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I. INTRODUCTION

ONE of the oldest themes in economics is the incompatibility of despo-
tism and development. Economies in which security of property is lack-
ing—Dbecause of either the possibility of arrest, ruin, or execution at the
command of the ruling prince or the possibility of ruinous taxation—
should experience relative stagnation. By contrast, economies in which
property is secure—either because of strong constitutional restrictions
on the prince or because the ruling elite is made up of merchants rather
than princes—should prosper and grow. Adam Smith argued that

in all countries where there is tolerable security [of property], every man of
common understanding will endeavor to employ whatever [capital] stock he can
command. . . . A man must be perfectly crazy who, where there is tolerable
security [of property], does not employ all the [capital] stock which he com-
mands. . . . In those unfortunate countries . . . where men are continually afraid
of the violence of their superiors, they frequently bury and conceal a great part
of their [capital] stock . . . in case of their being threatened with any of those
disasters to which they consider themselves as at all times exposed. This is said
to be a common practice in Turkey, in Indostan, and, I believe, in most other
governments of Asia. It seems to have been a common practice among our [feu-
dal] ancestors.'

* We thank Alberto Alesina, Marco Becht, Claudia Goldin, Carol Heim, Larry Katz,
Paul Krugman, Michael Kremer, Sam Peltzman, Robert Putnam, and Robert Waldmann
for helpful discussions. We also wish to thank the National Bureau of Economic Research
and the National Science Foundation for support.

! Adam Smith, An Inquiry into the Nature and Causes of the Wealth of Nations (1776).
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This theme had been used more than a quarter century before Smith
by Montesquieu to make sense of the contrast between the booming
commercial economies of republican Holland and constitutional England
and the stagnant economy of absolutist eighteenth-century France:
*Great enterprises in commerce are not found in monarchical, but repub-
lican governments. . . . [A]ln opinion of greater certainty as to the posses-
sion of property in these [republican] states makes [merchants] undertake
everything. . . . [T]hinking themselves sure of what they have already
acquired, they boldly expose it in order to acquire more. . . . A general
rule: A nation in slavery labors more to preserve than to acquire; a free
nation, more to acquire than to preserve.’’?

This theme is also echoed in the standard narrative histories of Euro-
pean nations, which often describe in one chapter the rise of strong
dynasties with powerful armies, and in the next subsequent urban and
mercantile decline. The Norman d’Hauteville dynasty, for example, con-
quered Sicily and southern Italy in the eleventh century when it was the
most prosperous and urbanized region in Europe. The government the
d’Hautevilles founded was the most centralized and powerful in Europe.3
But after its Norman conquest, southern Italy’s prosperity declined, es-
pecially when measured relative to the prosperity of the city-states of
northern Italy. Imperial Spain was the core of the immense empire ruled
by absolutist Habsburg princes in the sixteenth and seventeenth centu-
ries. They imposed heavy tax burdens on the prosperous towns of Cata-
lonia and Andalusia to fight the wars of the Counter-Reformation. Spain’s
imperial golden age somehow also saw its cities lose wealth and popula-
tion. By 1800 Spain had become a relative backwater.

European history also presents cases where cities grew rapidly and
commerce flourished in the absence of strong princes in regions where
political power was held by merchant oligarchies or checked by constitu-
tional limitations and representative assemblies. The city-states of north-
ern Italy, of the Low Countries, and of Burgundy prospered and grew in
the later Middle Ages and the Renaissance before they came under auto-
cratic Habsburg control in the sixteenth century. Before the Industrial
Revolution the Netherlands and Great Britain flourished under constitu-
tional governments: the Netherlands after their successful revolt against
Spain, and Great Britain after its ‘‘Great Rebellion’’ of 1640—-60 and ‘‘Glo-

2 Montesquieu, The Spirit of the Laws (1748).

3 Ernst Kantorowicz, Frederick the Second, 1194-1250 (German ed. 1928; English ed.
1931). Called by Kantorowicz ‘‘the first absolutist monarchy in Europe.”



PRINCES AND MERCHANTS 673

rious Revolution’” of 1688 that together established the absolute suprem-
acy of Parliament in matters of taxation.*

In this article, we take up the theoretical and narrative contrast be-
tween growth under princes and merchants using more systematic data.
Between 1050 and 1800 some areas of western Europe were governed by
strong princely rulers, whom we call ‘‘absolutist,””> who saw the legal
order as an instrument of control rather than as a constraint on their
actions. Other areas were free from such princes. Some had maintained
feudal customs or won charters of liberties that limited princely author-
ity—*‘societies of estates’’ in which groups like landowners, guildmas-
ters, and burghers had long-standing rights and the monarch was but one
‘‘estate’” among others. Other regions were dominated by merchant-ruled
city-states.$

Jan De Vries divides western Europe into regions that follow 1914
boundaries.” We find that, on average, for each century that such a region
is free of government by an absolute prince, its total population living in
cities of 30,000 or more inhabitants grew by 120,000, relative to a century
of absolutist rule. This difference is larger than the average growth rate
of urban populations in European regions between 1000 and 1800. In a
purely statistical sense, therefore, the association between absolutism

4 Charles R. Boxer, The Dutch Seaborne Empire, 1600—1800 (1965); Jacob Burckhardt,
The Civilization of the Renaissance in Italy, trans. S. G. C. Middlemore (1958); Benedetto
Croce, History of the Kingdom of Naples, trans. F. Frenaye (1970); J. H. Elliott, Imperial
Spain, 1469-1716 (1963); J. H. Elliott, The Count-Duke of Olivares: The Statesman in an
Age of Decline (1986); Kantorowicz, supra note 3; R. R. Palmer & Joel Colton, A History
of the Modern World (1984); J. H. Parry, The Spanish Seaborne Empire (1966); J. H.
Plumb, The Growth of Political Stability in England: 1675-1725 (1967); Steven Runciman,
The Sicilian Vespers: A History of the Mediterranean World in the 13th Century (1958);
C. V. Wedgewood, William the Silent: William of Nassau, Prince of Orange, 1533-1584
(1944). For the southern Italian autocracy, see Burckhardt; Croce; Kantorowicz; and Runci-
man. For Spain, see Elliott, Imperial Spain; Elliott, The Count-Duke of Olivares; Palmer
& Colton, Parry. For the Low Countries (now Belgium and Holland), see Boxer; Palmer
& Colton; and Wedgewood. Similarly, for Britain, see Palmer & Colton; and Plumb (1967).

5 Charles H. Haskins, The Normans in European History (1915); Kantorowicz, supra
note 3; Runciman, supra note 4. We stretch the category of ‘‘absolutist’’ to include such
examples as the Norman regno of southern Italy. Certainly the state and the administrative
apparatus of the d’Hautevilles and the Hohenstaufens were feeble and inefficient compared
to the bureaucracies and administrations of the seventeenth- and eighteenth-century states
that are usually termed ‘‘absolutisms.”’ Nevertheless, there is a qualitative difference be-
tween other feudal monarchies and those set up in Norman conquest kingdoms like Sicily.
Those who would support our inclusive definition of ‘*absolutism’” include not only Kantor-
owicz but also Haskins and Runciman.

% Gianfranco Poggi, The Development of the Modern State: A Sociological Introduction
(1978).

7 Jan de Vries, European Urbanization, 1500-1800 (1984).



674 THE JOURNAL OF LAW AND ECONOMICS

and slow city growth can more than account for why some western Euro-
pean regions had relatively low rates of urbanization in 1800, while others
had flourishing cities and abundant commerce. Strong princely rule is
systematically associated with retarded urban commerce. By contrast,
more restricted governments that give a voice or a constitutional veto to
merchants or assemblies of landed magnates are systematically associ-
ated with much faster urban growth. The pattern that Smith and Montes-
quieu noted does not hold merely between constitutional Europe and
despotic Asia, or between constitutional Britain and despotic France, but
more generally across the western half of the European continent in the
millennium before the Industrial Revolution.?

Montesquieu and Smith, but also more recent reformulations by Geof-
frey Brennan and James Buchanan, Douglass North, North and Robert
Thomas, and Mancur Olson account for this regularity by drawing a con-
trast between the economic effects of despotic and of limited govern-
ment.’ In their view, absolutist princes are concerned primarily with the
tax revenues that their domains yield; they tax in order to maximize
revenue and, so, cripple the economies they govern. By contrast, limited
governments are more concerned with private economic prosperity: ei-
ther they are led by merchant oligarchs who have a stronger interest in
maintaining and expanding the flow of commerce than in the power of
the state and the splendor of the court, or they give a veto to parliaments
or estates-general that feel the weight of heavy taxes. The logic of the
situation suggests that such governments would set tax rates that are
lower to minimize their disruptive effect on the economy—at least on
the economy considered as a source of rents for landed gentry and com-
mercial profits for merchant oligarchs. Thus they should have more of a
bias toward promoting economic growth.

The next section of this article describes the data on urban populations
we use and briefly argues that urban populations are good measures of
preindustrial economic prosperity. We use two different data bases of
European city populations: one we term the ‘‘Russell-de Vries’” data
base, and the other we call the ‘‘Bairoch’’ data base. Section I1I classifies
political regimes. Section 1V presents statistical evidence. Section V ad-
dresses the issue of short horizons of princes, and Section VI concludes.

8 Montesquieu, supra note 2; Smith, supra note 1.

® Montesquieu, supra note 2; Smith, supra note 1; Geoffrey Brennan & James M. Bu-
chanan, The Power to Tax: Analytical Foundations of a Fiscal Constitution (1980); Douglass
C. North, Structure and Change in Economic History (1981); Douglass C. North & Robert
P. Thomas, The Rise of the Western World: A New Economic History (1973); Mancur
Olson, Autocracy, Democracy, and Prosperity, in Strategy and Choice (Richard Zeckhauser
ed. 1991).
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II. DaTta oN PREINDUSTRIAL CITIES

The larger preindustrial cities of Europe were nodes of information,
industry, and exchange in areas where the growth of agricultural produc-
tivity and economic specialization had advanced far enough to support
them. They could not exist without a productive countryside and a flour-
ishing trade network. The population of Europe’s preindustrial cities is
a rough indicator of economic prosperity.'®

This correlation between economic prosperity and city size may not
hold in general for the preindustrial world. The population of Tenoch-
titlan, or Peking, or imperial Rome had more to do with the power of
the networks of tribute and redistribution that underlay their respective
empires than with mercantile prosperity. Such consumption-intensive
“‘parasite cities,” to use Paul Bairoch’s term,'' were centers of neither
trade nor urban industry but instead the homes of bureaucrats and the
favored dwelling places of landlords. But the primarily rural orientation
of Europe’s medieval ruling class meant that Europe’s cities did not de-
velop as centers of landlord consumption or of territorial administration.
We can use the sizes of European cities as indicators of commercial
prosperity because the typical post-Classical European city was primarily
a center of commerce, and not of bureaucracy, administration, or land-
lord consumption.'?

For our purposes, Europe’s larger cities are also important indicators
of economic prosperity because they are highly visible: contemporary
historians and travelers and modern-day urban archaeologists all give
estimates of city size and prosperity. Other aggregate quantitative indica-
tors of economic prosperity before the Industrial Revolution are very
scarce. We use the numbers and sizes of large preindustrial cities as an
index of economic activity and changes in the numbers of cities and the
sizes of urban populations as indicators of economic growth.

To measure the growth of western European cities, we use two data
bases. The first was constructed by taking estimates of city sizes over
the period 1500-1800 from de Vries. De Vries constructs population esti-
mates from archives: church attendance lists, baptisms and burials, cen-
suses, tax records, and so on. He accepts as sources ‘‘secondary works,
usually town histories, where the historian makes population estimates
based on his general knowledge about the city.”’!?

' Paul M. Hohenberg & Lynn Lees, The Making of Urban Europe, 1000-1950 (1985).
' Paul Bairoch, De Jericho a Mexico: Villes et economie dans I’histoire (1985).

12 See id.; Fernand Braudel, The Perspective of the World, trans. S. Reynolds (1984);
Max Weber, Economy and Society (1968).

B de Vries, supra note 7.



