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CHAPTER 1

I BELIEVE I CAN FLY


Money or God: which is more real?

It seems like a no-brainer. Even if God exists, He or She (or It, or They) is intangible. You can’t prove God’s existence, you simply have to believe, or not. But money? Surely it’s as real as that pound note or dollar bill you can pull from your wallet, rubbing it between your fingers to prove it’s there.

That is to say, it’s no more real than an amulet or a crucifix that you might place around your neck: tangible expressions of a belief that is as potent as the strength with which you hold it. The reality is that money exists in our imagination. If we don’t believe in it, that banknote is a worthless scrap. If we do, we can use it to change the world.

Do we worship money the way some of us worship God? Consider the thought. Our ancestors prayed for wealth, health and happiness. We devote our lives to getting money, often doing work we don’t like, so we can get more of it. Instead of embracing hardship to reach heaven, we do it to get money. We organise our lives around its pursuit and attainment, compose songs to its beauty, achieve lightness and serenity and ecstasy in its presence.

Does that make us religious? Well, think about it. Think of the conversations that arise when you get together with friends or have a family dinner. ‘No politics or religion at the table’ goes the old rule, but we think nothing of speaking of, say, our new jumper, a planned holiday in Tuscany, our kitchen-remodelling, or a possible promotion. In one way or another, the topic will keep returning to how you either make, spend or save money. Now, each time such topics arise, there’s a good chance you’re expressing your innermost religious beliefs. When you say something like ‘you get what you pay for’ you are usually making a declaration of faith much like someone who says ‘God is merciful’. When you click ‘send’ or sign the chit to transfer money into your pension fund, you’re actually engaging in a spiritual act similar to the person who lights a candle in the church or prays before bed.

You see, when you hear the word ‘money’, your mind will probably drift to notes and coins. If you have a bank account, you might picture it like a drawer in a large secure vault in the basement of the building. Make a withdrawal and the drawer empties a little. Make a deposit and it fills back up. Build up enough savings, like that pension fund, and it might even fill a room, like the cavernous hall where Scrooge McDuck goes swimming in his lake of coins, and which you’ll only run down when you retire and start living off your accumulated riches. And the bank’s job is to provide you with a safe space where burglars in black balaclavas can’t reach your hard-earned stash.

In fact, all of that – and not just the bit about Scrooge McDuck – is little more than make-believe. Any cupboards that might exist at the bank are filled only with IOUs, which are about as good as we think they are. The same goes for any bonds, shares or annuities you hold: it’s all ethereal. Instead of regarding money as something physical, think of that fiver in your pocket as a promise or claim. That slip of paper entitles you to someone else’s resources, of which the most important is usually their labour: you’re in credit when someone owes you work, and in debt when you owe them work. It’s kind of ironic, when you think of it, because while we often believe that money frees us from others and makes us ‘independent’ it’s really a written testament of our bond to them.1

It may come as news to you, but you help to create money all the time, with little more than an act of will and a show of faith. Say you ask your grocer if you can pay next week for today’s shopping. To all intents and purposes you’re promising to set aside some of your labour time for them over the next week. And suppose your grocer takes your IOU to their butcher and, in return for some meat, offers to transfer your debt to him. Voilà, you’ve created a rudimentary form of money.

Humans began doing this thousands of years ago, in the earliest civilisations.2 Over time, as societies grew larger and more complex, village economies evolved into regional economies, and IOUs, which may have been written down or simply kept as a word, began circulating. Inevitably, some entrepreneurs came along who simplified the process by keeping accounts, disbursing some agreed medium of exchange – anything from shells to pieces of silver or bronze, as long as it was not easily forged. Once they’d chosen their unit of exchange, these entrepreneurs would then measure the value of each type of labour in that unit. Because these middlemen often sat on a bench in the market where they could keep everyone’s accounts, they became known as benchers – or, using the Latin word for bench, bankers. And when their proposed unit of exchange gained widespread acceptance, and buyers and sellers began listing their prices and keeping their own accounts in that medium, its free-flowing character gave it the term we use for money: currency, like the current in a river or breeze.

Governments then realised that if they issued their own currency, and required their subjects to tender taxes in it, they could get a handle on trade and use it to raise revenue. So they devised ‘legal tender’. Once again, traders and bankers overtook them. Rather than weigh themselves down with heavy coins or the knives that were used in ancient China, they began issuing paper or cloth certificates, which were backed by money. This made currency move even more freely – or, as economists like to say, it became more liquid.

And so it’s gone on ever since. Today, while governments regulate banks and watch over them with their own bank – the so-called central bank – the vast majority of the money we use is little more than figures on ledgers or digits in cyberspace, and no government can say with certainty how much money is circulating in its economy. It’s like aeroplane engineering. You don’t really know how that 400-ton tube of steel you’re sitting in can lift off the ground and get you across the ocean, but you trust that someone else does.

Because it gives us command over people we’ll never even meet, money has assumed almost mystical properties. And for as long as we believe that power is real, money enables us to create stuff out of nothing. Want to see how? Go ask your banker for a loan. She won’t actually take money from one account to place in yours. Instead, she’ll effectively promise to find cash equal to that figure should anyone want to see it – which hardly anyone ever does, since they trust the bank and take payment in a cheque or an alteration to the figures on their own ledger. The banker, meanwhile, will assume you’ll either buy a house or another asset equivalent to the value of the loan, or at least keep your job and pay back the loan from future work. It’s like she’s found a way for you to harvest the fruits of tomorrow’s labours, today. Needless to say, this whole system depends on everyone having faith in one another: faith there will be a future, and faith in the bank’s ability to convert this ethereal, almost spiritual entity – our faith and promises – into matter (or what we prefer to call ‘assets’). This transformation of nothing into something drives our modern economy forward, and though we take it for granted, to ancient eyes it would have looked like a miracle.

In truth, it pretty much is a miracle. Try this experiment. Go and withdraw a wad of bills from your cash machine, then wave it around in public. Watch how people react. When you reflect on that experience, it won’t come as a shock to you to hear that when Melanesian islanders first encountered Westerners on their shores and saw how they would cross the world and kill one another over little slips of worn paper, they assumed the parchments had magical powers. As a result, just as medieval European alchemists had once done, their own scientists began experimenting with paper to uncover its secret code.

Like Peter Pan telling children to simply believe they can fly in order to make it happen, we can literally will money into and out of existence. If you take your bank loan to buy a house, and everyone believes the house will rise in value, well, it does. Wild, isn’t it? It is as if by getting everyone to believe that gravity no longer exists, we could float heavenwards.

However, the moment we all stop believing, everything comes crashing back down to earth. That, too, happens. It happened just a few years ago, and it could happen again. Because you have to believe in this god for it to have power, and we seem to be losing our faith.

Where there is widely shared belief, religion often follows. So yes, perhaps without realising it, you quite possibly have a religion. It’s called economics.

Start with some of the beliefs you hold most dear. That you work for what you earn. That if you paid for it, it’s yours. That it would be therefore wrong for someone else to take it from you. That rich is better than poor. That a growing economy is therefore good and a recession bad. These are a few of what can be called the commandments of economics. They may or not be noble convictions, but it’s difficult to call them facts, or truths, of the sort on which we are meant to build our lives.

Take, for instance, that ‘rich is better than poor’ adage. As a rough rule, it’s not a bad start: most of us do want to get more money. Yet when actually looking at how it plays out in the things that make us happy, it becomes terribly complex. Sometimes it’s true, sometimes it isn’t – or when it’s true, it’s only so under a bunch of conditions. That’s what the science tells us. Despite that, many people live their lives by this rule, to the extent they make themselves miserable and even sick to acquire more money. That is not the science of economics but the religion – and more specifically, religious fundamentalism, of the stick-to-basics, don’t-doubt, don’t-question sort.

How about the belief that you work for what you earn? We use that one to justify being among the richest tenth of the planet’s population. Compare what you are paid to what someone in a developing country gets. For instance, you take home ten times what the average Jamaican does, and sixty times what the average African would, for doing the same job. We usually attribute this discrepancy to our superior skill and hard work, and it seems easy enough to confirm this belief. Suppose you’ve holidayed in the Caribbean, or in some other tropical destination. You might have observed that the workers in the hotel you stayed in moved more slowly or showed less initiative than you might have done during the summer jobs you did to work your way through university. You therefore could have concluded that’s why you ended up the client, and they the servers.

However, while your observation would have been correct, in that Caribbean workers do produce less per hour than workers in Western countries, you’d also have been comparing apples and oranges. If instead you’d compared what one dollar of your wages got your employer in output, you’d have discovered you’re much less productive than that Caribbean worker. In fact, economic research tells us that differences in productivity account for only part of our higher earnings. Moreover, at an individual level, our work and investment plays only a minor role in what we earn. Most of what we take home is determined not by anything we’ve done, but by dumb luck3 – and sometimes, too, outright injustice.

It’s no big news that we pick and choose among the facts, and then further tailor them to our interests, so as to craft a belief system which justifies our place in the world. Humans have always done this. Social historians distinguish between the official religion of clerical establishments and this ‘popular religion’ of common beliefs. All through history, theologians have dedicated their lives to studying arcane points of doctrine only to have the folk in the pews flatten out the nuances to adopt simple beliefs and practices that may even contradict the scholarship. But if economics is our religion, would that make economists our theologians, our priests?

By now, any economists reading this book might be spitting out their coffee. Or not: in recent years the number of economists who see the parallels between their discipline and religion has grown,4 and even Nobel laureates have been known to use the term ‘fundamentalism’ to describe strands of economics overly wedded to a particular doctrine.5 But a religion, and a priesthood?

Well, think of the role economics plays in our lives. It offers a comprehensive doctrine with a moral code promising adherents salvation in this world; an ideology so compelling that the faithful remake whole societies to conform to its demands; a road map to the promised land and riches there far beyond what any god could offer and moral teachings (albeit in a language often intelligible only to a Talmudic caste, complete with its numerology and symbolism). It has its gnostics, mystics and magicians who conjure money out of thin air, using spells like ‘derivative’ or ‘structured investment vehicle’. And, like the old religions it has displaced, it has its prophets, reformists, moralists and above all, its high priests, who uphold orthodoxy in the face of heresy.

‘But,’ an economist might object, ‘we alone among social scientists get a Nobel Prize for “economic science”. Even mathematicians don’t get that!’ Well, yes, but so what? The Nobel Prize in economics exists only because the economists created it, and it’s a science only because – no prizes for this one – the economists called it a science. To burnish the discipline’s credentials, the Bank of Sweden asked the Nobel Foundation if they could use its name to endow a prize in what they called ‘economic science’.6 However, it is a Nobel in name only since it is awarded separately from the Foundation’s prestigious prizes. In reality, economics is wholly unlike any other science that exists. In fact, when you look under the bonnet, you’ll see that it hardly resembles science at all.

For starters, it rests on a set of premises about the world not as it is, but as we – or at least, the economists – would like it to be. Just as any religious service includes a profession of faith, membership in the priesthood of economics entails certain core convictions about human nature. Among other things, economists believe that we humans are self-interested, rational, essentially individualistic, and prefer more money to less. These articles of faith are taken as self-evident. Back in the 1930s, the great economist Lionel Robbins laid down a rule, in language reminiscent of a papal bull, and that has stood ever since as a cardinal rule for millions of economists. He said these basic premises were ‘deduction from simple assumptions reflecting very elementary facts of general experience’ and as such were ‘as universal as the laws of mathematics or mechanics, and as little capable of “suspension” ’.7 Now, deducing laws from premises deemed eternal and beyond question is a time-honoured method. For thousands of years, monks in medieval monasteries built a vast corpus of scholarship doing just that, using a method perfected by Thomas Aquinas known as scholasticism. However, it was not the method used by scientists, and this conflict provided part of the backdrop to Galileo’s famous run-in with the Vatican. Scientists since antiquity had elevated observation over deduction, and to this day they tend to require assumptions to be tested empirically before a theory can be built out of them.8 Funnily enough, as was mentioned, when the articles of economic faith have been subjected to empirical examination (most often, not by economists), they have been found wanting, or at best terribly nuanced and complicated.

All the same, just as saying ‘Jesus is the son of God’ or ‘Mohammad is God’s prophet’ can affect the way you lead your life, so too can believing in the articles of economics. For instance, research has found that people who study economics tend, over time, to become more self-oriented in their behaviour.9 In other words, these beliefs can be used to create a society in the image of economics. That, by the way, is actually the whole purpose of economics. From its birth, it aimed to make the world a better place. Its early practitioners wanted to supplement and sometimes replace existing religious doctrines by helping to guide humans towards a better life not just in the next world, but in this one. We can’t therefore fault economists for trying to make us behave in a way they think will improve our well-being. Believing we are selfish and want to grow richer, they recommend social and political changes to help us reach those goals. They are, in that respect, true idealists.

Still, that doesn’t make what they do a science. Compare economics to physics, not only because physics is often considered the scientific ideal – the true science – but also because most economists have long modelled their own discipline on physics. Physicists strive only to understand nature. They can’t, however, change it. Getting us to all stop believing in gravity won’t stop gravity. On the other hand, if, say, we all stop believing house prices will rise, then lo and behold they will stop rising (since people will no longer see them as a good investment and will stop buying them). Economics thus differs from science in that it goes beyond merely trying to discover the laws of nature, to actually making them.

Economics also differs from science in the way it evolves over time. The progress of science is generally linear. As new research confirms or replaces existing theories, one generation builds upon the next. Newton moved beyond Aristotle’s physics, Einstein improved on some of Newton’s, and so on. The history of science is thus littered with old theorems that died out in the face of scientific advancement. Economics, however, moves in cycles. A given doctrine can rise, fall and then later rise again. That’s because economists don’t confirm their theories in quite the same way physicists do, by just looking at the evidence. Instead, much as happens with preachers who gather a congregation, a school rises by building a following – among both politicians and the wider public.10

For example, Milton Friedman was one of the most influential economists of the late twentieth century. Yet he’d been around for decades before he got much of a hearing. Outside the academy, he might well have remained a marginal figure had it not been that politicians like Margaret Thatcher and Ronald Reagan were sold on his belief in the virtue of a free market. They sold that idea to the public, got elected, then remade society according to those designs. An economist who gets a following, gets a pulpit. Although scientists, in contrast, might appeal to public opinion to boost their careers or attract research funds, outside of pseudo-sciences, they don’t win support for their theories in this way.

However, if you think describing economics as a religion debunks it, you’re wrong. We need economics. It can be – it has been – a force for tremendous good. But only if we keep its purpose in mind, and always remember what it can and can’t do. It’s a cliché, featured in every film where a hero has lost his way and is told to ‘remember where you came from’. You see, few economists do remember where they came from, since the history of the discipline – or any history, for that matter – is rarely required learning in today’s economic departments. It therefore shouldn’t surprise us that some of them seem to have lost their way, and perhaps even led us astray.

This book will tell the story of economics and its history. While that tale is usually told with an Enlightenment narrative, in which science fights a heroic battle against ignorance and ultimately replaces religion in giving us codes to live by, this one will instead relate the history of economics as a modern act in an ancient play – our search for meaning and purpose, and our dream of a better world.

We humans have always looked for something to believe in, a faith to order our lives. In fact, from the birth of our species our ancestors always lived with one foot in the material realm and another in the spiritual one. They separated mind from matter, body from soul, what we could see with our eyes from what we could know only in our heart. Then one day, about 500 years ago, all this began to change. The first shoots of capitalism had been stirring in Europe from around the turn of the first millennium CE, when the chronic warfare of the ‘Dark Ages’ settled down and people went back to farming rather than fighting. Simultaneously, improvements in agricultural technology began to slowly – imperceptibly, at first – raise output; the humble plough doing much to change the course of human history. The subsequent invention of modern banking in the Italian maritime republics in the centuries following and the evolution of navigation then further lubricated the development of technology. But when in 1492 Christopher Columbus landed in the Americas, he unleashed something that would be so momentous, even he could not have foreseen its consequences.

For in the centuries that followed, wealth from the Americas, and later from other colonial possessions Europeans had taken, flooded into Europe. This new money transformed the continent’s social structure, and provided fuel to the capitalist fire. In consequence, by the eighteenth century, the economies of western Europe began growing more steadily, and rapidly, than ever before. Amid this prosperity, life seemed less vulnerable to the fickleness of nature and its elements. Humans began to feel a greater sense of control over their destinies.

Europe’s old religions, which had provided an explanation and justification for static, stratified societies, now found themselves faced with questions they couldn’t always answer. In particular, some philosophers began wondering if we really did live in two worlds. They wondered if they were resolving the ancient spirit-matter dilemma once and for all, and squarely in favour of the latter. Perhaps, they said, the world of matter determined everything, and even the things we experienced without physical sensation – like love, belonging or happiness – actually had material causes. As new discoveries shed ever more light on the dark recesses we’d populated with gods and spirits, these thinkers reasoned that our need for immaterial explanations would retreat. Amid this ‘enlightenment’ they said, we’d take on the powers we’d once left to the gods.

All the while, rising incomes enabled people and their governments to do more, to build more, to engage in intellectual and cultural pursuits beyond mere survival. Inevitably, some philosophers turned their eyes away from the mysteries of the eternal so as to ponder the here and now. These ‘political economists’ applied the new Enlightenment thinking to the study of production. Creation, they said, didn’t exist outside us, didn’t bless us with its bounty. It was there for our use, and we could apply our growing knowledge to exploit it in such a way as to make ourselves richer than ever.

And so, the economists gave us advice for living that could eventually replace the religions of old. Over time, successive economists slid into the role we’d removed from the churchmen: giving us guidance on how to reach a promised land of material abundance and endless contentment. For a long time, they seemed to deliver on that promise, succeeding in a way few other religions had ever done, our incomes rising thousands of times over11 and delivering a cornucopia bursting with new inventions, cures and delights. This was our heaven, and richly did we reward the economic priesthood, with status, riches and power to shape our societies according to their vision. At the end of the twentieth century, amid an economic boom that saw the Western economies become richer than humanity had ever known, economics seemed to have conquered the globe. With nearly every country on the planet adhering to the same, free-market playbook, and with university students flocking to do degrees in the subject, economics attained the goal that had eluded every other religious doctrine in history: converting the entire planet to its creed, and thereby ushering in a millennial ‘end to history’.

Then one day it all ended. Although we survived the crash of 2008, most of us have watched our living standards decline. Meanwhile, the priesthood seemed to withdraw to the cloisters, bickering over who got it wrong. Not surprisingly, our faith in the ‘experts’ has dissipated. But without faith, our whole world risks collapse. So here we now stand, at the twilight of the money gods, seeking new creeds to light our paths to the future.

Beginning with the earliest economic thinkers, soon after Columbus’s arrival in the Americas; continuing on through the founding fathers of economics, like Adam smith and David Ricardo; through the radical prophets like Karl Marx and V. I. Lenin, as well as their neoclassical critics who rejected their worldly apocalypse to reaffirm a faith in Smith’s creed; on into the crisis of that faith caused by the Great Depression, which yielded the new testament of John Maynard Keynes; and then to the neoclassical reawakening led by the likes of Milton Friedman and Friedrich Hayek, this book will chart the rise and fall of our economic churches, showing how all these scholars were united by a common quest: to give humans a doctrine that could deliver us prosperity and contentment in this life. Setting these thinkers against the backdrop of their times and the economic changes, it will show how each school built its following by answering the questions people then had – and lost their flocks whenever the answers no longer addressed people’s needs. Today, as we go through another crisis of faith amid the ‘Great Stagnation’12, in which none of the economic schools seems able to answer the questions we now have – can we restore the growth rates of old? Will our future be poorer than our present? Why doesn’t new technology seem to be making us richer, as it once did? – we are left to ask ourselves what a new faith for these times would look like.

It is, indeed, the best and worst of times.


CHAPTER 2

GOD OF GOLD


Five centuries ago, while looking for a sea passage to the Far East, Europeans stumbled upon a world they hadn’t known existed. Vikings had reached the Americas earlier but since they kept their records orally it hadn’t been recorded for posterity. Thus, since no European maps showed these lands, they called it the New World. To them, it was a tabula rasa, one they quickly secured a firm grip on. And as history’s winners always do, they then credited their technological and moral superiority for this triumph.

Today, it’s easy to imagine this was somehow all inevitable. In reality the triumph of Europe is a twist of fate that has puzzled scholars ever since. Imagine you’d lived six centuries ago and you’d found a seer who predicted a great civilisation was about to rise which would, within a few centuries, dominate the entire planet; but then added that it was not known where this civilisation would arise, leaving you to ruminate over a list of likely candidates. What might you have speculated? China would have seemed an obvious candidate – a vast, ancient and technologically advanced kingdom that saw itself as the centre of the world, its economy accounting for a third of global output. But so too would the Ottoman Empire, then at its peak, having just finished off the millennium-old Byzantine Empire before then advancing as far west as the gates of Vienna. Meanwhile, the Muslim Moors penetrated deep into Spain. But Europe? The notion that it might rise up and surpass all these other empires would probably have struck you as risible. The continent was poor, disease-ridden – your memory would still be fresh that just a century before a third of its people had been lost to the plague – politically fragmented and so technologically backwards that it was reduced to pilfering its philosophy from Arab libraries.1

And yet if you’d lived a long life you would have seen Europe ruling the Americas. Three more centuries and the continent would control most of the planet. One more century after that and so complete would the West’s dominance become that the planet’s output would be organised to satisfy its wants. The population of western Europe and its settler outposts in the Americas and the Antipodes, together comprising less than one fifth of humanity, would end up consuming four-fifths of what the earth produced. If you wanted a rags-to-riches tale for a continent, this would be it. What explained the dramatic turnaround?

You could start with the old proverb that it’s always darkest before the dawn. Europe’s darkest hour may have come in 1453, when the Ottoman Turks took Constantinople, thereby lowering the curtain on the empire that Constantine had proclaimed a thousand years before. Necessity, though, is the mother of invention, and Europe then had a lot of need. Having lost control of the overland trade routes to the Far East, Europeans began searching for a new way to get the cloth and spices their aristocrats demanded.2 Thus began a period of intense experimentation with long-distance navigation. By coincidence, for domestic political reasons and to concentrate its firepower on land-based foes like the Mongols, China’s government abandoned its ambitious naval policy and turned inwards, restricting its navy to coastal waters and managing its trade through a series of government-run ports. In contrast, the need to defend themselves far from home prompted Europeans to mount cannons on ships. Just as the Chinese empire – then still the world’s largest economy – was withdrawing from the world, Europeans landed in the Americas with ship-borne artillery.

They surprised themselves with the ease of their conquest. On one hand, Europe’s long history of political fragmentation, which had made warfare and weapons-building a central feature of political life, gave the invaders a big military edge over the peoples they encountered.3 On the other hand, Europe’s history of endemic disease had made Europeans resistant to a host of illnesses. In effect, this made their bodies into delivery systems for what were, in the circumstances, weapons of mass destruction. Before it could decide what to make of these fair-skinned men, the indigenous population was decimated. Subduing, evicting and enslaving the locals was therefore done promptly, and the land fell into European hands.4 That released a huge stock of mineral wealth and, since European labour had now found an outlet, brought new farmland into production. This new output pumped fresh money into the European economy.

Better yet, if unpaid labour could be found, that meant not only abundant farmland and mines, but no money lost to wages. And so, beginning within a few years of the European landings in the Americas, their ships began prowling the African coast. Since African states often settled their wars by enslaving some of the defeated population, there was a ready supply of slaves available to traders. A period of constant warfare in west and central Africa resulted, as nascent kingdoms built their wealth on capturing slaves to sell to Europeans.5 Although the effect on Africa was dire, the bounteous supplies of cheap workers created more money for Europe.6 Since Africans weren’t getting paid for the work they did, traders and plantation owners split the difference: plantation owners, having already got free land, could afford to pay for slaves off the future profits they were going to make from unpaid labour. With only a small amount of the total value created by slavery making its way into the hands of Africans, most of this money therefore found its way back to Europe.

These vast surpluses built fortunes. Landowners sent to Europe for silks, linen, wool clothing and hats, the cordage and gunpowder and metalwares – from the nails to build their houses to the cutlery and jewellery that went into them – which launched Britain’s Industrial Revolution. Over the course of the eighteenth century the value of British manufactured exports doubled, but the share going to Europe halved, to be replaced by Africa and the Americas, where the slave colonies were booming.7 Although his estimate was probably on the high side, not for nothing did William Pitt reckon in 1783 that four-fifths of Britain’s overseas wealth came from the West Indian trade.8 Nor was the wealth restricted to those European states that did the actual colonising. It fanned out widely, benefiting much of western Europe and its settler colonies. The ships used drove demand for trees from Scandinavia. Luxury goods from Switzerland flowed into Latin America. And the food produced on British North American farms, which generally couldn’t bear the cost and time of transport all the way to England, was instead sent to the slave colonies, the revenues from their sale then being used to buy British manufactures.9 Such prosperity built the port cities that plied the Atlantic trade. One late eighteenth-century visitor to Nantes recorded marvelling at the sumptuous new buildings and the merchants of the slave trade who, dressed in finest linens and always in the season’s fashions, constituted ‘a class apart’ and were approached by others ‘only with the signs of a profound respect’.10

Though it may have been an accident of history, Europeans were first out of the blocks in the race to conquer these distant lands. The dividend of their victory was a river of money that, since it was fed by free land11 and labour, cost them practically nothing.

In opening new seams of wealth in distant lands and bringing home the loot, Europe followed the pattern of countless empires that had risen (and fallen) since the dawn of civilisation. But it also did something no previous empire had ever done, something that would alter humankind for ever.

If you draw two lines on top of an axis that plots history from the birth of civilisation, with one line for the total number of humans and the other for their total economic output, you end up with lines that tend to hug the axis the whole way. Humans lived almost entirely off the land, and what they could eke out of a seemingly reluctant earth varied little from one year to the next. Some years the rains were good, or occasionally a new type of plough would allow farmers to till new land. But by and large these effects were modest and short-lived, quickly offset by a drought or flood or some other natural disaster which sent things backwards. Limited by what nature could provide, the planet’s population consequently hardly budged. Outside of a small aristocracy, luxury was all but unknown. For entertainment, there was sex, songs and stories.

However, around 1700, the curves suddenly start to move upwards. If you’d been alive at the time, you wouldn’t have noticed it at first. But the new wealth flowing in from the colonies had added fuel to an economic fire which, until then, had always burned low. As a result, the economy of western Europe began to grow. And it kept on growing. Not much, about 1 per cent a year on average,12 which today would be barely above recession levels. But coming after centuries in which nothing had changed much at all, it was revolutionary. If you had been born in 1700 and gone on to live a long life, you would have died twice as rich as you’d been born. Think about how that must have felt at the time: your ancestors had lived for centuries in a world where life was a struggle just to get by while they prepared for eternity, and then one day you realised that at some point the chain had been broken and you were going to finish ahead of the game. You’d have worked out that something significant was happening.

Unlike previous empires, Europeans were doing more than just living off the unpaid labour and free land they’d grabbed in the colonies. They did that, but they also did more than that. Especially in northern Europe, the new money was not just spent, but invested in new business ventures and used to develop technologies. Developments in banking also made it possible to speed up the growth of the money supply. Initially, banks took deposits of precious metals in return for promissory notes, but it didn’t take long for them to notice that their clients didn’t all redeem their deposits at once, happy as they were to circulate their notes as currency. Bankers realised that they could increase the supply of banknotes by holding merely a fraction of the supply in their gold and silver vaults, enabling them to multiply the effect of the new coinage arriving from the colonies. This ‘fractional reserve’ banking was then supplemented by the creation of the world’s first central banks in Sweden (1668) and England (1694). The Bank of England further lubricated the flow of money by assisting government borrowing and thereby marshalling large-scale public investment, further stoking demand in the economy. All this helped to change the organisation of society. The clear dividing line between nobles and commoners was now blurred by the rise of the merchants, planters and craftsmen who were managing this new economic activity and selling into the growing markets. Because these nascent capitalists tended to live in or near cities, where the principal markets were found, they came to be known as townsmen – or more commonly, from the Latin word ‘burgus’ for town, the bourgeoisie.

They were riding a tide of prosperity swollen by both the new money coming from the Americas, and a home-grown increase in agricultural productivity. In the eighteenth century, most noticeably in England, noble families had started enclosing common lands and turning them over to new crops or livestock, or experimenting with the new and more efficient farming techniques that large, consolidated farms made possible. In effect, what Europe had done in the Americas in seizing new lands, the old landed classes did at home. But this in turn created new market opportunities in urban business which, outside of England, the nobility were often reluctant to take, many nobles thinking it beneath them to sully their hands in the demeaning work of manufacturing or banking. In time, many capitalists would overtake the nobles as some of the richest people in Europe – even, sometimes, lending money to nobles eager to keep themselves in the style to which they’d grown accustomed.

However, the nobles weren’t going to give up their sense of superiority easily. With variations, they continued to occupy top political offices into the nineteenth century. Assured of their places in the legislature, such as Britain’s House of Lords, they also held many cabinet posts in royal governments. As for social status, being addressed as ‘Lord’ or ‘Seigneur’ obviously gave you more cachet in exalted social circles. In France, where title-bearing public offices were often sold to the highest bidder, the bourgeoisie showed a particular fondness for slipping into the aristocratic party by the back door and joining the noblesse de robe – the term setting the new class apart from the old nobility of the sword, those noble families whose long history had distant origins in medieval Europe’s warrior caste. Elsewhere, the bourgeoisie would often emulate the nobility by hiring artists, musicians and writers to immortalise them. That’s why, when you wander through an art gallery organised chronologically, centuries of religious art suddenly give way to portraits and scenes of landscapes. A good amount of the money coming into Europe ultimately found its way into patronage of the arts, music and learning. With new sources of revenue, a slightly greater percentage of the population was now able to put aside the daily struggle of manual toil to devote themselves to matters of the mind.

Leisured classes devoted to intellectual and artistic pursuits had been around a long time. Around 12,000 years ago, when our ancestors stopped their wandering and discovered farming, in a long period we now call the Neolithic Revolution, they found ways to squeeze enough output from the land to support a small class that didn’t need to produce its own food. This class, in time, had assembled in the temples; later still in the academies, seminaries and universities. What was novel about the leisure-class expansion of early modern Europe, though, was both the scale and rapidity of its growth, and the source of its patronage. Between the foundation of Europe’s first university in Bologna in 1088 and Columbus’s arrival in the Americas, the continent had produced some three dozen universities. In the three centuries that followed, however, this number, including those in the colonies, would nearly triple. Moreover, the source of patronage changed the orientation of scholars. Medieval universities had been created by religious orders to produce priests, or by princes to supply their governments with lawyers and administrators. Many of the new universities, on the other hand, were created to provide education to the young men of the rising bourgeoisie – who forewent theological studies and instead took a keen interest in more worldly subjects like science, the classics and literature.

Back in the Middle Ages, there hadn’t been much money in writing novels or plays, and so stories and tunes typically became common property – ‘folk’ tales or music, from the German word volk, meaning people. In the age of Shakespeare and Molière, on the other hand, enough paying customers could be found to make a living by entertaining them.13 And, as soon became apparent, the tastes of these audiences differed from those of the priests and philosophers of yesteryear.

‘As soon as they became recognisably human,’ wrote Karen Armstrong in A History of God, ‘men and women started to worship gods.’14 Just why they did so remains something of a mystery. Believers say that someone, or something, created us with a sense of a world beyond. Non-believers obviously opt for materialist explanations. Evolutionary biology, for instance, argues that since human life evolved as a series of random mutations and adaptations, the same can be said of the belief systems that grew up alongside us. Convictions that were functional to our survival and propagation reproduced themselves – spreading, in the words of Richard Dawkins,15 virally as memes. Another popular explanation lies in anthropology, which shows how priestly castes grew up alongside ruling classes, justifying the privileges of both and socialising the masses into passive acceptance of their leaders’ superiority. But whatever their motivations, what is undeniable is that from their earliest history our ancestors revealed themselves to be what Armstrong called homo religiosus.

At first those ancestors tended towards forms of animism in religious practice. Living at the mercy of nature, they looked to it for guidance and safety, treating the animals and plants they depended on for life as sacred.16 That’s why the earliest evidence of religious symbolism, like cave paintings, make animals and nature so central. But once civilisation began and a leisure class emerged, they turned their eyes heavenwards, to that part of nature they had not had time to ponder – the stars, imagining lands beyond the mountains, and who or what might live there or have created them.

Sometime around the first millennium BCE, there occurred one of those strange, seemingly inexplicable coincidences that history will sometimes yield. Over a long period that the philosopher Karl Jaspers would call the Axial Age, in different corners of the world, elaborate systems of belief arose largely independent of one another, yet with remarkably similar features. Confucianism in China; Hinduism, Buddhism and Jainism in India; Zoroastrianism in Persia; philosophy in Greece; and Judaism in Palestine. All were characterised by a hunger for meaning and the emergence of priestly castes.17

Like any grand theory, the Jaspers thesis is much debated. Nevertheless, one can’t help but notice how much the preoccupations of these different belief systems resembled one another. They debated or outlined the duties of the ruling classes, the rights and responsibilities of the individual, the meaning of existence, the search for justice and a vision of a better world – whether in this life or another. As if born with a sense that there was something beyond this world, and that humans were entitled to a life free of sorrow, hunger and violence, and moreover that there existed somewhere a garden of plenty or a promised land where they would find it, our ancestors began to ponder how to reconcile the gap between the world as it was and the world as it might yet be. Mindful of both human frailty and the scarcities that made life so fragile, these religions dreamed of abundance and looked to supernatural intervention to provide it. In modern economic parlance, we’d say they looked to some exogenous variable, something ‘outside the model’, to complete it. For the most part, ordinary people left it to the experts to manage relations with this other realm. Consumed as they were with the daily grind of coaxing a living from a reluctant earth or sea, they paid their temple-dues and followed the priesthood’s guidance in the rituals required to help make the rains come or the herds return. For as long as they could deliver the goods, the priests retained their flock.

After the death of Jesus Christ, an itinerant Jewish preacher on the outer edges of the early Roman Empire, a new sect appeared which would eventually grow into one of the biggest and most enduring religions in history. Shaped by Jewish traditions and literature, as well as the Greek philosophy then current among its scholars, this faith would spread along the trade routes of the empire to eventually conquer western Europe. Called ‘Roman’ because its highest temple ended up being located in the imperial capital, it built upon an evolving Jewish tradition that had replaced the earlier belief that the Jews, like every nation, had their own tribal god – or in the case of other peoples, including the Romans, gods – with the new conviction that there was in fact only one god – theirs. The new faith, though, adopted more liberal membership rules and saw as its mission to eventually convert the world, so it took as its moniker the Greek word for ‘universal’: Catholic.

However, reasoned its founders, until the day the whole world converted to Roman Catholicism and Christ returned to Earth, humans would have to live with one foot in each of two worlds: the City of God and the City of Man. This belief, which had been developed by one of the early Church fathers, Saint Augustine, held that humans had to navigate a course through two overlapping realms, the material one and the spiritual one. Citing Christ’s injunction to his followers to ‘render unto Caesar that which belongs to Caesar and unto God that which belongs to God’, Augustine argued that Christians had to respect the rules of both the king and the bishop – but that in the final reckoning, both answered to God. Meanwhile, we were all bound together to God in the act of communion, the commemoration of Christ’s last meal before his execution for treason by the Romans. For centuries, therefore, Europe’s academies and seminaries devoted themselves to working out the details of the laws that would govern daily behaviour. Was usury wrong? What was a just price? If the lord and serf were equal before God, but one ruled the other on Earth, what were their respective rights and duties? These were the sorts of questions that were debated for centuries in the monasteries and convent schools.

Ever since the fall of the Roman Empire, such Church institutions had incubated the culture of the Western world (which was sometimes called Christendom). The tradition of scholarship it engendered was passed down through the generations in the documents produced by scribes; monastic authors who transcribed religious and scholarly literature. Artists in their own right, they would reveal their genius not only by crafting beautiful lettering, but also by the illustrations that adorned their texts. But they took a long time to produce, and so the energy of the scribes had to be reserved for the writings of churchmen. Theirs was not the age of the bodice-ripper.

The change in the economic landscape that followed the advent of European imperialism in the fifteenth century would profoundly disrupt this order of Church, scholars and scribes. The rising bourgeoisie, and the nobles who chose to throw in their lot with capitalism, increasingly wanted to emancipate themselves from the rule of clerics. The rise of a literate bourgeoisie increased demand for literature, putting a strain on the traditional methods of reproduction. Moreover, the tastes of this new consuming class differed from those of the Church’s intellectuals. Rather than scholastic religious commentaries written in Latin, the children of the bourgeoisie had tastes of a more profane sort than the monasteries could satisfy. They wanted light fiction, poetry or even bawdy, raucous tales like The Canterbury Tales or The Decameron – and moreover, they wanted them in their own languages, which could better convey the richness of puns and imagery in which those writers excelled. It was their age’s equivalent of preferring reality television to nature documentaries.

Recent technological developments made possible this meeting of writers and readers. Johannes Gutenberg, a native of Mainz who later moved to Strasbourg, worked with what we would today call venture capitalists – investors who would lend him the money to develop various schemes. For a long time, his labours bore little fruit and his investors were growing restless when, around 1440, he suddenly worked out a way to speed up the printing of manuscripts.

Gutenberg’s hadn’t been the first printing press, but it was the first to appear in Europe, and this mattered. Unlike the presses invented in Asia, Gutenberg’s press would find its principal customers in the private sector. The public’s growing appetite for literature made printing a lucrative venture, and so the technology spread rapidly across the continent. With further improvements the press made reproduction of books vastly more efficient, raising the speed they could be printed at by over 2,000 per cent. In 1455, the number of new titles could have fit in a wagon, whereas fifty years later the number of new titles ran to tens of thousands.18 The continent now witnessed a new phenomenon – the best-selling author. Writers like Erasmus, who would have once reached a small audience of scholars, sold hundreds of thousands of books. By the time Europeans were penetrating the interior of the Americas, there were hundreds of presses operating across Europe.

As often happens with inventors, Gutenberg struggled financially. No sooner did he attract new investors than the old ones wanted their money back. The Steve Jobs of his time, he proved to be a better visionary than manager, and his projects often ran over budget. But Europe would never be the same. Early in the 1500s an Augustinian monk became embroiled in what might otherwise have been a localised theological controversy. Martin Luther had written to his bishop to complain about a Vatican agent funding the construction of St Peter’s Basilica by selling indulgences – financial contributions that supposedly bought a reduction in the time a soul had to spend in purgatory before gaining admission to heaven. Today, such an agent would probably land a high-paying job as a fundraiser or run an ex-politician’s charity, but Luther’s was a time that looked askance at such behaviour. However, beyond assailing the crassness of price lists for sins, Luther made an even more provocative criticism of the Church. He said it couldn’t mediate between individuals and the life hereafter. Only if they had personal faith could individuals save themselves. He insisted that nothing the Church could do would alter that.

Luther was hardly the first rebel in Church history. Many had come and gone, many had been forgotten, many were mere footnotes in histories only scholars knew. If the Church didn’t like what someone had to say, it could have the scribes strike him, or her, from the record. But this time, when Luther shared his letter with a few friends, they took it to the press. Before long, several hundred thousand people had read it.19 Among Luther’s fans were many of the new bourgeoisie, drawn to the idea that they alone determined their salvation, along with some princes who were only too happy to take some powers away from the Church.20 This marriage of individualist ideas and capitalist business sense helped make the Reformation. It also legitimised the idea that men could chart their own path to heaven. Luther might not have intended the revolution to be so sweeping, but once the idea spread it was out of his hands.

By the time Martin Luther was stirring up a hornet’s nest in Catholic Europe, the growth of prosperity was already weakening the sense of life’s fragility. As wealth grew, it became possible to envisage new things that could be done with it, beyond building cathedrals or endowing religious foundations (the traditional good works of the nobility). The eyes of the intellectuals turned away from the heavens and once more looked at the world around them. But unlike their distant ancestors, who’d seen nature as the sovereign on which they depended, this time the relationship was reversed. Humans now started to see themselves as sovereign, and it was nature that would be bent to their will.

Beginning soon after the European arrival in the Americas, and taking firm hold amid the prosperity of the seventeenth century, a new movement looked to displace the role of the Church in intellectual creativity. Preferring empirical observation to the Catholic scholasticism of reasoned deduction from the a priori premises of faith, they looked at the world with eyes sceptical of old assumptions. Because this movement’s chief proponents believed the new knowledge would shed light on areas of human existence that had been shrouded in ignorance, they called it the Age of Enlightenment.

The thinkers of the Enlightenment did not necessarily set out to upend religious thought. On the contrary, men like John Locke, René Descartes, Francis Bacon and Isaac Newton were devout believers who maintained that the new mode of enquiry would more fully reveal the mind of God, so hidden during the centuries when daily life was a constant struggle. However, they departed from the traditional worldview in which God was revealed in the sacraments or the Bible or the wisdom of the Church, and looked to reason and scientific observation to unfold His presence and will. This scepticism, which defined Enlightenment thought, was then taken by subsequent thinkers to its logical extreme. In the eighteenth century, French intellectuals like Voltaire and Denis Diderot rocked the Catholic Church with their provocative doubt, which questioned everything the Church had taught. Diderot even landed himself briefly in prison in 1749 with a series of explosive publications like Indiscreet Jewels, a satire of the French monarchy that related the experiences of court women from the vantage point of their vaginas (suffice to say the book was action-packed).

By then, paris had become a hotbed of Enlightenment thought. The daughters of the new bourgeoisie, along with some forward-thinking noblewomen, eagerly patronised the flourishing artists and intellectuals of the Enlightenment at dinner parties they called ‘salons’. Originating in Italy in the 1500s, salons spread among the French bourgeoisie and nobility in the next century, reaching a zenith as a genre at the mid-eighteenth century. At these literary soirées where the most fashionable writers, artists, musicians and intellectuals mingled with the beautiful people of the time over sumptuous meals and rivers of wine, the women of both the old and new orders helped birth the new age’s thought.

The evolution of the material and spiritual worlds thus reinforced one another, helping to create the new Europe being so debated in those stately homes. On one hand, capitalism, itself given a fillip by the spread of empire, helped sustain the Reformation and subsequent Enlightenment. On the other, the Enlightenment helped sustain capitalism, by challenging the old medieval aristocratic order and its veneration of land and dismissal of commerce and finance. Opening new vistas of thought, scholars were turning their attention away from the traditional pursuits of intellectuals, like questions of eternity, and focusing their energies on the here and now. Some devoted themselves to that most material of intellectual undertakings: trying to understand and channel the economic transformation then underway.


CHAPTER 3

PROPHETS FOR A MATERIAL AGE


Today, we think of Paris as a city of grand boulevards, parks, fountains and squares, a haven for lovers with its romantic views of the gentle River Seine and the elegant buildings with balconies lining it. But that is a legacy of the reconstruction of Paris that took place in the late nineteenth century, following generations of the sort of street battles immortalised in Les Miserables. In the era of the salons, the French capital was quite a different place – a congested, squalid medieval city that groaned against its walls like a child who has outgrown its crib. Houses crowded narrow lanes, and the lanes doubled as sewers before draining into the river. So narrow and cramped were the streets that there was scarcely room for a cart to pass through. Most Parisians had to walk miles a day and wait in long lines to fill a bucket of water at one of the few public fountains. Dark at night and dangerous, its warren of alleys providing endless escape for those who challenged authority, the city stewed with rebellion.

Amid this restless sea of humanity, though, stood quiet islands where the nobility kept their city homes alongside the residences of the new bourgeoisie. Attended by servants who kept the food coming and the wine flowing, salonnières assembled their favoured intellectuals in gatherings that stirred the pot of intellectual ferment. Salon society turned its back on the nearby Sorbonne, the ancient university whose dwindling priesthood had retreated into arcane theological debates and provided a lively new stage for the people who were building a revolution in thought: men like Voltaire, Jean-Jacques Rousseau, Maximilien Robespierre, Benjamin Franklin and Thomas Jefferson.

A timid, awkward Scotsman turned up there in the winter of 1765.1 Adam Smith was a bookish academic, famous back in Edinburgh for long absent-minded strolls when he burrowed so deeply into his thoughts that, on one occasion, he managed to walk fifteen miles before realising he was still in his bathrobe.2 With more than half of Britain’s universities (despite having less than a tenth of its population), Scotland was home to its own current of the Enlightenment. Centred not on salons but on reading circles where scholars eagerly consumed and debated the latest literature from the continent, the Scottish Enlightenment retained a distinctly Scottish flavour – practical, optimistic, aiming to use the new knowledge to better the world. A friend of the philosopher David Hume, Smith had made his name with a book on moral philosophy titled The Theory of Moral Sentiments. If a little concerned by Hume’s radical scepticism, Smith nonetheless shared his friend’s wish to discern truth not in deduction or reflection upon religious teaching, but in empirical observation of the world around him. In his subtle and carefully reasoned book, Smith took a hopeful view of human nature. Although he challenged centuries of Christian teaching on ethics by arguing that human morality came not from transcendental sources like stone tablets descended from a mountain, but from the mundane experience of humans understanding others, he nonetheless agreed that benevolence and love were the foundations of a harmonious society. Moral sentiments, he said, came from the experiences of this world, not knowledge of another one.

In a Parisian high society that placed as much value on style as substance, Smith was a bit of a square peg. With none of the charm that brought Hume success among women, equipped by nature with bad teeth and looks that he himself acknowledged weren’t exactly spellbinding, and with so little French he could at first barely carry a conversation, it was inevitable he would underwhelm. One woman he encountered at a party would later simply recount that ‘he was as ugly as the devil’.3 But the insouciant Smith soldiered on happily, immersing himself in Parisian life, delighting in frequent trips to the theatre and the opera, accepting any salon invitations he received. In time, his modest and companionable demeanour won over even those who used to avoid him.

Smith was impressed by the fact that France, like Britain, was going through a long and unprecedented era of economic growth, and was captivated by the ideas of philosophers who were trying to make sense of it. Just as political philosophers like Voltaire had turned away from questions of eternity, these ‘political economists’ were asking questions about what was happening, literally, in the ground beneath their feet. Had humans found the secret to transforming the environment in a way they had long assumed only God could do, making it release more wealth into their hands than they had previously imagined possible?

Paris was then the centre of this nascent economic thought. It had coalesced around a group of thinkers called the physiocrats, who were a big draw on the salon circuit. Encountering them one evening, Smith was smitten.

The physiocrats were not the first scholars to turn their attention to the economy. No sooner had Europeans opened America’s seams of wealth than men of letters had begun pondering what all this new money might do to their homelands. The earliest of these intellectuals, who came to be known as the mercantilists, were more high-brow bureaucrats than scholars, trying to calculate what impact the gold and silver they were mining in the colonies would have on Europe.

Gold is a funny thing. A shiny rock that produces nothing, it nevertheless retains a hold on our imagination that has always defied reason. Warren Buffett once summed up the enigma of gold by saying we ‘dig it out of the ground . . . Then we melt it down, dig another hole, bury it again and pay people to stand around guarding it.’4 Humans through history and in almost all lands have attributed almost mystical properties to the precious metal, using it as both a store of value and a symbol of wealth and power. This inexhaustible demand for what is a scarce mineral has always made it very valuable. The desire to acquire it, and the lengths to which humans will go to find it, is a recurrent theme in the human imagination and the folklore it has produced.

Never was this more so than in the age of mercantilism, when gold hoards were considered the measure of a state’s power. Despite centuries of experimentation in the proto-science of alchemy, nobody ever found a way to make gold, leaving humans to make do with what the planet yielded them. And that wasn’t much – in the 1700s, barely enough to fill a swimming pool. So if the gold supply was ordained by nature, it logically followed that the planet’s stock of wealth was itself unalterable. And since for thousands of years humans had never known anything in the way of a significant and long-lasting rise in their productivity, this appeared a reasonable conclusion. The mercantilists were thus satisfied that Europe’s post-Columbian wealth was simply the result of the transfer of wealth from the colonies to the heartland. Dream as they did of a hidden El Dorado, such a land of endless abundance could only exist at the margins of the earth, in an imagined golden age of the past or a utopian future. As a result, the mercantilist doctrine did not depart very far from the medieval mind in its acceptance of the sovereignty of God and the immutability of His creation.

Then along came the physiocrats who proposed something radical. They suggested a rational economic organisation could cause farmland to produce greater yields, and it was this, and not the influx of gold and silver, that was behind Europe’s rising output. Significantly, the physiocrats departed from the normative rhetoric that had governed earlier, philosophical work on the economy, concerning themselves not with the world as it could be, but with the world as it was – or at least, as they understood it to be.

François Quesnay, the court physician to King Louis XV who became his trusted adviser, was the celebrity-scholar among the physiocrats. Surrounded by fawning admirers who took their cue from the king, Quesnay devised a model of the economy that (not surprisingly for a doctor) took it to be a living organism. In true Enlightenment fashion, Quesnay tried to replicate Newton’s success in modelling the operation of the universe. The fact that the resulting chart was so bewildering that only he could decipher it, further burnished his reputation for brilliance (a lesson that wasn’t lost on subsequent generations of economists). Quesnay thus assumed the aura of a seer among his followers.5

Nevertheless, if theirs was a supposed science of the economy, in one vital way the physiocrats still didn’t break with the medieval mindset. As their name suggested – ‘physio’ being the Greek word for nature, ‘kratein’ for ‘to rule’ – they believed nature held the reins, conceiving a natural order in which creation, once freed from governmental restrictions on commerce, would realise its potential. Although they rejected feudalism’s organic conception of society, preferring a laissez-faire model in which labour could be freely allocated to its most productive uses, their theory allowed less room for human ingenuity. They believed that land, not people, was the basis of production, and land could become more productive. As a result, they had little regard for industry or services, and least of all for banks, concluding that these sectors added nothing to the economy but merely circulated the wealth produced by the farms. The emergence of urban capitalism therefore testified not to progress, but to a decline into an unnatural and degraded state. Idealising the peasantry and rural life – Thomas Jefferson, whose vision for the young American republic was of a nation of independent farmers, was an admirer – the physiocrats saw corrupt government wedded to war and luxury as the chief hindrance to progress. That this bore more than a passing resemblance to Chinese Confucianism was not accidental. Thanks to the Jesuit mission in the Far East, the physiocrats had access to Confucian literature, and they consumed it avidly.6

In medieval Europe, children had been taught to bow their heads in prayer whenever a funeral procession passed by. ‘No man is an island,’ wrote the English poet John Donne, expressing a conception of an ordered society bound together by ties of reciprocal duty. You were born with a set of rights and obligations that secured your place in society. If your parents had been tenant farmers and you were prepared to keep the farm going, you’d probably have been entitled to the tenancy. If they’d been blacksmiths, you could probably have learnt the trade and kept the forge going. On the other hand, had your passion been carpentry rather than ironwork, you might have found it hard to enter the wood-working guild. What you gained from the old order in security, therefore, you lost in freedom. And that, said Adam Smith, had to go.

The times were changing. States were rising, the Church was declining, and a new order called for a new morality. Ever since the Reformation, when Martin Luther shook up the Church by saying it had no authority to stand between Christians and their Bible, the book he took to be the ultimate source of religious authority, northern Europe’s kings had been weakening the secular power the Vatican had long enjoyed. They may have acted on principle, or they may have been simply seizing an opportunity. Some of them claimed the right to select bishops and rule over the Church, as happened in France. Some pushed the Pope aside and placed the Church directly under their authority, as happened in Britain and Scandinavia. With royal or, in the case of the republics, national governments improving their tax administration and bureaucracy, and with their right to tax overseas trade helping to swell their treasuries, power began to move towards the centre. Even when noble families still dominated the government, as was the case in England through the nineteenth century, power was shifting from their great country estates to the capital city.

By protecting sea lanes, regulating commerce and creating standard measures, these governments became essential partners to the rising bourgeoisie.7 With capital playing an ever-greater role, it was inevitable that over time people’s loyalties would drift away from the pluralistic spheres of the Middle Ages, in which they had been defined by their religion and locale (‘I’m so-and-so from this village, and my father is . . .’). A newly evolving concept, that of citizenship, which would take clear form during the 1789 French Revolution, called on everyone to see the ultimate arbiter of their lives in the nation state. Although the vast majority of Europeans still attended religious services, church courts were dissolved and religion was now made subject to the laws of the land. Not surprisingly, given they looked to create a new age, Enlightenment thinkers tended to swim in the swelling currents of this nationalism.

Political economists thus saw themselves as servants to their government, helping it to find ways to augment its revenues and boost national wealth. In effect, political economists assumed the role of royal advisers who had at one time been priests and cardinals. A tradition begun by the mercantilists, it was carried on by the physiocrats, who, while rejecting the mercantilist balance-sheet approach to empire, nonetheless wanted to raise the productivity of domestic agriculture. This political alignment of scholars, therefore, produced schools of political economy with distinctly national characters.

After finishing his French tour, Adam Smith would devote the next decade of his life to producing what would become the bible of British political economy. An Inquiry into the Nature and Causes of the Wealth of Nations, which appeared in 1776, would be one of the most influential books to ever appear in the English language. He provided a finely crafted argument to show why humans, if allowed to pursue their own desires, would invent new products and processes that would ultimately raise the output of society as a whole. Everyone would benefit, since workers would get jobs and manufacturers would thereby obtain richer customers. Smith said the old religious ethics should play no role in the economy. There would be no ‘just prices’ calculated to align need with ability to pay, no bans on usury, no fixed stations in life. Such rules and interventions, he held, messed with the economy’s natural operation. Instead, prices should be set by traders in competitive markets according to the interaction of supply and demand. And so, for instance, if cloth became too expensive and customers had to cut their purchases, the attraction of high prices would lead textiles manufacturers to ramp up production, making cloth more abundant and affordable once more.

No doubt because he lived in what he called a nation of shopkeepers, but also because he came from a lowland Scotland then witnessing the birth of the Industrial Revolution, Adam Smith would reject the physiocratic veneration of farming. He agreed agriculture could be made more productive. But to him it wasn’t a basket into which you could put too many eggs, not when other opportunities had just begun knocking. Smith thought all labour, and especially industrial labour, could be made productive. He suspected it was the productivity of labour itself, and not the land, which was powering the country’s rising prosperity. And what made labour more productive? The capital added to make it more efficient – which is to say, to enable it to produce more with less. Although the concept of the division of labour wasn’t his invention, Smith developed it into a full-blown theory of how specialisation made workers more productive. He reasoned that industrialists who applied their capital to the creation of such integrated production units were key actors in the transformation of human potential, and no less important to the success of capitalism. Unlike the Confucian and physiocratic position, which saw commerce as essentially parasitic, Smith insisted that bankers and traders played essential roles organising and facilitating the division of labour. That, he argued, was the genius of capitalism.

And so Smith came to the ultimate preoccupation of all political economists, the role of government in this new order. He called for a state whose functions were clear but restrained. It was to maintain public order, defend against foreign invasion, and provide public consumption goods – those goods that markets and society needed in order to function properly, but that no private business would provide since there was no way to make money from them: policing, roads, courts and so on. He didn’t advocate a complete hands-off approach to the economy. For instance, he thought it best if the government broke up organisations that limited competition, such as guilds, unions and cartels. Nevertheless, his ideal government would be one that acted in the name of economic efficiency and not in the pursuit of any other goal. Instead, he suggested that if the government maintained basic order and left individuals with maximum freedom of movement, an ‘invisible hand’8 would guide the society towards higher states of civility, revealing a natural order within its inner workings.

The Wealth of Nations, which sold out its first printing in a matter of months, became the cornerstone of a new doctrine. At its heart lay a new commandment. Two thousand years after Christ told his followers to ‘Love your neighbour as yourself’ Smith now instructed his to simply ‘Love yourself’. What appeared to be private vice would actually yield public benefits.

How could this be? Smith resolved this paradox by saying that if you made yourself rich, you would have more to spend, and so you’d make someone else rich too. He hadn’t invented this notion. The thesis that the individual’s pursuit of his or her own self-interest would lead to social benefit, what was known as the doctrine of unintended consequences, went back to at least the early eighteenth century. Its first expression appears to have been a short book by Bernard Mandeville called The Fable of the Bees. At the time, Mandeville’s idea was scandalous, since it turned centuries of religious teaching completely on its head.

Yet while Smith had written the doctrine of unintended consequences into his creed, he’d been no proto-Gordon Gekko declaring that greed was good. On the contrary, Smith presumed that the capitalist economy would operate in an environment much like that in which he lived, with a shared moral universe that guided and limited the behaviour of individuals.9 Smith may not have been a terribly religious man, but his was an age in which most people still went to church and almost everyone believed in the God of Christianity and the moral codes bequeathed by that religion. Far from an atomist vision of society in which each person was self-sufficient and engaged with other individuals only to maximise one’s interests, Smith offered detailed passages outlining the ways society was comprised of a myriad of interdependent individuals, each playing a part essential to the whole. In effect, the invisible hand was the individual’s unwitting enactment of the human animal’s social nature, love of self inadvertently leading one to love the society one lived in. All the same, in producing a worldview in which the pursuit of self-interest was celebrated as good, a belief that generations of political economists would take as an article of faith, Smith had helped create a new moral code for a rapidly changing world. Later generations of libertarian thinkers, often paying little attention to what Smith actually wrote, would often elevate this commandment into a celebration of love of self tout court.

If Adam Smith had provided the gospel of this new doctrine, his disciples would soon add the Acts and Letters which fleshed it out fully. Among the first to do so was a young broker who in 1799 picked up The Wealth of Nations for the first time. David Ricardo had never been one to miss an opportunity to ruffle feathers. He had broken with his Jewish family when he eloped with a Quaker girl and would later go on to make a fortune speculating on government bonds using methods that would today land him in court on insider-trading charges. But when he read Smith’s work, he would outdo even its author in upending received wisdom.

Although the physiocrats had called for free trade, what they’d really meant was free trade within France. In the eighteenth century, you could barely move from one French town to the next without paying some form of toll. But when it came to foreign trade, the physiocrats still wanted to maximise the nation’s wealth by conventional means. They wanted to export lots and import little. Smith, therefore, had already overturned political economy’s boat when he suggested that if a foreign country could produce something more cheaply than Britain, Britain would do well to import it. Yes, domestic producers would go out of business, but that would make them start producing the things Britain could produce more cheaply than its rivals, and then export the surplus. As he put it, Britain would do best to specialise in those products in which it enjoyed what he called an absolute advantage.

Ricardo now took this a step further. He said that even if a trading partner had an absolute advantage over Britain in the production of all goods, Britain should still open its borders. This sounded suicidal, but Ricardo explained why it made sense. He contrived an imaginary scenario based on trade between Britain and her oldest ally, Portugal. Suppose, he said, that Portugal could produce both wine and cloth more cheaply than Britain – which is to say that it needed fewer worker-hours to produce the same amount of output. The theory of absolute advantage suggested Portuguese goods would swamp Britain. Not necessarily, said Ricardo. Let us assume, in turn, that Portugal also had a comparative advantage in the production of wine – that while it could make both wine and cloth more cheaply than Britain, it could make wine cheapest of all. Under a regime of free trade with Britain, it would have an interest in putting all its resources into producing wine, import cloth back from Britain, and bank the difference it would make in its vastly increased wine sales. Portugal would thus specialise in wine, Britain in cloth.

In the early age of the nation state, when governments were determined to safeguard their national wealth, this was shocking advice: tear down all your walls and throw your country open to foreign goods. It was the economic equivalent of sending all your soldiers home and raising your border posts. Yet Ricardo insisted, using some simple mathematics to drive his point home, that this bold move would actually enrich the country.

Like many a prophet, Smith had his moments of doubt, when he wondered whether his new morality would actually work. Slavery, for instance, still existed in his day. While he criticised the institution, Smith also resigned himself to its existence. What slave owner, he gloomily said, was going to want to give up labour he didn’t have to pay for?10 Moreover, he had to admit that the colonies were providing Europe with a good deal of the wealth then driving its ascent.11

One of those colonies, Jamaica, had become the richest in the British Empire – although, since most of its inhabitants were unpaid slaves, the colony’s wealth existed principally on paper, in the London bank accounts and great houses of the plantation owners. Nevertheless, given the sheer volume of the profits of Jamaica’s sugar plantations, some of which stretched for miles and possessed hundreds of slaves, even the proportionately small amount of their income that the planters spent in the colony supported a large foreign trade. Each week, therefore, dozens of sailing ships laden with cargo would dock at the ports of Montego Bay, Lucea or Kingston, offloading furniture from London workshops, Portuguese wine and French brandy, clothing from Paris for the planters and Wiltshire cloths for the slaves, new supplies of slaves from Africa or precious hardwoods from the Far East to be used in the construction of the island’s houses.

Like slave owners throughout the Americas, Jamaica’s planter class comprised many men and women who’d risen up the social ladder by migrating to the colonies, where they were able to make themselves as rich as aristocrats back home. Thomas Thistlewood was rather typical.12 The son of a tenant farmer from Lincolnshire, his various business initiatives had amounted to little, so at the age of twenty-nine he boarded a ship for the West Indies. After landing in Jamaica, he managed to get work as a plantation overseer, and gradually adapted to the sticky heat and isolation of life on the farm. Over the following years he worked his way up the social ladder until he owned his own property. And as so often happens with people who are catapulted upwards, he developed an appetite for refinement. Unusually for a man in his position, he was an avid reader, seeing himself as a vehicle by which the Enlightenment would reach Jamaica. Each year he’d order a steamer trunk full of books from his favourite London bookseller and then circulate them through reading groups of his fellow planters. He acquired a copy of The Wealth of Nations within months of its publication.13 Although he was often invited to the dinners plantation houses put on to fill their social calendar, he was happy in his study, and could go months without the company of another white person.

This immersion in a transplanted African society shaped his mind and formed his fears, as it did all the slave owners. Unlike some of the other islands in the West Indies, where farms were smaller and a higher proportion of slaves were domestic servants, those in Jamaica worked overwhelmingly on the land. They had relatively limited contact with the master and, because the economy’s appetite for labour demanded a constant supply of new slaves, they still spoke their own languages. Thistlewood grasped early on the precarious position of the planter class: a thin veneer of white painted over an oppressed black population which, on the plantations, outnumbered their owners twenty to one. He observed how slave owners used terror to control the population.

Thistlewood, who was admired by some other colonists for the botanical research he undertook on his own farm and who kept his mind sharp by conducting medical experiments on his slaves, took that same hunger for learning into his studies of torture. He perfected his flogging technique, opening ruts in his slaves’ flesh sufficiently deep to maximise the burning of a mixture of pepper, lime and salt that he rubbed into their wounds, yielding a finely balanced agony that was not so debilitating as to prevent them returning to work. Inventive and imaginative, he devised one particularly grisly punishment called ‘Derby’s dose’, whereby he’d force one slave to defecate into another’s mouth, then gag the victim for four to five hours.

If you do this sort of thing long enough, your pangs of conscience will gradually weaken to the point where your actions can be rationalised. Just as today we can, say, wave off suicides by workers at the plants that make our mobile phones by saying ‘They’re still happier than if they’d stayed on the farm’, Thistlewood was able to tell himself he was just doing his job. His diaries reveal that he thought Africans innately predisposed to savagery and thus responsive only to violence. There was nothing personal in his barbarity, it was just business. The numbers were stacked against him, he would have rebelled had he been in their place, and so he had to use brutality to keep them down. Beyond the job requirements, he had no principled objection to mingling with his slaves, to judge from the detailed record in his diaries of his sexual conquests (though conquest is admittedly easy when the target of your longing is registered as your property).

In his bizarre blend of barbaric behaviour and Enlightenment thought, Thomas Thistlewood appeared the embodiment of a paradox. But perhaps he understood one fundamental truth better than Adam Smith. Like the hero in J. M. Coetzee’s Waiting for the Barbarians, he could see that great civilisations are built on top of no small amount of oppression, with much of their civility a function of the fact that the oppression has been pushed out of sight, to the frontiers of the empire. Like the ancient Romans, who built monuments and legal codes that lasted for millennia, then entertained themselves by feeding their captives to wild animals, Thistlewood saw no contradiction between destroying bodies by day, then cultivating his mind by night. He may have been less compassionate than Smith, or merely more aware that the very prosperity that supported the Enlightenment, which made it possible for people like him to build personal libraries, was being fuelled at its base by the kind of work he was doing.

In developing their theories later economic thinkers would confine their attention to what was happening in their own countries, regardless of how much those activities depended upon external events. Topics like slavery and imperialism would fade into the background. But this wasn’t merely a function of ignorance or carelessness. In Smith’s homeland the landscape was changing fundamentally, in ways that would make it possible for the country to exploit the bounty of their colonies more productively than the Spanish and Portuguese did.


CHAPTER 4

THE EARLY CONVERSIONS


We’re all products of our environment. If you come from a Western country you’ll probably dismiss, say, a Ugandan who opposes homosexuality for lacking enlightenment. But how many of us reached enlightenment by comparing the writings of John Locke and Robert Filmer before concluding in favour of individual liberty? More likely we came to our beliefs through a behaviourist process of repeating those statements that bring us positive affirmation from a peer-group we admire and avoiding those which yield negative feedback, until over time our beliefs coalesce into what we call ‘our views’.

Adam Smith was no different. Unlike his European counterparts, he could take a sanguine view of industry because he’d been able to observe its inner workings first-hand. Whereas French or Spanish political economists still lived in overwhelmingly agricultural societies, Britain, if still rural, had nonetheless seen the first stirrings of an industrial economy. By the time Smith was putting pen to paper and developing his model of the economy, the country had developed a layer of industry that used something called the putting-out system.

Guilds, proto-unions that regulated the various trades and crafts and limited the number of new apprentices to maintain wages, had for centuries acted as a brake on European industry. However, in the late eighteenth century, English capitalists found a way to contract various parts of the production process to small family producers, who often worked from their homes. This ‘cottage industry’ would provide the embryo of the emergent industrial economy, since manufacturing allowed capitalists to exploit the division of labour in a way that wasn’t possible in agriculture. However, it wasn’t obvious that Britain should be the birthplace of the Industrial Revolution. After all, the country had been relatively late to the imperialist game, being nearly a century behind Portugal and Spain in the race to acquire overseas colonies. But a peculiar feature of the British political system allowed the country to capitalise on the new flow of money that Iberian ships were bringing to Europe.

Back in the Middle Ages there had been no such thing as estate agents, because there’d been no real estate in the way we know it today. You couldn’t just decide one day to try hobby farming or country living and buy yourself a patch of farmland. That’s because in the medieval European mind, and consequently its legal system as well, the earth belonged to God and its human occupants were its stewards. Of course, in any village most of the land was controlled by the nobleman: some descendant of a baron who had seized it in ancient times (like the warrior-nobles who helped carve up the Roman Empire when it fell and were paid for their service in land, or in Britain’s case the knights who fought alongside William the Conqueror). But even these men did not enjoy absolute rights to land. On their sometimes vast estates, the peasants who were bound to them got small plots of their own, from which they would pay a form of rent to the nobleman. For as long as they farmed these plots, they had a right to stay. In addition, there were plots of land that belonged to nobody in particular. In England these were called commons, since everyone could use them for specific purposes, such as grazing their livestock. Over time what resulted was a rural landscape of fragmented holdings and scattered fields, alongside common lands. The medieval countryside looked something like an artist’s studio: a jumble of chaotic disorder in which everything nonetheless had its place.

Some lords had long wanted to reorganise this landscape, to consolidate their fields into contiguous units, while also bringing the common lands into their holdings. In England, a textiles sector had emerged in the late Middle Ages, raising demand for wool and thus making the raising of sheep more lucrative than the farming of food crops. But grazing sheep was no easy business if your shepherds had to move them constantly between a small number of plots. You could try to remove your tenants, but that required a change to the law.

And this is where England’s aristocrats had an edge over their continental counterparts. After centuries of conflict between kings and noble families, in which the balance of power between the two tilted back and forth, the English Civil war firmly resolved the battle in favour of the latter. After the monarchy was restored in 1660, Parliament assumed its place as the ultimate lawgiver. Derived from the French word parler, meaning ‘to speak’, Parliament was, strictly speaking, the king or queen in counsel with both their lords and the representatives of the common people, the two groups meeting in their own separate chambers. In practice, the upper house, to which noblemen and bishops belonged by birthright, enjoyed considerable power. Meanwhile the seats in the lower house were dominated by rural gentry, often with the connivance of the local nobleman. Because the aristocracy had managed to retain its cohesion during the conflicts with the king, rather than carve England into a number of autonomous fiefdoms, it had banded together to counterbalance royal power – which ironically strengthened the cohesion of the central government. From this parliamentary perch, the nobility could now begin to change the laws,1 with lords petitioning Parliament to bring the lands on their estates into their sole possession.

Enclosure, the process by which common lands were consolidated, then ringed off with the walls and hedgerows that criss-cross the English landscape, had begun back in the Middle Ages. Then, it had been a piecemeal process often stirred by local factors – perhaps a fall in population after a plague outbreak that left lands idle. But in the 1700s, parliamentary Enclosure proceeded on an industrial scale.2 The dispossession of a large number of the rural population, who moved to the cities, created an army of landless labourers desperate for work. They, in turn, would provide the labour for the wool workshops then popping up in villages. Having abandoned the ancient way of doing things, Britain’s nobility would reveal itself to be more pragmatic in its dealings with early capitalists than, say, the French or Russian aristocracies, who remained tied to the land and the rents it generated. Some British nobles would go so far as to turn themselves into urban capitalists, investing in new industry or in banking.

Finally, because Parliament was drawing more power to the centre, it was able to authorise expenditure on roads whilst eliminating the patchwork of tolls and barriers that limited commerce elsewhere.3 Better roads helped to provide a necessary condition for the Industrial Revolution to take off. There was no use developing more efficient industrial operations if all the inputs had to be found, and the outputs sold, in a radius of just a few miles; the market would soon saturate. At the start of the eighteenth century, most goods were shipped on packhorses that travelled short distances, had to be frequently watered and rested, and required human overseers. As a result, any village more than a few miles from a navigable waterway was more or less confined to its surrounding area for trade. Later on in the eighteenth century, though, the initial growth of the road network and improvements to transportation technology like stronger wagons, reduced the cost and extended the range of shipping. Adding further impetus, as the century progressed, was the lengthening and deepening of Britain’s canals: one horse pulling a barge from a towpath could now move ten times the volume of before. Therefore a national market evolved, giving British producers access to a much larger source of both suppliers and customers than any other European country. Budding entrepreneurs were now in an unprecedented position to do business.4

Enclosure and market integration in Britain had an effect a bit like lifting a divider from an ice-cube tray: once money from the Americas began entering Britain via its trade with Europe and its piracy of Spanish ships, rather than fill just one or two wells, it sloshed throughout the economy. That rising tide of revenue helped to then reinforce the rapid changes in the social environment, as the objects of human contemplation began to change. Although many of the intellectuals who rose to prominence at this time followed the course of Voltaire or Adam Smith and formed broad social visions of what the emerging society could look like, some of the age’s most creative thinkers found, rather as Gutenberg had done, that there was money to be made in more practical matters: improving the production processes in the workshops of the early industrial period.

Tourists looking for a beach holiday might not enjoy Britain’s climate, but sheep do. Although textile manufacturing in the Midlands and around London had grown steadily throughout the 1700s, providing cloth for local markets and selling finer woollens abroad, late in the century some fledgling manufacturers hit upon a lucrative new opportunity. In the generation before Smith wrote The Wealth of Nations, the British East India Company had established itself in India, giving traders access to cheap and abundant supplies of cotton. However, before they could exploit this cheap input, clothing manufacturers had to get past an obstacle. Turning cotton into cloth involves a laborious process of pulling out individual strands manually. That made cotton cloth expensive to produce. If anyone could work out a way to speed this up, fortunes beckoned. So in the course of the eighteenth century, machine-makers working at the edges of the textiles industry experimented with various techniques. As a result, at around the same time as Adam Smith was building his reputation in Paris’s salons, inventors like Thomas Highs, a reed-maker from Lancashire who produced parts for looms, were busy inventing and improving cloth-making machines.

By the nineteenth century, previously sleepy villages like Manchester and Leeds grew to become major cities, and Britain’s industrial centre of gravity migrated northwards. As it approached mid-century, Liverpool’s population was nearly doubling each decade and several dozen ships were calling into its port each week.5 By then, having made peace with its erstwhile colonies in the United States, Britain began importing its cotton from plantations in the American south. It sold finished cloth throughout the world, and especially throughout its own, expanding empire.

The north-country industrialists were hence aggressive globalisers forging a new economy. They imported their raw materials, exported their products and built close ties to their suppliers and markets overseas. To them, the loss of a ‘Merrye Englande’ of age-old traditions and social bonds was scarcely worth losing sleep over. If their little island had ever been a rural idyll, it was nothing compared to what it might now become as the workshop of the world. The Romantic poets, appalled by the erosion of rural life and by the multiplication of the ‘satanic mills’ belching smoke and soot and creating a network of charmless brick factories, were then celebrating the arcadia of rural England, but Britain’s bourgeois gentlemen spent little time with their books. Instead, they snapped up the literature of the political economists, convinced that those same charmless buildings were the crucibles that would mould a great nation.
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