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Autonomous states and industrialisation in East Asia 

 

By YONG KWON 

 

he economic growth in East Asia after the Second World War poses an interesting 

counterpoint to several established theories on development. While neoclassical 

economists saw comparative advantage provided by relatively lower cost of labour as the 

foundations for growth, Newly Industrialised Countries (NICs: South Korea, Taiwan, Singapore, 

Hong Kong) achieved extraordinary GDP growth by specifically distorting relative prices in the 

market. At the same time, despite warnings from dependency theory advocates like Andre 

Gunder Frank, these economies also managed to escape underdevelopment while remaining 

heavily reliant on foreign sources of capital and/or multinational enterprises. Chalmers Johnson, 

Robert Wade, Alice Amsden, and others have argued convincingly that these cases owe their 

success to an activist state that governed the market.
1
 However, state-directed distortions of 

relative prices and discriminant allocation of resources are not in of themselves unique features 

of the NICs. Similar attempts to allocate resources through state activism in Latin America 

yielded modest medium-term growth and serious long-term consequences to the region’s terms 

of trade. What made the Asian Tigers noteworthy is that state intervention resulted in the 

efficient allocation of capital and the creation of incentives for structural changes. Based on the 

patterns of development in NICs, such as South Korea and Taiwan, the most critical factor in the 

efficient governance of the market was the existence of an autonomous state which could 

discipline and discriminate economic actors, both labour and management, based on economic 

needs and performance. This institutional factor constituted a crucial precondition for the 

initially capital-scarce NICs to effectively and efficiently allocate foreign loans and aid towards 

rapid growth without wasting resources on interest groups that had close links to the regime but 

were vested in underperforming enterprises or ineffective policies. The primacy of the 

autonomous state gains analytical significance when comparing the experiences of South Korea 

and Taiwan with those of Latin American states and provides a unified model that explains 

various other explanations for East Asia’s success, such as the pursuit of export-oriented 

industrialisation (EOI), as manifestations of the institution.  

 

I 
 

Under the neoclassical model of development, latecomers with an abundant supply of low wage 

labour should pursue development by competing in the world economy using their comparative 

advantage in labour-intensive manufactures. This model assumes that overtime economic 

structures will naturally evolve as the exhaustion of unlimited sources of labour alters the 

economy’s comparative advantage in the market. However, as Alexander Gerschenkron argued 

                                                 
1
 Chalmers, MITI and the Japanese miracle; Wade, Governing the market; Amsden, Asia’s next giant. 

T 
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using the case of Russia’s industrialisation, large import of foreign technology and other factors 

of production could “widen the gulf between economic potentialities and economic actualities” 

because necessary investments towards “complementary and indivisible industries” may not or 

could not be made due to capital scarcity.
2
 As a result, the economy may remain unable to move 

beyond labour-intensive manufactures even though it no longer retains a comparative advantage 

in the world market. Furthermore, the late-developers must overcome not only capital scarcity 

but also an incentive model that initially discourages increased productivity and efficiency before 

the abundant supply of labour is exhausted.
3
  

Given these obstacles, Gerschenkron hypothesised that the development of a “backwards 

economy” may be fundamentally different from that of an advanced economy in regards to the 

organisational structures of industry.
4
 Indeed, for “late-late industrialisers” such as the NICs, the 

obstacles to growth in the 1960s could not be overcome by relying on the comparative advantage 

provided by relative prices alone. Case in point, in the early 1960s, even labour-intensive 

industries like Korean cotton spinning and weaving firms could not compete against their 

Japanese counterparts on the basis of low wages alone.
5
 To be able to industrialise at all, South 

Korea’s economic planning had to revolve around government control over the market to get the 

“relative prices wrong.” 

Just as important as fixing their comparative advantage, NICs had to consider changes in 

their economic structure. Without shifting up and producing more capital-intense goods, NICs 

faced long-term challenges not from higher-wage economies exiting the labour-intensive 

manufactures market, but from increasing number of lower-wage countries entering the market 

with even lower labour costs.
6
 Creating an environment for structural change required capital 

financing, but banks on their own were discouraged from making investments or extending long-

term credit to nascent commercial enterprises with little credibility without the state undercutting 

the risk. Therefore, a committed state institution had to be in place to both overcome the obstacle 

of scarcity and provide guidance to nascent industrial processes. Confirming this rationale, the 

state’s active role as an entrepreneur played an essential role in the take-off and maintenance of 

growth in East Asian economies. While some like Hugh Patrick forwarded the view that 

government intervention in late industrialising economies like Japan was exaggerated, Robert 

Wade argued that key features of growth in East Asia, such as rapid transfers of techniques into 

production and concentrated capital investment could not have been possible without state 

intervention and “coordinated attentiveness to the problems and opportunities of particular 

industry.”
7
 

However, state activism in allocating capital and intermediate resources alone does not 

satisfactorily explain the economic performance of South Korea and Taiwan. Existing literature 

                                                 
2
 Gerschenkron, Economic backwardness in historical perspective. 

3
 Cox, Production, power, and world order, p. 231. 

4
 Gerschenkron, Economic backwardness in historical perspective. 

5
 Amsden, Asia’s next giant, p. 143. 

6
 Ibid., p. 255. 

7
 Wade, Governing the Market. 
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distinguishes between EOI pursued under rational dirigisme of the NICs and import-substitution 

industrialisation (ISI) undertaken by Latin American states. Despite differences in performance, 

both ISI and EOI policies are essentially neo-mercantilist with strong emphasis on fostering key 

industries. In line with the conventional categorisation, Alan Taylor points to the inward-looking 

nature of ISI economies and the consequent inability to take advantage of the massive growth in 

world trade in the post-World War II era as the key cause of Latin America’s endemic economic 

troubles.
8
 However, this distinction does not reveal why one set of countries became more 

outward-looking while another group harboured inefficient industries to service a small domestic 

market. A deeper explanatory factor that caused the policy differences must exist. 

 

II 
  

There was certainly a greater push factor for South Korea and Taiwan to pursue export 

expansion as self-sufficiency was clearly not an option. For instance, Taiwan in the 1950s could 

only finance 62 per cent of its imports, 65 per cent of which were raw materials, through 

exports.
9
 These resource-poor economies had to increase exports to survive and maintaining a 

robust terms of trade was an existential matter. In order to pursue EOI with its limited resources, 

the state had to apply pressure to dampen domestic consumption and concentrate existing firms 

and industries towards exports. In both South Korea and Taiwan, a bifurcated economy appeared 

where the state promoted abstinence of personal spending and favoured industries geared 

towards exports against firms servicing the domestic market. In order to achieve this division, the 

state needed to discipline not only labour but also the economic elites. This in turn was 

achievable because the state wielded political power divorced from the interests of the existing 

bourgeois class. The autonomy of East Asian states stands in contrast with Latin American states 

that were constrained by the interests of traditional economic elites. Consequently, this 

institutional difference helps explain why industrialisation policy and the consequent 

performance of the two regions diverged.     

In the case of South Korea, the developmentalist regime that came to power through the 

1961 military coup d’etat was suspicious of the wealthy and the bourgeois elites. Meredith Woo-

Cumings attributed this attitude to the experiences of Park Chung-hee and his junta in the 

Japanese Imperial Army, which exhibited strong anti-capitalist views during the colonial 

period.
10

 As soon as taking over the government, the new regime arrested economic elites who 

had maintained close links with the previous two governments for profiteering, but then 

exempted them from prosecution when the elites committed to expending their wealth to 

establish industrial firms.
11

 The state control over the firms deepened with economic growth as 

industries became reliant on government induced preferential lending. State subsidies on interest 

                                                 
8
 Taylor, ‘On the costs of inward-looking development’. 

9
 Chou, ‘The pattern and strategy of industrialisation in Taiwan’. 

10
 Woo-Cumings, Race to the swift, p. 81. 

11
 Ibid., p. 84. 
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rates for loans to large firms engaged in exports incentivised the creation of large industries, 

which were highly leveraged but backed by the Bank of Korea. This established a “state of 

permanent receivership” between the state, which socialised risk through inflationary refinancing 

or expansion of state’s equity share of the banks, and the conglomerates which pursued 

continuous expansion.
12

 Although this financial arrangement remained vulnerable to external 

shocks, it also allowed the state to exert influence over investment patterns that conformed to the 

macroeconomic goals of the state in fostering industry where the elasticity of demand was high. 

In addition, since the state monopolised political and financial discretion, Seoul had no 

compunction disciplining underperforming industries and abandoning enterprises that no longer 

served a useful function in the economic development of the country.  

The relationship between Taiwan’s government and its industries was even more 

divorced as the Kuomintang (KMT) evacuated to the island from Nanjing in 1949 along with 

two million military and civilian Nationalist mainlanders.
13

 This gave the state a free hand to 

promote export industries without being beholden to the interests of the indigenous economic 

bourgeois. This became apparent in the state’s ability to discriminate against industries serving 

the domestic market versus promoting exports abroad.
14

 Similarly, Singapore’s ruling People 

Action Party (PAP) had its origins in the labour unions and owed little to the comprador 

bourgeois who had dominated the vent-for surplus economy under the British.
15

 

 On top of disciplining management through the financial system, the labour market was 

also controlled by the state through legislation or coercion. South Korea experienced the most 

labour unrest compared to the other NICs as the state actively intervened to avoid any rapid 

acceleration in wage increases. While both military and police were mobilised to keep labour 

under control, the government also pressured industries to make modest increases in wages and 

the state’s Quality Control Circles (QCCs) lowered labour turnovers by enforcing the 

compulsory training and education of workers in large firms, fostering paternalism in the labour 

market especially among young women.
16

 Unlike South Korea, Taiwan resisted “bribing labour” 

by legislating or pressuring the labour market with higher wages.
17

 The KMT suppressed rapid 

increase in wages and repressed demands for wage increases by maintaining martial law until 

1987.
18

 Despite this heavy handedness, the KMT maintained legitimacy by winning the electoral 

support of the rural population after initiating land reforms.
19

 

 The purpose of disciplining the market was to bifurcate the economy and establish an 

export industry that could compete on a global level. The autonomy of the state allowed the 

economic planners to distort the relative prices without political consequences. Subsidies 

allowed the exporting firms to offset world prices for imports necessary for the manufacture of 

                                                 
12

 Ibid., p. 13. 
13

 Vartiainen, ‘Successful state intervention in industrial transformation’. 
14

 Huang, ‘The state and foreign investment: the cases of Taiwan and Singapore’. 
15

 Barrett and Chin ‘Export-oriented industrializing states in the capitalist world system’. 
16

 Amsden, Asia’s next giant, p. 252. 
17

 Chou, ‘The pattern and strategy of industrialisation in Taiwan.’ 
18

 Woo-Cumings, ‘Chalmers Johnson and the politics of nationalism and development’. 
19

 Chalmers Johnson, ‘Political institutions and economic performance’.  
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exporting goods. As a result, each state increased exports: between 1950s and 1980s, share of 

exports as percentage of GDP increased from 5 per cent to 35 per cent in South Korea’s GDP.
20

  

 

III 
 

The performance of South Korean and Taiwanese economies stand in contrast with that of Latin 

American economies because the latter set of states could not take complete control over the 

direction of national development. Latin American governments, deeply entrenched clientele 

system, protected domestic manufacturers not to foster economic growth but because it was 

politically beneficial.
21

 Therefore, the performance of inefficient manufacturers was not the basis 

for government support, thus decreasing incentive for domestic manufacturers to adopt better 

techniques or invest in new technology. As a result, between 1935 and 1960, the share of 

industry in Argentina’s economy increased from 15 to 21 per cent, but the country’s exports 

were still largely dependent on primary staple goods.
22

 In addition, while South Korea and 

Taiwan undertook policies that would be politically unpopular, such as currency devaluation to 

jumpstart exports, countries like Argentina opted to pursue policies that were politically safer, 

but detrimental to exports, such as increasing tariffs. Despite the presence of several military 

dictatorships in Latin America during the 1950s and ‘60s, the states in the region exhibit political 

timidity and high-levels of dependence on the established economic elite.  

 Alan Taylor observed “bad policy choices” yielding asymmetry in the market that stunted 

Latin American growth.
23

 However, observing the institutional factor behind the states in East 

Asia and Latin America, the level of state autonomy may have predetermined whether the 

development policies could effectively produce growth.     

 

 

IV 
 

All this leaves the question posed by T.J Pempel on why political actors in East Asia did not 

simply abscond with resources from abroad or savings of the people.
24

 The NICs exhibited cases 

of disciplined states advancing capital instead of accumulating it or, worse yet, enriching 

themselves in the process and undermining the development process.
25

 One may speculate that 

this could be related to the longevity of the regimes in East Asia; if the personnel in the regimes 

saw no reason to fear the loss of privilege through political transition in the foreseeable future, 

then the desire to rapidly accumulate riches in the present may diminish. There is certainly room 

                                                 
20

 Amsden, Asia’s next giant, p. 70. 
21

 Haber ‘The political economy of industrialisation’. 
22

 Bertola and Williamson, ‘Globalisation in Latin America before 1940’. 
23

 Taylor, ‘On the costs of inward-looking development’. 
24

 Pempel, ‘Developmental regime in a changing world economy’. 
25

 Amsden, Asia’s next giant, p. 148. 
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to discuss the nationalist sentiments of Chiang Kai-Shek, Park Chung-hee and Lee Kuan Yew as 

well; however, this is a topic appropriate for a separate discussion. 

It is also important to recognise the external variables linked to the success of EOI in East 

Asia. Closely allied states such as the United States and Japan provided not only financial and 

technical assistance in the initial phases of industrialisation but also provided the NICs with a 

vast market to exploit.
26

 In addition, consistent with the “flying geese” pattern of 

industrialisation in East Asia, Japan’s exit from certain market segments greatly benefited the 

NICs – conversely, the consequences of Japan’s economy stalling during the midst of East 

Asia’s development would have been devastating. 

 Nonetheless, what is readily evident is that the difference in the quality of institutions 

mattered for late-developing economies to catch up with the West. As Robert Wade emphasised, 

the government played a crucial role in directing investable resources to key industries and as 

Amsden noted, distorting the relative prices of the market was a crucial feature of the NICs that 

augmented their comparative advantage. However, as exemplified by cases in Latin America, 

government intervention in the market without the ability to foster a competitive industry will 

not lead to long-run growth. To foster competitive firms and retain the flexibility to induce 

structural changes, the state had to be autonomous from economic actors that had vested interests 

running contrary to the overall development. Therefore, the success of the East Asian NICs 

hinged on a strong central government that was committed to development and had the will and 

power to discipline actors that stood in the way of growth and development.  

 

Bibliography 
Amsden, A. H. Asia’s next giant: South Korea and late industrialisation (New York, 1989). 

Barrett, R and Chin. S. ‘Export-oriented industrialising states in the capitalist world system:  

similarities and differences.’ In ed. Deyo, F. The political economy of the new Asian 

industrialism (Ithaca, 1987). 

Bertola, L and Williamson, J.G. ‘Globalization in Latin America before 1940.’ in Bulmer- 

Thomas, V., Coatsworth, J.H. and Cortés Conde, R. (eds.), The Cambridge economic 

history of Latin America, Volume II: The long twentieth century (Cambridge, 2006). 

Chalmers, J. MITI and the Japanese Miracle (Stanford, 1982). 

Wade, R. Governing the market: economic theory and the role of government in East Asian  

industrialisation (Princeton, 1990). 

Chalmers Johnson, “Political Institutions and Economic Performance.” In ed. Deyo, F. The  

political economy of the new Asian industrialism, (Ithaca, 1987). 

Chou, T. C. ‘The pattern and strategy of industrialisation in Taiwan,” The Developing  

Economies, 23, 2 (1985), pp. 138–57. 

Cox, R. Production, power, and world order (New York, 1987). 

Gerschenkron, A. Economic backwardness in historical perspective (Cambridge, MA, 1962). 

Haber, S. ‘The political economy of industrialization’, in Bulmer-Thomas, V., Coatsworth, J.H.  

and Cortés Conde, R. (eds.), The Cambridge economic history of Latin America, Volume 

II: The long twentieth century (Cambridge, 2006). 

                                                 
26

 Barrett and Chin, ‘Export-oriented industrialising states in the capitalist world system’. 



10 
 

Huang, C. ‘The state and foreign investment: the cases of Taiwan and Singapore’, Comparative  

Political Studies, 22 (1989). 

Pempel, T.J. ‘Developmental regime in a changing world economy.’ in ed. Woo-Cumings, M.  

The Developmental State (Ithaca, 1999). 

Taylor, A. M. ‘On the costs of inward-looking development: price distortions, growth, and  

divergence in Latin America’, Journal of Economic History, 58 (1998). 

Vartiainen, J. ‘Successful state intervention in industrial transformation’ in ed. Woo-Cumings,  

M, The developmental state (Ithaca, 1999). 

Woo-Cumings, M. ‘Chalmers Johnson and the politics of nationalism and development’ in ed.  

Woo-Cumings, M. The developmental state (Ithaca, 1999). 

Woo-Cumings, M. Race to the swift (New York, 1991). 

 
 



11 
 

Minerals, markets, and labour – insights from South Africa’s 

industrialisation 

 

By ANNE HENOW 

 

outh Africa and its peculiar history follows a distinct path of development. Neo-classic 

scholars have interpreted South Africa’s economic history in the twentieth century as one 

of a “distorted market”, where the racist political institutions interfered with liberal 

principles.
1
 Others see in these political institutions a reflection of class struggles.

2
 Both 

branches seek to find an answer for South Africa’s exceptional capitalist development in relation 

with its political institutions.
3
 

 By building a bridge between the two schools of thought this essay seeks to answer the 

question, what impact the mineral revolution in South Africa had on the economic development 

on the country. Starting with a brief discussion on concepts of industrialisation, I will then 

contextualise the effects of South Africa’s early industries with the legal impositions on labour in 

a short historical overview. I suggest that labour-repressive institutions prolonged and 

constrained processes of full economic industrialisation and social equalisation.  

 

I.  Industrialisation and socio-economic transformation 

 

 Various approaches deal with industrialisation and development processes. Although 

much literature already agrees that industrialisation is gradual structural change,
4
 most concepts 

still put its premises on technological change: only innovative technology can overcome the pre-

industrial Malthusian economy and raise the productivity level toward economic growth.
5
 This 

approach however is too general to explain why technological change was achieved in some 

countries at a particular moment in history. 

 Alternative concepts recognise the role of factor prices and that in all industrialised 

countries, nominal wages are significantly higher.
6
 Scholars have described how mechanisms of 

wage drift in combination with homogenised factor productivity lead to a structural change of 

economic activities.
7
 Wage drift is a process in which high demands for workers in one sector, 

increases wages in other less productive sectors as well. Higher wages then reduce the income 

inequality and create a significant increase of domestic mass demand.
8
 From this point of view, 

development and industrialisation is more than increases in technological productivity. Both are 

                                                 
1
 Wilson and Thompson, The Oxford history of South Africa. 

2
 See for example Johnstone, Class, race and gold. 

3
 Nattrass, 'Controversies about capitalism and apartheid in South Africa'.  

4
 Kuznets, Population, capital, and growth; Crafts, British economic growth during the Industrial Revolution; Jones, 

Growth recurring; Young, 'The tyranny of numbers'. 
5
 Gerschenkron, Economic backwardness in historical perspective.  

6
 Allen, The British Industrial Revolution in global perspective; Broadberry and Gupta, 'The Early Modern Great 

Divergence'. 
7
 Elsenhans, State, class and development, p. 38. 

8
 Wage drift effects are likely to occur, when a very productive industrial branch boosts its employment rates and 

attracts a substantial amount of workers. Other (emerging) industries are required to pay higher wages in order to 

keep their labour force. Such processes explain why i.e. a hairdresser, who usually has the same productivity level in 

an industrialised as in a pre-industrial economy still earns higher wages in an industrialised country than in a less 

developed country. See also Marquand, Wage Drift. 

S 
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also socio-economic transformation processes, which reflect technical and structural change of 

total factor productivities (TFP). 

 

II.  Equality and industrialisation 

 

Simon Kuznets developed and modelled this socio-economic transformation process. His theory 

explains industrialisation as a combination of technological productivity and its relation to 

income inequality. The famous Kuznets Curve suggests that during the industrialisation process 

it is likely that inequality first rises and subsequently declines.
9
  

Kuznets faced much criticism.
10

  However, what is most important for the case of South African 

economic development is that the model stresses a slow process of industrialisation, which can 

have multiple effects on the degree of income inequality.  Furthermore, it states that equality is 

likely to occur in higher stages of industrialisation. 

If we agree that industrialisation is not only the great progression of technology but moreover a 

socio-economic transformation process, South Africa appears to be stuck in this process for over 

one century. Its trajectory toward economic development is characterised by its historical legacy, 

political factors of colonialisation, as well as the Apartheid regime.  

 

III.  South Africa’s labour-repressive path towards modernity 

 

Mineral industries and maize farming structured the late nineteenth-century South African 

economy. At the same time land abundance and a shortage of labour were the determining factor 

endowments in the Southern Cape.
11

 With the exploitation of gold the young state became an 

export economy that attracts foreign investors, derives economies of scale, and hires a substantial 

amount of unskilled labourers at low wages. Feinstein concludes that “[h]istorically, such 

enclaves have failed to lead to development of other sectors.”
12

 This phenomenon is usually 

referred to as “resource curse” in the literature on economic development. However, South 

Africa’s easy accessible minerals were soon exploited and mines had to be transformed into 

efficient deep mining industrial units in order to meet the constant high demand for gold and 

other minerals. The mining industry had a vast impact on other sectors:  

[...] the development of manufacturing would have been far slower without the tremendous 

stimulus given by the gold mines, directly and indirectly, to the growth of a domestic market. 

Their direct purchases encouraged the growth of industries producing machinery, electrical 

equipment, explosives, wire cables, cement, and miner’s footwear. The mines stimulated coal 

mining and electricity generation to provide their enormous power supplies.
13

 

                                                 
9
 Kuznets, Population, capital, and growth. 

10
 Williamson, Inequality, poverty and history: the Kuznets Memorial Lectures of the Economic Growth Center, p.8. 

Williamson’s article also illustrates the criticism that emerged in reaction to Kuznets limited historical evidence. He 

furthermore lists a variety of scholars that could find more qualified data to support Kuznets’s general idea. The 

model itself remains controversial and debated. 
11

 Trapido, 'South Africa in a Comparative Study of Industrialisation'. 
12

 Feinstein, An economic history of South Africa, p.93. 
13

 Ibid, p.108. 
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The initial industrialisation process supported an increase in the railway network, an expansion 

of higher education in engineering and science and the slowly emerging banking and financial 

services of Johannesburg. The extraordinary high taxes revenues were used by the state to 

subsidise white commercial farmers.  

 

IV.  What went wrong with South Africa’s industrialisation? 

 

However despite the great increases in productivity through technological change, the South 

African living standards increased only for a part of the society. De Zwart shows that different 

South African states share the pattern of well-earning white European workers and African 

labourers. The data covers the nineteenth century and the starting period of industrialisation 

(1835-1910) and shows a rising real wage trend for European settlers, while the material 

wellbeing of the coloured or black workers did not improve at the turn of the century. The author 

argues that racial inequality increased during the nineteenth century.
14

 Why were processes of 

wage drift missing, which would inevitably have led to more income equality? 

 Reid points out that the period of the late eighteenth and early nineteenth century was 

structured by increasing competition for resources. The competing social groups consisted of 

various native African communities, white Afrikaners as well as British settlers. The hostilities 

among each of these communities resulted in a deepening of social segregation during 

colonialisation.
15

 And indeed, since the commercialisation of agriculture and the mineral 

revolution, South Africa underwent several phases of labour-repressive policies, which 

institutionalised these class antagonisms. For example, in the agricultural sector, breaking the 

contract of work was a criminal offence for African workers.
16

 The working conditions in gold 

mines then set a pattern of racist labour segregation for the next century: “The reservation of 

certain occupations for ethnic groups, later named job reservation by the Apartheid government, 

became a feature for the growing mining industry from the late end of nineteenth century.”
17

 The 

racial discrimination of labourers became manifested in political institutions accounting for the 

whole society. The “civilised labour policy” preferred skilled English-speaking workers and only 

allowed poorer Afrikaners into skilled or semi-skilled jobs as well. “Organised labour repression 

extended beyond the economically dominant mining sector and the political influential 

agricultural sector into all other secondary industry and commerce.”
18

 

 With the stabilising gold price in the early 20
th

 century more investments in technology 

resulted in productivity increases of the mining sector. However, despite the economic benefits, 

the class antagonism developed toward intensifying class struggles. For example, the 1926 Mines 

and Works Amendment Act restricted the ability to displace semi-skilled or skilled white labour 

                                                 
14

 De Zwart, 'South African living standards in global perspective'. 
15

 Reid, A history of modern Africa. 
16

 Trapido, 'South Africa in a comparative study of industrialisation'.  
17

 Mariotti, 'Labour markets during apartheid in South Africa'.  
18

 Trapido, 'South Africa in a comparative study of industrialisation'.  
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by black labour, although companies could have reduced labour costs and increase African 

earnings. In general the increasing profits did result in a very limited increase in 1933/4.
19

 

However, the 1926 Industrial Conciliation Act’s recommendation for further increases of wages 

was rejected by the Chamber of Mines in 1934.  In 1946 an African labour strike resulted in 

“uninhibited use of the state coercive machinery”.
20

 The labour struggles were again oppressed 

politically, despite the more and more apparent needs of the emerging markets for more skilled 

labourers. 

 

V.  A half industrialised economy 

 

During the Apartheid era, it was not unusual to hire black labourers for semi-skilled occupations 

initially reserved for white workers.
21

 This however indicates that the demand for skilled or 

semi-skilled labour increased. Yet, white-supremacist institutions remained and imposed 

significant constraints on the labour market by not allowing market mechanisms that would 

increase black labourers bargaining power and inducing wage drift effects. 

 Feinstein argues that long-term settlements of comparably rich business people from all 

parts of the world changed the domestic demand structure in South Africa.
22

 This could be a 

reason why the income still rose modestly throughout the twentieth century. Between 1971 and 

1984 real GDP growth was at 3.01 per cent. It declined in the following decade to 0.85 per cent 

and rose again from 1995-2005 to 2.85 per cent and impressive 4.27 per cent between 2001 and 

2007. Thus, growth rates increase significantly after the Apartheid regime had ended. This 

however gives an ambiguous picture of long-term growth trends. More revealing are numbers of 

total factor productivity, which reflect the missing structural changes of South Africa. From 1971 

onwards total factor productivity was negative (at -0.67 and further declined between 1985 and 

1995 at -0.36 per cent). Again, TFP increases rapidly only after 1995 (at 1.78 in the first five 

years and at 2.23 between 2001 and 2007).
23

 The significant change in TFP is an indicator that 

political institutions distorted the labour market to an extent that hindered further economic 

development. The demand for skilled or semi-skilled workers seemed to be much higher, than 

the political institutions allowed it to be as they restricted demand for labourers to white workers 

only. This sustained income inequality and prevented industries to act within the logic of the 

markets for most of the twentieth century. Feinstein might have a point, when he claims that the 

suppression of black labourers “was an indispensable element in the process by which gold made 
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possible the growth and transformation of the South African economy.”
24

 However, this does not 

apply for the labour-repressive policies of later stages of the Industrialisation process.  

 

VI.  Conclusion 

 

Industrialisation is more than productivity increases through technological change. It induces a 

structural shift from the agricultural to the industrial sector with wide-ranging effects on the 

society. The labour market expands and wages as well as consumption subsequently increase. 

However, in South Africa competition among social groups manifested labour-repressive 

institutions which interfered with the market in a way that the economy could not built up on the 

impressive growth rates during the early stages of industrialisation. Work force was immobile 

and marginalised by repressive contracts and other legal institutions. This does not mean that 

state-intervention is wrong. Newly industrialising countries were successful from governments 

that promoted structural and technological change.
25

 However, in South Africa political 

marginalisation of labour hindered growth for most of the twentieth century. 
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Why it was Japan, not China that had succeeded in developing a 

modern silk industry in East Asia? 

 

By XINTING (HEATHER) WANG 

 

etween 1850 and 1930, raw silk was the biggest export for both China and Japan, taking 

20% to 30% of the total Chinese exports and 20% to 40% of that of Japan. While in 1873, 

China exported three times as much raw silk as Japan, from 1905, Japanese raw silk exports 

exceeded Chinese exports and in 1930, Japan was exporting three times as much raw silk as 

China, accounting 80% share of the world market
26

. This essay focuses on the factors 

contributing to this change, arguing that high costs of adopting modern technology, the 

difference between China and Japan in engaging with Western technology, and the role of the 

government and local resistance are the main causes leading to Japan’s, instead of China’s, 

success in developing a modern silk industry in East Asia from the late nineteenth century. It is 

also important to stress that these two countries had similar domestic environment in the mid- 

nineteenth century and faced comparable obstacles on the road to development; it is the 

contrasting ways China and Japan approached these problems that set them apart.  

 

I 
 

The Chinese and Japanese raw silk market was dominated by traditional family based hand-

reeling industry before the introduction of machine-reeling technology in 1860 in Shanghai and 

in 1870 in Maebashi. Since modern filatures operated differently from the traditional system of 

production in almost every aspect, the costs of adoption were very high. They included the costs 

of obtaining information of the products, inputs, or processes, the costs of recruiting and training 

a labour force, and social costs of displacing existing techniques, values, and institutions
27

. The 

experience of Ewo Silk Filature, set up by Jardine and managed by John Major from Britain, 

illustrates this point well. After its opening, Ewo incurred a constant loss, as the fixed costs of 

setting up an entire infrastructure to support a single factory were simply too high
28

. To improve 

the quality of raw silk, Major first heated the water-filled basins in which floating cocoons would 

be unreeled and then the reels would be powered to unwound the silk filaments from the 

cocoons. However, unfortunately, because of the big economy of scale of steam-engine 

technology, it was only profitable if it was spread over a large number of basins. In 1870, due to 

bleak financial situation, Ewo had to be closed down after Major’s death. Assessing the 

performance of Ewo, Brown said that in a strict financial sense, Ewo was a failure, since 
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revenues did not cover costs over the life of the investment
29

. Furthermore, filature system 

spread very slowly in China as it required a substantial amount of learning efforts and meant a 

radical change from the past. Japan was beset with the pain of transition, too, including 

difficulties in recruiting labour, high cost of adapting modern French filature and of 

transportation. But Japan was able to overcome these barriers, whereas some of the problems 

were never solved in China until much later.  

 

II 
 

One major difference between China and Japan was the role played by Western technology. Two 

significant developments were the discovery and spread of first filial (F1) hybrid silkworm and 

the rearing of a second crop of silkworms in the fall in addition to the main spring crop. The key 

element in F1 variety was the finding that superior traits resulted from crossbreeding only existed 

in the first generation and disappears in later generations. This recognition led to labs that 

specialised in breeding pure silkworms only and the mass production of the crossed F1 variety
30

. 

The development and diffusion of the F1 variety had notable impact on both the productivity and 

quality of cocoons in Japan. The rearing of a second crop was the next major development. It has 

the merit that the rearing of the crops fell in the period when rice cultivation required the least 

labour, enabling the growth of cocoons without harming the productivity of cereal crops
31

. On 

managerial level, as each worker’s wage was based on their efficiency compared to their fellow 

workers, they were encouraged to compete with each other, which greatly increased total 

productivity. Compared to Japan, the technological development in China was much slower. 

Silkworm eggs were almost entirely produced by traditional breeding methods before 1925 and 

in the early 20th century mulberry cultivation was still using an ecosystem formed since late 

Ming dynasty in Lower Yangzi River.  

 

II 
 

China’s backwardness was largely caused by its inconducive political environment. The Self-

Strengthening Movement taking place from 1861 to 1895, did not encourage the development of 

foreign and private enterprises. Indeed, the growth of raw silk industry was very much hindered 

by governmental policies and its lack of initiatives to assist private factories. In the case of Ewo, 

the government was most responsible for its failure. Although Ewo enjoyed the benefit of a 

rather free market in Shanghai, a treaty port, Shanghai was about 100 miles from the sericultural 

                                                 
29

 Brown, Sh. R., 'The Ewo filature: a study in the transfer of technology to China in the nineteenth century', 

Technology and Culture, 20, p.563 
30

 Debin Ma, Why Japan, Not China, Was the First to Develop in East Asia: Lessons from Sericulture, 1850–1937, 

p.376 
31

 Debin Ma, Why Japan, Not China, Was the First to Develop in East Asia: Lessons from Sericulture, 1850–1937, 

p.377 



19 
 

region. This meant that transportation costs were extremely high. Traditionally, reeling factories 

were usually located near cocoon producing areas. But because of restrictions on foreign firms, 

Major had no choice but to locate its company in Shanghai, a place not particularly ideal for 

minimising costs.  

        Besides high costs incurred, Major faced various problems operating in inland regions with 

much local bureaucratic constraint. Merely obtaining official approval for the facilities for 

production to be erected took Major almost two years
32

. The existence of guilds or hangs did not 

provide a constructive environment for economic development, either. The hangs acted as 

middlemen between the farmers and the weavers by collecting cocoons from farmers and 

shipping them to the weavers. This process is not propitious to economic integration which 

would stimulate growth. In a letter to Jardine, Major wrote that the low quality of the cocoons 

which the compradores had purchased was a big problem
33

. Among many reasons for the 

unprofitability, as suggested by Brown, the ultimate cause of Ewo’s demise was the impossibility 

of obtaining a regular supply of high quality cocoons at reasonable prices. The government, 

however, was not willing to enforce suitable changes, because the guilds were important tax 

payers while foreign firms did not pay taxes to the Chinese government. Therefore, the problem 

of cocoon procurement was mainly the result of the Chinese government’s uncooperativeness.  

        In addition to the existing unpropitious political situation, the government rarely took any 

initiatives to aide private and foreign ventures. Infrastructure like railways was not built and 

investment from the government was lacking. Throughout the 19th century, the Lower Yangzi 

lowlands relied on its intricate waterways for cocoon transportation; attempts by Shanghai 

reelers and merchants to introduce steamships were rejected by local officials fearing that the 

interests of traditional shippers would be jeopardised.  

 

 

III 
 

Japan’s experience, on the other hand, was entirely different. In contrary to the Qing dynasty, the 

Meiji government sold off its government enterprises in the 1880s, which heralded the rise of 

private sectors. One crucial government scheme was the building of infrastructure. Starting in 

early 1880s, railroads were constructed by the Meiji State, which was critical for linking 

different production regions. In places like Suwa where was previously quite remote, the markets 

were instantly opened up. Another important development from the 1910s was direct purchase 

arrangements between reelers and farmers as opposed to the use to intermediary agents. An 

institutional innovation, named subcontractual direct purchase system, which entailed a long-

term exchange contract between farmers and reelers was used, fostering the development of 
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commercialisation. The Japanese government also actively encouraged learning from the West. 

Part of the Iwakura Mission 1871－1873, a group of Japanese sericultural experts headed by 

Nagaatsu Sasaki visited Northern Italy and studies there for a month, which was a big contrast to 

China where indirect learning was more widespread.  

 

IV 
 

Lastly, local resistance was particularly problematic for modern industries in China. Chen 

qiyuan’s factory, for example, was attacked by local villagers and was forced to move to Macau. 

The groups that felt threatened by the expansion of modern industries were mainly silk guilds 

and traditional silk reelers and weavers. The silk guilds bought products from the producers at a 

low price in bulk and distributed these products to manufacturers that needed them. But since the 

prices the guilds offered were low, there were incentives for the two parties to deal directly 

without going through the guilds, a way that is more efficient. This at the same time also meant 

that the guilds would lose its means of living, making them deeply opposed to the development 

of commercialisation. The traditional sector, similarly, feared being pushed out of the market by 

modern filatures. The mechanised silk-reeling factories were repeatedly harassed by the local 

officials representing the interests of the traditional silk weavers
34

. Beyond economic interests, 

there was a general sense of anti-alienism in Confucianist China that was only opened by 

Western fleet a few decades ago.  

      The initial domestic environment in Japan was not positive, either, with strong repulsion 

towards the West. But this situation was changed as the government actively engaged in creating 

a more pleasant surroundings for foreign enterprises. For example, when the filature in Tomioka 

was set up, it was very difficult to recruit workers given the xenophobic sentiment at the time. 

The government persuaded the Samurai’s daughters to work in filatures in order to demonstrate 

that working in factories were not dishonourable. The problem of recruitment, as a result, was 

solved later.  

 

V 
 

The stagnation of China and rapid growth of Japan in terms of raw silk export were caused by 

four factors: high adoption costs, the role of modern technology and government and local 

resistance. The striking difference between the Chinese and the Japanese government was the 

most important cause that set these two countries apart. Japan started off with similar domestic 

situation as China with less total silk export, but was able catch up and over take China in a 

surprisingly short period time because the Meiji State played an active and positive role.  
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The establishment of Israel, 1949 

 

By JOSTO LUZZU 

 

n 29 November 1947, UN Assembly approved the UNSCOP resolution n.181. The document 

called for partition of Palestine into two sovereign states, one Jewish, the other Arab. The 

British Mandate was to terminate on 15 May 1948, and the British troops to be pull-out by 

August 1. About 55 per cent of the Palestinian territory was allocated to the Jews, who 

represented only 31 per cent of the population, while the remaining 45 per cent was left to the 

Arabs, who constituted the majority in most of the sub-districts of Palestine.
1
 The partition plan 

had left the latter profoundly unsatisfied. On 14 May 1948, the State of Israel was proclaimed, 

and on 15 May, war broke out with the states of the Arab League. The conflict ended on 7 

January 1949 with the Israeli victory. Conventional Zionist literature emphasizes the heroic, 

desperate and ultimately successful Israel’s struggle for survival against the overwhelming 

military superiority of the aggressive neighbours Arab States. It narrates how Britain made every 

possible effort in order to hinder the establishment of Israel, and how Jews found themselves 

isolated both diplomatically and militarily.
2
 However, the “new historians”, such as Simha 

Flapan, Ilan Pappé, Benny Morris, and Avi Shlaim, have recently challenged this position, 

mainly in regards to the Zionist diplomatic, military isolation. By highlighting the ongoing 

historiographical debate, I will argue that Zionist diplomatic and military efforts were certainly 

important - but not sufficient - for the establishment of the State of Israel. The direct and indirect 

selfish interests of the Great Powers, the political implications of the UN resolution, as well as 

the developments in the Middle East area are all major contributors in understanding the birth of 

Israel.  

 

                                              I            
 

Both Arab and Zionist historiography have depicted Britain as an enemy.
3
 Certainly, British 

policies in Palestine played a key role in exacerbating the relationship between Jews and Arabs. 

First, the Balfour declaration of 1917, incorporated in the Mandate of 1922 in Palestine, favoured 

the immigration and the settlement of the Jews in the area.
4
 This contradicted the principle of 

self-determination in Art.22 of the 1919 Covenant of the League of Nations, which recognized 

the provisional existence as independent states of certain communities formerly belonging to the 

Turkish Empire.
5
 These communities were to be placed under a Mandatory, until they are able to 
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stand-alone.
6
 Except for Palestine, all the other Arab-majority territories subject to Mandates of 

the League of Nations became independent nations: Iraq in 1932, Syria and Lebanon in 1944, 

and Transjordan in 1946. Some scholars have argued that the Arabs’ lack of political structures 

in Palestine was the primary reason for their failure in achieving a statehood.
7
 Rashid Khalidi has 

also pointed out how, despite the fact that Arabs accounted for 90 percent of the population in 

Palestine, in British official documents Arabs were often referred to as “non- Jewish people”.
8
 

Victor Kattan argued that self-determination to the Arabs in Palestine was temporarily postponed 

in order to give the Zionist an opportunity to create their home.
9
 Acknowledging this situation, 

Balfour declared: 

 

We deliberately and rightly decline to accept the principle of self-determination. If 

the present inhabitants were consulted they would unquestionably give an anti-

Jewish [immigration] verdict. Our justification . . . is that . . .  we consider the 

question of the Jews outside Palestine as one of world importance, and that we 

conceive the Jews to have a historic claim to a home in their ancient land . . . 

Zionism . . . is rooted in . . . future hopes, of far profounder import than the desires 

and prejudices of the 700,000 Arabs who now inhabit that ancient land.
10

 

 

British leaders believed also that partition of the territory between Jews and Arabs was not 

a satisfactory solution. Under pressure of the Arab communities, in 1939 Britain issued a White 

Paper, which represented a reverse of the previous pro-Zionist policy. In fact, the document 

limited Jewish immigration to a maximum of 75,000 up to March 31, 1944; it prohibited land 

sales to Jews; and it pledged the creation of a Palestinian state within ten years where the Jewish 

would constitute a minority.
11

 By the early 1940s, Britain had thus created a situation where two 

opposing communities claimed the same land. Following the increase of violent actions 

addressed to British installations in Palestine, and showing incapable of resolving the issue, on 

14 February 1947, Britain decided to turn the problem to the United Nations. In May of the same 

year, the UN General Assembly set up the United Nations Special Committee on Palestine 

(UNSCOP) to recommend a solution to the Palestine issue.
 12

 In November 1947, UNSCOP 

presented a partition resolution plan, but Britain abstained from it, arguing that it was unjust and 

immoral.
13

 In this context, conventional Zionist historiography regards Britain as an enemy that 

unequivocally attempted to hinder the establishment of Israel as designed by the UN partition 

plan. By using new archival documentation, Ilan Pappé has contested this view, arguing that 

Britain’s main objective was the preservation of its interests in the area, rather than a direct anti-
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Jewish stance.
14

 In particular, British leaders envisioned the creation of a Greater Transjordan, 

which implied the support to the Jordan King Abdullah to enlarge his kingdom by taking over 

the West Bank area in Palestine. On February 7, 1948, British foreign minister Ernest Bevin 

secretly met Tawfiq Abul Huda, Jordan's prime minister, encouraging him to send the Arab 

Legion into Palestine immediately following the departure of the British forces.
15

 Bevin never 

pressed King Abdullah to turn against the Jewish state: rather, British support for the Jordan 

annexation of the West Bank can be seen as an indirect assurance to respect the regular partition 

in accordance with the UN plan.
16

 Fawaz A. Gerges sustains this reasoning, pointing out how 

Britain Palestine’s policy was primarily motivated by its imperial interest on the one hand, and 

by the necessities of an alliance with the US on the other.
17

 For instance, by the end of 1948, 

Britain was concerned about the fractures among the Arab League and, unsuccessfully, sought to 

mediate between Transjordan and Egypt.
 18

 When Israel invaded Egypt on 22 December 1948, 

British leaders worked actively with the United States to stop the attack.
19

 Gerges argues that 

these actions were meant to prevent Israel from expanding beyond the territories allocated by the 

UN resolution, rather than hindering the establishment of Israel itself.
20

 

 

II 
 

The traditional Zionist view regarding the Arabs’ overwhelming military superiority and the 

emphasis on Israel’s diplomatic isolation also has been subject to historiographical debate. 

Despite the fact that Israel successfully set up an active diplomatic network, the counterparts’ 

personal interests limited its efforts. Avi Shlaim has argued that, not only Israel was militarily 

stronger and better prepared, but also that informal diplomatic channels had been established 

with King Abdullah of Jordan. It is true that, upon the break out of the war, the military size 

favoured the Arab states.
21

 However, by the end of May, the total number of Arab troops was 

under 25000, while the IDF (Israel Defence Force) were over 35000 on field. By mid-July, the 

number raised to 65.000 men and by December, it had reached the peak of 96,411.
22

 Second, 

Shlaim argues that the Arab states were not a monolithic block. On 30 April, the Political 

Committee of the Arab League decided that all the member states must prepare their armies for 

the occupation of Palestine on 15 May, the day after expiry of the British mandate.
23

 Despite the 

fact that the Arab countries had worked out the plan of attack together, Inter-Arab rivalries 

played a critical role in the calculations of Arab leaders to intervene directly in Palestine and the 
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manner in which they executed the war. For example, King Abdullah of Jordan, whose aim was 

to enlarge his kingdom and annex the Arab part of Palestine adjacent to Transjordan, twice 

received Golda Meir and established informal relations with the Jews.
24

 Already in the first 

meeting, on 17 November 1947, it was clear that the King was not against the creation of Israel. 

The sole condition that he posed was the assurance that Jewish military forces would not prevent 

him from achieving his plans in Palestine.
 25

 On 30 April 1948, the Political Committee of the 

Arab League appointed King ‘Abdullah commander-in-chief of the invading forces.
26

 On May 

11, Golda Meir met the King secretly for the second time, and sought to convince him to refrain 

from attacking Israel, but in vain. Conventional Zionist historiography sees this second meeting 

as the proof of King Abdullah’s unreliability. 
27

 However, the King’s acceptance of the role did 

not necessarily mean a betrayal of his previous agreements with the Jews. In fact, despite the fact 

that he pretended to be part of the coalition of the League, he made last minute changes.
28

 

Furthermore, while the Arab states rejected the UN partition plan, he endorsed it.
29

 Similarly, 

Gerges showed how Egypt’s intervention in the 1948 War was not driven by a deliberate will of 

destroying Israel and saving the Palestinians, but was rather a consequence of its internal 

instabilities and regional ambition.
30

 In fact, the political establishment did not seriously prepare 

for conflict, either before or during the course of hostilities, and the Egyptian militaries were not 

well equipped in terms of training, weapons and transport.
31

 In fact, Israeli military superiority 

did not rely solely on its own forces. On the one hand, Israel could count on officials trained by 

western powers; on the other hand, despite the embargo on arms transfer to Middle East imposed 

by the UN Security Council on 29 May 1948,
32

 the Jews received arms supply from Soviet 

Union and Czechoslovakia.
33

 In short, while Israel’s diplomatic and military capacities where 

certainly important for its survival, in examining the conditions that made the victory possible, it 

is necessary to take into account Arab states’ incapacity to coordinate operations and their 

unwillingness to fully commit to the combat, as well as the support received by foreign powers. 

                                         

III 
 

The relationship between the Zionist movement and the United States also deserves an attentive 

examination. Since the beginning of the Second World War, American Zionism had considerably 
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increased its activities on the American sole.
34

 Scholars like Herbert Parzen and, more recently, 

Robert Wintemute explain these developments as a direct reaction and defence to the impasse 

that the promotion of the Zionist cause had reached in Europe.
35

 Parzen argues that, in the 

attempt of winning American public opinion,  in 1942 Zionist leaders gave the movement a more 

specific political agenda, issuing the “Baltimore Program”: the document condemned British 

White Paper of 1939, demanded the constitution of a Jewish Commonwealth in Palestine and 

unrestricted Jewish immigration under the control of a Jewish Agency for Palestine.
36

 It is with 

aims in mind that Zionist leaders exerted pressures on President Roosevelt first, and Truman 

after. Some scholars tended to overemphasize the influence that the Zionist movement have 

played over United States’ decision-making process, asserting that it was its need for Jews’ 

domestic political support to drive their policies toward the Middle East area. This conspiracy 

theory fails to understand that United States’ overtures to the Zionist cause did not represent any 

real alteration of the American fundamental policy toward the region.  

Firstly, it is true that Roosevelt appears to have made some concessions to the Zionist 

leaders. For instance, in 1943, the President received pressures from Dr. Weizmann, leader of the 

World Zionist Organization, for organizing a meeting with King Ibn Sa’ud of Saudi Arabia. In 

this occasion, Roosevelt did ask Lieutenant Colonel Harold B. Hoskins, at that time American 

ambassador in the Middle East, to find out whether the King would “enter into discussion with 

Dr. Chaim Weizmann […] for the purpose of seeking a solution of basic problems affecting 

Palestine acceptable to both Arab and Jews.”
37

 Upon the King’s denial of the offer, Roosevelt 

“expressed his understanding” of the King’s reasons but did not insist any further.
38

 In fact, both 

the State and the War Department put pressures on the President for refraining from making any 

commitment to the Zionist cause that could threaten the American interests in the Middle East. 

For example, On February 5, 1943, the Minister in Egypt, Alexander C. Kirk, in a telegram sent 

to Secretary of State Cordell Hull raised his attention on the apprehension “Aroused in Moslem 

and Christian Arab circles because of apparent effort of Zionists to increase tempo of activity, 

particularly in United States.”
39

 In April and May of the same year, King Ibn Sa'ud of Saudi 

Arabia also expressed his concerns about the future of Palestine, urging the United States not to 

adopt any pro-Zionist policy without informing him in advance.
40

 In response to the Arab 

anxieties, on 26 May 26 1943, Hull sent a telegram on behalf of the President to King Ibn Saud, 

where he assured that it was “the view of the Government of the United States that no decision 

altering the basic situation of Palestine should be reached without full consultation with both 

Arabs and Jews.”
41

 Secondly, Roosevelt’s apparent support for Jewish immigration intermingled 

with his political agenda. For instance, 1944 was an election year and the President planned to be 
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a candidate for the fourth year. On March 9, the President empowered Drs. Stephen S. Wise and 

Abba Hillel Silver, the two representative spokespersons of the American Zionist forces, to make 

a public pronouncement, which stated, “The American Government has never given its approval 

to the White Paper of 1939. The President is happy that the doors of Palestine are today open to 

Jewish refugees.”
42

 When the Arabs protested to this declaration, Roosevelt issued another 

document for the Arabs, saying that, while he had never approved it, he also never criticized it.
43

  

President Truman generally showed more sympathy to the Jewish cause. Some historians 

have tended to see in his policy toward Palestine both humanitarian and moral motivations. 

Michael Ottolenghi argues that Truman swung between his religious heritage and his sympathy 

for the Jewish cause on the one hand, and his responsibility as president and the need to preserve 

the national interest in Middle East on the other hand.
44

 For instance, on 24 August 1945, 

Truman received a report from Earl G. Harrison, leader of an Intergovernmental Committee 

established to examine the conditions of the Jewish displaced people in Europe. The document 

pointed out how the Jews wanted to “leave Germany and Austria as soon as possible. […] 

Palestine is definitely and pre-eminently the first choice […] It is also true however, that there 

are many who wish to go to Palestine because they realize that their opportunity to be admitted 

into the United States or into other countries in the Western hemisphere is limited, if not 

impossible. […] As matters now stand, we appear to be treating the Jews as the Nazis treated 

them except that we do not exterminate them.”
45

   

 Apparently, the report made the President “sick”.
46

 On 31 August 1945, Truman sent a 

letter to British Prime Minister, Clement Attlee, where he pushed for the lifting of British 

restrictions on Jewish immigration to Palestine: 

 

It appears that the available certificates for immigration to Palestine will be 

exhausted in the near future. It is suggested that the granting of an additional one 

hundred thousand of such certificates would contribute greatly to a sound solution 

for the future of Jews still in Germany and Austria, and for other Jewish refugees 

who do not wish to remain where they are or who for understandable reasons do not 

desire to return to their countries of origin.
47

 

 

Nevertheless, it is hard to determine how much this humanitarian attitude really influenced 

Truman’s policies. Arieh J. Kochavi suggests that United States’ endorsement for Jewish 

migration to Palestine, ultimately served well American economic interests in the region.
 48

 

Washington, concerned for its oil supplies, aimed to secure a pipeline that connected Saudi 

                                                 
42

 Parzen, ‘The Roosevelt Palestine policy’, p. 44. 
43

 Wilson, ‘The American interest in the Palestine question’, p. 66. 
44

 Hamby, ‘A discouraging prospect indeed’, p. 405. 
45

 Jewish DPs Harrison Report, summer 1945. 
46

 Ferrell, Truman in the White House, p. 72. 
47

 See (http://www.jewishvirtuallibrary.org/jsource/US-Israel/truman111345.html). 
48

 Kochavi, ‘Indirect pressure’, p. 57 



28 
 

Arabia with either Egyptian or Palestinian coast.
49

 Since Britain was more likely not to allow 

American influence to penetrate in Egypt, the United States sought to gradually displace Britain 

both economically and politically by promoting the establishment of a Jewish state in Palestine.
50

    

Truman’s role in the UN partition vote of 29 November 1947 offers a further example of 

the nature of Zionist-US relationship. Fifty-six states voted and the partition plan passed with 33 

votes for, 13 against and 10 abstentions. A minimum of 31 votes was required, but until a few 

days before the vote, most of the Anglo-Saxons countries –namely Australia and New Zealand - 

opted for abstention expressing their practical economic concerns.
51

 The United States as well 

decided only a few days before the vote to endorse the majority partition.
52

 In this situation, only 

the United States could have a major impact. Thus, Benny Morris argues that Weizmann’s 

insistence on the president was probably the major contributor for Truman to decide to put some 

pressure on the other countries, which ultimately approved the resolution.
53

 What is also 

important to point out is that, of the 13 states that opposed partition, the majority were Muslim 

countries, with the exception of India (Hindu-majority), Cuba, and Greece (Christian-majority). 

Furthermore, 11 of these 13 countries (excluding India and Cuba) were sited close to the area 

most likely to be involved in the direct consequences of the vote. Ultimately, the approval of the 

partition was certainly a positive result for the Jews. However, this fact should not be 

overemphasized, because it did not essentially compromise US’ policies in the region. 

Furthermore, on 19 March 1948, United States reconsidered their position, rejecting the partition, 

and proposing a UN trusteeship on Palestine instead.
54

Officials of State and Military Department 

continued to oppose to any pro-Zionist action. In particular, after World War II, concerns about 

Soviet Union’s interests in the Middle East aroused on top of the worries for the American oil 

supplies.
55

 For example, Loy Henderson, head of Near East and African Affairs Division of the 

State Department soon expressed his fears that, developments in Palestine, could cause upheaval 

in the Arab world, which the USSR might capitalize on.
56

 These concerns were not void of 

foundation. Kochavi argued that, soon after the war, Moscow realized that Jewish emigration 

from Eastern Europe to Palestine offered a good opportunity to complicate the British position in 

the region, since the largest number of potential Jewish emigrants happened to be in countries 

within sphere of Soviet influence.
57

 At the same time, it sought to indirectly corrupt British-

American relations. Because United States were promoting Jewish immigration in Palestine, 

while Britain’s policy attempted to limit it, Moscow sought to drive Britain against its major ally 

by encouraging emigration itself.
58

  

                                                 
49

 Ibid., p. 57. 
50

 Ibid., p. 57. 
51

 Morris, 1948, p. 58. 
52

 Ibid., p. 59. 
53

 Ibid., p. 61. 
54

 Wintemute, ‘Europe’s last colony’, p. 125. 
55

 Morris, B., 1948, p. 24. 
56

 Ottolenghi, ‘Harry Truman's recognition of Israel’, p. 968. 
57

 Kochavi, ‘Indirect pressure’, p. 56. 
58

 Ibid., p. 57. 



29 
 

IV 
 

In conclusion, in the paper I attempted to highlight the complex relation of forces that played a 

major role in the creation of Israel. While the Zionist movement, both in the United States and in 

Palestine was very active in trying to establish diplomatic relations with possible allies, it is 

important to emphasize that Israel is not simply a Zionist product. The existing tensions among 

the Great Powers also played indirect and direct roles according each agent’s political and 

economic interests in the region. The partition vote that was passed on November 1947 

contributed to making these tensions more evident.    
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The role of money in traditional and modern economies 

 

By JASON LENNARD 

 

he study of money, known as numismatics, can be a confusing discipline.  John 

Maynard Keynes described his experience of it as “Babylonian madness”.
59

  Frederick 

Soddy’s contribution of a simple definition is unlikely to have helped, “Money now is 

the nothing you get for something before you can get anything.”
60

  This paper will draw upon the 

simplicity of a historical case study to explore the complex numismatic issue of the role of 

money in traditional and modern economies. 

 The Massachusetts Bay settlers arrived in New England in the 1620s, almost twenty 

thousand had made the voyage from England.  The journey’s cost left the colonists with no 

coinage, they consequently reverted to barter, among themselves and with England.  These 

settlers offer an excellent example of the changing role of money in a traditional economy that 

rapidly became modern.   

 Allow us first to introduce some key terms and distinctions that are central to the paper.  

Firstly, money can be defined as “Being any object or token that is generally accepted as a means 

of paying [for] goods and services and for settling debts.”
61

  There is also a distinction to be 

made between a traditional and modern economy, a traditional economy was based on barter 

exchange whilst a modern economy would utilise either commodity or fiat money.  We will first 

analyse the role of money in a traditional context while Sections II and III will explore the 

modern perspective.  Section IV will draw conclusions. 

 

I 

 

In 1624, money had just one role in Massachusetts Bay, it acted as a medium of exchange.  

Almost 70 years would elapse before it assumed its modern role as a medium of exchange, a unit 

of account and a store of value.
62

  Given the barter system that characterised this traditional 

economy and others, money took the form of goods and services.  The Massachusetts Bay 

colonists would often exchange animal skins for dried fish or tobacco.   

 Barter had exceptional benefits over a non-moneyed traditional economy whose citizens 

were entirely independent, the most critical of these was the engendering of specialisation.  

Specialisation facilitated efficiency gains, it also encouraged a greater diversity of goods to be 

produced.  The independent settler would focus his limited expertise and resources on a narrow 

set of essential goods, his cooperative neighbour would specialise in a single good, tobacco 
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perhaps, yielding increasing returns to his experience, which could then be traded for other 

specialities.   

 Whilst this is beneficial over an economy of independent agents, it has profound 

limitations when compared with modern approaches to money.  Firstly, there arises the matter of 

the double coincidence of wants, this occurs when “There may be many people wanting, and 

many possessing those things wanted; but to allow of an act of barter, there must be a double 

coincidence, which will rarely happen.”
63

     Naturally, this is a barrier to trade.  The 

indivisibility of some goods is another issue of a monetary system with this single role.  

Considering that traditional economies tended to be largely agrarian, as Massachusetts Bay was, 

how then would one exchange pigs for cows?  One for one, two for one or three for one perhaps, 

but what if the agreeable rate lied between these integers?  Trade would again be hindered. 

 

II 

 

The problems of barter exchange were quickly overcome by the Massachusetts Bay settlers, as 

they were elsewhere, with the introduction of wampum as legal tender in 1637.
64

  Wampum were 

made from quahog, a hard-shelled clam, and are an example of early commodity money.  Given 

our previous definition, this event marks the Massachusetts Bay Colony’s transition to a modern 

economy, where money began to play a further role.   

 The wampum still existed as a medium of exchange but it now had the added benefit of 

serving as a unit of account, thus enabling the colonists to meaningfully interpret prices, costs, 

and profits.  Barter did not exhibit this property because there was no common component to 

transactions, prices must therefore have been considered in terms of the commodities in question.  

This additional role of money solves the double coincidence of wants, the fisherman could now 

sell to the tobacconist despite the fisherman’s disdain for smoking.  The indivisibility of goods 

was also addressed by this new function of money, the relative value of pigs to cows could now 

exist between integers as a pig might be priced at two wampums and a cow at three.  It should be 

noted however, that the indivisibility only went as far as a single wampum. 

 An interesting historical example outside of the Massachusetts Bay Colony comes from 

New Guinea, William Stanley Jevons observes that: “There is in that island a large traffic in 

slaves, and a slave forms the unit of value.”
65

  Presumably this demonstrates that the unit of 

account need not necessarily be legal tender but may be the economy’s dominant commodity.  

 The wampum did not exist without fundamental flaws; firstly, it was extremely fragile, 

meaning that an individual’s hard work could easily be lost.  Similarly, the colonists surely had 

no faith in the wampum’s long-term future, after all, they’d had first-hand experience of 

England’s superior coinage system.  What’s more, presumably the most profitable enterprise 
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would have been to find wampum on the beach, if this were so, the supply of wampums would 

surely have increased greatly with extreme inflationary consequences.   

 

III 
 

Ultimately, the wampum did give way to a superior monetary system and with it came the third 

and final role of money.   

 

 In 1690, the Massachusetts Bay Colony was authorized to raise troops to help British 

 soldiers fight in King William's War. The King allowed the colony to pay soldiers 

 with Bills of Credit - a promise to pay in the future - printed on paper by the colony.
66

  

 

The notes were redeemable against quantities of corn, grain, cattle, and silver, and proved to be a 

great success.  This may be attributed to its, as then, unprecedented ability to serve as a medium 

of exchange, a unit of account, and a store of value.  This latter role allowed wealth to be saved 

and readily retrieved over time.  Bills of exchange indeed exhibited this function to a greater 

extent than did the wampum, which was prone to perish.   

 Jevons perfectly describes the key historical advantage of money as a store of value, here 

it is best to quote him verbatim: 

 

 At times a person needs to condense his property into the smallest compass, so that he 

 may hoard it away for a time, or carry it with him on a long journey, or transmit it to 

 a friend in a distant country.  Something which is very valuable, although of little  bulk 

and weight, and which will be recognized as very valuable in every part of the  world, is 

necessary for this purpose.
67

   

  

 Of course, bills of exchange, like fiat money today, were not perfect stores of value.  In 

1691, a Bill of Credit from the previous year would have depreciated in value by 8.1% as a 

consequence of inflation.
10

  It should be noted, however, that because the Bills could be 

exchanged for commodities, they could not depreciate below the value of the underlying 

commodities, unlike fiat money today.  Keynes once mocked “why should anyone outside a 

lunatic asylum wish to use money as a store of wealth?”
11

  For in a neoclassical world the 

optimal store of wealth would be in yield-returning assets such as bonds, however, for the 

Massachusetts Bay Colony, Bills of Credit were surely a greater store of wealth than the delicate 

wampum that came before. 
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In traditional economies, money served only a primary role, as a medium of exchange.  A more 

sophisticated money was required by modern economies to overcome the trade-hindering double 

coincidence of wants.  Commodity money quickly propagated, serving also as a unit of account 

and as a store of value.  Money, with three roles, provided modern economies with the incentives 

to work and to trade, which greatly affected the quality, quantity and diversity of goods available 

for consumption.  The Massachusetts Bay Colony is a fascinating example of the importance of 

money to the evolution of an economy.  
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Why was the Assize of Bread Abolished? 

A Research Proposal 

 

By TALITHA CHIN 

 

ince the horsemeat scandal broke out in the UK, the question of how much food 

regulation should be tolerated has been brought to the forefront. My dissertation 

analyses the abolition of a 600 year-old law, named the “Assize of bread” which set the 

prices and weights of bread, and also specified the materials that bread could be baked from and 

the marginal profits for the baker.  

 

When the law that was first set in 1266, the price of bread was to vary in relation to the price of 

wheat. The prices of three grades of bread were then set. A Wastel farthing loaf (a standard loaf 

made of the best flour) was to weigh 6 pounds 16 shillings when a quarter of wheat was sold for 

12 pence
68

. Then as the price of wheat increased to 12 shillings per quarter, the farthing loaf 

made of the best flour, would then weigh 11 shillings and 4 pence. A small sum and revenue 

from price of two loaves sold in the market was allowed as a profit out of the loaves that were 

baked from a quarter of wheat. But the law also stated the bakers’ allowance. The baker was to 

gain “iv d. for each quarter of wheat, for three servants 1d., for candle q. for wood iid.
69

”. 

Beyond this, in baking bread out of a quarter of wheat, the baker was to obtain the money equal 

to the price of two loaves of bread in the market for his keep. Thus, the baker’s marginal profits 

were also set.   

 

While the law was originally instituted in order to secure the baker’s livelihood, the statute was 

passed in 1709 with an added objective of protecting the consumer. It was written that profit-

making was having a negative impact on consumers, “covetous and evil-disposed Persons (were) 

taking Advantage of the same, have, for their own Gain and Lucre, deceived and oppressed her 

Majesty's Subjects, and more especially the poorer Sort of People”. 
70

 Hence the magistrates had 

to struggle to keep the price decently high but not burdensome to the consumer. The law also 

prevented the adulteration of bread especially in the 1757 Making of Bread Act where only 

wheaten and household bread were to be made for sale. 
71

 

 

In London, the assize of bread was abolished in two phases. Firstly, laws which set the prices, 

baker’s allowances and the marginal profit set for the baker was repealed in the 1815 Bread 

Trade Act
72

. Secondly, laws restricting the bakers to baking bread of certain standard weights 
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(peck, half-peck, quarter-peck) were done away with in the 1822 London Bread Trade Act
73

. 

Following the example of London, the assize throughout England was repealed in 1836.
74

 One 

must note, however, that the repeal of the assize did not necessarily imply the cessation of its 

implementation. Instead, we find especially in the rest of the country where magistrates had an 

opt-out clause, 
75

 that few places of consequence actually set the assize by the 1820s. But while 

some stopped using it before it was abolished, the county of Suffolk continued to set the assize of 

bread till 1896.
76

 Moreover, the London bakers started to collude with bakers in order to set a 

standard price of bread even after its abolition. 
77

 The fact that London bakers even continued to 

attempt to set an ‘assize’ even after its abolition, points to the fact that parliament had the final 

call in determining the death of the law.  

 

The current hypothesis first proposed by Sidney and Beatrice Webb explaining the assize’s 

abolition was that emergence of capitalist millers made impossible the system on which the 

assize was based on: “The principal cause for the dissatisfaction during the eighteenth century, 

with an institution of five centuries’ standing, was connected with a change in industrial 

organisation, which really made impossible the whole system on which the Assize of Bread was 

based…  The Medieval legislation had a simple transaction in which the baker, buying the wheat 

from the farmer, had it ground by the miller, and made the whole of the resultant flour into three 

different kinds of bread. Hence down to 1710, the charge of grinding and dressing the corn into 

meal and flour was included in the Assize, which was set upon bread from the price of wheat. But 

during the seventeenth century there begun to grow up a class of capitalist millers, who no 

longer acted merely as the agents of the bakers, but who themselves bought wheat, ground it into 

meal and flour, and sold the products separately in whatever sorts they chose, at whatever prices 

they could obtain for the several qualities.” 
78

  

 

In my paper, I will then test whether it was indeed true that millers made impossible the system 

on which the assize was based on. Webbs argued that the rise of the capitalist millers had 

disrupted the one for one movement in the prices of wheat, flour and bread, which meant that the 

assize that was set on the price of wheat would have harmed the bakers since the flour prices that 

bakers faced often increased much more than the price of wheat. The data, however, tells us 

otherwise. As shown in Figure 1, we plot indexed monthly bushel of wheat, sack of flour and 

peck loaf, with a base year of 1799 when the assize was priced from wheat or flour. The data 

shows that the movements were remarkably correlated. In fact, the R-squared between Wheat 

and Flour is 0.930, suggesting that the rise of capitalist millers would not have distorted the one 

for one relation between movements in wheat and flour markets. When we turn to data on 
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Bristol, we find a similar picture. By plotting the index of quarterly bushel of wheat, sack of 

flour and peck loaf prices with a base year of 1816 when the price was set from wheat, we find a 

similar one-for-one relation with an R-squared of the relation between wheat and flour to be 

0.969. To the extent that both London and Bristol had significant milling cooperatives set up, we 

can surmise that it is likely that the millers did not have a large impact on distorting prices as the 

Webbs had suspected.  

 

Instead, I propose an alternative explanation for the abolition of the assize—the failure of 

implementation due to legislative complexity and rigidities. Firstly, there was a problem of 

informational asymmetries that caused failure in the proper setting of the assize. The meal 

factors that were in no way involved in the trade collected the weekly returns of flour and wheat 

from the bakers. James Nasmith scrutinizes the profit tables of the bakers and finds that the profit 

per loaf increases disproportionately as the price of flour increases.
79

 Hence, bakers may have 

declared the prices of flour such that the prices of flour will be adjusted upwards. Secondly, 

because imports were excluded from the market, the average price of grain traded might not have 

reflected the actual price in the market.
80

 Moreover, we often find that the bakers argued that the 

mealweighers did not actually bring in flour that was fit for making Wheaten bread.
81

 We do not 

know if the bakers were speaking truthfully here as they had incentives to accuse the 

mealweighers of under-reporting prices of wheat. Nonetheless, the fundamental problem that the 

people bringing in the returns had no knowledge of the markets continues to become a stumbling 

block in the setting of the assize.  

 

The law was not just complex, but too rigid to adapt to times of agricultural crisis. The poor 

harvest of 1795-1796 caused the prices of bread to skyrocket.
82

 However, the assize of bread in 

1795 determined the lowest quality of bread (Standard Wheaten) was to be baked with three-

quarters part wheat. 
83

 At a time of crisis where the priority was to ensure there was sufficient 

food, the assize of bread that regulated the minimum quality of bread made bread in the market 

exceedingly expensive, and thus encouraged “increased consumption and wastage.
84

 Instead, it 

was found that because of the assize, charities were accused of wrongly distributing bread to the 

poor at a reduced price during times of scarcity. In the first report on the assize of bread in 1800, 

it was then proposed that food articles to be provided should be everything “except Bread made 
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wholly of Wheat or Wheaten Flour, and other than and except the Kind or Kinds of Bread in 

common Use”.
85

 The bread law thus restricted forms of charity in the direst times of need.  

 

In the final synthesis, I argue then that the agricultural crisis at the turn of the century triggered 

the inquiry into whether assize conflicted with consumer welfare. Nonetheless, it was legal 

complexities and rigidities that provided the underlying basis for why it was abolished. Because 

wheat, flour and bread prices moved in tandem, I argue that the Webb’s hypothesis that millers 

should blamed for the assize’s collapse, should then be disregarded.  

 
 
Figures. 

 

 

Figure 1: 

(Above) Indexed Prices of a Bushel of Wheat, Sack of Flour and a Wheaten Peck Loaf since 

1799 
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Figure 2: (Above) Indexed Prices of a Bushel of wheat, Sack of Flour and a Wheaten Peck Loaf 

in Bristol since 1816. 
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Was the post-war decline of the Lancashire textile industry a 

failure of entrepreneurship? 
 

By SEBASTIAN BECKMANN 

 

ue to its early vulnerability to the forces of globalisation, the Lancashire textile industry 

faced an inevitable decline relative to producers in the developing world with advantages 

in lower labour costs. However, though the flight of production to countries with lower 

labour costs could not be avoided, the absolute nature of the industry’s failure can be explained 

by entrepreneurial mistakes. Although Lancashire textiles could not compete with low-cost 

producers abroad without protections, the industry possessed structural advantages, notably 

highly specialized firms
1
 and superior research and development,

2
 that should have endowed it 

with advantages in developing products for manufacture abroad. Unfortunately, entrepreneurs’ 

misguided obsession with rationalization and high-throughput production doomed the industry to 

total collapse. 

Product cycle theory provides a useful framework for explaining the general context of 

Lancashire’s post-war decline: as producers in the developing world set up their own textile 

operations with lower wages, manufacturing would move abroad.
3
 However, entrepreneurial 

failure explains why British textiles failed more completely than its continental counterparts. 

While the decline of manufacturing was ultimately inevitable, the end of the industry in its 

entirety was not.  

 

I 
 

After the invention of the spinning mule and power loom, technologies dominant for much of the 

industry’s history in Lancashire, the textile industry expanded dramatically. Lancashire, with its 

close proximity to the port in Liverpool, easy access to coal, and history of labour in linen, made 

an excellent location for entrepreneurs to expand the textile industry.
4
 The external economies of 

scale resulting from grouping in Lancashire became especially important due to the high level of 

competition in the industry. Instead of expanding into highly concentrated firms focused on 

capital-intensive mass production of homogeneous goods, as was the case in New England, 

Lancashire’s textile firms remained highly fragmented, focusing on building an advantage in a 

highly specific product.
5
 As a result, British textiles remained extremely horizontally and 

vertically specialized, with different firms focusing on different parts of the production process 

                                                 
1
 Singleton, Lancashire on the Scrapheap, p. 1. 

2
 Owen, From Empire to Europe, p. 68. 

3
 Tomlinson,  ‘Planning for Cotton’, p. 523. 

4
 Owen, From Empire to Europe, p. 58. 

5
 Leunig, ‘A British industrial success’, p. 109. 

D 



42 
 

from spinning, to weaving, to finishing, and even to sales and marketing.
6
 Rather than building 

company empires, entrepreneurs found new profits by exploiting even more specific markets, 

growing the industry by adding firms rather than through mergers or acquisitions.
7
  

 This fragmented firm structure suited the heterogeneous global market for which 

Lancashire’s firms produced. Due to extensive protections on textiles on the continent, 

Lancashire’s firms became dependent on exports to developing countries, especially in the 

Empire.
8
 Before the First World War, this essentially extended Britain’s first mover advantage in 

textile production to the developing world, providing Lancashire with yet another advantage over 

American and continental producers. 

 However, the high level of dependence on export markets proved to be Lancashire’s 

greatest weakness. The First World War essentially protected domestic textile producers in India, 

Japan, and other developing countries from British competition.
9
 The low minimum efficient 

scale, which had provided Britain an advantage in developing a labour-intensive textile 

industry,
10

 applied equally in India and Japan, allowing them to build efficient textile industries 

while the war forced a slump in British exports. As a result, peacetime did not bring a revival of 

Lancashire’s prospects. Instead, Japanese firms accelerated competition, especially in the all-

important Asian market.
11

 By the mid- 1930s, Japan had overtaken Britain as the world’s top 

textile exporter.
12

 To make matters worse, Japanese penetration of Empire markets came at the 

same time as a wave of protectionism put the European market even further out of reach for 

Lancashire’s producers. Before the outbreak of the Second World War, Lancashire already 

seemed all but finished. 

 In that context, Lancashire’s entrepreneurs had few opportunities to stave off decline. 

However, they maintained the advantage in research, and the discovery of rayon helped to slow 

the industry’s decline.
13

 Nevertheless, locked out of the European market, where they could have 

found a market for specialized luxury products, Lancashire’s firms were forced to continue 

competing against more efficient producers from countries with significantly lower labour costs: 

following the cruel logic of product cycle theory, textile manufacturing had passed the stage of 

capital diffusion and would inevitably shift abroad. 
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II 

 
The Second World War delayed the inevitable by setting back competition from Japan and 

Europe.
14

 Global competition only increased, however, as producers within the Empire 

undermined British domination of the market.
15

 With the memory of the disastrous interwar 

years fresh in their minds, Lancashire’s entrepreneurs had low confidence in their own ability to 

survive.
16

 As a result, the high investment costs posed by re-equipment, which would have 

required a complete replacement of the technology in use, and continued profitability of outdated 

machinery during the post-war boom created perverse incentives discouraging modernization,
17

 

which might have allowed for sustained competition against more labour-intensive producers. 

Even with government incentives for re-equipment, entrepreneurs remained reluctant: the long-

term prospects for individual firm survival were simply too low to justify the cost of capital 

investment, particularly while they could still adjust variable costs by hiring new labour for 

underutilized machinery.
18

 

 However difficult the circumstances in which they operated, entrepreneurs failed to 

exploit areas in which they did have an advantage. At this point, industrialists should have 

refocused from production to research and exploitation of even more specific markets. Instead, 

they did the opposite. Led by Frank Platt in the immediate post-war era, and later Frank Kearton 

of Courtaulds, the industry became obsessed with rationalization, mergers, and acquiring internal 

economies of scale. In essence, entrepreneurs attempted to remodel the industry in the American 

mold, with high levels of concentration and more homogeneous, high-throughput production.
19

 

In doing so, entrepreneurs abandoned the advantage they might otherwise have enjoyed in 

producing for ever-more specialized markets as more homogeneous markets fell to foreign 

competition. Moreover, they sealed their own fate by attempting to compete with far more 

efficient foreign rivals. 

 At the same time, entrepreneurs failed to capitalize on their technological head start on 

foreign rivals. For example, despite the firm’s history of chemical innovation, the management 

of Courtaulds continued to view the company primarily through the lens of textiles production.
20

 

As a result, entrepreneurs at Courtaulds believed that their fate was intrinsically tied to 

Lancashire, which bought the bulk of the company’s products.
21

 By increasing their dependence 

on Lancashire through merger promotion and part-ownership, Courtaulds and ICI both tied 

themselves to the fate of British textile producers. Had they instead chosen to pursue more open 

policies, or reoriented fully to focus on innovation, either company could have preserved the 
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legacy of British textiles. Instead, they accelerated the industry’s decline by undermining its 

advantage in specialisation and became victims of its absolute failure. 

 Essentially, entrepreneurs failed to react to their changed position in the product cycle. 

When they should have returned to the first stage, innovating to find new products and 

technologies to match accommodate untouched niches and regain a first-mover advantage, they 

instead attempted to increase labour productivity to a point where it could compete with low-

wage producers in developing countries. By prioritizing rationalization and economies of scale in 

production, Lancashire lost the flexibility and specialization that provided it with its greatest 

advantages at the industry’s height. As a result, entrepreneurs are in part responsible for the 

failure of the industry, in that they failed to see the opportunities of diversification, remaining 

married to outdated business models unable to compete in a globalised production chain.
22

  

 

III 
 

Although globalisation made the end of British textile production all but inevitable, an 

entrepreneurial obsession with rationalisation and a fundamental misunderstanding of the role of 

British firms in the textile production firm account for the totality of the industry’s failure. With 

its highly specialised firms and tradition of skilled labour, the Lancashire textile industry found 

itself uniquely suited to respond to changes in niche markets. The overemphasis on achieving 

internal economies of scale epitomised by Frank Platt undermined this advantage, forcing the 

industry to continue competing with more efficient labour-intensive producers in developing 

countries. Simultaneously, entrepreneurs failed to capitalize on technological advances, such as 

the invention of rayon, to shift from manufacturing to innovation, surrendering yet another 

competitive advantage. With its early decline at the dawn of global competition from labour-

intensive producers, the textile industry foreshadowed the fate of much of the rest of British 

industry. However, at least in the case of textiles, entrepreneurs could have avoided a complete 

and total collapse by utilizing Lancashire’s industrial structure to their advantage.    
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Policy effects on western Europe after the two world wars 

 

By SAMEER KHAN 

 

he European economic recovery after World War II was markedly quicker than the recovery 

after World War I. Within six years almost all western European nations involved in WWII 

reached pre- war GDP levels while it took decades for them to achieve sustained growth 

after WWI.
1
 This is rather counterintuitive as WWII was much more draining than WWI. The 

economic impact was enormous on the participants, not only in terms damage and destruction 

but in expenditure: as a percentage of net national product, most of the major actors devoted 

almost 50 per cent or more of net national product (NNP) to military spending for many years.
2
 

Reconstructing a war torn continent which simultaneously needed to reallocate industry hardly 

lends itself as the inputs for a golden age. Contrasted with WWI, in which only Germany spent 

over 50 per cent of NNP for one year and a war which effectively saw damage restricted to a few 

swathes of land, it would appear that WWII would require an incalculably longer recovery 

period than WWI. Since this was not the case, the destruction and spending patterns of the wars 

must have little effect on western Europe’s economic recovery. Furthermore both post- war 

periods were potential boom times as there was pent up demand, increased labour productivity, 

and technological progress.
3
 Yet only after WWII did western Europe recover at astonishing 

rates. Therefore outside forces must have been responsible. This paper argues that monetary and 

political decisions had the strongest effect on the rebound periods after both wars. Western 

Europe recovered much quicker after WWII than WWI because of the decisions to integrate 

economically and politically, and establish an international monetary system. These were 

successful because of the hegemonic role the United States played. Lessons appear to have been 

learned from the mistakes of WWI which prolonged the recovery, namely monetary policy that 

stymied growth, a lack of economic and political integration, and an isolationist US.   

 

I 
 

WWI was followed by a worldwide depression whilst the post- WWII world leapt to recovery. 

To many economists, the severity and duration of the Great Depression is a result of monetary 

policy. At a time when macroeconomics was little understood and deficit spending was 

unacceptable during peace time (Keynes’ General Theory did not come out until 1936), the gold 

standard was upheld as the tenet of sound policy. The gold standard, however, proved to be 

detrimental as it promoted deflation. During a time when spending was necessary to promote 

growth, adherence to the gold standard did the opposite. It fed the cycle of slowing demand, 

reduced production, and unemployment. The hoarding of specie exacerbated this trend, as more 
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and more gold was taken out of circulation, especially by France and the US; the money supply 

effectively contracted.
4
 Economists from Milton Friedman to Ben Bernanke agree that the 

opposite, the expansion of the money supply, was necessary for the economy to rebound. 

Countries such as Britain that suspended the gold standard early experienced a shorter and less 

severe recession than those that did not.
5
 Furthermore, the gold standard promoted protectionism. 

Since the policy was abandoned at different times by countries, exchange rate fluctuations were 

counter balanced by restricting international trade by avenues such as tariffs and exchange 

controls. Since floating currencies provided more flexibility and made for more competitive 

goods, those that pegged their currencies needed to restrict trade in order to protect their 

domestic market.
6
  Trade collapsed during the interwar period as a result.   

 

II 
 

Protectionism was a factor in the larger trend that further hindered recovery: economic and 

political disunity. The political circumstances at the time translated into economic consequences. 

France, which experienced relatively high destruction from the war, was vindictive in the 

reparations that were laid upon Germany. Despite Britain, Italy, and the US supporting debt 

forgiveness, the lack of international leadership meant that Germany was left with the bill for 

WWI. Looking back there is dispute of the ability of Germany to pay and the causal affect 

reparations had Germany’s downturn.  Eventually the original sum was forgiven in 1932, in part 

as a consequence of a program of deflation that showed that the nation could not pay. The result 

was a further crippling of the German economy. Furthermore, the act of placing blame on 

Germany left its people with “deep political and psychological” mistrust due to the “unjustified 

and oppressive imposition by hostile antagonist.”
7
   

 

III 
 

The presence of an international leader may have averted the political damage done by forcing 

reparations. The US would have naturally fit that role as it had become the strongest power at the 

end of WWI. After WWII the US did in fact play the part of the hegemon and, as will be 

discussed below, it led to positive results. During the interwar period, however, the US was 

largely isolationist. Congress had little appetite to fiddle in foreign affairs, evidenced by the fact 

that it failed to allow the US’ entrance into the League of Nations. The US at this point did 

become the world’s largest creditor and public and private funds alike did bolster the German 

economy.
8
 However, as the domestic situation worsened as the US was teetering on and 
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eventually falling into depression, the inflows Germany received from the US could no longer 

mask its outflows. Germany’s debts were too high and austerity was enacted resulting in 

deepening the contraction. US investors and the government alike were unwilling to invest in 

such a risky destination especially when the money supply was contracting. The stoppage of 

loans to Germany had a ripple effect as the Germans used those funds to pay its debtors, mainly 

the Allies who in turn used that money to pay their debtor, the US.
 9

 All the nations suffered 

from this loss of inflow. It is unknown if the US would have continued sending capital abroad if 

it did not was not in a depression. Continued US involvement and support after WWII on the 

other hand, illustrates how an international leader that promotes cooperation and certain policies 

can benefit economic recovery. 

 

IV 
 

International cooperation in western Europe was prevalent after WWII. The mistakes of 

deflationary, beggar-thy-neighbour, and isolationist policies were avoided. The US played a vital 

role, manifested in the Marshall Plan. The plan gave $13 billion to western European countries 

for redevelopment purposes. While research indicates that the original assumptions of the plan 

catalysing private investment and rebuilding Europe may not be accurate, the Marshall Plan did 

have a role in alleviating bottlenecks and resource allocation and most significantly, by 

promoting liberal market economies. During this period, with the memory of the 1930s still 

fresh, European politicians were indisposed to “trust the market” and preferred mixed economies 

that favoured state control. Marshall Plan conditions, however, stipulated that certain market 

practices such as trade liberalisation was necessary in order to receive aid. Further strengthening 

US influence was the policy that for every dollar given in aid, the recipient government had to 

match it and put it in a fund that required US government approval. This meant that there was a 

sizable pool of money that could only be accessed if liberal market principles were put in place.
10

  

 

V 
  

The data indicates that western Europe grew at rates that were larger than what the prewar trend 

suggests. This means that growth cannot have been just pent up demand being realised, more 

than a rubber band effect.
11

 It must be a result of structural changes that provided a sizable 

impetus for catch up growth. The Marshall plan amongst others provided that structural change. 

These policies, ones that coordinated international trade and economic growth in general were 

lacking after WWI. The US’ influence was not the only responsible factor; western European 

politicians themselves pushed for economic and political unity. Even though France was hesitant 
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to restore Germany after two aggressive wars, western leaders understood that a strong Germany 

was necessary for the recovery of the entire bloc. Germany was a large market that other western 

nations would need to buy and sell with in order for their own growth.
 
Understanding this, 

Germany was not forced to pay any significant reparations. France and Germany even setup a 

profit sharing plan in 1947 regarding coal production, a much more peaceful option than 

occupying the Ruhr as it did in 1923.
12

 

 

VI 
 

The Bretton Woods agreement adequately summed up the political climate at the time. The 

Western Allies agreed to economic interdependence that would promote growth for all rather 

than the individual; the latter was the predatory reality that characterised the 1930s. The decision 

to peg currencies to the dollar reflects the US’ position as the dominant world power in 

possession of the reserve currency. The fixed exchange rates were meant to prevent the currency 

fluctuations of the interwar period that proved to be detrimental. While the exchange rate system 

did not reach its intended purpose until the mid-1950s, by then most of western Europe had 

reached prewar GDP levels, it did send the message that they would recover together.
13

 The 

same can be said about the European Payments Union (EPU). Established in 1950, the EPU 

required members to agree to multilateral trade agreements and served as a clearing house for all 

members’ trade balances. These systems allowed western Europe to recover by not having 

growth derailed by policies that stunted trade. Western European nations made political 

decisions to intertwine their economy, which was supported by the investment of $350 million of 

Marshall Plan aid by the US.
14

   

 

VII 
 

The United States, as the international leader, guided the reconstruction of western Europe after 

WWII. Growth promoting, liberal economic policies that fostered multilateral trade were 

conditions for US aid via the Marshall Plan. Western Europe complied and integrated their 

economies. By not returning to the gold standard and pegging currencies to the dollar growth 

friendly monetary policy was at work. These events are stark contrasts to those that occurred 

after WWI. Poor monetary policy restricted growth and economies spiralled downwards. 

International relations were either bitter or isolationist. Trade collapsed. The US, undergoing its 

worst recession in its history, exited the international stage, taking with it its needed capital. 

These policies culminated in a long and tepid recovery while their opposite, employed after 

WWII, resulted in robust growth.   
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Evaluating the criticisms made against British trade unions in 

the post-war period 
 

By SAAD KHALID 

 

ritain’s industry in the post-war period is a very interesting area of study as it opens up 

debates regarding deindustrialisation and Britain’s industrial decline relative to Europe 

and other parts of the world. Various policy factors led to Britain’s industrial decline 

such as lack of an earlier integration with Europe, nationalisation, state promoted mergers and 

the state policy on unions. This essay focuses on the debate over the role of trade unions. The 

key criticism against British trade unions is their role in causing post-war industrial decline. This 

and other criticisms can be evaluated under four main headings; disruption to production, 

investment, unemployment and performance as they were major factors in contributing to 

industrial decline and cover other important criticisms of the British trade unions. This essay 

evaluates the debates under each criticism and highlights the difficulty in isolating the role of the 

unions. It argues that some criticisms are valid whilst others which are more important in the 

context of longer term British industrial decline are less valid. Making a distinction between 

short and long term impact and the role of unions relative to other factors it concludes that the 

role of unions was only a minor factor in British industrial decline.   

 

I 
 

A prominent criticism has been that unions disrupt production through strikes. This naturally 

reduces profits and causes inefficiency. However, the extent of which this criticism is valid to 

just “British” trade unions is debateable. From 1961-1980 Britain had lower working days lost in 

industrial disputes per 1000 employees than Italy and had less than France in 1961-65 (Owen, 

1999, p440). This shows that British trade unions were not the worst when it came to disruption 

in production. However, the days lost were consistently higher than Germany; on average 12 

times higher. The number more than doubled in 1971 to 1980. Therefore, it appears that 

relatively British trade unions did not disrupt production significantly until the 1970s (Ibid). 

Owen argues that this disruption was responsible for British industrial decline as it shifted Ford 

and General Motors’ investment to Germany and Spain (Ibid).   

There is much debate over the reasons behind increased industrial action. Cressy point 

towards plant or enterprise based bargaining (Cressy, 1990, p285-91), whereas Blanchflower 

argues that payments by reward system played a more important role (Blanchflower, 1991, 

p494). Arguably both reasons play a role but they are fuelled by macroeconomic problems. 

Unemployment, inflation or slow economic growth make wage bargaining a more important 

issue, which means the oil shock of 1973 played a significant role too. There is more of a 

consensus on the role of multi-unionism on strike action; the Donovan report, Machin and 
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Metcalf all support a positive association between the number of bargaining groups and the 

likelihood of strike action (Metcalf, 1993, p268).  

We can conclude that criticism that British unionism caused disruption in production is 

not valid until 1970s and even then the reasons for increased industrial action is not entirely 

down to unions, macroeconomic conditions play a role and more importantly the nature of 

unionism does. When inflation is high and the economic outlook is more uncertain, negotiation 

over wages becomes more complex. If there are different unions for different aspects of the 

production process, the disruption is multiplied. Therefore, unions played a role in industrial 

decline in the 1970s, but it was only a contributor to a range of other factors including 

nationalisation, the oil price shock and the mergers and government policy which led to multi-

unionism. The government could have intervened more to change the nature of the unionism.  

 

II 
 

Industrial action is not the only issue; the threat of industrial action is almost as significant. Even 

if actual days lost due to strikes were not high, it does not mean that trade unions did not disrupt 

the business. This leads to another important criticism that trade unions reduce investment as 

firms spend too much on wages, or that they are unable to restructure or rationalise due to union 

pressure. Metcalf summarises the schools of thought quite well explaining how on the one hand 

wage pressure incentivised investment as labour was substituted with capital but on the other 

hand the sheer level of investment is lower as less funds are available to invest (Metcalf, 

1993,p268). Daniel observes a positive correlation between unionism and investment (Daniel, 

1987) however, the extent to which this is causation is debateable.  

Unionised industries happened to be ones that invested more in capital anyway rather 

than the trade unions causing more investment. According to Machin and Wadhwani labour was 

unionized in industries which were undergoing structural changes, had consultative procedures 

and higher wages, which were more responsible for higher investment than union interaction 

(Machin & Wadhwani, 1991, p324-330). This means that unionisation was largely exogenous to 

investment and therefore the particular criticism is invalid. Gospel argues that the investment 

problem in British industry relative to the US is less to do with unionism and more to do with the 

fact that the US invested more in capital because labour was scarcer (Gospel, 1992, p60). On a 

smaller level that would explain the higher investment in unionised labour as the unions force the 

management to economise. 

Another criticism of trade unions is that they hindered investment in human capital by 

restricting education and training. Gospel argued that some unions hindered specialisation of 

labour as they believed it diluted skills (Ibid). Moreover, trade unions in Germany played a more 

supportive role towards apprenticeships which led to a better skilled workforce compared to the 

UK (Steedman, 2001). It would be a fair conclusion to argue that unions played less of a role in 

capital investment and more so in human capital. In terms of the post war decline of the British 

industry, unions are an important culprit in lack of investment in human capital.       
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III 
 

Causing unemployment is a common criticism of British trade unions. Oswald offers 

insights into the economics of trade unions arguing that in a simple model they increase wages 

and lower employment, which he backs up with empirical data (Oswald, 1982,p543). However, 

the relationship is more complex when we take into account the effects on non-union wages and 

employment which he argues are inversely related to unionised ones (Ibid). Moreover, an 

important finding is that wage differentials between unionised and non-unionised labour 

increases in a slump and fall in a boom. Therefore, one could argue that trade unions do not have 

as strong a hold on employment as critics argue. This is because if unionised employment falls, 

non-unionised employment increases so the overall economy suffers less. This is evident since 

when unemployment increased in the UK in the 1980s (Hicks & Grahame, 1999), trade union 

membership fell from 12.9 million in 1980 to 10.8 million in 1985 (Owen, 1999,p443). On a 

macro-level it would be inaccurate to say that trade unions played a significant role in causing 

unemployment.  

However, on a more regional or industry level, perhaps the argument has some merit. The 

closed shop problem meant that in some industry joining the union was compulsory so the fall in 

employment in unionised labour could not be substituted by a rise in employment in non-

unionised labour (Gregg & Machin, 1992,p66). On the whole, British unions did disrupt the 

labour markets but not to the point that they had a significant impact on unemployment as non-

unionised labour tends to neutralise the effects and unions became weaker if unemployment was 

high anyway. The only area where the criticism is valid is with closed shop unions as they 

monopolised the labour market on a micro level.  

 

IV 
 

Performance is an area where British unions face criticism; namely under the areas of 

productivity and profitability. Metcalf found a negative association between profitability and 

unionism. However, the evidence is more unclear in terms of productivity. Brown argues that 

unions never really had the power to influence productivity as they were always reactive rather 

than proactive (Brown, 2004, p422). In term of Britain’s post war industrial decline unionism is 

less to blame as Gospel argues that the interwar growth was more extensive rather than intensive 

anyway; so productivity was less important (Gospel, 1992, p60).  

Donnelly and Thoms however, give a different view as they argue that unions had more 

power in terms of productivity as they needed to be consulted in incentive changes or changes in 

methods which might increase productivity (Donnelly & Thoms, 1989, p112). By focusing the 

motor industry in Coventry they show how the gang system posed a threat to managerial control 

and was a strong barrier when the management tried to introduce “measured day work” instead 

of “piece work” payment structures (Ibid). Yet, this is not sufficient evidence to accept the 
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criticism that British unions lowered productivity. Donnelly and Thoms conclude that these 

changes and lack of managerial control was only a small factor which affected short term 

changes and that the industry’s decline was more to do with longer term weaknesses and 

problems (Ibid). Moreover, the study is only limited to one geographical location and type of 

industry. Therefore, it is fair to criticise that unions affected profitability negatively due to the 

wage differential between unionised and non-unionised labour however, in terms of productivity 

it is only fair to criticise unions for short term productivity loses due to their opposition to 

change. In terms of long term productivity other factors were more prominent, perhaps 

management or lack of effective investment.  

 

V 
 

It would be inaccurate to say that British trade unions were a bad institution altogether as they 

did protect workers’ rights and provided a platform where employers interacted with workers. 

However, some criticisms are valid in the post war era, especially post 1970s. Unions can be 

criticised for increased disruption to production after the 1970s, lack of investment in human 

capital, low profitability and hindrance to short term productivity gains. However, the criticisms 

are less valid in terms of investment or unemployment. The problem with analysing the post war 

period after the golden age is that there were a lot of exogenous shocks; nationalisation, 

privatisation, oil price hike, vertical and horizontal globalisation, that isolating the role of unions 

in British industrial decline is very difficult. In conclusion, unions were a minor factor in causing 

British decline, other criticisms are more valid but they are fuelled by external factors.  
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The History of Nursing in India: A Case Study 

A Research Proposal 

 

By RAJEEV VARUN TETALI 

 

 

nderstanding the history of Nursing in India, by studying the historical and economic 

reasons why Kerala and Karnataka have higher amount of population opting for nursing as 

a profession compared to other Indian states.  

 

I. Introduction 

 

Ever since nursing became a prominent profession in India in the later part of 19
th

 Century, it has 

been observed that the profession is dominated by the by the two Indian states of Kerala and 

Karnataka. In present times as well we see that educational institutions and technical institutions 

which are related to nursing are prominent in Kerala and Karnataka. 

Bangalore in Karnataka and Kochi in Kerala have become prominent recruitment hubs for health 

institutions in prosperous nations. Kochi and Bangalore are mainly facilitating migration of 

nurses to other destinations like the Gulf countries, Australia, New Zealand, Singapore, Ireland, 

and the United Kingdom (1).  

        The table below shows the total number of INC-recognised nursing education institutes in 

India. We see that Karnataka and Kerala have higher proportion of nursing institutes. Please note 

here that we should take into consideration the geographical size of Kerala state (which is similar 

to the size of Haryana).   

      The factors behind this phenomenon can be divided into two categories: 

i) Socio-historical  

ii) Economic-institutional  

 

II. Approach 

 

3.1 Socio-historical factors 

To understand how this process was initiated, we need to look at the historical and sociological 

reasons in these states during the 19
th

 and 20
th

 century. 

       One plausible historical reason for the spread of nursing as a profession in India can be the 

effect Florence Nightingale had on the profession in India.  

       The historical reasons why these states dominate this profession is because the incoming 

Europeans first set foot on Indian mainland in Calicut, Kerala. Due to economic prosperity as a 

result of the spice trade with the kingdoms in these regions, there was a further expansion of the 

European settlement. This expansion resulted in the spread of Christianity. Christianity spread 

far and wide in these areas and became a prominent religion in the state of Kerala and parts of 

U 
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Karnataka. The establishment of missionaries helped in furthering the spread of the religion and 

might have also been the initial base on which the profession became prominent and a viable 

option for women and men alike. In current times as well, Christianity is a prominent religion in 

these parts.    

 

 

Notes: Assam includes Arunachal, Manipur, Meghalaya, and Nagaland; Maharashtra includes Goa; Punjab includes J&K; Tamil Nadu includes 

A&N Islands and Pondicherry; West Bengal includes Sikkim. ANM, Auxiliary Nurse Midwives; GNM, General Nursing Midwives; HV, Health 

Visitor; HS, Health Supervisor; DNEA, Diploma in Nursing Education and Administration; B.Sc (N), Bachelor of Science in Nursing; M.Sc (N), 

Master of Science in Nursing; P.B. B.Sc. (N), Post-Basic Bachelor of Science in Nursing; MIB, Mid-India Board; SIB, South India Board; 

AFMC, Armed Forces Medical Services are only educational and examining bodies, not registering bodies. 

 

3.2 Economic-institutional factors 

In the first section of the approach, we tried to understand the socio-historical reasons by 

studying the advent of European religion of Christianity and its spread. In the second section, we 

will look at the economic-institutional factors to understand why this phenomenon sustained for 

more than 1 century.  

        The economic reasons why profession is chosen in these areas might be because of the 

demand that cheap labor has in the international market. Individuals from Karnataka and Kerala 

are fairly well educated and well versed in English and demand fairly low wages. This might 

have created a lot of demand in the past decades in the wealthy nations for the nurses from these 

areas. As spoken in the introduction, many countries recruited nurses from Bangalore and Kochi.      

  
Total Number of INC-Recognized Nursing 

Education Institutes in India, by Course Level 
Registered Nurses 

Registering 

State 

Council 

GNM ANM DNEA 
B.Sc 

(N) 

P.B.B.Sc 

(N) 

M.Sc 

(N) 
GNM ANM HV/HS 

India 769 236 6 165 30 29 865,135 506,924 50,393 

Andhra 

Pradesh 
103 31 

 
27 

  
84,306 94,395 2,480 

Bihar 13 23 
    

8,883 7,501 511 

Delhi 15 1 
    

2,594 355 
 

Gujarat 20 2 
 

2 
  

85,796 35,840 1,352 

Haryana 13 9 
    

15,821 13,112 694 

Karnataka 170 4 
 

56 14 12 54,762 47,407 6,836 

Kerala 78 14 1 5 1 
 

71,589 27,612 7,797 

Maharashtra 50 16 1 11 4 2 81,983 25,690 551 

Punjab 67 28 1 10 4 3 43,470 17,389 2,584 

Rajasthan 49 8 
 

1 
  

35,482 22,239 850 

Tamil Nadu 55 8 
 

37 4 8 159,525 52,819 11,083 

MIB 4 4 1 
      

SIB 18 3 
 

2 1 1 
   

AFMS 
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       The first nursing institute in India was established in 1871, in the Government Hospital, 

Madras. After that there were many institutions established all over the country. The institutional 

factors why this phenomenon sustained for so long is because of spread of educational 

institutions which concentrated their training in nursing, in these areas. Figure 1 in the 

introduction even though gives a static and a recent picture of the phenomenon, we can say that 

Kerala and Karnataka states have a lot nursing institutions over the years.  

 

III. Method 

 

The plausible method that I propose to study both the factors are: 

i) To understand the socio-historical factors, we can study the spread of Christianity and 

the religion of the individuals who registered themselves as nurses or in nursing 

institutes. We can also look at the spread of the missionaries and study their 

functions. We can also study the enrollment of women over the years. Christianity as 

a religion might have given the societal freedom to employ themselves in this 

profession much more freely than other professions and hence induced them further 

to take it up. We can look at the effect Florence Nightingale had by seeing if methods 

devised by her were followed and taught in different nursing institutions.  

 

ii) To understand the economic-institutional factors, we can study the salary level of the 

individuals who are hired in the international market and also look at their 

educational background to see if English was an integral part of their education. We 

can conduct a survey to understand the current labor cost (we can also include 

religion as a question to understand if the phenomenon still persists)  

 

iii) To understand the institutional effect, we can look at the different institutions by 

analyzing the spread of these institutions over the years and study the prominence or 

influence of these states (Kerala and Karnataka) in them. We can do so by studying 

the ownership patterns and number of these institutions and see if these 2 states had 

higher number of institutions in proportion to their population size over the past 

century. We can also study the profile of the officials who headed these institutions 

over the years. If we find that these officials were mostly from both these states, we 

can come to one plausible conclusion that this resulted in a positive effect on the 

profession of nursing in these states. 

 

IV. Sources 

 

The sources for this study shall be: 

- The population study of India for eighteenth and nineteenth Century. (Survey of India) 

- Studies and sources which studied the spread of European population 



59 
 

- Sources which studied the spread of missionaries over the past century ( Survey of India) 

- The statistical study of Nursing institutes in India (National Institute of Nursing) 

- Ownership and official pattern of these institutes (National Institute of Nursing) 

- Survey method to understand the recent history of the profession. Retired and active 

nurses. The history of past 50 years can be analyzed through this method. 

- Government of India   

-  

V. Conclusion 

 

By means of the above proposal, I try to understand the history of nursing in India. This unique 

phenomenon that I am trying to understand can open many gates for further enquiry into the 

subject and can also help in policy making for the nursing institutes in the future. I hope to 

answer this question through this study.  
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The farmer’s dilemma: did the manner in which milk quotas 

were implemented create incentives for dairy farmers in 

Northern Ireland to overproduce? 1984-1987 
 

By OONAGH SCULLION 

 

s part of the reform of the CAP, the European Economic Community (EEC) introduced 

milk quotas on April 2
nd

 1984 as a means by which to curb the overproduction of milk 

and milk produce and reduce the cost to the EU taxpayer of intervention in the market 

for dairy. In the first four years following the introduction of the quota system, Northern Ireland 

overproduced relative to quota in three of these years (1984/85, 1985/86 and 1987/88), while she 

under produced relative to her quota level in 1986/87
1
. This investigation seeks to understand 

whether the manner in which milk quotas were implemented in Northern Ireland created a 

scenario of game theory, a ‘Farmer’s Dilemma’ which incentivised farmers to produce beyond 

their own individual quota. 

This is an important question to address given the importance of agriculture and in 

particular that of dairy farming to the Northern Ireland economy, and the necessary need to 

reform the CAP- in 1983 agriculture, forestry and fishing (mainly agriculture) contributed 

around 5.5% of the GDP of Northern Ireland and 9.8% of total civil employment, while the 

production of milk by value, was the second largest enterprise in Northern Ireland agriculture, 

accounting for some 28% of gross output in the Northern Ireland agricultural sector in 1983
2
.  In 

terms of the CAP- market intervention and a system of guaranteed prices had resulted in the 

colourfully labelled ‘wine lakes and butter mountains’ being used to describe the consequent 

levels of overproduction.  Reform of the CAP was necessary to curb overproduction and produce 

better results for the EU taxpayer- there were years when in excess of two-thirds of the entire 

community budget was poured into agriculture alone.
3
 

Before outlining my hypotheses it is fundamental to understand how milk quotas were 

implemented in Northern Ireland. In the years 1984-87, Northern Ireland operated under the 

‘Formula B’ system, whereby Northern Ireland as a whole was given its quota allowance and 

through the Milk Marketing Board (MMB) quotas were allocated to individual farmers at the 

micro level. While a superlevy was payable if Northern Ireland exceeded its quota (at the macro 

level), no such superlevy was payable if Northern Ireland as a whole was below quota (even if 

any individual farmer had overproduced). If it were the case that Northern Ireland was above 

quota at the aggregate level, then the MMB would face a superlevy payable of 100% of the milk 

price for that production year on each additional litre of milk produced above the Northern 

                                                 
1
 Alan W. Kirke, Milk Quotas and Production on Dairy Farms in the Northern Ireland Farm Business Survey 

1985/86 and 1986/87 (Belfast: Department of Agriculture, Economics and Statistics Division, 1988,) 1 
2
 T. F. Stainer An Analysis of Economic Trends in Northern Ireland Agriculture since 1970 (Belfast: Department of 

Agriculture, Economics and Statistics Division, 1985), 4 
3
 A Common Agricultural Policy for the 1990s Fifth Edition (Luxembourg: Office for Official Publications of the 

European Commuties, 1989), 53. 

A 
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Ireland quota, (farms that had over produced net of farms that had under produced). This levy 

would then be divided out amongst those farms that had over produced in order to work out the 

superlevy that each of these farms would pay at the micro level.
4
 Consequently the fine that a 

farmer would face depended not only on his own production level relative to quota, but on the 

actions of all other milk producers within Northern Ireland. Any superlevy payable by Northern 

Ireland at the aggregate level was also subject to change, depending on whether there were 

interregional transfers of quota from other parts of the UK.
5
  

Considering the production option matrix in Figure 1.a and the game theory tree shown in 

Figure 1.b below, scenario (b) in the game theory tree shows that if the individual farmer had 

reason to believe that Northern Ireland would be below quota, he would do better to exceed his 

own quota while scenario (a) outlines that if the farmer were to produce on par with his own 

quota he would incur an opportunity cost of forgone profits. Scenario (c) shows that the farmer 

would make expected profits if Northern Ireland as a whole exceeded her quota and he remained 

within his own quota and scenario (d) shows that the farmer would incur a superlevy payment if 

he overproduced and Northern Ireland were above quota on aggregate. It is possible that despite 

paying a superlevy scenario (d) could still result in the farmer exceeding the profits made in 

either scenarios (a) or (c) if the marginal cost of production (cost of production of a litre of milk 

plus any levy incurred) were less than the marginal benefit of producing a litre of milk, above 

and beyond the individual quota level. 

Figure 1.a) 

 
 

 

 

 

                                                 
4
 Kirke Milk Quotas, 2 

5
 Kirke Milk Quotas, 3 
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Figure 1.b) 

 

It is 

therefore 

the case 

that 

production above quota was the dominant strategy if: 

1. The farmer knew that total Provincial output would be below Provincial quota(Scenario 

b) 

Or 

2. The farmer expected there to be a low/no superlevy to pay if Province wide, Northern 

Ireland exceeded her quota allowance (Scenario d)      

Given the position of Northern Ireland within the United Kingdom, data on production within 

just the six counties is thin on the ground, and as such the quantitative data used in this 

investigation will be the sample from the Farm Business Survey for production years 1985/86 

and 1986/87, first presented by Kirke- Kirke used neither qualitative evidence to give perspective 

to the FBS Sample, nor did he analyse the impact of milk quotas within the economic framework 

of game theory. This investigation will seek to understand whether there is qualitative and 

quantitative evidence to show that the manner in which milk quotas were implemented in 

Northern Ireland created a ‘Farmer’s Dilemma’- a situation that enticed farmers to produce 

beyond quota if they believed that either scenario b or d was the case.   
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I 
 

A sample from The Farm Business Survey (FBS) for production years 1985/86 and 1986/87- 

from a year in which Northern Ireland was above quota to one in which she was below- will be 

used alongside articles from ‘The Irish News’ and annual reports from the MMB spanning the 

period to analyse whether the manner in which milk quotas were implemented created incentives 

for farmers to overproduce if they thought Northern Ireland would be under quota at a Macro 

level, or if they thought there would be no/a low superlevy to pay on overproduced milk. 

Qualitative evidence in the form of articles from ‘The Irish News’ and the annual reports 

from the Milk Marketing Board will be used as an indicator of the knowledge that the farmer 

would have had available to him- the Game Tree (Figure 1.b) is based on the farmer having 

perfect knowledge- an attribute which holds only theoretically. While the reports and articles are 

by no means a perfect proxy for full information, they give a good indication nonetheless and are 

a strong source of qualitative evidence for the purpose of this research- ‘The Irish News’ was the 

second largest newspaper publication by sales in Northern Ireland in 1985
6
 while the annual 

reports from the MMB give an indication of the information that the farmer would have received 

on a monthly basis throughout the milk production year from the MMB and his own Milk Co-

Operative. These reports would have given information on whether the Board anticipated inter-

regional transfers, how they expected Northern Ireland to fare relative to quota and an indication 

of the size of levy that would be payable if Provincial milk production was above quota. I argue 

that the information contained within both the newspaper articles and the MMB reports would 

have been used by the farmer in planning his production. 

The Farm Business Survey (FBS) is conducted annually by the Department of Agriculture 

and Rural Development for Northern Ireland
7
. The sample used in this analysis was completed 

by 201 farmers in April 1986
8
 (their responses are based on their own production for the year 

1985/86) and by 183 farmers during April 1987 (again their answers were in response to their 

production in the previous production year- 1986/87).
9
 In considering how representative this 

sample is of dairy farming province wide, it is necessary to compare net over/under production 

levels relative to quota- the spread of over/under production of the farms surveyed (FBS) in 

comparison to those for the whole of the Province (MMB) and to consider average quota: 

 The farmers in the 1985/86 FBS had a net over-production of 1.4% which was higher 

than the Northern Ireland average for that year of 1.1%.  

                                                 
6
 John Brolly, Marketing Manager, email to author, April 20

th
 2012 

7
 The questionnaire completed by the farmers is reproduced in the Appendix 

8
 The farm production year is the same as the financial year- for example production year 1986/87 runs from April 

1
st
 1986 until March 31

st
 1987 

9
 This reduction in response numbers is as a consequence of some of the farmers initially surveyed exiting milk 

production.   
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 The average quota for the 201 farmers surveyed in April 1986 was 225,750 litres while 

the Northern Irish average for 1985/86 was lower at approximately 185,000 litres.
10

  

 In 1986/87 FBS farmers under produced by 0.95% relative to their group total quota 

while the divergence from quota for the MMB was 1.4%.
11

  

 The average quota held by a farmer in the FBS was 232,230 litres while the Northern 

Irish average was 190,000 litres i.e. those surveyed had quota allowances of 

approximately 20% more than the Northern Ireland average in both years. 

 

 If we consider the distribution of the FBS farmer in comparison to the Northern Irish farmer 

(MMB) in terms of over/under production relative to quota we see in Figures 2 and 3 that the 

distribution of both is very similar with the only striking difference between the two being that 

the Farm Business Survey had more producers centered around their quota levels (between 5% 

under and 5% over) and fewer farms producing far below their quota allowance (< 25%). 

 

 

                                                 
10

 Approximately as the average for the Northern Irish farmer was calculated as Northern Ireland’s wholesale quota 

amount (1,306.3 million litres/7114 producers- this was the number of producers as of March 31
st
 1986 but the 

average can only be an approximation as this would have changed over the course of the year with farmers entering 

and exiting milk production. 
11

 Northern Ireland produced 98.6% of her quota allowance in 1986/87 

More
than
50%

under

25-50%
under

10-25%
under

5-10%
under

0-5%
under

0-5%
over

5-10%
over

10-25%
over

25-50%
over

More
than
50%
over

MMB 2 5 13 12 17 18 15 14 3 1

FBS 1 13 14 12 27 16 15 1 1

0

5

10

15

20

25

30

Fig 2: Over/Under production compared with 
milk quota- 1985/86- % of farms 

MMB

FBS



65 
 

 
 

While the small sample size could be used to raise questions about my findings, the sample of 

dairy farms appears to be reasonably representative of dairy farming in Northern Ireland with its 

distribution akin to that of the province as a whole.  Additionally Kirke outlines how the sample 

itself included a wide range of farms with quotas ranging from as little as 40,000 litres to 

800,000 litres
12

 and given its reputable origins
13

, I believe it to be an adequate representation of 

dairy farming in Northern Ireland for my investigation.  

 

II 
 

Looking at Figures 4 and 5, dairy farms with the lowest average quota diverged by the most in 

terms of underproduction relative to quota in both years. There is a noticeable shift from 

overproduction to underproduction across the two years –In the 1985/86 production year 60% of 

farms overproduced relative to quota while in 1986/87, 55% of dairy farms under produced 

relative to quota. There is also an increase in the percentage of farms centered around their own 

quota level in 1986/87
14

 with 39% of farms lying in the 0-5% under to 0-5% over bands in 

1985/86 and 46% lying in the same bands in the following production year. 

 

                                                 
12

 Kirke Milk Quota, 8 
13

 Reputable origins- I argue that there is no reason for the farmer to have lied on the questionnaire and the 

Dapartment of Agriculture, a government organisation, had no reason to present the questionnaires in a misleading 

way 
14
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In the FBS, farmers who had overproduced each year were asked to say whether or not they had 

done so as a deliberate policy. The results for 1985/86 and 1987/87 are show in Figures 6 and 7 

below: 
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In 1985/86 of the farmers who overproduced, 61% said they had done so without a deliberate 

policy. The MMB reports and newspaper articles give weight to the argument that this was due 

to the uncertainty surrounding individual quota levels. When quotas were introduced, the 

importance of milk production to the economies of both Northern Ireland and the Irish Republic 

was taken into consideration with the EC granting additional quota to both regions; The MMB 

report for 1985 outlines how Northern Ireland was to be allocated an additional 65,000 tonnes 

(4.5% of 1983 output) while the Republic of Ireland would receive a 1983 base plus 4.6%. The 

MMB report also outlines how Northern Ireland failed to receive her additional quota as the 
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same reduction was imposed UK wide by the UK Government. This created a situation of 

‘frightful uncertainty’
15

 whereby producers still had no idea of their own individual quotas and 

the Board, the Ulster Farmers Union and Northern Ireland’s politicians campaigned throughout 

the year to recuperate this lost quota but to no avail
16

. On the basis of this qualitative evidence, I 

argue that farmers believed that they would be getting additional quota from the EU, resulting in 

them overproducing when this additional allowance did not come through. 

In Figures 6 and 7 we see a stark shift of farmers towards purposefully overproducing- in 

the 1985/86 production year, 50% of those that had produced between 5 and 10% above their 

quota had done so deliberately, while in 1986/87 this had increased to 88%. This indicates that 

there is some evidence to suggest that farmers were incentivised to overproduce. Here I argue 

that this overproduction was a consequence of Northern Ireland being under quota on aggregate 

(scenario b) and the anticipation of a low levy, if any, for overproduction (Scenario d).  As the 

end of the production year approached, the 1987 MMB annual report states how farmers were 

informed that Northern Ireland, at the Macro level, was likely to be under quota- thereby 

encouraging farmers to produce beyond their own quota level. Additionally the levy payable in 

1985/86 had been only 1ppl on milk produced beyond quota
17

, if farmers were using the previous 

year’s levy in deciding whether to overproduce this low levy would have served to encourage 

farmers to overproduce if they believed that their marginal cost of producing an additional litre 

of milk above quota (including the levy payable) would be below the marginal benefit- the price 

that they would receive for that additional litre. So while there was a shift towards producing 

on/below quota level between the two production years (Figures 4 and 5), there was a shift 

towards purposeful overproduction in 1986/87, indicative that the manner in which quotas were 

implemented did create incentives to overproduce in certain situations. 

In terms of who was incentivised to overproduce one would intuitively expect that those 

farmers with the lowest marginal costs of production would be the farmers with the greatest 

incentive to produce above their quota level.  The data set is limited in that it does not contain the 

marginal cost of production for the farms surveyed, but it does contain information on the 

average variable costs of production. Using AVC as a proxy for marginal costs we would then 

anticipate that those with the lowest AVC were the farmers that were more likely to exceed their 

own quota level in a situation where it was believed that, on aggregate Northern Ireland would 

be below quota or that the levy payable would be low. Figures 8 and 9 show average variable 

costs per litre produced in comparison to levels of over/underproduction in both years and while 

it can be seen that in both production years those farmers that produced between 5 and 10% 

above their quota level had the lowest AVC; the data shows no clear trend between AVC and 

overproduction.  

                                                 
15

 Chambers warns of ‘Grave Danger’ -article in the Irish News, May 12
th

 1984 
16

 Disappointment over silence on missing quota- article in the Irish News, June 6
th

 1985  
17

 Kirke Milk Quotas, 3 



69 
 

 

 
It is likely that average variable costs are a poor proxy for the marginal costs of milk production- 

to elaborate, milk production has high fixed costs; milking parlours, buying a dairy herd, the cost 

of buying/renting land upon which to graze the animals. As a consequence of these high fixed 

costs it is plausible that milk production enjoys economies of scale and thus falling marginal 

costs. Unfortunately there is no appropriate data available in the FBS Sample to undertake a 

thorough analysis of the relationship between farm size and overproduction relative to milk 

quota. 

There is tentative evidence to suggest that the implementation of milk quotas in Northern 

Ireland created incentives for farmers to overproduce if they believed that Northern Ireland on 
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aggregate would be below quota, or if they believed that the superlevy payable on overproduced 

milk would be insignificant enough for them to still exceed normal profits by producing above 

their own individual quota level- the shift across he two years towards deliberate overproduction 

provides some evidence of this. The sample lacks the necessary data to understand whether there 

was any correlation between quota size, marginal costs and production level and consequently no 

conclusions can be drawn about the relationship between farm size and production level. While 

the qualitative and quantitative data has not yielded firm conclusions that the manner in which 

milk quotas were implemented did create a ‘farmer’s dilemma’- the fact that the ‘Formula B’ 

system was abandoned in the 1987/88
18

 production year and replaced with a harsher system- 

whereby farmers faced a superlevy of 19ppl if they overproduced by more than a small 

percentage
19

 is arguably evidence that the system in place in the years 1984-87 did entice 

farmers to overproduce. 
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Are there any strategies that would have allowed the 

continuation of the cotton industry in the light of competition 

from low-wage economies? 

 

By NATHAN PATERSON 

 

ritain, and indeed much of industrialised Western Europe, no longer produces the level of 

cotton which had been integral to their economies’ prosperity since the eighteenth century. 

In 1924, employment in cotton and silk totalled 572,000 persons while output of cotton 

alone reached over 1,000,000 tonnes at its peak.
1
 In light of competition from the low wage 

economies of South, South-East and Far-East Asia, employment and output has since 

plummeted. Some 32,500 workers were employed in cotton and silk in the U.K. in 1984
2
, yet 

several authors argue this was not an inexorable decline. Leunig and Tennent
3
 examine five 

reasons offered as to why cotton manufacturing failed, namely; the concentration of industry
4
, 

insufficient competition
5
, poor Government policy

6
, entrepreneurial failures

7
, and the 

inevitability of the product cycle
8
. These reasons given shall be analysed in turn, leading to the 

conclusion that the industry could at least have been prolonged with other strategies, if perhaps 

not justifiably maintained. While in 1945 it was claimed ‘Britain’s bread hangs by Lancashire’s 

thread’, the decline of the industry in the interim period since however is not something I believe 

to mourn, as such.  

 

I 

 
Given Britain’s industrial past of numerous small family firms, a somewhat atomised sector 

persisted for centuries before the doomed pursuit of American scale economies.  Indeed, Leunig 

and Tennent reference Lazonick in citing the survival of a number of ‘large firms… suggesting 

that those who argue in favour of greater scale have history on their side’
9
. Having seen 

American successes in mass production, the ‘1948 Cotton Industry (Re-equipment Subsidy) Act 

of 1948’
10

, offered 25% of re-equipment funds based on firms having a minimum number of 
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spindles and a willingness to scrap older mills. The Labour government had been torn over the 

issue of nationalisation since 1946
11

, with this following from the possibility of amalgamations 

through merger drives as a known advocated policy of the President of the Board of Trade Hugh 

Dalton from 1942-15
12

. Rather than fault the mill owner’s obstinacy in neither modernising nor 

rationalising with very limited take-up on the subsidy offered, Leunig and Tennent, Singleton
13

, 

and others suggest any movement to amalgamate was unhelpful. In later years Courtaulds 

mergers and ‘investment in £57 million of new plant and equipment between 1962 and 1969’, 

was followed by subsequent declining profit rates.
14

 It is implicit within the response to the 

question of British firms being too small, moreover, that ‘rationalisation, scale and 

modernisation did not prove to be an effective way forward for this industry’.  

       If we consider Owen’s example of West Germany
15

, it would appear in contrast that similar 

strategies to Courtaulds yielded much higher levels of success. ‘Capital-intensive, mass 

production strategy’, seems to have flourished on the continent at least initially. Owen notably 

specifies adaptation to ‘differentiated, technically demanding, fashion-sensitive products, 

generally made in batches’ as the preserve of German success - perhaps a strategy which could 

have aided British industry. With higher levels of concentration entailing considerable 

competition, and this level remaining relatively constant over time
16

, it is pertinent to examine 

the UK’s deficiency here as well.   

       A lack of exposure to competition appears endemic in literature on economic failure 

throughout British industry post-1945. Specific to textiles, Owen points to the late entry into the 

European Common Market as an inhibition of competitive forces to improve efficiency. 

Furthermore, an inability to establish an early foothold in the market appears to be evident in 

British firms’ limited exports to the continent. A closer analysis aided by path dependence 

considerations may suggest the lack of competition hypothesis to be of lesser significance as to 

why the cotton industry especially declined. Leunig and Tennent point out that there remained 

high levels of competition as far as the industry remained atomised
17

, with a higher level of 

imports in domestic consumption evident relative to the EEC and in the US.  
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II 
 

If British industry had been tailored to producing for the European market earlier
18

, arguably 

some limited success may have followed. Having industrialised first however, establishing a 

higher level of wages relative even to European standards, competing on the Continent without a 

unique selling point would seemingly have been to little or no avail. Moreover, I feel it was the 

inability to adapt, and the defensive approach adopted following the Ottawa conference in 1932
19

 

in light of increased competition, which hastened the decline. Instead of a sole focus on mass 

standardised products, specialist output geared towards European markets may arguably have 

been successful. Given the industry’s history of specialised products, this was perhaps a viable 

option. Blame for the weak reaction, and delay of entry, lies somewhat with the British 

government, with ineffective policy seen by some to preclude the industries failure to compete.  

       Government policy with regard to cotton and textiles in appears mostly to have been poorly 

directed to aid entrepreneurship, and possibly even insufficient in my opinion, contrary to much 

common consensus. Despite appropriate responses in refusing to protect the Empire market
20

, 

pushing for the adoption of gigantism-style production with a reticent community of mill owners, 

and unions unwilling to adopt new employment schedules
21

 seems flawed.  

Some would argue the subsidised closure of several mills post-1951 would have been most 

efficient, giving entrepreneurs the opportunity to move into other areas with cotton ‘hoarding 

labour and other resources’
22

. I agree with this view, and yet in lieu of allowing the continuation 

of the cotton industry, forcing modernization through nationalizing the industry may have 

prolonged survival in the short term at least
23

. This is not to say entrepreneurs in the industry 

failed here; rather, seeing no potential for future successes, a lack of re-equipment reflected a 

rational response to the market competitors. I believe, moreover, that in order to stem the 

inevitability of the product cycle, this direct intervention was necessary if we take the 

preservation of the industry as a short term goal. 
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III 

 
However, all this is not to say that the product cycle and decline of Britain’s cotton industry was 

a disaster. Movement away from lower value manufactures is instead seen by many as a success 

of the U.K.’s economic development in the post-war period, while the decline of the textile 

industry in France, Germany and Italy suggests little can be done to compete with low-wage 

countries. Some strategies mentioned, such as the targeting of niche areas, earlier exposure to 

selling to the European market, or forced modernization may have yielded some prolonging of 

industry, and yet we must question who this would have benefited. In the years following the 

decline of cotton manufacturing and others, it is evident a comparative advantage has developed 

in services within the economy.  

      Indeed, much objection to the decline lies particularly with redundant workers suffering from 

low labour mobility with which to find alternative employment; this seems rather a more 

pertinent area for contemporary policy to target, instead of propping up industries of the past. 

 

Bibliography 

Leunig, T. & Tennent, K. Decline and fall: A history of UK post-war textile production, BIS 

Working Papers, (2009) 

 

Owen, G. From Empire to Europe : the Decline and Revival of British Industry Since the Second 

World  War, (2000) 

 

Singleton, J. Planning for cotton 1945-51, EHR, (1990),  

   

Singleton, J. The crisis in post-war Lancashire: a rejoinder, EHR, (1991) 

 

Strong, P. ‘EH240: The Textile Industry’ Lecture, (18/10/2011) 

 

Tomlinson, J. Planning for cotton 1945-51, EHR, (1991) 



75 
 

What was the role of policy vs. technology in global trade 

integration during the nineteenth century? 

 

By MARTIJN BADIR  

 

uch has been written on the development of globalisation in the second half of the 

twentieth century. It is often heralded as a period of world market integration that is 

unprecedented in history. However, this post WWII experience shares some striking similarities 

with the integration of world markets observed in the nineteenth century.
1
 It is for this reason 

that recent economic historians have shown an increasing interest in nineteenth century global 

trade integration. This research is especially concentrated on the causal factors that promoted 

world market integration. The conventional view has been that rapid advances in technology 

significantly reduced transport cost, leading to a great advance in global trade. Others have 

pointed towards the rise of liberal trade policies as an explanation for world market integration. 

The goal of this paper will be to look at the importance of both technology and policy as causal 

factors of global trade integration. It will first examine the conventional view that states the 

importance of technology. It will conclude that while this view contains some merit, it is 

definitely not sufficient to explain nineteenth century market integration. Following from this, I 

will then look at the role of policies to explain market integration. It will conclude that the 

increasingly liberal trade policies from 1840 to 1870 and the protectionist backlash thereafter 

actually coincide with recent data. I conclude that while it is hard to give a definitive explanation 

of nineteenth century world market integration, with technology being an important influence, 

trade policies were the decisive factor in the integration of the world market.  

 

I 
 

Before the different views on nineteenth century trade integration will be discussed, it is 

important to give a precise definition of market integration and explain how it normally is 

measured in the literature. In economics, the law of one price states in an efficient market all 

identical goods should have the same price. Market integration then can be defined as the extent 

to which prices of related goods in different locations follow the similar patterns. Ignoring 

transport costs and trade barriers, the market would be perfectly integrated and prices should be 

the same. It is for this reason that the extent of market integration is measured by price 

differentials between countries, and that both transport costs and trade barriers are given as 

possible explanations for these price differences. 
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II 
 

One of the prevailing views in the literature is that fundamental changes in technology of 

communication and transport were the driving force for trade integration in this period. A clear 

example of this view is given by O’Rourke and Williamson, who argue that the “impressive 

increase in the extent of commodity market integration in the Atlantic economy” was a 

consequence of the “sharply declining transport costs”.
2
  They start by measuring nineteenth 

century trade integration by looking at the price differentials in wheat prices between London, 

New York and Chicago. They show that there was dramatic price convergence in the second half 

of the nineteenth century, especially between 1870 and 1913, almost eliminating the transatlantic 

price gap. This price convergence could not be explained by policy changes, they argue, since 

most research shows that protectionism actually increased in the period 1870-1913. Since the 

mid- nineteenth century major technological innovations have been made in reducing transport 

costs: Steamships were beginning to be widely used since the 1870s, railroad networks were 

substantially expanded and mechanical refrigeration was developed.  Using freight rate indexes 

from Harley,
3
 O’Rourke and Williamson show that this led to an ‘amazing’ decline in freight 

costs in the second half of the century. This of course concedes very well with the observed 

prices convergence in this period. For this reason they conclude that the falling transport cost 

provoked globalization in the century. Furthermore, they argue that the increase in protectionism 

since the 1870s can actually be seen as a defensive response to the “competitive winds” of 

market integration realised by declining transport costs.       

   This explanation seems to give a convincing account of global trade 

integration in the nineteenth century.  However, their conclusions, as well as their use of data, 

have been criticised by a number of scholars. Persson concludes that while transport costs fell in 

the century, this fall was only limited.
4
 He argues that the Harley data on freight rate indexes 

used by O’Rourke and Williamson use the wrong deflator of prices, therefore overstating the 

decline in freight costs. Using a deflator more appropriate for the measure of wheat prices 

(namely New York wheat prices instead of a UK GNP deflator), Persson shows that there was a 

fall in transport costs since the 1870s, but that this reduction was only limited. He therefore 

concludes that there should be other factors that could explain the rise of trade. Jacks reaches a 

similar conclusion; transatlantic freight costs did fall, but it can only explain a small portion of 

price differentials.
5
 He suggests that transport costs were swamped by other costs to trade.  Jacks 

therefore uses estimates of trade costs and speeds of price adjustment in wheat markets to 

determine the drivers of commodity market integration. His empirical results show that variables 

such as exchange rate volatility, common language and commercial linkages and policy were all 
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potential explanatory factors for trade integration. His conclusion is that trade costs are actually 

more responsive to changes in the choice of monetary regime and commercial policy than 

changes in underlying technology of transport. 

 

III 
 

It is evident that technology offers a partial explanation of trade integration at best. However, 

does this naturally imply that it were policy changes that drove market integration? The data on 

transatlantic price convergence show trade integration throughout this century. It also shows that 

price convergence was highest after the 1870s. This does not seem to fit well with contemporary 

understanding on the periods of free trade policies in the world: it is generally believed that the 

period 1840-1870 was the period of most liberal trade policies in Europe and the US, followed 

by a protectionist backlash from 1870-1913. Commodity markets actually integrated the most 

when countries became more protectionist. This would imply that trade policies of individual 

countries could not possibly explain the global trade integration. On the other hand, Federico and 

Persson argue that there are two caveats with drawing inferences on market integration from the 

UK and US wheat price data.
6
 First of all the UK and US wheat price gaps observed in the data 

may be due to differences in quality of wheat. They estimate that quality adjustment of wheat 

prices would reduce the extent of New York and London price convergence by as much as a half. 

Second, and arguably more importantly, they contend that the United Kingdom and the United 

States are not necessarily representative for the whole Atlantic economy. The wheat price 

differentials between Paris and New York actually increased almost continuously during the 

nineteenth century. They go on to measure market integration of 107 series of prices in as many 

cities in ten countries, employing the database collected by Jacks.
7
 Using the coefficient of 

variation as a measure of market integration, they show that prices converged until the late 

1870s, and diverged rapidly in the 1880s and early 1890s, remaining constant till 1913. These 

results tell a completely different story from the US-UK wheat price differentials data: It was the 

period before 1870 that saw world market integration, while market integration subsequently 

declined in the period 1870-1913. Since the discussion on freight costs above already showed 

that transport costs declined the most in the period after 1870, it would be hard to maintain that 

technology was the driving factor of trade globalization.  

 

IV 
 

Could the trade policies pursued by countries in the nineteenth century then give a satisfactory 

explanation of the price trends observed in the data? The timing of price convergence and 

divergence does seem to match what is generally believed to be the periods of “free trade” and of 
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“protectionist backlash.
8
 Furthermore, Federico and Persson show that domestic market 

integration went on throughout the 19
th

 century, concluding that the anti-integration backlash 

after 1870 can be solely attributed to trade policies in protectionist countries.
9
  They conclude 

that “above all, prices were largely determined by trade policies.”  

 

V 
 

Whilst the question addressed is indeed contentious, with ongoing debates in the literature, it 

seems justified to conclude that the prominence of technological change in explaining trade 

integration has been overstated. Whilst it played an important role, it was hardly significant 

enough to explain the impressive rise in world trade. The chronology of trade policy on the other 

hand does seem to coincide nicely with the onset of globalization and the subsequent backlash 

after 1870, suggesting that policy was the decisive factor in explain nineteenth century global 

trade integration.   
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What were the consequences of the discovery of a link between 

smoking tobacco products and lung cancer on cigarette sales in 

the United Kingdom? 
 

By JOE STANILAND 

 

 

his paper will look to examine the consequences that have resulted from the discovery of 

a link between lung cancer and the consumption of tobacco products. It will give a 

general history of tobacco and health in the United Kingdom, and then show general 

tobacco consumption trends over the period. Following that, the differences between genders and 

classes will be analysed before a conclusion is reached.  

This question is an important area of study as it shows how people react to information 

changes, in this case an increase in the chance of fatality. If people remain oblivious to new 

information that is relevant to their general wellbeing, the responsibility to try and deter people 

from endangering themselves would fall to a third party. 

 

I 
 

Until the 1950s the only two medical conditions that were thought to be derived directly from 

tobacco consumption were tobacco angina; however this was so infrequent that Pickering and 

Sanderson
1
 only reported three cases, and tobacco amblyopia, a blindness caused by heavy 

smoking of a pipe combined with malnutrition. This occurred very rarely in Britain.
2
 

In the modern day it seems almost ridiculous that people could not draw the conclusion 

that smoking had a negative effect on the respiratory system but originally tobacco was thought 

to have positive health effects. However, tobacco had been used for approximately 300 years, 

before any connection was made. After being introduced to Western Europe in 1518, tobacco 

was referred to by the French, Spanish and Portuguese as the ‘sacred herb’ due to its medicinal 

properties.
3
 In 1571, Nicolas Monardes wrote about the ability of tobacco to cure 36 health 

problems and in 1595 Anthony Chute continued earlier arguments that highlighted the benefits 

of the plants and emphasised the medicinal properties of pipe smoking.
4
  

 

 

 

 

                                                 
1
 Pickering, G.W. and Sanderson, P.H., ‘Angina pectoris and tobacco’, Clinical Science, 5 (1945), pg. 275. 

2
 Doll, R., ‘The First Reports on Smoking and Lung Cancer’, Ashes to ashes: the history of smoking and health 

(1998), pg. 132. 
3
 Hodge, F. W., ‘Handbook of American Indians north of Mexico (1907), pg. 768. 

4
 Randall, V., ‘The history of tobacco’ (1999). 
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II 
 

The majority of data used in this paper is sourced from various editions of ‘Statistics of smoking’ 

by G. F. Todd, a survey commissioned by the government and funded by tobacco companies in 

order to understand what the smoking habits of the United Kingdom were. All the data from this 

source has been pulled from different areas within the study to be used for comparison against 

each other, this has been extremely useful in compiling the contrasts between class and gender. 

In the case where statistics have changed between volumes, I have taken the revised figure in the 

later volume. 

Whilst all the data used has not been manipulated mathematically, it is in the form given 

by Todd, basic functions have been used to make it more readable and help draw comparisons. In 

the case where this has been done, predominantly to form indexes, both the original and new data 

has been shown. Indexes are formed to show changes based around a set year, as at the start of 

the period of study, different variables have very different starting figures so a visual 

representation of the information is hard to achieve. However, when indexed it is very easy to 

see the difference in the trends. 

Although a survey funded by tobacco companies would be expected to contain subjective 

results that would help the tobacco industry carry favour and achieve its own goals, ‘Statistics of 

Smoking’ was commissioned by the government of the United Kingdom and was conducted 

independently by George Todd, therefore eliminating any possibility for the data to be collected 

in a way that helps portray the industry in a more positive light. Also, as the data used in this 

paper is only a snapshot of the smoking demographic in the UK, the tobacco industry cannot 

gain from manipulating the data assembled.  

 

III 
 

1945 saw the end of the wartime peak 

(smoking levels increased dramatically 

during both WWI and WWII
5
) and there was 

a subsequent reduction in total weight of 

tobacco smoked in the late 1940s. 

Throughout the 1950s consumption began to 

rise rapidly and over the course of the decade 

the total weight of tobacco consumed rose by 

32 per cent from 181.7 million lbs in 1950 to 

239.2 in 1960. For the purpose of this study, I 

will be using 1962 as the year in which the link between smoking tobacco and the development 

of lung cancer was established. This was the year in which the Royal College of Physicians 

                                                 
5
 Royal College of Physicians of London, ‘Smoking and health now’ (1971), pg. 11. 
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published the first College Report, ‘Smoking and Health’, which resulted in the wide publicity 

about the hazards of smoking.  

In response to the publication of this report, total consumption of tobacco fell in the 

1960s. From 1961 to 1971, the amount of tobacco used fell from 243.1 million lbs to 204.1, a 

decrease of 16 per cent. From these figures alone, one would think that the discovery of health 

hazards led to a decline in the amount of tobacco smoked and table 1 would support this notion. 

The resuscitation in 1972 was caused by the decrease in the price of a packet of cigarettes from 

£1.75 to £1.50.
6
 The following decline that resulted in the weight of tobacco going back to its 

declining trend occurred in 1974 as the price rose back up towards the 1977 price of £1.80.
7
 

 

However, when the number of cigarettes smoked is examined (table 2), it becomes 

apparent that there was no effect caused by the publication of the College report. Although there 

was an initial drop in the year when the report was published, the amount of cigarettes smoked 

steadily increased throughout the following decade. 

The negative relationship between the increase in the number of cigarettes smoked and 

the total amount of tobacco used can be explained using table 3. A clear transition from non-

filtered to filtered cigarettes is shown. Filtered cigarettes were the industry’s response to the 

discovery of health hazards associated with their products. This type of product was invented in 

1927 by Boris Aviaz,
8
 but due to the lack of technology that could be used to insert the tips the 

process was not adopted instantly. A British firm started to manufacture tipped cigarettes, but 

they were seen as a speciality item until 1954. The change of production habits in 1954 occurred 

for two reasons, the first being the increased availability of the machines that could be fitted and 

the second the increasing murmurs from the scientific community that smoking was bad for 

one’s health. It took a few years for consumers to substitute plain  

                                                 
6
 World Health Organisation, ‘The tobacco atlas’ (2002), pg. 84. 

7
 World Health Organisation, ‘The tobacco atlas’ (2002), pg. 84. 

8
 British Patent Application No. 320,377 (1927). 
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for filtered cigarettes, but the change spread 

quickly throughout the 1960s. By 1965 over 

half the cigarettes sold were filtered and by 

1971 this amount had risen to over 80 per 

cent. 

 These cigarettes were advertised to 

be cleaner and filter out any impurities
9
 in 

the smoke convincing the public that there 

were no negative side effects associated 

with tobacco. Filters did reduce the risks of 

cancer; however, they did so only marginally
10

 and filter cigarettes were not a safe alternative to 

plain ones.
11

 Although the general trend was that more cigarettes were being smoked, this was 

not across both genders and all social groups. The differences between these will be discussed in 

the next part of the paper. 

 

IV 
 

There are major differences between smoking 

habits of men and women throughout the mid 

twentieth century.  The amount of cigarettes 

smoked per capita fell steadily throughout the 

twenty-year period (shown in table 4), although 

there was a peak to coincide with the price 

decrease previously mentioned.  Even with the 

increase and subsequent fall in the early 1970s, 

the linear average shows that even though the 

decrease is small, approximately 2 cigarettes per 

capita, there is a reaction. The immediate years 

following the College Report there is a sharp decrease in the amount smoked, suggesting that 

either people continued to smoke but smoked less, or a number of people gave up smoking all 

together. 

                                                 
9
 Westminster 85 TV Commercial, (http://www.youtube.com/watch?v=j0Vyf1TdeW0). 

10
 Bross, I.D.J. and Gibson, R. ‘Risks of lung cancer in smokers who switch to filter cigarettes’, American Journal of 

Health-System Pharmacy (1968). 
11

 Harris, B. ‘The intractable cigarette ‘Filter Problem’’ (2010). 
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 From the data obtained by Todd, women 

reacted differently to the College Report. Whereas 

men showed a clear reaction to the publication 

released in 1962, women did not. The amount of 

cigarettes smoked per capita by women continued 

to increase (table 5). Once again, a linear average 

has been added to the chart and it shows a steady 

rise throughout the twenty year period. As 

smoking was becoming more popular with women 

throughout this era. Women started smoking at the 

end of WWI and have always smoked less than men and fewer women have started the habit.
12

 

  The trend of both male and female smoking habits had always increased at approximately 

the same rate until 1962. The information presented suggests that men were more receptive to the 

information change than women. However, since much fewer women were smokers than men, 

the female smoking population could have been catching up to its ‘natural rate’ and is thus 

explaining the continuing increase. Tobacco consumption per capita showed no change from 

1963 to 1965, suggesting there was a reaction to the College Report, but it was not as strong as 

that shown by the male population. The increase in female smoking is measured in cigarettes 

consumed per capita; therefore the rise of this figure can happen for many reasons. The first 

possibility is a declining population; a reduction in the total population would lead to an increase 

in the consumption ratio. However, this was not the case during this period as the population of 

the United Kingdom was increasing
13

 and the demographic (male to female relation) remained 

very similar
14

. As the population stayed fairly constant, the increase was caused by a 

consumption increase with either more people taking up the habit or smokers consuming more 

cigarettes. The data suggests that both of these were true during the mid twentieth century. 

 Table 6 shows a comparison between 

male and female cigarette consumption per 

capita and how they have changed since the 

publication of the College Report. Both 

genders data has been formed using 1961 as 

a base year and every year preceding and 

following this date is shown in proportion to 

the 1961 figure. The graph shows the 

obvious difference between men and women, 

as female consumption increased and male 

consumption fell slightly. However, the 

graph may exaggerate the differences. As 

                                                 
12

 Royal College of Physicians of London, ‘Smoking and health now’ (1971), pg. 12. 
13

 National Office of Statistics. 
14

 National Office of Statistics. 
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female intake of cigarettes was much lower than male, a rise of the same physical amount for 

both genders would show a substantially higher percentage increase for women.  

 

 

V 
 

The differences in reaction were not just confined to gender. Social classes also reacted in 

diverse ways to the publication of the College Report. For the purpose of this paper, class will be 

directly linked to profession. ‘Professional’ jobs will carry the highest class connotations, 

followed by ‘skilled’ then ‘unskilled’ and ‘unoccupied’ which will be labelled as the lower social 

group. Unskilled and unoccupied have been tied together as although unoccupied can not only 

include the long term unemployed (who are often seen as a member of the lower classes) but also 

those who are between employment and may be a member of a higher social group. Table 7 

shows what happened to these trends over the 1960s. 

 

The data used to compile data for cigarette consumption per capita by profession was listed by 

gender; a mean average has been established between the two in order to obtain an approximate 

level for the general population of the United Kingdom. The male to female employment rate in 

the 1960s was approximately 2:1
15

 so this was interpreted in the calculation to obtain a general 

figure. The female employment ratio would have changed a great amount between job types, 

there would have been far fewer women working in ‘professional’ jobs in this period. However, 

as we this paper is looking to summarise overall trends, the figure obtained although an 

approximation will help to provide an idea of the common trend. 

The consumption of tobacco by ‘professionals’ fell steadily over the period studied. 

There was a 46% reduction from 1958 to 1975. This would suggest that the publication of the 

                                                 
15

 MacInnes, J., ‘Sociology and demography: a promising relationship? women’s employment, parental identity and 

fertility in Europe’, (2003) pg. 7. 
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College Report helped to lower the number of smokers within this social group. However, 

tobacco consumption fell by 11% prior to 1962, when the report was released, showing that the 

trend was already decreasing and did not stem directly from this event. As the gender 

employment ratio used overestimates the total amount of women within this class, the real 

decrease would be more significant than the graph suggests. This fall could have been caused by 

the early discoveries in the 1950s of the negative health effects of tobacco
16

 and thus a reaction 

to information that was not being broadcast in the mainstream media but existed in journals and 

broadsheet newspapers
17

. On the other hand, the increase of women (who smoke considerably 

less than men) in the ‘professional’ class may have lowered the average.   

‘Skilled’ workers tobacco consumption shows a slight increase in average tobacco 

consumption, this is shown by the linear averages of each class in table 8. However, as with the 

‘professional’ employees, the amount of women has been overestimated again. Therefore, in real 

terms it is much more realistic to assume that the consumption in ‘skilled’ employment remained 

constant throughout the period looked at and would suggest that there was some reaction to the 

discovery of the negative health benefits attached to the consumption of tobacco as consumption 

is far below the general trend of the population. 

‘Unskilled’ labourers show little reaction to the discoveries published in the college 

report. Although there is a slight drop in consumption in 1962 when the report is published, it 

quickly rises again towards the end of the decade. For this class, one can assume that the bias 

used in finding the average underestimates the impact of women. The bias incorporates the same 

ratio of male to female workers across the entire period. At the start of the decade the majority of 

women employed would have been so in this area, so the 2:1 ratio across all work would have 

been smaller in this field and as the decade progressed it would have continued to shrink. 

Therefore, the actual trend is probably greater than the linear average below suggests. 

 

 

                                                 
16

 Doll, R., ‘The first reports on smoking and lung cancer’, Ashes to ashes: the history of smoking and health (1998), 

pg. 134. 
17

 ‘One in eight of heavy smokers: doomed’, The Guardian Newspaper (1958). 
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VI 
 

This paper shows that there was a clear difference in response to the College Report published in 

1962 that outlined the negative health consequences of tobacco consumption, especially the 

increased risk of lung cancer. The reaction by men was far more significant than that of women, 

with average male smoking rates falling over the period, whilst female intake rose both in 

absolute terms and as a proportion of the general population. The fall in male tobacco 

consumption was small, a 7% decrease over the period examined. Whereas the rise in female 

rates was very large by comparison, consumption grew by 57%. 

A more expected finding of this paper was the relationship between tobacco consumption 

and social classes. The data obtained suggests that the lower social classes did not respond to the 

information changes of the early 1960s and the higher classes did. The most likely reasoning for 

this would be the assumed correlation between job type and education, suggesting that the more 

educated are the first to be able to adapt their lifestyle in relation to new information. 
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Monetary Discretion during the Classical Gold Standard Era 
 

By EMMA DALHUIJSEN 

 

 

‘In truth, the gold standard is already a barbarous relic.’ – John Maynard Keynes
1
 

 

‘Gold gets dug out of the ground in Africa, or someplace. Then we melt it down, dig another 

hole, bury it again and pay people to stand around guarding it. It has no utility. Anyone 

watching from Mars would scratch their head.’- Warren Buffet
2
 

 

he gold standard has always been a source of interest as well as controversy to 

policymakers, economists and businessman. During the classical gold standard era most 

countries in the world committed to convert issued banknotes into gold at a fixed parity, 

thereby adhering to the gold standard.
3
 This essay will argue that, in accordance with the 

macroeconomic policy trilemma, in theory there was no room for monetary discretion under the 

gold standard. However, it seems as if this assumptions only turns out to be true in theory and 

that in practice there were numerous exceptions to the rule, thus highlighting the discrepancy 

between the theory and practice of conducting monetary policy under the gold standard. 

The focus in this essay will be on the European ‘core countries’ that adopted the gold 

standard: England, Germany and France. It will be shown that even though these countries 

officially gave up their monetary policy autonomy, by pursuing a domestic interest rate policy, in 

reality they repeatedly violated the ‘rules of the game’.  

 

I. Monetary discretion under the classical gold standard 

 

1.1 The Mundell-Fleming policy trilemma 

When countries adhere to the gold standard rule, they commit themselves to convertibility of 

national currencies into a fixed weight of gold. Common adherence to gold convertibility in turn 

meant that countries were linked together through fixed exchange rates.
4
 I believe that the 

macroeconomic policy trilemma is the key to the question whether there is room for monetary 

discretion under the gold standard. Looking at this model, the answer seems clear that there is no 

room for an autonomous monetary policy.  

 Under the trilemma policymakers are confronted with three equally desirable, yet 

contradictory objectives. They have the choice between two out of the following three policy 

goals: a fixed exchange rate, free international capital mobility or an autonomous monetary 

                                                 
1
 John Maynard Keynes, A tract on monetary reform (1923), 172. 

2
 As quoted by Warren Buffett in one of his lectures - www.ecrresearch.com 

3
 Michael D. Bordo and Anna J. Schwartz, ‘The operation of the specie standard’, in J. Braga de Macedo, B. 

Eichengreen and J. Reis Currency convertibility, the Gold Standard and beyond (London 1996) 11-75, 11. 
4
 Michael D. Bordo and Finn E. Kydland, ‘The Gold Standard as a rule’, NBER Working Paper Series no. 3367 

(1996), 1. 
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policy. Because only two out of the three objectives can be mutually consistent, policymakers 

must decide which one to give up.
5
 Thus, as regards the gold standard, which (in theory) implied 

a fixed exchange rate, countries could only choose between either free capital mobility or 

monetary policy autonomy. Considering the fact that countries chose the objective of free capital 

flows, they consequently gave up the right to set their own monetary policy goals, which means 

that there was no room for monetary discretion under the gold standard. As will be shown 

however, ‘Despite the clarity and simplicity of this prediction, one [will be] surprised by the 

frequency with which the lessons of the trilemma seem to be disregarded by policymakers’.
6
  

 

1.2 Why chose free capital mobility? 

Then the question rises why policymakers chose to prioritise the free movement of capital over 

the autonomy of an independent interest rate policy. I believe the answer to this question is 

twofold. The first explanation is that the reason for the British government to prefer free capital 

mobility was a result of the British society being a dominantly mercantile one. As Eichengreen 

argues, this choice was the result of a limited franchise, which allowed the national central banks 

to prioritise the needs of the commercial class (i.e. free capital flows), over the needs of the 

working class for full employment. Since workers at this time had little bargaining power due to 

little presence of trade unions and less voting rights, central banks could stick to their choice, as 

the possible consequences of unemployment would not give rise to massive protest.
7
  

Secondly, policymakers had a fairly incomplete understanding of the financial system and 

the role of interest rates in the domestic economy in this period. This meant that monetary 

authorities were not fully aware of the tradeoffs they were making between the stability of the 

domestic economy and the stability of the exchange rate. According to Eichengreen, the banking 

theory in the time was relatively underdeveloped and there was ‘no articulated theory of the 

relationship between central bank policy and the economy (…) For these reasons the priority that 

central banks attached to maintaining currency convertibility was rarely challenged.’
8
 

 

1.3 ‘Rules of the game’ 

Because of several shortcomings of the gold standard adjustment mechanism, central banks 

needed other adjustment tools. This concept came to be known as the ‘rules of the game’.
9
  

These rules implied that countries could not exercise a fully autonomous monetary policy, i.e. 

they could use their tools for monetary policy only for the purpose of adjusting disturbances to 

                                                 
5
 Maurice Obstfeld, Jay C. Shambaugh and Alan M. Taylor, ‘The Trilemma in History: Tradeoffs Among Exchange 

Rates, Monetary Policies, and Capital Mobility’, CIDER Working paper no. C04-133 (May 2004), 1-2. 
6
 Ibidem, 1. 

7
 Barry Eichengreen, Globalizing Capital. A History of the International Monetary System, (Princeton University 

Press 1996) 30. 
8
 Ibidem 29-30. 

9
 But not until the 1920s when Keynes referred to it as such The fact that there was no official term for this 

‘unofficial policy’ could make one suspicious whether central banks were, even implicitly, guided by a certain code 

of conduct – Eichengreen (1996), 27. 
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the balance of payments when there was a fundamental disequilibrium. By manipulating the 

discount rate central banks could speed up the adjustment mechanism.
 10

 

 

II. Exceptions to the ‘rules of the game’ 

 

It seems clear that theoretically under the macroeconomic policy trilemma there was no room for 

a discretionary monetary policy. However, in reality ‘there exists considerable evidence that 

every central bank violated ‘the rules of the game’ that they were supposed to follow.’
11

 

 

2.1 Band fluctuation 

It should be emphasized that for the policy trilemma to hold, exchange rates have to be fixed, so 

that there is consequently no room to maneuver for countries. But according to Obstfeld et al., 

‘Pegs are rarely completely handcuffed (in any era) though, because of exchange rate bands and, 

possibly, arbitrage costs.’
12

 This held in particular for the gold standard. In theory, arbitrage 

should have taken place whenever the exchange rate deviated from its official parity. However, 

in practice the exchange rates were not completely fixed. Arbitrage implied that the gold had to 

be moved, which was rather costly. Due to these transport costs the exchange rate fluctuated 

within a band whose width was defined by the cost of arbitrage.
13

  

As explained by Bordo and Flandreau, the gold standard bands thus served as a ‘conceptual 

target zone’. Within the currency band, ‘nations sought to obtain as much room to maneuver as 

they possibly could.’
14

 The stabilizing expectations of countries allowed monetary authorities to 

use policy tools to set their short-term interest rates independently of those in the rest of the 

world. This implies that, when the system of fixed exchange rates allows for bands, there is 

leeway for independent action for monetary authorities because of the stabilization of rational 

expectations.
 15

 

 

2.2 The gold standard as a contingent rule 

In his 1959 study, Arthur Bloomfield was one of the first to address the issue of the disregard of 

the rules of the game. He analysed the behaviour of twelve European countries that were on the 

gold standard and showed that there were more countries that violated the rules than followed 

them.
16

  There is thus a discrepancy between the economic theory related to the gold standard 

and the policies actually conducted by countries.  

                                                 
10

 Michael D. Bordo and Ronald MacDonald, ‘Violations of the ‘Rules of the game’ and the credibility of the 

classical Gold Standard, 1880-1914,’ NBER Working paper series no. 6115 (July 1997), 1. 
11

 Bordo and MacDonald, ‘Violations of the Rules of the game’,1. 
12

 Obstfeld, Shambaugh and Taylor, ‘The trilemma in history’, 22.  
13

 Bordo and MacDonald, ‘Violations of the Rules of the game’, 1-2. 
14

 Michael D. Bordo and Marc Flandreau, , ‘Core, periphery, exchange rate regimes and globalization’, in: Michael 

D. Bordo, Alan M. Taylor and Jeffrey G. Williamson, Globalization in Historical Perspective (University of 

Chicago Press 2003, 419. 
15

 Bordo and MacDonald , ‘Violations of the Rules of the game’, 1-2.  
16

 Arthur I. Bloomfield, Monetary policy under the international gold standard, 1880-1914, New York (1959). 
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Bordo and Kydland argue that there was an implicit understanding amongst countries on the 

gold standard that it was meant as a contingent rule. In general, countries were expected to 

follow the rules but under special circumstances central banks could temporarily abandon the 

fixed price of gold on the understanding that convertibility at the original price of gold would be 

restored.
17

 In case of war or other crises the monetary authority could suspend gold convertibility 

and issue paper money to finance its expenditure, but it was assumed that the suspension was 

only temporary and that after the crisis and a certain adjustment period, the government would 

adopt the deflationary policies that were needed to resume payments at the original parity.
 18

 

 

2.3 How and why could countries set an autonomous monetary policy?  

‘The cornerstone of Gold Standard was the priority attached by governments to maintaining 

convertibility’
19

. It is striking in this sense that countries could repeatedly violate the rules of the 

game even though they were not allowed to set their own interest rates. What I believe to be the 

most adequate explanation for this is that central banks could deviate from the rules of the game 

because their commitment to maintain gold convertibility was credible. Even though the 

monetary authorities might have violated the rules repeatedly over the course of a short term 

period, in the long run it was assumed that they would obey the rules. Investors believed that the 

central banks would eventually credibly commit to the gold standard and to do whatever was 

needed to defend convertibility. The fact that private agents believed that the commitment of the 

core central banks to long-run adherence to convertibility was credible gave monetary authorities 

the possibility to pursue their domestic objectives at the expense of the impossible trinity.
20

 

Eichengreen even goes as far as saying that ‘because there was no question about the authorities’ 

commitment to the parity, capital flowed in[to the core countries] quickly and in significant 

quantities’.
21

 

 

III. Case studies 

 

By drawing on some country-specific examples it will be demonstrated how central banks found 

room for monetary discretion under the gold standard at the expense of the macroeconomic 

trilemma. 

 

2.4 Bank of England 

Since the Bank of England was still privately owned during the classical gold standard era, 

profitability was one of her main concerns. The rise of private banking in England from the mid-

nineteenth century thus reduced the banks market share. This meant that other factors than 
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balance of payments imbalances influenced the banks decision on how to set the discount rate, 

since setting the rate above the market interest rate would go at the expense of the Banks 

business.
22

 For this reason the Bank of England frequently departed from the limits set by the 

macroeconomic policy trilemma. From Morys’ revised study of Bloomfields findings on the gold 

standard, it even follows that the Bank of England was one of the main violators of the rules of 

the game.
23

 On the other hand, it has to be emphasized that ‘especially England was consistent 

with a commitment [to a long-run rule governing policy].’
24

  

 

2.5 Reichsbank  

Morys discovered, in contrast to what has usually been suggested in the literature, that the 

importance of the interest rate policy of the Reichsbank was even bigger than that of the Bank of 

England. But just like the English, the German central bank used the discount rate as its key 

policy tool. In addition to this it would also use open market operations and the use of gold 

devices, thereby responding to domestic policy goals such as the level of output, the price level 

and interest rate stability.
25

 Again, this was tolerated by private agents, who assumed the banks 

long-term goal of currency convertibility. 

 

2.6 Banque de France  

In contrast to the Reichsbank and the Bank of England, the Banque de France did not use the 

discount rate as its main policy tool; they actually infrequently changed their discount rate. The 

banks very large gold reserves shielded it from external disturbances, thereby foregoing the need 

to raise its discount rate. This did however not mean that they adhered to the rules of the game. 

In periods of financial distress the bank would resort to the use of gold devices. Moreover, in 

order to avoid changing its discount rate they engaged in various forms of credit rationing.
26

 Yet, 

the policymaking of the Banque de France is, in contrast with the Reichsbank and Bank of 

England not yet fully understood. However, since French interest and exchange rates behaved 

very similar to those of the other two banks, it could be suggested that the bank, using different 

methods, followed the same principles as they did.
27

 

 

IV. Conclusion 

 

Considering the implications of the macroeconomic policy trilemma, I would have argued that 

there is no room for monetary discretion under the classical gold standard. Since countries 

adopted a fixed exchange rate by adhering to the gold standard and gave preference to free 

capital flows over an autonomous interest rate policy, there was no room left for an independent 
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monetary policy. Yet, it turned out that in practice this theory does not hold. All major banks 

within the core would frequently deviate from the rules of the game and create their own room 

for monetary policy discretion: the Bank of England, the Reichsbank and the Banque de France 

all frequently set their own monetary policy. 

An approach that has only been given limited attention in this essay as well as in the 

literature, but in my opinion deserves more attention, is the fact that the answer to the question 

could also have been affirmative, even when taking into account the impossible trinity. Maybe 

the interpretation scholars have given to the question should have been less focused on the rules 

of the game, and more on the fact that there was indeed room for monetary discretion, had 

countries given up free capital flows instead of independent monetary policy. Even though this 

essay briefly touched upon the question why countries chose to prefer one policy objective over 

the other, I believe here could be room for further research. Since the majority of the countries 

were to some extent setting their own monetary policy anyway, the question why they did not 

give preference to this objective altogether deserves a clearer and more thorough explanation. 
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The Reaction to British Competition: Comparing France and 

Germany in the early nineteenth century 
 

By BRIAN VARIAN 

 

istorically, the transition from a wartime economy to a peacetime economy was often a 

tumultuous process, particularly in the area of foreign trade. With the conclusion of the 

Napoleonic Wars in 1815, the resumption of trade between formerly belligerent nations 

unleashed the forces of competition, thereby pitting the mighty industry of Britain against the 

nascent industry of the Continent.1 During the two decades following the Napoleonic Wars, the 

Continental response to British competition was hardly uniform. Whereas France sought to 

shield its industries from British competition by continually increasing its tariff barriers, 

Germany did not undertake such a policy.2 This essay will examine the dissimilar reactions of 

France and Germany to competition from British industry during the period from 1814 through 

the early 1830s. Ultimately, the essay will demonstrate how these dissimilar reactions emanated 

from fundamentally different political structures. France, a centralized state, was capable of 

implementing swift and substantial protectionist measures.3 On the other hand, Germany was too 

politically fragmented to orchestrate a unified offensive against British industrial competition, at 

least not until the formation of the Zollverein in 1834, almost two decades after the Napoleonic 

Wars ended. 

 

I 
 

Napoleon’s Berlin Decree (1806) and Milan Decree (1807) initiated the Continental system, 

which not only prohibited trade between Britain and the Continent, but also outlawed the import 

of British goods routed through other nations.4 The objectives of the Continental system were 

twofold. First, in keeping with the still prevailing economic doctrine of mercantilism, the system 

attempted to stem the flow of bullion from France to Britain—an inevitable consequence of the 

former running a trade deficit with the latter.5 Second, the Continental system was meant to 

foster the industrial development of France.6 And it did (somewhat), as François Crouzet 

describes. The cotton industry benefitted the most from the Continental system. Cut off from 

supplies of British cotton yarn, France needed to produce cotton yarn in quantities sufficient to 
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meet the demands of its population. Hand spinning gave way to machine spinning, as 

industrialization quickly took hold.7 Crouzet is succinct: “There is a definite connection between 

these prohibitions [against British goods] and the boom in machine spinning which started in 

1806 and developed up to 1810.”8 Since the Continental system outlawed British trade with the 

whole Continent, the cotton industry boomed in Germany, as well. Between 1806 and 1813, the 

number of mule spindles in Saxony increased by a factor of twenty.9 Admittedly, many 

industries failed to develop under the Continental system, for a variety of reasons.10 Nonetheless, 

it cannot be doubted that the years between 1806 and 1814 were unusually conducive to certain 

areas of industrialization on the Continent, precisely because of the de facto protection afforded 

by the Continental system and its enforcement mechanism, the blockade.11 At least insofar as 

British exports were concerned, the blockade aligned the trade policies of France and Germany. 

But once the blockade was lifted, these policies began to diverge. 

 

II 
 

Following the Napoleonic Wars, France implemented tariff barriers that were high enough to 

achieve close to the level of protection that prevailed under the Continental system. Consider the 

iron industry. In 1814, estimates indicated that the British iron shipped to France was still 30% to 

40% cheaper than French iron.12 Accordingly, that year the French Chamber of Deputies raised 

the tariff on iron from the ad valorem equivalent of 10% to the ad valorem equivalent of 50%.13 

When Britain began to export sizable quantities of iron to France in the early 1820s, the 

Chamber increased the tariff from the equivalent of 50% to the equivalent of 120%.14 The 

literature abounds with examples of French protectionism growing progressively radical in the 

1810s and 1820s.15 Furthermore, the Chamber outright prohibited the importation of certain 

goods, such as cottons and refined sugar, regardless of whether these goods came from Britain.16 

In this sense, France came to pursue a trade policy even more severe than the Continental 

system. 

 What enabled France to institute such a decisive trade policy was a centralized national 

government capable of accommodating a range of interests. With the cessation of the blockade in 

1814, the Liberal political faction in France fought for the protection of domestic industries, 
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many of which developed as a direct result of the Continental system.17 The opposing Ultra-

Royalist political faction, consisting of the landed aristocracy, was loath to support the Liberal’s 

protectionist agenda.18 A compromise was struck in December 1814; protection was extended to 

both the industrial and agricultural sector, thus ensuring financial benefits for both the Liberals 

and the Ultra-Royalists (though not for the average French consumer).19 From thereon, the tariff 

acts passed by the French Chamber of Deputies balanced the interests of industrialists and 

agriculturalists. Whereas the de facto protection of agriculture was not an objective of the 

Continental system, France’s post-war trade policy involved, to a great degree, the protection of 

agriculture. Altogether, an overarching national government facilitated a compromise between 

two groups with varying economic interests, with the result being a unitary trade policy. Absent 

a centralized government capable of implementing a unitary trade policy, these groups likely 

would have pursued their economic interests by opposing each other, as the German states did. 

 

III 
 

In the aftermath of the Napoleonic Wars, the large German state of Prussia passed the Tariff Act 

of 1818, which offered domestic industry only modest levels of protection.20 German 

industrialists were dissatisfied with the imposition of an ad valorem equivalent tariff of a mere 

10% on manufactured goods—a stark contrast to the Continental system.21 Such a comparatively 

low tariff practically guaranteed a stream of imports into Prussia. In this respect, the Tariff Act of 

1818 was quite intentional; Prussia wanted to encourage foreign imports because many of these 

imports simply passed through Prussia en route to various landlocked German states, and thus 

represented a lucrative source of tax revenue.22 As part of the Tariff of 1818, Prussia levied so-

called transit dues on goods passing through its borders.23 J. H. Clapham notes, “It soon 

appeared that, in the transit dues, the new Prussia had got hold of a most formidable economico-

political bludgeon.”24 Transit dues gave Prussia the incentive to adopt a minimally protectionist 

policy, thereby ensuring a continued taxable trade between foreign nations and the landlocked 

German states. There are two noteworthy aspects of Prussia’s trade policy.25 First, Prussia 

subordinated its domestic industry to the fiscal gains from the transit dues. Second, during the 

transitional period between the conclusion of the Napoleonic Wars and the formation of the 

Zollverein, Prussia exploited the political fragmentation of Germany to achieve its own 

economic interests, by way of a trade policy that encouraged imports. Whereas France erected 
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trade barriers against foreign nations, Germany erected internal trade barriers, while remaining 

relatively open to foreign trade. 

 

IV 
 

Toward the end of the 1820s, landlocked German states reacted to these circumstances by 

forming trading blocs, such as the trading bloc formed between Bavaria and Württemberg in 

1828.26 These trading blocs were the precursors to the Zollverein, a customs union that came into 

effect in January 1834.27 The Zollverein finally enabled Germany to do in 1834 what France was 

able to do in 1814: balance competing economic interests and implement a unitary trade policy. 

Thus, insofar as trade was concerned, Germany lagged twenty years behind France in her ability 

to formulate a concerted response to the threat posed by British industrial exports in the wake of 

the Napoleonic Wars.  

 Exactly how susceptible were France and Germany to British exports throughout the two 

decades following the Napoleonic Wars? In The Progress of the Nation, G. R. Porter gives some 

indication. He reports that, in 1830, British exports to France totaled £475,884.28 He also reports 

that, in the same year, British exports to Germany totaled £4,463,605.29 Thus, according to 

Porter, the value of British exports to Germany was nearly ten times the value of British exports 

to France! This difference of magnitude sheds further light on the fundamentally dissimilar trade 

policies pursued by France and Germany as late as the 1830s. That British exports to faraway 

Chile exceeded British exports to nearby France evidences how closely the French tariff barriers 

approximated the Continental system, which arguably remained in effect even after the end of 

the Napoleonic Wars.30 

 

V 
 

In summary, the Continental system forced upon France and Germany an essentially similar 

foreign trade policy. However, with the lifting of the blockade in 1814, France and Germany 

were free to pursue divergent policies, and did so under the influence of the political structures in 

place. In France, protection once granted de facto by the blockade was shortly thereafter granted 

de jure by extremely high tariff barriers, as well as by an outright prohibition against certain 

imports. The centralized French government was capable of instituting a unitary trade policy that 

balanced competing interests, even if such a balance required the imposition of tariffs on 

agricultural products, and thus an extension of protectionism beyond the domestic industries 
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fostered by the Continental system. Indeed, France proactively crafted a trade policy prompted 

by the changing climate of foreign affairs. Germany, however, was far too mired by political 

fragmentation to implement any decisive, much less unitary, trade policy. Instead the large 

German state of Prussia enacted only a modest tariff, which did not significantly hinder imports 

from Britain. Prussia exploited the political fragmentation of Germany by taxing the trade 

between foreign nations and landlocked Germany states. As a partial response, trading blocs 

formed amongst the German states, eventually culminating in the creation of the Zollverein, 

which finally enabled Germany to pursue a more unified foreign trade policy, albeit two decades 

after the conclusion of the Napoleonic Wars. 
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Latin America, Washington, and Structural Reforms: An 

unsuccessful experience 
 

By ANTHONY COZART 

 

he recurring debt crises and economic decline in Latin America during the 1980s led 

democratic governments across the region to adopt stabilization policies and structural 

reforms. These policies, labeled as the “Washington Consensus” reforms by economist John 

Williamson in 1990, immediately altered the relationship between the state and the economy. 

The immediate results of the policies and structural reforms, however, were disappointing. 

I will analyse the results of the Washington Consensus reforms from two levels to better 

understand the short-run effects, causes, and potential long-run successes. The first section 

presents the broad economic outcomes of the 1990s. I then assess specific reforms and the extent 

to which they were implemented, discussing the factors that best explain the economic 

performance. I suggest an alternative explanation for why Latin America only experienced 

moderate growth. The final section considers counter arguments and implications.  

 

I 
 

Put simply, economic growth after the rapid introduction of Washington Consensus reforms was 

disappointing. Economies expanded, on average of 2% per year between 1990-1997. Between 

1998 and 2002 another half decade of growth was “lost,” as many economies contracted or 

stagnated. Economist Jose Antonio Ocampo notes, “The rate of growth of GDP and GDP per 

capita was less than half of those that characterized the three decades prior to the debt crisis.”
1
 

Although far greater than that achieved in the 1980s, economic growth was unsatisfactory. 

Contrary to the expectations established by neo-liberal economic theory, countries became less 

productive. GDP per active worker grew at a slower rate than GDP per capita. The already wide 

productivity gap with developed northern economies expanded.  

A slight decrease in poverty and rising inequality accompanied the modest economic 

growth. In 1997, 43.5% of Latin America was living in poverty, a considerable improvement 

from 48.3% in 1990; yet poverty was 3% higher in 1997 than in 1980, even as GDP per capita 

expanded by 6% during this time.
2
 The poor simply did not benefit as much as the non-poor. 

They were “left behind,” experiencing not just a lost decade, but instead two. Gini coefficients 

measuring country level inequality increased in two thirds of Latin American countries during 

the decade.
3
 Greater inequality produced new barriers to economic growth, poverty reduction, 

and the successful implementation of the Washington Consensus reforms. 
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II 
 

To assess the results one must consider what factors led to disappointing economic performance. 

Can the poor implementation of reforms explain the economic performance? Was the modest 

growth simply an unavoidable short-term cost of the reforms? Did policy-makers accomplish the 

right goals, or just what was easy? 

With newfound fervor for market fundamentalism, Latin American governments 

liberalized trade and exchange rates rapidly. These structural reforms had widespread effects on 

the composition of domestic industry, and in terms of employment and output, were terribly 

costly. Industry protection across the region collapsed from a pre-reform average of 48.9% to 

just 10.7% by 1999.
4
 Exchange rate premiums, which were once as great as 220% during the 

1980s, were less than 5% in 17 of the 24 countries in Latin America by 1997.
5
 The results had 

“paradoxical effects.” Certain sectors grew rapidly as a result of internationalization and greater 

regional trade. Other industries collapsed overnight.  The sum of the effects was weak GDP 

performance. Urban unemployment across the region increased, from 8.8% in 1990 to 10.4% in 

2002.
6
 Thousands were forced into the “informal economy,” losing financial security and 

inflation-adjusted wages. “To make trade work,” writes Joseph Stiglitz, Nobel Laureate and 

former World Bank Chief Economist, “there must be a macro-economic environment and a set 

of conditions that result in job creation to parallel the job destruction that comes from trade 

liberalization.”
7
 The ardent commitment to market fundamentalism of policy makers resulted in 

a tumultuous and destructive recalibration of domestic economies during the 1990s.  

Complete financial liberalization was achieved too rapidly, placing additional stress on 

businesses trying to endure the effects of trade liberalization. Controls on interest rates were 

eliminated, reserve ratios lowered, and mechanisms mandating investment dismantled. Stiglitz 

contrasts the experience of Latin America with the post-war “Asian miracle,” which benefitted 

greatly from a “slow reduction of old tariffs” and gradual financial liberalization, via “provision 

of special credits at only slightly subsidized rates” to help create and transfer technology.
8
 The 

speed at which trade, exchange rates, and financial markets were liberalized was clearly harmful 

to economic expansion and poverty reduction. 

Many of the industries that did not collapse as a result of liberalized trade and restricted 

credit were privatized at high costs to the general public. Governments, under pressure from 

foreign financial institutions, failed to realize that it is “much more important to do it 

[privatization] right than to do it quickly.”
9
 Assets were sold at undervalued terms and often 

quickly dismantled. State owned monopolies became private monopolies. The massive scale of 

privatization amplified the broader economic effects: in Brazil, Bolivia, and Peru public firms 
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comprising of more than 10% of GDP were sold.
10

 Natural monopolies were privatized, contrary 

to widely accepted economic theory advocating for the public provision of natural monopoly 

goods. Privatizations of water and sanitation services in Bolivia and Argentina are among the 

most egregious and confounding examples. Privatization was not used as a reform mechanism in 

support of market fundamentalism, but instead to ease the burden of debt. That privatization was 

misused in this way demonstrates a recurring failure of the state: policy makers willing to 

sacrifice the future for the sake of the present, which included their own political security and 

international standing. 

Lastly, there is an additional assessment of the poor results of the Washington Consensus 

reforms that deserves consideration. Politics “as usual” in Latin America during the 1990s meant 

that governments only slightly improved the fiscal strength of the state. Reforms did lower 

marginal tax rates and broaden the tax base with new value added taxes. Other reforms, notably 

in the labor market, were uncommon and ineffective.  

The redirection of public expenditures did not have a significant impact on economic 

growth because political institutions were too weak to implement difficult reforms. In 2000, 

social sector spending was 13.8% of GDP, the highest level in the region’s history.
11

 Despite 

this, government expenditures in Latin America today are less progressive than in other 

countries. “Generalized subsidies to energy consumption, pensions and higher education” benefit 

disproportionately the well off.
12

 To quote Joseph Stiglitz, “Money wasn’t directed at creating 

new enterprises but at subsidizing old friends.”
13

 Targeted transfers that could have minimized 

the high costs to economic growth of inequality were politically unrealistic.  

Structural reforms did not have a greater impact because of weak institutions and 

misguided politics. Perhaps “it was the politics, stupid” that prevented stronger economic 

growth. 

 

III 
 

There are several counterarguments of the assessment of the reforms as disappointing. Despite 

only moderate growth and a slight reduction in poverty, the reforms did curtail inflation. 

Inflation was on average just 9% in 2000, down from three and four digit figures only a decade 

before. That governments were able to do this while avoiding crippling recessions such as the 

“Vockler Recession” is remarkable. Yet inflation figures alone do not provide a convincing 

counter argument that the results were not disappointing. After all, inflation is not the only 

concern of economists, policy makers, and, most importantly, citizens of Latin America. 

Another potential criticism relates to my approach of assessing the reforms. It is plausible 

that the results seem worse than they actually are because of the recent nature of the reforms. 
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Perhaps in ten or twenty years the results of stronger property rights, open trade, and low 

inflation will be clear and beneficial. This, though, is not a great concern. The short run does 

matter. John Maynard Keynes famously stated, “in the long run, we are all dead.” The immediate 

outcomes of the Washington Consensus reforms deserve tremendous weight when assessing the 

results. 

To conclude, the Washington Consensus reforms resulted in poor economic growth that 

can be attributed to the destructive reforms that liberalized trade, exchange rates, and financial 

markets, as well as the continuation of the weak and ineffective fiscal state. Perhaps, however, 

there are beneficial implications of the experience of the 1990s. The example of Argentina 

defaulting in December, 2001 serves as hope that Latin American governments will no longer 

take the IMF as a “fountain of wisdom,” instead choosing to protect their sovereignty and pursue 

more comprehensive development strategies than those offered by their creditors.  
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Towards a new social contract? Latin America’s struggles over 

political participation in the era of economic integration 

 

By LOUIS NOUAILLE-DEGORCE 

 

Abstract: Since the democratic transition, Latin American countries have explored numerous 

economic models from attempts to revive the “old” import-substituting industrialization 

policies to socially-sensitive readings of the Washington Consensus. At the same time, the 

nature and the organization of their societies has been deeply transformed, resulting in fierce 

contests over the meaning of political participation. This paved the way to new political-

economic responses ranging from the market-friendly neo-populism of the 1990s to the 

Bolivarian project. How far do they differ in their view of popular participation? 

 

‘Latin America has ridden the wave of successive paradigms from the state-run, inward-looking 

development of the post-war era to the macroeconomic discipline and trade liberalization of the 

Washington Consensus in the 1990s. As with other paradigms, the region’s enthusiasm for the 

Washington Consensus has waned, and it is now in search of a new paradigm that offers better 

economic results, more stability, and greater equity.’
1
 

 

he Latin American political transition from “bureaucratic authoritarianism” to democracy 

in the 1980s was matched by a change of economic model in front of the debt crisis. 

Although some countries, such as Argentina, Bolivia or Brazil, initially attempted to tackle 

inertial inflation through heterodox policies, their apparent failure made them eventually 

embrace what the English scholar John Williamson had termed in 1989 the “Washington 

consensus” or, in other words, a package of macroeconomic reforms ranging from fiscal 

discipline to protection of property rights designed to secure the transition towards market 

economy
2
.  

        Yet, while they succeeded in vanquishing hyper-inflation and stabilizing the economy, 

those reforms also profoundly questioned their socio-economic foundation. At the instigation of 

the international financial institutions, they put an end to the era of “import-substituting 

industrialization”, leaving many losers amongst the industrialists, but also the formal sector 

workforce which had been a key supporter of this arrangement; tariff barriers backed by 

overvalued currencies gave way to an open trade system as every single Latin American country 

but the Bahamas joined the WTO, as well as regional free trade agreements such as the Central 

American market (1990), the Mercosur (1991) and the CARICOM (1992); this was matched by a 

liberalization of capital exchanges and an intensification of foreign capital inflows, including in 

key sectors such as public transportations and natural resources
3
. Furthermore, the role of the 

                                                 
1  Stein et al., 2006, p. 3 

2  See Williamson, 2006 for a recent assessment 

3  Bulmer-Thomas, 2006, p. 150 
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state in the economy and the society was redefined – smaller, yet by some respects also stronger 

(for instance in its capacity to address market failures) and more fiscally able
4
; most state-owned 

enterprises were privatised, the administration was downsized and subsidized products were 

liberalized. The role of the military, which had played a key role in the recent past, was 

considerably downsized and its budget was cut – although not everywhere. In some countries – 

Ecuador, El Salvador –, the dollar became the national currency, while others (Mexico, 

Argentina) chose to peg their currency to the latter in order to signal their commitment to sound 

macroeconomic policies.  

      This common trajectory should not obfuscate considerable regional variations in the pace and 

degree of implementation of the neoliberal package. While countries such as Chile (which had 

taken the neoliberal turn under an authoritarian regime), Colombia or Mexico have to a large 

extent toed the line of the Washington agencies (they all rank in the top 50 of the last edition of 

the World Bank’s “Doing Business” index)
5
, others have been more lukewarm in their embrace 

of market-friendly policies; thus, both Brazil’s and Argentina’s stabilization plan, although they 

were clearly of a neoliberal inspiration, also incorporated heterodox elements, such as a massive 

asset freeze under Collor’s Brazil. Likewise, we need to account for the variations in the mode of 

implementation of the reform process; while (in its later phase) it was carried out under a 

moderate and institutionalized government in Chile, it was essentially achieved under the 

personal leadership of presidents Fujimori, in Peru, or Menem in Argentina. 

       Lastly, since the election of Hugo Chávez as president of Venezuela in 1998, as Latin 

American economies entered into a new “lost half-decade” and evidence appeared that neither 

poverty (particularly at moderate levels), nor the region’s severe inequalities had subsided after 

ten years under the new economic model (see Székel & Montés), observers of Latin American 

political developments have witnessed an unprecedented tide of electoral successes for left-wing 

candidates across the region: Lula in Brazil (2002), Vasquez in Uruguay (2004) Morales in 

Bolivia (2005), Correa in Ecuador (2006), Humala in Peru (2011) as well as, arguably, Lagos in 

Chile, as a representative of the “socialist” left-wing of the Concertación (2000) or Argentina’s 

Kirchner, have all been said to epitomize the rise of Latin American’s “New Left”. While most 

of them –Castañeda’s “good left”
6
 – have claimed their commitment to market-friendly 

economics, others, centred on Chávez’ Venezuela, have resolutely challenged the “new 

economic model” and tried to construct an alternative model; these debates are reflected, at the 

regional level, in the increasingly polarized nature of the continental summits, a far cry from the 

(neoliberal) consensus of the first Summit of the Americas of 1994, as well as in the proliferation 

of regional economic and political forum, from the CELAC  to the UNASUR to the Bolivarian 

Alliance. 

      Thus, it appears necessary to reflect upon the different responses offered by Latin American 

governments, since their (re)opening to the world economy, to the challenge of international 

                                                 
4  Smith, Korzeniewicz, 1997, pp. 1-20 

5  Chile is 37th, Peru 43rd, Colombia 45th, Mexico 48
th

 (http://www.doingbusiness.org/rankings, accessed on 

March the 19
th
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6  Castañeda, 2006, p. 29 
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integration. How, how war and how fast did they implement neoliberal reforms? Why do some 

of them reject the neoliberal model? Most importantly, how has the democratic imperative 

(depending on how one defines democracy) been articulated with the new political-economic 

model, or, to quote Oxhorn  & Ducatenzeiler, “What kind of democracy  [for] what kind of 

market”
7
? Is “neoliberal democratization” merely procedural, or does it involve popular 

mobilization? Without claiming exhaustiveness, we will explore two different responses which 

both raise the issue of popular participation – neoliberal “neo-populism” and radical challenges 

to the new economic model. While we agree with Johnson that neoliberalism is not dead in Latin 

America, we will also argue that economic policy-making in Latin America cannot be conceived 

without reference to politics
8
. As a result, the idea of a “new economic model” has undergone so 

many variations that it has essentially been hollowed out of its substance and lost its relevance as 

an analytical concept
9
.  

 

I. A new populist alliance? Implementing neoliberal policies in fragile democracies 

While the exhaustion of the import-substituting model and the need for state-led industrial 

deepening had been associated with the authoritarian wave of the 1970s (O’Donnell), the 

political economy of post-debt crisis Latin America, were hyper-inflation and a lasting economic 

downturn produced many losers but no obvious winners, blurred past lines of cleavage and was 

conducive to the emergence of a new governing coalition cutting across social lines and 

embracing a reformist political agenda
10

. Faced with the need to address their debt burden and in 

spite of the already high social costs of the crisis, many Latin American states had to cut their 

expenditures on health, education and pensions, resulting in a growing social deficit
11

. In that 

context, Weyland argues, voters, seeing themselves in the “domain of losses” and disenchanted 

with failing heterodox policies were ready to make risky choice and elect “dark horse” 

politicians with little or no credentials in order to tackle the crisis.  In turn, these politicians, once 

in power, perceived radical reform – that is to say, neoliberal policies at an accelerated or even 

rushed pace – as the only exit to the crisis; they remained relatively popular in countries where 

this view was echoed in public opinion, while dissonant popular perception that the countries’ 

ills did not deserve such a harsh medicine led to intense struggle over the reform process in a 

country like Pérez’ Venezuela
12

. 

      In parallel, and reinforced by that process, the social composition of Latin American societies 

was also shifting as governments, pushed by their creditors and the international financial 

institutions for the acquisition of foreign exchange and pulled by a dynamic international 

economy, lowered tariff barriers; while non-competitive elements of the industrial sector 

                                                 
7  Oxhorn, Ducatenzeiler, 1998, p. 227 

8  Bresser Pereira, Nakano, 1998, pp. 21-43 

9  Johnson, 4 September 2003 ( http://www.heritage.org/research/reports/2003/09/is-neoliberalism-dead-in-

latin-america ) 

10  Weyland, 2002, pp. 94-133 

11  Grindle, 2001, p. 4 

12  Weyland, 2002, pp. 94-133 
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crumbled, employment in the formal sector plunged and almighty labour unions lost their 

bargaining power, which was matched by public sector reforms which led to the lay-off of many 

civil servant; as Diaz notes, “the demise of an industry inevitably entails the successive defeat of 

those social forces ... that emerged historically, acquiring social legitimacy, institutional space, 

and political or corporative representation”
13

. In parallel, the unorganized informal sector, which 

had not been part of the classical populist coalition, was growing by all measures (in the mid-

1990s, street vendors represented 20% of the workforce in Lima); in most cases, they were 

excluded from state-funded pension and health care benefits and had a theoretical interest in 

supporting reform
14

. In parallel, the power of organized interests, and in particular labour unions, 

proved weaker as commentators had predicted
15

. 

     This set the stage for the rise of new leaders in several Latin American countries whose 

political style led several observers to comment on the comeback of “populist” politics, where 

populism is defined as a political discourse rather than a historical process
16

. Yet, in contrast 

with classical-era populists, these new populists have largely embraced market-oriented policies 

and downplayed the importance of the national collective over the entrepreneurial individual. 

Thus, far from being characterized, as under the “classical” populist era, by an urban, 

industrialist economic project involving expansionist fiscal policies (what Dornbusch once 

described as “economic populism”), they signalled themselves by a direct relationship, cutting 

across social classes, between the political leader and the people. Therefore, they developed 

where civil society was weak or poorly organized and not able to channel popular demands for 

participation and where the party system was in crisis, such as in Argentina, Peru, or Venezuela 

at the end of the 1990s. 

       Peru’s Fujimori is a case in point. An outsider without the backing of a major political party, 

he was able to play on the image of a “man of the people” and, taking advantage of the divisions 

of the left after the misfortunes of Alan García’s heterodox APRI government, defeat, at the 

general surprise, the neoliberal favourite Vargas-Llosa at the 1990 presidential election with the 

vague slogan of “honesty, technology and work”. Once in power, in a classical “bait-and-switch” 

move, he enacted a comprehensive stabilization program in which he drastically slashed price 

subsidies, social and public sector spending, increased the tax burden and liberalized the labour 

and capital markets, yet maintained a populist political style and an anti-elitist flair which 

culminated with his 1992 autogolpe
17

. According to Roberts, Fujimorism was thus characterized 

by a combination of personalism, atomization and weak institutionalization; when, despite a 

short-lived economic boom, his popular support began to waver as it appeared that those 

sacrifices did not necessarily translated into equivalent gains for all, he was able to resort to 

targeted social programmes such as FONCONDES, PRONAVI and PRONAA to retain the 

support of the popular elements of his coalition and secure his 1995 re-election. The same ability 

                                                 
13  Diaz, 1997, p. 49 

14 Grindle, 2001, p. 8, Weyland, 2003, p. 1104 

15 Geddes, 1995, p. 196 

16  Cammack, 1993, pp. 151-152 

17  Roberts, 1995, pp. 96-98 
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from the political leader to reach out directly to certain social groups while by-passing other 

institutional channels similarly motivated Knight’s discussion of certain feature of the Salinas 

government (notably through targeted social programs, particularly PRONASOL) as 

“populist”
18

. 

       At this stage, we should note that the link between neoliberal “populism” and democratic 

participation remains problematic as the relationship between the state and the civil society 

remains top-down. Furthermore, the neo-populist model appears hardly sustainable in the long-

run as the state “runs out of reforms” and the party in power begins to institutionalize, although 

the case of Argentina’s Partido Justicialista, which showed a remarkable ability to muddle 

through the troubled waters of Argentina's recent history, seems to qualify that statement. We 

propose to explore an alternative model that combines direct popular engagement with a 

different economic model.  

 

II. A different model? The “New Left” and its radical challenge to neoliberalism 

Although they showed evidence of the popular weariness towards the actual achievements of 

neoliberal policies, the electoral successes of left-wing leaders in Latin America have not 

fundamentally challenged their countries’ turn towards market-friendly policies; as Panizzi 

points out, Lula’s “letter to the Brazilian people” and Vasquez’ appointment of the moderate 

economist Danilo Astori as his finance minister showed, from the outset, that they would not 

change the rules of the game and were committed to sustainable macroeconomic policies as a 

corollary to their country’s international integration; at the same time, even the staunchest 

supporters of the “Washington Consensus” recognized the need for more assertive social policies 

addressing the continent’s tremendous inequalities as it appeared that (disappointing) growth 

would not merely trickle down to its poor. Thus, in the post-Washington consensus era, “the 

former overriding opposition between the advocates of neoliberal reforms and their left-of-centre 

critics [has] been substituted for a more complex game of convergence and differentiation”
19

. In 

that new setting, left-of-centre parties have essentially distinguished themselves by their inroads 

into neo-structuralism, such as an emphasis upon human capital improvement in order to 

transform the region’s endowment mix, an increasing focus on citizenship rights and a 

reassessment of the protective role of the state, particularly vis-à-vis potentially destabilizing 

international capital flows
20

. 

       Other left-wing politicians, however, have offered a more radical challenge to neoliberal 

policies and endeavoured to oppose not only representative, but also “participative” democracy 

to former models of “delegative” democracy
21

. Although a complex construct, Chavez’ 

Venezuela, Morales’ Bolivia and possibly Correa’s Ecuador, with considerable variations, could 

be aptly described as combinations of the “populist”, but also of the “grassroots” intellectual 

                                                 
18  Knight, 1998, p. 245 

19  Panizzi, 2005, p. 718 

20  Bielschowsky, 2009, pp. 176-182 

21          O'Donnell, 1994, pp. 59-62 for a classical definition of a « delegative democracy » 
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tradition identified by Panizzi, as opposed to a more moderate liberal-republican left
22

. Having 

found that the “new economic model” did not drive the region out of poverty and that 

“democracy” was, according to them, procedural rather than substantial; they propose a different 

political-economic model combining permanent mobilization of local constituencies with an 

emphasis on the growth on “human” rather than material capacity, as emphasized by Article 299 

of the Venezuelan Constitution
23

. In contrast with other left-of-centre politicians, they favour 

majoritarian over consensual rule; this was evidenced in Bolivia when, after months of 

negotiations over the minimal threshold required for passing the constitutional reform, president 

Morales took advantage of a parliamentary boycott by the opposition to have it voted in 

December 2007
24

. In parallel, they organize regular popular consultations, such as referendums 

(on constitutional reform, for example) or “recall” elections, which helped Chavez overcome the 

opposition’s bushfighting by submitted himself again to popular suffrage in 2004.  

Furthermore and in contrast with past experiences, although it rests upon a relatively strong state 

by developing countries standards – spendings and earning amount to about 30% of the country’s 

GDP against a mere 17% at the time of Chavez’ election, a growth which cannot be entirely 

imputed to the oil boom –, has a strong local and communitarian component
25

. Particularly in the 

first years of his mandate, Chavez empowered municipal and communal authorities, creating 

“communal councils” in 2006 and emphasizing “satisfaction of the needs of communities” as 

one of the three pillars of his “Bolivarian triangle”, alongside social property and social 

production
26

. This strategy is further reflected by the use of “social missions”, such as Barrio 

Adentro which built itself upon a close cooperation with Cuba
27

. Morales emphasized, similarly, 

the role of “communitarian” socialism in Bolivia
28

. Thus, in contrast with classical left-wing 

“populist” coalitions, Latin America’s new left seems to be premised on a coalition of social 

movements (which have played a key role in restoring Chavez to power after the failed coup of 

2002 or raising Morales’ national profile in Bolivia) and local activists rather than on powerful 

labour unions. 

 

 

III. Conclusion 

Latin America’s democratization has left open the question of political participation of the 

masses. While earlier populist experiences in the 1990s have served as “midwives” to the 

implementation of neoliberal policies (Roberts), recent radical challenges of the economic model 

seem to combine a meaningful alternative to the “new” economic model with a redefinition of 

popular participation, although, interestingly, they have remained committed to relatively sound 
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23  Lebowitz, 2007, p. 40 
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25  Weisbrot, Sandoval, 2007, p. 14 
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macroeconomic policies, as Weisbrot & Sandoval assessment of the Venezuelan economy 

showed in 2007
29

. However, beyond rhetoric, the genuineness of its commitment to a “new” 

political-economic model remains to be proven. As De la Torre argues, top-down “mobilization 

and participation in mass rallies do not necessarily entail autonomy”; insofar as it relies on state 

resources, such forms of participation may as well boil down to the new clothes of old-style 

clientele-ism
30

. 
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Why Did Fixed Exchange Rates in the International Economy 

Work Better in the Period Before 1914 than Afterwards? 

 

By UDAY RAI MEHRA 

 

rom the mid- nineteenth century, the globalising nature of the world economy pushed the 

adoption of fixed exchange rates to sustain nations’ cross-border economic interactions.  

The gold standard, in operation throughout the major players of the world economy for a 

large part of the nineteenth century up to 1914, facilitated trade exchanges markedly. The period 

from the 1870s to 1914 saw the rise and success of the gold-pegged fixed exchange rate system. 

It ensured currency stability; an eased process to correct current account deficits through the 

‘rules of the game’ and the ‘price specie flow mechanism’ and increases in international trade as 

a result of fixed rates of exchange. This was attributable to the role of Great Britain in this 

international system and the cooperation of other nations working within this system as they 

abided by ‘the rules of the game’.  

However, following 1914, this system became inefficient and unsuccessful. It was unable 

to correct current account deficits, prevent price instabilities or stop negative economic growth. 

Schools of historians ascribe this failure to a variety of factors, including: the vast impact the 

First World War (1914-1918) had on the financial system; the takeover of the United States as 

the leader of this financial system from Great Britain, and their interwar economic policies; and 

the failure of states to abide by the specie flow mechanism and the ‘rules of the game’. 

 This essay is concerned with the fixed exchange rate system of the gold standard, and 

will argue that the gold standard worked well in pre-1914 due to the role of Great Britain as 

leader of the financial world, while its plummet post-1914 is attributable to economic strains left 

by the Great War on the global economy. The scope of this essay lies between 1870 – when the 

gold standard came into use in Great Britain – and 1939 – when the Second World War began 

and the fixed exchange rate system dissolved. To prove such, this essay will evaluate the factors 

historians proposed as to why fixed exchange rates were more effective pre-1914 than 

afterwards, comparing and contrasting the strengths of the pre-1914 system to the weaknesses of 

the post-1914 system. It will not however examine the advantages or disadvantages posed by the 

gold standard to a domestic, or the international economy.  

 

I 
 

Cassel
31

, Kenwood and Lougheed
32

 all agree that Great Britain played a vital role in upholding 

the popularity and success of the gold standard. This assertion is reinforced by evidence of 

Britain’s global economic policy throughout the pre-War period. As the largest trading nation, 

                                                 
31

 Gustav Cassel expresses his standpoint in The Downfall of the Gold Standard (1936) 
32
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Great Britain operated a free trade policy, which stimulated economic inter-activity and allowed 

for countries to correct balance of payments deficits through selling their gold reserves
33

. 

Britain’s reputation as a creditor nation led to worldwide confidence in the value of the sterling, 

by which sterling replaced gold as the currency of international payments
34

. This enhanced the 

efficiency of the gold standard system: payments were made in actual currency, which 

eliminated lag-time between trade transactions because gold was no longer being transferred 

across national monetary institutions. Furthermore, currency fluctuations – which previously 

existed to cover costs of transporting gold – minimized, facilitating a fully fixed exchange rate 

system, made more practical as it operated in sterling. Moreover, the value of the pound sterling 

was kept stable between 1821 and 1914 due to strict adherence to the gold standard
35

. The 

stability of sterling was “unrivalled”
12

, and devaluation was “never even considered”
12

. In turn, 

as the majority of traders made their payments in sterling and countries pegged their currencies 

to the sterling for financial security, the global trade system and the value of commodities 

remained constant
12

.  

Britain centralized the management of the financial market to London. This provided 

essential, complementary services for trade deals, which facilitated security on any transactions 

made
12

. The most notable of such was the rise of Discount Houses
36

. Following a trade deal, if 

the exporter required a cash payment before the bill to the importer matured, they could discount 

it with a bank. The bank in response would charge an interest rate, paid by the exporter, between 

the date of discounting and maturity
13

. This was known as the ‘Bank Rate’, and provided banks 

with both payment for their services and accepting the risk against the importer defaulting
13

. This 

bank policy augmented trade and ensured that trade deals were paid off, whereby sterling 

retained its stable valuation and reputation. In addition to such, these liberal economic policies 

adopted by British banks provided them with capital gains, which were used to invest abroad and 

short term credit loans to deficit countries, which re-established worldwide trade balances. The 

range of evidence – illustrating Britain’s heavy involvement in the international economy – and 

analysis of her free trade policies exhibits how Britain maneuvered and managed the gold 

standard and reaffirms her central role in the system. 

 

II 
 

Eichengreen
37

 and Drummond
38

, on the other hand, assert that through the self-correcting, 

automated mechanisms of price-specie-flows and the rules of the game, the gold standard 

succeeded
39

. When a nation was in a trade deficit, its government would allow an outflow of 
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gold, leading to monetary deflation and falling prices
40

. This would occur such that the 

international competitiveness of the goods produced by the deficit country results in an increase 

of exports, thereby restoring equilibrium to the outstanding accounts
11

. This happened frequently 

between 1870 and 1914 in the peripheral states, as their central banks, following the rules of the 

game, manipulated the money supply and investment rates so as to bring the balance of payments 

to equilibrium. One notable example arises from the 1880s when Brazil, Chile and Colombia 

joined the gold standard. They exported unprocessed agricultural and mining products, and 

imported both industrial- and capital-intensive services from Europe
41

. Their export of primary 

products and simultaneous import of higher-valued secondary and tertiary products resulted in 

frequent trade deficits. The gold standard provided a fixed rate of exchange, which reflected the 

stable, long-term value of their commodity exports. As a consequence, trade occurred with 

confidence as the value of goods was not subject to fluctuations. This prevented further 

deepening of an already-existing deficit. As gold was a universally convertible unit, the balance 

of payments was brought back to equilibrium as any country – in this case, Britain and the USA 

– bought the gold reserves of these South American countries, and converted it to sterling and 

dollars.  

Although Kenwood and Lougheed argued that most countries ignored the rules of the 

game
42

, for which there is adequate quantitative evidence, their scope of data is heavily 

constrained to the post-1914 period. The more countries adopted that gold standard between 

1870 and 1914, and followed the rules of the game, the greater the incentives to any one country 

to affiliate with it
43

. Such can be seen in the general movement of states to adopt the gold 

standard, where, by 1914, over 40 countries – comprising of the core economic powers, and 

many peripheral and colonial states – participated in the gold standard
44

. Participating in a 

popularized financial system gave greater access to trade and investment with other members 

and accelerated the process to correct balance of payments deficits due to the universal 

convertibility of gold. The combination, and cooperation of the rules of the game and the central 

role Britain played further fortified the international economy. If large reserves of gold left the 

Bank of England in the form of discounts to exporters, the automated nature of the rules of the 

game would prevent neither recession nor the depletion of British currency
45

. Following 

macroeconomic theory, the Bank of England – in response to the increase of discounts and the 

default risk they bring – would raise their interest rate so as to drive restrict credit. As a result, 

business activity and employment rates would decline, which would lead to the consequent drop 

in prices and wages. The price-specie-flow mechanism would then come into effect; exports 

would appear attractive to foreign consumers as prices are low, which would lead to an increase 

in exports, and therefore, an increase in gold reserves as payment. This produced “an era of 
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stable exchange rates”
46

 as Britain’s free trade policies, combined with their management of the 

global financial system was backed by the way in which the price-specie-flow mechanism 

adjusted and corrected balance of payments deficits: a loss of gold posed no threat of permanent 

depletion of reserves, as it was “corrected by the operation of the adjustment mechanism”
17

. 

 

III 
 

Though Britain’s leadership of the financial world largely explains why the gold standard was 

successful pre-1914, the lack thereof post-1914 does not rationalise why the system suffered 

after. The United States succeeded Great Britain as the leader of the international economy, and 

manager of the international system of payments
47

. Falkus
48

 and Foreman-Peck
49

 examined 

American economic policies in the post-1914 era, and asserted such policies during the interwar 

era caused the gold standard’s depletion. There is value in Falkus’ and Foreman-Peck’s 

viewpoint, as America enforced high import tariffs throughout the 1920s. Britain, France and 

their allies were indebted to America for the war loans they provided them to fight the Central 

Powers. America insisted that the loans be paid, yet simultaneously maintained high tariffs, 

which rose between 1922 and 1930
50

. These Entente and allied powers sought to trade with the 

United States – as it would correct the balance of payment deficits and stimulate domestic 

production – however the high import tariffs, aimed at protecting their domestic industries and 

rebuilding the post-War American economy, prevented foreigners from earning dollars in the 

American market
51

. Consequently, repayments were only made temporarily by further borrowing 

– deepening the already existing deficit – rather than through export expansion
22

. Though 

America augmented their level of foreign investment, which rose from $7 billion in 1919 to $17 

billion in 1930
52

, investment went to those industrialised European countries whose products 

were competitive with, rather than complementary to that of America
53

. In the pre-War era, 

industrialised Europe specialised their manufacturing sector, producing a few goods, which the 

USA imported in great quantities
54

. However, the post-War wave of protectionism in America 

resulted in the diversification of their manufacturing sector and America achieving “self-

sufficiency in producing both industrial and primary goods”
55

. As a result, Europe was restricted 

in exporting their manufacturing goods. American investment therefore neither helped America’s 

nor Europe’s economy, as investment fuelled competition for American industries, which 
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stemmed in tariffs that significantly contracted the demand for European goods and led the 

decline of world prices for these goods through a build-up of stock. 

While Falkus largely attributes the United States and her protectionist policies as the 

main factor causing post-War dissolution of the gold standard, Kenwood and Lougheed argue 

that institutional failures – specifically, the structure of the post-War financial system – is largely 

to be blamed. This view that collectively blame be assigned rose to prominence in the 1970s, as 

Economic Historians had greater access to archived material in different countries, and could 

examine the different economic policies pursued during the interwar period as a whole, seeing 

their eventual impact. With the end of the First World War, America overtook Britain as the 

leader of the financial world
56

. With this position came the shift of the global financial centre 

from being centralized in London to a three-way split between New York, London and to a lesser 

extent, Paris
57

. As gold standard countries kept claims on sterling and dollars as reserves, both 

London and New York needed to hold large stocks of gold, used to back their own trading 

transactions
58

. Before, large international transactions and payments were made in sterling, 

whereby London could reduce its position of gold stocks. The system of international payments 

was made in one currency – and therefore became efficient – as lag-time between trade 

transactions eliminated as no conversion was needed. However, the trinity of a New York-

London-Paris system meant that payments needed to be made in gold, so as to be convertible to 

dollars, sterling or francs. Though it was easier to make payments in the form of capital, the 

adherence to gold payments restricted movements of trade, as most countries had severely 

depleted reserves due to war spending and war debt. While New York – due to war payments 

made to America by the Entente – had adequate gold reserves, London and Paris did not
29

. This 

asymmetry in capital reserves impeded the institutional framework, which aimed to stabilize and 

manage the gold standard. Though New York had adequate gold reserves, it lacked the 

experience of London in running the international economy
59

. New York did not have the 

experience in making long-term overseas loans – at attractive interest rates as the Bank of 

England made – or direct investments. Neither had it set up a system of institutions, such as 

those of London, which facilitated security on any transactions made. This lack of experience 

resulted in reservations by New York to grant long-term loans, while their protectionist policies 

limited the extent of investment in both industrialised and peripheral countries so as to escape 

their deficit and stimulate outward-driven economic growth. The French employed a policy of 

short-term investment during the 1920s, in which France invested in securities bought on foreign 

stock exchanges. While this was beneficial to the receiving countries – namely Britain and 

America – France, in need of funds, withdrew their capital flows, resulting in financial crises on 

the basis of loss of funds
60

. This was further worsened with America and Britain using French 

investment as loans to peripheral countries – namely in Central/Eastern Europe and South 
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America. This repatriation of French capital therefore caused a chain reaction of sudden losses of 

capital funds within a nation’s economy. This New York-London-Paris triad fostered an 

environment in which foreign-owned funds could move from one centre to another in response to 

changing national interest rates – as each centre’s national government sought to better the 

domestic economic situation
61

. These shifts and fluctuations resulted in severe distrust in those 

with currency holdings, causing continual changes in confidence. 

 

IV 
 

Throughout the 1930s, economists, such as Cassel, maintained the view that the failures of the 

gold standard and the international economy were a harsh consequence of the First World War. 

Though economists and historians during the 1970s thought this view was quite narrow – as it 

only appealed to the early difficulties in the 1920s – much of the evidence provided for what 

factors caused the gold standard to fail during the interwar period has its roots in the effects of 

the First World War. Though the United States holds much of the blame for the failures of the 

gold standard in the post-War era – as shown with their protectionist policies, adamance to 

obtain reparations payments, and narrow investment in deficit nations – their post-War position 

as world financial leader was a result of the First World War
62

. They financed the Entente, and as 

a result obtained large stocks of capital and gold reserves for the arms they supplied. Having 

more funds than Britain in the post war years, yet simultaneously less experience as the global 

financier, their policies failed. America’s protectionist policies certainly had a terrible impact on 

the global economy as countries were severely restricted in the ways they could correct payment 

deficits, however these were a direct consequence of the Great War. The American economy 

grew well during the war as the manufacturing industry supplied Europe with arms and 

equipment. This provided many jobs and stimulated exogenous growth. The subsequent 

protectionism, which followed, aimed at maintaining America’s economic strength in a post-War 

world, where such high levels of manufacturing were no longer required. Furthermore, Britain 

and France’s commitment to remain important financial leaders – though their reserves were 

exhausted as a consequence of the war – further stimulated problems as the financial system was 

spread among three cities, with three vastly different policies
63

. The lack of collusion fostered 

contradictions and institutional instability; any hope for stability through institutional 

management was lost. The sharp depletion of nations’ gold reserves was a direct result of nations 

paying for arms production. This led to a global shortage in gold, and the new gold standards, 

which were set after 1918 no longer accurately reflected the potential for countries to produce. 

Germany was no longer a creditor power, but a debtor due to the heavy reparations they owed 

Britain, France and America
64

. Whereas previously, they supported – through both trade and 
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investment – the economies of Central/Eastern Europe, the newly independent, politically 

unstable countries in Central/Eastern Europe were heavily reliant on foreign investment. Their 

dependence came at a time when falling export prices – and high tariffs – made it increasingly 

difficult for foreign exchange to be earned to finance the needed imports, and to meet debt 

payments on heavy borrowing at high rates of interest
65

. Furthermore, with Germany now a 

debtor – who borrowed on the short-term to repay debts – a whole bloc of countries was under 

America’s burden for support
66

. The fact that the post-War years generated a ‘wave’ of 

contracting funds made investing in these foreign countries difficult, as nations were eager to 

resolve domestic troubles, which resulted from the end of the war before expanding their 

investment potential. 

 

V 
 

The fixed exchange rate regime under the gold standard was short-lived, lasting less than 70 

years. During its time, it was highly popular and experienced much stability in the pre-1914 

period. However, following 1914, its presence constrained, rather than aided, those participating 

in it. The reasons for its success in the pre-1914 period are different – however are linked – to the 

reasons for its failure in the post-1914 era. Overall, the system failed after 1914 due to the 

geopolitical and socioeconomic consequences of the First World War. The pre-1914 period was 

marked with stability, peace, cooperation and centralized control of Great Britain, who pioneered 

and effectively managed the gold standard. The replacement of Great Britain by the United 

States as leader of the international economy, and the hostile economic consequences of the First 

World War cultivated a situation in which the gold standard lost its reputation. Economic 

reservations and protectionism battled trade expansion, war reparations and balance of payments 

deficits. The loss of gold to America as payment for arms during the First World War resulted in 

gold shortages and inaccurate distribution. Due to such, the price-specie-flow mechanism of 

adjustment could not correct the imbalances as trade levels contracted when governments sought 

to focus on their domestic economies before that of the world. 
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Monetary Discretion under the Classical Gold Standard Period 

 

By TIJS VEYT 

 

his essay considers monetary discretion as the ability of countries to influence the 

domestic interest rate and the money supply. The classical gold standard period (1880-

1914) is often depicted as a fully automatic system where fixed exchange rates and capital 

mobility inherently prohibit that kind of independence. In reality however, things are a bit more 

complex. First, the theoretical workings will be explained through the use of the Mundell-

Fleming trilemma. Second, the actual reality of the gold standard system will be analysed. 

Finally, while important variety occurs between countries, there was significant room for 

monetary discretion in the short run. Eventually the constraints on monetary independence of the 

gold standard trinity configuration hold in the long run.  

 

I. Rules of the Game 

 

To clarify, monetary policy is the intended policy by monetary authorities
67

 to influence the 

domestic money supply and interest rate for macroeconomic stabilization purposes. These 

purposes being in general employment, growth or inflation targets. Various instruments are at the 

disposal of monetary authorities.  

       Of particular theoretical relevance is the Mundell-Fleming trilemma, which means the 

impossibility of mutually attaining three macroeconomic objectives. 

(Obstfeld, Shambaugh & Taylor, 2005) 

 

1. Freedom of cross-border capital movements 

2. Fixed exchange rate mechanism 

3. Independent monetary policy for domestic purposes 

 

If we assume perfect capital mobility and fixed exchange rates ceteris paribus. In this case 

activist monetary policy, intended to drive local interest rates away from world interest rates, will 

be self-defeating. Capital reacts to different interest rates and the resulting flows affect the 

money supply. As a consequence there is upwards or downwards pressure on the currency. The 

parity- committed monetary authorities will intervene and stabilize the currency. Interest rates as 

a result converge back towards the world rate. The resulting capital flows will readjust the 

money supply to previous levels. Integrated capital markets thus will neutralize any activist 

monetary policy by arbitrage. The same process applies for the other given objectives of 

macroeconomic objectives; there only can be two.  
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     Freedom of cross-border capital movements and a fixed exchange rate mechanism are exactly 

defining characteristics of the classical gold standard (1880-1914). The national currency was 

pegged to the price of gold, capital and gold flows were free, monetary authorities were legally 

bound to back circulating notes with gold reserves and states were obliged to uphold the gold 

convertibility of domestic currency in face of external payments. Before continuing, the 

empirical analysis for these claims holds true. 

      First of all, by using Feldstein-Horioka measures
68

, Flandreau & Zumer (2004) affirm the 

consensus that the gold standard era was a period of unprecedented financial integration. If it was 

the cause of integration is an entirely different story. More important is that countries on gold 

experienced high degrees of financial capital mobility between themselves. Financial capital is 

exactly the kind of capital that is most responsive and mobile to differential interest rates
69

. 

Consequently it is a crucial driver in the predicted mechanism of the trilemma. 

      Secondly, even though there was country variance in “shades of gold”
70

, the relative 

exchange rates stayed fairly well around the gold price, and transportations costs. Arbitrage was 

only viable if the exchange rate was outside these boundaries, meaning it was worthwhile to 

transport gold. Fixed exchange rates were dominant. 

      Having asserted these characteristics of the gold standard system, what happens when the 

involved countries experience balance of payment deficits and adjustment is necessary? 

Economic theory proposes an automatic adjustment mechanism. It builds on the price-specie 

flow model of David Hume (1898), which utilizes gold flows, in case of external imbalances, to 

predict domestic rebalancing price changes. Two additions are necessary
71

. First, international 

capital flows have to be incorporated. Second, predicted international gold shipments were 

absent. The model was adjusted accordingly. For example if a country ran an external deficit, 

this would imply that the domestic currency would be traded relatively more for gold by the 

involved monetary authorities. After these gold outflows, the domestic money supply and prices 

would fall. Monetary authorities would avoid these gold outflows by raising the discount rate
72

 

facing an external deficit. By doing so, the domestic money supply and prices would fall as well. 

On the other hand the lower discount rate would induce incoming capital flows. Both trends 

would speed up the adjustment mechanism and restore the balance of payment without excessive 

gold flows. These were the “rules of the game”, a mechanical subordination of domestic 

monetary policy towards maintaining external equilibrium.   

     The above logically concludes no room for monetary autonomy as predicted by the trilemma. 

In practice, things turned out differently. Countries had some room to deviate from the “rules of 

the game” without the expected disciplining gold and capital flows. Bloomfield was the first to 

                                                 
68

 Measuring the disconnection between domestic savings and domestic investment. 
69

 Frieden, J.A.,  ‘Invested Interests: the Politics of National Economic Policies in a World of Global Finance’. 
70

 Eichengreen, B., Globalizing Capital: A History of the International Monetary System, pp. 19-24. 
71

 Ibid., p. 15 
72

 By manipulating it’s discount rate, central banks could affect the volume of domestic credit (Eichengreen, 2008, 

p. 27). The same process applies by lowering discount rates in face of avoiding gold inflows. 



121 
 

provide empirical evidence.
73

 In and outgoing capital flows were frequently unconnected to 

higher or lower central bank discount rates. This undermines the relation at the very centre of the 

classical gold standard. 

 

II. Practice 

 

The standard explanation (Bordo & MacDonald, 1997; Eichengreen, 2008) for this possible 

deviance would be the trustworthiness of the monetary regime. By absolutely prioritizing the 

defence of the currency and the absence of domestic political voice against painful restrictive 

monetary policies, countries seemingly made a credible commitment towards international 

investors in face of exchange rate stability and convertibility. If for example the exchange rate 

dropped below the gold export point, which made it profitable to convert the currency into gold 

for purposes of arbitrage, investors would anticipate on a future discount rate raise and exchange 

rate appreciation by the central bank. This would result in stabilizing international capital 

inflows. As a self-fulfilling prophecy, the exchange rate strengthened in its own accord without 

the need for central bank intervention. Eichengreen writes, “Hence, central banks could delay 

intervening as ordained by the rules of the game without suffering alarming reserve losses. They 

could even intervene in the opposite direction for a time (…) Doing so neutralized the impact of 

reserve flows on domestic markets and minimized their impact on output and employment.”
74

 In 

this regard the case of the Austro-Hungarian Bank after the violent financial crisis of 1907 is 

striking.
75

 By letting the exchange rate go, monetary authorities counted on speculative 

investment to push the florint back up. In comparison Germany pursued restrictive monetary 

policy. Even though both countries were on the gold standard, a significant spread in base rated 

followed suit. Eventual credibility to adhere to the gold standard brought about stabilizing capital 

flows to Austria-Hungary. All this implies significant short-term sophisticated monetary 

autonomy and fewer disadvantages associated with higher interest rates in face of a liquidity 

squeeze.     

      In more cases, adjustment was not so symmetrical as the theoretical mechanism predicts 

(Gallarotti, 1995, p. 38). Countries had different capabilities for short-term monetary policy. The 

capacity to attract vital short-term capital flows favoured the gold club over the periphery. But 

more importantly, core financial markets within the gold club (London, Berlin, Paris, New York) 

tended to enjoy a competitive advantage in attracting short-term capital flows. This means given 

an equal rise of interest rates across gold standard countries, capital would flow disproportionally 

to these core countries. The greater elasticity of capital conferred lower adjustment costs. This 

provided monetary insulation and policy discretion towards mitigating the adjustment process. 
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      In this regard, Lindert (1969) coined the term “relative pulling power”. It can be explained 

by several factors.
76

 First of all, given perfect equal returns to capital, nations with more 

developed financial markets were more attractive to foreign investors. Greater liquidity, 

confidence in robust financial institutions, investment variety, and international status of the 

currency generate a competitive advantage in attracting and keeping funds. Secondly, countries 

with relatively financial pulling power are usually more fiscally restrained and favour sound 

money in comparison to other countries. This results in less exchange rate instability and 

convertibility risk. Thirdly, core countries were usually creditor countries; it’s easier to adjust in 

the short run by keeping investment from flowing out than by attracting investment from foreign 

markets. The effects of this pulling power were greatest during financial crises. Equilibrium 

could be restored faster with monetary policies.  

      Further evidence regarding international currency status is provided by Flandreau & Jobst 

(2005)
77

. Three large countries (Britain, France and Germany) formed the core of the 

international monetary system that could avoid the most pains of adjustment through deflation by 

monetary policy. Simply put because of the premium, raising their interest rates would attract 

relatively more short-term capital.  

     There are important nuances to the mechanical monetary constraints during the classical gold 

standard. Monetary authorities could pursue certain policies in the short run. Some countries 

were definitely more equal than others in achieving these policies. In the long run however, the 

level of monetary autonomy was quite limited. The credibility of eventual adhering to the gold 

standard is essential. Eichengreen writes that,“central banks possessed the capacity to violate the 

rules of the game in the short run because there was no question about obeying them in the long 

run.”
78

 The destabilizing capital flows in the interwar period are exemplary. In short, you could 

pursue some domestic goals, but when push comes to shove and conflict arises with external 

balance, the latter takes precedence. Obstfeld & al. (2005) back this up with historical analysis. 

In general, constraining effects of the impossible trinity hold up against empirical scrutiny during 

the classical gold standard era and the rest of history, especially by comparing the level of 

monetary independence during the Bretton Woods and gold standard era. 

     Finally, an interesting strain of thought is synthesizing monetary policy and overcoming the 

trilemma by “target zoning” (Flandreau et al., 2010). It suggests a moderation of the trade-off 

between exchange rate stability and monetary autonomy, necessary for mitigating financial 

crises. The mentioned Austro-Hungarian case is exemplary. On the other hand if we consider the 

weak and illiquid financial markets of developing countries, the classical gold standard period 

teaches a thing or two through asymmetric adjustment. The outcomes are by no means equitable. 

Second the self-fulfilling aspect of capital flows doesn’t make it the most reliable instrument. 

Even with floating exchange rates, a financial panic could undermine monetary independence. 
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Tools like capital movement controls can be legitimate for developing countries and developed 

countries alike to achieve sufficient monetary autonomy for macroeconomic stabilization. 

 

III. Conclusion 

 

There is no long-term escape to the constraints of the impossible trinity, even though significant 

short run monetary independence was achieved during the classical gold standard period (1880-

1914). Important aspects to remember are the asymmetric adjustments, related different degrees 

of monetary discretion and the self-fulfilling role of short-term capital flows. 
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What are the lessons from financial crises, past and present? 

 

By LIGITA VISOCKYTE 

 

“Daedalus warns his beloved son… to "fly the middle course" between the sea spray and the 

sun's heat. Icarus did not heed his father; he flew up and up until the sun melted the wax off his 

wings. For not heeding the middle course, he fell into the sea and drowned.” 

 

ristotle’s idea of the golden mean has been sought after and advocated by the wise since the 

ancient times. Economy is no exception – keep the policy too loose for too long and you 

will melt the wax off the wings; leave it too tight for a prolonged period of time and you 

will fall into the cold ocean. I will focus in this essay on how financial crises have taught us that 

extremes in economy and policy making – either too strict constraints or too loose of a policy - 

trigger imbalances and how the golden mean is the best option, though unfortunately so opaque 

and elusive.  

        Five aspects of the Great Depression shall be addressed; the workings of the labour markets, 

exchange rates, trade restrictions, leverage, and regulations. I will employ those examples to 

illustrate firstly how moving from an extreme towards the golden mean in response to a crisis 

(and keeping lessons of past ones in mind) seems to be working; secondly, how moving from 

one extreme to another does not seem to be working or might appear to be working but with lots 

of caveats; and thirdly, how lessons from the past do not seem to be heeded and how repeating 

the extreme responses to the crisis potentially leads to the problems seen before.  

 

I 
 

Firstly, I would like to use examples of the labour markets to show that moving from extreme 

restrictions to moderate ones is beneficial.  One of the main changes in economic structure 

during World War I and the 1920s responsible for the crisis of the 1930s was the operation of 

labour markets.  The persistently high unemployment was greatly influenced, if not caused, by 

deterioration in the flexibility and adaptability of labour markets. Collective bargaining was one 

of the constraints in the wage adjustment process, and the inability of wages to adjust rapidly 

enough in a deflationary environment is considered to have influenced the severity of the Great 

Depression.
79

 

Have we learned this lesson? The United States boasts one of the most flexible labour 

markets, and the recent crisis evidences that this flexibility influences how rapidly a country can 

adjust to changing circumstances and how quickly it can bounce back after a severe shock. It is 

especially evident when comparing the US performance to the more rigid European nations’ 

predicament. Therefore, too rigid of labour markets influence crises as much as the absence of 
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reasonable regulation and complete anarchy could possibly entice it.    

 

II 
 

Secondly, I will touch upon trade restrictions and exchange rates to show that moving from one 

extreme to another does not seem to be working outright or might appear to be working but there 

are lots of caveats attached.  

A way that some countries used to reflate unilaterally during the Great Depression was 

through trade restrictions. These trade restrictions invoked a global wave of retaliations and 

therefore, tariffs and quotas are attributed some blame for exacerbating the slump during the 

Great Depression. 

Today world trade is not hindered by as many restrictions, but does it necessarily lead 

towards good? While I would not suggest that tariffs and quotas are better for any specific 

country or world economy in general, freer markets do offer additional challenges. Increasingly 

globalised trade, capital movements and other globalisation aspects manifest increased inter-

linkages among countries that serve as channels for quickly and unstoppably spreading the crisis 

around the globe. The linkage between increased capital mobility and banking crisis has been 

supported by C. Reinhart and K. Rogoff’s panoramic view of eight centuries of financial crises. 

 The interwar gold standard is an example of an extreme constraint affecting the severity 

of the Great Depression.
80

 Even countries with the largest shares of gold reserves could not 

loosen credit at home when needed as they ran up against the external constraint induced by the 

fixed exchange rates of the gold standard. Lender-of-last-resort intervention was not an option in 

cases where gold and foreign reserves had fallen to the legal minimum, as it would have violated 

a basic provision of the gold standard. An internationally coordinated lender-of-last-resort 

intervention was not possible because of the statutory restrictions placed on central banks’ 

actions. “Gold devices” might have widened the band of exchange-rate variation and permitted 

greater short-term interest-rate differentials across countries, but this flexibility was not enough 

of a tool for central banks.
81

 No wonder that the fastest countries to recover from the Great 

Depression blues were the ones that left the gold standard early on – they had much greater 

flexibility to initiate expansionary monetary policies.
82

 

There are many differences between the Great Depression, when the gold standard was in 

effect, and today’s on-going crisis, which happened in the world of flexible exchange rates. 

Central banks have opened up their cornucopia of credit in search for ways to avoid the repeat of 

the Great Depression. They used their “lender-of-last-resort” function as there were no 

unavoidable hindrances such as the ones offered by the gold standard. It is still to be seen if this 

profusion and subsequent unprecedented deficits as well as concurrent moral hazard will not lead 

to even bigger problems down the road. Also, flexible exchange rates can create conditions of 
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instability and uncertainty, encourage speculative activities, and therefore offer additional 

problems and channels through which crises can develop.  

 

III 
 

Thirdly, I will use examples of leverage and regulations to touch upon the lessons from 

the past that were not heeded and how repeating the same extremes potentially lead to the 

problems seen recently. 

Money-supply shock has a larger effect if it occurs in times of high leverage, as it 

happened during the Great Depression. The “New Age” optimism in the 1920s led to 

unprecedented increases in stock prices and debt levels.
83

 The stock bubble eventually burst, 

diminishing the net worth of investors, and debt levels reduced the creditworthiness of borrowers 

even further through redistributions of wealth during the deflation period.  

Lesson learned? As irrational exuberance of the twenty-first century has shown, the view 

that “this time is different” was employed.
84

 The view was supported by novelties such as 

derivatives, which could be used to not only increase leverage but also reduce risk. The intricate 

world of options, futures, swaps, and swaptions, along with the concurrent market bubble, 

baffled even such great central bankers as Alan Greenspan, leading to the choice to not “lean 

against the wind.” His influence on keeping the federal funds rate too low for far too long is now 

considered one of the significant factors leading to the subprime crisis and the Great Recession. 

 

IV 
 

Lastly, most crises have historically led to an increase in the financial regulation; for 

example, New Deal reforms after the Great Depression. Overly strict regulations tend to be 

renounced in better times, as was shown by the suspension of the Glass-Steagall Act in the 

1990s. Neither extreme is beneficial for the normal functioning of the markets – too many 

regulations can serve as chains for the participants, hindering the ability to make a reasonable 

profit and return for the shareholders which in the end is the main goal of a corporation. Also, in 

a rush to fix broken systems made apparent by a crisis, policymakers tend to establish new 

stringent rules without adequate consideration of the hazards that the new rules might produce in 

the future. 

 

V 
 

The new crisis of 2007 was an old story in this regard as proved by Basel III, which increased 

capital requirements for banks. As expected, banks retaliated with complaints of unbearable costs 
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in complying with the new restrictions and requirements. Again, it is still to be seen if the 

increased regulation in capital requirements for the banks as in other areas will prevent from 

more crises happening in the future or will serve as a factor that will melt the wax off the banks’ 

wings. Considering that waves of increased regulation have been followed by waves of 

deregulation throughout history, it seems that there is a huge potential for overshooting with 

restrictions this time as well.  

As was argued by Aristotle and other philosophers, a golden mean is the best policy. 

While excessive constraints might serve as barriers in employing the most appropriate responses 

to the crises, prudential rules and regulations are needed to guard against the excesses and abuses 

of the system. It is just that the golden mean is so hard to catch and keep. 
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Debunking Deindustrialisation: An Article 

 

By ALEXANDER FRASER 

 

n the time of formal empire, Britain was a proud nation built on world- leading 

manufacturers. Today many commentators lament and record that Britain’s economic 

power is held in a square mile in London rather than the respectable weavers at Lancashire 

or hardworking coalminers in South Wales. They argue that Britain has ‘deindustrialised.’ But 

one should not despair too deeply for British manufacturers. The fact is that Britain now 

produces more than it has ever done in its entirety! What causes this image of failure is that the 

manufacturing sector has not risen as fast as the service sector and that the measures of 

manufacturing product are deceiving. 

      Engel stated that as incomes rise the percentage of income spent on food falls as consumers 

increase their expenditures for food less than their increases in income. Engel’s theory is also 

applicable to manufactured goods in developed countries. The majority of Britons have reached a 

point whereby consuming more manufactured goods no longer increases their utility. For 

instance, with the majority of British families owning a dishwasher, buying another is hardly 

beneficial. The market has become saturated. For the service sector, however, this argument does 

not hold. When a family gets richer, trips to the cinema and the hairdresser can increase without 

serious diminishing returns. The service sector is naturally larger than the manufactured sector 

because of this greater demand for services than manufactured goods. This means that although 

Britain is becoming a nation of shopkeepers, this process seems largely inevitable, for even 

homes in the developing world strive to own a dishwasher. It’s a process where Britain has a 

head start to accumulate some expertise. 

      The measures of economic output are misleading. The price of manufactured items has fallen 

as the world adopts more productive technologies and management strategies.  Furthermore, 

exploiting economies of scale by becoming transnational has fostered the cost falls. Gross 

Domestic Product (GDP) records output through market prices. A consequence of this method 

means that a fall in market prices is recorded as a fall in output. Consequently, when British 

manufactures have become more productive they appear to lose output.  

      However, despite these arguments there is a case that Britain’s manufactures could have been 

more populous. A recent paper by Leunig and Broadberry
85

 explains that late entry into the 

European Common Market meant that post-war Britain was not subject to European competition. 

When Britain joined the Common Market in 1973 it was outcompeted by fit and efficient 

European manufactures who had grown accustomed to the higher levels of competition. This, 

coupled with adverse domestic policies such as the encouragement of monopolies, had a 

detrimental effect on the productivity and efficiency of British manufacturers. If these 
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government policies had not been implemented potentially more of British manufacturing would 

have survived. 

        Ultimately, British fears of deindustrialization are not founded in fact. The relationship of 

the service sector and industrial output in Britain arises largely from trends that are largely due to 

the evolution of economies and not British failure. Although some industry has been lost due to 

poor government policies and free market economics, British manufacturers together produce 

more than ever recorded. It must therefore be concluded that the deindustrialisation of Britain is 

more a product of sector relativity than of absolute economic reality. 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


