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For the second year running the LSE SU Economic History Society is publishing 
extraordinary essays by students from LSE. This Student Journal is a prime example of 
the diversity of research interests LSE students have and their strong desire to engage in 
academic debates. 
 
The process of reviewing submissions has been a pleasure. We have been highly 
impressed by the quality of student work. Being able to publish work from various 
departments in the school and all years of study comes somewhat unexpected, yet is a 
wonderful surprise. We would like to express special thanks to everyone who submitted 
their work.  
 
On a more general note: The last year has been very exciting for the LSE SU Economic 
History Society. It was great getting to know so many people with an interest in economic 
history at our society events. Amongst the activities throughout the year we have been 
able to offer social nights, a highly successful trip to Cambridge and a special lecture by 
Prof. Morgan. We hope our events appealed to a wide audience.  
 
The LSE SU Economic History Society lives of students taking the initiative. Hence, we 
would love to see you get involved. We are always open to new members and would love 
to hear your ideas. 
 
We hope you enjoy the journal,  
LSE SU Economic History Society 

 

 
 
 
 
 
 
 
 
 

Orian Mahlow President and Editor-in-Chief 
Chris Wood  Secretary Editor 
Alex Fraser Treasurer Editor 
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An optimal domestic-foreign ratio for the ownership of reparation 
bonds: three historical cases  

Brian D. Varian 
 
In the aftermath of the Napoleonic Wars, France resorted to borrowing as the primary 
means of funding its reparation payments.1  Following the Franco-Prussian War, two 
colossal loans provided for approximately the full amount of the French indemnity.2 Moving 
into the twentieth century, there was hardly a departure from this precedent, as Germany 
borrowed in excess of its reparation payments during the years after the First World War.3 
Indeed, just as reparations were an outcome of military defeat, so too were loans an 
inescapable outcome of reparations. Insofar as borrowing was the principal approach 
undertaken to fund reparation payments, the three aforementioned incidences of 
reparations—following upon the Napoleonic Wars, the Franco-Prussian War, and the First 
World War—are quite comparable. However, these incidences of reparation differ with 
respect to the ownership of the sovereign debt issued by the penalized nation. Specifically, 
the bonds funding the Napoleonic and Franco-Prussian reparations were purchased both 
domestically and internationally. Yet, the bonds funding the First World War reparations 
were purchased almost entirely by foreign interests.  
As this essay will argue, the composition of the ownership over “reparation bonds” 
influences the decision of whether or not a nation defaults on these bonds, or put more 
bluntly, whether or not reparations work. Moreover, this essay will suggest that, ceteris 
paribus, there exists an optimal domestic-foreign ratio for the ownership of reparation 
bonds. Such a ratio balances competing tendencies: a) if just foreign investors purchase 
the reparation bonds, then a defaulting nation would not directly aggrieve its own citizens, 
thus increasing the likelihood of default, and b) if only domestic investors purchase the 
reparation bonds, then the lack of any aggregate consumption smoothing would be so 
economically onerous on the domestic population as to heighten the probability of default. 
While this essay suggests the existence of an optimal domestic-foreign ratio for the 
ownership of reparation bonds, it does not hazard to assign a value to the ratio, or even 
imply that the value must remain constant under all circumstances. Further complicating 
things, such a small sample size (i.e. only three incidences of reparation) does not lend 
itself to econometric analysis. Instead, this essay draws upon details from the three major 
episodes of reparation, in an effort to propose an alternative theoretical framework only 
hinted at in the prevailing scholarly literature on this subject matter. 

 
I 
 
Many authors give passing mention to the composition of the ownership over reparation 
bonds, but only Eugene N. White discusses the implications of this composition for the 
decision of whether or not to default. He states: “A default that hit domestic holders of the 
rentes would have compromised future borrowing by the government and perhaps the 
government itself.”4 White goes on to assess the feasibility of a selective default, whereby 
France defaults against reparation bonds held internationally, but not against bonds held 
domestically.5 Overall, throughout this section of White’s paper, he implicitly identifies a 
                                                
1 White, ‘Making the French pay’, p. 349. 
2 Gavin, ‘Intertemporal dimensions’, p. 175. 
3 White, ‘Making the French pay’, p. 354. 
4 ibid., p. 356. 
5 ibid. 
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default against bonds held domestically as being more economically and politically 
injurious than a default against bonds held internationally. This essay therefore infers that 
a predominantly foreign ownership over the reparation bonds is a positive determinant of 
default. 
Yet, a predominantly domestic ownership over the reparation bonds also presents a 
heightened risk of default, since this circumstance involves little consumption smoothing 
for the domestic population. Consumption smoothing enjoys widespread attention in the 
academic literature, which generally accepts this method as ideal for funding reparation 
payments, especially since this method adheres to the intertemporal approach to the 
current account.6 At the same time, several authors, such as Michael Gavin, point to the 
sheer economic shock of having to transfer the full amount of reparations without 
consumption smoothing: “It would have been close to impossible for France to raise 5 
billion francs on current account with the time allotted for payment of the indemnity [for the 
Franco-Prussian War].”7 Altogether, the thrust of the scholarly literature points to the 
prudence and even necessity of consumption smoothing. 
 
II 
 
What does the composition of the ownership over the reparation bonds look like for the 
three incidences of reparation? Following the Napoleonic War, domestic investors 
purchased 58 percent of the first issue of reparation bonds.8 White goes on to estimate 
that French investors purchased and retained approximately half of the total issuance of 
reparation bonds.9 Napoleonic reparation payments are unusual (compared to Franco-
Prussian and First World War reparations), insofar as these reparation payments were 
partially funded out of fiscal budget surpluses, which accounted for 17 to 20 percent of the 
payments (see Table 1).10 Accordingly, domestic borrowing and international borrowing 
each funded roughly 40 percent of the reparation payments. 
The sovereign debt issued by France in the wake of the Franco-Prussian War was heavily 
oversubscribed, more so by foreign investors than by domestic investors, as noted by 
Arthur E. Monroe.11 Of the final subscriptions, Gavin claims that approximately half went to 
foreign investors and half went to domestic investors, similar to the domestic-foreign ratio 
for the Napoleonic reparation bonds. 
Whereas the Napoleonic and Franco-Prussian reparation bonds were sought by both 
domestic and foreign investors, the German sovereign debt used to fund its First World 
War reparation payments was demanded almost exclusively, and not reluctantly, by 
foreign investors.12 As the oft-cited Charles P. Kindleberger points out, Germany took full 
advantage of the American demand for foreign investment when the Dawes loan was 
floated in 1924.13  Under the Dawes Plan, Germany was to pay its exorbitant indemnity in 
annual installments funded through international borrowing.14 The nature of this plan, 

                                                
6 Devereux and Smith, ‘Transfer problem dynamics’, p. 2380. Of course, the consumption smoothing needs 
to be undertaken through international, rather than domestic, borrowing. The essay will address this point 
later. 
7 Gavin, ‘Intertemporal dimensions’, p. 178. 
8 White, ‘Making the French pay’, p. 348. The percentage of reparation bonds held domestically fluctuated as 
these bonds traded hands between domestic and foreign investors. However, White speculates that net 
trading of this sort was rather small.  
9 ibid., p. 349. 
10 ibid. 
11 Monroe, ‘The French indemnity of 1871’, p. 269. 
12 White, ‘Making the French pay’, p. 354. 
13 Kindleberger, The World in Depression, p. 22. 
14 ibid., p. 21. 
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along with the abundance of capital from abroad, enabled Germany to follow an 
archetypical policy of complete consumption smoothing. Yet, this episode of reparations, 
quite simply, did not work. 
 

 
 
III 
 
As mentioned in the introduction, the extreme cases of total or no consumption smoothing 
each present a unique tendency to default. Amongst the three episodes of reparations 
considered herein, there is no example of a complete lack of consumption smoothing. 
However, the case of Germany after the First World War provides an example of total 
consumption smoothing. With total consumption smoothing, all of the reparation payments 
are funded by borrowing internationally. The tendency to default lies in the relative 
economic gain that the domestic population would realize, provided the creditors are only 
or mostly foreign.15 The German cancellation of reparation payments was, no doubt, tied 
up with the emerging political order, which was fully cognizant of the ownership over its 
sovereign debt. As credit dried up in 1931 and 1932, faced with the inability to 
consumption smooth via borrowing on the international capital markets, Germany took a 
rather obvious course of action and repudiated its debts.16 Arguably, the domestic-foreign 
ratio for the ownership of reparation bonds was conducive to such an action. 
In the nineteenth century, France consumption smoothed its indemnities only partially. 
Even in the aftermath of the Franco-Prussian War, when the total amount of reparation 
payments was borrowed, as opposed to being funded through a fiscal surplus (i.e. by 
increasing taxes or decreasing non-reparation expenditures), there was still only a 
fractional smoothing of consumption. This situation requires a brief explanation: domestic 
borrowing is not consumption smoothing. As White discusses, when domestic investors 
purchase reparation bonds, there occurs a large-scale transfer of capital out of the 
penalized nation.17 Naturally, this transfer of capital is achieved through some combination 
of a) selling off other investments and b) saving more, with the result being reduced 
consumption. 18  Hence, in a certain respect, while domestic borrowing consumption 
smoothes the indemnity for the portion of the domestic population not lending money to 
the government, there is no aggregate consumption smoothing, after taking into 
consideration the domestic creditors. To reiterate, following the Napoleonic Wars and 
Franco-Prussian War, France consumption smoothed 40 percent and 50 percent of its 
indemnities, respectively. Counterfactually, if these figures were lower, the burden of the 
                                                
15 Granted, this ignores the incalculable political and military risk of such an action, which may ultimately take 
on an economic dimension. 
16 For a discussion of German borrowing in the late 1920s and early 1930s, see Ritschl, ‘Reparation 
transfers’, p. 65. 
17 White, ‘Making the French pay’, p. 353. 
18 For a discussion of the impact of Franco-Prussian reparation payments on savings and investment in 
France, see Lévy-Leboyer and Bourguignon, The French economy, pp. 82-93. 

Reparation
Funded out of 
budget surplus 

(percent)

Funded through 
domestic borrowing 

(percent)

Funded through 
foreign borrowing 

(percent)
Napoleonic Wars 20 40 40
Franco-Prussian War 0 50 50
First World War 0 0 100
Sources : See text.

Table 1. Estimated sources of funding for reparation payments
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reparation payments would potentially have constituted too much of a shock for France to 
handle, with the tendency being not to make any reparation payments.19 However, the 
reality was that consumption smoothing eased the burden of these indemnities, making 
payment more feasible.  
 
IV 
 
This essay offered an alternative theoretical framework for addressing the question of why 
reparations worked in the nineteenth century, but did not work in the case of Germany 
following the First World War. While it would be drastically overreaching to claim that 
reparations worked in the nineteenth century purely because the domestic-foreign ratio for 
the composition of the ownership over reparation bonds was within a range sufficient to 
mitigate against the tendencies to default under either total or no consumption smoothing, 
it is well worth pointing out that the only case of failure, amongst the three incidences of 
reparations studied in this essay, was characterized by an unbalanced policy of total 
consumption smoothing. At the same time, it must be noted that consumption smoothing, 
to whatever degree, is not always achievable, since international capital markets are 
sometimes reluctant to lend; recall France’s difficulty in obtaining credit in 1816.20 In this 
case, does the optimal domestic-foreign ratio for the ownership of reparation bonds 
adjust? Indeed, many factors complicate the theoretical framework put forward in this 
essay. Nonetheless, the tendencies to default under either total or no consumption 
smoothing do find a patchwork foundation in the scholarly literature, and are at least not 
contradicted by historical fact. 
  
 
  

                                                
19 Gavin, ‘Intertemporal dimensions’, p. 178. 
20 White, ‘Making the French pay’, p. 345. 
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What was the role of policy versus technology in global trade 
integration during the 19th century? 

Ligita Visockyte 
 
Prior to discussing the role of policy and technology it is necessary to define trade 
integration. A number of factors may be considered, such as trade volume, price 
convergence, and speed of price adjustment, with the associated assumptions influencing 
the interpretation of the role played by policy and technology in the global trade 
integration. By broadening the definitions of policy and technology to include more than 
just tariffs and transportation their significance in global trade integration is altered – the 
importance of both policy and technology has been overstressed, and it was not in the 19th 
century that the global trade integration started but earlier than that.1 
 
I 
 
Firstly, consider the potential impacts of tariffs and transportation. Historical studies 
conventionally focus on tariff policies, though Anderson and van Wincoop2 have noted that 
direct policy instruments such as tariffs, quotas, and trade barriers associated with the 
exchange-rate system are less important than other policies such as transport 
infrastructure investment, property-rights institutions, informational institutions, regulation, 
and language. Transportation technology receives the greatest attention, although others, 
such as non-revolutionary improvements - deserve attention, too. These two factors – 
tariffs and transportation – are only part of global trade integration though a very important 
one, and their relative importance depends on the assumptions used in the definition of 
trade integration. Three papers will serve to prove my point – O’Rourke and Williamson3, 
Flynn and Giraldez4, and Federico and Persson5. 
The world-shattering work by O’Rourke and Williamson6 assumed that trade integration 
can be measured by the cost of moving goods across borders. This was evaluated using 
international price gaps, and more precisely they looked at the evidence of nonmonetary 
commodities price convergence. They concluded that transportation was the only factor, 
despite the increase in tariffs after the 1870s and 1880s, behind the late nineteenth 
century market integration in the Atlantic economy.  
By expanding the definition of trade integration to include monetary as well as 
nonmonetary commodities Flynn and Giraldez revealed that “the single market most 
responsible for the birth of globalisation was the silver trade”7. Therefore, monetary flows 
cannot be excluded from any discussion of globalisation and trade integration. 
Additionally, they demonstrated that it was technology together with other factors – 
institutions, ecology, and consumption patterns – which drove market integration. 
An alternative definition of trade integration was assessed by narrowing the factors to 
include only commodities adjusted for quality8. The results for the US and the UK wheat 

                                                
1  Ronnbach, ‘Integration of global commodity markets’, p. 96. 
2  ‘Trade costs’, p. 691. 
3  Globalization and history. 
4  ‘Path dependence’, pp. 81-108. 
5  ‘Market integration and convergence’. 
6  Globalization and history, p. 32.  
7  ‘Path dependence’, p. 86. 
8  Federico and Persson, ‘Market integration and convergence’, p. 89.  
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data showed that unadjusted data could display more integration than there was in reality. 
Their study concluded that policy mattered more than changes in transportation costs.  
Can it be assumed that trade volumes are a better measure of trade integration than 
prices? Jacks et al9 analyzed trade costs between 1870 and 1913 using the gravity model 
of trade and concluded that overall trade costs fell. Both tariffs and transportation make 
important contributions, but in opposing directions – the plunge in transportation costs 
helped and proliferation of tariffs hindered reduction in trade costs in the first wave of 
globalization. Therefore, while transportation might have made a bigger impact than tariffs 
on trade costs, the increase in trade was more influenced by economic growth then a 
decline in trade costs. O’Rourke and Williamson10 focus on prices rather than trade 
volumes and justify their choice by showing that trade volumes are affected by reasons 
unrelated to commodity market integration such as outward shift caused by frontier 
settlement or inward shift caused by a shift in demand toward non-tradables.  
The next assumption I would like to tackle is the ability of the results from patchy data to 
be interpolated to describe global world. While the price-gap methodology is restricted to a 
few goods because of data limitations the gravity models are more comprehensive and 
consider aggregate trade and therefore a very large range of goods11. Both of them focus 
on different segments of the market, and while both of the approaches are useful in 
understanding the integration of world markets their results are not necessarily identical 
because of this. As acknowledged by Federico, “unfortunately, scholars cover different 
and not overlapping periods, and apply different econometric methods to different data 
sets”12 and therefore indicated it is not easy to infer a coherent global picture.   
The picture becomes increasingly complicated if the scope is expanded not only across 
the goods analyzed but countries involved in the analyses as well. How much can be 
interpolated about the global trade integration by looking at the developments on only two 
sides of the Atlantic? Isn’t it proper to assume that global trade integration is when all 
heavily populated continents exchange products continuously and on a scale that 
generates lasting impacts on all trading partners13? In which case, as Flynn and Giraldez14 
argue, the birth of globalization can be traced back to 1571 when the Old World became 
directly connected with the Americans via Manila. Therefore, it is not enough to 
concentrate on prices between the USA and Europe in order to argue whether policy or 
technology was the more important factor in the global trade integration during the 
nineteenth century. 
 
 
II 
 
Secondly, what about the rest of policy? As Anderson and van Wincoop15 stated, direct 
policy instruments such as tariffs, the tariff equivalents of quotas and trade barriers 
associated with the exchange-rate system are not even as important as other policies 
such as transport infrastructure investment, property rights and informational institutions, 
regulation, and language! 
Trade barriers associated with the exchange-rate system were eliminated in the countries 
adhering to the gold standard. Concurrently, it signaled conservative fiscal and monetary 
                                                
9  ‘Trade costs’, p. 127.  
10  Globalization and history, p. 32.  
11  Jacks et al, ‘Trade costs’, p. 130.  
12  ‘When did European markets integrate?’ p. 94 
13  Flynn and Giraldez, ‘Path dependence’, p. 83. 
14  ‘Path dependence’, p. 82. 
15  ‘Trade costs’, p. 691. 
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policies16,17 which must have been supportive of international trade.18 For those countries 
that did not adhere to the gold standard or did so intermittently, such as Russia or 
Argentina, trade could have been affected by exchange rate uncertainty. Studies of market 
integration mainly focus on countries such as the USA and UK which might have enjoyed 
“the good housekeeping seal of approval” during most of the nineteenth century while it is 
not so obvious if and how trade with the countries unenthusiastic about the gold standard 
was affected.  
The importance of cultural policies in market integration can be showcased by two studies 
– Schulze and Wolf19 and Wolf20. Both of the studies focus on the integration of national 
markets, which are not an absolute prerequisite of global integration, but they do form a 
very significant part of it.21 Schulze and Wolf22 focused on the Austro-Hungarian Empire in 
the late nineteenth century and indicated that market integration proceeded 
asymmetrically there because of intra-empire nationality conflicts. Language played an 
important role in market integration along ethno-linguistic lines through community effects. 
Actually, a decrease in transportation costs increased the relative importance of other 
factors such as ethnically based organizations. Wolf23 focuses on Germany and suggests 
it was poorly integrated before World War I, and he proposes one of the main reasons was 
cultural heterogeneity. These two examples justify Anderson and van Wincoop’s24 claim 
that direct policy instruments such as tariffs are not as important as other policies such as 
language. 
Policy of an extreme importance that made integration possible at all during the period 
was foreign policy. Daudin et al.25 state that between the Franco-Prussian War and the 
First World War created an atmosphere favorable for capital market integration for the 
major countries involved. This should be appropriate for global trade integration as well. 
Peace in foreign policy relations was the dominant theme in the nineteenth century. The 
French wars engendered a disintegration of markets at the beginning of it, but there was a 
long peaceful period after Waterloo and it featured significant market integration. Federico 
comes to the conclusion that most changes in the nineteenth century were driven by 
political events – the French Wars, the protectionist backlash and subsequent trade 
liberalization. In other words the level of integration waxed and waned according to wars 
and political events26. 
 
III 
 
Thirdly, what about the rest of technology? Transportation was arguably the main factor in 
the nineteenth century, but other technologies such as communication, refrigeration, and 
non-revolutionary technology improvements deserve a mention for their influence as well.  

                                                
16  Daudin et al., cited in Broadberry and O’Rourke, The Cambridge Economic History of Modern Europe, pp. 
12-13. 
17  Bordo and Rockoff, ‘The Gold Standard’, p. 398. 
18  Flandreau and Zumer (2004, p. 56) argue though that the gold standard was not perceived as signalling 
good policies.  
19  ‘Economic integration’, pp. 652-673. 
20  ‘Was Germany ever united?’ pp. 843-881.  
21  Uebele (2013, p. 413) shows that some countries formed single markets and then integrated globally 
while others integrated domestically after single, globalised cities. 
22  ‘Economic integration’, p. 652. 
23  ‘Was Germany ever united?’ p. 846. 
24  ‘Trade costs’, p. 691. 
25  cited in Broadberry and O’Rourke, The Cambridge Economic History of Modern Europe, p. 11. 
26  ‘When did European markets integrate?’ p. 94. 
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The speed of information exchange is undoubtedly important for trade integration and an 
increase in it diminishes risks and enhances the efficiency of markets. While the invention 
of telegraph must have been warmly welcomed by traders and merchants, were there 
other reasons  for the increase in speed of information exchange in the nineteenth 
century? Kaukiainen27 showed that internationally letters gained more in speed between 
1820 and 1860 than during the ‘telegraph revolution’ later in the century. He argues that 
this development was connected with the introduction of steamships connections, but not 
caused by it, rather it was demand that drove the process. Here again a case is made for 
technology as a necessary, but not a sufficient condition for trade integration. Policies 
favorable for economic growth and increase in demand might have mattered more.  
 
IV 
 
Fourthly, was there any inter-relatedness in how policies and technologies influenced 
trade integration? Was it so that policies and technologies either worked in the same 
direction as in the first part of the nineteenth century when both were mostly favorable to 
trade integration or in the opposing directions as in the second part of the nineteenth 
century when increases in tariffs counterbalanced the positive effects of the reduction of 
transportation costs? Apparently, both policies and technologies could work symbiotically 
as well though not always leading to successful results.  
Examples of policies and technologies working together in propelling trade are import 
substitution, international scientific and tech organizations, and formal technological 
cooperation. Policies aiming at import substitution increased domestic technological 
emulation but with mixed success28. Other type of policies – increase in governments’ 
formal technical cooperation, the creation of international scientific and technical 
organizations, and the increase in scientific conferences – helped for the technological 
breakthroughs to happen and to spread globally after their inventions.  
 
V 
 
Fifthly, what if one broadens one’s horizons both across time and space? Both policies 
and technology are not as important in market integration anymore, especially after factors 
such as economic growth and international specialization are taken into account29. A case 
can be made that market integration did not even start in the nineteenth century. It might 
be only that the significance of policies and technologies relative to other factors increased 
during the period. Also, both domestic and international markets contributed similarly to 
long-run integration, but the latter contributed more to medium-run changes30.  
 
VI 
 
The groundbreaking work by O’Rourke and Williamson31 drew attention to technology, but 
most of the recent scholarly contributions - Uebele32, Uebele33, Sharp and Weisdorf34, 
                                                
27  ‘Shrinking the world’, pp. 7, 10. 
28  Daudin et al., cited in Broadberry and O’Rourke, The Cambridge Economic History of Modern Europe, p. 
17.  
29  Uebele, ‘What drives commodity market integration?’ pp. 413-414.  
30  Federico, ‘When did European markets integrate?’ p. 93. 
31  Globalization and history’, p. 29.  
32  ‘National and international market integration’. 
33  ‘What drives commodity market integration?’ 
34  ‘Globalization revisited’. 
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Ronnback35, Jacks36, Federico and Persson37, Federico38 - highlight that a more important 
role was played by policies. Of all policy and technology factors, decrease in transportation 
costs was most important in national and regional markets’ integration, trade policy in the 
broader interregional space, but if one expands the picture both geographically and 
chronologically, other factors such as economic growth were more important during the 
centuries long of erratic but persistent global trade integration. 
 
 
 
 
 
 
 
 
 
 
 
 
  

                                                
35  ‘Integration of global commodity markets’. 
36  ‘What drove 19th century commodity market integration?’ 
37  ‘Market integration’. 
38  ‘When did European markets integrate?’ 
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Why was Britain the first country to experience the industrial 
revolution? 

By Celia Frankel 
 
In asking why Britain was the first country to experience the industrial revolution we should 
ask what it was that Britain had that other countries in Europe did not.  The Hanoverian 
house experienced no serious challenge to its position after 1746. This was hardly the 
case on the continent, where friction between religions and class in France and political 
disunity in the German states caused reoccurring internal instability in the 18th century. It 
was internal peace that set Britain apart, and internal peace that was the main cause of its 
early growth. 
High wages that caused larger business costs and hence higher demand for technology1 
could only be taken advantage of by inventors and engineers because of the peaceful 
environment in which they were set. Without peace within the country, the state crowds 
out technological talent, redirecting it chiefly towards the military, as was done in France.2  
Internal peace also determined the nature of the Enlightenment in Britain, another direct 
cause of industrialisation. Relative harmony between the state and people meant the 
movement was not coloured by anti-government sentiments as much, unlike on the 
Continent. Instead, figures of the Enlightenment worked with the support of rulers, and the 
movement became characterised by a greater focus on practicality. Watt was considered a 
figure of the Scottish Enlightenment despite his lack of philosophizing. The channels of 
communication which were advanced by the Enlightenment allowed for cross-fertilisation 
not only between academics but also, as Mokyr (2009) puts it, ‘between those who knew 
things and those who made things’.3 
Britain’s cheap, plentiful coal can easily be seen as the fuel of the revolution. However, 
this theory can be disproved by looking to Europe. Switzerland, for instance, industrialized 
by specializing in goods not based on coal.4  
Indeed, capital was not the only factor input that could be imported: labour could be, too. 
Preeminent inventors like John-Joseph Merlin came from abroad as well as the set of 
Huguenot artisans who emigrated after 1685. Macleod (2004) argues this generated a 
kind of ‘eclecticism’, particularly in London. 5  Like the Enlightenment, emmigration 
facilitated the spread of ideas and is one explanation of the abundance the ‘British’ 
craftsmen that linked famous inventions to actual efficiency gains. 
Lastly, the peaceful environment yielded an openness of new ideas in British government. 
Confident enough of the maintenance of its own security, it supported rather than 
intervened. Government formalised private firms’ system of training by creating indentured 
apprenticeships, for instance, and maintained effective armed forces to protect a 
burgeoning economy. Most importantly, they supported an infant financial industry. Fairly 
comprehensive, forward-thinking legislation in 1728 protected against forgery of bonds 
and negotiable instruments.6 Such legislation encouraged trust between participants in the 
financial markets to be maintained despite its increasing size and anonymity, allowing 
credit to become widely available. 

                                                
1 Allen, The British Industrial Revolution in Global Perspective, pp. 138-140. 
2 Mokyr, The Enlightened Economy, p. 111. 
3 Mokyr, The Enlightened Economy, p. 85. 
4 Mokyr, The Enlightened Economy, p. 102. 
5 Macleod in De La Escosura, Exceptionalism and Industrialisation, p. 125. 
6 Capie in De La  Escosura, Exceptionalism and Industrialisation, p. 220. 
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Peace within the country made the government tolerant of change, created an 
environment in which industrialists could take advantage of the incentives produced by 
high wages and fostered a diverse and outward-looking society that, unlike on the 
Continent, was eager to take on the new ideas of the Enlightenment. Thus, relative 
internal stability, so sustained it became almost reliable in the 18th century, was the root of 
Britain’s emergence as the first industrialized economy in the world. 
  



LSE SU Economic History Society I Student Journal      17 

 
 
Bibliography  
 

1. Allen, R.C., The British Industrial Revolution in Global Perspective (USA, 2009). 
2. Capie, F. ‘Money and economic development in eighteenth-century England’ in De 

La Escosura, L.P., ed, Exceptionalism and Industrialisation (Cambridge, 2004), pp. 
216-232. 

3. Macleod, C., ‘The European origins of British technological predominance’ in De La 
Escosura, L.P., ed, Exceptionalism and Industrialisation (Cambridge, 2004), pp. 
111-126. 

4. Mokyr, J., The Enlightened Economy (USA, 2009). 
5. Tunzelmann, G.N., ‘Technological and organizational change’, in O’Brien, P.K. and 

Quinault, R., eds, The Industrial Revolution and British Society (Cambridge, 1993), 
pp. 254-282. 

 
 



LSE SU Economic History Society I Student Journal     18 
 
Economics is not a numbers game 

John Phelan 
 
If an independent Scotland wasn’t allowed to keep the pound it would cost British 
businesses £500 million each year. Railways saved the United States 2.7 per cent of 1890 
GNP in transport costs. Countries with government debts of over 90 per cent of GDP will 
see median GDP growth rates 1 per cent lower than otherwise. If all immigration controls 
were removed global GDP would increase by between 67 per cent and 147.3 per cent.  
 
Numbers have a rhetorical force. A gain or a loss, less and more, notions can become 
facts by their quantification as numbers. So Alex Salmond does not stand up and say ‘If an 
independent Scotland wasn’t allowed to keep the pound it would cost British businesses 
quite a bit of money each year’, he says it will cost them £500 million each year. The grey 
notion is turned into a stark, black and white fact.  
 
Cliometrics - Quantifying that which didn’t happen 
 
But we ought to be sceptical of concrete numbers in hypothetical situations. In 1964 
Robert Fogel published Railroads and American Economic Growth: Essays in 
Econometric History1 which invented cliometrics and won him a Nobel Prize. Fogel created 
a hypothetical United States economy of 1890 in which railroads didn’t exist and compared 
it with the actual United States economy of 1890 where they did. In doing so, Fogel 
believed, he could assess the various claims made for the impact of railroads on American 
economic growth by quantifying that impact more or less exactly.  
 
The central assumption here is that everything else in Fogel’s hypothetical 1890 was as it 
was in the actual 1890, that ceteris is paribus. But how can we change one thing, 
especially a major development like transcontinental railroads, and keep everything else 
the same? Surely, if you change one thing at time t other things are going to be different at 
t+1 and still other things will be different at t+2 and even more at t+3 and so on. If ‘the flap 
of a butterfly’s wings in Brazil (can) set off a tornado in Texas’2 then a bald eagle in Buffalo 
in 1880 could easily have derailed Fogel’s counterfactual. As Friedrich von Hayek put it, ‘in 
the study of such complex phenomena as the market, which depend on the actions of 
many individuals, all the circumstances which will determine the outcome of a 
process...will hardly ever be fully known or measurable’3. There are too many ceteris, in 
other words, to ever be paribus.  
 
Econometrics - Quantifying that which hasn’t happened 
 
This bears on another problem. Econometrics builds economic models out of links 
between variables. It does this by establishing coefficients (parameters) that precisely 
quantify these relationships. So, where theory tells us that consumption spending is a 
function of income (C=f(Y)), we have the equation  
 
C=a+bY 
 

                                                
1 Fogel, Railroads and American Economic Growth: Essays in Econometric History 
2 Lorenz, ‘Predictability’, p. 1 
3 Hayek, ‘The pretence of knowledge’ 
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where a and b are the parameters giving the relationship between the independent 
variable, Y, and the dependent variable, C. The values of these parameters are 
discovered through regression analysis of observations of the variables consumption (C) 
and income (Y); the level of income and consumption spending in Honduras in 1978, Syria 
in 1992, Finland in 2004...   
 
But these historical data are just that. As Ludwig von Mises argued, each observation of, 
in this case, income and consumption spending at a given point ‘cannot be fully described 
without specifying the time and geographical point’4 and will be different at a different time 
and geographical point. As such, as Mises wrote, ‘there are in the field of social affairs no 
constant relations between magnitudes’5. So Reinhart and Rogoff’s (in)famous finding, 
based on a vast data set, that ‘median growth rates for countries with public debt over 
roughly 90 percent of GDP are about one percent lower than otherwise’6 is just an 
aggregate of historical observations of uncertain relevance for the future. It isn’t just wrong 
mathematically, it is also wrong conceptually.  
 
What we can say 
 
The first economists to use mathematics were careful to avoid using numbers. Augustin 
Cournot’s Researches on the Mathematical Principles of the Theory of Wealth of 1838 
abounds with algebraic equations but contains nothing quantitative. Indeed, Cournot 
thought that the rejection of mathematical techniques by Classical economists was due to 
their, in his view, faulty belief that mathematical economics must be quantitative7. Such 
scepticism is now rare. Bodies such as the Office of Budget Responsibility, Congressional 
Budget Office, and International Monetary Fund regularly produce quantitative analyses 
which are just as regularly revised up or down, all with rather more adverse effect on their 
public than political prestige.  
 
This is not to say that we cannot say anything about hypotheticals, only that there are 
limits to what we can. Hayek made a distinction between ‘a prediction of the appearance 
of a pattern of a certain class’, on the one hand, ‘and a prediction of the appearance of a 
particular instance of this class’ on another8. So we can say that eliminating barriers in the 
market for labour, immigration restrictions, will increase wealth, but we cannot say by how 
much9.  
 
This is thin gruel for those seeking the rhetorical cudgels that numbers provide. In his 
Nobel lecture Hayek said ‘I confess that I prefer true but imperfect knowledge, even if it 
leaves much indetermined and unpredictable, to a pretence of exact knowledge that is 
likely to be false’10. Humble words, but as any failed attempt at quantifying the hypothetical 
suggests, valuable ones.  
  

                                                
4 Mises, Theory and history, p. 10 
5 Mises, Theory of money and credit, p. 419 
6 Reinhart and Rogoff, ‘Growth in a time of debt’, p. 573 
7 Cournot, Researches on the Mathematical Principles of the Theory of Wealth, p. 3 
8 Hayek, ‘The theory of complex phenomena’, p. 56 
9 Clemens, ‘Economics and emigration’ 
10 Hayek, ‘The pretence of knowledge’ 
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WAS FOGEL WRONG? Were railroads highly valuable to the US up to 
1890? 

Alessandro Kadner-Graziano 
 
Introduction 
 
Fogel’s 1962 paper concludes that “social savings attributable to the railroad in the 
interregional transportation of agricultural products was about 1% of national income”11 in 
1890. This essay analyses whether Fogel was wrong in concluding that railroads were not 
highly valuable to the US up to 1890. 
Leunig writes that “with a properly defined counterfactual, the reader knows what the writer 
thinks would otherwise have happened, and can consider the evidence for that 
alternative.”12 This essay discusses the factors Fogel ought to have accounted for in order 
to render his counterfactual more realistic. To do so this essay considers the views 
expressed by Boyd and Walton (1972), Jenks (1944), Chandler (1965), Paul David (1969) 
and the critiques presented by Leunig (2010) as well as Atack and Passell (1994). The 
essay offers an estimate of social savings – the value of railroads to the US – in a more 
realistic counterfactual world. 
 
Fogel’s 1962 paper: methodology and results 
 
Fogel seeks to quantify the value of railroads to America by using “social savings”. He 
defines this as the difference between the actual costs of shipping certain agricultural 
goods from primary to secondary markets and shipping costs constrained by not being 
able to use railroads.13 Table1 presents Fogel’s social savings estimate.14 It amounts to 
1% of US GNP in 1890,15 implying that railroads were not highly valuable to the US up to 
1890 
 
Table116 

 
 
 
 
 
 

                                                
11 Fogel, R., “A quantitative approach to the study of railroads in American economic growth: a report of 
some preliminary findings” in The Journal of Economic History, Vol. XXII, No. 2, June 1962, p. 195-6. 
12 Leunig, T., “Social Savings” in Journal of economic surveys, 24 (5), 2010, p. 15. 
13 Fogel, R., op. cit., p. 170 
14 The first approximation is negative because water rates were generally lower than rail rates throughout 
this period. 
15 Ibid., p. 195-6. 
16 Ibid., p. 195. 
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Factors which imply that Fogel’s social savings figure is an overestimate 
 
Jenks writes railroads were built “in advance of traffic”. 17  This implies that without 
railroads, America’s westward expansion would have been constrained. If one believes 
that therefore US GNP would have been much lower, this paper could end here and 
conclude that railroads were extremely valuable to the US. 
To give Fogel the chance of being right, this essay assumes that cities and towns which in 
reality were built in the West would, in the absence of railroads, have developed closer to 
rivers and canals. But this assumption is also made because in the counterfactual world 
where no railroads exist, this would be a far more realistic scenario than assuming that 
cities would have been built far inland. This is because extremely high wagon haulage 
rates (25.0 cents per ton-mile)18 – compared to other transport means (0.2 cents per ton-
mile for water transport)19 – should have discouraged building cities far inland.20 
In his 1962 paper Fogel calculates that in the absence of railroads 0.28% of GNP would 
have been required to cover the costs of wagon haulage to cities at “an average of 50 
miles from the nearest water point”.21 Our assumption that such cities would not have 
existed in a more realistic counterfactual world implies that social savings would have 
been only 0.72% of GNP. This strengthens the conclusion that railroads were not highly 
valuable to the US up to 1890. 
 
A second factor which implies that our social savings estimate of 0.72% of GNP is an 
overestimate is Fogel’s explicit attempt to perform his social savings calculations by 
biasing estimates against his hypothesis (his hypothesis being that railways led to no 
social savings). For example, he calculates social savings in 1890, a date by which social 
savings should have been higher than in previous years because of increased efficiency of 
railways.22 Indeed, Fishlow presents data which shows that from 1849 to 1890 total factor 
productivity in American railroads roughly doubled.23 Hence we can conclude that the 
social savings figure we will estimate will represent an upper bound of the value of 
railroads to the US up to 1890. 
 
A third omitted factor, which surprisingly economic historians have not commented upon to 
my knowledge, is that the extremely high construction costs of railroads should reduce 
social savings. Ceteris paribus, the higher the resource cost of a new technology, the 
lower its value to society. Whilst in total $188 million had been spent of canal construction 
between 1815 and 1860 (45 years),24 between 1850 and 1880 (30 years) “investment in 
track and equipment was about $8 billion (in 1909 dollars)”.25  To adjust the 0.72% 
estimate for construction costs lies outside the scope of this paper because it requires 
substantial firm-level evidence on investment levels. It should be noted however that 
construction costs ought to be accounted for in the social savings measure of railroads.  
 

                                                
17 Jenks, L., “Railroads as an economic force in American development” in The Journal of Economic History, 
Cambridge: Cambridge University Press, Vol. 4, No. 1, May 1944, p. 3 
18 Fogel, R., op. cit., p. 195 
19 Fogel, R., op. cit., p. 188. 
20 Of course one could imagine that for towns which produced highly valued goods the 25.0 cents per ton-
mile would represent fewer spatial limitations to the location of towns. 
21 Fogel, R., op. cit., p. 195. 
22 Fogel, R., op. cit., p. 172. 
23 Atack and Passell, p. 444. 
24 Atack, J. and Passell, P., A new economic view of American history, New York and London: W. W. Norton 
& Company, (2nd edition) 1994, p. 153 and 436. 
25 Ibid., p. 437. 
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Factors which, if included, would have rendered Fogel’s counterfactual more realistic, but 
would not have altered his social savings estimate 
 
Fogel’s 1962 paper does not consider the general equilibrium effects in the counterfactual 
world where no railroads exist. For example, the value of backward linkages are not 
calculated (the demand of railroads for steel, coal and other industries). Neither does 
Fogel consider the valuable cost reductions for industries which use railroads as inputs 
(such as companies that require mail services), a point made by Paul David.26 Another 
overlooked benefit of railroads on other industries is the managerial innovation brought 
about by the sheer scale of railroad corporations.27  Chandler describes that railroad 
companies “created the basic plans for the structural form of the modern American 
corporation” and were thus highly valuable to the US. 
All three of the above points are rather weak. Firstly, as Atack and Passell argue, in the 
absence of railroads the steamboat sector would have made up for much “of the demand 
attributable to railroads.”28 Secondly, whilst Fogel’s figure does not account for the saved 
time of transport (crucial to companies such as mailing services), his social savings 
estimate does include the value of the price fall. Thirdly, Chandler’s article offers no 
argument which suggests that in the absence of railroads such managerial innovations 
would not have occurred anyway. Indeed, corporations which expanded at a later date 
may have developed their managerial structures themselves. 
Thus these three general equilibrium effects do not alter the 0.72% social savings 
estimate. 
 
Another assumption in Fogel’s calculations is that water transport costs would have 
remained constant over the period. However, as McClelland and David argue waterways 
could not have handled the 1890 freight volume at constant cost per unit: as routes 
became congested, less direct (and thus more costly) routes would have had to be built.29 
However much evidence shows that costs were gradually lowered: “learning-by-doing of 
the steamboat designers led… to drastic reductions in the draft of vessels of a given 
tonnage”.30 It is thus unclear whether, in the absence or railroads, water transport costs 
would have increased or decreased. Consequently, this omitted factor has ambiguous 
effects on our estimate. 
 
Factors which imply that Fogel’s social savings figure is an underestimate 
 
“Boyd and Walton noted that multiplying the final quantity by the fall in price is equivalent 
to assuming that the price elasticity of demand is zero”.31 The fact that consumers chose 
to use railroads in large numbers implies that for certain routes the all-inclusive price of 
using railroads (including the benefits of saved time for example) was lower than the all-
inclusive price of alternatives. Boyd and Walton (1972), Leunig (2010) and even Fogel 
(1979) agree on an estimate of the price elasticity of demand (εD) close to -1.32 Hence, in 
the absence of railroads, higher prices would have resulted in lower quantity of transport, 

                                                
26 Cited in Leunig, T., op. cit., p. FIND! 
27 See Chandler, A., “The railroads: Pioneers in Modern Corporate Management” in Business History 
Review, Spring 1965. 
28 Atack and Passell, op. cit., p. 454. 
29 Fogel, R., “Notes on the social saving controversy” in The Journal of Economic History, Vol. 39, No. 1, 
May 1979, p. 18-19. 
30 Atack and Passell, op. cit., p. 157. 
31 Leunig, T., op. cit., p. 13 
32 See for example Boyd, J. and Walton, G., “The social savings from 19th C. rail passenger services” in 
Explorations in Economic History, Spring 1972, p. 247. 
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and thus lower social surplus. This raises the value of railroads beyond the value 
estimated in Fogel’s 1962 paper. 
To understand how one could calculate the extra value of lower prices, let us consider the 
journey from NY to Chicago as an example. Boyd and Walton argue that the average 
railroad passenger valued their time at 20 cents per hour.33 Adjusting the NY-Chicago fare 
for time costs incurred by passengers yields the all-inclusive prices (own calculations) in 
Table2. 
 
Table234 

Cost	  by	  
steamboat	  
and	  canal

Cost	  by	  
steamboat	  
and	  railroad

Time	  by	  
steamboat	  
and	  canal

Time	  by	  
steamboat	  
and	  railroad

Average	  
passenger	  
valuation	  of	  
time

All-‐inclusive	  
cost	  of	  
steamboat	  
and	  canal

All-‐inclusive	  
price	  of	  
steamboat	  
and	  railroad

Journey dollars/trip dollars/trip hours/trip hours/trip dollars/hour dollars/trip dollars/trip
NY	  to	  
Chicago $9.00 $12.50 348 156 $0.20 $78.60 $43.70
Note: the all-inclusive price per trip = cost in dollars per trip + hours per trip*value of an 
hour in dollars. 
 
The % reduction of the all-inclusive price is 1-(43.70/78.60)=0.44. With εD = -1, this implies 
at 44% increase in the number of trips made on this journey, hence more consumer 
surplus (see Figure1) and producer surplus: a greater value of railroads to the US.  
 
Figure1 
 
 
 
 
 
 
 
 
 
 
Hence the consumer surplus gain from lower all-inclusive transport costs brought about by 
railroads can be estimated by using data for heavily-used journeys (trips with a high Q) 
and performing the same calculations as above. 
Of course the estimation depends, crucially, on the estimated average passenger 
valuation of time. 
To replace the unrealistic assumption that εD = 0 made by Fogel and replace it with εD = -1 
leads to the conclusion that the 0.72% social savings figure is a severe underestimate. 
“Severe” because railroads led to significant all-inclusive price declines. Boyd and Walton 
estimate social savings for passenger transport to amount to 2.6% of 1890 GNP.35 Without 
having accounted for railroad profits, this raises our social savings estimate to 3.3%. 
 
A further important point demonstrates that Fogel’s 1% figure underestimates the value to 
Americans by far. Fogel’s estimate includes social savings for the transportation of wheat, 
                                                
33 Ibid., p. 245. They compare contemporary auto travellers’ time valuation with 1890 railroad passengers’ 
valuation to arrive at this figure. 
34 Ibid., p. 238 and own calculations 
35 Ibid., p. 240. 

D for passenger travel, NY to Chicago, 1890 

$78.60 

$43.70 

p 

q 
Q  1.44Q (assuming εD = -1) 

Increase in consumer surplus 
= size of shaded area = $42.6*Q 
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corn, beef and pork only. His later estimates of social savings for other commodities 
amount to 3.5% of GNP.36 Thus social savings amount to 6.8% of 1890 US GNP, without 
having taken into account railroad profits. 
 
It is important to note that after Boyd and Walton’s social savings estimate and the 
consumer surplus gain from lower all-inclusive prices have been added, the interpretation 
of social savings changes: the social savings “does not show how much GNP would have 
been reduced”37 in the absence of railroads. “It does show in the aggregate the % of GNP 
travellers in 1890 would have been willing to exchange for the opportunity to travel by rail 
rather than the next best alternative”.38 Hence railroads were highly valuable to the US up 
to 1890, but part of this value is not equivalent to lower transport costs or GNP savings, 
rather they constitute time savings which are not part of GNP but are nonetheless valued 
by society. 
 
Conclusion 
 
Fogel’s great creativity has allowed him to provide a quantitative estimate of social 
savings, the value of railroads to the US up to 1890. But the counterfactual world he 
described in detail is not convincing, thus this paper has adjusted the counterfactual. 
Social savings were lowered due to the more realistic assumption that cities would not 
have been built far inland and would thus have needed to use expensive wagon haulage. 
Overall, social savings in 1890 have been estimated at 6.7%. Thus for 1890 – the year for 
which Fogel calculates social savings – Fogel was wrong: railroads were highly valuable to 
the US. 
Prior to 1890 social savings and hence the value to society was lower because railroad 
efficiency was far lower. 
Note this paper assumed that the lack of railroads would not have constrained US GNP up 
to 1890. If it did, the value of railroads to the US would have been even higher. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
                                                
36 Ibid., p. 235. 
37 Ibid., p. 240. 
38 Ibid. 
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How convincingly does New Institutional Economics empirically 
analyse the requirements for economic growth?  

Nicolas Pullman 
 

Neo-classical economics fails to explain the relationship between institutions and 
economic growth. Its assumptions inadequately explain the intricate interactions between 
social, political and economic spheres required for economic growth. New Institutional 
Economics (NIE) has attempted to fill this analytical void. North describes this discipline as 
“an attempt to incorporate a theory of institutions into economics”1, which chooses to 
concentrate on the “fundamental assumption of scarcity and hence competition”2. NIE 
argue that institutions are the necessary requirement for economic growth, henceforth 
defined as the protection of property rights. However, the absence of a universal definition 
for “institutions” renders difficult the empirical analysis of these claims. It will be argued 
that whilst NIE provide empirical examples emphasizing the importance of institutions for 
economic growth, its inability to clearly define “institutions” renders its theory unconvincing. 
This will be methodically addressed through the comparative and critical analysis of Greif’s 
description of 11th century Maghribi traders, the Acemoglu, Robinson and Johnson (AJR) 
thesis, and Austin’s subsequent response.  
 
Economists do not agree on a universal definition of institutions. North’s statement that 
institutions are “the rules of the game”3 and Greif’s assumption that “institutions are the 
engine of history”4 are equally vast. What is clear is that institutions provide a structure for 
human interaction, through social, political or economic factors. Weber has emphasized 
the critical role of the set of beliefs inherent to Protestantism in the development of 
Capitalism, especially in the midst of British industrialization5. Marxism offers a different 
interpretation, namely that the individuals controlling political power effectively decide of 
the type of institutions for society6. The importance of institutions is further emphasized by 
Madison, Hamilton and Jay’s (MHD) comment: “you can’t do with the state, but you can’t 
do without it either”.7 Whilst institutions can hinder economic performance by imposing 
faulty legislation, growth cannot be achieved without the protection of property rights. 
Given this expansive definition of institutions, it remains difficult to argue against NIE’s 
thesis. If institutions shape and incentivize human behavior, then every civilization, from 
the advanced Incas to small nomadic and barbarian tribes, lived under the protection of 
their own sets of institutions. Growth might have taken a different shape from what 
economists are used to, but it would have been equally essential to their survival. Thus, 
the empirical evidence at hand does indeed highlight the importance of institutions as the 
requirement for economic growth. However, this statement is accepted ipso facto, as there 
is no historical example of individuals’ surviving without institutions. This makes NIE’s 
analysis unconvincing.    
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Regardless of its definition, institutions are indeed vectors of economic growth. They 
ensure the protection of property rights, enabling individuals to innovate and take part in 
economic activity. Greif’s analysis of the Maghribi traders offers a unique empirical 
experience underlining the importance of institutions for economic growth. The Maghribi 
traders were of Jewish descent8 and lived in the Mediterranean area during the 11th 
century9. Greif has gathered his first-hand observations from letters kept away in a 
synagogue’s Geniza10 . The analysis of their content underlines a strong networking 
institution Greif chooses to name a “coalition”11. These individuals overcame inefficient 
legislation by trading solely with others whose reputation they knew.12 Within this coalition, 
trust was ensured through strict conduct codes. Should one individual be proven guilty of 
deceiving a colleague, he would effectively be banned from the coalition. 13  This 
relationship was based on past conduct and the prospect of future economic rewards.14 
This study underlines the necessity of having institutions to regulate human interaction. It 
also emphasizes the complexity of institutions. Whilst religion provided the initial 
boundaries for the coalition, it did not play a significant role in the economic success that 
made the coalition prosper15. Greif’s example emphasizes the role of institutions for 
economic growth. 
 
Moreover, proponents of NIE explain comparative growth through the observed 
differences in institutions. AJR correlate the quality of institutions in European colonies in 
1500 to their level of income per capita in 199516. In effect, poor areas that were colonized 
by the Europeans saw the emergence of “good” institutions. These colonies are referred to 
as settler-colonies17 , as was the case for Australasia and North America. Rich and 
developed areas, with a large urban population, saw the emergence of extractive 
colonies18. It is argued that the settler colonies protected property rights, and thus were 
instrumental to economic growth. On the other hand, due to climate constraints, extractive 
colonies saw the emergence of inadequate institutions for growth. These institutional 
differences led to a “Reversal of Fortune” 19  in the areas evolved. Thus, the most 
backwards societies in 1500 had become the wealthiest in 1995, and the poorest in 1995 
had been the most developed five centuries ago.20 The comparative analysis of the years 
1500 and 1995 does indeed empirically demonstrate the importance of institutions for 
successful economic growth.  
 
The methodology of AJR’s framework is subject to strong criticism on three points. First, 
criticism has concentrated on their use of inadequate and archaic data sets. For example, 
their estimates come from research by McEvedy and Jones, published in 1978, which are 
outdated today21. Also, AJR note that the estimates for the African population in the pre-
                                                
8 Greif, Avner (1989), Reputation and Coalitions in Medieval Trade: Evidence on the Maghribi Traders, P. 
861 
9 Ibid P. 857 
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17 Ibid P. 407 
18 Ibid P. 407 
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colonial era have been obtained by backward projections from a colonial data set22. Austin 
argues that not only were these observations under-stated to fit the colonialists’ agenda, 
they also boil down to guesses from their instigators23. It remains difficult today to gather 
precise data on the repartition of the African population; it seems impossible that brief 
estimates from the 14th century should serve as empirical evidence to an analysis of the 
relationship of institutions and economic growth. Apart from rare examples such as Greif’s 
Geniza founding, NIE often has to contend with second hand data sets. Thus, the 
methodological failures in the AJR framework impede its conclusion.  
 
Second, its econometric method fails to note any change in African history between 1500 
and 1995, effectively “Compressing History”24. Austin notes that the introduction of new 
crops from the Americas during the early 15th century had positive effects for the African 
population25. Both the maize and cassava increased labour productivity and were useful 
assets in the prevention of famines. They are believed to have significantly reduced 
mortality in their regions of cultivation. Their exclusion from the AJR framework renders 
their projections of the African population throughout their period of analysis imprecise. 
Furthermore, the AJR thesis omits to quantify the effects of the independence movement 
that swept Africa in the 1960s. Whether independence had positive or negative 
consequences on African growth, failing to quantify them weakens AJR’s conclusion. 
Thus, the omission of key events of African historiography undermines the postulate that 
institutions are fundamental to economic growth. 
 
The third issue regarding AJR’s thesis is the subjective qualification of “good” or “bad” 
institutions. AJR define a “good institution” not as one that generates economic growth, but 
as one to which they personally adhere to26. Austin argues that this resembles the 
Victorian value judgments that considered different customs to be inferior to theirs27. 
Whilst AJR do not share the same confidence, the subjective comparison of institutions 
should not be incorporated in a rigorous study of the requirements for economic growth. 
Only a couple of centuries ago, property rights existed in people as well as objects, and it 
should surprise no one that economic development can be found in history under 
exploiting institutions28. Overall, the belief that Europeans made African history goes 
against African historiography. Whilst the influence of the colonizers was indeed strong, it 
is wrong to suggest that their arrival is the cause of Africa’s wrongs today. In effect, Austin 
has underlined that slavery existed, albeit on a smaller scale, long before the Atlantic 
Slave Trade had begun29. Thornton goes further by stressing that: “Europeans possessed 
no means, either economic or military, to compel African leaders to sell slaves”.30 Thus, 
Africans are responsible for their history, and Europe’s influence should not be over-
stated; a part of incidence and inexplicability is to be expected when reviewing 500 years 
of history in Africa. Therefore, the empirical analysis of long periods of history undermines 
NIE’s claim that institutions are the fundamental cause of economic growth. Other aspects 
must be taken into account to achieve a better understanding of history and institutions. 
 

                                                
22 Ibid P. 1002 
23 Ibid 
24 Ibid P. 998 
25 Ibid P. 1002 
26 Ibid P. 1020 
27 Ibid 
28 Ibid 
29 Ibid P. 1005-1006 
30 Ibid P. 1004 



LSE SU Economic History Society I Student Journal     30 
 
There also seem to be some empirical weaknesses in Greif’s study of the Maghribi 
coalition. It seems that the legal jurisdiction was stronger than the traders believed. This is 
underlined by the fact that they could effectively participate in a “black-market” economy 
without negative interference from a separate entity. Their commerce might have been 
outlawed under different institutions; it should not be forgotten that the Jewish population 
in Europe was suffering greatly at the time, and the fall of Jerusalem in 1099 led to the 
banishment of the Jews from the Holy City. Thus, contrary to Greif’s conclusion, the 
coalition example reinforces the idea that cultural and political factors were essential in the 
development of the Maghribi coalition. Again, the lack of clear definition for “institutions” 
renders the empirical analysis of the requirements for growth difficult. Greif’s study 
reinforces the necessity for further research into the stimuli at work in the creation of 
institutions. Neo-classical economics seem ill-fitted to explain the complex relationship 
between economic growth and institutions.  
 
Furthermore, the belief that news of a fraudulent trader or merchant was immediately 
passed on to others is misleading. It should not be forgotten that it took several days to 
send letters around the Mediterranean area and thus, by the time he was effectively 
outlawed, the individual might have continued to trade with other members. This might 
have created friction between those advocating his banishment and others desiring to 
continue trading with him, slowing economic interactions. Also, this unique example does 
not provide a basis for the study of institutions. Even though the data set is first hand, how 
can one know that the legal infrastructures really were as weak than the traders believed? 
Also, for one successful coalition, how many other merchants had to make do with the 
difficulties they faced? Considering the period under analysis, Greif’s focus on such a 
unique occurrence does not make for a persuasive empirical example.  
 
Empirical evidence of the necessity of “good” institutions has not always been irrefutable. 
For example, the AJR thesis compares the economic performance of North and South 
Korea post-1953 peace agreements31. AJR argue that since both countries were facing 
similar natural constraints, the reason for the South’s strong economic performance 
compared to the North’s resides in their differing institutions 32 . This is a simplistic 
conclusion. There are no mentions of the 1950-1953 Korean War in AJR’s comparison. 
The clashes could have seriously damaged North Korea’s agricultural or industrial sector, 
and thus crippled its postwar economic efforts. Whilst the rebuilding process might have 
engineered growth, which is what AJR notes, it might have had long-term effects on the 
country’s performance. Declining to quantify the short and long term effects of a war 
undermines AJR’s thesis. Moreover, AJR fail to underline that South Korea was an ally of 
the United States. Through this, South Korea could effectively enjoy thriving economic 
trade with other Capitalist countries in the postwar period, whilst North Korea was banned 
from similar activity. Failing to incorporate these details in their analysis renders AJR’s 
thesis unconvincing.  
 
Thus, due to the lack of clear definition, it appears that New Institutional Economics do not 
thoroughly assess the requirements for economic growth. Austin argues that whilst AJR’s 
conclusions are thought provoking, his analysis suggests a more complex pattern of 
causation between institutions and economic growth33. This applies to the other examples 
developed here. In effect, NIE fail to grasp fundamental differences between institutions. 
Their framework of “good” and “bad” institutions resides more on subjective judgments 
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LSE SU Economic History Society I Student Journal      31 

than on empirical evidence. Further research is needed to complement NIE’s theory. 
Ogilvie and AJR both mention the importance of the efficient, ideological, incidental and 
social conflict views of institutions34. These give a better explanation for the observed 
differences in the types of institutions. Whilst both the efficient and social conflict views 
have already been subject to analysis, mainly by their founders, respectively Ronald 
Coase35 and Karl Marx36, the incidental and ideological aspects have not yet been subject 
to the same treatment. Their incorporation in the NIE framework could lead to a better 
understanding of the issue.  
 
To conclude, it does indeed appear that institutions are a pre-requisite for economic 
growth. In its absence, property rights are not protected and thus economic activity is not 
encouraged. However, the lack of clear definition for “institutions”, as well as inadequate 
evidence, renders the claims of New Institutional Economics empirically unconvincing. 
Further research on different types of institutions should lead to a clearer understanding of 
the relationship between institutions and economic growth. 
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Was the post-war decline of the Lancashire textile industry a failure 
of entrepreneurship?  

Orian Mahlow 
 
Prior to the Second World War, Lancashire’s textile industry was one of the most 
important industries in Britain. The textile industry was a rare example where Britain 
was able to successfully compete against the rest of the world in terms of 
productivity.1 The first signs of decline set in after World War I, marking the start of 
a downward spiral leading to the disappearance of the British textile industry by the 
1970s.  
Many attempts were made to revive the industry and avert its doomsday, yet none 
proved to be sufficient measures to stop the decline.  
This paper argues that the decline of Lancashire’s textile industry was inevitable 
and should be understood as a product cycle story and the result of structural 
change due to the integration of markets. Whilst Lancashire could not have gone on 
with “business-as-usual” regardless of the productivity gains it may have achieved 
through investment, it is remarkable that the industry did not attempt a course of 
entrepreneurial transformation, shifting to specialised niches.  
First the paper will provide a brief outline of the decline and the reasons for it. Then, 
drawing on Continental European case studies, the claim that Britain could have 
managed to maintain a highly specialised, niche textile industry will be presented. 
The paper concludes by giving an outlook over recent developments in the UK 
textile industry and by claiming that the overall decline was not due weak 
entrepreneurialism, yet the failure to build a high-end niche was. Here factor prices 
would have essentially played no role and the “Made in Britain” image and heritage 
would have been the key to success. 
In 1944 an influential report by Frank Platt on the UK textile industry suggested that 
the labour productivity gap that had emerged between American and British mills 
should be tackled by adapting the American model of vertical integration and mass 
production.2 As a consequence, in 1948 the Cotton Industry Act was launched in an 
attempt to foster the re-equipment and Americanization of the textile industry.3 
Nevertheless, the incentives did not turn out to be effective. The reason for only a 
modest share of the subsidies - around 60% until the end of the 1950s - being 
spent is unclear.4 Singleton believes that “employers knew that no amount of 
tinkering with the structure of the industry (…) would be of any use” and hence 
producers were unwilling to throw good money after bad.5 This in line with Owen’s 
comment on the risk of globalisation for the UK textile industry. Given that textiles 
were a “relatively simple technology” and therefore “a natural starting point for 
developing countries as they began to build up their industries” (product cycle 
argument).6 Others say that the subsidies were not compelling enough given the 

                                                
1 Broadberry, Productivity Race, p.253 
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uncertainty at the time. Furthermore, Tomlinson argues that old machinery could 
handle the production of new synthetic fibers such as Polyester and still yielded 
profits, which gave producers little reason to invest in new equipment (profit 
maximization).7  
The abolition of tariff barriers to Commonwealth and other export markets put 
Britain in an even worse position, as Japanese and Indian producers started to 
acquire considerable market share.8 In 1950 70% of British cotton piece goods 
exports went to the Commonwealth or Empire countries, hence the invasion of 
foreign producers in these markets was more or less the deathblow for Lancashire.9 
As Owen emphasises “this is a case where the long-standing British bias towards 
non-European export markets proved to be a serious disadvantage”.10 
This is the story just accounting for the facts. Yet more interestingly, how could 
Britain have got out of this disaster or prevented it in the first place? 
Tomlinson makes the case that French, German, Dutch and Belgian producers 
fared better, despite facing the same issue of factor prices as Britain did. 11 
According to Ormerod, by 1960 wages in these countries were higher than in 
Lancashire.12 Therefore, Tomlinson argues that wages must not be used as excuse 
for the decline, instead there is evidence that moving upmarket and into niches 
worked for Continental Europe.13 Tomlinson advocates that the devastating decline 
in the 1950s and 1960s could have been cushioned, had Britain embraced the 
entrepreneurial European approach.14 In this context, Broadberry notes that the 
“revival of flexible production techniques in the 1970s and 1980s created new 
opportunities for developed world producers particularly at the high end of the 
market”.15 Furthermore, Broadberry emphasises that “the limpness of cloth as raw 
material set limits to the use of mass production techniques”.16 The case of the 
Continental European market shows that the top end of the market could have 
offered an opportunity for British producers. At the same time without granting 
Singleton too much credit one must acknowledge that Britain would have to have 
been “better” than Continental European producers in any given niche. Up to 1973, 
prior to the entry into the EEC, Britain suffered from tariff barriers to the developed 
European markets that would have made up much of the demand for luxury goods. 
Owen describes European consumers as wanting “more differentiated, more 
colourful and more stylish fabrics”, which required “quick response(s) to changing 
fashions”.17 This would have been a vast opportunity for British producers, who 
were experts in the production of fine yarn and silk. Foremost Italy managed to see 
this potential and underwent solid output growth from 1977-1995, whereas British 
cotton textile output imploded by more than 85% from 1957-1995.18  
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Contradictory to that, Cirenza argues that in an industry which is characterised by 
standardisation, mass production and goods that can be shipped, “all that matters 
is unit cost”.19 This is indeed why Britain’s textile industry declined. Nevertheless, it 
does not discredit the counterfactual argument that Britain could have gone through 
a process of creative destruction and healthy consolidation in order to accomplish 
the transformation towards becoming the most dominant niche player in high-end 
textiles. In fact, some recent developments in the textile industry indicate that 
quality trumps factor prices.   
It is important to distinguish between innovation and entrepreneurship in this case. 
Innovation as in terms of the invention of new synthetic fibers or production 
methods could not have been and was not the saviour. 20  In contrast, 
entrepreneurship as in the development of a new strategy by embracing market 
challenges would have offered a reasonable chance of success. 
Scottish mills underwent a very long period of decline throughout the post-war 20th 
century. However, recently continental European fashion labels have discovered 
the potential niche players embody. For instance, Barrie Knitwear was bought by 
Chanel.21 Harris Tweed is another example where failure to adapt to the globalised 
market led into a one way road of decline. More recently though there has been a 
shift as Harris Tweed has been relaunched with fewer patterns, thereby reducing 
production costs and exploiting economies of scale. Investors from China are now 
showing interest in mills and output is growing at double digit rates.22 Indeed, these 
examples are selective and the more innovative European market shows that it is a 
pipe dream to assume the consolidation of Britain’s textile industry could have been 
prevented. As Leunig and Tennent point out in their 2009 paper on the history of 
UK post-war textile production, there are only few cases where production within 
the UK makes sense despite high factor prices. One of the examples are “goods for 
which being produced in Britain is an innate part of the product”.23 Fashion tastes 
around the world have shown that the notion of an authentic British garment is 
important. Be it the Jermyn Street shirt or a Barbour jacket - British fashion 
continues to be sought-after. The recent history of Scottish mills and the overall 
standing of British fashion does imply that the British textile industry could have 
undergone transformation at an earlier stage. Had entrepreneurs seen “Made in 
Britain” as an unique selling proposition for their products, they could have justified 
price markups. Gross margins in the luxury apparel market average above 60% - 
arguing that factor prices play a major role in this segment appears questionable.24 
Sceptics will note that during the post-war era there were actually few high-end 
textile producers in Britain. This point cannot be refuted, yet is exactly what marks 
the failure of British entrepreneurship. The term “entrepreneur” refers to “an agent 
of change”.25 Britain wanted to carry on with business as usual or chose to fight an 
uphill battle by producing the same products on new machinery - true change looks 
different.   
                                                
19 Cirenza, Textile Industy, p.63 
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As Owen notes, the Continental European textile industries that coped relatively 
well with the transition to integrated markets underwent adjustment processes that 
were market-led. Given that government policies “primarily affected the rate at 
which change has occurred, rather than the direction or broad thrust of change”, it 
can be inferred that only entrepreneurial realignment to the tastes of high-end 
markets would have reversed the post-war decline.26 
In conclusion, the question of entrepreneurial failure must be approached in a 
balanced manner. Globalisation, structural change and the product cycle made 
consolidation in Lancashire inevitable. Even genius entrepreneurs could not have 
stopped the decline. However, entrepreneurs can be blamed for not anticipating the 
potential of moving upmarket. Britain has a heritage in customised production and 
should have attempted to reinvent its textile industry. If that had been the case, the 
global elite would likely not be spending most of their money on clothes from 
Parisian or Milanese catwalks. 
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Did the experience of the East Asian Tigers since WW2 show that 
Free Markets and Export Led Industrialisation work?  

Shem Ng  
 

From 1965 to 1990, the “Four Tiger” economies of Hong Kong, Korea, Singapore and 
Taiwan had a GDP per capita growth rate of 5.5%.1 This economic growth was export led, 
with the Export-GDP ratio rising by 30% between 1950 to 1988 for Korea and Taiwan.2 
The experience of the East Asian Tigers has shown that Export Led Industrialisation was a 
key driving force in rapid economic growth. While, the alternative means of development, 
Import Substitution Industrialisation was discredited in the 1960s due to slow growth. 
However, economic historians have called the theory of Export led Industrialisation into 
question. Rodrik argues that the export contributions to GDP growth were limited due to a 
small export base, falling export profitability levels and the lack of technological spillovers. 
Griffin asserts that the increasing rate of domestic investment and savings were more 
important in achieving growth. The path of development followed by the East Asian Tigers 
also discredits the role of Free Markets. The East Asian Miracle shows the importance of 
successful government intervention in the economy to solve “coordination failures”. Bruton 
and Rodrik agree that it was effective implementation of government policies that 
sustained economic growth. 3However the experience of the Tiger economies does not 
show that Export led Industrialisation and Government intervention works for all 
developing economies. Indeed, the success of the Tigers was overwhelmingly dependent 
on its unique endowments of high human capital and low-income inequity, which provided 
the foundations for its growth.  
 
The experience of the East Asian Tigers showed that Free Markets did not work due to 
their inability to allocate large and coordinated investments for economic development. 
This was due to the imperfect tradability of key inputs and the large economies of scale 
needed in modern sector industries such as shipbuilding. Governments subsidized and 
coordinated strategic private investments. An example is the Korean government’s 
creation of the integrated steel industry, POSCO. The Korean government provided 
POSCO with cheap credit at negative rates, infrastructure subsidies for the construction of 
factories and transportation links, and critical administrative guidance and training. The 
result was that by the 1970s, POSCO was “arguably the world’s most efficient producer of 
steel”. Amsden argues that in East Asia “every major shift in industrial diversification…was 
instigated by the State”4  while Wade goes further stating that governments created 
important “engineering concepts” such as “trade linkages, gaps, substitutions and 
incremental extensions…to fill the gaps in the production structure”5. Government direction 
of industrialisation and its role in boosting productivity was critical to East Asia’s economic 
rise. The East Asian Government’s also played an important role in developing stable 
macroeconomic conditions that increased foreign and domestic investments. By pegging 
down inflation and guaranteeing savings, investments rose from 10% to 30% of GDP 
between 1950 and 1980 in Taiwan and Korea.6 In Singapore, FDI per person was the 
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highest in the world, with $25,000 per person in 1998.7 The role of governments in 
achieving capital accumulation was vital in sustaining the Tiger’s long-term growth rates.   
 
Export Led Industrialisation was a key component of East Asian economic development. 
Anne Krueger defines outward orientation as having “equal incentives for all exporting 
activities and no bias in favor of competing industries”8 with industrialisation based on the 
rapid growth of exports and specialization through comparative advantage.  Exports 
played a key role in GDP growth, in 1998, Exports, as a percentage of GDP was 125% in 
Singapore and 105% in Hong Kong.9 The World Bank argues in support for this “Export 
Push” that import liberalization and a strong commitment to exports will increase the 
economic growth of all developing nations.10Ian Little argues of the “virtuous cycle”11 of 
export led industrialisation, with higher profitability in modern export sectors leading to 
increased employment, savings and rapid economic growth, as workers move from 
agriculture to higher productivity sectors. Specialization in comparative advantage led to 
large-scale economies in East Asian economies and the rise of “world class” businesses 
such as Hyundai Shipping and the Chinese Petroleum Company. Export led growth was 
also vital in sustaining the investment boom. Export receipts were vital in paying for rising 
capital goods imports to fuel further investment growth. Rodrik argues that this was the 
most important factor of Export Led Industrialisation.12 East Asian Government’s also 
played an important role in supporting export led industrialisation. In Taiwan, the 
government passed the 19-point reform program in 1960 that liberalized the economy, 
made wide sweeping tax exemptions on exports and eliminated import duties. In Korea, 
the government subsidized large Chaebol conglomerates and allocated resources based 
on export performance.13 
 
The East Asian Tigers showed that Export led industrialisation worked, because the 
alternative of Import substitution industrialisation (ISI) led to slower growth across the 
developing world. ISI involved industrialisation behind high barriers of trade and the 
substitution of imported goods for domestically produced goods.  In Latin America and the 
Middle East, this policy limited GNP per capita growth to 1.5% from 1965 to 1990. 14Bruton 
argues that ISI resulted in large static and dynamic losses to these economies. With trade 
distortions, rent seeking and inefficient monopolies leading to declining export volumes, 
rampant corruption and lower levels of competitiveness. The result was slowing Total 
Factor Productivity in these regions, with productivity growth slowing to 0.27% per annum. 
15 
However, the obstacles faced by the East Asian Tigers in economic development showed 
that export led industrialisation alone was not enough to explain its rapid growth. A 
booming export sector was accompanied by import substitution and protectionism of key 
industries until the 1970. In 1964, Korea reduced the number of importable items from 
1600 to 500 to protect emerging industries.16 In 1975, Korea forced its refineries to ship oil 
in Korean built tankers, therefore creating a captive market for Hyundai Shipping and 
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ensuring it’s survival. 17 Rodrik argues that the Export base of the Tiger economies were 
small and had limited contributions to GDP growth. Indeed, Exports were less than 5% of 
GDP in Korea and only 10% in Taiwan in 1960. Hong’s calculations show that export 
expansion only accounted for 10% of Korea’s growth during this period, from 1966-1970. 
18Rodrik comments further that, the relative profitability of export sales in the 1960s were 
lower than the post world war 2 years. As such, East Asian firms could have redirected 
investments to domestic activities with higher returns. Instead, Griffin and Rodrik support 
the view that economic growth was a consequence of domestic investment and savings. In 
Korea, investment increased from 7% in 1960 to 32% in 1988, with capital machinery and 
transportation equipment accounting for 10% of the total. 19It was this increase in capital 
stock that resulted in rapid economic growth, as supported by the Solow Growth Model. 
Without this increase in domestic investment, export led growth would have failed. In 
addition, export led industrialisation also failed on the technological front. According to Kim 
and Lau’s “meta production function” the rate of total factor productivity growth was almost 
nil.20The World Bank placed TFP increases as a percentage of GDP growth at 15%, 37% 
and 43% for Singapore, Korea and Taiwan, far lower than European industrialized 
nations.21  
 
Furthermore the experience of the East Asian Tigers does not prove the viability of export 
led industrialisation because of East Asia’s pre-existing foundations for economic growth. 
The Asian Tigers had high human capital and low-income inequality. Rodrik argues that 
these two endowments accounted for 90% of the Tiger’s growth experience since 
1960.22These strong initial conditions had two strategic implications. First it allowed these 
nations to industrialize rapidly through a skilled work force. Second it allowed the Tigers to 
develop strong technocratic governments insulated from pressure group politics, allowing 
bureaucrats to focus on institutional reforms. It was these initial conditions that allowed 
extensive government intervention to be carried out successfully in East Asia. The 
success of government interventions in the economy may not be applicable to other 
regions of the developing world. 23 
 
It can be strongly argued that the economic development of the East Asian Tigers has 
shown that decentralized Free Markets are unable to direct large investments for rapid 
economic growth due to coordination failures. Government intervention was necessary to 
subsidize industrialisation, protect industries and direct investment. Pack and Westphal 
comment that the governments of the Tigers were able to “elicit, digest and act on 
information” and “knew what key industries were...and what measures should be adopted 
to develop those industries”. 24Government intervention was vital in the rise of East Asia. 
However the success of export led industrialisation is more mixed. Export orientation 
resulted in significant gains with export growth fuelling GDP growth, specialization through 
comparative advantage increasing productivity, and export receipts creating a balance of 
payments surplus and paying for capital imports. However export industrialisation alone 
was not enough to account for East Asia’s economic growth. It had to be accompanied by 
import substitution to shield emerging industries in economic downturns. And export led 
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growth only accounted for a small percentage of GDP growth due to a small export base 
and falling productivity levels. As a result it can be seen that export industrialisation 
contributed to economic growth, but was not the most important factor. Domestic savings 
and investments, along with East Asia’s initial endowments of high human capital and 
income equity were vital in allowing it to achieve economic growth. Without these pre-
requisites the “East Asian Miracle” would not have occurred.  
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