
pre-existing institulions by and large untouched, rather than by right of
conguest which could be used 10 wipe the political and institutional slate
clean. By comirast, the English settlement of 1688-R9 was effective because
it relied on a highly cemralized state thar faced linle local and provincial
opposition. Although the relative openness and size of the Enghsh assembly
made il harder to reach agreement than in more secretive sysiems such as
the French one, laws passed by the Englisn Parliament had greater legin-
macy and gould be implemented more consistently than in mast Continental
srates (Levy 1988, ch. 6.

IV. Urban Capital, Republican Coercion

[he betief that the cmergence of political and civil ibertes was (nexiri-
cably linked to cconemic freedom also sustains the old wview that western
Burope's break with feudalism and economic stagnation owes mucl te the
existence of independent citics (Smith 1976, [I1. iii-iv). The propesition
comes under two distinet but conneeted forms. i the first place, the eco-
nomic and social changes linked to European modernisation, thal s, 1o the
transition from o traditionalist, corporatist, religiously-minded sociery,
the increasingly secularised, mdividualistic and mabile world of capitalism.
originated and developed in wwns (Langion and Happe 1983, Hicks 196%9),

The growing material wealth, new codes of law, religious belicts and aes
thetics. nation states and, ulumarely, world expansion asseciated with west-
ern European modernisation can all be traced back to the peculiar dynamism
of its urban socicty, and to the social tensions and innovations i broughi
aboul. Second, Euwropean sovercigns were forced o meel their fiscal re-
guirements by allying with the towns against the fendal aristocracy o ex-
change for financial support; bargaming over (axes promoted forms of par-
liamentary representation and thus led, over ime, e modern parhiamentary
democracy,

it the first view, western European cities derived their unigue fistorical
role from being both the main and ofien the only tora of exchange, and the
main and offen the only centres of cultural, economic and institutional inno-
vation. The view that the medieval Western oty is the source of modern
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legal and political freedoms is often credited to Max Weber (Weber 1978,
val. 2, 1212-372: Kisler 1988 42-8, 200: Berman 1283, ch.12), However,
as Weber pointed out, the origin of those freedoms lay in an act of usurpi-
tion of lesitimate (feudal) power by groups of burgers wha acted collec-
tively to establish their free status - that is, subject 10 a special and autono-
mous low (Weber 1978, vol.2, 1254). Therefore, the emergence of free
citizen status also defined non-citizens as unfree; urban freedom was the
outcome of a legally sanctioned privilege that distinguished the town from
the feudal or subject countryside. It thus comes as no surprise that during
the medieval and the early modern periods, “freéedom’ was used in the sense
of “privilege’ (Bridbury 1986}

During the past two decades this siark contrast between urhan modernity
and freedom and rural conservatism has been challenged by a large body of
research, which has shown that rural or proto-industry contributed as much
as urban manufacture 1o pre-modern gconomic growth. However. because
towns tended where they could to ban all rural activites that threatened
their own industries, a critical instinational pre-condition for proto-industrial
success appears to have been protection from, or absence of, urban compe
tition. The latter were generally strongest in republican city-states, which
were politically independent and could therefore extend their jurisdiction
unchallenged over the rural hinterland: as a consequence, rural industrics
under those regimes were generally weaker. In this way urban privileges,
which had originally established the towns' autonomy from feudal authority
and had provided the legal basis for their economic expansion, turned later
into fetters on rural freedom and growth. Conversely, successful rural
mamufacture required the same kind of positive freedoms backed by legal
privileges and immunities on which ‘usurping' towns had originally built
their economic fortunes, Rural " freedoms’ gave nascent proto-industries the
equivalent of infant industry protection against urban encroachment; perhaps
paradoxically, such freedoms were morc likely to arise in monarchical
states in which the sovereign could override the privileges of towns (Pollard
1997, Epstein 1999).

Similar eriticisms apply to the second model that links urban economic
and political freedom. While also owing something L0 Weberian analyses,
this approach emphasises the capacity that pre-industrial European cities had
(o avoid the embrace of the tax-hungry state, and it postulates a dichotomy
hetween urban ‘capital' and state “coercion’ (Tilly 1990}, Pressure to in-
crease political coercion came from rising military competition hetween
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states: The early madern “military revelution’ had to be paid for by mreatly
increased rites of taxation; since towns were both wealthier and more easily
sesessed than the counteyside, they bore the brunt of the states’ financial
needs. However, this was in danger of killing the goose with goiden eggs.
for military expenditure and bureaucratic controls werer anuthetical 10 garly
commercial capitalism, Therefore, where fiscal pressure could not be 1e
strained, the vommercial and financial metropolises were stfled; con-
versely, where cities were independent of the larger monarchies. they be
came the core of the rising merchant capitalist cconomy . The inherent fiscal
hostility between feudal and roval authority and the cities meusnt that mon
archs strove for total territorind control, whereas cities pursued commercial
profits and preferred open routes of travel and communication along coasts
and rivers to politically enforced borders (Blockmans 1989, pp. 733.735)
In general terms, econumic growth could only occur 1m loWns or reaions
where staté control was weak or non-existent (Blockmans 1989, p. 7527 see
alsor Titly 1990, pp. 32- 31

These conclusions are however contradicted by evidence about e po-
litical status and activities of cities. In politics, cities were strong atlies ol
the monarchs in the laver’s ausmpts to exiend full sovereigney over the
feudal aristocracy, In exchange for the towns' supporl expressed through
parliamentary institutions, rulers in France, the Crown of Aragon, the
southern Netherlands and Piedmont vested cities with political and econormnic
privileges that transtormed. the urban elites into reaners (Blockmans 1984,
p. 752). Instead, where owns werg politically ndependent, represcntative
institutions were simply ignored. Either one metropolis established cantrol
aver its tegion, as did Florence, Milan or Vemce central and nerthern
lialy, or a loose lederation of towns like the North Sea Hanse emerged in s
place. In the first case. the dominant City's elites emploved their new-found
powers Lo exploit the subject territories (Epstein L1995y, in the second case,
ihe federated cities suffered from a lack of organization and in due course
fell under the sway of more powerful territorial rulers.

Thus just as the economic freedom of the Hansa ciries was incapable of
sustaining their political independence, political freedom (in the form of
pariiamentary represemalion or of an independent republic) was incapable
of sustaining subject cities' economic freedem. Urban political and eca:
nomic freedoms conflicted for two reasons. First. the parcellization of sov-
ereignty characteristic of pre-modern Eurdpe meant that for most cities,
jurisdictional powers over irade were a fundamental source of profi. Ushan
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elites therefore had a strong vested interest in preserving their political
privileges. Second, monopolistic competition between cities created a Pris-
oner’s Dilemma that placed city-dominated states at an cconomic disadvan-
tage compared with larger monarchies. In sum, the political power of cities
stood in inverse relation to their economit efficiency,

The early modern Netherlands provide a good example ol this. The his-
tory of the Dutch Republic - governed by a federation of 58 independent
cities with equal voting rights and having the mest developed and urbanised
European economy of its time - seems 1o confirm that urban political free-
dom led to economic success. In fact, the country’s constitutional structure
was among the causes of the country's relative decline from the 16805 ("t
Hart 1989}, When the Dutch constitutional settlement emerged in the late
1570s. no single city was yet hegemonic, and it was therefore decided thar
all 58 cities had to vote unanimously on issues of national concern such as
war, peace and taxation. However, the compromise entrenched a perma-
nently weak national leadership, which subjected decision-making to coa-
stantly shifting coalitions and debilitating bargaining between rival towns.
Up o the Peace of Westphalia (1648), the all-out war ol independence
against the Spanish Empire gave the cities a shared external focus that pa-
pered over their main differences. Thereafter, however, the dispersal of
political authority among competing commercial and industrial centres re-
stricted the Dulch state's capacity to make umely decisions, particularly in
mallers concerning the country's commercial and political interests in the
international arena over which urban interests differed. The need for una-
nimity made it harder to respond quickly to evelving international comdi-
tions, and became & cause of Duich decline in the late seventeenth and
cighteenth century when England and France challenged the country’s hold
pver international trade ("t Hart 1989, 681). Although cconomic success
achieved the country's political frecdom by enabling the Dutch to finance an
£0-year war of independence against the world's most powerful empire, the
opposite did not apply: in the longer run, political freedom was preserved ar
the cost of relative econemic decline. As we saw with rural manufacture,
the political preconditions of urban economic success had turned over tme
into institutional fetters to further growth.
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V. Did Governance Matter?
The State as Institutional Co-ordinator

Having begun with the hypothesis that polincal freedom was essential
for ecomomic success, we are being led 1o conclude that the two muay e
icompatible: The answer to our initial question, whether there was a direct
relation between systems of governance and economic performance i pre-
modern Borope. is al frst sight negative, We appedr generidly 10 have con
[irmned the imitial erineism, that culare - defined as sanchioned behavieur of
the ‘rules of the game’ - cannot be deduced from a given constitutional
arrangement, However, this 15 not an entirely surprising conclusion, Al
though it is in principle true that an autocratic government (that s, ooe not
b will be unable o provide

subjeet 1o constitutional checks and constrain
the necessary commitment [0 existing property righis, and will thercfore
1t

stifle opportunities for growth, it 15 well known the converse docs not
foliow, Eree (in the sense of lberal demecraticd™ instiiwtions do not neces-
sarily lead to a superior degree of commitment.

A priori, there is litle reason to believe that demecratic freedoms will
be associaled cither with sccure property rights or with a credible pre-
ic

commitment o constitutional rules. The modern argument that demog
freedoms may actually threaen economic growih is based on two claims
i Preeworski and Limongi 19935, First. demoeracies fall prey 1o prossurs
sraups, whose elected representatives pursue the pacticularist zoals of their
constituencies rather than collective or natipnal interests, thus favouring
policies almed at cconomic redistribution rather than generalised arowih
(Olson 1982, Becker [983), Secondly, demogracies can overiurm past 1aws
and decisions, if a qualified majority so decides and 1f there are no constity-
tiomal consteaines on such change (Elster and Slagstad 19881, This causes
uncertamty and inhibits strategic planning and investment. The tyranny of
particularism and the lack of pre-commutment therefore make 1essential 1o
insulate the stte's decision-making processes from compeling inieresis.

11 redlow this middlesof-the-rosd Fberal definigon of democracy o avnd the
complicanons that arise if ane argues with Havek that a democracy may T
illiberal znd o dictator liberal, where lineralism s defined as & sysem of
mdividugl freedom under the rute of law wnb wide scope lar Iree-mmarset

activity (ARNEsON EB93, pp. [23- 6),
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Demecratic inefficiencies mean that authoritarian rule is necessary to ensure
long-term growth.

These arguments suggest that the main econemic limit of democracy is
one that 1 have imputed also 1o absolutism: the excessive and debilitating
hold of particular interests. Although we should not push the analogy o far
{whireas liberal democracy is based on universal equality before the law,
ancien régime libertics were premised on legal incquality), it indicates why
differences in constitutional rights across pre-modern Europe were not crit-
cal for relative economic performance. In this respect, the Whig and neo
instilutional contrast between English and Continental forms of povernanece
is based on two misunderstandings. The first, which underlies the assump-
tion that absolutist moenarchies faced higher interest rates than constitutional
ones, confuses the normative and palitical 1ssue of freedom from autocratic
or -absolunst government with the positive (economic) issue of pre-
commitment tw rules, and on both points we can do no beter than ciie
David Hume:

Private property seemis to me almost as secure in a civilised Euro-
pean monarchy as in a republic; nor is danger much apprebended, in
such a government, from the violence of the sovereign, more than
we commonly dread harm from thunder. or earthquakes, or anv ac-
cident the most unusual and extraordinary. Avarice, the spur of in-
dustry, 5 50 obstinate a passion, and works its way through so many
dangers and difficulties, thart it is not likely 10 be scared by an imagi-
nary danger, which is so small, that it scarcely admits of calculation,
It may now be affirmed of civilized monarchies, what was formerly
said in praise of republics alone, that they are a government of
Laws, oot of Men, The source of degeneracy which may be re-
marked in free povernments, consists in the practice of contracting
debt, and morigaging the public revenues, by which taxes may, in
time, become aliogether intolerable, and all the property of the state
be Brought into the hands of the public. Absolute princes have also
contracted debt: bul as an absolute prince may make a hankruptey
when he pleases, his people can never be oppressed by his debis
[Hume 1993 {1777), pp. 53-55].%2

22 Hume seems to be saying that public debt under a constitutional or mixed

government 15 subject to moral hazard and can thérefore get out of hand,
whereas an absolurist raler will not be trusted with excess sums and will
therefore keep debt under check, There are obviows similarities betwoeen this
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The second misunderstanding relates to the character of pre-medern
states, The source of institutional inefficiency i pre-modern stales was less
4 lack of concern in enforcing comracts, a despotic lack of predictability, of
parliamentary weakness, than the absence of tull sovereigaly over the public

“lear Qrslinclamn

sphere. The reasen why pre-todern sociclies concelved no
berween the public and the private spheres was, precisely, because the state
did not monopalise jurisdiction within its borders. Feudal lords, cites and
other “public’ corporate badies within the state’s Boundaries received pri
vale income streams from jurisdictional ts that were sanctioned by law,
Monarchs conficmed these rights, but they did not control them. This ¢x-
slains the clear contemporary distinction drawn betwoen absolutism - de-
fined as a constitutional arrangement in which legally chartered “freedoms’
were respected and upheld - and despousm - delined as.a sysiem an which
they were not (Kelley 1981, pp. 314-22; Black 1984, chilln

If one takes the view that the main thrust of pre-modern state formation
was a process of cvér-expanding sovereigniy (Rosenberg 1994y, rather than
the imstantiation of individual putitical liberty, the links between insotutional

nstitutional source of pre-modern cconomic ineffiviency was the near-
universal narcellizaion of soversignty, which followed from the wiy saies
{except England) expanded leaving most existing laws. rights, and privi
leges in place; the main way pre-modern states could comribule 0 eco-
nomic growth was by overcoming that parcelizaton.

Turisdictional fragmentation was the soures of two fundamental instii
libnal constraints on exchange, specialization and growth. The first, fre-
quently remarked source of economic inefficiency was the panoply of tanff
harriers that raised the direst and indirsct costs of wrade: the second. even
more pervasive bottleneck arose from the multiple Prisoner’s Dilemmas and
marker failures caused by competing, politically sanctioned monopolies.
One previously remarked instance of market fallure was e need w0 zam
some kind of jurisdictional privilege w establish rural industry azainst urban
compelition successfully. Another major market failure oCourrid i sysiems
of food distribution, in which monepolistio competition between towns and
siates increased both the level and wolaulity of consumer prices |Epsiein
1000,

argument and my preceding explanauon for the ditferenl [evels ot anterest 1aies
i Continenta] Europe and pre- 1638 England,
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Fre-modern states could extend their sovereignty and thus limit sources
of midrket failure in two ways. Firstly, and most dangerously, they could
usurp feudal or corporate righes - in wartime, under cover of fiscal neces-
sity, by right of territorial conquest, or by reverting feudal rights to the
state upon the death of an incumbent. Alternatively, rulers could bypass
existing jurisdictional claims by granting new charters of economic “free-
dom', new privileges that restrained and weakened the effects of the old. 23
These solutions were both dangerous and circultous. The first was politi-
cally and legally fraught and encountered strong resistance, including accu-
sations of autocratic oppression; it was the negative aspect of that benelicial
constraint by subjects on their rulers’ actions that 1 discussed in the context
af public debt, The second solution created additional sources of rent-
seeking and co-ordination failure which ook additional time and effort o
solve.®* In such a world, state ‘efficiency” was a relative concept, which
consisted in gaining sovereignty over collective income streams earlier and
al lesser cost than in competing states. In other words, an ‘efficient’ pre-
modern state was necessarily also a strong and centralized (albelt not auts
cratic) state. The only European polity that came anvwhere close o this
benchmark before the late eighteenth century was England, in virwe not of
its unigque individual liberties but of s precocions political unification (Ko-
enigsherger 1978, Brewer 1990, chs, 1, 4),25

23 “In a society orpanized on a corporative basis personal initiative could only
flourish under the protecuon given by exemption and privileges” (DEYos and
GUIGNET 14980, p. 628)

24 One might speculate that weak sovereignty could shape collective expectations
icultare}, insofar ag a society of 'liberties’ wended o allocate entitlements along
corporate lines and rewarded redistribution over appresate expansion. It is
however difficult 1o see how such a claim could substantiated.

25 It is for this reason that England achieved national market integration a century

before the rest of BEurope (REED 1973, KussmauyL 1990, CHARTRES |905),
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