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WAVES OF PROSPERITY
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When Marco Polo visited China at the end of the thirteenth century, he was visiting the wealthiest nation in the world. China possessed the world’s most productive agricultural system, its industries created the most technologically advanced products, while the nation’s vast market generated an unprecedented level of economic activity. China could be described as the world’s leader technologically, industrially and in terms of quality of life. Yet in the centuries that followed, China fell from grace. Such was the extent of the decline that by the middle of the twentieth century it had become one of the world’s poorest countries. With China’s economic decline also came a reduction in its cultural, political and military influence, its position taken by other nations, in particular Britain and the United States who, in their time of eminence, also had the strongest commercial sectors.


In the first quarter of the twenty-first century, the East is once again on the rise and we are forced to confront the age-old question: why do countries become rich or poor? Could the West wake up one day and find that it has lost what it previously had taken for granted? The implications of such a shift are immense, for not only does economic prosperity impact on our quality of life, but it is also the basis of military and political power. The changing nature of business and industry is of importance, not just in its own right but for the implications that flow from it.


Many books have attempted to explain the wealth of nations, but most have suffered from a Eurocentric focus. Books such as North and Thomas’s The Rise of the Western World and How the West Grew Rich by Nathan Rosenberg and L. E. Birdcell Jr have explicitly focused on the West as, for the last 300 years, Western nations have been the most successful at generating wealth. However, in limiting their study to the period of Western predominance, these books have failed to understand some of the most important aspects of change. Even David Landes, the esteemed economic historian from Harvard University, has fallen into this trap. In his book, The Wealth and Poverty of Nations, he focuses on the cultural and institutional advantages of the West that culminated in the Industrial Revolution. But this ignores the fact that China and India had prosperous industries long before Europe. Landes admits that Indian merchants became rich, but his explanation dramatically understates their commercial ability:




How then did some Indian traders, bankers and lenders manage to get rich? The answer is they laid golden eggs. They paid and bribed, hoarded and shared; and when they died, the family hid as much wealth as they could.1





Landes treats the Chinese with more respect, admitting that they had a sophisticated economy. Yet, in reference to China’s twentieth-century decline, he says the ‘mystery is in China’s failure to reach its potential’.2 The irony is, if we went back in time to the year 1500, China was so much ahead of Europe, the mystery would be why the West had not achieved its potential. compared with the great markets of Asia, Europe had little to impress. Vasco da Gama discovered this on his first visit to the East. When he arrived in India, in state of the art European ships, the locals laughed at the products he offered to trade. They suggested he offer them gold instead. In fact, Europeans would be dependent on bullion to pay for imports with Asia for centuries, up until the Industrial Revolution.


This book attempts to present a more global picture of the changing face of global fortune. It begins in the days when the ‘riches of the East’ were the envy of every European merchant and, in the centuries that follow, we see economic leadership change hands from nation to nation. Throughout this process, the oceans of the world are mastered, providing the first links in what will become a global economy. Each new leader introduces technologies and knowledge that make the world a smaller place.


As the oceans of the world were brought together, each nation rode its own individual economic wave, following pathways that sometimes led to wealth and other times to poverty. If we do not want to relive the experiences of nations that have gone before us we must understand these changing patterns.


This book explains how global trade has changed over time and shaped the world in which we live. It should not be interpreted as an unadulterated celebration of materialism. Economic growth is never smooth or even, and many people in developed countries do not enjoy the affluence of others. At times, businesses have caused irreversible negative effects on the environment and, recently, climate change has been linked by many scientists to the output of industry. These negative effects are well documented and so need not be repeated in this book, which has different goals. This book explores how business has changed the world over the last 800 years, tying the globe into networks of trade and exchange that have improved the livelihoods of those involved.


Waves of Prosperity reveals the rise and fall of the richest nations in history, from Sung China to modern-day Japan and the United States, nations that at different times have found new ways of creating wealth and developed successful economic cultures. We see a number of industries at work, including ceramics, textiles and automobiles. However, to identify some of the recurring features clearly, it is necessary to follow the fortunes of one industry closely. For this, the shipping industry has been chosen.


There are several reasons why shipping has been selected. First, it is a very old industry so there is considerable historical data available. Second, shipping has an international nature that enables us to compare commercial leadership between nations. Finally, shipping is the industry that carries cargoes, thereby illuminating the commercial activity around it. The shipping industry is observed in a number of environments, time contexts and cultures, revealing the forces that have acted on its success and decline.


In the following chapters, we move from China in the days of Marco Polo, to the great East India Companies, to Astor, Vanderbilt, the Toyoda family in Japan and Andrew Grove of Intel. In so doing, this book illustrates how commerce has changed over time and created a path to globalization. The result is a global view of economic evolution and the changing lives of the people on our planet.


In searching for an explanation of the wealth of nations, it is common to start with Adam Smith, the father of modern economics who taught at the University of Glasgow in the mid-eighteenth century. But even starting with Smith may provide a Eurocentric bias, for 400 years before Smith wrote, an Islamic scholar by the name of Ibn Khaldun made many of the observations that Smith later made famous. Ibn Khaldun was born in Tunis in 1332. Highly educated, he began a political career at the age of twenty which lasted until 1375 when he started to write his history of the world. The first volume, entitled Muqaddimah, contains many observations on economics which Adam Smith would later pronounce.3


For Ibn Khaldun the main driver of production and prosperity was human labour: ‘Everything comes from God. But human labour is necessary for [man’s livelihood].’ To maximize the product of human labour, people need to specialize and cooperate:




What is obtained through the co-operation of a group of human beings satisfies the need of a number many times greater than themselves. For instance, no one, by himself, can obtain the share of the wheat he needs for food. But when six or ten persons, including a smith and a carpenter to make the tools, and others who are in charge of the oxen, the ploughing of the soil, the harvesting of the ripe grain, and all other agricultural activities, undertake to obtain their food and work toward the purpose either separately or collectively and thus obtain through their labour a certain amount of food, that amount will be food for a number of people many times their own.4





Prosperity increases when people specialize. If they focus on one job, such as ploughing or making tools, they become better at it and more productive. But specialization requires people to cooperate with each other, and this means the state must play an important role providing a strong infrastructure and political stability. Without political stability and order, the producers have no incentive to produce. Ibn Khaldun stressed the idea that productivity improvements based on specialization are determined by the size of the market (or civilization); ‘With regard to the amount of prosperity and business activity in them, cities and towns differ in accordance with the different size of their civilization.’ A person cannot specialize in something like tool-making unless there are sufficient customers for the tools, hence Khaldun stressed that production is determined by population: the larger the population, the greater the production. Thus we can expect greater prosperity in cities than the countryside.


Through specialization and social cooperation, people can produce output far beyond that necessary to satisfy their personal needs, and this surplus can be traded with other regions. The returns from trade enable people to purchase imported goods and services, which in those days meant products of luxury. For Ibn Khaldun, it was the ‘conditions and customs of luxury’ that laid the basis of trade. It is no coincidence that Ibn Khaldun made these observations four centuries before Adam Smith. Islamic market activity was far more active and prosperous than anything in Europe at the time. Adam Smith’s observations only addressed themselves to Europe, where he could observe the same phenomenon on a significant scale in his own environment.


If there is a problem with Ibn Khaldun’s writing, it is that he focuses too strongly on labour as the source of prosperity and denies the importance of resources. The earliest empires can all trace their initial prosperity to favourable resource endowments. For example, China and India benefited from river systems that provided the water and minerals for agriculture, which in turn could support a large population. Hence, the earliest centres of population and civilization around the world are all on fertile river systems. This can explain why places like China and India have such large populations: they are areas of high fertility and dynamic river systems. Even today, China has 2.5 per cent of the world’s land mass but 20 per cent of the world’s people.


Chinese thought on international trade was born out of the political debate over whether China should trade with foreign nations who they perceived as barbarians. While the Confucian doctrine was traditionally against merchants, progressive officials, such as T’ang Shu and Chang Han who wrote in the mid-sixteenth century, suggested China would benefit from international commerce. They advocated freeing trade because of the ‘mutual benefits’ for all involved. These mutual benefits recognize that different regions have different goods in different levels of abundance, and people could benefit from ‘exchanging what you have for what you do not have’. Another Chinese official arguing for trade was Lan Ting Yuan (1680–1733) who stressed that countries should also trade if there were cost differentials between them. He noted that ships and rice could be produced much more cheaply in South-East Asia than in China, so it made sense to import from them. By contrast, China was a low-cost producer of many manufactured goods. Therefore trade would allow both peoples to benefit from the absolute cost advantages.5


In the West, it was not until the eighteenth century that Adam Smith announced the concept of ‘absolute advantage’ in which a nation should export if it is the world’s low-cost producer. Adam Smith’s book The Wealth of Nations was to inspire another young Briton, David Ricardo, into the field of economics. In 1817 Ricardo introduced the idea of ‘comparative advantage’ where a nation might forgo its low-cost advantage in one industry if it is more competitive in producing other goods. The advantages of specialization are so great that all nations will benefit if they focus on what they do best, even if another country does it more cheaply. The concept of comparative advantage became the bedrock of Western classical thought on international trade.


Our understanding of trade and wealth has grown dramatically since the nineteenth century. A large population is no longer necessary for wealth as countries can gain access to markets through exporting. In fact countries with the highest populations often rank among the poorest. It is not necessary to go through all the theories of international trade, but one economist worth mentioning is Michael Posner who worked at the University of Cambridge. In 1961 Posner suggested that trade is generated by differences in the rate and nature of innovation between nations. Comparative advantage in industries is determined by the rate of technical change in an industry which is a result of differences in investment. Since then much of the work done by economists and business analysts has focused on the importance of innovation.


Trade and wealth are driven by innovation: new product, new processes, new markets. China during the late T’ang (AD 618–907) and Sung (AD 960–1279) dynasties produced many new products and processes that propelled its economy forward, as did the Netherlands in the late sixteenth and early seventeenth centuries. Britain’s period of leadership was also born from a period of innovation. From railways to factories, porcelain to steamships, it was an age of innovation and improvements. Historian John H. Plumb goes as far as saying ‘improvement’ was the most overused word of the eighteenth century in Britain followed closely by ‘new method’ and ‘latest fashion’. In the late twentieth century, it was the Japanese who made kaizen (continuous improvement) a corporate philosophy, which propelled them into global leadership.


History shows us that the wealthiest nations are those that have gone through a period of innovation. Ironically, many nations began their periods of innovation by imitating other nations that previously had a superior record. For example, in the early seventeenth century, as European nations were beginning to carve out their maritime empires, Francis Bacon claimed that the three greatest inventions that the world had known were the compass, printing and gunpowder. These inventions, which allowed Europe to rise to global supremacy, were all created in China. This is not an isolated phenomenon. At the end of the nineteenth century, the United States imitated technologies that had been developed in Europe and took them to a higher level. In the second half of the twentieth century, many American inventions fell into the master hands of the Japanese, who were criticized as being only capable of imitating. They soon shook off this criticism.


The worrying thing is that once prosperous nations can go through periods of stagnation and decline. From a preliminary view, it appears that industrial leadership is a process of imitation, innovation, supremacy and decline. If there is such a process at work, economists require a closer understanding of the forces involved in order to understand industrial development and competition.


Not all innovations lead to growth. Among the earliest companies listed on the English Stock Exchange was one that proposed to make square cannon-balls, and another to extract butter from beech trees. To succeed, innovations must be faithful to the basic premise of business; that is ‘the creation and exchange of value’. Cargoes that cross the distant oceans do so because someone, somewhere values them. With this in mind, we can say that innovations that lead to growth do at least one of four things. They involve either developing resources into forms that people value, adding value to existing products and services, developing markets or reducing costs so that more people can obtain those goods.


The history of the world that follows is a history of value creation and exchange. Our story begins with ‘The Riches of the East’, when a young Venetian named Marco Polo arrived in China to find a dynamic, flexible economy where every town and city appeared to ‘live by trade and industry’. China had built a large market economy on its large population and agricultural base. On top of this, transportation and communication networks were built by which goods were carried from region to region. Marco Polo observed huge Chinese junks that mastered the oceans of the East, taking manufactured goods such as silks and ceramics to other countries in the region.


In the Indian Ocean from the fifteenth to the eighteenth centuries, Gujarat also developed a strong market economy in a region of high fertility. This was an economy of the highest order: a system of highly specialized craftsmen, weavers, dyers, brokers, merchants and seamen all reliant on each other for their prosperity. Ships from Gujarat sailed to the pulse of the monsoon winds, carrying textiles, spices and high-quality crafts to the major civilizations of the Indian Ocean. The ocean networks were the paths on which many merchants made their fortunes.


Europe took more time to develop its trading potential, but, once it had, it created the links that made the world an integrated whole. With a crusader’s zeal, the Spanish and Portuguese capitalized on the trade routes carved by Columbus and Magellan to create the world’s first truly global trade network. They conquered the Atlantic and Pacific, creating new markets and developing newly found resources. Lubricated by gold and silver from South America, Iberians traded from Macao in the east to Brazil in the west, while the famed Manila Galleon provided the first established link between Asia and North America. It is common in the West to see this network as evidence of European trading supremacy, but the Chinese and Gujaratis still dominated the oceans of the East. Europeans might travel farther, but the cargoes of the Asians had greater value and volume.


While the Iberian nations conducted research in geography and discovered new trading routes, northern Europeans invested in new industrial techniques and organizational forms. The Dutch built an economic system in which trade and industry propelled each other forward on a mutually reinforcing growth. Imported ingredients like sugar, spices and tobacco came from places like Brazil and Indonesia to the Netherlands where industries powered by peat and wind created new products and new patterns of consumption. Windmills became the symbol of industrial supremacy, particularly in the Zaan industrial belt outside Amsterdam. On the oceans, the Dutch East India Company became a multinational corporation coordinating activities that spanned the world signalling a new age of globalization.


The English were long jealous of Dutch success and set out to imitate their achievements. The English government erected trade barriers to protect industries trying to acquire Dutch technologies. Before long the British had stopped imitating and were producing their own innovations, exploiting their coal resources to become an even more effective industrial power. Machines in coal-powered factories now provided the cargoes that travelled the world. Those same technologies placed in ships freed trade from the tyrannies of wind and wave. Steamships were not dependent on the wind and could carry cargoes when and where they wanted. For the first time, Asians started to lose primacy in their own waters.


The British brought North America into the global economy, opening the resources of a new continent for people like Vanderbilt, Astor and Ford to exploit later. The demands of a mass market led to innovations in organization and new levels of cooperation. American business method was based on mass production, economies of scale, scientific management and the age of the corporation. Americans also brought the Japanese into the global economy, and the Land of the Rising Sun soon established its own variants of the modern corporation. The Japanese also introduced innovations in production like ‘just in time’ and ‘quality circles’ that further increased customers’ value for money.


The process of specialization and coordination that Ibn Khaldun saw in Islamic cities 700 years ago now spans the world. With internationalization of production a product may contain components from many countries. The global economy links countries that might otherwise be at war in the peaceful pursuit of prosperity. But, in an age of machines, Ibn Khaldun’s focus on humans as the drivers of productivity no longer seems appropriate. However, human knowledge is still the driver of innovation. It is the norm for companies to call upon advances of science in their pursuit of value creation. In fact, companies are often the drivers of scientific advance.


Although each of the countries in this book have their own peculiarities, they share common patterns of development. No nation can excel unless it creates goods and services that people want to buy. Hence, the first stage of growth is one in which the country acquires new productive capabilities. This often involves the use of trade barriers to protect the infant industry, as England used at the beginning of its commercial rise. The most successful nations then go through a period of innovation in which they create new or better products, new markets or reduce costs. To exploit the new products and production techniques, new relationships, new ways of thinking and new skills are required. Once adopted, these methods become so successful that industries become defined by them, and find it hard to change when the world moves on. Unfortunately, this leads to the last stage in which a country becomes trapped by its past and enters a period of decline.


Although the focus in this book is on shipping, we should not ignore other industries, for shipping can only thrive if cargoes exist to be carried, and cargoes are the products of other industries. It is no coincidence, for example, that the Chinese were the most advanced shipping nation at the same time that they excelled in many other industries. With shipping, we gain an insight into the underlying commercial activity of each nation and the business environment at the time. Shipping reflects the nature of changing business and the changing world. After all, it was the ships of Columbus, Magellan and Tasman that first linked Asia, America and Australia in an integrated world. And the changes that occurred on board ships reflect the changing patterns of production that have occurred over time, from wind, to steam, to automation.


This story is also about people – the traders, bankers, factory-owners who all played a specialized role in their country’s growth. This book presents an international array of innovators, entrepreneurs and administrators, including Zheng He, Howqua, Josiah Child, Jan Pietersz Coen, Virji Vora, Abdul Ghafur and Josiah Wedgwood. Unfortunately, we lack the tales of ordinary sailors or weavers simply because history has not given their words and deeds as much attention. The result appears, at first, like a ‘Great Men of History’, but this is not the intention. Men like Marco Polo and Magellan were products of their environment and could only achieve what they did because of the technological opportunities they inherited. Magellan’s discoveries only came at the end of centuries of ship evolution which resulted in a ship that enabled him to sail the globe. Others with similar potential may have lived earlier, but were denied the opportunity because shipping technology had not reached a stage that would enable long distant voyages. Seen in this light, Magellan owes his success to the lesser-known people whose efforts led to the evolution in ship design that he inherited


This is a history of humanity. After all, it is humans who buy, produce and consume. Today we take it for granted that our coffee comes from Brazil or Kenya, our cars from Japan, or the Internet technology from the United States; but without those products our lives would be decidedly poorer. Our lives are a smorgasbord of cargoes that have come from across the oceans. And that smorgasbord is about to get more complicated as the giants in the East are once more on the rise. India and China are going through a process of imitation, acquiring the capabilities to produce the goods that we will consume. This book explains the process by which we got to our current position. It reveals the underlying dynamics of industrial competitiveness and the changing nature of global commerce. With this knowledge, we may better understand and prepare for our future.


A brief note is necessary regarding the use of place names. Given the nature of the book, historical names are used for Indian cities. So for example, Bombay is used for Mumbai, and Madras is used for Chennai.
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THE RICHES OF THE EAST
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At the end of five days’ journey lies the splendid city of Zaiton, at which is the port for all the ships that arrive from India laden with costly wares and precious stones of great price and big pearls of fine quality. It is also a port for the merchants of Manzi, that is, of the surrounding territory, so that the amount of traffic in gems and other merchandise entering and leaving this port is a marvel to behold. From this city and its port goods are exported to the whole province of Manzi. And I assure you that for one ship that goes to Alexandra to pick up pepper for export to Christendom, Zaiton is visited by a hundred.


Marco Polo





The most widely read book in Europe during the Middle Ages was The Travels of Marco Polo. These were the tales that inspired Christopher Columbus to cross the Atlantic in search of the riches of the East. The book spoke of the wealth of China, a land of thriving trade and industry, where merchants were ‘so many and so rich and handle such quantities of merchandise that no one could give a true account of the matter’.


Despite coming from Europe’s wealthiest city, Marco Polo was overwhelmed by the prosperity he witnessed. The Chinese economy was arguably the most successful in world history. For 800 years it kept more people at a higher level of prosperity than any other country in the world. This wave of prosperity had its origins in China’s early history and culminated in an economic revolution during the T’ang and Sung dynasties (AD 618–1279). At this time China became one of the first nations in the world to abandon the confines of feudalism. It was one of the earliest and largest market economies in the world, supported by a sophisticated government bureaucracy.


That China built a market economy so early can be attributed both to geographic and to political reasons. As early as the first dynasty, the Chinese recognized that a feudal system was not in the nation’s best interests. Under the old system, feudal lords had regional power bases that they could draw on to wage war and destabilize the nation. So a systematic effort was made to get rid of them.1 Throughout the following centuries, feudal lords disappeared and were replaced by the world’s first government bureaucracy, the mandarins.


To train this corp of government officials, an academy was established where fledgling mandarins were given an education based on Confucian principles. Confucianism was an ideal philosophy as it stressed social harmony and expected the highest moral principles from its devotees. According to Confucius, people should act with respect, humility, obedience and submission, values that would help the government gain compliance from the peasantry. In return, the state had an obligation to provide ‘harmonious government’.


Under Confucian belief, the emperor only maintained his ‘mandate from heaven’ while he ruled effectively and fairly. If the emperor failed, he became vulnerable and liable to be overthrown. Consequently, the government was preoccupied with maintaining economic and social order. The mandarins were an important part of this. To attain harmony the scholar-officials managed the nation’s resources and performed key tasks in the economy. This included managing the public granaries for use in times of famine and other natural disasters. Another key task was controlling the nation’s waterways. Agriculture, which was the foundation stone of the economy, was dependent on the ebbs and flows of the Yellow and Yangtze rivers. Controlling them was fundamental to maximizing the nation’s economic potential and the mandarins introduced many innovations in hydraulic engineering. Other government activities included preparation of the calendar by which agricultural operations were conducted, maintenance and construction of all public works and organization of the nation’s defence. In performing these key economic tasks, the scholar-officials gained a position of omnipotence in society, even though they were small in number.2


Other factors that contributed to this economic shift included the many improvements in transport and agricultural production. Innovations in production techniques and equipment were adopted across the nation. Farmers learned the benefits of preparing their soil with manure, lime and river mud for fertilizer. Tools were improved and new ones developed. New seeds were introduced, the most common being Champa rice from Vietnam in about AD1012, which could produce two to three crops per year.3


The status of people in the Confucian society reflected their economic roles. Scholar-officials were placed at the top of society, followed by farmers and artisans. The respect given to farmers reflected the fact that the basis of the Confucian economy lay in the productivity of agriculture. Merchants, who produced nothing and made money from buying and selling other people’s output, were given a low position on the Chinese social ladder.


Despite the low ranking given to merchants, the Confucian paradigm actually contributed to the development of a market economy. In China people produced goods to trade. This stands in contrast to Europe which was still a feudal economy where people produced for their lord and their own needs. The shift to a market economy was not a planned innovation, but it represented a huge advance. The government also played a key role in raising productivity. Officials opened and operated large polders, the low-lying land used for rice production. They taught hydraulic techniques and introduced pumping equipment in areas unfamiliar with them. To encourage farmers to take up the new rice crops they provided tax relief and credit systems. The spread of rice cultivation resulted in agriculture productivity significantly higher than we would find in the West. China’s output could support a population twice the size of Europe’s.


Increased productivity led to surplus. If farmers could transport their stock to a market, they could trade. To do this, the country needed to upgrade its transport and communications systems and many improvements occurred during this period.4 These innovations included hauling, poling, canals, locks and the development of specialized craft. It soon became possible to transport large quantities of goods across the nation. Marco Polo spoke of how people in the city of Ho-kien-fu (Cacianfu) modified their waterways to allow trade with Peking.




Through the midst of the city flows a great river, by which quantities of merchandise are transported to Khan-balik (Peking); for they make it flow thither through many different channels and artificial waterways.





These improvements opened up distant markets to farmers who soon realized they could earn more growing produce for those markets instead of trying to be self-sufficient. They began to devote their energies to those crops that grew best in their local climate and soils. In making use of the market, the peasantry changed from subsistence farmers to adaptable, profit-orientated, petty entrepreneurs. Agriculture was not the only area where new skills and techniques appeared. Market expansion gave birth to new occupations and industries, including ceramics. Ceramic pots were initially made by farming families when they were not working in the field. The growing market made it possible for some producers to live purely by ceramic production and, by Sung times, some families had given up farming altogether. With all their time concentrated on making ceramics, they gained experience by which they learned to make better quality products faster.


The advantages of specialization could also be seen in the silk industry. China had a long history of silk production and, by the T’ang dynasty (AD 618–907), it had become the mainstay of the provincial economies of Zhejiang and Jiangsu. The process of making silk involved the rearing of silkworms, cultivation of mulberry trees, reeling of silk, dyeing and weaving. By the Sung dynasty, dyers and weavers became increasingly separated from those involved in sericulture. Weaving and dyeing became prominent economic activities in urban areas where growing pools of artisans lived. Many of the towns that Marco Polo visited were based on the silk industry. For example at Suzhou he noted that the people ‘live by trade and industry, have silk in great quantity and make much silken cloth for their clothing. There are merchants here of great wealth and consequence.’ By the fifteenth and sixteenth centuries large factories with more than twenty looms were operating in cities such as Hangzhou, Jiaxing and Suzhou. At the same time, a number of technological innovations and improvements in looms and dyeing techniques appeared. The result of this growth in production and marketing power was a tremendous variety of silk products.5


During the Sung dynasty (AD 960–1279), a change in government policy accelerated the central role of the market. Under threat of invasion in the country’s north, the government needed to increase its resources and lifted restrictions on market activity. Taxation policies were changed so that the government only took a fixed share of a farmer’s output, after which the farmer could keep or sell anything else produced. This served as an incentive to raise output and promote market activity.6 Markets were established as alliances between local clan chiefs, merchants and the local government officers. Merchants needed official approval to operate markets, and mandarins were generally prepared to approve them in return for financial consideration.7 In this way, a symbiotic relationship between state and commerce developed.


A national market the size of China’s provided a diverse range of products. Markets developed for oils, vegetables, fruit, sugar, timber, cattle and fish, and paper of every sort, including toilet paper. The rich wore the finest silk and ate off porcelain dishes. In the restaurants of the capital, gourmets could choose between northern, southern and Szechwan cuisines. The Chinese became the best-fed population in the world with the highest standards of living.8


Villages developed markets and grew into small or medium sized towns, each with their share of merchants and artisans. By the time Marco Polo arrived, people were living by trade and industry in every town he visited. The southern Sung capital of Hangzhou, with 6,000,000 inhabitants became the world’s largest city. In comparison, Venice, Europe’s largest city, had only 160,000.9


Marco Polo was impressed by Hangzhou. The name he uses to refer to it, Kinsai, means ‘City of Heaven’. He claimed it merited that description, ‘because it is without doubt the finest and most splendid city in the world’. The city had ten principal market places and innumerable local ones. The principal markets were linked by a canal:




On the nearer bank of this are constructed large stone buildings, in which all the merchants who come from India and elsewhere store their wares and merchandise, so that they may be near and handy to the market squares. And in each of these squares, three days in the week, there is a gathering of forty to fifty thousand people, who come to market bringing everything that could be desired to sustain life. There is always abundance of victuals, both wild game, such as roebucks, stags, harts, hares and rabbits, and of fowls, such as partridges, pheasants, francolins, quails, hens, capons, and as many ducks and geese as can be told.





Surrounding the market squares were high buildings in which ‘every sort of craft is practised and every sort of luxury is on sale’. But it was in streets away from the market squares that Marco Polo made his most memorable purchases, from the women of the town:




These ladies are highly proficient and accomplished in the uses of endearments and caresses, with words suited and adapted to every sort of person, so that foreigners who have once enjoyed them remain utterly besides themselves and so captivated by their sweetness and charm that they can never forget them. So it comes about that, when they return home, they say they have been in Kinsai, that is to say in the city of Heaven, and can scarcely wait for the time when they may go back there.





Another popular activity involved hiring a barge and taking a cruise on the lake in the southern part of the city. Ringed by palaces and mansions, a cruise provided scenery and other enjoyments that Marco Polo clearly relished:




Anyone who likes to enjoy himself with female society or with his boon companions hires one of these barges, which are kept continually furnished with fine seats and tables and all the other requisites for a party . . . On the lake itself is the endless procession of barges thronged with pleasure-seekers. For the people of this city think of nothing else, once they have done their work of their craft or trade, but to spend a part of the day with their womenfolk or hired women in enjoying themselves either in these barges or in riding about the city in carriages.





The extent to which entrepreneurship could flourish in this environment can be gauged by the size of the workforce of the enterprises. Records, from the earlier T’ang period, speak of a businessman named Ming-yuan who operated 500 looms weaving silk damask, as a result of which he became very rich. During the Sung dynasty, Wang Ko ran an iron smelter with a workforce numbering several thousand. Such employment levels in the iron industry would not be surpassed until the creation of the Urals iron industry in Russia in the eighteenth century.10 Marco Polo came across very wealthy merchants who, he claimed, lived ‘a life of refinement as if they were kings. And their wives too are most refined and angelic creatures, and so adorned with silks and jewellery that the value of their finery is past compute.’ Given the Confucian attitude to profit-making, the commercialization of Chinese society was not always well received. For example, in the eleventh century Feng Shan made it clear that ‘Heaven and earth bring things forth in constant [quantity], and the piling up of wealth is not a policy to be approved of.’11 However, others, such as Ts’ai Hsiang, approved of the pursuit of wealth: ‘It is human nature for everyone to desire riches. Even peasants, artisans and merchants all scheme away night and day in search of profit.’12


Economic wealth also generated advances in science and technology. As the economy grew, more people could take up non-agricultural-based jobs, including the priesthood.13 Buddhist and Taoist monks were an active source of innovation. During the T’ang dynasty, Buddhist monks invented wood-block printing for the purpose of religious propaganda. By the Sung dynasty, huge libraries of books on astronomy, medicine, mathematics, botany and political and economic theory had built up. The country achieved the highest rates of literacy in the world, and printing became the foundation of scientific discussion across the nation.


The structure of business organization increased in complexity and innovations were introduced that improved efficiency. To help perform calculations, the abacus became a favoured tool of businessmen. To make it easier to transfer money, an early form of bill of exchange was invented by merchants who found carrying large amounts of cash cumbersome and perilous. With this new ‘flying money’, merchants could deposit cash at one provincial office and receive a written receipt guaranteeing reimbursement in another.


Commercial brokers became a powerful force in the economy. They played a pivotal role in market transactions, mediating between buyers and sellers, and drawing up deeds of sale. In so doing, they helped to reduce transaction costs and raise efficiency in the market. Brokers were generally better educated and more resourceful than ordinary people. It was said of the broker Wang Keng:




He was deeply versed in the ways of the world and gifted at contriving plans. Whenever the people of his community desired anything, they would go to him and be told what means they should use. The rural population round-about placed great confidence in him.14





Given that T’ang and Sung law gave only minimal commercial protection, the government promoted the use of brokers to ensure fairness in business transactions. Brokers could also report transactions and collect tax on behalf of the government. The collection of brokerage tax was part of an overall trend by the government to move away from taxing agriculture to taxing trade.


This, in turn, reflected a change in the way government perceived commerce. The traditional Confucian paradigm coexisted with a market-merchant mentality but, in all cases, the state was in control. A high degree of state–business cooperation existed in a number of industries, such as the iron and salt trades. In these trades, the government held a state monopoly but granted licences to private merchants to operate the monopolies on behalf of the government. This ‘government supervision merchant operation’ became a long-lived organizational structure in the economy and a major source of income for the government.15 It reflected the successful partnership being built between merchants and the state.


During the Sung dynasty, improvements in the education system led to a huge leap in government efficiency. In particular, a new form of examination was introduced as a requirement for entering the civil service. Previously, positions in government were granted on the basis of family connections, but with the new ‘eight-legged’ examination, candidates were chosen on merit. This ensured that the Chinese bureaucracy absorbed the most able minds in the country. In state-sponsored colleges, students received a Confucian-based education in law, art, poetry, mathematics and engineering. These provided the future elite with a skill base and wisdom far advanced of any other nation in the world.


This system where government officials were appointed on the basis of their ability had one important drawback. Under a system of merit, an appointee could not hand down his position to his children. The scholar-officials therefore realized they had to strike while the iron was hot and this led to all sorts of corruption and short-term thinking. On being placed in the bureaucracy, a young official established relations with protectors, and proceeded to enhance his financial position by extracting from the people he administered. The Confucian doctrine, which stressed the importance of family over outside forces, actually encouraged this racket of protectionism and nepotism.16 Consequently, milking and corruption became a feature of the economic system.


Businessmen were frequently milked by the bureaucrats and often suffered at their hands. However, there are differences in opinion as to how far this affected business. Some researchers17 believe the state had a tendency to clamp down on any form of private enterprise, killing initiative and the slightest attempt at innovation. This situation was made worse by a secret police atmosphere and the arbitrary character of Chinese justice. However, more recent research18 suggests that there was a genuine concern among state officials not to ruin or seriously impede merchants’ activities, even in the relatively conservative Ming and Ching dynasties. To do otherwise would destroy a source of income. Nevertheless, merchant behaviour was affected by the pervasive mandarins. Merchants never dared to push against the state in order to gain the laws and liberties that merchants in Europe had. This created a commercial culture in which businessmen preferred to compromise rather than fight, to imitate safe precedents and to invest money safely in preference to undertaking risky industrial enterprises. On obtaining wealth, a merchant’s goal was to finance his children’s or grandchildren’s education so that they could become elite scholar-officials themselves.


Commercial success came to depend, to a large degree, on a merchant’s bureaucratic connections.19 Apart from stocking the right goods and maximizing sales, a merchant also had to devote significant resources and energy to cultivating connections with his local officials. In this way, Confucianism defined the goals of businessmen and shaped what was considered rational business behaviour.


* * *


The combination of high output, large national market and Confucian bureaucracy made China the wealthiest nation in the world. However, the mandarins remained suspicious of international trade and shipping. In the early days, government policy was driven by Confucian thought which placed a low value on trade and merchants, so trade and shipping received little government support or approval. Consequently, China had little in the way of an international merchant marine. Long-distance shipping was considered too full of risk from storms and unfavourable oceanic conditions.


During the T’ang dynasty (AD 618–907), Chinese shippers travelled to Korea and Japan but not the southern seas, where trade was in the hands of South-East Asian, Persian and Arab ships from the Indian Ocean. The development of any industry is a consequence of business opportunities and constraints, and the transformation of the Chinese economy during the T’ang and Sung dynasties created a healthy environment for shipping entrepreneurs. Government policy became more conducive to foreign trade and shipping, as commercial and state goals becoming more closely aligned. The rise in manufactured goods provided export cargoes for ships, while an increase in domestic wealth created a demand for imported foreign cargoes. The rise in Chinese wealth also increased the amount of capital available to finance shipping ventures. Finally, with economic growth came an increase in education and technology, with applications to shipping.


If the Chinese were to develop their productive capabilities in the shipping industry, it made sense to adopt some of the achievements of those nations that were successfully sailing the seas. Navigation and geographic achievements of the Arabs and the Hindus were studied by Chinese scholars who eventually created their own star and sea charts, studies of tides and currents and navigational manuals.20 From the Indonesians, they adopted the canted square sail which they then evolved into the more effective balanced lug sail.21


These innovations resulted in the sea-going junk which appeared in the tenth and eleventh centuries. With the development of the junk, the Chinese had a safe ship with which they could conduct transoceanic trade.22 The Chinese introduced a number of innovations that made the junk a safe, strong ship. These included watertight bulkheads, buoyancy chambers and bamboo fenders to protect the ship from sinking. The junks were built with iron nails and possessed a strength superior to competitors’ boats, and, in the oil of the t’ung tree, the Chinese had a superb natural preservative for waterproofing. A significant advance was made in steering where the placement of the rudder at the stern dramatically increased control of the ship. Marco Polo was impressed to find ships with up to four masts in Ch’uan-chou:




They have one deck: and above the deck, in most ships, are at least sixty cabins, each of which can comfortably accommodate one merchant. They have one steering oar and four masts. Often they add another two masts, which are hoisted and lowered at pleasure.





The masts were staggered so, not being placed directly behind each other, no sail would becalm the others. Chinese sails resembled a Venetian blind or fan. They were comprised of narrow sections of canvas or matting stretched between transverse batons of bamboo. Although less efficient than the Arabian or Western sail, they had the advantage of being easier to control when close-hauled or damaged.


Taoist monks were a valuable source of knowledge that proved of assistance to Chinese shippers. Taoists sought to understand the harmony of the cosmos and included among their pursuits the search for immortality. One of their medicinal mixtures (a mixture of sulphur, saltpetre and charcoal), which was originally used to treat skin diseases and as a fumigant against insects, was eventually discovered to have other properties important for the defence of ships – as gunpowder. Another Taoist innovation was the magnetic compass that they originally developed for feng shui (the art of siting graves and buildings in harmony with supposed terrestrial forces). Before the arrival of the compass, seamen navigated by studying the stars. However, this was only possible when skies were clear enough to see the stars. Safety and speed could not be assured on cloudy days. The compass was eventually introduced to shipping and is first mentioned in a nautical context in 1119. The compass revolutionized navigation, making voyages possible in all but the worst weather. Ships could now be more economically utilized, carrying cargoes on cloudy days that previously would have kept them confined to port.


The most consistent contributor to technological advance in the industry came from the official education system. Official science was primarily devoted to those areas that would help maintain order in society. This included the reading of stars to foresee future events.23 Maritime navigation in China had a strong advantage, given that astronomy was a subject given great attention by the officials. As early as the Zhou dynasty (1111–25 BC), astronomical observation had become a profession.24 Before long Chinese astronomers had records showing that a star’s height above the horizon varied depending on how far north or south you were taking your record. This meant that Chinese could find their latitude by observing the height of a star above the horizon. Although this research was performed on land, sailors eventually began to use it to find their locations at sea and, by the T’ang dynasty a ‘star-measuring ruler’ and ‘handy ruler’ had been invented which made astronomical navigation possible. With increased knowledge of sea routes and astronomical knowledge, it became possible to create navigation charts. The earliest of these include A Chart to Overseas Countries which was presented to the throne in AD 1003 and the Comprehensive Charts of Islands on the way to Korea, produced in AD 1123 by Xu Jing.


With these innovations Chinese navigators were building up experience and reaping the economies of specialization. As they developed their navigation skills and gained experience of the wind systems, they greatly reduced the length of time they needed to make their voyages. Whereas a trip to Singapore in Han times (202 BC–AD 220) took some 150 days, by the Sung–Yuan period (AD 960–1368), a similar trip to Sumatra took only forty days.25


During the Southern Sung dynasty, a change in government policy led to a rapid expansion in foreign trade. The cause of the policy change was an external military threat. At that time the country was under constant attack from invaders in the north who eventually succeeded in capturing the Sung capital of Kaifeng in 1127. The government fled south, creating a new capital at Hangzhou, just south of the Yangtze River. The invasion meant that the government now had only half the agricultural land to tax. To compensate for the loss of income, trade was liberalized. A Maritime Trade Commission was established and seven more ports were opened to foreign trade along the Guangdong and Fujien coasts.


The change of policy did not reflect the Confucian value system, so a process of legitimization was required. Given that being a merchant was traditionally seen as a lowly occupation in China, there was need for a new attitude towards trade and profit. The Emperor Gao Zong (1127–62) exclaimed: ‘Profits from maritime commerce are very great. If properly managed, they can amount to millions of strings of coins. Is this not better than taxing people?’26


The policy change reflected a new alignment in merchant and government goals. Official rank was given to any merchant whose annual overseas trade exceeded 50,000 strings of cash and any government official supervising commercial activity greater than 1,000,000 strings of cash would be promoted one grade. While the new policy allowed merchants to increase their wealth and status beyond that normally approved of, it also brought the desired returns to government. Revenue from overseas trade jumped from half a million strings of coins at the end of the eleventh century to 1,000,000 in the early twelfth century and 2,000,000 by the middle of the twelfth century.27 The contribution of foreign trade to total government revenues grew from 0.82 per cent in 1098 to 20 per cent in 1131.28


To help raise the competitiveness of the Chinese merchant fleet, the government targeted the shipping industry with a number of forms of assistance, including financial aid.29 Government funds were allocated to improve harbours, widen canals to accommodate ocean-going junks, build warehouses for merchants, and construct a costly system of navigation beacons along the coast. The Chinese experience showed that a policy of direct targeting could be conducive to the development of an innovation-driven industry.


Many advances in the merchant marine originally came from government investment in naval technology. The navy was an important source of research and development, with the Emperor offering cash rewards to spur innovation in ship design. The age was one of continual innovation and inventions, included ships steered by paddle wheels invented by the engineer Kao Hsuan, and iron-plated armour designed by Chin Shih-Fu.30 With the best boats, the Chinese captured the bulk of the sea trade from their competitors31 and Ch’uan-chou became the greatest mercantile city in East Asia.32 A pan-Asiatic trade ring developed in which Chinese traded with Koreans, Japanese, Vietnamese, Siamese, South-East Asians, Bengalis, Persians and Arabs. Two forms of trade existed between China and its Asian neighbours: trade conducted by private operators and tribute trade conducted by the government. Tributary trade was an arm of diplomacy in which surrounding nations sent gifts to China as a sign of respect. The tribute system provided China with supplies of foreign luxuries while cementing its superiority over the subordinate kingdoms. In return, the Chinese exported products as a kind of gift or reward for paying respect to the Imperial order of China.33 To give an idea of the quantities of tribute trade, in 1394, Zenla (Cambodia) sent 60,000 jin of incense to China as tribute (35.8 metric tons) and in 1475 Japanese envoys sent as many as 38,610 swords to China, enough to equip all Ming commanding officers down to the company level.34


However, the bulk of international trade was in private hands where profit was the prime motive. The earliest organization of shipping was one in which a merchant would arrange transport of goods in his own ships. The small family business held the pivotal place in the shipping industry, particularly on inland and coastal routes. The extended family firm was usually headed by a mature male who shared decision-making with older members of the family. The family firm was an efficient form of organization. Its small decentralized structure gave the firm flexibility in responding to changes in the marketplace. Families also solved problems of controlling and monitoring workers. Commercial relationships built on family linkages had an underlying trust that instilled loyalty. In addition, the Confucian value system placed a high importance on family, so officialdom approved of the structure.


A major problem with the family firm was that its growth was limited by the size of the family and its resource base. These were serious constraints, given the high cost of ships, the high risk and the length of a voyage that tied up capital for long periods of time. Over time, new forms of organization came into being which made it easier to raise capital for larger-scale shipping ventures. Frequently, small businesses would form commercial networks and partnerships with others in the same business. Many partnerships were for only one voyage and profits were shared at the end of the venture. Others were more permanent.


Hsu Meng-hsin wrote in 1137 in his Collected Materials on Relations with the Northern Tribes that investment in shipping and commerce became commonplace:




There are numerous commercial transactions at the capital conducted by merchants from every part of the country, and the city is therefore reputed for its wealth and population. Most of those who possess capital engage in stockpiling or storage . . . pawnbroking . . . or trading in ships. How could they permit their accumulated wealth to lie idle, or buy gold for hoarding at home?35





Pao Hui, another commentator writing during the Southern Sung dynasty, spoke of the willingness of even relatively poor people to invest in the sea-going ventures of others: ‘They invest from 10 to 100 strings of cash and regularly make profits of several hundred percent.’36


With official support, wealthy families in port towns invested in ocean-going ships and cargo. Their success had a demonstrative effect on lesser trading families, skilled artisans and the merchant classes in smaller ports who also began investing in ships for the overseas trade. By the Sung dynasty, owners of ships had grown to include members of the imperial household, civil and military officials, Buddhist and Taoist monasteries and temples, owners of manors, powerful families, peasants and fishermen. A geographical spread in investment created a chain of minor ports along the coast, eventually growing into major trading centres. 37


Ships left Chinese ports for foreign harbours where merchants frequently established offshore agencies. Small Chinese merchant communities grew in places as distant as Champa (Vietnam), Cambodia, Sumatra and Java. Agents in foreign ports performed a key economic role. When a ship arrived in port, it created a huge increase in demand for local goods and pushed up prices. It might also find an insufficient supply to fill the hull. An organization that used agents overcame these problems. An agent could buy stock over a longer period of time at lower prices and ensure that the ship on arrival would have a cargo. Similarly, if a ship arrived and unloaded a warehouse-full of cargo into the market at one time it dramatically decreased the prices for the goods it sold. An agent overcame this problem by storing goods in a warehouse and releasing stock gradually over time, thereby maintaining a higher price.


Agents played a key role developing foreign markets. They provided information on market conditions in foreign ports and indicated what types of goods should be brought to the port and what sort of prices they could expect. Consequently, with the use of agents, Chinese merchants were moving from free markets to organized markets, and improved their profit in the process.


Chinese exports were principally manufactured goods, while imports were dominated by raw materials.38 Confidence in their products made it easier for Chinese traders to venture offshore in search of foreign markets eager for their goods. These included silk, ceramics, t’ung oil, bamboo baskets, wooden combs, straw mats, paper, refined sugar, woods and books.


Shipping and the manufacturing industries created a complementary relationship in which success in one industry helped the other. The high quality manufacturing industries provided key cargoes for shippers. In return, shipping expanded the range of markets for Chinese manufacturers. A flow of information between the two ensured that cargoes were prepared to maximize competitiveness in the foreign market.


The rising export trade, in particular, stimulated development in the ceramics industry. Chinese manufacturers learnt to make specific products and shapes for export to take account of the ritual and cultural requirements in their target market.39 Different kilns worked for different markets. Inside the kilns, efficiency was improved through increased division of labour. Different workers would design, throw and finish the product. Dividing work up in this way dramatically improved the quality. By 1712, when the Jesuit missionary Père d’Entrecolles visited the kilns at Ching-te Chen, the industry had achieved an exceptionally high division of labour:




One workman does nothing but draw the first colour line beneath the rims of the pieces; another traces flowers, while a third one paints . . . The men who sketch outlines learn sketching, but not painting; those who paint (that is, apply the colour) study only painting, but not sketching.40





The demands on output created by the growing export market put pressure on the industry to obtain a level of industrialization unheard of in the West. In the late thirteenth and early fourteenth centuries, family-owned kilns gave way to large-scale industrial complexes controlled by commercial syndicates.41 As demands on the industry increased, more and more craftsmen gave in to the increased security of a well organized industry.


The transformation to a mass-production industry was made possible by the large demand and advances in the technology of production. As the Chinese developed their productive capabilities, they built an extensive knowledge of clays, fluxes and glaze chemistry, controllable high temperatures and industrial production methods. With a high division of labour and large-scale dragon kilns that could produce as many as 35,000 pieces at a time, the Chinese created the first industry based on mass production, reaping the benefits of economies of scale and specialization. By the time of Père d’Entrecolles’s visit, the industrial city of Ching-te Chen housed 1,000,000 people, and had 3,000 furnaces.


No path of growth is smooth or even. Changing crop conditions and political regimes are just two of the factors that can shape the future, and China was not immune to these forces. In 1279 the Sung dynasty was overthrown by the Mongol leader Khubilai Khan, who established the Yuan dynasty. Khubilai Khan was well aware of the importance of business to the economy, and industry and commerce probably received their biggest state support during his reign. Being a Mongol, Khubilai was not influenced by Confucian attitudes to merchants42 and actively supported merchant communities. He placed them on a higher social scale, much to the resentment of the Confucian elite.


The new regime continued to provide targeted government assistance to the shipping industry. A joint-venture system was introduced called Government-Invested Ships in which the government provided ships to merchants with expertise to undertake maritime trade. Profits from ventures were split in a seven to three ratio. In 1285, the government allocated 100,000 ding (about 19 tons) of silver, to build ships for the scheme. Merchants were also given the opportunity to acquire finance at interest rates of 3–4 per cent per month.43


Khubilai Khan also supported the ceramics industry in recognition of the export revenue that it earned. A Porcelain Bureau was established which issued regulations on the capacity and production of kilns. The regulations accelerated the movement from crafts to industrial operations. The government also played an important role in the industry as a sophisticated consumer. Imperial kilns were created to serve the court. Representatives of the imperial court would visit the kilns and select the products they liked. The high standard of demand helped to raise the technical standards of the kilns.


In addition, under Khubilai China was just one part of the large Mongol Empire that stretched from China to the Caspian Sea. Khubilai utilized the full range of abilities in the empire and promoted skilled foreigners to high positions in the Chinese civil service, despite the fact they had not completed the civil service examinations. This led to an anti-foreigner mentality among the mandarins who found their status in decline. Of all merchant activity, mandarins were particularly keen to suppress foreign trade as its offshore component made it very hard to control. Nor did mandarins approve of private merchants profiting at the expense of official trade missions.


In 1368, the Mongols were overthrown by the Ming dynasty. The new dynasty brought with it a return to traditional attitudes to trade and the government banned all private trade and overseas travel. Foreign maritime trade was restricted to official tributary trade from nations acknowledging Chinese suzerainty. Fortunately, the Confucian-trained civil servants were not the only stakeholders at the Chinese court. Much power rested in the hands of eunuchs who were strongly involved in foreign trade. The mandarins might restrict private trade, but the eunuchs were going to increase the scale of tributary trade. The eunuchs had enough clout to gain support for the great voyages of Admiral Zheng He who was himself a eunuch. Zheng He was born in 1371, in the south-western province of Yunnan. His family had held high positions in the county government under the Mongols, but when the Ming forces invaded in 1382 his father was killed, and the eleven-year-old Zheng He was taken prisoner. A common practice at the time involved castrating captured prisoners and Zheng He endured this fate, to be taken as a slave into the court of the future emperor. With a tremendous personality and exceptional intelligence, he rose rapidly in the court and as a military strategist played a key role in cementing the new emperor on the Chinese throne. It was in recognition of his loyalty and achievement that the emperor gave him the name Zheng He, ‘the Eunuch of the Three Gems’.


In 1405 Zheng He was sent on the first of seven great maritime expeditions into the Indian Ocean. The Chinese had previously travelled this far on a number of occasions. In fact, Marco Polo had returned to Europe taking such a journey on a diplomatic mission for China in 1298. However, the fifteenth-century missions reached a new scale of maritime activity. The voyages of Zheng He illustrated that Chinese shipping could move more tonnage more kilometres than any other nation could dream of. The fleet of the fourth voyage (1413–15) consisted of sixty-three large vessels and a crew of 22,670 men, while the fifth fleet sailed as far as East Africa.44 The fleets were composed of trading ships, warships and support vessels. The treasure ships represented a peak in naval engineering and were the biggest vessels afloat. There has been some uncertainty over their size but even conservative estimates of 1,500 tons show they were at least five times the size of the ships used by Vasco da Gama at the end of the century.45


The treasure fleets were the most powerful example of the tribute system, encouraging trade and impressing upon other nations that China was the leading cultural and political power. With their powerful armies, these fleets sailed as far away as Ceylon and Zanzibar, where they used their power to force the rulers of these lands to acknowledge the supremacy of China and the Chinese emperor. In Africa, they reached the Swahili towns of Mogadishu and Mombasa. In Jidda and Dhufar, they exchanged their silks and porcelains for aloe, myrrh and other medicinal drugs.


The prestige of Zheng He’s voyages irritated the Confucian bureaucrats who would have loved to put an end to the voyaging. In a battle between opposing stakeholders, external threats could play an important role in determining outcomes. During the first half of the fifteenth century circumstances changed in a way that strengthened the conservative forces at the court. An increased threat of invasion by the Mongols meant the government’s limited military resources had to be drawn away from the coasts to guard the trouble spots in the north.46 This included building the Great Wall of China. The nation could no longer afford expensive luxuries like voyages.


Another factor that contributed to a change in policy was the government’s concern with attacks on the Chinese coast by Japanese pirates.47 Many Chinese had joined the pirates so the government restricted navigation as much as possible. Inflation also contributed to a change in policy. In the tribute trade, paper money was used, but severe inflation reduced the value of the money to 1 per cent of its face value. The Ming dynasty’s favourable exchange rate with foreign countries evaporated, due in part to the loss of prestige following the emperor’s capture by the Mongols and the hoarding of goods for private trade. Foreign countries were no longer prepared to accept paper currency and the Ming government was forced to pay market value for the goods. This undermined the profitability and rationale of tribute trade.48


As a result of these changing circumstances, the Confucians gained the upper hand in the court, and imperial edicts banning overseas trade and travel were issued in 1433, 1449 and 1452. Any merchant caught engaging in foreign trade was defined as a pirate and executed. The contribution of foreign trade to government revenue plummeted from 20 per cent during the Southern Sung dynasty to 0.77 per cent in the Ming.49


A ban on foreign trade would have a devastating effect on the economy of maritime provinces like Fukien. Given its importance to the livelihoods of so many people, an illegal trade continued to operate on a large scale. The illegal trade had the support of local officials, many of whom were complicit. For example, the family of Lin Xiyuan (c. 1480–1560), a high court judge from Fukien, owned a large commercial fleet with a business network spreading to South-East Asia. Such was the influence of the traders that Zhu Wan, the commanding officer responsible for suppressing shipping, was put in jail because of pressure from the smugglers and their official lobbyists in the imperial court. Zhu had made the mistake of starting a crusade to enforce the anti-maritime legislation. He was dismissed from his position and placed in prison where he eventually committed suicide.50


Eventually, in 1567, the government repealed the maritime prohibition. Although merchants were now free to trade, they received no government support, previously a key source of competitive advantage. Nevertheless, Chinese private traders continued to dominate the pan-Asian trade, given the technologically superior products they carried. However, they took far shorter journeys, restricting themselves to the China Sea. The junk trade followed the rhythms of the monsoons in the South China Sea, trading northwards in June or July, southwards from China in January or February and southward from Japan a little earlier.51 Along the way, speculative calls might be made at minor ports in the hope of striking some business. Communities of Chinese traders spread themselves out around the key trading centres in East Asia, forming networks which coordinated the flow of goods and information.


Chinese sailors no longer sailed to the Indian Ocean, preferring to meet Indian traders at midway points. There was much economic logic in this decision. First, the wind conditions of the Indian Ocean were very different from those in the China Sea. Chinese junks were specifically designed for the wind conditions of East Asia. Second, by restricting their travel to East Asian waters, Chinese seamen could concentrate their navigational skills and energies on the routes and wind systems with which they had the most experience. At the same time, Indians could travel in boats more specifically designed for the Indian Ocean and develop expertise in these waters that increased the efficiency of their operations. Experience no doubt led to faster trips and reduced losses. A further factor that would have influenced the decision of private shippers to restrict their activities to the China Sea was the rise of Malacca.
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Malacca was established by Parameswara, a prince fleeing from Palembang around 1400. At that time Malacca was nothing more than a fishing village, but Parameswara’s intention was to create the best port in the region. He persuaded some ship-owners and traders to use the port and built excellent warehouses and accommodation for seamen waiting for favourable winds. Within three years, Malacca’s population had grown to over 2,000 and it was eventually regarded as being the best port and emporium in all South-East Asia.52


The success of Malacca was further ensured in 1405 when Parameswara visited the Chinese court. Swearing his allegiance to the Ming emperor, Zhu Di, he gained Chinese protection at a time when the fledgling city-state was in fear of its neighbours in Java, Sumatra and Siam. An edict was sent by the Chinese emperor to the King of Siam warning him not to attack Malacca. It serves as a useful illustration of how the Chinese tribute trade could be exploited by contributing states for their own ends. The edict also illustrates the Chinese world view and unashamedly speaks of its superiority.




I reverently took on the mandate of Heaven and I rule the Chinese and the yi . . . You king have been able to respect Heaven and serve the superior, and have fulfilled your tribute obligations. I have been greatly pleased by this for a long time. Recently Iskandar Shah, the King of the Country of Melaka, inherited the throne. He has been able to carry out his father’s will and has personally brought his wife and children to the court to offer tribute. This loyalty in serving the superior is no different from yours. However, I have learned that without reason you have intended to send troops against him . . . You must not rashly send troops on this account.53





Chinese support became a visible reality when Zheng He called at Malacca on his great voyages. Ma Huan, who travelled on Zheng He’s ships describes how, when they arrived at port, they took over the town:




Whenever the treasure ships of the Central Country arrive there, they at once erected a line of stockading, like a city wall, and set up towers for the watch-drums at four gates; at night they had patrols of police carrying bells; inside again, they erected a second stockade, like a small city wall, [within which] they constructed warehouses and granaries; [and] all the money and provisions were stored in them. The ships which had gone to various countries returned to this place and assembled; they marshalled the foreign goods and loaded them in ships.54





With Chinese protection and the business from the fleets, the period 1403–30 was one of expansion. However, the change in Chinese government policy against foreign trade and the end of the great fleets caused a minor recession in Malacca. From this point on no one nation dominated the trade as China had. Malacca entered a period of more balanced growth, attracting merchants from a number of nations.


Malacca’s success was based on its location. On the Malaysian Peninsula, it was a point where the monsoons of the Indian Ocean met the trade winds of the China Sea, a natural rest and transhipment point for sailing ships. Chinese traders who wished to trade with the Indian Ocean preferred to rest at Malacca where they met and exchanged goods with hundreds of merchants from Arabia, Persia, India and the Malay–Indonesian region.55 By the time the first Europeans visited the port at the beginning of the sixteenth century, Malacca was a cosmopolitan melting pot where the humblest Malayan fisherman lived with merchants from around the globe. As the Portuguese traveller Tome Pires described:




No trading port as large as Malacca is known, nor any where they deal in such fine and highly prized merchandise. Goods from all over the East are found here; goods from all over the West are sold here. It is at the end of the monsoons, where you find what you want, and sometimes more than you are looking for.56





Malacca’s growth provided ample opportunity for social mobility. Merchants who rode this wave of rising trade became very rich and powerful. In those days, a rich merchant was someone who could buy the valuable cargoes of three or four ships, and then load his ships with goods from his private stock of merchandise. The richest merchants owned town and country houses, some of which were veritable pleasure gardens with orchards and ornamental lakes, and had many slaves to serve them.


With the rise of Malacca as a transhipment point, Chinese shipping grew, exploiting its competitiveness in East Asian conditions. It also contributed to growth in Indian Ocean shipping where a number of other nations enjoyed the benefits of the growing trade, but none more so than Gujarat.
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The Kingdom of Guzarette is very great and possesses many towns and cities both along the coast and inland and many seaports with much sea trade, wherein dwell great merchants both Moors and Heathen who trade here in great abundance of goods.1
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Chinese traders and seamen dominated trade in the China Sea.
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