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CHAPTER IO

Factor Endowments, Institutions,
and Differential Paths of Growth Among
New World Economies

A View from Ecomomic Historians of the United States

STANLEY L. ENGERMAN AND
KENNETH L. SOKOLOFF

Economic historians of the United States, with their traditional reliance on
Europe as the reference point, normally focus on factor endowments in
accounting for the record of economic growth. They routinely attribute
the country’s long history of high and relatively equally distributed in-
comes, as well as impressive rates of advance, to an extraordinarily favorable
resource endowment. This conventional framework, tracing back to Adam
Smith, highlights how widespread knowledge of European technologies
among a free citizenry, coupled with the relative abundance of land and
other resources per capita, would be expected to, and did, yield a relatively
high marginal productivity of labor or wage—and thus a relatively egali-
tarian society with a high standard of living and excellent prospects for
realizing sustained progress. Hence, treatments of the settlement of the
New World that are organized about a comparison of the thirteen colonies
with the economies the settlers left behind provide a welcome fit between
the evidence and the theory.!

Puzzles arise, however, when scholars of the United States turn to the
experiences of Latin American economies. These other New World soci-
eties also began with—by European standards of the time—vast supplies
of land and natural resources per person and were among the most pros-
perous and coveted of the colonies in the seventeenth and eighteenth cen-
turies. Indeed, so promising were these other regions that Europeans of
the time generally regarded the thirteen British colonies on the North
American mainland and Canada as of relatively marginal economic inter-
est—an opinion evidently shared by Native Americans who had concen-
trated disproportionately in the areas the Spanish eventually developed.?

Paths of Growth Among New World Economics

Yet,. despite their similar, if not less favorable, factor endowments, the
United States ax‘1d Qanada ultimately proved to be far more successful than
the other colonies in realizing sustained economic growth over time, This
stark contrast in performance suggests that factor endowments alone can-
not c?cplam the diversity of outcomes. In so doing, however, it raises the
question of what can.

Those seeking to account for the divergent paths of the United States
and Latin America have usually made reference to differences in institu-
tions, where the concept is interpreted broadly to encompass not only for-
mal political and legal structures but culture as well ? Many specific con-
trasts in institutions have been proposed as being potentially significant,
including the degree of democracy, the extent of rent seeking, security in
property rights, the inclination to work hard or be entrepreneurial, as well
as culture and religion. Where there is explicit discussion of sources of in-
stitutional differences, the norm has been to relate them to presumed ex-
ogenous differences between British, Spanish, Portuguese, and various
Native American heritages. Although the possible influences of factor en-
dowments on the path of economic and institutional development have
been neither ignored nor excluded, few scholars have attempted to identify
or explore systematic patterns. It is as if the deviance of the Latin American
economies from the United States model has in itself been viewed as evi-
dence of the predominance of exogenous, idiosyncratic factors. In reality,
of course, it is the United States that proved to be the atypical case.

In this chapter, we explore the possibility that the role of factor endow-
ments has been underestimated and the independence of institutional de-
velopment from the factor endowments exaggerated. Our analysis is in-
spired by the observation that despite beginning with roughly the same
legal and cultural background, as well as drawing immigrants from similar
places and economic classes, the British colonies in the New World evolved
quite distinct societies and sets of economic institutions. Only a few were
ultimately able to realize sustained economic growth. The majority that
failed shared certain salient features of their factor endowments with Latin
American New World societies, and we suggest that although these con-
ditions allowed for average standards of living that were high for that time,
they were less well suited for the realization of sustained economic growth
than were those prevailing in such economies as the United States and
Canada.*

In brief, we argue that a hemispheric perspective across the range of
European colonies in the New World indicates that although there were
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many influences, the factor endowment and attitudes toward it reflected in
policy had profound and enduring impacts on the structure of respective
colonial economies and ultimately on their long-term paths of institutional
and economic development. While all colonies began with an abundance
ofland and other resources relative to labor, at least after the initial depopu-
lation, other aspects of their factor endowments varied, which contributed
to substantial differences among them in the distribution of landholdings,
wealth, and political power. Some, like the colonies in the Caribbean, Bra-
zil, or the southern colonies on the North American mainland, had cli-
mates and soil conditions well suited for growing crops, like sugar, coffee,
rice, tobacco, and cotton, that were of high value on the market and much
more efficiently produced on large plantations with slave labor. The sub-
stantia] shares of the populations composed of slaves and the scale econo-
mies both served to generate a vastly unequal distribution of wealth and
political power. The Spanish colonies in Mexico and Peru were likewise
characterized early in their histories by extreme inequality, at least partially
because of their factor endowments. In these cases, the extensive existing
populations of indigenous peoples and the Spanish practices of awarding
claims on land, native labor, and rich mineral resources to members of the
clite encouraged the formation of highly concentrated landholdings and
extreme inequality. In contrast, small family farms were the rule in the
northern colonies of the North American mainland, where climatic condi-
tions favored a regime of mixed farming centered on grains and livestock,
which exhibited no economies of scale in production. The circumstances
in these latter regions encouraged the evolution of more equal distribu-
tions of wealth, more democratic political institutions, more extensive do-
mestic markets, and the pursuit of more growth-oriented policies than did
those in the former. We suggest further that there are reasons for expecting
regions with more equal circumstances and rights to be more likely to re-
alize sustained economic growth and that the breadth of evidence provided
by the experiences of New World colonies supports this view.5

Although we reject the simple determinism implied by the concept of
“path dependence,” by arguing for the long-term effects of factor endow-
ments we are endorsing the idea that patterns of growth may be “path
influenced.” Given the large number of societies implicitly treated; our
generalizations could well seem breathtaking, if not reckless. Such exercises
in comparative history are nevertheless useful if, in specifying patterns of
economic and institutional development, they help us to understand better

the issues involved and how to direct our fiuture studies of the underlying
processes.®

Paths of Growth Among New World Economies

A Brief Sketch of the Growth of the New World Economies

The “discovery” and exploration of the Americas by the Europeans
were part of a grand and long-term effort to exploit the economic oppor-
tunities in underpopulated or underdefended territories around the world.
European nations competed for claims and set about extracting material
and other advantages through the pursuit of transitory enterprises, like ex-
peditions, and the establishment of long-term settlements. At the indi-
vidual level, people both elite and humble invested their energy and other
resources across a range of activities and projects that were rent seeking as
well as more conventionally entrepreneurial. At both the levels of national
governments and private agents, formidable problems of organization were
raised by what appeared to the Europeans as radically novel environments
as well as by the difficulties of effecting the massive and historically un-
precedented intercontinental flows of labor and capital, Surveying the his-
tories of the New World colonies, enormous diversity in the specific types
of ventures and /or institutions is evident. The explanatory factors include
differences among colonies in the backgrounds of their European and Af-
rican immigrants, in the backgrounds of the indigenous populations, in
factor endowments narrowly defined (land, labor, climate, and other re-
sources), as well as chance or idiosyncratic circumstances.

Common to all New World colonies was a high marginal product of
labor, especially of European labor. One indication of this return to labor is
the extensive and unprecedented flow of migrants who traversed the Atlan-
tic from Europe and Africa to virtually all of the colonies (see Table 10.1)
despite a high cost of transportation.” Moreover, the fact that over 6o per-
cent of these immigrants were Africans brought over involuntarily as slaves
is a testament to the predominance of the economic motive of capturing
the gains associated with a high productivity of labor. With their prices set
in competitive international markets, slaves ultimately flowed to those lo-
cations where their productivity met the international standard. There
were no serious national or cultural barriers to owning or using them;
slaves were welcomed in the colonies of all the major European powers,
with only Spanish and British settlements drawing less than two-thirds of
their pre-1760 immigrants from Africa. In contrast, nearly 9o percent of all
immigrants to the French and Dutch colonies through 1760 were slaves,
and the figure was over 7o percent for the Portuguese.

As the rate of movement to the New World accelerated over time, there
were several salient changes in the composition and direction of the flow
of immigrants. First, the fraction of migrants who were slaves grew con-
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TABLE 10.1

European-Directed Transatlantic Migration, 1500 ~1760

(by Enwropean nation and continent of ovigin)

Poths of Growth Among New World Economies

(1) @) (3) N
Africans arriving Europeans leaving Total flow HO.W of
in New World, each nation for of migrants Aﬁ‘.l,cans
by region New World to New World relative to
claimed (Net) 1+2) that of
Europeans
(000) ) (000) (%) (00) (%)  (1/2)
1500-80
Spain 45 78.0 139 60.0 184 63.4 0.32
Portugal 13 22.0 93 40.0 106 36.6 0.14
Britain 0 — 0 — 0 0.0 0
TOTAL 58 100.0 232 100.0 290 100.0 0.25
1580-1640
Spain 289 59.8 188 43,9 477 52.5 1.54
Portugal 181 37.5 110 25.7 291 31.9 1.65
France 1 0.2 2 0.5 3 0.3 0.50
Netherlands 8 1.7 2 0.5 10 1.1 4.00
Britain 4 0.2 126 294 130 14.3 0.03
TOTAL 483 100.0 428 100.0 911 100.0 1.13
1640-1700
Spain 141 184 158 319 299 237 0.89
Portugal 225 29.3 50 10.1 275 21.8 4.50
France 75 9.8 27 54 102 8.1 2.78
Netherlands 49 6.4 13 2.6 62 4.9 3.77
Britain 277 36.1 248 50.0 525 41.6 1.12
TOTAL 767 100.0 496 100.0 1,263 100.0 1.58
1700-60
Spain 271 10.5 193 222 464 134 1.40
Portugal 768 29.7 270 31.0 1,038 30.0 2.84
France 414 16.0 31 3.6 445 129 13.35
Ne'th.erlands 123 4.8 5 0.6 128 3.7 24.60
Britain 1,013 39.1 372 42,7 1,385 40.0 2.72
TOTAL 2,589 100.0 871 100.0 3,460 100.0 2.97
15001760
Spain 746 19.1 678 33.4 1,424 24.0 1.10
Portugal 1,187 30.5 523 25.8 1,710 289 2.27
France 490 12.6 60 3.0 550 9.3 8.17
Nc?th.crlandS 180 4.6 20 1.0 200 34 9.00
Britain 1,294 33.2 746 36.8 2,040 34.4 1.73
GRAND TOTAL 3,897 100.0 2,027 100.0 5,924 100.0 1.92

SOURCES: These data are based on

number of primary and secondary sources
with further research, the basic patterns wi
to use these numbers in this chapter. See a

unpuins!md estimates prepared by David Eltis. They draw on a
and while some of the specific numbers will no doubt be revised
Il probably not be altered. We wi

sh to thank Eltis for permission
Iso Eltis forthcoming,

tinuously over the four subperiods specified in Table 10.1, from roughly
20 percent prior to 1580 to neatly 75 percent between 1700 and 1760.
Second, there was a marked shift in relative numbers away from the Spanish
colonies, whose share of migrants declined continuously from 63.4 percent
between 1500 and 1580 to 13.4 percent between 1700 and 1760. This
precipitous fall in the relative prominence of the Spanish colonies was only
partially due to the extraordinary rise of British America. The rate of flow
to Spanish America peaked between 1580 and 1640, when 477,000 im-
migrants settled in the colonies of Spain, 291,000 in those of Portugal, and
3,000 in those of France. Between 1700 and 1760, however, the numbers
of new settlers in Spanish America were stagnant at 464,000, while the
numbers moving to the possessions of Portugal and France had grown to
1,038,000 and 44 5,000 respectively. During the interval of just over a cen-
tury, the flow of migrants increased dramatically to the colonies of all major
nations but Spain. This steep relative decline in migration to Spanish
America does not appear to have been due to an unsustainably high flow
from Spain during the early phase of colonization. As implied by the popu-
lation estimates for the home countries shown in Table 10.2, Spain was
contributing a far smaller percentage of its citizens than Portugal, and a
similar or slightly lower percentage than Britain, through 1760.%

Another, and not unrelated, change suggested by these figures was the
growing share of immigrants settling in colonies specialized in the produc-
tion of sugar, tobacco, coffee, and a few other staple crops for world mar-
kets. This is evident from the increasing proportion over time going to the
colonies of Portugal, France, and the Netherlands, as well as the continued
quantitative dominance—over 9o percent (sec Table 10.3)—in the desti-
nations of migrants to British America, of colonies in the West Indies and
on the southern mainland. Virtually all of these colonies were heavily ori-

TABLE 10.2
Populntions of Euvopean Countries During the Era of Colonization

Per annum

1600 1700 1800 growth rate,

Country {millions) (millions) (millions) 16001800
Britain 6.25 9.30 16.00 0.47
France 20.50 22.00 29.00 0.17
Netherlands 1.50 2.00 2.00 0.14
Portugal 2.00 2.00 2.75 0.16
Spain 8.50 8.00 11.50 0,15

SOURCES: McEvedyand Jones 1978: 49, 57, 65, 101, 103,
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TABLE 10.3
Patterns of Net Migration to, and Wealth Holding in, Categories of British Colonies

TABLE I0.4
Distribution and Composition of Population in New World Economies

Middle
New England Atlantic Southern West Indies
Net migration (000) No. Pct. No.  Pct. No. DPct. No. Pect.

Whites

1630-80 28 11.0 4 1.6 81 319 141 555

1680-1730 -4 -—-18 45 199 111 49.1 74 327

1730-80 -27 -10.7 101 40.1 136 54.0 42 16.7

TOTAL -3 -04 150 205 328 44.8 257 35.1
Blacks

1650-80 0 — 0 — 5 37 130 963

1680-1730 2 0.47 5 09 64 12.0 461 867

1730-80 -6 —09 -1 =02 150 234 497 777

TOTAL -4 -03 4 03 219 16.8 1,088 83.2
Total

1630-80 28 7.2 4 1.0 86 221 271 69.7

1680-1730 -2 -03 50 6.6 175 231 535 706

1730-80 —-33 —37 100 112 286 32.1 539 604
GRAND TOTAL, 1630-1780 -7 —03 154 7.6 547 26.8 1,345 66.0
Wealthholding, c. 1774 (£)

Total per capita 36.6 419 54.7 84.1

Nonhuman per capita 36.4 40.2 36.4 43.0

Total per free capita 38.2 45.8 92.7 1,200.0

Nonhuman per free capita 38.0 44.1 61.6 754.3

sOURCE: Galenson 1996.
NOTE: The estimates for wealthholding in the West Indies pertain to Jamaica,

ented toward the production of such crops and attracted such substantial
inflows of labor (especially slaves), because their soils and climates made
them extraordinarily well suited for producing these valuable commodities
and because of the substantial economies in producing crops like sugar,
coffee, and rice on large slave plantations. Indeed, during the era of Euro-
pean colonization of the New World there are few examples of significant
colonies that were not so specialized: only the Spanish settlements on the
mainlands of North and South America and the New England, Middle At-
lantic, and Canadian settlements of Britain and France. It was not coinci-
dental that these were also the colonies that relied least on slaves for their
labor force.?

What stands out from the estimates presented in Table 10.4 is how
small the percentages of the populations composed of those of European
descent were among nearly all of the New World economies, even well into
the nineteenth century. The populations of those colonies suitable for cul-

Share in
New World
Economy Year White (%) Black (%) Indian (%)  population
PANEL A
Spanish America 1570 1.3 2.5 96.3 83.5
1650 6.3 9.3 84.4 84.3
1825 18.0 22.5 59.5 55.2
1935 35.5 13.3 50.4 30.3
Brazil 1570 24 3.5 941 7.6
1650 7.4 13.7 78.9 7.7
1825 234 55.6 21.0 11.6
1935 41.0 35.5 23.0 17.1
U.S. and Canada 1570 0.2 0.2 99.6 8.9
1650 12.0 2.2 85.8 8.1
1825 79.6 16.7 3.7 33.2
1935 89.4 8.9 14 52.6
PANEL B
1. Barbados 1690 25.0 75.0 —
2. Barbados 1801 19.3 80.7 —
3. Mexico 1793 18.0 10.0 72.0
4, Peru 1795 12.6 7.3 80.1
5. C.Venezuela 1800-09 25.0 62.0 13.0
6. Cuba 1792 49.0 51.0 —
7. Brazil 1798 31.1 61.2 7.8
8. Chile 1790 8.3 6.7 85.0
9, U.S.—Nation 1860 849 14.0 1.1
10. U.S. South 1860 61.7 37.7 0.7
11. U.S. North 1860 96.2 2.6 1.3
12. Canada 1881 97.0 0.5 2.5
13. Argentina 1918 95.6 12 32
SOURCES:

Punel A: The data for 1570, 1650, and 182§ arc from Rosenblat 1954: 88 (x 570); 58 (1650);35-36
(1825). The data for 193 5 are from Kuczynski 1936: 109—-10. .

Panel B: (1-2) Watts 1987: 311; (3—6) taken from Lockhart and Schwartz 1983: 342; (7) Merrick
and Graham 1979: 29; (8) Mamalakis 1980: 7-9; (9—11) U.S. Census Burcau 1864: 598—99; (12) Leacy
1983: Series A154-184;(13) Tornquist & Co. 1919: 23.

NOTES:

Panel A: The Antilles have been included within Spanish America in all years. The 1825 catcgory *cas-
tas,” which included “mestizajes, mulattos, etc.” and represented 18.17 percent of the total populationin
Spanish America, has been divided two-thirds Indian, one-third black, except for the Antilles, where all
were considered to be blacks. In 193 §, there were a number counted as *“others”™ (generally Asian), so the
distributions may not total 100 percent. o .

Panel B: The Argentine figure for Indians is considerably lower than that for 1825 given in Kuczynski
(67.9 percent, p. 106) and by Rosenblat (31.7 percent Indian, and possibly abogr o.ne—tl'urd castas, most
being mestizaje), but is above that of Kuczynski (1936: 106, 110) for 1935, which xs.unficr 1 percent of
the rotal population. As the estimate given by Lockhart and Schwartz (1983: 342) 1‘nd1catt:s, the share
of Indians in the Buenos Aires population at the start of the nineteenth century was similar to that of all
Argentina at the start of the twentieth century.
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tivating sugar, like Barbados and Brazil, came to be quickly dominated by
those of African descent who had been imported to work the large slave
plantations.’® The Spanish colonies were predominantly populated by In-
dians or mestizos, largely because they had generally been established and
built up in those places where there had been substantial populations of
Native Americans beforehand and because of the restrictive immigration
policies of Spain. As a result, less than 20 percent of the population in colo-
nies like Mexico, Peru, and Chile were composed of whites as late as the
turn of the nineteenth century. The Spanish Antilles, however, did have a
relatively large white population, reflecting the limited number of Indians
after depopulation and the long lag between the beginnings of the settle-
ment and the sugar boom that developed there only after the start of the
nineteenth century.!!

In contrast, because the territories that were to become the United
States and Canada had only small numbers of Native Americans prior to
the arrival of the Europeans, the composition of their populations soon
came to be essentially determined by the groups who immigrated and their
respective rates of natural increase. Because their endowments were gen-
erally more hospitable to the cultivation of grains than of sugar, these colo-
nies absorbed relatively more Europeans than African slaves as compared
to other areas of high immigration in the New World, and their popula-
tions were, accordingly, composed primarily of whites. Even with substan-
tial numbers of slaves in the U.S. South, roughly 8o percent of the popu-
lation in the United States and Canada was white in 1825, while the shares
in Brazil and in the remainder of the New World economies overall were
below 2§ and 20 percent respectively. It would not be until later in the
nineteenth century that the populations of Latin American countries like
Argentina and Chile would attain the predominantly European character
that they have today—through major new inflows from Europe as well as
increased death rates and low fertility among native Indians. This greater
prevalence of white property owners in the United States and Canada may
help to explain why there was less inequality and more potential for eco-
nomic growth in these economies. Both the more-equal distributions of
human capital and other resources, as well as the relative abundance of the
politically and economically powerful racial group, would be expected to
have encouraged the evolution of legal and political institutions that were
more conducive to active participation in a competitive market economy
by broad segments of the population.

The estimates of the composition of population suggest that colonists
of European descent could enjoy relatively elite status and rely on slaves

Paths of Growth Among New World Economies

and Indians to provide the bulk of the manual labor in most of the New
World. It should not be surprising, therefore, that the principal areas of
exception, the northern United States and Canada, were at first less attrac-
tive to Europeans. Reasons for their movement to the New World other
than economic must have been of quite secondary importance in general.
If they were not attracted primarily by the prospect of improvements in
material welfare and rights to the ownership of land, it is not easy to com-
prehend why so many of them would have voluntarily made multiyear
commitments to serve as indentured servants, braved the discomfort and
not insubstantial risks of death on their voyages, and located in the adverse,
disease-infested environments characteristic of the places best suited for
growing sugar and tobacco. The implications of the magnitude of the in-
tercontinental migration are made all the more compelling by the aware-
ness that the relative, if not absolute, stagnation of the flow to Spanish
colonies was to a large degree affected by the tight control of the authori-
ties over the number and composition of migrants.!2

Although direct information on the productivity or incomes of indi-
viduals during the colonial period is fragmentary, the overall weight of the
evidence seems clear. The patterns of migration, wage rates prevailing in free
labor markets, anthropometric measurements, as well as data on wealth
holdings, all suggest that incomes and labor productivity for Europeans
throughout the New World must have been high by Old World standards.
The estimates of wealth holdings on the eve of the American Revolution
for the English colonies presented in Table ro.3, for example, provide per-
haps the most systematic comparative record of economic performance
across colonies. The qualitative result is robust no matter which of the four
alternative definitions of wealth is employed. Jamaica, representative of the
many colonies in the Caribbean specializing in sugar, generated as much
nonhuman wealth per capita as any group of colonies on the North Ameri-
can mainfand, and much more per free individual. The stark contrast be-
tween the per capita and per free individual figures reflects the larger shares
of the population composed of slaves, the high returns to ownership of
slaves, and the much greater inequality in the sugar colonies. Among those
on the mainland, the record of the southern colonies (from the Chesapeake
south) fell between that of Jamaica and those of their northern neighbors
(New England and the Middle Atlantic)—with roughly equivalent perfor-
mance on a per capita basis but offering much more wealth to the average
free individual.

Systematic estimates of the records of relative per capita income over
time have not yet been constructed for many of the New World economies,
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TABLE 10.5
Gross Domestic Product Pev Capita in Selected New World Economies, 1700 -1989

GDP PER CAPITA (1985 U.S. DOLLARS)

Economy 1700 1800 1850 1913 1989
Argentina — — $874 $2,377 $3,880
Barbados $736 — — — 5,353
Brazil — $738 901 700 4,241
Chile — — 484 1,685 5,355
Mexico 450 450 317 1,104 3,521
Peru — — 526 985 3,142
Canada — — 850 3,560 17,576
United States 490 807 1,394 4,854 18,317
ANNUAL RATES OF GROWTH IN GDP PER CAPITA (%)

Economy 1700-1800 1800-50 1850-1913 1913-89
Argentina 0.0 _ 1.6 0.6
Barbados — —_ — —
Brazil — 0.4 -0.4 2.4
Chile 04 — 2.0 1.5
Mexico 0.0 -0.7 2.0 15
Peru 0.1 — 1.0 1.5
Canada — — 2.3 2.1
United States 0.5 1.1 2.0 1.8

NOTES AND SOURCES: The main sources are Coatsworth 1993; Maddison 1991, The GDYP per cap-
ita estimates for Barbados are from (for 1989} Central Intelligence Agency (1992: 30-31) and from (for
1700) Eltis 199 5a. The precise estimate was computed from Eltis’s estimate that GDP per capita in Bar-
bados was 40 percent higher than in England and Wales at 1700, and by employing the relative per capita
income estimates for the United States and England and Wales in 1770 prepared by A. H. Jones (1980:
68), together with the estimated rates of GDP per capita growth drawn from Coatsworth. The growth rates
reported for 1700 to 1800 were assumed to apply to the period 1700 to 1770. The Canadian GDP per
capita figure for 18 50 was computed by using the 1870-1913 rate of growth from Maddison to extrapolate
back to 18 50. The Peruvian estimates of GDP per capita were computed by assuming that the ratio of it to
Mexican GDP per capita in 1989 was equal to the ratio between the respective GNP per capita income
estimates for that year reported in the World Bank 1991: 204~ 5; and that GDP per capita in Peru grew at
the same rate as in Mexico between r9oo and 1913, Although Maddison has published alternative sets of
estimates, which yicld somewhat different growth paths (especially for Argentina) during the late nine-
teenth and early twentieth centuries, the qualitative implications are essentially the same for our purposes.
See, for example, Maddison 1994.

but Table 1o0.5 conveys a sense of the current state of knowledge. The fig-
ures suggest that the advantage in per capita income enjoyed by the United
States (and Canada) over Latin American economies materialized during
the late eighteenth and nineteenth centuries, when the United States (as
well as Canada) began to realize sustained economic growth well ahead of
its neighbors in the hemisphere. Indeed, as John Coatsworth has sug-
gested, there may have been virtual parity (given the roughness of the es-
timates) in terms of per capita income in 1700 between Mexico and the
British colonies on the mainland that were to become the United States.

Paths of Growth Among New World Economies

Moreover, product per capita appears to have been far greater in the sugar
islands of the Caribbean, where David Eltis finds that in Barbados the level
was more than so percent higher.’® If the current estimates are correct,
then those of European descent in Mexico and Barbados were much better
off than their counterparts on the North American mainland, because they
accounted for a much smaller share of the population and their incomes
were far higher than those of the Native Americans or slaves (Table 10.4).
Estimates of per capita income for other Latin American economies do not
extend as far back, but it does seem apparent that they must have been
closer to U.S. levels during this era than they have been since. Moreover,
by the same logic as proposed for Mexico, incomes for populations of Eu-
ropean descent must have been comparable or higher in South America
and the Caribbean than in the northern parts of North America.
Although all of the major New World colonies may have provided
high living standards for Europeans, it is clear that they evolved dissimilar
economic structures and institutions early in their histories. This diver-
gence has long been noted and explanations have often made reference to
differences in the origins or backgrounds of the settlers. With the recent
accumulation of evidence of wide disparities among colonies of the same
European country, however, alternative sources of diversity deserve a re-
examination. As economic historians of the United States, we are most
impressed with the importance of factor endowments, broadly construed.
Economists traditionally emphasize the pervasive influence of factor
endowments, and thus the qualitative thrust of our argument is not entirely
novel. Indeed, our analysis has some antecedents in the work of Evsey
Domar and W, Arthur Lewis, who were concerned with the problems that
factor endowment can pose for underdeveloped economies. These scholars
explored diametrically opposed cases, with Domar focusing on labor scar-
city and Lewis on labor surplus.'* We interpret factor endowment more
broadly, however, and argue that the United States and Canada were rela-
tively unusual among New World colonies, because their factor endow-
ments (including climates, soils, and the density of native populations) pre-
disposed them toward paths with relatively equal distributions of wea&lth
and income and corresponding institutions that favored the participation
of a broad range of the population in commercial activity. This is s.igniﬁ-
cant, in our view, because the patterns of early industrialization in the
United States suggest that such widespread involvement in cgmmcmal ac-
tivity was quite important in realizing the onset of economic gr'owth. In
contrast, the factor endowments of the other New World 'colomcs Ied.t:'o
highly unequal distributions of wealth, income, human capital, and politi-

271



272

ENGERMAN AND SOKOLOFF

cal power early in their histories, along with institutions that protected the
elites. Together, these conditions inhibited the spread of commercial ac-
tivity among the general population, lessening, in our view, the prospects
for growth.

It is convenient for both our exposition and analysis to define three
types of New World colonies. The usefulness of these abstractions, drawn
from the uniqueness of each society, must be judged ultimately by how
meaningful and coherent our stylized types are and by the explanatory
power they help provide. Our first category encompasses those colonies
that possessed climates and soils that were extremely well suited for the
production of sugar and other highly valued crops characterized by exten-
sive scale economies associated with the use of slaves. Most of these sugar
colonies, including Barbados, Brazil, Cuba, and Jamaica, were in the West
Indies, but there were also a number in South America. They specialized
in the production of such crops early in their histories, and through the
persistent working of technological advantage their economies came to be
dominated by large slave plantations and their populations by slaves of Af-
rican descent. The greater efficiency of the very large plantations, and the
overwhelming fraction of their populations that was black and slaves, made
their distributions of wealth and human capital typically extremely un-
equal.’s Even among the free population, there was greater inequality in
such economies than in those on the North American mainland.!

Although the basis for the predominance of an elite class in such colo-
nies may have been the enormous advantages in sugar production available
to those able to assemble a large company of slaves, as well as the extreme
disparities in human capital between blacks and whites, the long-term suc-
cess and stability of the members of this elite was also undoubtedly aided
by their disproportionate political influence. Together with the legally
codified inequality intrinsic to slavery, the greater inequality in wealth con-
tributed to the evolution of institutions that commonly protected the
privileges of the elites and restricted opportunities for the broad mass of
the population to participate fully in the commercial economy even after
the abolition of slavery. Progress in these postemancipation economies was
further slowed by the difficulties of adjusting to the loss of the productive
technology on which they had long been based.””

A second category of New World colonies includes exclusively Spanish
colonies like Mexico and Peru, which were characterized by relatively sub-
stantial numbers of natives surviving contact with the European colonizers
and by the distribution among a privileged few (encomenderos) of claims to
often enormous blocs of native labor, land, and mineral resources. The
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resulting large-scale estates, established by grant early in the histories of
these colonies, were to some degree based on preconquest social organi-
zations, whereby Indian elites extracted tribute from the general popula-
tion, and endured even where the principal production activities were lack-
ing in economies of scale. Although small-scale production was typical of
grain agriculture during this era, their essentially nontradeable property
rights to tribute (in the form of labor and other resources) from rather
sedentary groups of natives gave large landholders the means (a major
competitive advantage) and the motive to continue to operate at a large
scale, For different reasons, therefore, this category of colony was rather
like the first in generating an economic structure in which large-scale en-
terprises were predominant, as was a very unequal distribution of wealth.
This second type of colony relied on the labor of natives with low levels of
human capital instead of slaves; in both cases, however, the elites were ra-
cially distinct from the bulk of the population. Instead of the existence of
scale economies in slavery supporting the competitive success or persis-
tence of the largest units of production, large-scale enterprises in this sec-
ond class of colonial economies were sustained by the disinclination or dif-
ficulty of the natives in evading their obligations to the estate-owning
families and in obtaining positions that allowed them to participate fully in
the commercial economy. These estates were not unlike feudal manors,
where lords held claims on the local population that could not be easily
transferred and where labor mobility was limited.!®

To almost the same degree as in the colonial sugar economies, the eco-
nomic structures that evolved in this second class of colonies were greatly
influenced by the factor endowments, viewed in broad terms. Although the
Spanish need not have treated the native population as a resource like land,
to be allocated to a narrow elite, the abundance of low-human-capital labor
was certainly a major contributor to the extremely unequal distributions of
wealth and income that generally came to prevail in these economies.
Moreover, without the rich supply of native labor, it is highly unlikely.that
Spain could have maintained its policies of restriction of European migra-
tion to its colonies and of generous awards of property and tribute to the
carliest settlers. The early settlers in Spanish America endorsed having for-
midable requirements for obtaining permission to go to the New World—
a policy that undoubtedly limited the flow of migrants and helped to pre-
serve the political and economic advantages enjoyed by those wh(z had
carlier made the move. A larger number of Europeans vying for favors
would have raised the cost of maintaining the same level of benefits to all
comers, as well as increased the competition, political and otherwise, for
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the special privileges enjoyed by the early arrivals. Because of the differ-
ences in settlement patterns, the fights for control between creoles and
peninsulaves took a quite different form in Spanish America than did the
colonial-metropolitan conflicts of British America.!®

Paths of development similar to that observed in Mexico are repeated
in virtually all of the Spanish colonies that retained substantial native pop-
ulations.?® During the initial phase of conquest and settlement, the Spanish
authorities allocated encomiendas, often involving vast areas along with
claims on labor and tribute from natives, to relatively small numbers of
individuals. The value of these grants was somewhat eroded over time by
reassignment or expiration, new awards, and the precipitous decline of the
native population over the sixteenth century that necessarily decreased the
amount of tribute to be extracted. These encomiendns had powerful linger-
ing effects, however, and ultimately gave way to large-scale estancias or
haciendas, which obtained their labor services partially through obligations
from natives but increasingly through local labor markets. Although the
processes of transition from encomienda to hacienda are not well under-
stood, it is evident that large-scale agriculture remained dominant, espe-
cially in districts with linkages to extensive markets. It is also clear that the
distribution of wealth remained highly unequal, not only at given points in
time but also over time, because elite families were able to maintain their
status over generations. These same families, of course, generally acted as
corvegidors and other local representatives of the Spanish government in
the countryside, wielding considerable local political authority.?!

The final category of New World colonies is best typified by the colo-
nies on the North American mainland—chiefly those that became the
United States, but inclusive of Canada as well. With the exception of the
southern states of the United States, these economies were not endowed
with substantial indigenous populations able to provide labor nor with cli-
mates and soils that gave them a comparative advantage in the production
of crops characterized by major economies of scale or of slave labor. For
these reasons, their growth and development, especially north of the Ches-
apeake, were based on labor of European descent who had similar and rela-
tively high levels of human capital. Correspondingly equal distributions of
wealth were also encouraged by the limited advantages to large producers
in the production of grains and hays predominant in regions like the
Middle Atlantic and New England. With abundant land and low capital
requirements, the great majority of adult men were able to operate as in-
dependent proprietors. Conditions were somewhat different in the south-
ern colonies, where crops like tobacco and rice did exhibit some limited
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scale economies, but even here, the size of the slave plantations, as well as
the degree of inequality in these colonies, was quite modest by the stan-
dards of Brazil or the sugar islands.2?

Spain had several colonies on the South American mainland that might
also be placed in this category. Most notable among them is Argentina,
although the Indian share of the population there remained high into the
1800’s. Despite not being suited for growing sugar as a major crop, and
ultimately flourishing as a producer of grains, the economy came to be
characterized by substantial inequality in the distribution of land. Rooted
in large grants to military leaders and favored families, this inequality may
have persisted because of scale economies in raising cattle on the pampas.?
Argentina failed to attract many immigrants until well into the ninetcenth
century and remained a relative backwater, partially because of Spanish re-
strictions on European immigration and on trade, as well as the relative
absence of lures like valuable mineral resources or stocks of readily available
native labor (these were concentrated in the southern part of the country).
Despite such ambiguous cases, however, there appears to be no serious
question that the structure of the economies in the northern colonies of
the North American mainland was quite different from those of their coun-
terparts elsewhere in the New World.

In our discussion of the first two categories of New World colonies, we
raised the possibility that the relatively small fractions of their populations
composed of whites, as well as their highly unequal distributions of wealth,
may have contributed to the evolution of political, legal, and economic
institutions that were less favorable toward full participation in the com-
mercial economy by a broad spectrum of the population. The deviant case
represented by the United States and Canada highlights this point. It
seems unlikely to have been coincidental that those colonies with more
homogenous populations, in terms of both human capital and other forms
of wealth, evolved a set of institutions that were more oriented towards the
economic aspirations of the bulk of the adult male population.

The Role of Institutions in Shaping Factor Endowment

We have suggested that various features of the factor endowments of
three categories of New World economies, including soils, climates, and
the size or density of the native population, may have predisposed those
colonies toward paths of development associated with different degrees of
inequality in wealth, human capital, and political power, as well as with
different potentials for economic growth. Although these conditions might
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reasonably be treated as exogenous at the beginning of European coloni-
zation, it is clear that such an assumption becomes increasingly tenuous as
one moves later in time after settlement. Factor endowment may influence
the directions in which institutions evolve, but these institutions in turn
ultimately affect the evolution of the factor endowment. It is our conten-
tion, however, that the initial conditions had long, lingering effects, both
because government policies and other institutions tended generally to re-
produce the sorts of factor endowments that gave rise to them and because
certain fundamental characteristics of the New World economies and their
factor endowments were difficult to change.

Crucial legislation influencing the evolution of the factor endowment,
as well as the pace and pattern of economic development in the New World
colonies, were those relevant to land policy, policy regarding immigration,
and the regulation of trading arrangements between colonies, the metrop-
olis, and the outside world. During the era of colonization, most European
countries followed some variant of mercantilism. Although the specifics of
national policy could vary with economic and other circumstances, the aim
of colonies was to benefit the metropolis. Significant changes occurred in
the late cighteenth century for the British, with the successful revolution
in the American colonies and the full acquisition of Canada and various
Caribbean islands from the French. In the first quarter of the nineteenth
century, most of the mainland North and South American colonies of
Spain achieved their independence, as did Brazil from Portugal. These
newly independent nations did not necessarily pursue the same sets of poli-
cies they had as colonies; at the very least, even if variants of mercantilism
were still being pursued, they were now aimed at benefiting the former
colonies and not the metropolis.

During the colonial period, there were significant differences through-
out the New World in immigration patterns and policies. The British
emigration was to a large extent of indentured labor, an extension of its
domestic arrangements for agricultural labor (servants in husbandry).?
Neither practice was to be seen among Iberian nations, where immigrants
were more frequently missionaries or in the military. The distribution of
Native Americans prior to European settlement meant that areas settled by
the Spanish had much larger numbers than did those settled by the British,
and the Spanish introduced more controls over Indians in order to better
exploit this available resource and obtain labor from them. Because all New
World economies were able to obtain slaves from Africa, the composition
of the population in different regions reflected the numbers of whites and
Native Americans only in part. More important was the nature of the crops
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produced and traded in international markets, a condition influenced by
natural factors as well as by governmental regulations.

Lands were frequently given as grants to military men, missionaries,
and other settlers, as well as made available, often through sales, to other
individuals in what could be smaller holdings. The more important were
governmental land grants (for example, as with the Spanish), the larger the
holdings tended to be, and the more unequal the distributions of wealth
and political power would become, relative to places where small holdings
were made available. The size of holdings was often shaped by the nature
of the crop to be produced and its technological requirements, but, as seen
in the case of encomienda in Spanish America, the importance of renters in
late nineteenth-century Argentina, and the rise of sharecropping in the
postemancipation U.S. south, the distribution of land ownership need not
be the same as the size and distribution of operating farms. Nevertheless,
the initial policy of land distribution did have a profound influence on the
distribution of wealth and political power and thus on the future course of
growth. Because the postsettlement policies for allocation of land were af-
fected by the distribution of political power determined from the policies
at the time of settlement, the long-term economic and political significance
of these early policies is manifest.2

In regard to immigration, the British, fearing overpopulation at home
and responding to the perception in the colonies of an acute scarcity of
labor, actively encouraged immigration to their colonies, first those in the
Caribbean and then those on the mainland. Indeed, the right to migrate
to British colonies remained open for people from other European coun-
tries, generating a more diverse white population and a broader base of
participation in the commercial economy than was to be found clsewhere.
In stark contrast, Spanish immigration was tightly controlled and even de-
clined somewhat over time. Not only was Spain believed to be suffering
from underpopulation rather than overpopulation, but the advantages that
served as implicit subsidies provided to those who migrated led to a con-
cern for limiting the flow as well. The authorities in Spain were motivated
by a desire to keep costs down, while those who had already migrated
sought to maintain their levels of support and privileged positions. A re-
strictive stance toward further immigration could not have been retained,
however, if there had not already been a substantial supply of Indians to
work the land and otherwise service the assets owned by the elites and the
Spanish Crown,; in this sense, at least, the policy must have been due to the
factor endowment.?? Overall, there were strict controls over who could
settle in Spanish America, with preference shown for relatives of those
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already there and permission denied to citizens of other European coun-
tries as well as to those not Catholic—in the purported interest of achiev-
ing a more homogeneous white society. Grants of permission to emigrate
were initially restricted to single men but were ultimately extended to mar-
ried men accompanied by their families; single white women were never
allowed.2®

After the wave of independence movements early in the nineteenth
century, most nations introduced or followed a relatively free immigration
policy to attract new workers, mainly from Europe, with only a few restric-
tions on the racial or ethnic composition of the immigrants. Indeed, several
countries advertised for migrants and attempted to induce, by subsidy (in-
cluding land grants) or other measures, more permanent arrivals. Despite
the marked easing of restrictions on immigration by Latin American coun-
tries, however, by far the dominant stream of European transatlantic mi-
gratory flows over the nineteenth century was directed to the United
States, reflecting both the larger size of its economy as well as the hoped-
for greater opportunities possible with the higher per capita income, the
more equal distributions of wealth and political power, and the greater
availability of small landholdings. It was not until late in the century that
the Latin American economies received substantial new inflows of labor
from Europe.®

African slaves were imported into some areas until the 1860%, with
especially large flows into Brazil and Cuba during the 1830°s and 1840’s—
partially due to the ending of the British and U.S. slave trades in 1808 and
the emancipation of British slaves in the 1830%.% In the aftermath of slav-
ery (and in the case of Cuba, while slavery still existed), extensive contract
labor movements from India, China, and elsewhere in Asia took place in
various parts of the Caribbean.?! There was also some movement of con-
tract workers from China, Japan, and, for a few years, Polynesia, to Peru for
sugar production. Peru’s principal export crop at midcentury, guano, was
a government monopoly, using the labor of slaves, contract workers, con-
victs, and military deserters for production.?? In general, however, while
slaves and indentured servants dominated the eighteenth century, it was
free white migration that accounted for the bulk of new immigrants to
most parts of the Americas in the nineteenth century overall. There was,
even here, another important difference in the nature of the immigrants to
the United States, Canada, and to Latin America. The former two received
migrants primarily from northwestern Europe, where economic growth
was already under way and literacy was expanding. The major recipients in
Latin America drew mainly from areas that had lagged, such as Argentina
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from Italy and Spain and Brazil principally from Italy and Portugal. Thus,
even after rcsFrictions on European migration were lifted, it is probable
that those going to the United States and Canada had generally higher
levels of human capital than those moving to Latin America.®

All the New World colonies were settled at a time of relatively low
population densities in the productive sectors and thus confronted the
problems of attracting sufficient labor while determining the rate at which
(and by whom) new lands would be brought into production. In under-
standing the nature of policies toward land, it is useful to point to not only
its expanse (which will also influence the ease of getting away from areas of
high density), but also the soil type, climate, and disease environment,
which will influence which crops can profitably be grown, as well as the
desirability of settlement by different groups. Policies concerning transpor-
tation development influenced the accessibility to markets, and the willing-
ness of the various governments to construct, operate, and subsidize such
activities affected the pace of settlement and the relative production of dif-
ferent crops.

These considerations—which determine which crops could be pro-
duced by settlers, given appropriate trade policies and the availability of
labor—thus dictate the technology to be used in profitable production and
the optimum scale of production. The optimum scale will in turn affect the
nature of landholdings and the form of the allocation of land, while the
preferences of free workers for desired working conditions will influence
the type of labor that could be used in production. It is therefore not un-
expected that those British colonies in which sugar was the primary crop
had a quite different racial composition of their labor force, and distribu-
tion of wealth and political power, than those in which grains were the
principal crop.

Because the governments of each colony or nation were regarded as
the owners of the land, they were able to set those policies that would
influence the pace of settlement for effective production, as well as the dis-
tribution of wealth, by controlling its availability, setting prices, establish-
ing minimum or maximum acreages, granting tax credits, and designing
tax systems. Land policy could also be used to affect the labor force, either
by encouraging immigration through making it readily available or by in-
creasing the pool of wage labor through limiting availability. In most cases,
although there were initial attempts at a slow, orderly process of settle-
ment, this became more difficult to control over time. In the United States,
where there were never major obstacles, the terms of land acquisition be-
came easier over the course of the nineteenth century.* Similar changes
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were sought around the middle of the nineteenth century in both Argen-
tina and Brazil as a means to encourage immigration, but these seem to
have been less successful than in the United States and Canada in getting
land to smallholders.?s That the major crops produced in the expansion of
the United States and Canada were grains, permitting relatively small farms
given the technology of the times, may help explain why such a policy of
smallholding was implemented and was effective.® But as the example of
Argentina indicates, small-scale production of wheat was possible even
with ownership of land in large units, maintaining a greater degree of over-
all inequality in wealth and political power.?” Argentina, in the second half
of the nineteenth century, was somewhat unusual in not having a national
land policy, that being left to individual state governments. Unlike in the
United States, however, where rivalry among the subfederal governments
seemed to spur investment in transportation infrastructure and banks, ac-
celerating the pace of economic growth, no such beneficial effects were
manifest in Argentina. Thus, the nature of factor endowments (inclusive of
soils, climates, the composition and relative sizes of populations, and exist-
ing distributions of land and political power), as well as the particular crops
grown, did influence land policies, and the particular land policies pursued
in different areas had significant impacts on future levels and distributions
of income. While the ruling political coalitions may have gotten what they
sought, that did not mean that the country would grow most rapidly.

It is rather difficult to design the counterfactual worlds necessary to
demonstrate whether land policies in countries such as the United States,
which generally encouraged rapid settlement, influenced economic growth
relative to an alternative that would have meant slower settlement, permit-
ting land to be sold only in larger, more expensive units. Arguments for a
slower, more concentrated pattern of development in the United States
were made by such contemporary observers as Henry Carey and Edward G.
Wakefield, who claimed that economies of scale in production would result
from higher population density and cheaper workers who would be avail-
able to labor in nascent industrial establishments if there were no “open
frontier” into which potential labor could expand.3® Whether this earlier
application of the Nieboer-Domar hypothesis points to a higher national
income or not, it does suggest a difference in economic structure, increas-
ing manufacturing output relative to agriculture (or output in settled ag-
ricultural areas relative to frontier agriculture), as well as raising the returns
to capital and land relative to those of labor. Greater access to land, on the
other hand, promoted agriculture, led to higher rates of internal and exter-
nal mobility, and was important in attaining a greater degree of equality
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among whites in the antebellum United States than existed elsewhere in
the world at that time.? Together with the high per capita income, this
degree of equality, in turn, led to a broad participation in commercial ac-
tivity, to a large middle-class market permitting mass production of stan-
dardized goods—*“the American System of Manufactures”—and to con-
ditions conducive to a sustained increase in the commitment to inventive
activity, with a corresponding acceleration of technical change.* In this
way, the early achievement of economic growth in the United States can
be related to its unusual, even for the New World, resource endowment.

The basic tripartite classification of New World colonies indicates that
the United States (particularly the northern states) and Canada, with their
reliance on grain agriculture and relatively small landholdings, were unique
both in their rates of long-term growth and degrees of equality. The basic
influence of their factor endowments was reinforced by their policies of
offering small units of land for disposal and maintaining open immigration,
particularly by Europeans. Elsewhere there were large landholdings, greater
inequality, and, ultimately, a later achievement, if any, of modern economic
growth. In much of the Caribbean, this reflected the importance of sugar
plantations producing for world markets and the large number of slaves in
their populations. In areas such as Mexico (where corn was the principal
crop), Peru, and Argentina, land and labor policies led to large landhold-
ings and great inequality, whether on the basis of large numbers of Native
Americans (as in Mexico and Peru) or with immigrant renters (as in Argen-
tina). The latter nations had relatively few Africans and only a small plan-
tation sector, but their patterns of land distribution during the earlier
stages of settlement meant that more substantial inequalities were gener-
ated than in the United States and Canada.

The Extent of Inequality and the Timing
of Industrialization

We have argued above that, despite the high living standards all New
World colonies offered Europeans, fundamental differences in their factor
endowments, which were perpetuated by government policies, may have
predisposed them toward different long-term growth paths. Most of these
economies developed extremely unequal distributions of wealth, human
capital, and political power early in their histories as colonies and main-
tained them after independence. The United States and Canada stand out
as rather exceptional in being characterized from the beginning by high
material living standards among both elites and common people, as well as
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by relative equality in other dimensions. It may, we suggest, not be coin-
cidental that the economies in this latter group began to industrialize
much earlier and thus realized more growth over the long run.

The idea that the degree of equality or of democracy in a society might
be associated with its potential for realizing economic growth is hardly
new. On the contrary, controversy over the existence and nature of the
relationship can be traced back a long way.*! Those who favor the notion
that relatively unequal distributions of wealth and income have proved con-
ducive to the onset of growth traditionally credit higher savings or invest-
ment rates by the prosperous.*? Their focus on the capability for mobilizing
large amounts of capital stems from a belief that either major capital deep-
ening or the introduction of a radically new generation of technologies and
capital equipment was necessary for sustained growth, and skepticism that
labor-intensive sectors or enterprises of small scale could have generated
much in terms of technological progress.#? Proponents of the opposite
view have held that greater equality in circumstances has histerically stimu-
lated growth among early industrializers through encouraging the evolu-
tion of more extensive networks of markets, including that for labor, and
commercialization in general. This provided impetus to self-sustaining
processes whereby expanding markets induce, and in turn are induced by,
more effective or intensified use of resources, the realization of scale econo-
mies, higher rates of inventive activity, and other forms of human capital
accumulation, as well as increased specialization by factors of production.
This perspective views the acceleration of economic growth as the cumu-
lative impact of incremental advances made by individuals throughout the
economy, rather than being driven by progress in a single industry or the
actions of a narrow elite. By highlighting how the extension of markets
elicits responses from broad segments of the population, this school of
thought suggests a greater potential for economic growth where there are
both high per capita incomes and relative equality in circumstances.*®

Despite the complexity of the relationship between equality and the
onset of growth, and the likelihood that it varies with context, we believe
that recent studies on the processes of early industrialization in the United
States provide support to the hypothesis that those New World economies
with more equality were better positioned to realize economic growth
during the eighteenth and early nineteenth centuries. The new evidence
comes primarily from investigations of the sources and nature of produc-
tivity growth during that era when the United States pulled ahead. Studies
of both agriculture and manufacturing have found that productivity in-
creased substantially during the first stages of industrialization and that the
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TABLE 10.6

Annual Growth Rates of Labor and Total Factor Productivity for Selected
Manufacturing Industries in the American Northeast, 1820 -60

Labor productivity Total factor productivity
value gross value gross
Industry added output added output
Boots /shoes 2.0-2.1 22-25 1.4-2.0 1.3-1.6
Coaches/harnesses 2.0-24 1.7-2.2 1.7-19 1.3-1.3
Cotton textiles 2.2-3.3 2.5-3.5 2.3-29 14-1.7
Furniture /woodwork 2.9-3.0 2.9-3.0 2.7-2.8 2.0-2.1
Glass 2.5 1.8 22 1.6
Hats 2.4-25 2.7-3.1 2.1-25 14-1.6
Iron 1.5-1.7 1.7-2.0 1l4-14 11-1.1
Liquors 1.7-1.9 19-2.1 1.2-12 1.2
Flour /grist mills 0.6-0.7 1.3-1.3 0.2-0.3 1.0-1.0
Paper 4,3-55 5.3~6.2 3.9-4.5 2.3-26
Tanning 1.2-1.7 2.0-2.6 0.7-1.1 0.9-1.1
Tobacco 21-24 1.5-2.7 14-20 0.7-1.0
Wool textiles 2.7-2.8 3.6-3.7 24-2.5 1.8-19
Capital-intensive industries ~ [2.0]-2.7  [2.5]-2.9 [1.8]-2.2 [1.3]-14
Other industries [2.3]-2.4 2.3-[2.6] [19]-22 [14]-16
Weighted average total—
all industries [2.2]-25  [2.5]-2.7 [1.8]-22 [l3]-15

sOURCE: These estimates are drawn from Sokoloff 1986: 698, 706, 719, 72.2.

NOTES: The ranges of estimates reflect the different figures derived from firm data and from industry-
wide data. The estimates for the capital-intensive, other, and all industrics were computed as weighted
averages of the relevant industry-specific figures. The capital-intensive industries include cotton textiles,
wool textiles, paper, flour /grist mills, iron, liquors, and tanning, The figures in brackets pertain to averages
based on fewer than the full complement of industries in the respective class,

advances were based largely on changes in organizations, methods, and
designs that did not require much in the way of capital deepening or dra-
matically new capital equipment.*¢ Reported in Table r0.6, for example,
are estimates of manufacturing productivity growth between 1820 and
1860 computed from cross sections of firm data. They indicate that a wide
range of manufacturing industries were able to raise productivity at nearly
modern rates, despite the small firm sizes and limited diffusion of mecha-
nization and inanimate sources of power characteristic of most industries
until the 1850%. This fundamental aspect of the record, dramatized by
the result that the less capital-intensive industries registered rates of total
factor productivity growth roughly equivalent to those of the more capital-
intensive, suggests that the sources of technological progress during the
onset of growth extended across virtually all industries and were not de-
pendent on radically new capital equipment or capital decpening. The im-
plication that increases in the amount of capital used per worker did nqt
play a major role in accounting for technical change during early industri-
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alization is further reinforced by the estimates that the dominant share of
labor productivity growth was due instead to advances in total factor
productivity.*

This pattern of relatively balanced productivity growth across a broad
spectrum of industries is difficult to attribute to a fundamental break-
through in technology or a general increase in the capital intensity of pro-
duction. On the contrary, it appears instead to be more consistent with the
hypothesis that firms and individuals throughout the economy were re-
sponding to a common environmental stimulus for improvements in tech-
nology—Ilike the dramatic expansion of markets that characterized the pe-
riod. Indeed, this view, that broad advances in productivity were induced
by the growth in volume and geographic extent of commerce, originating
in the extension of networks of low-cost transportation and increases in
income, has received strong support from recent scholarship. Studies of
agriculture have found that farms with easy access to major markets became
more specialized, used their labor more intensively, and were more apt to
adopt new crops and products.*® Studies of manufacturing have found that
firms in proximity to broad markets maintained higher average levels of
productivity and were generally distinguished by operating at a larger scale,
with a more extensive division (and perhaps intensification) of labor, and
with a more standardized product—but without markedly different ratios
of capital to labor.* The conclusion that growth was stimulated by market
development is consistent with both the geographic patterns of produc-
tivity as well as the incremental nature of the changes made in technique.
Although their cumulative impact could have been major, it is conceivable,
if not entirely natural, to think of individually marginal improvements as
outcomes of efforts to respond creatively to technological problems raised
by competition and opportunities in the marketplace.

Recent work with U.S. patent records has perhaps more directly dem-
onstrated that the growth of inventive activity was strongly and positively
associated with the extension of markets as economic growth began to ac-
celerate during the first half of the nineteenth century.’® The independent
effect of expanding markets was isolated by examining how the record of
patenting across geographic areas (down to the county level) varied with
proximity to navigable inland waterways, the cheapest form of transporta-
tion for all but short routes prior to the railroad. Not only was patenting
higher in districts with such access to broad markets, but the construction
of canals or other additions to the transportation infrastructure yielded im-
mediate and large jumps in patenting activity. Also indicative of the impor-
tance of contact with the market, and economic opportunity more gener-
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TABLE 10.7
Characteristics of Inventors in the United States, 1790~1846
(Distribution of Urban Patents by Patentee Occupation)

1790-1804 1805-1822 1823-1836 1836-1846
Characteristics No. (%) No. (% No. (% No. (%)

General commerce & professional
(merchants, doctors,

gentlemen) 13 500 60 387 59 246 43 186

Artisans working with renewable
materials (carpenters,

shoemakers) 4 154 32 207 58 242 41 178
Precision artisans (makers of

watches, jewelry, instruments) 5 192 16 103 22 92 26 113
Machinists /toolmakers 1 39 17 11.0 34 142 40 173

Other producers /dealers of metal
products (stove manufacturers,
blacksmiths) 77 17 110 40 16.7 49 212

Other occupations or none listed 1 39 13 84 27 113 32 139

N

Backgrounds of Great Inventors, 1790-1846

Number Percentage
Educational background
None to several years of schooling 76 47.5
More than several years 22 13.8
Attended college 38 23.8
Unknown 24 15.0
Occupational class at first major invention
Artisan 24 15.0
Farmer 8 5.0
Engineer /machinist/full-time inventor 53 33.1
Merchant /professional 36 225
Manufacturer 37 231
Other/missing 2 1.3

SOURCES: The estimates are drawn from Sokoloffand Khan 19g0: 369; Khan and Sokoloff 1993:293.

NoTES: The top panc! reports the number and share of patents filed l}y patentees of. each occupational
category during four subperiods. The lower panel reports, for a group of inventors credited with responsi-
bility for technologically significant inventions, their distribution across classes defined first by educational
background and then by occupational class at the time of their first invention. Inventors whaose extent of
schooling is unknown seem likely to have had low levels of education.

ally, was the widening range of social classes represented among patentees
in those geographic areas where patenting per capita rose, This pattern is
evident in the first panel of Table 10.7, which shows how the proportion
of urban patentees who were from elite occupations fell sharply as rates of
patenting first began to rise rapidly from 1805 on. Even focusing on so-
called great inventors credited with responsibility for significant techno-
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logical discoveries, as does the second panel, one is impressed with how
broad a range of the population was involved in inventive activity.

A broad spectrum of the population appears to have become engaged
in looking for better ways of carrying out production, spurring the rate at
which improved methods diffused as well as boosting rates of invention and
innovation. Moreover, the association between patenting and access to
broad markets held for ordinary patents as well as for the presumably more
important patents (on average) awarded to the “great inventors.” Evi-
dence that manufacturing firms in districts with higher patenting rates,
holding other factors constant, had higher total factor productivity pro-
vides further support to the interpretation that invention and technical
change were genuinely induced by the expansion of markets.®!

There are several reasons for believing that the association of markets
with economic growth during the first half of the nineteenth century is
relevant to the question of whether the condition of greater overall equality
was an important contributor to the earlier onset of industrialization in the
United States than elsewhere in the New World. First, the coincidence of
high per capita incomes with equality would be expected to attract rela-
tively more resources to the production and elaboration of standardized
manufactures, because free whites of the middling sort would ultimately
expend higher shares of their income on manufactures than would the
poor (or than slaveholders would expend on their slaves).? Moreover, al-
though the wealthy might also devote large shares of income to manufac-
tures, they generally consumed manufactures that were nonstandard or
customized. This is significant, both because markets were more likely to
develop around goods or assets with uniform characteristics and because
many of the most fundamental advances in technology during the nine-
teenth century were concerned with the production of standardized manu-
facturing products.

Second, greater equality in wealth, human capital, and political power
likely promoted the evolution of broad, deep markets through the supply
side as well. In some cases, the stimulus was associated with the existence
of scale economies in activities, such as transportation or financial inter-
mediation, with high fixed costs or capital intensity. Greater densities of
potential users and beneficiaries raised the projected returns on investment
in such projects and facilitated the mobilization of necessary political and
financial backing. In the northeast region of the United States, for ex-
ample, the great majority of banks and much of the transportation infra-
structure (roads and canals) in place during the initial phase of growth were
organized locally and relied on broad public participation and use.5? With-
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out the substantial numbers of small businesses (including farms) and
households seeking better access to product and capital markets, there
would have been less potential for realizing the substantial scale economies
characteristic of transportation and financial intermediation—and much
less investment in these crucial areas.™

Greater equality in economic circumstances among the U.S. popula-
tion not only encouraged investment in financial intermediaries and trans-
portation directly through the structure of demand but also through a legal
framework that was conducive to private enterprise in both law and admin-
istration.® The right to charter corporations was reserved to state govern-
ments, and this authority was generously wielded in order to promote in-
vestments first in transportation and financial institutions but ultimately in
manufacturing as well. Responding to widespread sentiment that there
should be few obstacles to private initiatives, as well as to opposition to
privilege, many state governments had in effect routinized the process of
forming a corporation with general laws of incorporation by the middle of
the nineteenth century.5¢ Another example of a legal system that encour-
aged private enterprise is provided by the relationship between equality
and rates of invention. Not only is it likely that the greater equality in hu-
man capital accounted partially for the high rates of invention in the United
States overall, but the more general concern with the opportunities for ex-
tracting the returns from invention contributed to a patent system that was
probably the most favorable in the world to common people at the time.*”
This pattern stands in stark contrast to that in Mexico and Brazil, where
patents were restricted by costs and procedures to the wealthy or influential
and where the rights to organize corporations and financial institutions
were granted sparingly, largely to protect the value of rights already held
by powerful interests.’® Differences in the degree of equality in circum-
stances between these economies and the United States seem likely to play
an important role in explaining the divergence in experience. For a variety
of reasons, therefore, a large degree of inequality might be expected to
hamper the evolution of markets and hence delay the realization of sus-
tained economic growth.*

One might ask whether one can legitimately draw inferences about
what the experiences of the New World economies in Latin America could
have been like from the experience of the United States. Our implicit as-
sumption is that there was a fundamental nature to the process of early
economic growth during the eighteenth and nineteenth centuries, prior to
the widespread introduction of mechanization and other heavily capital-
intensive technologies, that was essentially the same across all economies.
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A complex and heroic counterfactual is obviously involved, but there are
reasons to be encouraged. Of central importance here is the observation
that the region of the United States that was most like the other categories
of New World societies—the South—had an economic structure that re-
sembled those of its Latin American neighbors in some dimensions (its
concentration on large-scale agriculture; its higher degree of overall in-
equality) at the same time that its processes of economic growth were
much like those under way in the northern United States.

The South thrived in terms of growth of output per capita but, both
before and after the Civil War, lagged behind the North in the evolution of
a set of political and economic institutions that were conducive to broad
participation in the commercial economy and in the development of exten-
sive capital and product markets.5 The successes of the antebellum plan-
tation meant that the southern population was more rural than the north-
ern, with generally more production of manufactures as well as foodstuffs
on the farm. Together with the greater inequality in income and human
capital, this relative self-sufficiency of slave plantations reduced the extent
of market development, both relative to the North and to what might oth-
erwise have been in the South.' Moreover, the scale of labor requirements
and the nature of differing seasonal patterns of production encouraged a
greater degree of diversification on the part of southern slave plantations
than was the case in small-scale northern agriculture, resulting in relatively
few commercial cities and towns. Because manufacturing productivity was
strongly associated with proximity to extensive markets, the limited extent
of markets in the South likely contributed to that region’s lower levels of
manufacturing output per capita as well as lower productivity.s? Inventive
activity, at least as gauged by patenting, was also much lower than in the
North.

The Civil War and the emancipation of the slaves led to dramatic
changes in southern agriculture, with the disappearance of the plantation
as a producing unit. While concentration of landholdings persisted, the
dominant producing unit became the small farm, whether owner-operated
or worked by tenants under various arrangements.®® These tenants in the
South, particularly blacks, generally had limited incomes and wealth rela-
tive to farmers in the North, and they faced major obstacles to their accu-
mulation of both physical and human capital.®* It was several decades be-
fore the South began to develop a more urbanized economy with a larger
manufacturing base, and the region continued to trail the rest of the nation
for nearly a century.

Despite many parallels with other New World economies that relied on
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slavery early in their histories, however, the South’s economy was a unique
case and ultimately realized a record of growth more like those of the
northern United States or Canada. Within our analytical perspective, there
are two features of the South that we would highlight in explaining why its
economy performed better over the long run. First, its general unsuitability
for sugar meant that the scale of slave plantations and the share of the
population composed of slaves were never as great in the South as in the
Caribbean or Brazil. Inequality in income, human capital, and political
power was accordingly never as extreme. Second, much of the political and
economic institutional framework in the South was determined at the fed-
eral level, or through competition between states, and therefore had many
features in common with the North. These circumstances help explain why
the South evolved a more commercialized and competitive economy, with
a broader range of its population participating fully, than other New World
economies with a Jegacy of slavery. Nevertheless, when one notes the simi-
larities between the records of the South and of these others, it is hard not
to be impressed with the influence of factor endowment and with the basis
for employing evidence from the United States to assess, in general, how
New World economies developed—or might have developed with a differ-
ent factor endowment.

Many scholars have long been concerned with why the United States
and Canada have been so much more successful over time than other New
World economies since the era of European colonization. As we and others
have noted, all of the New World societies enjoyed high levels of product
per capita early in their histories. The divergence in paths can be traced
back to the achievement of sustained economic growth by the United
States and Canada during the eighteenth and early nineteenth centuries,
while the others did not manage to attain this goal until late in the nine-
teenth or in the twentieth century, if ever. Although many explanations
have been offered, in this chapter we have highlighted the relevance of sub-
stantial differences in the degree of inequality in wealth, human capital, and
political power in accounting for the divergence in the records of growth.
Moreover, we have suggested that the roots of these disparities in the ex-
tent of inequality lay in differences in the initial factor endowments of the
respective colonies. Of particular significance for generating extreme in-
equality were the suitability of some regions for the cultivation of sugar
and other highly valued commodities, in which economies of production
could be achieved through the use of slaves, as well as the presence in some
colonies of large concentrations of Native Americans. Both of these con-
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ditions encouraged the evolution of societies where relatively small elites of
European descent could hold highly disproportionate shares of the wealth,
human capital, and political power—and establish economic and political
dominance over the mass of the population. Conspicuously absent from
the nearly all-inclusive list of New World colonies with these conditions
were the British settlements in the northern part of the North American
continent.

We have also called attention to the tendencies of governmental poli-
cies toward maintaining the basic thrust of the initial factor endowment or
the same general degree of inequality along their respective economy’s
path of development. The atypical immigration policies of Spanish America
have been given special emphasis in this regard; while other European
nations promoted and experienced mushrooming immigration to their
New World colonies, Spain restricted the flows of Europeans, leading to a
stagnant or declining number of migrants to its settlements during the late
seventeenth and eighteenth centuries. It was not until late in the nine-
teenth century that former Spanish colonies like Argentina began to recruit
and attract Europeans in sufficiently large quantities to shift the composi-
tion of their populations and erode the rather elite status and positions of
the small communities of old families of European descent. The New
World economies that had long histories of importing slaves to exploit the
advantages of their soils and climates for the production of crops like sugar
also continued to be characterized by much inequality and to be domi-
nated by small, white segments of their populations. Why extreme in-
equality persisted for centuries in these classes of New World economies is
unclear. Certainly large deficits in wealth, human capital, and political
power, such as plagued Native Americans and slaves (and free blacks, after
emancipation), are difficult to overcome, especially in preindustrial soci-
eties. Elites would be expected to (and did) use their political control to
restrict competition they faced over resources, and large gaps in literacy,
familiarity with technology or markets, and in other forms of human capital
could take generations to close in even a free and seemingly evenhanded
society. Indeed, these factors undoubtedly go far in explaining the persis-
tence of inequality over the long run in the New World cases of concern
here. The close correspondences between economic standing and race,
however, may also have contributed to the maintenance of substantial in-
equality, either through natural, unconscious processes or by increasing the
efficacy of direct action by elites to retain their privileged positions and
holdings.

Our discussion of why the United States and Canada led other New

4
i
f,’s

Paths of Growth Among New World Economies

World economies in the realization of sustained economic growth during
the eighteenth and nineteenth centuries raises another old controversy.
Past treatments of the relationship between economic growth and inequal-
ity have tended to focus either on the effect of equality on rates of capital
accumulation or on the impact of growth on the extent of inequality, Our
emphasis on the implications of greater equality for the evolution of mar-
kets, institutions conducive to widespread commercialization, and tech-
nological change, proposes a different direction for future research. This
hypothesis is suggested by recent findings about the process of early indus-
trialization in the United States and should be understood as pertaining to
a particular era and range of inequality. It is based on the idea, consistent
with the evidence examined to date, that preindustrial economies of the
late eighteenth and early nineteenth centuries had a large potential for sus-
tained productivity growth derived from an accumulation of innumerable
incremental improvements discovered and implemented throughout an
economy by small-scale producers with rather ordinary sets of skills. These
advances in practice were induced in the United States by alterations in
incentives and opportunities associated with the spread of markets, and
were made possible by a broad acquaintance with basic technological
knowledge as well as by broad access to full participation in the commercial
economy.

Our conjecture—that other New World economies might have been
able to realize growth in much the same way as the United States if not for
their initial factor endowments and the governmental policies that upheld
their influence—is obviously speculative and requires further study. Nev-
ertheless, regardless of the outcome of such evaluations, the systematic pat-
terns we have identified in the development of the New World economies
should stand. Moreover, we hope that our attempt to outline a theory of
how the paths of various New World cconomies diverged will stimulate
more work on the subject and will ultimately lead to a better understand-
ing of the interplay between factor endowments, institutions, and eco-
nomic growth—in this context and in general.
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1. See, for example, the discussion of colonial economic growth in McCusker
and Menard 1985.

2. See the regional breakdowns provided in Denevan 1976: 289-92.,

3. For general discussions of the role of institutions in worldwide economic
growth, see North 1981; E. L. Jones 1988. For a recent comparison of Argentina
and Canada that discusses the role of institutions and makes reference to factor
endowments, see Adelman 1994.

4. For a general discussion of the diversity among British colonies in the New
World, as well as of its sources, see Greene 1988. For a fascinating recent account
of radical divergence even among the Puritan colonies in the New World, see Kup-
perman 1993, especially the discussions of the quite unusual patterns of land own-
ership and settlement.

5. This paragraph is based on readings in numerous primary and secondary
sources. For Latin America, particularly useful secondary works were Lockhart and
Schwartz 1983; McAlister 1984; Gibson 1966; Burkholder and Johnson 1994; Be-
thell 1984. For the British colonies, see McCusker and Menard 198 5; Gallman and
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7. Table 1o.1 is based on the estimates of David Eltis. For estimates through
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8. The decline in Spain’s population during the early seventeenth century is gen-
erally actributed to the war between Spain and the Netherlands as well as an in-
creased prevalence of disease throughout the Mediterranean, including outbreaks
of the plague and cholera. As seen in Table 10.2, population had still not recovered
by 1700. Whether the decline heightened Spanish concern about depopulation,and
was a factor in accounting for the restrictive immigration policies that were imple-
mented, is an interesting issue deserving of study. See de Vries 1976: 4-5.

9. There is now a substantial literature documenting the existence of very signifi-
cant economies in the production of certain agricultural products on large slave
plantations. The magnitude of these economies varied from crop to crop, but ap-
pear to have been most extensive in the cultivation of sugar, coffee, rice, and cotton;
small, but present, in tobacco; and absent in grains, Overall, there are two types of
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compelling evidence in support of this generalization. The first consists of compari-
sons of total factor productivity by size of the producing unit, as has been done for
the U.S. South prior to the Civil War. The second is the consistent pattern across
economies of dramatic and persistent differences in the sizes and types of farms
producing different crops or in the shares of output of those crops accounted for by
different classes of farms. For example, virtually all sugar in the New World was
produced by large slave plantations until the wave of slave emancipations during the
nineteenth century. In contrast, the great bulk of wheat and other grains were pro-
duced on small-scale farms. For further discussions of the subject and evidence, see
Fogel 1989; Engerman, 1983: 635-59; Deerr 1950.
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on the factor endowments and politics in all of Spanish America. Hence, Spanish
policy was probably driven by conditions in Mexico and Peru—the most populous
and valued colonies. Because these centers of Spanish America had an abundance of
Indian labor, the local elites and the authorities in Spain were able to maintain re-
strictive policies.
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32. See Mathew 1976.
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Adelman 1994: chap. 2.
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48. See Rothenberg 1992b; Majewski, Baer, and Klein 1993.

49. See Sokoloff 1984; Sokoloff 1992.

50. The discussion below draws on Sokoloff 1988; Sokoloff and Khan 1990;
Khan and Sokoloff 1993.
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57. Human capital appears to have been more broadly distributed in the United
States, paralleling the greater equality in the distributions of wealth and political
power. Higher rates of literacy and schooling may have contributed to the higher
rates of innovation, technological diffusion, and entrepreneurship generally, which
are thought to have characterized the United States. See DeBow 1854; Schultz
1964; Easterlin 1981; Olmstead and Rhode 1995. The patent system in the United
States was more favorable to common people in several dimensions. First, the cost
of obtaining a patent was much less, especially relative to the annual wage, than in
any other country with a functioning patent system. Second, the granting of patents
operated according to prescribed rules, which were independent of the social class
of the applicant for the patent and appear to have been adhered to. Third, the prop-
erty rights in invention entailed in a patent appear to have been well enforced by
the courts, making it much easier for a person of limited wealth to secure returns to
his or her inventions. No other country had such favorable conditions for inventors
from modest backgrounds. For international comparisons of patent systems, as well
as a discussion of the concern with enforcement in the United States, see Dutton
1984; Khan 1995; Machlup 1958.

58. See Haber 1989; Haber 1991; Beatty 1993.

59. As highly capital-intensive technologies became available, the need to involve
broad segments of the population in the market economy in order to achieve sus-
tained growth may have diminished. For a classic statement of a closely related idea,
sce Gerschenkron 1962: chap. 1. For a discussion of different stages in technology
and in the sources of productivity growth, see Sokoloff 1992.

60. Greene 1988; Majewski 1994; V. Woodward 19715 Kousser 1974.

61. Gallman and Anderson 1977; Parker 1970; Fogel 1989; Genovese 1965.

62, Tchakerian 1994.

63. Fogel 1989; Shlomowitz 1979; Virts 1985.

64. Higgs 1977; Margo 1990.

65. For a different view, see Fogel 1989.
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