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Introduction




Men make their own history, but they do not make it as they please; they do not make it under self-elected circumstances, but under circumstances existing already, given and transmitted from the past. The tradition of all dead generations weighs like a nightmare on the brains of the living.


Karl Marx, The Eighteenth Brumaire of Louis Bonaparte





There is a very famous, and very old, Irish joke about a man asked for directions by a tourist and responding ‘Well, if I was you, I wouldn’t start from here.’ While the joke may not have people rolling in the aisles it is a pithier way of expressing what Marx said. Both are making the same point: people do not get to choose where they begin, and that insight, whilst simple, is too often forgotten when discussing the economy and politics.


This is a book about how the British economy got to where it is today. The economy on the eve of the COVID-19 recession was strangely paradoxical: at the same time both one of the world’s most successful and one of Europe’s laggards. In terms of GDP per head Britain is a world leader but productivity levels (even before the last decade) are abysmally low compared to its advanced economy peers. The country contains some of the EU’s richest areas but also some which are more akin to southern Europe than to Germany or France. It is really not too much of an exaggeration to describe the UK, in economic terms, as ‘Portugal but with Singapore in the bottom corner’.


Economic history helps to explain how that happened. If this book has one theme, it is that path dependency matters.


Path dependency is perhaps best thought of as the idea that the route one took to arrive somewhere is just as important as the destination. In the social sciences (and especially in economic history) this notion can be crucial. Or, to put it another way, the past and history matter and sometimes in ways which, like the man advising the tourist, are not especially helpful in the present.


The idea has been widely applied in technological history and perhaps the most famous example that many economists instinctively reach for is the design of the standard QWERTY keyboard.


As traditionally told, the story runs something like this. When the typewriter was first invented in the 1860s, by Milwaukee-based printer and newspaper man Christopher Latham Sholes, he naturally laid out the keys in alphabetical order, and whilst that may look odd to modern eyes it intuitively makes a lot more sense than starting with the Q and then moving on to the W the E and the R.


But his early models suffered from mechanical problems and a tendency to jam if keys that lay next to each other were hit in rapid succession. So by the time he filed his patent in 1878 Sholes had rearranged the layout to get round this problem. Keys likely to be hit one after the other regularly were placed at opposite ends of the keyboard, and whilst this slowed down typing speed, that was a feature not a bug of the design. The whole point was to slow the process and prevent the expensive machines from constantly jamming.


Sholes went into business with gun manufacturer Remington, which given the end of the US Civil War in 1865, was presumably looking for new lines of business. By 1893 the five largest typewriter makers had all adopted the QWERTY standard and history was set in place.


Of course a modern computer does not suffer from the same mechanical faults as a nineteenth-century typewriter. Indeed, the argument goes, those mechanical faults had actually been eliminated on typewriters by the 1920s.


In 1936 August Dvorak patented an alternative layout, which in tests by the US Navy in 1944 (at a time when the ability to produce reports rapidly really mattered) apparently led to quicker typing. But despite a better design being available and despite the original rationale for the adoption of QWERTY no longer holding, it is still the industry benchmark.


By coming to market first the QWERTY board established a standard. Individual typists, who had trained on a QWERTY, were reluctant to switch to a new layout, and manufacturers, seeing no demand for alternatives, were happy to keep putting them out. The less efficient technology became baked in.


Or that is how the traditional story goes, anyway. And it serves very well indeed to demonstrate a practical application of the idea of path dependency. Sadly, like many good stories, it may not be entirely true: the Dvorak system has its sceptics. But whatever the actual truth of most economists’ favourite example of the phenomenon, it remains very useful. And path dependency can be applied far more widely than in just technological history.


It certainly appears in what might be termed ‘economic geography’. Ever since Adam Smith, economists have long noted the tendency for businesses to cluster. If, say, a thriving printing industry has developed in any one town or city it makes sense for other printers to open their businesses in the same place – the local labour market will contain skilled printers and the necessary suppliers of paper and ink will already be available. The reason why the particular industry originally grew up in that locale – maybe because of the presence of a certain skillset in the local jobs market, the availability of certain raw materials or something else entirely – may matter less than the fact that it happened.


One reason why the American publishing industry has historically been centred on New York is simply because it was where the fast boats arrived from the United Kingdom in the nineteenth century. This meant that the most recent Charles Dickens novels (in his day a writer with as much box office potential in the US as in Britain) hit New York first, where the local printers – showing a very poor regard for intellectual property rights – would pirate and reprint the text for the American market. (Concerns about the cross-border enforcement of copyright rules are truly nothing new.) Cross-Atlantic shipping schedules no longer have any relevance for the industry, but, having established itself in New York, once it was there it was there.


A depressing 2015 study by the think tank Centre for Cities looked at the growth and performance of British cities between 1911 and 2011. One important conclusion was that the proportion of ‘knowledge workers’ in a city’s workforce was a significant determinant of a city’s prospects in 2011. And the single most important factor explaining the number of knowledge workers in 2011 was how many knowledge workers had been present in 1911. The reason, the authors reckon, that Wigan did not have a booming tech centre in 2011 was that it was an industrial mill town in 1911. Central Manchester by contrast already had a core of highly skilled service sector workers a century before. History matters.


Another example is what some economists term ‘hysteresis effects’. Derived from the Greek for ‘that which comes later’, hysteresis effects are simple effects which persist well after the initial catalyst or cause is gone. The two most common examples cited are in the labour market and international trade. It may be for example that a rise in the value of the pound makes certain British exports uncompetitive overseas and the firms in this industry respond by cutting back production and jobs. However if, a few years later, the pound falls in value and British exports are once again internationally competitive then production and employment may not return to their old levels. During the period of a highly priced pound and increased unemployment, British workers may have seen their skills degrade and other, foreign, firms may have taken up their market share. A rising pound thus may increase unemployment in one sector but the pound returning to its original level not eliminate the effect. This was the case in the mid- to late 1980s when a strong pound acted as catalyst to the decline of British manufacturing jobs. The weaker pound of the early 1990s failed to spur re-employment.


Similarly, some trade experts have found persisting hysteresis effects in international trading patterns. The argument goes that breaking into a new market requires large one-off sunk costs. Once a firm has chosen to commit the cash it may be reluctant to switch to another market, even if better-looking opportunities arise.


One recurring theme of this book is that the choices taken (and just as importantly those avoided) by one generation of politicians, policy-makers and business leaders usually shape the choices faced by their successors. None of this should be taken as an argument that history and the past will always decide the future but rather as an acknowledgement that the future will at least be shaped by what came before it.


Looking at many features of the British economy as it begins the 2020s it is all too easy to offer the advice ‘Well, I wouldn’t start from here,’ but that is just about as useful to British policy-makers as the Irishman’s advice to the tourist.


Path dependency is the central theme of this work, but it is not the only one. A look back over the last two centuries of British economic history reveals some other threads that return time and time again.


First, that political economy matters. Trying to understand the path an economy takes – especially over the longer term – without considering the wider political and social system is impossible. Britain’s development over the last two hundred years has been shaped by the rise and fall of different (broadly defined) political interest groups. Second, that the way politics matters is often misunderstood. In the short term politicians overestimate their influence but in the long term they underestimate it. It is very rare that a long-standing economic problem has an easy, quick fix, and there is a limit to what any budget or set of political priorities can achieve over a matter of months and years. But over years and decades the big political decisions can have a major impact. Often well after those who made them have retired.


Political economy is really about the interaction of politics and the economy and the feedback loop between them. When growth is weak, politics is more polarised and distributional battles are more intense. In simple terms: when the pie is growing quickly, there is less fighting over the shares. When the economy is performing at its worst is when politics gets the most intense: the early/mid-nineteenth century, the decade before the First World War, the 1970s and post-2008 Britain have all been times of weak growth and vicious political battles.


The international economic-financial context matters. Britain, despite appearances, is not an island. Or at least not economically. The British economy has always been buffeted by head and tail winds from the world economy, and policy choices have often been constrained by international factors. The seemingly poor macroeconomic performance of the 1950s–1970s was driven by the (perceived) need to defend the value of sterling under the prevailing Bretton Woods system. A stable and growing world economy (plus the availability of cheap Chinese goods) explains much of the better performance of the late 1980s, 1990s and early 2000s. Domestic policy-makers tend to get too much credit and too much blame.


In policy terms, there are almost no free lunches. Most modern macroeconomic policy-making is about trade-offs, the terms of those trade-offs (say between inflation and unemployment, or in raising short-term revenue at the expense of longer-term growth) having varied over time. The trade-offs were particularly acute and unpleasant in the inter-war years, the 1970s and post-2008.


As this book canters over the last two hundred years many issues will recur frequently: the balance between economic openness and sovereignty, the question of whether the banks were too powerful/too big to fail, the failure of British vocational training, the supposed lack of scientific knowledge among the elite, the fear that German manufacturing was powering ahead, worries about the impact of new technologies on the labour market, fretting about rising inequality and the issue of how to help regions and cities that risked being left behind. One depressing conclusion is that little in UK public debate is ever that new.


Another, perhaps even more depressing theme is that all too often British policy-makers have chosen to avoid choosing. Presented with difficult decisions that have long-term implications, they’ve often taken the easy path of muddling on and hoping something will turn up eventually. Make do and mend has been a key aspect of economic policy for decades.


The Britain of the 2020s is a modern capitalist economy, and yet capitalism is not some sort of monolithic entity, it has a national character. Just as the Nordic model differs from American capitalism, so too does British capitalism depart from other advanced economies in important ways. These ways of arranging production and distribution have differing strengths and weaknesses: some are better at creating jobs and others at handling recession. It is tempting to ask which model is best, but that is a bit like asking which type of clothes is best, a raincoat or a pair of shorts? The answer of course depends on the weather. But, unlike garments, national models of economic development are not something which can be changed on a whim. Instead they take decades to achieve results and are rooted in path dependency.


But before one can really get into the story of how the British economy came to where it is today, one needs to understand how the modern economy itself began. Modern economic history began with the industrial revolution, and the industrial revolution began in Britain.
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Before the Revolution


The story of human economic history is remarkably simple, having only two parts: the time before the industrial revolution and the time afterwards. As late as the eighteenth and early nineteenth centuries most people enjoyed, if enjoyed is not too perverse a word, a standard of living not only familiar to their parents and grandparents but to their ancestors living centuries before. As one eminent economic historian has put it: ‘Jane Austen may write about refined conversation over tea served in china cups, but for the mass of people as late as 1813 material conditions were no better than their ancestors of the African savannah. The Darcys were few, the poor plentiful.’ The workers toiling in the fields of Pemberley to provide Mr Darcy with his £10,000 a year would have produced and consumed much the same goods, slept in similar shelter and eaten similar food to peasants toiling in those very same lands five hundred years before. The dominant trend in the pre-industrial world was continuity, not change.


That is not to say the pre-industrial economy was simply static. Growth spurts occurred but they tended to be transitory affairs – a few good years or even a few good decades before the boom unwound and things returned to normal. After the industrial revolution growth was of a different character: sustained and persistent. That sustained and persistent growth drove income per head and living standards higher. Within a few short generations not only were the typical person’s living standards above those of their parents or grandparents, but they expected them to be.


A few numbers illustrate the magnitude of the shift. Expressed in terms of today’s money, average, or mean, income per head in England in 1300 was around £780 per year. Some 350 years later in 1650 it had risen to £977 per year. In terms of purchasing power, that essentially meant something not too far above subsistence level; a person can live off pottage without starving but they cannot enjoy an especially fun life. That might, at first glance, look like 350 years of miserably slow growth, but in reality the path was far from smooth. In a few good decades it had peaked above £1,200 per year and in the bad times sunk to a low of just £720. The big picture is that English incomes from the rule of Edward Longshanks at the turn of the fourteenth century to the rule of Oliver Cromwell in the 1650s were about £1,000 per head per year.


The next 350 years looked very different. By 1700 income per head per year had risen to £1,700 and by 1750 to just shy of £2,000. After centuries of stagnation incomes doubled in just one hundred years. And more was to come. By 1800 incomes were almost £2,500, and over £5,000 by 1900. By 2000 incomes had hit almost £26,000.


Numbers on a page can be deceptively dry. The sustained growth of the industrial economy was not simply a case of people getting a bit better off each year, it was utterly transformative. The industrial revolution was the beginning of the process whereby for most people on the planet life ceased being, in the words of Thomas Hobbes, ‘nasty, brutish and short’. Life expectancy at birth, which had been around 35 years for the millennium or so before 1800, began its rapid rise, infant mortality rates collapsed in industrial countries, food got better and more plentiful, and leisure time not only increased but became vastly more wide ranging. The industrial revolution fundamentally changed the experience of human life. It was, in many ways, the single most important event in history. Certainly the most important human development since the beginning of farming and the end of the hunter-gatherer society in the Neolithic Age. And the fact that it happened first in Britain is still being felt some two hundred or so years later.


Dating any revolution is a tricky job. Did the French Revolution begin with the storming of the Bastille on 14 July 1789? Or with the calling of the Estates General the year before? Or indeed with the ousting of the King from power in 1792? Historians still debate this today. With an economic rather than a political revolution, the dating process becomes even more difficult. Painting in broad brush strokes, it is perhaps fairest to say that the industrial revolution occurred at some point between the 1750s and 1820s – although a case can be made for pushing the start date to as early as the seventeenth century and the end date to the 1840s. Indeed, whilst the impact was certainly revolutionary, the process itself was more a drawn-out economic evolution than a single revolution.


The question of exactly when the industrial revolution/ evolution began is of course impossible to answer unless one knows what one is looking for. The revolution cannot be dated to any of the particular inventions it is most commonly associated with – Hargreaves’s Spinning Jenny, Watt’s Steam Engine or Whitney’s Cotton Gin – indeed for all the popular focus on steam power and coal, the early decades of the revolution relied far more on water power. The revolution was not really about any particular invention or innovation, it was a seismic change in the nature of the economy and of economic growth itself – it was almost the ‘invention of invention’, the beginning of a process of constant change, productivity growth and improvement.


The world before the industrial revolution was Malthusian (named for the Reverend Thomas Robert Malthus). It is a neat historical irony that Malthus’s greatest work, Essay on the Principle of Population, was first published in 1798 just as the economic regime he described was in the process of ending.


Despite his clerical status the Reverend Malthus’s attitude to the poor may appear, to modern readers, distinctly unchristian. He is often said to have been the inspiration for Dickens’s Scrooge, which is hardly the most welcome of literary accolades. But unlike old Ebenezer, Malthus had no sudden revelation. If a pauper begged him for alms his instinct would be to refuse them. Not from a want of kindness, of course, but simply because feeding the poor would only, in the final analysis, lead to more poor people and ultimately more human misery. What might appear to the less educated to be simple cruelty, was actually driven by the very finest Christian virtues of kindness and charity.


Malthus believed the world to be governed by a brutal logic, a logic that stated that whilst human wants were infinite, human means were distinctly finite. Expressed in mathematical terms, human populations, when left unchecked, tended to grow ‘geometrically’ – that is to say they expanded by a constant ratio, 1, 2, 4, 8, 16, etc. But the means of human subsistence – land, food, consumer goods – grew ‘arithmetically’ – that is to say by a fixed amount rather than by a certain percentage – 1, 2, 3, 4, 5, etc. If the population grew geometrically and the means of subsistence only expanded arithmetically, then the two would regularly fall out of balance, the population outstripping the ability of the economy to feed it. This harsh calculus provided, for Malthus, an iron law of human development, what he termed the ‘perpetual tendency’ for mankind to ‘increase beyond the means of sustenance’.


The balance between the two variables was maintained through the operation of two broad categories of Malthusian checks: positive and preventative. Positive checks (which despite the name are hardly ‘positive’) were those which Malthus saw as operating through nature: war, disease and (most common of all) famine. Preventative checks, as emphasised by the Reverend, were those designed to limit population growth in the first place and prevent the need for the positive checks to come into play: sexual abstinence or, at the very least, the delay of marriage to a later age.


The human suffering involved in plagues, famines and wars was something Malthus wished to avoid. His cold, although rational, argument dictated that the best way to achieve this was to limit population growth. Feeding the poor would only result in more poor people.


Whilst the morality of Malthus’s solutions is certainly questionable, the basic thrust of his understanding of the dynamics between population levels and living standards in the pre-industrial economy is broadly correct: that world was indeed Malthusian. Economic output grew only very slowly and was only sustainable if it kept in line with population growth. As the population expanded but resources failed to keep up, income per head fell. If the population level contracted, then income per head rose. This was a horribly zero-sum way of living, where the death of a neighbour might cause you some fleeting grief but probably made you better off in the long run.


A long look back over English income per head and population levels before circa 1650 shows the relationship between the two was indeed inverse. Periods of rising births led to lower living standards, whereas periods with more death boosted the income levels of those remaining.


Of course, although Malthus was right in his diagnosis of the past, he was wrong not only about the future but also about his own time. At some point in the late seventeenth century England threw off the chains of the Malthusian trap: between 1700 and 1800, the English population grew from around 5.2 million to around 7.7 million without a consequent fall in incomes. But the lack of a fall of incomes was not immediately apparent to Malthus and his followers; what was obvious was that people were breeding rather more quickly than in the past. And that was just the start: between 1800 and 1850 the English population would double to more than 15 million and between 1850 and 1900 it would double again to over 30 million. This huge expansion did not, however, lead to famine, plague or falling incomes. The Malthusian checks were no longer needed, the relationship between population and incomes had broken down, something had changed drastically. The nature of economic growth had shifted, the industrial revolution had played out and modern productivity growth had begun. The importance of this cannot be overstated.


Few economists doubt that productivity matters. The Nobel Prize-winner Paul Krugman best summed this up with his often quoted remark that ‘productivity isn’t everything, but in the long run it is almost everything’. The problem, though, is that even compared to other economic variables it can sound pretty dry and uninteresting. A rise in unemployment or an increase in prices are the kind of thing that seizes the public and political imagination; they are what feature in newspaper headlines and political campaign posters. No one has ever put the latest productivity statistics on a billboard.


Simply put, productivity is the ability to get more economic output from any given level of inputs. Or, even more straightforwardly, the ability to make more stuff with the same number of workers. In the broadest of sweeps, the economic history of Britain – and indeed the wider history of Britain – since the late eighteenth century and the industrial revolution is the history of productivity growth. It was the take-off in productivity that allowed the population to expand and income per head to rise at the same time.


Even if most economists can agree that productivity growth is, in general, a very good thing, they have less idea about what really drives it over the longer term. New technology certainly plays a role but its adoption and spread can be uneven and patchy – and the question of what drives technology growth itself, what has recently been called ‘innovation policy’, remains something of an undiscovered Holy Grail in policy-making. Management practices and techniques are widely regarded as important, but what works in one firm or sector or country does not necessarily work elsewhere. Despite the exponential growth of management consultancy over the past few decades it appears that not every problem can be solved by a small army of bright recent graduates equipped with a decent knowledge of Microsoft Excel and the ability to make a PowerPoint presentation. Infrastructure and education no doubt play an important part – as do a hundred other variables from climate to contract law. Most economists, even those who make its study their primary area of research, can list the factors that influence productivity and many can come up with a handful of helpful (and, as is the way of much economics, often contradictory) proposals to push it higher, but no one has yet been able to conclusively say ‘productivity is ultimately driven by xyz’.


In a fairer world Paul Krugman’s famous (in economic policy circles anyway) dictum would be followed up with ‘and yet sadly we still don’t really understand it’.


If there is little agreement on what the ultimate drivers of productivity are today then it is perhaps no surprise that exactly what caused the first take-off in productivity growth to occur on an island off the northwest coast of Europe is still hotly debated.
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The Great British Take-off


In the grand scheme of global economic history, the fact that the industrial revolution began in Britain is less important than the fact it began in Europe. In the early 1700s the world’s two largest economies were India and China, with western Europe as a whole perhaps having roughly the same sort of economic weight as one or the other. In the next two hundred years the world’s centre of economic gravity moved rapidly westwards. By 1900, western Europe represented around 35 per cent of global GDP, its offshoot the United States another 15 per cent or so and China and India only around 10 per cent each. The political implications of this economic ‘Great Divergence’ set the tone for nineteenth- and twentieth-century global history: the rise of the West, the expansion of Europe and the age of Empire. Only in the last few decades has the pre-industrial-revolution pattern of economic activity begun to slowly reassert itself.


Looked at from a global perspective, the question of ‘Why Britain?’ and not France, Germany or the Netherlands may appear insignificant. The crucial fact is that it began in Europe. But from the more parochial perspective of British history, the ‘Why Britain?’ question obviously matters more. The fact that Britain was first gave it an immediate lead which persisted for decades, the fact that GDP per head was so much higher in Britain than in its more populous European rivals gave Britain a much larger economy than bigger countries.


In 1700 the total population of Britain and Ireland was around 8.7 million compared to 21.4 million in France. By 1800 the British and Irish combined population had risen to 15.6 million but was still dwarfed by France’s 26.7 million or so inhabitants. But the decoupling of population and incomes created by productivity growth meant the dynamics of power had shifted. In 1700 the French economy was almost twice as big as that of Britain and Ireland but by 1800 their GDPs were roughly in line despite the French population being some 60 per cent larger. Britain was able to seize, compared to its population levels, an outsize world role (with all the advantages and disadvantages that entailed) that persisted well into the mid-twentieth century – and in many ways beyond that.


Britain did have some natural, geographic advantages. Being a relatively small island made access to the sea straightforward from most parts of the country and that, combined with a high number of large, easily navigable rivers, made transport and communications costs relatively low compared to what they were for, say, Germany or France. Before steam power, it was much cheaper to move goods on water than on land. Alongside the larger rivers, Britain was blessed with a plentiful supply of the sort of fast-flowing streams and brooks that were crucial to running water mills. As the industrial revolution progressed and water power gave way to steam, Britain was still more than self-sufficient in energy with easily reached coal seams to continue powering growth. For a small country, Britain’s topography is unusually diverse, which allowed a variety of different sorts of agriculture to develop in different regions. The damp climate of northwest England may not have done much to support Blackpool’s tourist industry in recent decades but was certainly helpful in processing raw cotton. All of this contributed, but the mystery of ‘Why Britain?’ cannot be solved through geography alone.


Just as the industrial revolution shaped subsequent British history, it itself was shaped by what had come before. It makes no sense to begin a history of the industrial revolution just as the revolution itself began, especially as on the eve of it Britain, and more specifically England, was already one of the richest regions of the globe.


Before the ‘Great Divergence’ of industrialisation came the ‘Little Divergence’, a shift of wealth and economic affluence within Europe. Many of the factors that help explain the industrial revolution and the Great Divergence can be traced back to its earlier cousin. Understanding the Little Divergence, or how Britain, in the few hundred years before the nineteenth century, came to be one of the richest regions of the world, is crucial to understanding what came afterwards.


At the turn of the first millennium in AD 1000 the richest areas of Europe were to be found just where they had been one thousand years before: in the Mediterranean basin. The Roman Empire might have fallen centuries before but post-Roman Italy and Moorish Spain remained the wealthiest parts of Europe. And yet by 1700 the continent’s centre of economic gravity had shifted decisively from the warm shores of the Mediterranean to the colder climes of the North Sea. In terms of income per head, the economic leaders of 1700 were the United Provinces of the Netherlands and their commercial rivals across the sea in Britain.


Economic historians have identified two key turning points which drove this divergence. In economic parlance, these turning points would usually be described as ‘shocks’ and the first of them was certainly shocking: the Black Death.


The scale of the great plague is still staggering; the worst pandemic in human history killed somewhere between 75 and 200 million people in Eurasia. The global population took two hundred years to regain its pre-outbreak peak. And oddly enough, that outbreak was itself perhaps the result of an early form of proto-globalisation begun by, of all people, Genghis Khan.


The Great Khan united Mongolia by 1206 and by the time of his death in 1227 had built an empire covering 5.2 million square miles. By the time of his grandson Kublai Khan’s death, just under seventy years later in 1294, the Mongol empire amounted to over nine million square miles stretching from modern-day Hungary in the west to modern-day China and Korea in the east and encompassing, along the way, central Asia, Ukraine, southern Russia, Iran and Iraq. The key to Mongol success was their control of around half of the world’s horse population, and whilst Mongol armies rarely numbered much above 100,000, each warrior would have access to up to twenty remounts guaranteeing them fresh horses in a decisive battle and almost unprecedented mobility.


The political unification of much of Eurasia drove an economic integration. Mongol rule made travel along the old Silk Roads safer – as long as one was prepared to pay the tolls – and between 1250 and 1350 those roads were much busier than in the centuries before. Marco Polo may be the most famous European to have visited China in this era (or not: his account is disputed by some) but he was far from the only one. Land trade in bulky goods was still prohibitively expensive, but items with a high value-to-weight ratio began to move in greater numbers than before – spices, furs and, of course, silk. And ideas are less bulky still: European innovation in the 1300s received a large boost from the inflows of Chinese technology. Writing in 1620, Francis Bacon, the so-called father of modern science, argued that three great inventions had changed the world: printing, gunpowder and the compass. He probably did not know all three originated in China.


In the century before the Black Death people, goods and ideas began to flow across Eurasia. As Ronald Findlay and Kevin O’Rourke put it in their landmark history of the global economy:




When did ‘globalisation’ begin? Whilst the answer depends on the definition used, a strong case can be made that it began with the unification of the central Eurasian landmass by the Mongol conquests and the reactions this aroused in the sedentary civilisations that they were launched against. Each civilisation previously had been aware of the others, but only as isolated entities, not as interactive components of a unified system.





But it was not only goods, ideas and people that were on the move. The political unification of Eurasia drove an economic integration which in turn created what one historian has dubbed a ‘microbian common market’. Somewhere in the dry plains of Central Asia the Black Death began. Merchants, soldiers and travellers carried it down the Silk Road to the Crimea, where it boarded Genoese and Venetian galleys bound for western Europe.


In the space of five years somewhere between 40 per cent and 60 per cent of Europe’s population died. Whilst obviously a human catastrophe, this was also perhaps the shining example of one of the Reverend Malthus’s ‘positive checks’ operating, although even a man with as rational and logical a brain as the good Reverend might have struggled to see the advantages at the time.


In the Malthusian world of the mid-1300s an event which killed millions of people but which did not devastate buildings or directly affect livestock or crops meant more resources and food for fewer people and stomachs. There might be fewer heads but income per head would rise.


Faced with the same economic and biological shock, the economies of the North Sea and Mediterranean regions reacted differently. In England and the Netherlands income per (surviving) head jumped and remained higher whereas in Italy the initial leap forward petered out within a century or so and in Spain the plague brought human suffering without the silver lining.


Spain in the 1350s was in the midst of its ‘Reconquista’, the ‘re’capture of the Iberian peninsula for Christian Europe. It was essentially a sparsely populated frontier economy where a drastic fall in population had the effect of snuffing out commercial networks rather than boosting the resources available to the survivors. Here the falling population meant not ‘more crops for the survivors’ but rather ‘not enough people to till the fields’. In Italy, after a century or so of higher incomes per head, the Malthusian logic kicked in, and faster population growth dragged incomes back towards their pre-catastrophe level.


By contrast, in the North Sea area the economic gains of the Black Death were consolidated and built upon. The crucial differences between the two regions were to be found in the structure of their agriculture and in marriage ages and fertility patterns, alongside important differences in their politics and state structures.


North Sea agriculture was much more pastorally focused than Mediterranean agriculture – that is to say, more focused on the use of animals and livestock than crops and plants (though grains were of course grown throughout Europe). The typical Italian speciality agricultural products were olive oil and wine; the typically English products were wool and mutton. Just over half of the economic output from English agriculture in the 1350s came from milk, meat, wool, leather and other animal products rather than directly from the soil. This kind of agriculture usually requires more processing than arable farming and, although it does not produce more calories per head, it is higher in terms of ‘economic value add’, or in plainer words ‘more profitable’, than the kinds of farming found in the Mediterranean littoral.


It is also uses fewer workers than arable agriculture and is, in economic language, more ‘capital intense’. ‘Capital’ being the standard economics term for anything other than people (labour) used in producing output, in this case the ‘capital’ is the livestock. Finally, this type of animal-focused agriculture was more extensive in its use of non-human energy – English farms made more use of horse (and bullock) power than manpower, when compared to their Italian equivalents. This type of high-value-add, capital-intense, non-human-energy-intense agricultural production not only coped better with the fall in the population after the Black Death but also provided the model for the production techniques which would spread from agriculture into the industrial and (later) service sectors which came to dominate modern economies.


In medieval Europe the age of marriage was a key driver of overall fertility. In general the younger women married the more children they would have, and in the Mediterranean region they got married younger – often much younger – than in the North Sea area. In 1965, the statistician and demographer John Hajnal identified what he termed the ‘Western European marriage pattern’ characterised by spouses marrying relatively late and being close in age, a significant minority of women remaining unmarried and newly married couples usually establishing their own household separate from that of the bride or groom’s family. Outside of some areas of southeast Asia this pattern was almost uniquely European until the late twentieth century. Even within Europe it was not universal, with Mediterranean families much more likely to consist of relatively older men marrying much younger women (or in many cases girls) and extended multi-generational homes being the norm.


The typical English bride of the Middle Ages was in her early twenties and marrying a man a year or two older, whereas a spinster of 21 in Italy would have been regarded as having missed her marriageable prime. At thirteen years old Juliet Capulet is a slightly, but only slightly, extreme example of the pre-industrial Mediterranean pattern; more common would be a bride of 17 or 18 marrying a man ten or twelve years her senior.


The later marriage age and lower fertility rates in the north of Europe allowed the boost to incomes from the Black Death to persist much longer than in the south of the continent. No doubt Malthus would have been pleased to hear that his ‘preventative checks’ appeared to be working.


The Black Death was the first shock that drove the Little Divergence. Hit by the same plague but with different marriage patterns and agricultural structures, the North Sea world received a permanent boost in incomes and caught up with the Mediterranean. The second shock came 150 years after the plague, in the 1490s, and in the subsequent decades pushed North Sea area incomes well ahead of their Mediterranean counterparts.


Adam Smith (who will play a large part in the chapter after next) wrote that ‘the discovery of America, and that of a passage to the East Indies by the Cape of Good Hope, are the two greatest and most important events recorded in the history of mankind’. Whilst there is a fair degree of hyperbole in that declaration, Columbus’s ‘discovery’ of the Americas and Vasco da Gama’s voyage round the Cape opening a new sea route from Europe directly into the Indian Ocean were to have a huge impact on global economic and political history.


The two voyages – and Magellan’s circumnavigation of the globe in the 1520s – not only changed the shape of the world but moved Britain to its centre. Any semi-decent map of the known world drawn up before the 1490s would have shown Britain as an island in the extreme northwest, with only desolate Greenland and Iceland being more distant. After the 1500s the map took on its familiar, Eurocentric shape with the British Isles holding a central position.


The following centuries saw the birth of the grim Atlantic commerce known as the triangular trade, whereby trade goods were shipped from Europe to Africa, traded for slaves and then those slaves shipped to the New World. The final side of the triangle was those ships returning from the new colonies to Europe, loaded with New World goods. Meanwhile, in the Indian Ocean Europeans armed with gunpowder weapons forcibly inserted themselves into the centuries-old trading networks that ringed the coasts of east Africa, western India and southern Arabia.


This expansion of global trade, trade done on terms very much in the Europeans’ favour and backed by force and violence, had an impact every bit as important as that of the Black Death.


Given that da Gama’s rounding of the Cape was sponsored by the Portuguese Crown, and the Genoese Columbus’s expedition by the Spanish, one might expect the gains to have accrued to southern rather than northern Europe. But although the Spanish and Portuguese led the way, they were relatively quickly surpassed by the Dutch and then the British.


In purely economic terms, a major difference between the North Sea and Mediterranean regions lay in what a modern labour market specialist would describe as the ‘flexibility of labour supply’. That is to say, the willingness of workers to respond to higher demand for their labour by taking fewer holidays and working longer hours (or, looked at from the other end of the telescope – the ability of employers to compel workers to work longer hours). In the North Sea region the labour supply proved to be flexible, and around the Mediterranean less so.


The typical English worker of the 1400s or early 1500s worked something like 160 to 180 days a year, or under half of the year – which to modern ears sounds rather pleasant, until one remembers quite how poor these people were. The coming of the Reformation sliced the number of Saint’s Days and other religious festivals that were typically taken as holiday, and pushed the working year up to around 260 days a year by circa 1600. Another wave of expansion came in the 1700s as the practice of ‘St Mondays’ (whereby workers would just fail to turn up on a Monday and declare they were celebrating St Monday’s Day) came to an end.


This rise in the working year has been called the ‘industrious revolution’ and was both an important prelude to the later industrial revolution and a process that continued well into the nineteenth century. It was led by the Dutch and British, although later spread across most of Europe. The great sociologist Max Weber, writing in the early twentieth century, famously attributed it to religion. In The Protestant Ethic and the Spirit of Capitalism, he argued that the more worldly focus of Protestantism, and in particular that of Calvinists, was an important driver of industrialisation and modern capitalism. This thesis, though, is certainly far from universally agreed upon – Calvinism for example was never especially strong in England. A more common modern explanation is that the growth of global commerce and the rise of the early new industries created a wealth of new consumer goods that had previously either not existed at all in Europe or been entirely beyond the reach of ordinary workers. Eager to get their hands on tea, pepper, linen coats and porcelain plates, workers were prepared to work for longer to boost their incomes and their spending power.


Of course whilst the flexibility of labour supply can explain some of the rise in Dutch and English incomes between 1500 and 1750, it cannot explain the whole story of how global commerce came to be dominated by the North Sea countries. A full explanation needs to step away from ‘pure economics’ and look at the bigger, political, picture.


Economic historians have known for a long time a simple fact that many economists often ignore: politics matters. Nobel laureate Douglass North won his prize for his work on economic history and institutions, and provides the most useful framework for thinking through the role of the state and politics in the long history of economic development.


The really short version is that institutions are a, and sometimes the, key factor in explaining growth over the longer term. When economists and economic historians write of institutions, though, it is useful to be clear about exactly what they mean. Institutions in this sense are not necessarily what the non-specialist thinks of when they hear the word. An ‘institution’ does not have to mean an actual organisation with a front door that one can knock on. Rather it refers to what one might call ‘the rules of the game’ – the wider collection of actual institutions with doors that one can knock on, the legal framework, the governmental system and, just as crucially, the informal and often unwritten norms of behaviour and conduct which govern both politics and commercial transactions. An economy with a decent institutional structure is usually seen as one where two parties can enter into a transaction and be confident that it will not suddenly be reversed or the goods seized, where a banker making a loan knows there is a good chance it will be repaid and where the government is not likely to suddenly tear up the entire legal framework to appease one interest group or another. None of which should be taken as an argument that the ideal government should do nothing except make sure property rights are enforced and otherwise stand back with a laissez-faire, hands-off approach.


Take Philip II’s Spain during that country’s golden age of the late sixteenth century. Certainly Philip ruled over a global power and one, on a surface level at least, vastly enriched by the conquest of much of South America and its silver mines. And yet Philip has been called the ‘borrower from hell’, a sovereign who defaulted on his loans four times during his reign. The Netherlands, which revolted from Spanish rule during his time on the throne, lacked the riches and splendour of Spain and certainly lacked ownership of a vast New World empire teeming with slaves and silver, but it had a strong commercial culture, well-run guilds and functioning contract law. The economic institutions of the Dutch gave the Netherlands a stability that Spain lacked despite its seeming power.


Just as important as the institutional framework is the ability of governments to enforce it. State capacity – the ability of a government to ensure that what it says should happen actually does happen – matters. Good intentions may be better than bad intentions but they are next to useless if they remain only intentions.


There is a trade-off here: a state needs to be strong enough to enforce property rights but not so strong that it can rig the game in its own interest.


North outlines two types of settled state in the era since the Neolithic revolution: ‘limited access orders’ and ‘open access orders’.


Crucial to understanding these different social orders, and North’s entire theory of social and economic development, is the concept of ‘economic rent’. No one really likes paying rent, and especially not economists. But economists tend to use the word a little more widely than the lay person.


An economic rent refers not just to the price paid to lease an item – whether a car, a flat or a piece of machinery – but something a bit more technical. It refers to the excessive payment for land, labour or goods over what the owner would actually accept. To give a more grounded example: if a landlord were prepared to let a flat for £500 a month and got an offer of £550, they would obviously be receiving a rental payment of £550, but could be said to be earning an economic rent of £50 a month. Equally, if a worker was happy to take a certain job at £15 per hour and got that very same job at a rate of £18 an hour, they could be thought of as making an economic rent of £3 an hour.


In the ideal and absolutely impossible world of what microeconomists call perfect competition there would be no economic rents. In a world of perfect competition there are an infinite number of potential buyers and an infinite number of potential sellers and both are assumed to have perfect knowledge. If buyers and sellers of goods and services had perfect knowledge of how other buyers and sellers value every good or service then competition would force prices to a level where there was no rent involved. If a flat hunter knew a landlord would settle for £500 a month, then that is what they would offer. If an employer knew an employee would accept £15 an hour, then they would not offer the job at £18.


Of course, we do not live in a world of perfect information or perfect competition. No one ever has. The existence of market imperfections – whether the reality that neither suppliers nor buyers are actually infinite in number, or that no one really has perfect information – means that economic rents are a fact of life. And whilst few mind the odd worker being paid a pound or two an hour more than they would really settle for, the idea that flats can be let for hundreds of pounds a month more than is necessary tends to raise a few more hackles.


All of which might sound interesting from the point of view of a markets regulator but hardly relevant to the development of North’s limited and open access orders. But it is the existence of economic rents which underpins much state development. Economic rents are a way of enriching oneself without actually producing anything extra. The landlord getting paid £50 a month more than they would accept is essentially getting £600 a year for no reason. The control and dishing out of economic rents has been crucial to how societies have developed, and for most of the last ten thousand years or so the control of economic rents has been won through violence.


In North’s conceptual framework what he politely terms ‘violence specialists’ (the less polite word is ‘thugs’) are able to organise societies by promising to protect others from violence specialists such as themselves. Once the age of the hunter gatherer had ended and the age of settled farming had begun, it was only a short step to some bulkier humans realising that to take the produce of fields managed by someone less bulky was in some ways a much more straightforward job than actually growing wheat for oneself. The states which grew out of these groupings are North’s ‘limited access orders’. And until relatively recently, it was the dominant form of human organisation. Eventually the most successful ‘violence specialists’ gained titles such as Duke, Baron or King.


In such a state, violence is controlled, order and stability is (most of the time) provided and so greater production is achieved through economies of scale, greater specialisation and more trade. But the institutional set-up of limited access order is skewed towards the elite – towards the violence specialists and the descendants of the original thugs. The rules of the game were rigged.


The characteristics of such an order could be found in both the Roman Empire and ancien régime France, and most settled societies in between – the elite controlled the state through violence, rights to trade were limited and governed by an often complex set of rules, the property rights of the elite tended to be protected while those of everyone else were often weak. Such a system allows an economy to grow but is also the ideal vehicle for the creation of economic rents – granting a monopoly on certain goods to a favoured friend of the elite can almost guarantee them great wealth. Limited access orders work through using the control of violence to create seams of economic rent and then divide these up between the elite.


This may sound like a rather depressing view of the history of state formation but is generally consistent with actual reality. As one sociologist, only semi-playfully, once neatly put it: ‘If protection rackets represent organised crime at its smoothest, then war risking and state making – quintessential protection rackets with the advantage of legitimacy – qualify as our largest examples of organised crime.’ Medieval monarchs, in effect, were functionally similar to a mob boss extorting cash through threats.


By contrast North’s open access societies are marked less by the creation and control of economic rents and more by competition – both political and economic. Such states are characterised by the rule of law applying to the elite, by there being ways of entry for outsiders into that elite and by the military (and its threat of violence) being politically controlled by a more formal framework than the whims of a ruler. The transition, in North’s model, from a limited to an open access order is fraught and difficult. Not many states have managed it, but ultimately for North it is the driver of successful economies. The focus on genuine competition rather than the dividing up of flows of rent pushes firms and entrepreneurs towards innovation and improvement.


No one would seriously claim that the Dutch Republic of the 1600s and 1700s or the fledgling Great Britain after the Act of Union between England and Scotland in 1707 were what North would term an ‘open access order’. But many would accept that the Dutch Republic and the Great Britain of the 1700s were certainly closer to such an order than, say, France or Spain. In both cases strong legislatures had developed which widened the circle of the elite (admittedly only from ‘absolutely tiny’ to still just ‘tiny’) and placed some constraints on executive power. In both cases merchant interests had the ability to exercise some say over wider questions of policy. English kings of course had never had total power – they had always had to keep the leading nobles on board – but by the early modern period that circle of necessary consent had widened to include the richest citizens of the leading cities, and especially of London, as well as rural magnates.


Britain, on the eve of the industrial revolution, was gradually transitioning from a limited access to an open access order.


Perhaps counterintuitively the more ‘liberal’ (although the word did not yet have this meaning) framework of the British state after 1688’s Glorious Revolution, compared to France, actually made the state more powerful. The British state of the 1700s with its parliamentary checks and balances achieved a wider political buy-in and more legitimacy in the eyes of many of the elite than its French rival did across the Channel. The result was that ‘liberal’ Britain was able to develop a far more effective and powerful state than ‘absolutist’ France. In the 1750s the British state could extract the equivalent of 109 grams of silver per person in taxation whereas France and Spain managed less than 50.


Constraints on state action helped elites feel more comfortable with allowing the state apparatus to take more power – there was less chance of it being turned on them. From the 1650s onwards the British ‘fiscal-warfare’ state developed, building the world’s strongest navy and paying for it both through an increasingly sophisticated tax system and through the ability to borrow on decent terms. This state focused its power not just externally through winning wars and colonies but internally too – internal barriers to trade were removed, creating a single large market across the British Isles. By contrast, a trader in France or Spain in the 1780s would still face internal customs fees when moving goods across the country. Such internal customs borders were excellent sources of economic rent for landowners but hardly conducive to driving forward growth or competition.


The state capacity and institutions that the Dutch and the English (and later British) developed allowed them to gain far more from the reshaping of the world after 1500 than the Spanish or Portuguese. And gain they did. Between 1689 and 1815 – the so-called ‘long eighteenth century’ – Britain rose to world power status. In those 126 years Britain was at war with France for 64 of them and, generally, it won. Although in population it was dwarfed by its rival, its capacity to maintain a lead in naval affairs coupled with the ability to pay generous ‘subsidises’ to continental allies proved decisive. The ability to borrow on good terms and raise revenue with relative ease mattered more than raw manpower.


The Britain of the late 1700s was relatively prosperous, it had developed a well-functioning agriculture sector, the process of urbanisation had begun and – most importantly – though it was not yet an industrial society it was certainly a commercial one. Money was in widespread use and the essentials of capitalism, the private ownership of property and the need for most workers to sell their labour for cash, were present. The dating of the birth of capitalism can be debated – but it certainly existed long before the move to factories and satanic mills.


The Malthusian shackles look to have been thrown off – or at least seriously loosened – against the backdrop of a workforce willing to work more days and hours than previously, and many of the key features of the era following the industrial revolution had begun to be established. After 1500 the flexibility of the labour supply and, crucially, a much more effective state allowed the Dutch and the British – and in particular Britain – to reap the benefits of the gains from the new trade.


That journey of three hundred or so years was just the beginning, however. The industrial revolution supercharged the existing trends, allowing income per head to really take off and British power to increase almost exponentially in the decades ahead. For a fleeting period in the mid-nineteenth century Britain was, arguably, the global power, and that power was built on the back of its industrial economy.


What caused the take-off and the transition to modern growth, the invention of invention, is hotly debated. The various explanations for the transition from the commercial economy of the 1780s to the industrial one of the 1830s can be broadly grouped into two competing schools of thought. Both attempt to explain why, after decades and centuries of limited productivity growth and fairly static ways of producing output, that all changed in these crucial years – why did innovation suddenly become the norm?


For some the key driver was culture and ideas. The enlightenment and subsequent ‘Republic of Letters’ that developed across Europe from the 1500s and 1600s was the crucial prelude to modern economic growth. Helped by the printing press and a fractured political system (compared to, say, China) that allowed rebel – and even ‘heretical’ – thinkers to find a bolthole from which to keep writing, science and reason flourished in Europe.


Early modern Europe created a continent-wide market place in ideas as thinkers, scientists and philosophers competed for patronage from monarchs and merchants, helping to embed a culture of learning, science and experimentation. Perhaps ten thousand European intellectuals belonged to this trans-national network where achievement and success were measured by originality and the ability to back up theoretical propositions through actual experimentation. The institutions that developed around the ideas that flowed from Erasmus, Bacon and Newton saw the establishment of the modern university and the standard procedures of academia such as the appeal to evidence development. It was against this background that European science, notably behind that of China, India or the Muslim world in 1500, leapfrogged ahead by 1800.


The addition of the commercial culture of the Netherlands or England – where money-making was no longer seen as distasteful and in fact something to welcome, even something virtuous at times – created a climate in which it was only a matter of time before innovation would take off. A culture of valuing learning and originality plus the potential to make an income from providing it may have been the necessary ingredients for a sudden increase in inventiveness.


A more materialist school places greater emphasis on a traditionally economic look at incentives and cost structures than on developments in culture. The Britain of the 1780s had a combination of historically unusual features: relatively high wages compared to its neighbours, easy access to cheap energy (both coal fields and water power), cheap borrowing and capital costs (the result of British institutional development) and a large market not beset by internal barriers.


The early breakthroughs of the late seventeenth century were hardly ‘scientific’; they were more straightforward engineering problems that needed to be solved. And solving them did not require advanced knowledge but it did require time and financing.


Materialists argue that many of the key early inventions of the industrial revolution were biased towards substituting capital (machines) for labour to produce goods. For entrepreneurs who were looking at a high wage bill but cheap capital (and cheap energy) anything that used more capital and more energy whilst cutting back on labour costs made sense. That combination of costs existed in Britain but not elsewhere. This is a theory of ‘induced innovation’ which argues that the industrial revolution happened simply because the incentives aligned in that way. Neither the spinning jenny nor the water frame – crucial breakthroughs in cotton production – came about because of some deep scientific thinking flowing back to Erasmus but simply because cotton manufacturers desired a way to make cotton more cheaply and had the money to finance experimentation.


One can attempt to reconcile the two competing ways of thinking by arguing that culture and ideas drove the supply of new inventions but that it was material conditions and incentives in Britain that drove the demand for them. What is not really in doubt is that the preceding years mattered – the rise in incomes after the Black Death, the marriage and fertility patterns, the strength of the British state and its role in the global commerce of the 1600s and 1700s.


Historians will be debating what caused the industrial revolution for centuries to come and it is doubtful there will ever be a single answer. In the final analysis, though, what really matters is that the revolution happened and that it began where it did. The world changed and Britain changed first. The consequences can still be felt.
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