l!lJlIEIlSN
v

& Kichl
b

\m‘ K
AN




Rulers, Religion, and Riches

Why the West Got Rich and the Middle
East Did Not

JARED RUBIN
Chapman University

2017

%) UNIVERSITY PRESS

B CAMBRIDGE



RULERS, RELIGION, AND RICHES

For centuries following the spread of Islam, the Middle East was far ahead of
Europe. Yet, the modern economy was born in Europe. Why was it not born in
the Middle East? In this book Jared Rubin examines the role that Islam played
in this reversal of fortunes. It argues that the religion itself is not to blame; the
importance of religious legitimacy in Middle Eastern politics was the primary
culprit. Muslim religious authorities were given an important seat at the polit-
ical bargaining table, which they used to block important advancements such
as the printing press and lending at interest. In Europe, however, the Church
played a weaker role in legitimizing rule, especially where Protestantism spread
(indeed, the Reformation was successful due to the spread of printing, which
was blocked in the Middle East). It was precisely in those Protestant nations,
especially England and the Dutch Republic, where the modern economy
was born.

Jared Rubin is an associate professor of economics at Chapman University
in Orange, California. His research on the relationship between political and
religious institutions and their role in economic development has appeared in
numerous top economics journals.
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Preface

I began research for this book in 2004, my third year of graduate school at
Stanford University. Conflict between the “West” and the “Islamic world”
was one of the enduring stories of the time: 9/11 was still fresh on every-
one’s minds, and wars in Iraq and Afghanistan dominated headlines. Not
much has changed on this front in the intervening twelve years. If anything,
the conflict has heightened. Terrorist attacks around the globe, the spread
of al-Qaeda and ISIS, and the devastating Syrian refugee crisis all suggest
that many of the West’s political and economic struggles of the foreseeable
future will take place in the Middle East.

Understanding the roots of conflict between the Middle East and the
West is therefore of first-order importance, and it is the primary reason
I wrote this book. It is my opinion that the most important driver of the
conflict is the vast disparity in economic fortunes of the two regions. The
economic disparity is real; while it is true that a few of the Gulf States gained
significant oil wealth in the latter half of the twentieth century, only a small
fraction of the population has seen any of its benefits. In any case, this
wealth is fleeting; there is little evidence to my knowledge that any of the
wealthy oil nations have built anything close to an economy that will stay
strong as the world shifts away from petroleum as a primary energy source.

The economic disparity between the “West and the Rest” permitted
Western occupation and colonization of the Middle East in the nineteenth
and twentieth centuries. This disparity also permitted authoritarian rul-
ers, generally supported by the West, to dominate Middle Eastern politics
throughout most of the twentieth century. These outcomes have deep his-
torical roots, and it is the goal of this book to discover and analyze these
roots. The arguments laid out are inherently comparative; the causes of what
went wrong, if anything did indeed go wrong, in the Middle East are easier
to ascertain by analyzing what went right in parts of Western Europe. The

xiii
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goal of the book is therefore twofold. On the one hand, it provides insight
into some of the necessary determinants for long-run economic success.
On the other hand, it spells out how and why an economy might stagnate if
those determinants are absent.

Upon deeper reflection, the reasons for the vast disparity of economic
fortunes between the Middle East and the West are not so obvious. Any
account of this disparity must also account for the fact that it has not always
been this way. For centuries after the founding of Islam, the Middle East
was ahead of Western Europe by practically any metric: economics, poli-
tics, culture, and science. The Fertile Crescent was the Western Eurasian
economic and cultural hub for most of the high medieval period. At some
point, this obviously changed. Almost no scholar I know of would argue
that the Middle East was close to the leading European economies on the
eve of industrialization in the mid-eighteenth century. After industrializa-
tion, what were already readily apparent economic differences were exacer-
bated many times over. The real questions, then, are: Why did a region that
was so far ahead for so long ultimately fall behind? Why did the Industrial
Revolution begin in Great Britain instead of, say, the Ottoman Empire?

This book attempts to shed light on the answers to these questions. In
doing so it addresses head on the elephant in the room that is all too fre-
quently invoked by Western media outlets and “intellectuals” as an expla-
nation for Middle Eastern problems: Islam. I believe that such claims are
ridiculous, but they cannot be simply dismissed ofthand without provid-
ing a compelling alternative explanation. I provide such an explanation,
although it is up to the reader to decide whether it is compelling. My expla-
nation is deeply grounded in economic theory, and it considers the incen-
tives of all the players who may have played some role in the divergence.
It is my hope that the reader will come away from this book with a more
nuanced view of the role that Islam played in Middle Eastern economic
stagnation and, ultimately, conflict with the West.

The argument is hopefully clear about one key point: Islam itselfis not the
problem. However, economic success is less likely to occur where religion
plays an important role in politics. But this is not to lay blame on religion
in general, either; any interest group that has a powerful seat at the politi-
cal bargaining table but does not have interests consistent with economic
growth will play a retarding role in a society’s economy. Historically - for
reasons emphasized in this book - religious authorities had an outsized
seat at the political bargaining table in both the Middle East and Western
Europe. Understanding the process through which this was undermined
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in the latter but not in the former is therefore of utmost importance for
understanding the long-run economic divergence between the two regions.

This book does not offer a solution for closing the economic disparity
between the Middle East and the West. It merely diagnoses the problem
and its causes. But just like a doctor must make a correct diagnosis before
prescribing treatment, a proper diagnosis of the divergence is essential if
we are to understand what political and economic actions could be taken
to help close the gap. The diagnosis provided by this book is not based on
some simplistic notion of Islam, and this book does not blame Islam more
than any other religion for substandard economic performance. It does
suggest that getting religion out of politics will be a crucial and necessary
step for the Middle East, but even this is not a complete solution.

There is no reason to expect a quick fix in the Middle East; the process of
getting religion (mostly) out of politics took centuries in the West. It is also
true that context matters, and the economic and political contexts of the
two regions are very different. An important difference noted in this book is
that Islam is more conducive to legitimizing political rule than Christianity
is, a fact that certainly influences the set of changes that are possible in the
Middle East. But even if religion is removed from politics, this is only a
first step. It matters dearly who replaces the religious elite at the bargain-
ing table. For instance, replacing religious elites with autocrats is almost
certainly worse for economic and personal well-being.

The rise and spread of Islamic fundamentalism is likely to be one of
the enduring stories of the twenty-first century. The best way to contain
it - indeed, the best way to contain radicalism of any kind - is through
economic development. Radical ideas, be they religious or secular, are
much more appealing when there is little hope for a better future. Such
ideas, and the violent extremist tactics employed to carry them out, are
a by-product of a world that has been left behind economically. It is my
sincere hope that this book takes us one step closer to understanding the
sources of such economic stagnation while shedding some light on what
a path toward long-run, sustained economic growth might look like in
the Middle East.
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Introduction

By almost any available metric, there is a wide gap between the economic
and political fortunes of the Middle East and the West.! Even after account-
ing for oil wealth, which benefits only a small portion of Middle Easterners,
Westerners are on average about six times wealthier. They can also expect
to live, on average, eight additional years and have nearly twice the edu-
cation (see Table 1.1). One cause — and consequence — of Middle Eastern
economic retardation is poor governance and violence. The average Middle
Easterner lives in a much more fragile and autocratic state and is sub-
ject to much more civil and ethnic violence than the average Westerner.
This is undoubtedly the primary reason for the political tensions between
the Middle East and much of the rest of the world, and it is at the root of the
political and economic grievances espoused by Islamists.

This gap between the West and the Middle East - indeed, the West and
the rest of the world - is a relatively recent phenomenon. In the preindus-
trial period, Western Europe was not obviously ahead of the rest of the
world, and it was not so far ahead of the Middle East that the Ottoman
Empire (the leading Middle Eastern state) felt economically or politically
inferior. Over time, a vast economic, political, military, and technology gap
emerged between the two. This divergence allowed Europeans to dominate
the rest of the world economically and politically, a fact most clearly mani-
fested in their colonization of a large portion of the world’s inhabitable land.
Meanwhile, by the nineteenth century, the Ottoman Empire was considered
the “sick man of Europe” — a once mighty empire on its final legs. The lead-
ing Western European powers ultimately carved up the Middle East into
states with artificial boundaries that suited European geopolitical needs.

It is undeniable that the fortunes of the Middle East diverged wildly
from those of the West. But what caused this divergence? The difference in
fortunes is more puzzling than it might seem from a twenty-first-century
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Table 1.1 Economic and Political Health, the “West” and Middle East/North
Africa (MENA), 2012-2014 (weighted by population)

The “West” MENA Interpretation/Notes
Per Capita GDP $48,269 $8,009 In 2013 US
Dollars
Life Expectancy 80.4 72.6 2013 Life
Expectancy at
birth
Mean Years of 12.1 6.8 2012 data
Schooling
State Fragility 1.42 11.11 0-25 (25 is most
fragile)
Civil and Ethnic 0.00 1.03 0-10 (10 is most
Violence/War violent)
Autocracy 0.00 3.58 0-10 (10 is most
autocratic)

Sources: GDP - World Bank (2014); Schooling - UN Development Program (2014); State Fragility,
Violence, Autocracy — Marshall and Cole (2014); Population — CIA World Factbook (2014); all data
weighted by 2014 population; GDP and Fragility are in 2013; Violence and Autocracy are in 2014.
Western Europe includes Australia, Austria, Belgium, Canada, Denmark, Finland, France,
Germany, Ireland, Luxembourg, Netherlands, New Zealand, Portugal, Spain, Sweden, Switzerland,
the United Kingdom, and the United States.

MENA includes Algeria, Bahrain, Egypt, Iran, Iraq, Jordan, Kuwait, Lebanon, Libya, Morocco,
Oman, Qatar, Saudi Arabia, Syria, Tunisia, Turkey, UAE, West Bank & Gaza, and Yemen.

perspective. For most of the last millennium or two, Westerners had more
contact with Middle Easterners than they did with the rest of the world.
Cross-cultural learning between Western Europe and the Middle East
occurred more frequently than it did between Western Europe and the
rest of the world. The similarities between the two regions and their rela-
tive integration make the relative success of the West even more mysteri-
ous: What allowed Western economies to succeed where Middle Eastern
ones stagnated?

This is the question addressed in this book. At its core, this book is about
why some economies succeed and others stagnate. It is tempting to ask
whether Islam is to blame for the relative poverty and poor governance of
the Middle East. It is impossible to avoid this question, even if it may be
offensive to some; it is simply bad science to reject a hypothesis because it
is offensive. And there is reason not to dismiss this possibility ofthand. The
famed scholar of Islamic history Bernard Lewis seemed to suggest just this
late in his career,” and there is a long Orientalist tradition ascribing bad
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consequences to Islamic doctrine and practice. This is also a common trope
of the Western media, where simplistic associations between Islam and
“bad” socio-political-economic events are all too common. Even if most
stories in the media are easy to dismiss upon only slightly deeper inspec-
tion, it is not so easy to dismiss the more intelligently construed arguments
of the Orientalists. Lewis and others knew a lot about the Middle East and
Islamic history. And indeed, Islam harbors numerous rules relevant for
trade and governance.

So, why isn’t Islam to blame? The answer is simple: even if one accepts
the idea that religious doctrine matters for economic performance, the facts
simply do not line up. The histories of these regions in the millennium prior
to industrialization do not align with the idea that Islam is antithetical to
economic growth. The most important fact to account for in any theory of
why the modern economy was born in Western Europe and not the Middle
East is that the Middle East was ahead of Europe economically, technolog-
ically, and culturally for centuries following the spread of Islam. From the
seventh through twelfth centuries, Islamic empires dominated Western
Eurasia. For its first four or five centuries, Islam was associated with positive
economic growth.

The worldwide distribution of wealth was much different eight to ten
centuries ago than it is in the twenty-first century, both within and across
economies. Western Europe was a relatively poor area — the rule of law
existed only in small, settled regions, little interregional commerce existed,
populations were small and scattered, and science and technology were
far behind other regions. By almost any available economic measure, the
Middle East was ahead of Europe. It had access to far more advanced sci-
ence and technology, its trade flowed in higher volumes and over longer
distances, and it employed more complicated financial instruments. There
is plenty of evidence to support this assertion. Major advances in math-
ematics, medicine, philosophy, art, and architecture were hallmarks of the
Islamic world through the thirteenth century. The data are of course sparser
the earlier back in time one travels, but one indication of wealth in the pre-
modern setting for which we do have data is urban population size. Urban
population works as a metric of premodern economic performance because
large urban populations meant there was enough food to feed people who
were not producing for their own sustenance, and urbanites generally pro-
duced and consumed the luxuries of life. In short, greater urban popula-
tions generally meant greater wealth.’

Urban population data confirms the suspected trend, showing a slow
but clear reversal of economic fortunes between Western Europe and the
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Figure 1.1 Twenty Most Populous Cities in Europe and the Middle East, 800 CE
Source: Bosker et al. (2013).

Middle East over the last 1,200 years. Figure 1.1 indicates that in 800, the
urban share of the population of the Islamic world was much greater than
in Christian Europe.! Fourteen of the twenty-two largest cities in Europe
and the Middle East, including by far the largest city — the Abbasid capi-
tal Baghdad - were under Islamic rule. The Umayyad (Cordoba) Caliphate
in modern-day Spain and the Abbasid Caliphate, centered in modern-
day Irag, ruled the most populous and wealthiest areas. Seven of the eight
most populous cities were Muslim-ruled, with only the Byzantine capital
Constantinople containing a large urban population of Christians. In fact,
the combined population of the top thirteen cities of Christian Western and
Central Europe (Naples, Rome, Verona, Regensburg, Metz, Paris, Speyer,
Mainz, Reims, Tours, Cologne, Trier, and Lyon) was less than the popula-
tion of Baghdad in 800.

Fast forward 500 years. The scene described in the preceding paragraphs
certainly changed by 1300, but even so the Middle East was far from a lag-
gard, in spite of the decimation of some urban populations by the Mongols.
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By 1300, the economies of Western Europe were again thriving following
the long post-Roman downturn, especially in Northern Italy, and many
parts of Western Europe were well on their way to recovery. Figure 1.2 sug-
gests that the balance of power between the Christian and Islamic worlds
was more equal, with twelve of the top twenty cities ruled by Christians
(including the most populous city, Paris). The center of European growth
was located in Italy - six of the twelve Christian cities were Italian, with four
of those located in the wealthy northern region. The city-states of Northern
Italy, especially Venice, Genoa, and Florence, were among the wealthiest
places in the world, birthing many aspects of modern banking, finance,
accounting, and trade. Northwestern Europe was only slightly wealthier in
per capita terms in the early fourteenth century than the wealthiest Muslim
region (Egypt), while Italy was about twice as wealthy as any other part of
Western Europe, let alone the Middle East.”

By 1800, the reversal of fortunes was complete. Seventeen of the twenty
most populous cities in the region were not only Christian but located in
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either Western or Central Europe. The Industrial Revolution had com-
menced in Great Britain, and the European powers had colonized much of
the rest of the world. Real wages were much higher in northwestern Europe
than they were in the wealthiest parts of the Muslim world.® The divergence
was not solely between northwestern Europe and the Middle East. By this
time, real wages diverged dramatically between northwestern Europe and
China, Japan, and India as well.”

Figure 1.4 summarizes this trend in economic fortunes. This figure
presents the “urban center of gravity” of Western Eurasia for each cen-
tury from 800 to 1800. This is a simple metric of the average longitude
and latitude of the region weighted by where urbanites lived. More popu-
lous areas “pulled” the center of gravity closer to themselves. The path
in this figure is clear. In 800, the urban center of Western Eurasia was
just west of the Anatolian Peninsula. It was pulled strongly to the south-
east by the Abbasid Caliphate, which was centered in Iraq, while it was
pulled south by the bustling urban areas of Egypt. The primary reason



Introduction 7

1800
=1700

15001600
1300 1400

1200 =
1100 = = 1000

900= w800

Figure 1.4 Urban Center of Gravity in Europe and the Middle East, 800-1800

Note: Maps in Figures 1.1-1.4 are for representational purposes only. Europe is on a
slight tilt in this map relative to its conventional representation in order to accommo-
date the entire region.
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the center was so far west of the Abbasid capital was the presence of
large Muslim urban populations in the Iberian Peninsula. Over time, the
urban center shifted to the northwest; first toward Italy as the northern
Italian city states expanded beginning in the late tenth century, and ulti-
mately toward northwest Europe in the sixteenth-eighteenth centuries
as urban populations in England and the Dutch Republic grew relative
to the rest of the region. By 1800, the urban center of Western Eurasia
was located in northwestern Italy, near Milan - about 2,000 miles away
from the old Abbasid capital Baghdad, but only about 500-600 miles
from the two great commercial cities of northwestern Europe: London
and Amsterdam.

Ultimately, any satisfactory explanation of the reversal of fortunes must
account for two historical features. First, it must account for both the rise
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of the great Muslim empires as well as their relative stagnation. Second,
although it is not clear from Figures 1.1-1.4, the modern economy was very
much a product of northwestern Europe — England and, before that, the
Netherlands. An understanding of where modern wealth comes from must
therefore account for long-run differences both between Western Europe
and the Middle East and within Western Europe.

It is the purpose of this book to address these two issues within one con-
sistent framework. The framework eschews simplistic notions that Islam
is at the root of the divergence or, on the contrary, that Catholicism or
Protestantism are causes of European success. It does argue, however, that
how political authorities used religion to legitimize their rule did matter,
and the exact mapping from religion to legitimacy to economic outcomes is
dependent on historical processes.

Implications and Limitations of the Argument

The consequences of this “long divergence,” as Timur Kuran has called it,
are still with us in the twenty-first century. If it were not for the temporary
shock of oil wealth, the Middle East would be one of the poorest places
on earth, rivaled only by sub-Saharan Africa and parts of Southeast Asia.
Historical curiosity should be enough to warrant an investigation into how
this region - once the wealthiest and most cultured region in the world -
fell so far behind.

But historical curiosity is not always enough. Historians and other intel-
lectually minded individuals may appreciate the uncovering of historical
connections as ends in themselves, but others consider historical research
of this type worthwhile only if it sheds light on contemporary problems.
This book should satisfy such a reader. It is first and foremost a book of
economics. It uses economic theory to search for the general features of an
economy that yield success under some conditions and stagnation under
others. It uses Middle Eastern and Western European history as a testing
ground for the theory. History provides one of the best testing grounds
for economic hypotheses: what happened is behind us, and the long-run
consequences are clear. This is certainly true of the long-run divergence
between Western Europe and the Middle East. One set of economies was
clearly much more successful than the other in the long run despite falling
well behind early on.

This book addresses this issue with a general economic argument.
When economists say that an insight is “general,” they tend to mean that it
applies to many situations, and the insight may predict different outcomes
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depending on the parameters involved. This book aims to provide such a
general insight into how and why economic success and stagnation occur
over very long periods. It should be obvious that this is not just an issue of
concern for the Middle East and Western Europe: the arguments made in
this book have implications for the difficult process of alleviating human
suffering associated with economic underdevelopment around the world.
After all, Western Europe was at one point an economic backwater, and the
average wealth of medieval Europeans was lower than most of the poorest
parts of the world today. Understanding the mechanisms through which
Western Europe escaped such poverty — and the Middle East, for the most
part, did not - clearly has implications for the possibilities and limits of
economic growth in the twenty-first-century developing world.

The history of the long-run divergence between Western Europe and the
rest of the world is therefore important to understand not just for the sake
of historical interest, but because it has real implications for how we view
the world and how we can change it. Using the economic framework out-
lined in Chapter 2, this book delves into the historical past to find out what
worked in Western Europe and what did not work in the Middle East. Yet,
it never implies that merely transplanting what worked in Western Europe
into the Middle East will solve all its economic problems. Quite the oppo-
site is true; the solutions that worked in Western Europe arose and evolved
in a specific context. Understanding this context is essential for establishing
the limits of how previous experience can inform the present.

Nor does this book imply that the Middle East is helpless to change its
fortunes. In fact, one of the primary insights gathered from the book’s
framework is that there are many forks along the path of a society’s eco-
nomic, political, and institutional progression. Once a society takes one
path along the fork, it becomes more difficult over time to revert to the other
side. Yet, new forks arise all the time, often for unanticipated or unforesee-
able reasons such as new technologies or natural disasters. How societies
respond to these opportunities can have enduring consequences. But noth-
ing predetermines how a society will respond or when an opportunity will
arise. History is not deterministic; we are not slaves to our historical and
institutional past.

This book also does not suggest that the type of economic success
that Western Europe experienced could have only happened there. The
twentieth-century successes of South Korea and Taiwan are prima facie
evidence against such a claim. Instead, this book urges a more nuanced
view of why long-run economic success occurs, while searching for general
features linked time and again to economic success.
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Thinking in Terms of Incentives

Economists like to think in terms of incentives. This book is no different. At
every historical turn, it asks the question: Why did the relevant parties act
in the manner they did? The answer given in this book always boils down
to: “They were incentivized to act in that manner.” Incentives come from a
host of societal attributes: politics, religion, social norms, laws, and culture
are just a few. The inquiry cannot stop there: simply noting the incentives
that individuals face is the last step. It is critical to take a step back and
ask: Why were those incentives there in the first place? Why do the incen-
tives people face differ in different places and at different times, and why
do they change over time? Why do they sometimes not change over time?

Thinking in terms of incentives means tossing simplistic ideas of long-
run economic divergence out of the window. Take, for instance, the idea
that the root of economic divergence between the Middle East and Western
Europe lies in the “conservative nature” of Islam. This is no straw man
argument. A long tradition of Eurocentric explanations for the divergence
suggests that the “conservative” or “mystical” nature of Islam discouraged
curiosity and prevented risk-taking, innovation, and mechanization.® In
this view, Islam is inherently hostile to commerce and finance. Indeed, in
varying times and places, Muslim religious authorities advocated laws that
inhibited economic development, such as regulations on taking interest and
printing, suppression of women, laws discouraging mass education, and
adherence to antiquated inheritance and partnership laws. So, at a mini-
mum, there is a correlation between the presence of Islam and laws anti-
thetical to economic development.

But correlation is not causation. A simple economic example illustrates
the problem with arguments relying on “inherent conservatism.” Consider
the fact that elderly individuals are less likely to use computing technolo-
gies than teenagers are. On the surface, it may seem like older people are
inherently more conservative — they prefer sticking with writing letters over
sending e-mails. This, however, is a too simplistic argument. Older people
are less likely to use advanced computing, not because they prefer the old
ways more than teenagers do, but because the costs and benefits of learn-
ing a new technology are different. It may in fact be less costly in terms
of time for a seventy-year-old to become Internet proficient. Yet, a shorter
life horizon for the elderly not only means that they will enjoy the fruits of
learning to use the Internet for a shorter period of time, but the opportunity
costs associated with the time taken to learn new technologies are much
greater as well. Moreover, since their friends are much less likely to be on
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the Internet, the benefits associated with larger networks are also lower.
Hence, older people often take actions that lead to more conservative out-
comes, but this is not necessarily a result of an inherent resistance to change.
Instead, the incentive structure is such that the elderly have less incentive to
learn new technologies.

This book applies a similar logic to economic history. Chapter 2 provides
a framework based on the incentives the relevant players face in the bargain
over laws and policies. It shows the conditions that incentivize these players
to choose laws and policies that respond to changing economic environ-
ments. “Conservative” outcomes result when these conditions are not pres-
ent, in that laws and policies do not change in spite of a changing world.
But these are outcomes, not preferences. This book does not rely on some ad
hoc theory of a “conservative nature” of certain groups of people; instead, it
shows why certain people act conservatively.’

In the context of the Middle East—-Western Europe divergence, an impli-
cation of this way of thinking is that conservatism is an outcome to be
explained - it is not itself a cause of stagnation. While there is indeed evi-
dence suggesting that Islamic political and religious thought became more
conservative starting sometime around the turn of the first millennium,
this does not mean that we should take the false path connecting a con-
servative outlook to economic stagnation. Instead, the correct questions
to ask are why some cultures are more conservative than others and were
there incentives in the Middle East which eventually led to conservative
outcomes. A deeper answer requires that we look beyond cultural differ-
ences and analyze the key drivers of incentives, be they economic, religious,
social, or political. Where do incentives come from? If not from culture,
from where?

The Argument Summarized

Chapter 2 lays out the central framework of the book. It focuses on the
players in an economy who affect the enacted set of laws and policies: rulers
and their agents. One of its central ideas is that there are people or organiza-
tions in society that, due to their identity or access to resources, can help
rulers stay in power. I call these people propagating agents. The framework
focuses on two types of propagating agents: coercive agents and legitimiz-
ing agents. Coercive agents propagate through force — people follow the
ruler because they face punishment otherwise — while legitimizing agents
propagate through legitimacy - people follow the ruler because they believe
he (or, much more rarely, she) has the legitimate right to rule. Propagating
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agents can provide immense benefits to the ruler, but they also come at a
cost: the ruler gives them a seat at the bargaining table in return for their
support. The laws and policies resulting from this bargain are reflective of
the bargaining power of each player and their preferences.

Religious legitimation is especially attractive to rulers because it is inex-
pensive. Thus, rulers rely on religious authorities when those authorities
have the capacity to legitimize their rule. In such a world, rulers are loathe
to update laws in response to changing economic circumstances if doing
so would undermine the religious establishment. As a result, those with
the most to gain from modernizing a society’s laws and policies - produc-
ers, merchants, and commercial farmers — have little incentive to push for
change. Not only are rulers unlikely to side against the religious establish-
ment, but such a request is also a sin. Consequently, laws and policies do
not change in response to changes in the outside world, and the result is
economic stagnation. This logic indicates that conservatism is a result of
the incentives faced by the relevant players, not an ultimate cause of bad
economic outcomes.

The upshot is that differences in laws and policies across societies and
over time within societies are a result of differences in the identities of prop-
agating agents. These differences are themselves a result of differences in
costs and benefits to rulers of using propagating agents. At any one given
point in time, a society’s institutions impose these costs and benefits on rul-
ers. Institutions are those aspects of society that help form the “rules of the
game” by which all players abide. All societies have numerous types of insti-
tutions - religious, political, social, and economic - all of which help shape
the “game” played between rulers and their propagating agents.

Chapter 3 brings the framework to the economic histories of Western
Europe and the Middle East, exploring the historical reasons that rule-
propagating institutions were different in the two regions. It argues that the
circumstances surrounding the births of Islam and Christianity had impor-
tant consequences for the manner in which rule was propagated. Islam was
born in the seventh-century Arabian Peninsula, and it formed as the early
Islamic empires were rapidly expanding. Many aspects of Islamic doctrine
were a response to this environment, including doctrine supporting a rul-
er’s right to rule as long as he acted “Islamic” Christianity, on the other
hand, was born in the Roman Empire, with its previously established, well-
functioning legal and political institutions. Early Christianity never formu-
lated a corpus of legal or political theory that came close to rivaling that of
early Islam for the simple reason that early Christian thinkers did not need
to do so. This is not to say that religious legitimacy was unimportant in
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European history - it merely entails that Islam was more conducive to legiti-
mizing rule than Christianity was, meaning that the benefits of religious
propagation were greater in the Middle East than in Western Europe. The
framework therefore predicts that, all else being equal, religious authorities
should have had a greater seat at the bargaining table in the Middle East
than in Western Europe.

It matters who sat at the bargaining table for two reasons: (1) doctrine
exists in both Islam and Christianity that affects economic practices; (2) the
interests of religious elites do not always align with the types of laws and
policies that favor economic success. Chapter 4 brings to light one conse-
quence of this insight, overviewing the history of an economic doctrine
common to Islam and Christianity: laws against taking interest on loans
(usury). This chapter employs the framework to shed light on why usury
doctrine diverged in the two religions. It highlights the different ways that
political and religious authorities interacted in the two regions and how
this in turn affected the willingness of rulers to permit interest. This chap-
ter hardly claims that differences in interest laws were the reason Western
European economies surpassed the Middle East. Yet, it does show that
these restrictions were not completely innocuous. The type of financial
instruments employed in the two regions reflected doctrinal differences
and, more importantly, the lack of banking institutions in the Middle East
prior to the nineteenth century.

Chapter 5 analyzes the spread of the printing press. The framework
sheds light on a historical puzzle: while the printing press spread rapidly
in Western Europe after its invention by Johannes Gutenberg in 1450, the
Ottomans prohibited its use for almost 250 years. The argument for the dif-
ferent reactions to the press is straightforward. The printing press threat-
ened the Ottoman religious establishment’s monopoly on the transmission
of knowledge - a key source of their influence in society — and they there-
fore had incentive to encourage the sultan to prohibit it. The sultan obliged
because religious authorities were important legitimizing agents, and per-
mitting the press would have undermined them. Meanwhile, Christian reli-
gious leaders were in no position to ask rulers to block the press, and it
consequently spread rapidly throughout Europe.

The analyses of interest and printing restrictions suggest there is nothing
inherent in Islam that fosters an environment supporting anti-commerce
laws. In fact, early Islamic religious and political doctrines were quite flex-
ible and possibly even growth promoting. Reinterpretation of religious law
was frequent as demanded by economic and social conditions, and as a
result the Middle East was an economic, technological, and cultural leader
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for centuries after the founding of Islam. Many of the Islamic laws that
eventually inhibited economic development were well suited to the needs
of the early Islamic economy. Yet, as economic conditions advanced, the
legitimizing relationship between political and religious authorities had an
increasingly dampening effect on further economic development. Religious
doctrines such as those banning interest or reproducing words and images,
which were not a problem in the premodern economy, came to the fore as
an impediment to overcome.

The printing press was arguably the most important information tech-
nology of the last millennium, and Western European economies grew rap-
idly where it spread. But the indirect consequences of the spread of the
press were even more important. Chapter 6 highlights one of these con-
sequences: the press facilitated the spread of the Protestant Reformation.
The printing press permitted widespread, rapid dissent, allowing the
Reformation to succeed where previous anti-Church movements failed.
This chapter reports the results of empirical analyses that show that the
Reformation was much more likely to take hold in towns with access to
printed works. This is a classic case of a “fork” in a society’s long-run insti-
tutional trajectory. Such an anticlerical movement, which was so dependent
on the rapid flow of information, was much less likely to happen in the
Ottoman Empire, where access to printed works was minimal. The lack of
information technology in the Ottoman Empire capable of quickly trans-
mitting ideas allowed established interests to maintain their grip on power,
permitting the institutional status quo to hold for centuries. As a result,
religious authorities remained powerful political forces in the Middle East
for centuries after their influence waned in Western Europe.

The remainder of the book argues why the Reformation was such an
important event for the economic trajectory of Western Europe — and why
a lack of a similar undermining of religious authority was important for the
trajectory of Catholic Europe and the Muslim Middle East. The primary
insight is that the Reformation fundamentally transformed the manner in
which rule was propagated. The already weak legitimizing capacity of reli-
gion eroded further in Protestant states following the Reformation, forc-
ing Protestant rulers to change the agents that propagated their rule. The
most common response was to seek propagation by the economic elites
who served in parliaments. By economic elite I simply mean those people
primarily engaged in commerce: merchants, craftsmen, money changers,
commercial farmers, and anyone else engaged in either producing for mar-
ket or facilitating market transactions. The transition to propagation by the
economic elite was an important development, because their preferences
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tended to align more with those types of policies that also portend eco-
nomic success, such as secure property rights and public good provision.
Consequently, Protestant rulers more frequently enacted laws and policies
favoring long-run economic success than did Catholic or Muslim rulers.

This is not to say that the economic elite were more “public spirited”
than other types of propagating agents and therefore desired policies in the
public interest due to altruistic motives. Quite the opposite, it suggests that
the economic elite pursued their own interests, which just so happened to
coincide with policies that benefited the broader economy. Nor is it to say
that everything the economic elite desired was good for the economy; his-
tory is replete with examples of rent seeking by the economic elite. This is
also not to say that a political system run solely by the economic elite would
be a good thing for an economy. It does imply, however, that a political sys-
tem where the economic elite have a nontrivial seat at the bargaining table
enables better economic outcomes than one where they have no voice at all.

Chapters 7 and 8 dig into the relevant histories to support these asser-
tions. Chapter 7 overviews the post-Reformation economic and political
changes made in the two leading Protestant economies: England and the
Dutch Republic. Chapter 8 overviews the histories of one Catholic econ-
omy that fell behind, Spain, as well as the primary Middle Eastern economy
of the time, the Ottoman Empire. These are not trivial comparisons cherry-
picked to support the argument. These were the most important economies
of the time, save possibly France, adhering to Catholicism, Islam, and some
form of Protestantism.

The framework therefore accounts for the “little divergence” that hap-
pened between northwestern Europe and the rest of Europe as well as the
larger divergence between Western Europe and the Middle East. It is not
sufficient to say there was “something about Western Europe” that eventu-
ally led to economic success. The emergence of the modern economy was
not a pan-Western Europe phenomenon - it was very much an English and
Dutch phenomenon. While I do not claim that the framework explains
everything - the argument stops before industrialization, which requires its
own explanation - I do claim that the places where the modern economy
was eventually born had a very different political economy equilibrium by
the end of the sixteenth century — one that was more conducive to long-run
economic growth.

This framework thus turns simplistic Weberian notions connecting a
“Protestant ethic” to economic success on their head.'® Max Weber (1905
[2002]) argued that Calvinist predestination doctrine encouraged believ-
ers to show that they were one of the “elect” by working hard and having
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worldly success. The “spirit of capitalism” thus pervaded the Protestant
countries and placed them on a different economic path. The observation
that inspired this hypothesis is valid: many of the Protestant nations had a
head start on modern economic growth. But, while recognizing that there
is a correlation between Protestantism and economic success, this book
argues for a very different causal channel than one based on culture or reli-
gious tenets. It suggests that the changes in political economy brought on
by the Reformation - specifically the replacement of the religious elite with
the economic elite at the bargaining table — was the key feature connecting
Protestantism to economic success. This of course does not mean that the
modern economy had to emerge in Protestant northwestern Europe. It sim-
ply entails that if one living in 1600 had to choose which part of the world
industrialization and the associated explosion of economic growth would
commence 150 years hence, Protestant northwestern Europe would have
been a good choice."!

Other Explanations

The explanation proposed in this book for the “rise of the West” is far from
the only one out there. The rise of the West is one of the big issues that
economic historians tackle, and consequently there have been many words
dedicated to furthering our understanding of its causes. Many of the exist-
ing hypotheses nicely complement the one proposed in this book. Such
explanations focus on other aspects of the rise of the West or relative stag-
nation elsewhere, providing explanations that reinforce the mechanisms
highlighted in this book. There are also explanations that are clearly con-
tradictory to the ones proposed in this book. I also address these below and
indicate why I believe my explanation succeeds where those fail.

Complementary Hypotheses

The explanations for the “rise of the West” most closely related to the one
presented in this book are those proposed by Avner Greif, Douglass North,
and Timur Kuran. Greif and North both provide useful frameworks for
understanding the economic implications of institutions. Greif shows in
a series of articles and his book, Institutions and the Path to the Modern
Economy, how decentralized institutions worked to facilitate trade in the
medieval period in the absence of centralized political and legal institu-
tions. Greif focuses primarily on economic institutions that emerged out-
side of the state and how these institutions facilitated economic exchange.
The focus of the present book is on a different slice of economic life: the
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incentives faced by the key Middle Eastern and Western European political
players. The institutional changes analyzed by Greif were necessary precur-
sors of the historical factors explored in this book. Greif’s work therefore
provides a necessary complement to my argument.

One set of institutional differences studied by Greif that deserve explicit
attention are those related to family structure. The European family struc-
ture resulted from the policies of the medieval Church that discouraged
certain practices in order to weaken kinship ties (adoption, polygamy,
remarriage, consanguineous marriage). According to Jack Goody (1983),
the Church imposed these policies in the hope that people would donate
their property to the Church at their death rather than to their kin."? In
contrast, kinship ties were much more important in the Middle East, where
consanguineous marriage was commonplace. Greif (1994a, 2006a, 2006b)
argues that, as a result, European culture was more “individualistic” than
Middle Eastern culture, which was more “collectivist” Europeans therefore
created institutions that created trust outside of the group, as the nuclear
family was too small of a unit to engender gains from exchange.”” This
advantaged the Middle East when the scope of trade was limited, as trade
within the kin group could occur without further institutional development.
However, impersonal exchange emerged on a wide scale once late medieval
European communities established institutions that facilitated trust beyond
the kin group. These arguments are entirely consistent with the ones pre-
sented in this book. For one, they employ the same argument for why Islam
may have been beneficial to economic growth in the premodern context: it
connected Muslims through the concept of umma, which views the entire
Islamic community as one. And Greif’s argument for the ultimate success
of the European economy nicely complements my explanation. Strong kin
ties may have ultimately discouraged impersonal exchange in the Middle
East, but this alone does not explain why the economic elite were never able
to get a seat at the bargaining table. The argument presented in this book
fills in this gap, arguing that the economic elite never had a place at the bar-
gaining table because Middle Eastern rulers were strong enough, due to the
legitimizing capacity of Islam, to exclude them.

Another set of works from which the present book draws inspiration
and insight are Douglass North’s works on institutions, especially his books
Structure and Change in Economic History and Institutions, Institutional
Change, and Economic Performance. A primary focus of North’s works is
connecting political institutions to the expansion of property rights. The
emergence of such institutions in northwestern Europe were undoubt-
edly important, and they play a key role in the theory laid out in this book.
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North extended his contributions to this literature in a seminal article with
Barry Weingast (1989), which suggests that the imposition of institutional-
ized constraints on executive authority in England following the Glorious
Revolution of 1688 was the key turning point, since it gave an increased
political voice to wealth-holders. North, John Wallis, and Weingast extend
this argument even further in their book Violence and Social Orders, claim-
ing that opening access to impersonal and impartial legal and economic
institutions is the key to economic growth. In their view, open access is
important because it encourages a wider swath of the population to use
resources efficiently. Daron Acemoglu and James Robinson (2012) make
a similar argument in their book Why Nations Fail, arguing that govern-
ments that permit extraction are the primary historical hindrances to eco-
nomic growth. These arguments are all consistent with the one presented in
this book. By and large, this book takes the year 1600 as its stopping point.
One implication of my argument is that by 1600, there were certain parts
of Western Europe that were primed for an economic takeoff in the spirit
of what North and others describe. Hence, this book merely pushes their
arguments back a few centuries, noting why such events were more likely to
happen in England than, say, the Ottoman Empire.

The comparative approach employed in this book is similar to the impor-
tant works of Timur Kuran. Kuran, in a series of papers and his book, The
Long Divergence, argues that there were numerous aspects of Islamic law
that helped stimulate commerce in the premodern economic environment
but stifled economic progress as the environment changed. He employs a
similar tactic to the one used in this book, searching for an explanation
that can explain both why early Middle Eastern economies succeeded and
why Western Europe eventually pulled ahead. Kuran primarily focuses on
the demand - or lack thereof - for legal change in Middle Eastern history,
while my argument primarily focuses on its supply.'* Our works are thus
necessary complements to each other; it is impossible to fully understand
the demand side without a complete comprehension of the supply side, and
vice versa. As with Greif’s and North’s works, Kuran and I ask the same big
questions but tackle different parts of them.

Jan Luiten van Zanden employs the insights of Greif, Kuran, North, and
many others in his book, The Long Road to the Industrial Revolution. van
Zanden argues that one specific phenomenon - the “European Marriage
Pattern” - contributed to the institutional formation that took place in early
modern Western Europe and helped set it off from the rest of the world.
Specifically, van Zanden suggests that the propensity of northwestern
European men and women to get married later in life encouraged them to
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acquire more human capital, which was an important determinant of how
institutions evolved."” Like Greif, van Zanden argues for the importance of
decentralized institutional developments in the economic rise of Europe in
the late medieval period (950-1350). Without such developments, many
of the processes discussed in this book could not have occurred. Like the
present book, van Zanden also stresses the importance of the printing press
and the Reformation, although he is more concerned with their human cap-
ital consequences and I am more concerned with their effects on politics.

Another set of hypotheses focusing on political and legal institutions
argues that fiscal and legal capacity — the power to tax and provide law —
played an important role in the rise of the West. This argument in its recent
form can be traced to Charles Tilly (1975, 1990), who argues that the need
for mutual defense and war created incentives for governments to invest in
revenue generation; Tilly’s (1975, p. 42) oft-cited statement is “War made
the state, and the state made war”'® It is undoubtedly true that the growth
of fiscal, legal, and state capacity in Europe played a large role in the growth
of states and economic fortunes.” Yet, one shortcoming of this literature
is that it assumes the existence of a ruler who can choose to expand tax
collection efforts or legal jurisdiction without delving too deeply into why
the ruler has the capacity to do so in the first place. This shortcoming is
justified; any analysis must start somewhere, and assuming the existence
of ruler is a reasonable place to start in most historical settings. But the
argument laid out in this book suggests that the manner in which rulers are
propagated matters for the types of policies they pursue - and, ultimately,
their ability to reap the benefits of fiscal and legal capacity. Although I only
indirectly discuss investments in fiscal capacity in relation to rule propa-
gation (in Chapters 7 and 8), it clearly follows that the two are intimately
linked.'

A related set of explanations based on the unique political history of
Europe focuses on the fact that Europe was relatively fractured into small
states that were frequently at war, whereas much of the rest of the world
was dominated by large empires that faced less political competition. The
main idea in this literature, formulated by Paul M. Kennedy (1987) in The
Rise and Fall of the Great Powers, is that the constant demand for warfare
in Europe created incentives to improve military technology at a different
rate than the rest of the world, which in turn gave Europe the upper hand
in colonizing starting in the sixteenth century. A more nuanced version of
this hypothesis, put forward by Philip Hoffman (2015) in his book Why
Did Europe Conquer the World?, argues that competition between European
rulers only led to massive improvements in military technology when
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combined with gunpowder, which came to Europe in the late medieval
period.” Yet, one of the key insights in the present book is that the Middle
East ultimately suffered precisely because their rulers were strong: the
strength of their rule, due in part to religious legitimation, permitted them
to grow empires without having to negotiate with the economic elite. The
opposite was the case in Europe, where rulers were relatively weak due in
part to low levels of religious legitimation. This argument complements the
fractionalization literature because it provides an explanation for Europe’s
fractionalization.”’ Indeed, it goes beyond this literature by providing an
account for intra-European differences in long-run economic outcomes.
The modern economy was born in northwestern Europe, not just Europe.
This fact is difficult to account for in an argument based solely on European
fractionalization.

A different set of hypotheses focus on the economic effects of rhetoric,
intellectualism, and the Enlightenment. A compelling example from this
literature is Deirdre McCloskey’s Bourgeois Dignity, which suggests that the
way people talked mattered. In particular, a shift in language, particularly in
England and the Netherlands, more favorable to commerce and trade was
instrumental in changing mindsets and encouraging talented and wealthy
individuals to pursue commercial activities previously considered base. Joel
Mokyr (2002, 2009) presents a complementary argument, suggesting that
new ways of thinking and acquiring knowledge, particularly in association
with the seventeenth-eighteenth century Enlightenment, augmented the
economic behavior of producers and entrepreneurs in favor of experiment-
ing toward more efficient techniques. Both McCloskey and Mokyr clearly
point out important aspects of the growth of the modern economys it is
difficult to imagine a modern economy in which an inquisitive and experi-
mental impulse was lacking in business or those engaging in commerce
were pariahs. Yet, it is unclear what the prime mover is in these arguments.
Could it possibly be true that a change in attitudes toward merchants
occurred without a concurrent rise in the power or wealth of these classes?
Is it not possible that the Enlightenment and other intellectual movements
were responses to economic or political conditions? The arguments made
in the present book help shed light on these problems by providing insight
into the conditions that made such movements possible in the first place.

Contradictory Hypotheses

The most important set of contradictory hypotheses to the one proposed
in this book centers around differences in culture. I already stated the pri-
mary problems with explanations based on culture - they often confuse



Introduction 21

correlation with causation, suggesting that a “conservative” culture is
the cause of the problem when it is actually a result of deeper forces also
affecting economic and political differences. Of course, culture matters
to economic outcomes. Yet, hypotheses of this ilk tend to treat culture as
unchanging. An important example of such an argument yet again comes
from Max Weber (1922), who famously ascribed the relative economic
retardation of the Middle East to the “conservative nature” of Islam. Such
a claim was seconded in more recent expansive histories by David Landes
(1998, ch. 24), Eric Jones (1981, pp. 179-84), and even Joel Mokyr (1990,
pp- 205-6), who in a fantastic book on technology and economic develop-
ment suggests that a shift to a more conservative outlook contributed to
the long-run technological backwardness of the Middle East.?! The present
book suggests an alternative explanation: conservatism is not an inherent
feature of a society, but an outcome based on a lack of incentive to change.*

Gregory ClarKs meticulously researched A Farewell to Alms presents a
different strand of cultural argument. Clark offers the theory that noble
and middle-class values slowly spread throughout English society during
the late medieval and early modern periods because the rich had higher
reproduction rates than did the poor, and this did not occur elsewhere in
the world. As people with a more bourgeois background spread through-
out all layers of the economy, virtues generally associated with capitalism
spread with them, allowing England to escape the Malthusian trap of per-
sistent subsistence income. In Clarks view, institutions play no role in the
rise of modern wealth. It is a fascinating hypothesis that has sparked an
important debate about the “big question” of why some are wealthy and
others are poor.”® Yet, it does not adequately address one important aspect
of the argument: the onset of modern economic growth was a northwest-
ern European phenomenon. Clark’s argument applies to England but not to
the rest of Western Europe, and it cannot explain the clear differences that
arose by 1750 between the Ottoman Empire and northwestern Europe, not
just England.**

Another explanation, more prevalent in the popular press than in aca-
demia, is that Western colonialism is the cause of Middle Eastern eco-
nomic stagnation and political violence. In this view, the nineteenth- and
twentieth-century plundering of North Africa and the Middle East by
European powers inhibited the region’s economic development. The most
popular variant of this argument is that the carving up of the Middle East
under the Sykes-Picot Agreement of 1916 without regard to tribal, eth-
nic, or religious identities set the stage for internal conflicts from which
the region has yet to escape.” This is an attractive idea to those who want
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to absolve Middle Eastern political, religious, and economic leaders from
contributing to economic stagnation. While it is certainly true that the
European powers did not have the best interests of Middle Easterners at
heart — and that many aspects of twentieth-century Middle Eastern politi-
cal economy have colonial roots - it is hard to see how colonialism is the
root source of Middle Eastern problems. Such explanations raise a more
important question than they answer (also noted by Timur Kuran): Why
were Western European powers able to colonize the Middle East in the first
place? Colonization cannot be the root cause of economic differences, but
instead must be an outcome of other, more historically distant economic or
political causes.

Another hypothesis that cannot explain many of the phenomena dis-
cussed in this book is Jared Diamond’s “geography hypothesis” put forward
in Guns, Germs, and Steel. Diamond claims that the shape of land masses, the
ability to domesticate certain animals, and crop endowment had numerous
consequences for how societies formed over time. Likewise, Jeffrey Sachs
(2001) argues that disease environment, ability to produce food, and energy
endowments help explain why tropical climates have performed worse than
temperate ones. A related set of hypotheses are those of Stanley Engerman
and Kenneth Sokoloff (1997, 2000), who argue that resource endowments
helped shape the economic paths of different regions in the New World. If
geography is the ultimate determinant of long-run economic success, it is
difficult to see why some regions of the world could be so far ahead at one
point in time and then fall so far behind later. After all, geography is practi-
cally constant. The geography thesis therefore has difficulty answering the
primary question posed in this book: Why was the Middle East so far ahead
of Western Europe for so long only to ultimately fall so far behind?*

A final argument meriting discussion is the one proposed by Bernard
Lewis late in his career in What Went Wrong? Lewis argues that the lack
of separation of church and state in the Islamic world had a long-run det-
rimental effect on Islamic economies. This fact is also at the heart of the
argument in the present book, although the conclusions drawn from it are
very different than in Lewis. Lewis argues that there was never a separation
of church and state in Islam due to the fact that Muhammad conquered
his holy land in his lifetime and became the head of the first Muslim state.
Consequently, the concept of “secularism” remained foreign and unthink-
able in the Islamic lands. Lewis goes on to argue that this meant that societal
features associated with secularism in the West - civil society and repre-
sentative government — never evolved in the Islamic world. Lewis’s argu-
ment is a bit too simplistic. Why should a concept be unthinkable for more
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than one thousand years merely because it was not a part of early Islamic
doctrine? Both the religion of Islam and the political structure of Middle
Eastern states changed on numerous fronts in the last 1,400 years, especially
in the first four Islamic centuries. There is apparently nothing inherent to
Islam that would forbid change in the manner that Lewis implies. The pres-
ent book provides an answer where Lewis is lacking one. Instead of simply
assuming that differences in how rulers used Christianity and Islam were
“built into” the system, it provides an explanation for why the legitimizing
relationship between rulers and religious authorities diverged over time.
Unlike Lewis, my explanation does not rely on a Eurocentric assumption of
the “Orient” merely being stuck in its ways. Instead, I argue that where we
do not see change it is not because of some inherent conservatism or alter-
natives being “unthinkable,” but because it was in the interests of enough of
the relevant players to maintain the status quo.

The Audience of this Book ... and a Caveat

This book provides insight into the statement made in its subtitle: Why the
West got rich and the Middle East did not. It tackles the question of where
modern wealth came from, and why its origins were found in the West and
not elsewhere. This is one of the most important inquiries economists and
economic historians make, which is why so many have addressed it in the
past and many more will continue to address it in the future. A satisfactory
answer has implications that clearly go well beyond historical curiosity.
First and foremost, gaining a better understanding of the origins of modern
wealth is a topic of central interest to economists, especially development
economists and economic historians. Political scientists are interested in the
role that rulers and political institutions played in the process that yielded
the modern economy. I also attempt to repudiate simple but false claims
about the direct connections between religious doctrine and economic
outcomes. To the extent that they are willing to listen to such an economic
argument, this is a topic of interest to scholars of religion. Finally, and most
importantly, this book has implications for what promises to be one of the
most enduring stories of the twenty-first century: the role of Islam in politics
and economics. This topic should interest anyone concerned with the future
of Middle Eastern political economy or the important role the Middle East
will play in twenty-first-century Western political economy. Interest in this
topic obviously extends well beyond the academy, and I have written this
book in a manner that reflects this. To the extent possible, I avoid using eco-
nomics jargon, and I have replaced all equations with words.
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Whenever an economist writes for a general audience, it is difficult
to avoid writing in a manner that prevents misinterpretation. This is
even truer when writing on religion, a topic in which many people have
preconceived notions on what they want the answer to be. I attempt to
preempt any such misinterpretation throughout the book, wherever it
is appropriate, and I re-address the major misconceptions of the argu-
ment in the concluding chapter. But there is one misconception worthy
of addressing at the end of this introductory chapter. This is, namely, that
this book is very much not a diatribe against religion. Nor is it a diatribe
against Islam. It is true that this book seeks an explanation for why the
Middle East fell behind Western Europe, and that it finds “getting reli-
gion out of politics” to have played a major role in this process. But there
is almost nothing about Islam or Christianity per se that is at the root
of these differences, save their capacity to legitimize rule. Nor is there
anything specific to religion that is “bad” for economic outcomes: propa-
gation by any entity with interests not aligned with broader economic
success will likely lead to laws and policies detrimental to long-run eco-
nomic fortunes. More importantly, while this book tackles a controver-
sial topic, it does so with no underlying agenda besides being a quality
work of economics. It is not pro- or anti-Islam or pro- or anti-religion.
It is simply an argument that uses economic logic to improve our under-
standing of the origins of the modern economy and why it emerged —
and did not emerge — when and where it did.



PART I

PROPAGATION OF RULE: A THEORY OF
ECONOMIC SUCCESS AND STAGNATION



The Propagation of Rule

The introductory chapter posed an important puzzle: Why did the econo-
mies of the Middle East fall behind those of Western Europe after leading
them for centuries following the spread of Islam? This chapter provides a
framework for answering this question. The starting point follows from the
most basic of economic dictums: people respond to incentives. Digging one
step deeper, the questions arise: What type of incentives lead to economic
success when present and to stagnation when absent? Why are incen-
tives different in different societies? What determines the incentives that
people face?

There are a variety of societal features shaping the incentives individuals
face. For instance, religion can incentivize people to do certain things and
not do other things. Islam disincentivizes Muslims to eat pork and con-
sume alcohol, and it does so by imposing a cost on these actions. The costs
are both intrinsic (fear of displeasing Allah) and social (what will other
Muslims think?). The point is not that Muslims never eat pork or drink
alcohol; it is simply that it is more costly for them to do so than it is for non-
Muslims. And people perform actions less the more costly they are.

This book focuses on the types of incentives that shape a society’s eco-
nomic outcomes. The central focus is on the incentives that shape the laws
and policies that a society enacts. The contents of laws and policies, as well
as how they are enforced, are among the most important determinants of
whether a society is economically successful or not. When laws and policies
favoring commerce are impartially enforced - for example, those favoring
property rights, innovation, investment in public goods, reasonable taxa-
tion, freedoms of speech, press, and information - people are more likely to
invest in highly productive enterprises.'

Laws and policies favoring commerce sow the seeds of economic
growth. Production rises when investors direct capital toward its most
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highly productive use, allowing for more consumption in the future. This
process compounds itself over time as investment in increasingly pro-
ductive activities occurs. Conversely, when lawmakers enact and enforce
laws and policies dissuading commerce — handouts to privileged citizens,
burdensome taxation, abuse of property rights, harsh restrictions on free
markets, or overinvestment in war — people are likely to either invest in
low-productivity ventures or not invest at all. For instance, as property
rights became weaker in the Islamic core around the tenth century, water
mills and building cranes practically disappeared.” These are precisely the
type of capital investments that pay off handsomely only if rights to their
rents are secure over long periods. Their absence prevented the realization
of potential productivity gains. The resulting economic losses grew even
greater in the long run, as these economies never realized the benefits of
compounding.

Why do laws and policies favoring commerce emerge in some regions
but not others? As subsequent chapters show, pro-commerce laws and poli-
cies became much more commonplace in certain parts of Western Europe
prior to the Industrial Revolution, but Middle Eastern rulers rarely enacted
similar laws and policies. To understand why this was the case, it is first
necessary to understand where laws and policies come from and why they
might be different in different regions. This is not an easy task. There are
many groups with the ability to create and influence the content of laws
and policies, and understanding how these groups interact is essential to
understanding what types of laws and policies emerge. This chapter focuses
on these interactions, exploring how and why groups get their voice heard,
and why this results in the creation of certain types of laws and policies.

Any inquiry into the forces underlying the content of laws and policies
must focus on the incentives of political actors and the constraints they
face. Even dictators cannot enact any law or policy that they please; they
have constituents to whom they must account, and citizens may revolt
against certain laws.’ The simplest way of analyzing the decisions made by
political actors is in terms of costs and benefits. What are the benefits to
political authorities from promoting a certain law or policy? What are the
costs? Only when the benefits outweigh the costs will the political actor
fight to enact a law or policy.

But who are the relevant players? How and why can they constrain rul-
ers? Historically, European monarchs had to negotiate laws and policies
with religious authorities, military and landed elites in parliaments, and,
occasionally, commercial leaders from urban areas. Meanwhile, Middle
Eastern rulers negotiated with a mixture of religious authorities, military
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figures, and tribal power brokers. Why were the players different in the
two regions? Why and how did rulers” interactions with these players dif-
fer? More importantly, what did this mean for the economic fortunes of
these regions? These questions are necessary to answer in order to address
the puzzling “reversal of fortunes” between the Middle East and Western
Europe.

Who Makes Laws and Policies and Why Are They Followed?

A number of questions require addressing in order to understand where
laws and policies come from and why they differ in different regions. Which
parties create laws and policies? What are their interests? What is the bar-
gaining power of each of the parties in the fight over laws and policies? Why
do people follow laws and policies?

This chapter answers these questions by focusing on the role that elites
play in creating laws and policies and encouraging others to follow them.
I define elites as anyone who can influence how people whom they do not
know act.* In much of European and Middle Eastern history, religious
authorities were among the most important elites. Their dictates encour-
aged people to do minor things such as fast during Ramadan or give alms
to the poor, as well as major things like go on a Crusade or fight a holy war.
Other types of elites abound in the historical and contemporary record.
Tribal elders use wisdom and moral authority to resolve disputes and give
advice, military elites use force to influence others to do things they would
rather not do, and economic elites wield their purse strings to garner influ-
ence. Because elites influence others, they can help shape laws and policies
that people follow. It is therefore the interactions between different types of
elites that dictate laws and policies.

People will not follow any law or policy enacted by an elite. For example,
when King Charles I of England (r. 1625-1649) attempted to collect ship
money - a tax levied without the consent of Parliament that was widely
viewed as illegitimate — the tax largely went evaded, with nobles openly
refusing to pay it. Why? Why did Charles I's subjects follow laws and poli-
cies in some instances but not others? What constrains rulers? How do they
convince people to follow their laws and policies?

The answers to these questions are central to the framework proposed in
this chapter. Research that I conducted with Avner Greif (Greif and Rubin
2015) provides some insight into these answers. We argue that there are
two reasons why people follow laws and policies (which I henceforth call
rules): because they believe that the person who enacts the rules has the
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right to do so, and because they believe that punishment will result if they
do not follow the rules. In other words, people follow a rule either because
the ruler is legitimate or because he has access to some form of coercion, or
both. Two features of rules therefore explain why people follow them: who
establishes them and who enforces them.

For some rules, simply knowing who establishes them is sufficient to
understand why people follow them. If the person enacting the rule is one
who is widely believed to have the legitimate right to do so, then people
will follow the rule because they believe that it is the right thing to do.” For
instance, European kings historically made proclamations or decrees that
their subjects generally followed as long as the proclamations were within
the realm of what a legitimate king had the right to enact. Likewise, Ottoman
sultans often issued decrees to supplement Islamic law. These decrees
formed a corpus of law known as the kanun, which had authority largely
due to the legitimacy of the sultan. In most modern democracies, citizens
believe that elected officials are legitimate because they are in office due to
the “will of the people,” and they thus have the right to legislate. People fol-
low all sorts of religious rules because a legitimate religious authority favors
it. Christians abstain from certain practices during Lent and Muslims fast
during Ramadan due to beliefs that it is the “right” thing to do. In such
cases, there may be explicit sanctions for disobeying the authority figure,
but such sanctions do not always need to be in place to encourage rule
following. Instead, individuals follow rules because someone whom they
believe has the right to set certain rules of behavior establishes them.

In other cases, the enforcement of rules is a much more important deter-
minant of why people follow them, regardless of who sets them. It is costly
to break rules when doing so may lead to imprisonment, physical brutal-
ity, or confiscation of wealth. This is why rulers often invest in police and
military force, especially if their legitimacy is weak. One needs to look no
further than the autocratic states of the pre-Arab Spring Middle East to
find examples of weakly legitimized rulers supporting their rule via force.
When people follow rules due to coercion, the identity of the person or
organization who establishes the rules is irrelevant as long as the punish-
ment associated with breaking the rules is credible.

Itis often the case that legitimacy and coercion work in tandem to encour-
age rule following. Many people follow laws imposed by rulers because they
believe the rulers have the right to impose laws and they know what the
punishments are if they break them. But knowing why people follow rules
and what type of rules they will follow is only a small part of the overall
story. If the only types of laws and policies that are enacted are ones that are
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followed to some degree, this still leaves a wide range of possible rules that
can be successfully implemented, and this range increases as the ruler gains
legitimacy or coercive power. The next question, then, is: Which laws and
policies do rulers choose out of their many available options?

A more “economics” way of asking this question is: What gives rulers
utility? Historically, rulers sought to achieve many goals: raising tax reve-
nue, conquering territory, basking in their own glory, providing protection
to their subjects, and giving favors to constituents. For the sake of simpli-
fication, assume the aim of all of these actions is achieving one goal: prop-
agating rule. Simply put, any factor that keeps a ruler in power propagates
his or her rule.®

The implication is that rulers choose rules — within the set of those that
people follow - that best propagate their rule. A particularly gruesome
example is the practice employed by numerous Ottoman sultans of having
their half-brothers murdered upon ascending to the throne. The incentive
for new sultans to have their kin murdered was to prevent rival factions
with claims to the throne from forming during the sultan’s reign - in other
words, to increase the probability that the new sultan stayed in power. Less
dramatic and more ubiquitous examples of laws and policies enacted in
order to propagate rule include building up military force; spending on
public goods such as roads, bridges, parks, and education; giving privileged
government positions to the economic, religious, and political elite; and
imprisoning those who publicly dissent against the regime.

To summarize, rulers primarily desire to propagate their rule, although
they may have other motivations. A primary means of propagating rule is
through rules that increase the likelihood they will stay in power. People
follow these rules because the ruler is legitimate, has access to some coer-
cive power, or both.” Figure 2.1 summarizes this logic.

The foregoing discussion has left out an important feature of this pro-
cess: how rulers attain legitimacy and coercion. It is useful to think of
legitimacy and coercion as intermediate goods, meaning that they are the
products of some production process, while there is another process in
which they are an input into the production of the propagation of rule.
Legitimacy can come from numerous sources. One source is what Max
Weber (1922) called the “traditional grounds of authority,” which are based
on a widespread belief held in society’s traditions. For example, being an
heir to the throne has historically been an important source of “traditional”
legitimacy in societies all around the world: subjects perceive an heir as hav-
ing a right to rule that non-heirs do not have. Another source of legitimacy
is what Weber called “charismatic grounds of authority,” which are based
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on personality traits and achievements. A strong personality or record of
achievement can give a ruler legitimacy when it strengthens the devotion of
his or her people. Genghis Khan, Napoleon, Alexander the Great, Elizabeth
I, and Saladin are all examples of individuals who legitimized their rule in
part by the strength of their personality and achievements.

It is also possible for outside individuals or groups to confer legitimacy
onto the ruler. Any individual or group who can bolster subjects’ beliefs in
the ruler’s right to rule are called legitimizing agents.® Legitimizing agents
are individuals or groups that people turn to for guidance due to some char-
acteristic that makes people believe that their guidance is worthwhile to
take. Legitimizing agents are by definition elites, since they can influence
how people act.

Historically, one of the most important types of legitimizing agents were
religious authorities.” The medieval Catholic Church could turn a king into
an emperor; for instance, the Pope generally crowned the Holy Roman
Emperor in Rome. The Pope dubbed Isabella and Ferdinand of Spain the
“Catholic Monarchs” after they expelled the Muslim Moors from Spain
and used the Inquisition to expel the Jews and Jewish converts. Medieval
and early modern Middle Eastern rulers were also renowned for using
religious authorities to bolster their legitimacy. They often acquired fatwas
from important muftis before doing anything controversial, since fatwas
were powerful proclamations that Muslims should abide by the ruler’s poli-
cies. For example, the famous Ottoman mufti Ebu’s-su’'ud (1490-1574) was
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asked by the sultan for fatwas on controversial actions ranging from licens-
ing an attack on the Venetians to approving the consumption of coffee, and
the Abbasid caliph al-Muntasir (r. 861-62) secured a fatwa from top Iraqi
religious scholars before hatching a plan to assassinate his father, the reign-
ing caliph.'

Any elite with the power to influence people’s opinions about their obli-
gation to follow the ruler can serve as a legitimizing agent. Local elites, such
as tribal elders or the landed elite, often act as legitimizing agents. They can
confer legitimacy to the ruler because they have influence over the local
population. For instance, the Ottoman sultan used local notables to propa-
gate his rule in the provinces after the seventeenth century. The notables
had local power due to tribal or military ties and were thus able to col-
lect taxes and provide law and order that the sultan may have otherwise
been unable to provide. These types of legitimizing agents have the capacity
to legitimize rule based on what Weber (1922) called “rational grounds,”
which relies on “a belief in the legality of enacted rules and the right of those
elevated to authority under such rules to issue commands.”

Rulers can also use coercive agents to propagate their rule. These are
individuals or groups with the power to enforce laws and policies through
coercion. Examples of coercive agents include military elite, police officials,
and warlords. Such individuals impose the ruler’s will by force, often after
the ruler enacts unpopular policies. For instance, Ottoman sultans gave
their cavalry elite large tracts of land under the timar system, and in return
the latter collected taxes and dispensed justice. Feudal lords in medieval
Europe had a local monopoly on force, which they used to provide protec-
tion and local order in return for rights to collect the fruits of the land.
Rulers use militaries throughout the modern Middle East to quash dissent
and keep themselves in power. Together, legitimizing agents and coercive
agents make up a broader class of actors called propagating agents.

Why do propagating agents propagate rule? What is in it for them?
Propagating agents do not support the ruler without expecting something
in return; they are “paid” in laws and policies that benefit their interests.
When enacting rules, a ruler must cater to the interests of his propagating
agents if he wants the same agents to propagate his rule in the future. If
a ruler is powerful because the military terrorizes the citizenry, the ruler
would be unwise to promote rules that upset the military. Indeed, mem-
bers of the Janissary corps murdered more than one Ottoman sultan who
attempted to reform the corps. Likewise, a ruler who is ordained by the
religious establishment as ruling by divine right would find enacting laws
contrary to religious doctrine quite costly, since it might undermine beliefs
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in his divineness. Eric Chaney (2013) provides a fascinating example of
such a bargain. In a study of Islamic Egypt from the twelfth through the
fourteenth century, he finds that religious authorities were less likely to be
replaced when the Nile River was either much lower than normal (meaning
drought-like conditions unsuitable for agriculture) or much higher than
normal (meaning flooding). The intuition is straightforward - it was pre-
cisely in those times when food was scarce that the ruler was most vulner-
able to revolt. The benefit of religious legitimation was greatest at such a
time, because religious authorities could dissuade the populace from revolt-

ing. As a result, religious authorities had a greater say in the bargain over

laws and policies during Nile failures: “[During a failure] the sultan would

bow to ... pressure [from the head judge] and enforce decrees against ...

prostitution, hashish eating, beer drinking, the wearing of immodest or

over-luxurious dress [or] Christian and Jewish functionaries lording it over

Muslims”!! Figure 2.2 extends upon Figure 2.1 to summarize the interac-
tions between all of the relevant players in such a setting.
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There is, therefore, an intimate relation between the types of rules that
a ruler enacts and the identity of his propagating agents. When religious
authorities propagate rulers, laws aligned with religious precepts and poli-
cies that keep religious authorities in power are likely to result. Religious
authorities desire policies favoring religious precepts because such poli-
cies make it easier for them to maintain moral authority over the popula-
tion. When Muslim rulers impose Islamic law, religious authorities benefit
because the rules they tell individuals to follow are also the laws of the
land. The policies that religious authorities want rulers to enact are occa-
sionally growth-enhancing, such as support for the poor and education
or prohibitions on violent acts. Their desired policies are also sometimes
growth-retarding, such as restrictions on taking interest, rent-seeking, and
prohibitions on certain actions taken by women.

The relationship between military propagation and economic outcomes
is also mixed. On the one hand, merchants are much more likely to send
expensive goods long distances if they are reasonably secure that naval
power will protect them from piracy and overland travel is free from ban-
ditry. For instance, the Mongol invasions of the thirteenth century were
largely destructive, but the “Pax Mongolia” they ushered in by placing much
of Eurasia under the rule of one empire expanded the flow of ideas, tech-
niques, goods, and people.'” On the other hand, propagation by military
elites can be bad for economic growth, as the Mongol destruction of many
parts of Eurasia attest. The military can also suppress citizens — and eco-
nomic activity — since they have an advantage in employing violence.

Propagation by the economic elite is more likely to lead to economic suc-
cess because their motivations align to a greater degree with economically
beneficial laws and policies. It is not because the economic elite are smarter
or have the interests of the nation at heart more than other types of propa-
gating agents. Quite to the contrary, it is precisely because they look out
for their own self-interest that they contribute to overall economic success.
While it is certainly true that the economic elite desires damaging poli-
cies such as handouts, monopolies, and other privileges, it is also true that
public good provision, secure property rights, and impartial law and order
benefit the economic elite more than they do other segments of society.

How the propagating process results in specific laws and policies is by
no means simple. An analysis of this process must consider the ruler’s vari-
ous alternatives in propagating agents, how their policy desires affect these
choices, and the nature of the quid pro quo between the various actors.
These interactions quickly become complicated, and they depend on a
host of variables that are different in different circumstances. Fortunately,
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economists have a tool — game theory - to help analyze situations in which
individuals or groups interact strategically.

Game Theory and the Role of Institutions

The situation described in the preceding section is comprised of numerous
actors, each with their own, often conflicting motivations. Each of these
actors must take into account how the others will act and react when mak-
ing their own decisions. In other words, when these actors get together to
formulate laws and policies, they act strategically. Their interactions are
therefore well suited for a game theoretic analysis.

Game theory is the study of how people and organizations act in strate-
gic settings. Economists have used it to gain insight into all sorts of settings
where economic actors have to account for the actions of others when mak-
ing decisions. It is used to show how firms set prices, where firms locate,
how markets for kidney donations work, why people marry their partner,
how soccer players decide in which direction to kick a penalty, how coun-
tries negotiate over peace, and even why countries choose whether or not
to detonate nuclear bombs. In the setting described earlier, game theory
can shed light on how rulers interact with their propagating agents under
varying conditions.

Thinking in game theoretic terms is valuable because it focuses attention
on the salient aspects of the relationship between rulers and their propa-
gating agents. The point is not to capture all of the factors that go into a
decision, but to focus on the driving forces. This entails addressing numer-
ous questions. First, who are the relevant players? Second, what are their
motivations? Third, what is the relationship between the players? Fourth,
how do these interactions help them achieve their goals?

A game theoretic framework answers each of these questions. Once
the framework is established, it is possible to analyze how the players act
under different settings. In the present situation, it is possible to craft a gen-
eral game where the relevant players are a ruler and propagating agents.
Generality has its limits, though. When studying the situation in medieval
Europe or the Middle East, the identity of the propagating agents matters.
In medieval Europe, the Church, economic elite, and the military propa-
gated kings. In the Middle East, religious authorities and the military were
the primary propagating agents. Knowing the identity of the relevant play-
ers is important because it informs us about their motivations as well as
their relationship with the ruler.
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When solving game theoretic models, economists usually focus on
states of the world in which all of the players’ actions are consistent with
their motivations and the actions of others. In other words, they focus on
equilibrium actions. An equilibrium is a state of the world where nobody
has incentive to do anything different than what they are currently doing.
In the context of the present framework, an equilibrium occurs when the
ruler gets the best bargain he can, given his desires and how his agents act in
the bargaining process, while the agents get the best bargain they can, given
their desires and the actions of the ruler.

A key component of the game theoretic framework proposed in this
chapter is the outside, or exogenous, factors that affect the incentives of
the players. One of the most important of these factors is the society’s
institutions. A simple and powerful definition of institutions, proposed by
Douglass North (1990), is that they are the rules of the game, means of
enforcement, and players of the game."® Institutions come in many forms.
They may be political, economic, religious, social, legal, or penal. Medieval
manorial courts provide a straightforward example of a legal/economic
institution: they resolved disputes between those living on the manor, each
court had its own laws based on the custom of the manor, and the lord
generally presided over cases. Hence, these courts provided the rules of the
game (they helped specify which laws would be enforced), the means of
enforcement (the losing party could be punished by the lord), and the rel-
evant players.

In other words, institutions place constraints on human behavior. These
constraints influence behavior because they affect the costs and benefits of
different actions. For instance, rulers are much more likely to propagate
their rule via religious legitimation if the “rules of the game” are such that
religious doctrine is consistent with permitting religious legitimation. In
such a case, the benefit of religious legitimation is greater than if there were
no doctrine whereby religion could ordain rulers.

How institutions affect interactions between rulers and their propagating
agents is only half of the story. Institutions also evolve over time along with
the rules of the game they impose. Over long periods, institutions change
when people stop following the old rules of the game and start following
new rules created by new institutions."* Such change is often good for an
economy: institutions that change to reflect economic conditions incentiv-
ize behavior that puts economic inputs to their most highly productive use.
Conversely, if institutions do not adjust to their surroundings, the rules of
the game do not change to account for economic realities, and economic
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opportunities are likely to be lost. Why does this happen? Why do institu-
tions sometimes fail to change when economic conditions change?

The “Game” Played between Rulers and Their Propagating Agents

The first task of any game theoretic framework is to identify the relevant
players.”” In the present case, those players are a ruler and the set of potential
propagating agents. This includes propagating agents that the ruler does not
actually end up choosing; they may still play an important role in the game
because they represent the outside option available for the ruler. A final set
of players that have received little attention so far are the “citizenry; or the
“nonelite” For the most part, they are in the background of the framework,
since most policies result from the bargain between the elite. However, the
citizenry place an important constraint on the actions of all parties; a ruler
cannot stay in power if he does not have the support of the citizens, and a
propagating agent loses its ability to support political power if it holds no
influence over the citizens.

The next step is to consider the motivations of the players. Building on
the previous analysis, the framework assumes that the ruler’s primary goal
is to stay in power, which he can achieve through some combination of
legitimacy and coercion. The motivations of propagating agents depend on
their identity. The military elite generally desires policies such as greater
military spending, campaigns of conquest, or increased capacity to collect
taxes. Economic elites generally support policies that increase their own
wealth. Religious authorities often desire tax exemption, policies consistent
with religious precepts, and suppression of rival religions.'°

The next task is to determine the nature of the relationship between the
players. All players must get something out of interacting with each other,
otherwise they would not do so. The benefit to the ruler of playing the
game is clear: propagating agents bolster his claim to rule, which in turn
helps keep him in power. The benefit to the agents of playing the game is
whatever they receive in return for their support. For example, a ruler may
enforce a religious law or subjugate a rival religious movement in order to
maintain good standing with the religious establishment. Numerous pre-
Reformation European kings did just this, assisting the Church in suppress-
ing heretical movements. Or a ruler may provide public goods to satisfy
the economic elite. Early Islamic leaders commonly endowed wagfs (pious
trusts) that provided schools, hospitals, mosques, and other public goods.

The enacted policies ultimately result from the ruler’s choice of propa-
gating agents and the bargaining strength of those agents. In other words,
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the keys to understanding which policies result from the bargain are found
in the answers to the following questions: How much do rulers need the
agents to propagate their rule? Are the agents effective at propagating rule
at relatively low cost? Are there good alternative sources of propagation
for the ruler? What determines the magnitude of the costs and benefits of
different laws and policies? This is where the society’s institutions enter the
game. By providing the “rules of the game” institutions dictate the costs and
benefits that a ruler faces of having rule propagated in different manners
and thus the relative costs and benefits of enacting different policies.

Propagating agents are effective when they are able to strengthen the
ruler’s likelihood of staying in power. They are able to do so only when
the rules of the game permit it. In some societies, religious authorities are
highly effective at legitimizing rule. They are only effective, however, when
they are influential with the population and when there is historical or
theological content that permits them to effectively legitimize rule.”” When
such doctrine exists, one of the rules of the game is that religious leaders
have the capacity to propagate rule. And indeed, such doctrine exists in
both Christianity and Islam. Equally important, the costs associated with
religious legitimation are generally trivial relative to the costs of other types
of propagation. As Anthony Gill (1998, p. 51) notes, “Ideology ... is a rel-
atively cost-effective form of control since people obey out of the belief
that what the government does is right. By creating a system of values and
norms, a strong ideology regulates citizens’ behavior by providing an inter-
nal guide to acceptable and unacceptable activity”

The costs and benefits of using specific propagating agents therefore
depend on the society’s institutions. For instance, Eliana Balla and Noel
Johnson (2009) show that both Ottoman and French rulers provided elites
with tax farms to collect revenue. But due to differences in incorporation
laws, French tax farmers were able to pool their capital and thus coordinate
to constrain the king if he chose fiscal policies undesirable to them. There
was no mechanism for Ottoman tax farmers to do this, and they were never
able to credibly constrain the sultan. In other words, as French tax farmers
became more coordinated, it became more costly for kings to use them to
collect taxes, since they had more bargaining power and could thus extract
more from him. For the Ottomans, using tax farmers was a rather inexpen-
sive manner of collecting taxes, as the sultan had to give relatively little to
tax farmers in return for the right to collect taxes.'

In sum, the cost to the ruler of receiving propagation from an agent is
how much the ruler has to give up in the bargain over propagation. These
costs can take many forms, depending on whether the propagating agent(s)
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are members of the economic, military, or religious elite, or some combina-
tion of the three. The magnitude of these costs is dependent on the society’s
institutions.

Taking these institutionalized rules as given for the moment, let’s turn
to the equilibrium actions of all the players. To solve for the equilibrium,
consider what each player is thinking when they come to the bargaining
table. First off, the ruler wants to stay in power. He knows that to do so he
needs propagation from his agents. He also knows there are a host of pol-
icies that otherwise weaken his hold on power but are consistent with the
interests of the agents. Meanwhile, the agents have some objective they wish
to obtain in the bargain. The agents can withhold or provide less propaga-
tion as a bargaining tactic. If these tactics are credible, the agent can force
the ruler’s hand.

The parties’ relative bargaining power determines the equilibrium out-
come of the bargain. The ruler considers how much propagation he needs
to stay in power and rule effectively, how much propagation each agent can
provide him, and the cost of receiving propagation from each of the agents.
He then weighs these costs and benefits and chooses some combination of
agents to propagate his rule in the most effective way possible.

There are two possible outcomes of this bargain. First, if the chosen prop-
agating agent(s) is highly effective or inexpensive, it is in a good bargaining
position. In this case, the agent can threaten to withhold legitimacy, leaving
the ruler without an important source of propagation. If this threat is cred-
ible, the ruler will make significant policy concessions to the agent even if
those policies otherwise reduce his likelihood of staying in power.

The game becomes more complex if the agents’ desires do not align with
those of the citizens. In this case, the ruler must choose between support-
ing his propagating agents and enacting policies that benefit the citizenry. If
the ruler ends up supporting a policy favored by the agents, any citizen who
violates the policy faces a “double penalty;” since they are subject to sanc-
tions from both the ruler and the agent. For instance, anyone attempting to
break Saudi laws that subjugate women may face both spiritual sanctions
from the religious establishment as well as jail time or fines. This creates
an extra disincentive for citizens to push for changes to such a rule in the
future. A vicious cycle is thereby created where, over time, citizens have lit-
tle incentive to push for change, and the ruler and propagating agents do not
need to bargain over these laws and policies because they are not of concern
of the public.” It is even possible that society forgets arguments in favor of
change once they fall out of the mainstream, meaning that over time a push
for change in these rules is not even a preference of the citizens.”



The Propagation of Rule 41

The contrary logic holds when the agent(s) chosen in equilibrium is costly
or ineffective. In this case, if the agent’s demands are too great, the ruler can
credibly threaten to choose another form of propagation. Hence, the laws
and policies emanating from the bargain are more reflective of the ruler’s
desires. This outcome also has dynamic consequences when the actions
of the citizenry are considered. If economic conditions incentivize some
citizens to push to change rules that are contrary to the agents’ desires, the
ruler is more likely to enact these changes, since he does not fear losing the
propagation the agent provides. Hence, the citizens are encouraged to push
for even more rule changes in the future. Although they face costs imposed
by the agent from doing so, they do not face penalties from the ruler. This
can lead to a cycle moving in the other direction, where the ruler permits
more and more as the citizens ask for more, to the point where the rules of
the society are radically different than before the initial push.

Institutional Change (and Stagnation) in the Long Run

When laws or policies change dramatically over time, institutions may
change to accommodate the new reality. In the long run, it is possible that
the ruler’s cost-benefit calculation changes over time precisely because peo-
ple act in their own interest. When this occurs, institutions change endog-
enously. Figure 2.3 represents this process in simplified form.

This book focuses on why institutions change - or do not change - when
political rule is legitimized by religion. Religious propagation is effective
when religious authorities exert influence over the population and when
religious doctrine is conducive to legitimizing rule. This is even truer of the
monotheistic faiths such as Islam and Christianity. Murat Iyigun (2015, ch.
2) argues, with support from an extensive data analysis, that monotheisms
are good for propagating rule because they imbue both political and reli-
gious authorities with monopoly powers. But religious authorities cannot
simply claim that rulers are legitimate if this is inconsistent with doctrine.

Individuals do the

Cost/Benefits of .| best they can given
nstiutions Different Actions "l the costs and benefits

of their actions

Figure 2.3 Endogenous Institutional Change



42 Rulers, Religion, and Riches

Religions are somewhat unique in this way - consistency matters, and a
primary reason that religious authorities are able to propagate rule in the
first place is that they hold the keys to the “eternal” word of God. These
“keys” are highly valued in most civilizations, historic and present, perhaps
for evolutionary reasons: humans desire answers to the unknown and the
unknowable, and religion offers these answers. This gives religious authori-
ties power over the citizens - it is what makes them “elite” - but only to the
extent that their answers are consistent. Inconsistent proclamations indi-
cate that religious authorities do not have access to “eternal” laws, and such
proclamations therefore undermine the ability of the authority to legiti-
mize political rule.” Religious authorities may attempt to rationalize big
changes as being consistent with doctrine, but they are still constrained to
choose from the set of rationalizations that are believable. In other words,
the “rules of the game” are such that the efficacy of religious statements that
legitimize rule are constrained by being consistent with doctrine. This does
not mean that religious doctrine remains stagnant under all conditions; it
simply indicates that the cost to religious authorities of changing their proc-
lamations is greater than it is for other types of propagating agents.

One upshot is that religious authorities are in a no-win situation when
people flagrantly violate their dictates. Religious authorities have a full
menu of policy objectives, with their views on the issue at hand being one
of them. They stand to lose credibility — and hence the ability to propagate
rule - if large swaths of the population openly transgress their position on
one issue. For instance, the contemporary Catholic Church stands to lose
members as it continues to cling to its positions on contraception, divorce,
and homosexuality, although these issues represent a miniscule fraction of
the Church’s overall doctrinal concerns. Hence, on this one issue, religious
authorities have a short-term incentive to update their views. Yet, religious
reinterpretation carries an important long-run cost: it undermines the very
nature of the religious authority’s power. This is the main feature that distin-
guishes religious authorities from other types of propagating agents: inter-
temporal consistency matters.

This religion-specific institutional feature means that the legitimizing
relationship between the religious and political elite can change over time.
If religious authorities reinterpret doctrine to maintain their relevance
with the citizenry, they undermine their ability to legitimize rule in the
long run, thus reducing the benefits of religious propagation. On the other
hand, if they permit individuals to flagrantly violate their dictates without
a response, they stand to lose their ability to influence actions in both the
short run and the long run, as transgressing religious doctrine will become
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a norm. The upshot is that religious authorities with weak ability to propa-
gate rule become even weaker over time. This process may continue to the
point where rulers remove religious authorities from the set of agents who
propagate their rule.

Such long-run change does not occur, however, when religious author-
ities are highly effective at legitimizing political rule. In this case, it is
unlikely that citizens transgress religious dictates in the first place, since the
ruler will not support their transgressions. The religious authority therefore
never has to make the “no-win” decision because it never faces any pres-
sure to reinterpret doctrine. This means that the legitimizing relationship
between religious authorities and the ruler reinforces itself over time.

One consequence of this logic is that what are initially small institutional
differences between societies can blossom into very large differences over
time. Once a society begins moving toward an equilibrium where open vio-
lation of religious dictates is the norm, a cycle begins where these actions
feed into institutional change, exacerbating the degree to which religious
dictates are transgressed, which itself feeds into even more institutional
change. Such a cycle is unlikely to occur when religious authorities are
highly effective in legitimizing rule, since there is no impetus to initiate the
cycle. An institutional divergence can occur even if the economic benefits
from institutional change are the same in both societies: the mechanism
described above rests on the narrow self-interest of the ruler and his agents,
not the efficiency of their bargaining outcome.

These insights are related to the second mechanism through which insti-
tutions change in the long run: path dependence. A path-dependent series
of events is one in which the initial impetus that triggers a series of events
is far, far removed from the eventual outcome, and the initial raison détre
that sparked movement down a certain pathway has no direct influence on
long-run behavior. This occurs when each step along the path depends on
what happened at the last step. The first chapter described these steps as
“forks” along a society’s economic or institutional path. Once the society
chooses one side of the fork, a new path emerges, far removed from the
reasons the society chose the original path in the first place.??

In the context of economic history, path dependence entails that insti-
tutions can originate in situations in which humans found a solution to
a problem, but they can also persist long after that problem is relevant. In
such a situation, institutions still provide the rules of the game, even though
important parts of the game were unforeseen at the time of the institu-
tion’s creation. The historical setting on which this book focuses is case in
point: rulers in the medieval Middle East and Western Europe legitimized
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their rule in part via religion because the rules of the game indicated that
this was the most efficient solution to their problem of propagating rule
given the conditions that they faced. Once these rules of the game were
established, the desires of religious agents affected the laws and policies that
arose in response to unanticipated and unforeseen events. An important
historical example of such a process is the subject of Chapter 5, which ana-
lyzes why the Ottoman Empire failed to adopt Gutenbergs movable type
printing press. In short, the printing press threatened the sultan’s ability to
propagate his rule, since it threatened the status of the religious establish-
ment. The invention of the printing press was unforeseeable at the time that
Ottoman propagating arrangements emerged. The suppression of printing
in the Ottoman Empire was therefore a result of a path-dependent series of
events and is thus only explainable by digging into history and searching for
the events that caused these events to arise in the first place.

Testable Predictions

Any good economic framework should provide falsifiable, testable predic-
tions. Otherwise, there is no way to know whether it is correct or if it tells
us anything about the real world. To this end, this chapter concludes by
summarizing the framework’s major implications as they relate to the main
question posed in this book: Why did Western European economies catch
up with and eventually far surpass those of the Middle East?

The first, and most straightforward, testable prediction relates to the
outcome of the short-run bargain between rulers and their agents. If the
religious establishment legitimizes the ruler, we should expect to see laws
favoring religious authorities. The same is true if the economic or mil-
itary elite propagate the ruler. In other words, the following prediction
should hold:

Testable Prediction #1: The laws and policies of a society should in part
reflect the desires of the ruler’s propagating agents.

Testable Prediction #1 implies that the motivations of propagating agents
matter. If they primarily desire laws and policies that benefit themselves at
the expense of the rest of the population, economic success is unlikely to
result: even though their desires are harmful, they still get their voice heard
because they play a valuable role in propagating rule. In an ideal world,
the motivations of the propagating agent are consistent with economic suc-
cess, meaning that agents benefit from the provision of public goods, secure
property rights, impartial law and order, investment in public education,
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protection for long-distance traders, and so on. This ideal world has never
come to fruition, but some societies have come closer than others to real-
izing it. These societies are ones where the economic elite have a nontrivial
seat at the bargaining table. Unlike religious or military elites, economic
elites have interests that align with the types of laws and policies listed
above. Testable Prediction #2 summarizes this insight.

Testable Prediction #2: Societies in which the economic elite play some
role in propagating rule will be more successful in the long run than
societies in which the economic elite play no role in propagating rule.

The framework also suggests that when religious legitimation is impor-
tant, it tends to remain important even as the world changes. And barriers
to long-run success arise when laws or policies that would change in the
natural course of a growing economy’s progression instead persist. Such
a sequence of events does not transpire when religious legitimacy is less
effective or more costly. In such a case, the religious establishment has less
capacity to impose restrictions that are harmful to long-run economic
growth, and other forms of propagation become more appealing over
time. It follows that institutional change proceeds in a manner shaped by
the economic - and not the religious - incentives of the relevant actors. In
turn, the society’s institutions are likely to be more conducive to economic
growth, and this outcome grows stronger over time. Testable Prediction #3
summarizes these insights.

Testable Prediction #3: When religious legitimacy is highly effective or
inexpensive, rulers propagate their rule with religion in the short run
and the long run, even if economic circumstances change. If religious
legitimacy is less effective or more expensive, its use will diminish in
the long run once circumstances arise that decrease its effectiveness or
decrease the cost of other forms of propagation.

One upshot of Testable Prediction #3, summarized in Testable Prediction
#4, is that what were at one point in time small differences in propagat-
ing arrangements between societies can blossom into large differences over
time as one economy stagnates and the other adjusts to changing economic
realities.

Testable Prediction #4: A society in which religious authorities are an
important source of political legitimation will eventually stagnate as
institutions do not change in response to changing economic condi-
tions. As a result, a society in which religious authorities are a less
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important source of political legitimation may pull ahead economi-
cally, even if it were once behind.

Testable Predictions #3 and #4 therefore suggest a possible answer to one
of the historical puzzles posed in the first chapter: Why did the success-
ful economies of the Middle East eventually fall behind Western Europe,
which was once an economic laggard? If religious authorities more heavily
legitimized Middle Eastern rulers than their Western European counter-
parts, then the “reversal of fortunes” is explainable in the context of the
framework.

Testable predictions are one thing. Whether the historical record bears
them out is quite another. The next chapter addresses this issue, explor-
ing why religious propagation was important in Islam and Christianity and
why its benefits to rulers differed in the two religions.



Historical Origins of Rule Propagation

In 1521, the Italian War of 1521-1526 broke out between Spain and
France. The Holy Roman Empire sided with Spain — Charles V was both
the king of Spain and the Holy Roman Emperor - as did England. The
wealthy Republic of Venice sided with France. Pope Leo X (r. 1513-1521)
needed an ally to stop the spread of the Reformation in the Holy Roman
Empire, and he therefore involved the Papal States on the side of Charles
V. The war culminated in January 1526 with the French King Francis
I ceding significant territory to Charles V. But the new pope Clement VII
(r. 1523-1534) did not welcome this outcome, as he felt that the Spanish
were growing too powerful. Within weeks of the signing of the treaty, the
pope gave his blessing to Francis I of France to attempt to reclaim what was
lost in the Italian War. The Pope helped establish the League of Cognac -
consisting of France, the Papal States, England, and the Republics of Venice
and Florence - to drive the Spanish from Italy. This precipitated the War of
the League of Cognac (1526-1530) and ultimately another Spanish-Holy
Roman Empire victory. Although there were many factors determining
the various alliances and causes of the wars, it is notable that within the
span of one decade, almost all of the major Western European powers —
France, Spain, the Holy Roman Empire, and Venice — were involved in
wars against the papacy. Ironically, England was the only nation that sided
with the pope in both conflicts, which occurred just before Henry VIII
kicked the Church out of England.

To the southeast of these conflicts, the Ottoman Empire just concluded
some important conflicts of its own. Prior to the reign of Selim I (r. 1512-
1520), the Ottoman territories were confined to the western half of the
Anatolian Peninsula (Turkey) and southeastern Europe. The Ottomans
had long desired the territories controlled by the Egyptian Mamluk
Empire, who ruled over the eastern half of the North African coast,
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much of the Levant including Syria, and the Arabian Peninsula including
the holy cities Mecca and Medina. These territories were wealthy - they
covered the fertile Nile Delta and the avenue to the Indian Ocean-Red
Sea transit trade - and included the most important religious sites in
Islam. But despite having superior force, the Ottomans could not simply
attack the Mamluks, who, like the Ottomans, were Sunni Muslims. Prior
to attacking the Mamluks, Selim I sought a fatwa from the Grand Mufti
(seyhiilislam, the head of the Ottoman religious establishment) Ali al-
Jamali to authorize an attack. Ali al-Jamali gave Selim permission for the
attack, which was ultimately successful and brought extensive land and
wealth under Ottoman purview.

Although these historical episodes take place near the end of the period
covered in this book, I mention them here because they reflect differ-
ences in the importance of religious legitimation in the Middle East and
Western Europe. In Western Europe, the major political players did not
hesitate to enter into wars against the papacy. Meanwhile, the most impor-
tant Middle Eastern power sought legitimation for military actions that
would have been successful even in the absence of religious blessing. These
differences are important, for reasons highlighted in the last chapter.
Specifically, reconsider Testable Prediction #4: A society in which religious
authorities are an important source of political legitimation will eventually
stagnate ... [and] a society in which religious authorities are a less important
source of political legitimation may pull ahead economically, even if it were
once behind.

How was it determined who propagated rule in the Middle East and
Western Europe? Why did the identity of propagating agents differ across
the two societies? This chapter addresses these questions, exploring the
historical determinants of religious legitimation in Middle Eastern and
Western European history. Religious legitimation was important in both
regions for one simple reason: it was relatively inexpensive. But this only
explains why rulers frequently used religious legitimation in European
and Middle Eastern history; it does not explain why rulers used it dif-
ferently in the two regions. More to the point, it does not explain why
religious legitimacy was historically more important in the Middle East
than in Western Europe. This chapter makes the case that historical dif-
ferences in the two regions arose from the unique circumstances under
which Islam and Christianity were born. These circumstances shaped
how political and religious institutions interacted with each other at the
births of the religions and persisted long after the original circumstances
were relevant.
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The Doctrine of Religious Legitimation in Islam
and Christianity

Islam arose in the seventh century in the western half of the Arabian
Peninsula between the powerful Byzantine and Sasanid empires. The
Bedouin tribes who dominated the area engaged in trade with each other
and with neighboring empires. Their trade networks reached at least as far
away as Syria and Iraq. Mecca was at the center of this trade. The tribal
confederation of Mecca constructed a regional trade network that reached
throughout the Peninsula. Mecca was also a center of worship due to its
housing the Ka'ba, and by the sixth century it was an important pilgrimage
destination.!

Muhammad was born into the Meccan tribal confederation. The trade
network familiarized Muhammad with the religions and cultures of the
Peninsula, including Christianity and Judaism, as well as the economic
realities of trade and the power of religious symbolism. Muhammad’s ini-
tial message, which he carried to Medina, focused on faith and morality.
The community he established in Medina accepted God as the ultimate
source of authority, with this precept providing a basis for all aspects of
life. As Muhammad’s influence spread beyond Medina, he oversaw the
formation of a new religion, a new polity, and a new legal system - all
of which were intimately connected. The proto-institutions created in
Muhammad’s lifetime had the ability to establish laws, dispense jus-
tice, collect taxes, and conduct diplomacy. These institutions drew from
the existing, pre-Islamic framework of the Arabian Peninsula, which
included Judeo-Christian monotheism but also included unique Islamic
elements covering both morals (e.g., prohibition of alcohol) and laws
(e.g., inheritance).

The new Islamic polity spread rapidly after Muhammad’s death, reach-
ing as far west as the Iberian Peninsula and as far east as the Indian sub-
continent. The three empires following Muhammad (the First Caliphate,
the Umayyad Empire, and the Abbasid Empire) were among the largest in
terms of land mass in world history up to that point — much larger than
the Roman Empire or Alexander’s Macedonian Empire (see Table 3.1).
The economic benefits of Islam were an important reason the new religion
spread. It initially spread along old trade routes, and many of the initial
converts were those who benefited from trade.” Indeed, a pre-Islamic mer-
chant might reasonably suspect that foreigners would rip him off, mean-
ing that he would be wary of conducting trade in the first place. The Arab
conquests of the seventh and eighth centuries helped mitigate this problem.
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Table 3.1 Largest Empires in World History, through 1750

Empire Birth Year ~ Death Year Peak Land Mass ~ Muslim
(million km?)

Mongol Empire 1206 CE 1502 CE 33.2 No

Russian Empire 1462 CE 1795 CE 16.5 No
(Muscovy)

Umayyad Empire 661 CE 750 CE 13.2 Yes

Qing Empire 1644 CE 1911 CE 12 No
(China)

Qin Dynasty 247 BCE 209 BCE 12 No
(China)

Abbasid Empire 750 CE 861 CE 11 Yes

First Four Caliphs 632 CE 661 CE 9 Yes
(Rashidun)

Source: Tyigun (2010).

The spread of a relatively consistent Islamic legal framework helped fos-
ter a unifying ideology that accommodated divergent tribal interests while
providing greater security for traders carrying expensive and easily stolen
goods. This ideology respected trade - Muhammad himself engaged in
commerce - unlike early and medieval Christianity, which largely disdained
trade.” Islam therefore served as a unifying force for groups with very dif-
ferent natural resource and geographic endowments, and early Islamic ide-
als associated with wealth redistribution were in part reflective of this fact.*
The creation of a network of coreligionists who spoke a common language,
employed a consistent monetary system, and used similar Islamic financial
instruments reduced other transaction costs associated with trade. This set-
ting contrasted with both post-Roman Europe and the pre-Islamic Middle
East, where the most significant impediments to trade were high transac-
tion costs and a lack of trust between rival groups. New crops and agricul-
tural techniques were also introduced to the newly Islamized lands, and the
ensuing agricultural surplus and local agricultural trade that followed per-
mitted the rapid growth of cities throughout the Islamic world.’

The new Muslim polity founded by Muhammad evolved conterminously
with Islam. This meant that when new questions of governance arose, rul-
ers answered them in an Islamic context. Muhammad himself claimed that,
“Islam and government are twin brothers. One cannot thrive without the
other. Islam is the foundation, and government the guardian. What has
no foundation, collapses; what has no guardian, perishes”® Bernard Lewis
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(1974, p. xviii) argues that as a result of the coevolution of Muslim political
and religious institutions, the concept of a separation of church and states is
absent in Islamic thought: “[S]uch pairs as spiritual and temporal, lay and
ecclesiastical, and religious and secular have no equivalents in the classical
languages of the Muslim peoples.”

Importantly, since the growth of the first Muslim state occurred in
the early stages of Islamic doctrinal development, early thinkers codified
Islamic ideas of the state in the Qurian. The Quran lists at least three ways
that rulers can gain legitimacy: appointment from God, inheriting author-
ity from a legitimate ruler, and having an “oath of allegiance” from the pop-
ulace.” The following three Quranic verses detail these means of legitimacy:

2:247 And their prophet said to them, “Indeed, Allah has sent to you Saul as a king””
They said, “How can he have kingship over us while we are more worthy of king-
ship than him and he has not been given any measure of wealth?” He said, “Indeed,
Allah has chosen him over you and has increased him abundantly in knowledge
and stature. And Allah gives His sovereignty to whom He wills. And Allah is all-
Encompassing [in favor] and Knowing”

27:16 And Solomon inherited David. He said, “O people, we have been taught the
language of birds, and we have been given from all things. Indeed, this is evident
bounty”

48:10 Indeed, those who pledge allegiance to you, [O Muhammad] - they are actu-
ally pledging allegiance to Allah. The hand of Allah is over their hands. So he who
breaks his word only breaks it to the detriment of himself. And he who fulfills that
which he has promised Allah - He will give him a great reward.

Regardless of how a ruler obtained legitimacy, the Qurian and subsequent
Islamic doctrine are explicit on one point: good Muslims should follow a
ruler who acts according to Islamic dictates, and Muslims have a duty to
rebel against a ruler who acts contrary to Islam. Islamic doctrine therefore
tells Muslims exactly what type of rules a ruler can legitimately enact, as
indicated in the following Quranic verses (italics added):

4:59 O you who have believed, obey Allah and obey the Messenger and those in
authority among you. And if you disagree over anything, refer it to Allah and the
Messenger, if you should believe in Allah and the Last Day. That is the best [way]
and best in result.

2:190-191 Fight in the way of Allah those who fight you but do not transgress.
Indeed. Allah does not like transgressors. And kill them wherever you overtake
them and expel them from wherever they have expelled you, and fitnah [i.e., perse-
cution] is worse than killing.

The first verse cited above suggests that Muslims should follow worldly
authorities, but only if their statements are consistent with those of Allah
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and Muhammad (the Messenger). The second verse suggests that it is better
to kill one who persecutes — one who transgresses Allah - than live under
persecution. The hadith of al-Bukhari makes much clearer statements on
which rulers Muslims should or should not follow. Hadiths are the reports
of the teachings of Muhammad that scholars handed down orally over
generations. They are among the most important sources of authority in
Islam. Al-Bukhari’s hadiths were compiled two centuries after Muhammad
and are considered among the most reliable of all the hadith literature. Of
importance are the following two hadiths:®

The Prophet said, “It is obligatory for one to listen to and obey (the ruler’s orders)
unless these orders involve one disobedience (to Allah); but if an act of disobe-
dience (to Allah) is imposed, he should not listen to or obey it” (Vol. 4, Book 52,
No. 203)

The Prophet said, “A Muslim has to listen to and obey (the order of his ruler)
whether he likes it or not, as long as his orders involve not one in disobedience (to
Allah), but if an act of disobedience (to Allah) is imposed one should not listen to
it or obey it. (Vol. 9, Book 89, No. 258)

From its inception, Islamic doctrine provided a mechanism to legitimize
rulers: it commanded Muslims to follow the laws and policies of rulers
who acted in accordance with Islamic dictates and to not follow those who
did not.

The circumstances under which Christianity was born were quite dif-
ferent than those found in the seventh-century Middle East. Unlike Islam,
which coevolved with a growing empire, Christianity was born in the
Roman Empire, where well-functioning legal and political institutions
already existed. Hence, there was not an opportunity for Christianity to
spread in the manner that Islam did in its first century. There were already
established institutional means for propagating Roman rule, such as the
military, Senate, and Roman ideology.

For these reasons, Christianity did not legitimize political rule in its
first three centuries. Early Church leaders were not concerned with legiti-
mizing political rule because, quite simply, the Church was not in a posi-
tion to legitimize. In order for an agent to have the capacity to legitimize,
it must be able to augment subjects’ beliefs regarding the ruler’s right to
rule. Religious authorities can do this when they are able to claim moral
authority, but this is only useful if the religion is widespread, its institutions
are entrenched deeply enough in society, or if the political or economic
elite ascribe to them. The early Christian Church was neither widespread
nor had it infiltrated the elite. Prior to the fourth century, Christianity con-
sisted primarily of individuals willing to take on great risk of persecution
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and social ostracism, and it consequently was a religion of the “middling”
classes. Although some of the elite were attracted to the fledgling religion,
most churches owned little to no land and the clergy largely came from
lower social classes.’

In the first three Christian centuries, the Church sought to survive and
expand within an empire that was sometimes hostile to it, as large polities
often are toward groups of non-privileged citizens who meet regularly and
in private. Indeed, the Romans occasionally charged early Christians with
cannibalism, as word spread of their eating the “body of Christ” during the
sacrament. The Church could not confront the empire and hope to sur-
vive, and so early Church leaders advocated a separation between political
and religious institutions.'’ The most famous support for this position came
from Jesus: “Render unto Caesar the things which are Caesar’s, and unto
God the things that are God’s” (Matthew 22:21). The early Christian writer
Tertullian (c. 200), who was among the most important Christian thinkers
of the first three centuries, made this position much clearer:

We are forever making intercession for the emperors. We pray for them a long life,
a secure rule, a safe home, brave armies, a faithful senate, an honest people, a quiet
world, and everything for which a man and a Caesar may pray ... we know that the
great force which threatens the whole world, the end of the age itself with its men-
ace of hideous sufferings, is delayed by the respite which the Roman Empire means
for us ... when we pray for its postponement we assist the continuance of Rome ...
I have a right to say, Caesar is more ours than yours, appointed he is by our God."

This view of Christianity’s place vis-a-vis secular authority persisted well
after Christianity became the religion of the Roman Empire. Augustine
advocated this view in his influential fifth-century book The City of God,
which suggested that civil government was an independent body and
that Christians must obey its laws. Likewise, Pope Gelasius I (r. 492-496)
claimed in a letter to the emperor Anastasius that “two there are, august
emperor, by which this world is chiefly ruled, the sacred authority of the
priesthood and the royal power”"?

Christian fortunes turned when the Roman emperor Constantine issued
the Edict of Milan in 312, which mandated tolerance and freedom for all
Christians, restored to the Church all confiscated property, and recognized
the Church as a corporate body.”” The freedoms awarded to Christians
had an enormous impact on the fortunes of the Church, and the reign of
Constantine is one of the most momentous in Christian history. In 321,
Constantine recognized the Church as a valid property holder. Legally
regarded as a corporation, each episcopal see was permitted by the Roman
state to hold property, and it allowed individuals to bequeath property to
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the Church. Soon after, it became common for wealthy men and widows to
leave one-third of their property to the Church, and landed property quickly
became one of the Church’s primary sources of wealth. These edicts also had
the important effect of lowering the cost of being Christian. It was no longer
a social or economic disadvantage to be Christian; believer’s property rights
were secure and there was no longer a risk of persecution. As a result, the
Christian population grew dramatically during Constantine’s reign, partic-
ularly among the middle and upper classes, rising from 10 percent of the
Roman population at the beginning of his reign to 56.5 percent by 350 CE."

Yet, while Constantine and subsequent Christian rulers employed the
Church as a legitimizing agent, there were three centuries of doctrine dis-
associating secular rule from religion that mitigated the Church’s capacity
to legitimize. This is not to say Christianity could not legitimize political
authority - it clearly did during the medieval period - but that Christian
doctrine was not as conducive to legitimizing political authority as Islamic
doctrine was. In other words, the “rules of the game” were different for
Christian and Muslim rulers. Even after Christianity became the domi-
nant religion of Europe, the benefit of religious legitimation was lower
for Western European rulers than it was for Middle Eastern rulers. These
doctrinal differences are clear in the Bible and the Qur’an as well as in the
writings of early Christian and Islamic scholars. While some passages from
the Bible do suggest that there is a religious basis for rule (Paul advocated
in Romans 13:1 “there is no power but from God: and those that are, are
ordained of God”), the separation of Christian religious and secular spheres
is clear. On the other hand, there is not even a concept of separate spheres
of the religious and secular in Islam. There is nothing in Christian doctrine
like the Qurlanic and hadith passages explicitly encouraging Muslims to
follow rulers who abide by Islamic dictates and rebel against those who
do not. Historian Brian Tierney summarizes these differences eloquently
(1988, p. 7, italics added):

Most often, as a society grows from primitive tribalism into an ordered civilization,
a common religion permeates all its activities and helps to form all its characteris-
tic institutions. The rise of medieval Islam provides a typical example. In such cir-
cumstances the creation of political institutions quite separate from the organization
of the accepted religion seems hardly conceivable. Christianity, on the other hand,
irrupted into an ancient civilization that already had its own established hierarchy
of government and its own sophisticated tradition of political thought based on
non-Christian concepts. In the early centuries, therefore, the Christian church had
to develop its own structure of governing offices, sometimes parallel to but always
apart from those of the secular hierarchy, and from the first there was always the pos-
sibility of a conflict of loyalties.
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Employing the Framework: Religious Legitimation Over Time

The early histories of Islam and Christianity helped shape the propagating
institutions of the Middle East and Western Europe. Due to unique his-
torical circumstances, the institutionalized benefits of religious legitimation
were greater in the Middle East because Islamic religious authorities had
a greater capacity to legitimize political rule. Since the costs of religious
legitimation were similar in the Middle East and Western Europe - costs
included tax exemptions, following religious dictates, and financial sup-
port - it follows that the ratio of benefits to costs of religious legitimation
were greater in the Middle East. One consequence is that Middle Eastern
rulers employed the religious establishment to propagate their rule to a
greater degree than Western European rulers.

The framework outlined in the previous chapter provides a deeper
insight than this simple, static notion of religious legitimation being more
important in the Middle East at any one point in time. Because the man-
ner in which rulers receive legitimacy can feed back into the institutions
that support the legitimizing arrangements, these differences also had
dynamic, long-run consequences. In particular, recall the logic of Testable
Prediction #3. Since rulers have little incentive to enforce laws contrary to
religious dictates when religious authorities legitimize their rule, citizens
have little incentive to transgress religious laws: they face a “double” cost
of religious and temporal sanctions. This in turn gives even less incentive
for political authorities to introduce laws and policies contrary to religious
doctrine in the future. Over time, the institutional arrangement in which
political rule is heavily legitimized by religion is never really challenged,
and religious authorities are relatively secure from threats to their power.
In other words, the institutions are self-reinforcing — over time, most play-
ers abide by the rules, thus strengthening the incentive for future genera-
tions to do so.

The legitimation regime is more likely to unravel when religious authori-
ties are weak legitimizers. This is because rulers stand to lose less from pro-
moting laws and policies contrary to the interests of religious authorities.
This puts the religious authority in a no-win situation. They either ignore
the fact that the citizens widely transgress their dictates or they update their
doctrine, which undermines their hold on “eternal truths.” In either case, the
religious authority’s ability to legitimize is weaker in the future. The more
frequently such a process occurs, the less valuable religious legitimation
becomes. Eventually, the benefits of religious legitimation do not exceed its
rather modest costs, and rulers turn to other sources of propagation.
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Figure 3.1 Diverging Costs and Benefits of Religious Legitimation Over Time

Figure 3.1 presents a stylized version of this logic. In the top half of the
figure, the benefit/cost ratio of religious legitimacy begins at a high level
and remains high over time. As the institutionalized benefits and costs
of religious legitimacy change little over time, rulers continue to heavily
propagate their rule through religious legitimacy (the dashed arrow feed-
ing back into the second box from the left). A different sequence of events
occurs in the lower half of the figure, where the benefit/cost ratio of reli-
gious legitimacy weakens over time. The change in the benefit/cost ratio
feeds back into rulers propagating the rule even less via religious legitimacy,
further decreasing the benefit/cost ratio. Ultimately the benefits of religious
legitimacy will be so low relative to its costs that rulers will search for alter-
native means of propagation.

These insights shed light on the institutional histories of the Middle East
and Western Europe. The relative importance of political legitimation in
early Islamic doctrine created an environment in which religious legitima-
tion was valuable for rulers. This discouraged challenges to religious laws,
in turn making religious propagation even stronger in the future. On the
other hand, the relative paucity of early Christian doctrine that could legiti-
mize rule placed Western Europe on a different path.

Islamic Legitimation after Muhammad

Muhammad was able to spread Islamic rule in the Arabian Peninsula
because he had what Weber called “charismatic legitimacy” That is, he had
exceptional personality traits that encouraged people to follow him. His
immediate successors could not depend on personality to legitimize their
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rule. This was problematic, because Muhammad died without a male heir
to follow him, and the Qur’an does not formally deal with issues of succes-
sion. Periods of succession are precisely the time when legitimacy is the
most important, since legitimacy bolsters an individual’s right to rule ver-
sus the claims of rivals who covet the ruler’s position.

Later generations of Muslims solved this problem by using religious cler-
ics as legitimizing agents. Clerics had specialized knowledge of Islam and
were independent of the ruler, so their word could bolster the perception of
a ruler’s right to rule. But in the first few Islamic decades, such agents did
not exist."” It took time to establish a formal legal system based on Islamic
precepts, and it took time to establish institutions for formally train-
ing religious scholars. Since there were no independent religious or legal
classes to legitimize early Muslim rulers, disputes and civil wars over who
was the legitimate ruler were common. Indeed, one of the most important
religious schisms in the history of Western religion, the Sunni-Shi’a split,
resulted from a dispute over who the appropriate ruler of Muslims was after
Muhammad. Sunnis claimed the rightful successor was the most qualified
one, whom they believed was Muhammad’s father-in-law Abu Bakr, while
the Shi’as supported the successor they believed was the most spiritually
qualified, Muhammad’s son-in-law Ali. Such legitimacy problems mani-
fested themselves in the assassination of three of the First Four caliphs.

Because of these circumstances, the most legitimate rulers of the first
Muslim community were Muhammad’s Companions - those who inter-
acted with the Prophet. Companions held many of the important govern-
ing positions, and the first four Sunni caliphs following Muhammad were
Companions. These rulers, known as the “Rightly Guided” Caliphs (632-661
CE), took on both a secular and religious role, using their ties to Muhammad
to legitimize their rule.’® Their Sunni successors, the Umayyad Caliphate
(661-750), attempted to propagate their rule in a similar manner by giving
themselves the religiously charged title “Deputy of God” (khalifat Allah)."”

Combining political and religious leadership into one position gave the
early Islamic caliphs tremendous power, since they could claim religious
authority and make judicial rulings at their discretion. Having discretion
was important, since there are many aspects of Islamic law that are not
conducive to ruling, such as laws on taxation, penal law, and the fixing of
prices.' Yet, this arrangement also presented a legitimacy problem for the
caliphs. Legitimizing agents can only propagate authority when they can
augment people’s belief in the ruler’s right to rule. A ruler cannot do this
if he is the religious authority - in this case, he has no additional means of
strengthening his subject’s beliefs.
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The early caliphs also faced legitimacy problems in their rapidly expand-
ing provinces. By the time of the Umayyads the Muslim Empire was the
largest in world history, but most of the subjects were yet to convert to
Islam. In order to establish law and order as well as loyalty to the empire, the
caliphs sent “proto-kadis” to the provinces (the term kadi is roughly equiv-
alent to “judge”). They were often illiterate and had no legal training, yet
rulers still gave them administrative duties such as tax collecting, policing,
and adjudicating disputes.'” The proto-kadis attempted to adjudicate based
on Quranic teachings and the Sunna (exemplary actions of Muhammad),*
but they had little specialized religious knowledge and had less religious
authority than the caliph did. They were therefore able to provide some
level of stability to the provinces but were unable to serve as a source of
religious legitimacy.

By the turn of the eighth century, the religious establishment consoli-
dated its base outside the purview of the caliph. As generations after the
Companions of Muhammad grew up within empires committed to Islamic
ideology, religious study became a much more specialized pursuit. This fos-
tered an environment where the corpus of Islamic law expanded rapidly.
The first attempts at expanding Islamic law occurred in the early eighth cen-
tury, when Sunna based on Muhammad’s “exemplary conduct” addressed
problems not explicitly covered in the Quran. Legal decisions remained
somewhat arbitrary, however, as many cases were outside the scope of the
Sunna and were left up to subjective interpretation of the jurist as to what
Muhammad’s exemplary conduct would have been. The adjudication of
Islamic law became much less arbitrary over the following two centuries, as
hadith became a dominant source of authority, second only to the Quran.
Hadith attempted to document Sunna as historical fact, and legitimate had-
iths could be traced, through transmissions, to one of the Companions of
the Prophet.?’ Compiling hadith was a time-consuming process, and since
no individual could claim religious authority based on a relationship with
Muhammad after the death of the Companions, those that compiled hadith
had the best claim to authority. The most widely renowned scholars - those
with extensive knowledge of the Quran and hadith - used independent
reasoning (ijtihad) to mold Islamic law in response to new exigencies.

The burgeoning religious establishment served the expanding empire’s
legal needs, meaning that clerics regularly interacted with the public. This
gave them local prestige: they were elites who could augment the beliefs of
the local population with regard to what “right” actions were. Indeed, the
top jurists were often more popular with locals than the caliph was. The
wife of the early Abbasid caliph Harun (r. 786-809) noted, upon seeing a
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crowd gather for the arrival a distinguished jurist, that “true kingship lies in
the scholar’s hands and hardly with Harun who gathers crowds around him
by the force of police and palace guards”*

The rise of the religious class altered the “rules of the game” played by
Islamic leaders. With a powerful clerical establishment, it was feasible for
religious authorities to legitimize political rule. These authorities served as
an excellent source of legitimation: Islamic doctrine was highly consistent
with legitimation of rule, religious authorities were independent of the ruler,
and scholars were widely respected for their religious and legal knowledge.
Wael Hallaq (2005, p. 182-3) nicely summarizes this relationship:

[T]he government was in dire need of legitimization, which it found in the circles of
the legal profession. The legists served the rulers as an effective tool for reaching the
masses, from whose rank they emerged and represented. It was one of the salient
features of the pre-modern Islamic body politic ... that it lacked control over the
infrastructures of the civil populations it ruled. Jurists and judges emerged as the
civil leaders who, though themselves products of the masses, found themselves ...
involved in the day-to-day running of their affairs. ... [TThe judges were not only
justices of the court, but the guardians and protectors of the disadvantaged, the
supervisors of charitable trusts, the tax-collectors and the foremen of public works.
They resolved disputes, both in the court and outside it, and established themselves
as the intercessors between the populace and the rulers.

The rules of the game therefore stipulated that Islamic religious scholars
could augment the beliefs of the citizenry regarding the ruler’s right to rule.
This was especially true under the Abbasids (750-1258), who overthrew
the Umayyads in 750 CE and came to power just as the clerical establish-
ment was strengthening its independent hold on law and religious author-
ity. In order to gain the support of the scholars, the Abbasid caliphs gave out
highly lucrative posts to jurists: an average jurist’s salary was up to triple the
salary of a skilled laborer.** Caliphs also gave the scholars some say in state
affairs: they always consulted the chief justice of the royal court before mak-
ing major judicial appointments, and provincial governors sought the guid-
ance of jurists when seeking to find new judges.” In terms of the framework
laid out in the previous chapter, the costs of religious legitimacy were mini-
mal: rulers had to act in accordance with Islamic law, pay handsome salaries
to top jurists, and cede minimal control over state affairs. But the poten-
tial benefits of religious legitimation were immense. The clerics conferred
legitimacy by associating the ruler with Islamic piety - they mentioned the
name of the legitimate ruler in each Friday sermon, supported obedience
to the ruler in judicial rulings, accompanied caliphs on pilgrimages, and
performed funeral prayers for distinguished caliphs.*®



60 Rulers, Religion, and Riches

Clerics also encouraged rulers to follow Islamic dictates. For instance,
the Abbasid caliph Harun consulted a leading jurist when he wanted to
buy a slave girl from a man who did not wish to sell her. After a lengthy
procedure, the jurist found a way for the caliph to buy the girl according
to Islamic law.?” This procedure was avoidable - the caliph could have eas-
ily taken the girl by coercion - but such an action was illegitimate without
clerical blessing. Top religious authorities (muftis) also gave advice via
fatwas on whether different laws, policies, and behaviors were Islamic.
These could range from the mundane - for instance, advice on whether to
hold the Friday sermon for slaves — to important actions such as attack-
ing rivals polities or undertaking major reforms.”® These actions legiti-
mized rulers and their actions by confirming that rulers were abiding by
Islamic doctrine and thus were worthy of following. Of course, sometimes
acting in accordance with Islamic law meant doing something the caliph
would otherwise prefer not to do, but the overall cost-benefit calculation
usually weighed in favor of the caliph propagating his rule via religious
legitimacy.

Following a significant loss of political power by the Abbasid caliphs in
945 CE, there was an understanding between religious and political author-
ities that the former would determine the norms of social life through
personal, criminal, and civil law while the latter had autonomy in external
policies.” Just as religious authority reached this powerful position vis-a-vis
rulers, Sunni Islamic doctrine consolidated into four schools named after
their founders: Hanafi, Maliki, Shafi’i, and Hanbali. Jurists associated with
these schools followed a set doctrine and methodology for making legal
decisions. Followers of each school considered the founders to be the “abso-
lute mujtahid” - one who forged new thought consistent with Islamic ideals
for all in his school to follow.*” All subsequent mujtahids where supposed
to follow in the founder’s direction. With the consolidation of doctrine into
schools complete, juristic ingenuity — which had been so vibrant in the first
four Islamic centuries and was responsible for dramatically expanding the
corpus of Islamic law — began to slow. A large literature suggests that at some
point around the tenth century, an informal consensus arose that indepen-
dent reasoning (ijtihad) — an important method of reinterpretation in the
first four Islamic centuries — was no longer an acceptable means of find-
ing truth, and henceforth jurists could only follow precedents.’ Under this
theory, juristic ingenuity was stifled in Sunni Islam after the founding of the
four schools consolidated what had been widely dispersed judicial author-
ity. Instead of exercising ijtihad, jurists merely accepted previously codified
wisdom, which perhaps emerged under very different circumstances. The
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perceived stagnation in Islamic thought is widely referred to as the “closing
of the gate of jjtihad.” If the gate were indeed closed, this was an important
development in Islamic legal and economic history; it meant that new laws
and policies could not always be created in response to fundamentally new
economic exigencies, since it was not always possible that doctrine created
in the past could address such problems.

The history of Islamic doctrine on a host of subjects is consistent with
this logic, even though some recent scholarship disputes the idea that
the “gate of ijtihad” was ever really closed in theory or in practice.”? For
instance, the next chapter overviews how Islamic religious authorities ini-
tially relaxed restrictions on taking interest on loans, but reinterpretation of
doctrine practically ceased around the tenth century. Timur Kuran (2011)
notes in great detail how Islamic laws on partnerships, inheritance, and
trusts (waqf) remained essentially stagnant after the first few Islamic centu-
ries, and as a result no corpus of law ever emerged that allowed investors to
pool their money into large enterprises.

Why did Islamic law stagnate, calcifying around precepts that were rel-
evant for the first four Islamic centuries? The framework presented in the
previous chapter provides some answers. To briefly recap the argument of
Testable Prediction #4: when rulers rely heavily on the religious elite for
legitimacy, they are less likely to adopt changes that threaten the religious
elite, and a “conservative” equilibrium can result. In this equilibrium, all
nonreligious agents — including the economic elite — have a weak position
vis-a-vis rulers in the bargain over new laws and policies. Even as commer-
cial possibilities expand, religious authorities discourage innovations that
reduce their power or are contrary to doctrine, which itself was created
in an era with different economic and technological possibilities. In turn,
religious and secular laws and institutions stagnate; neither is responsive to
new exigencies, and rulers address new problems using the old legal and
intellectual framework.

This logic provides an alternative explanation for the “closing of the gate
of ijtihad” to those preferred by Orientalist scholars like Bernard Lewis who
argue that the conservatism of medieval Islamic jurisprudence arose due to
some ingrained conservatism or an inability to conceptualize change. The
problem may lie with the metaphor itself. The framework proposed here
suggests that new interpretations of Islamic law were hardly impossible for
jurists to conjure: they simply had little incentive to do so because there
was little demand for such interpretations. So, perhaps the following meta-
phor is more appropriate: the “gate of ijtihad” may have been closed, but
the gate was not locked. All that was necessary for the gate to open was for
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rulers, merchants, producers, or other interested parties to attempt to push
it open. Yet, due to the incentives associated with the equilibrium insti-
tutions, none of the relevant players had incentive to push the gate open.
Observed behavior therefore led to the appearance that the gate was closed
and locked - one does not know whether a closed gate is locked until they
try to open it. Once this conservative equilibrium emerged around the
tenth century, beliefs arose supporting the idea of the gate’s closure, which
further reinforced the legitimizing relationship between Muslim religious
and political authorities.*

With the onset of stagnation in Islamic thought and institutions, Middle
Eastern economies also began to stagnate just as Western European ones
took off. Beginning in the twelfth and thirteenth centuries, the center of
trade in Western Eurasia slowly moved from the Middle East to the Italian
city-states. This shift was the result of Western European institutions evolv-
ing in a manner more conducive to commerce than their Middle Eastern
counterparts. But why did Western European institutions change in such a
manner?

Christian Legitimation after the Fall of Rome

Following the fall of the Western Roman Empire in the fifth century,
Western Europe was an economic, technological, and intellectual back-
water. Invaders repeatedly sacked Rome in the fifth century, and the west-
ern half of the empire ultimately collapsed (unlike the eastern half, which
continued for another millennium as the Byzantine Empire). Barbarian
Germanic kings ruled over the remnants of the Roman Empire: the
Franks spread over northern Europe, the Visigoths dominated the Iberian
Peninsula, and the Ostrogoths overtook Italy and parts of southeastern
Europe. These kings propagated their rule via coercion by securing the loy-
alty of the warrior elite.

The one unifying force connecting the Roman Empire to the Germanic
kingdoms was the Church. Large swaths of the Roman Empire converted
to Christianity in the fourth century following Constantine’s conversion.
The Germanic kings were not initially Christian, but they ruled largely for-
eign populations where Christianity spread under Roman influence. The
Church was therefore in a position to serve as a powerful legitimizing agent,
if only the kings would adopt Christianity. And adopt Christianity they
did. The most important conversion was that of the Frankish king Clovis
(r. 481-509) in 496. This was a monumental event in Christian history: prior
to Clovis’s conversion there was no major ruler anywhere in the Western
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Europe who was Christian.”* Clovis employed Christianity to legitimize
the expansion of his rule into Visigoth territory. In 507, upon entering into
a war with the Visigoths in southeastern Gaul, Clovis claimed, “T take it
very hard that these Arians hold part of Gaul. Let us go with God’s help
and conquer them.** Even more so than the Franks, the Visigoths were
foreign, warrior rulers who ruled over a Roman-Christian population in
the Iberian Peninsula. Ultimately, the Visigoths converted to Christianity
under Recared (r. 586-601), and the Church became an important source
of legitimacy until they were overrun by Muslim invaders in 711.%

The Germanic kings destroyed most of the institutions that facilitated
public order under the Roman Empire. These rulers did not employ any-
thing like the high-functioning Roman administration to collect taxes or
provide local order. Because of the destruction of Roman law and bureau-
cracy, political rule became highly decentralized. There was simply no large
centralized state to speak of in the half-millennium following the fall of the
Western Roman Empire. Each of the Germanic kings brought their own
unwritten set of laws with them, abandoning Roman law for tribal law.”

Frequent incursions from Viking, Magyar, and Muslim raiders exacer-
bated these conditions. Without a centralized government with a monopoly
on coercive power to protect the masses, local elites with some access to
coercive power provided protection for the masses. The feudal elite pro-
vided local law, order, and protection to the peasant masses in return for
labor services, but the protection offered only went as far as the lands under
manorial control. There was little law or order in the vast lands outside of
the manor, making them extremely dangerous for travelers and merchants.
Property rights and security were therefore almost nonexistent outside of
the confines of small population clusters. The Frankish kings had little access
to taxes and could thus do little to protect roads and bridges or provide safe
passage for merchants. Other public goods provided by the Roman Empire,
such as irrigation systems, deteriorated rapidly in the absence of centralized
power. As a result, economic activity was mostly agricultural and concen-
trated around self-sufficient manors. Urbanization and trade were almost
nonexistent except for some small pockets in northern Italy and Flanders.*
The contrast between early medieval Europe and the Middle East could not
be clearer: economies in the latter were ahead of those in the former for
centuries following the spread of Islam.

The weakness of centralized political authority in the West between the
fall of Rome and the rise of the Carolingian Empire in the eighth century
allowed the pope to gain independence and influence that was unattain-
able under the Roman or Byzantine empires. The Frankish successors of
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Clovis continued to use the Church to propagate their rule, gaining reli-
gious support by giving the clergy vast properties and privileges, especially
to powerful bishops, who became great Frankish landholders. An impor-
tant consequence of this arrangement was realized during the reign of Pope
Gregory I (r. 590-604), who, while deferring to the emperor in the East,
established the theory that royal power served the Church in the West.*”
In the mid-eighth century, the papacy formally aligned the fortunes of
the Church with those of the Frankish Empire. Both sides stood to gain
immensely from this union - the papacy received protection from repeated
attacks by the Lombards, while the Frankish king Pepin gained legitimacy
for his disputed kingship. Pepins son, Charlemagne, propagated his rule
even more strongly via religious legitimacy. He forced the Saxons to accept
Christianity, established episcopal sees in conquered lands, and endowed
monastic foundations throughout his empire.”” Most famously, in 800 CE
Pope Leo III and Charlemagne agreed to swear fidelity to each other, as
long each recognized the other as the ruler in their respective realm of
influence. On Christmas day of that year, Pope Leo and Charlemagne pub-
licized this agreement through a monumental act of legitimation: the papal
coronation, where the pope placed the imperial crown on Charlemagne’s
head. Later rulers of the Holy Roman Empire, including its founder, Otto I
(r. 962-973), also felt the need to travel to Rome to be crowned by the pope.

This history suggests the existence of an equilibrium in which European
rule was propagated in part by the Church and in part by the highly decen-
tralized feudal nobility, who provided military support and local law and
order. This did not necessarily mean that the feudal nobility were in a great
bargaining position vis-a-vis their rulers. In the parts of Europe where sec-
ular rulers were able to expand their power, coordination was too expensive
for the decentralized nobility to organize as a group that could negotiate
with rulers. Indeed, the first European parliaments did not arise until the
late twelfth century. This left the Church to take on a primary propagating
role. It was omnipresent and provided an effective and reasonably inexpen-
sive means of legitimacy.

In the late tenth century, the conditions that supported this equilib-
rium slowly began to unravel. As the population grew throughout the
continent, the land under cultivation also increased. Vast reclamation
projects and experimentation with new agricultural techniques permit-
ted a modest agricultural surplus, freeing some of the excess population
to seek a living in towns.*’ This sequence of events was not too different
from those in the Middle East a few centuries earlier, where the Arab con-
quests permitted an increased agricultural yield, which in turn encouraged
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Table 3.2 Ten Most Populous Cities in Western Europe around
the Commercial Revolution

Pre-Commercial Mid-Commercial Late Commercial

Revolution: 900 CE Revolution: 1100 CE Revolution: 1300 CE

City Population  City Population  City Population

(1,000s) (1,000s) (1,000s)
Rome 40 Paris 65 Paris 250
Venice 37 Venice 58 Venice 110
Naples 30 Florence 45 Genoa 100
Laon 28 Milan 45 Milan 100
Trier 25 Salerno 40 Florence 95
Verona 25 Cologne 35 London 70
Regensburg 25 Rome 35 Naples 60
Mainz 25 London 32 Cologne 54
Cologne 21 Naples 30 Siena 50
Paris 20 Regensburg 30 Barcelona 48

Note: Cities conquered and settled by Muslim empires are not included in this table.
Source: Bosker et al. (2013).

urbanization. Northern Italy was the first region to undergo an urban
revival (see Table 3.2). The burgeoning city-states of Northern Italy were
uniquely suited for commercial expansion, as their proximity and ties to
the Byzantine Empire and Muslim North Africa — both of which were far
more economically advanced than any place in Western Europe — provided
opportunities to engage in long-distance commerce that were unavail-
able elsewhere on the continent. As the wealth of these cities grew — first
in Venice and Amalfi, later in Pisa and Genoa - the political power of the
economic elite grew in tandem, independent of any larger political author-
ity. Commerce continued to expand to other parts of Europe, and more
independent, commerce-focused cities emerged, especially where central-
ized political authority was weakest, such as in the Holy Roman Empire,
where numerous free and independent cities arose during the Commercial
Revolution (a term used for the revival of commerce that spread throughout
Europe in the tenth—fourteenth centuries). The merchant elite controlled
many of these towns and used the local government to further their inter-
ests. The most powerful Italian city-states, especially Genoa and Venice,
used their wealth and military power to acquire possessions in regions of
strategic advantage to the merchant elite.*> And success bred even more
success. Abundant commercial opportunities encouraged experimentation
in financial instruments (e.g., bills of exchange), organizational forms (e.g.,
the commenda and Italian family firm), and double-entry bookkeeping,
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which made “big business” all the more possible and profitable. By 1300,
Venice and Genoa were among the largest and most important cities in
the Western world, having acquired numerous territories and housing
populations exceeding 100,000. Although religion was important in these
commercial city-states, the interests of religious authorities were generally
subordinate to those of the merchant elite.*

Trade also occurred outside of the city-states and independent cities. As
commerce expanded into other parts of Europe, there was more incentive
for political authorities to establish boroughs with protections for the prop-
erty rights of foreign merchants. Merchant guilds (e.g., the German Hansa)
negotiated directly with local rulers for protection and property rights,
and merchants used their own courts to resolve disputes.** In the twelfth
through fourteenth centuries, fairs became important meeting places — the
most famous and important were the Champagne Fairs — where merchants
from all over Europe met and exchanged goods and credit contracts.

The expansion of commerce had clear implications for the legitimiz-
ing relationship between European religious and political authorities. The
intuition from the previous chapter indicated that increased commercial
possibilities had the potential to alter the equilibrium legitimizing arrange-
ment by augmenting the costs and benefits of religious legitimation relative
to propagation from other sources. The choice faced by European rulers
was simple: they could either continue to employ religious legitimacy, and
hence the result of the policy bargain would reflect the Church’s interests; or
they could give increasing weight to the new commercial classes in the bar-
gain over policy. Testable Prediction #3 provides insight into which option
European rulers chose. It indicates that, all else being equal, a medieval
European ruler was more likely to choose propagation by the economic elite
than a medieval Middle Eastern ruler was. Such a choice diminished the
role of religious legitimacy, which was less effective in Western Europe than
in the Middle East.

There were numerous confrontations between the Church and the
European political elite over the Church’s role in policy making because
of the institutional changes brought on by the Commercial Revolution. As
the benefits of religious propagation weakened relative to propagation by
merchants and manorial lords, the Church attempted to change the the-
oretical justification for Christian rule. Throughout the late eleventh and
twelfth centuries, the papacy claimed for the first time that the Church
bestowed the right of kingship and that the pope therefore had the right
to depose rulers. This was a massive change from European justifications
for kingship prior to the late eleventh century. Previously, rulers governed
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Church leaders in matters of religious doctrine. The Church could anoint
a king, but the spiritual authority given to the king as a result meant that
it was not the Church’s to take away. For instance, in 1067, William the
Conqueror asserted that the king had the power to decide whether Norman
and English churches should acknowledge the pope and that the king had
veto power over ecclesiastical penalties.”” The Church’s gambit ultimately
failed. This failure is attributable to one simple fact: unlike the Qur’an, the
Bible and other early Christian doctrine established a separate sphere for
secular rule, and there was no doctrinal justification for Christian authori-
ties to depose rulers who acted contrary to their wishes.

By far the most important of these conflicts was the Investiture
Controversy.* This five-decade confrontation between the Church and
lay European rulers centered on investiture - the right to appoint clerics.
By the middle of the eleventh century, it was common for emperors or
kings to select bishops. A newly elected bishop would pay homage to the
ruler, who “invested” the bishop with a pastoral staff and ring, along with
the feudal estates and jurisdictions associated with a medieval bishopric.
Many bishops offered money in return for investiture, a practice known as
simony. These practices created internal tensions within the Church; many
churchmen considered simony a heinous sin, and investiture diminished
the Church’s power as Church leaders became increasingly dependent on
rulers for their positions.

In 1059, the Church attempted to address these issues at a synod at
Rome, which proclaimed a general prohibition on lay investiture. The
Church did not enforce this prohibition until 1075, when Pope Gregory VII
(r. 1073-1085) put forth a papal decree reaffirming it. The Holy Roman
Emperor Henry IV of Germany (r. 1084-1105) quickly ignored this decree.
Henry IV was attempting to unify Germany in the face of rebellion — an act
that would have been impossible without the ability to appoint and control
bishops, who held in fief a significant portion of the Holy Roman Empire.
The conflict escalated quickly: Henry IV sought support from his bishops
to resist the papal decree, and Pope Gregory VII sought backing from the
German princes to depose Henry. Henry attempted to denounce the pope
as a usurper, and in response Gregory excommunicated him and deprived
him of his royal power. The conflict quickly became one about rulers’ rights
in a Christian society: Who ruled, king or church?*

Henry IV overestimated his position, as the princes of Germany had
little desire to submit to an all-powerful centralized emperor. Many of the
princes welcomed the battle between Henry IV and the papacy and sided
with the pope. As Henry saw his grip on power weakening, he made an
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infamous appeal to Gregory VII to rescind his excommunication in January
1077, where he stood barefoot in deep snow for three days outside the castle
of Canossa in the Italian Alps. Gregory absolved Henry, although he did
not offer to legitimize his kingship. This enraged the opponents of Henry,
who elected their own king, Rudolph of Swabia. This sparked yet another
series of battles among the German princes and, eventually, between Henry
and the papacy. Gregory VII sided with Rudolph and re-excommunicated
Henry IV, but to no avail. Henry had gained the upper hand in the fight-
ing by this point, and soon defeated and killed Rudolph. With his posi-
tion secured, Henry did not seek reconciliation with the pope. Instead, he
elected his own pope, Antipope Clement III, and installed him by force in
Rome in 1084.

The struggle over lay investiture continued well beyond the deaths
of Gregory VII and Henry IV and eventually spread into England and
France. The struggle culminated in the Concordat of Worms in 1122,
a pact that gained for the Church practical independence from royal
authority, while stipulating that the king must be present for all ecclesi-
astical appointments and receive homage from newly elected churchmen.
In practice, this gave kings a veto over whom the Church could elect.* In
England, the conflict between church and state lasted until 1170, when
Thomas a Becket was martyred and the crown renounced suzerainty over
the English Church.®

The century following the Investiture Controversy saw numerous con-
flicts between the Holy Roman Emperors and the papacy. At stake were
two issues: the role the Church played in “making” rulers and who “made”
and interpreted the law. On these issues, the differences between Western
Europe and the Middle East could not be any starker. In the Middle
East, religious jurists interpreted the law. There was only a weak distinc-
tion between religious and nonreligious law, and anything covered in the
Quran or other religious teachings was within the realm of the Shari&a.
Following the Investiture Controversy, the Church likewise attempted to
establish its own set of systematic laws - the canon law. Through canon
law, the Church claimed legal jurisdiction over numerous aspects of life —
inheritance, marriage, and even some aspects of finance. But unlike Islamic
law, canon law was ultimately unsuccessful in penetrating relations that
were not of a strictly religious nature. With the growth of canon law came
the concurrent growth of European secular law, which covered feudal
and manorial relations, merchant activity, urban-commercial codes, and
royal law.*® Secular law was flexible and offered rulers - kings, manorial
lords, and merchant-mayors — the ability to accommodate the exigencies
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of the day. And while these laws were not devoid of religious overtones —
indeed, canon law provided the basis for the different legal codes - the
legal pluralism epitomized by the separation of religious and secular law
became an integral part of what Harold J. Berman calls the “Western Legal
Tradition!

The second issue at stake was the Church’s ability to make or depose a
ruler. Here too, the contrast with the Middle East was evident. Whenever
a usurper attempted to overthrow a Muslim ruler, they usually received
permission from an important religious figure in advance. Such power
simply did not exist in Christianity. Gregory VII attempted to claim the
power to depose emperors at the height of the Investiture Controversy
in a 1075 document known as Dictatus Papae - the first time a pope
made such a claim in Christian history.”> Henry IV immediately repu-
diated this claim, arguing that “the emperor can be judged by no man;
he alone on earth is judge of all men.”** Throughout the twelfth cen-
tury, churchmen debated whether deposition was a legitimate right of
the papacy, or whether consultation with other nobles was necessary.”
The zenith of papal claims of supremacy was made during the reign of
Pope Innocent IIT (r. 1198-1216), who frequently intervened in politi-
cal affairs: he claimed the right to decide between two candidates for
emperor of the Holy Roman Empire, settled feudal disputes between King
John of England and King Philip of France, crowned a king in Bulgaria,
and deposed a king in Norway.” But stronger Christian rulers who had
alternative sources of propagation ignored such papal claims. Indeed, the
emperor who Innocent IIT helped install before his death, Frederick II
(r. 1220-1250), ignored multiple excommunications by the papacy and
was able to nearly unify Italy despite being in constant opposition to the
Church. Instead of deriving legitimacy from the papacy, Frederick II
employed coercive agents — Saracen mercenaries — to tighten his grip on
power.*

After the reign of Innocent III, the capacity of the Church to legitimize
rule diminished almost unabated. The rise of the universities in the early
thirteenth century provided a means for promoting a theoretical defense of
the legitimacy of secular rule using Aristotelian philosophy that was out-
side the scope of Christian thought. Perhaps the most famous scholastic of
the period, Thomas Aquinas (1225-1274), argued (italics added):

The spiritual and the secular power are both derived from the divine power; and
therefore the secular power is under the spiritual only in so far as it has been sub-
jected to it by God: namely, in those things that pertain to the salvation of the soul;
and therefore the spiritual power is, in such matters, to be obeyed rather than the
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secular. But in those things that pertain to civil good, the secular power is to be obeyed
rather than the spiritual, according to the saying in Matthew 22:[21], “Render to
Caesar the things that are Caesar’s”*

One of the clearest manifestations of the Church’s decline was the conflict
between Phillip IV of France and Pope Boniface VIII over whether Phillip
was subject to the demands of the ecclesiastical hierarchy. The nobles and
commons wrote letters refusing to recognize Boniface as pope, and in
response Boniface claimed the right to depose Phillip. The papacy was ulti-
mately crushed by Phillip, who harassed Boniface’s successor, Clement V (r.
1305-1314), into recanting Boniface’s claims to papal lordship over France.
Afterwards, the papacy fell under the control of the French monarch, and
the papal chair moved to Avignon from 1309 to 1377.

Ultimately, the emergence of national kingdoms in England, France, the
Iberian Peninsula, and to a lesser extent Italy and Germany further dimin-
ished the legitimizing power of the Church. These kingdoms increasingly
relied on bureaucracies for justice and finance, mercenaries for military
support, and parliaments for legitimacy and law. Parliaments comprised of
elites — landed nobility, local churchmen, and urban economic elite - orga-
nized themselves in late-twelfth century Spain, thirteenth-century England,
France, and Portugal, and soon thereafter in much of the rest of Western
Europe.” Parliaments legitimized rulers and provided them with financial
support in return for some say in policy making. Parliaments eventually
became the primary body through which the economic elite gained policy-
making influence at the expense of the Church. These changes gave rulers
access to vast resources and coercive power. As a result, Western European
rulers needed less religious legitimation over time. Unlike Middle Eastern
rulers, Western European rulers could choose to ignore the dictates of the
leading religious authorities because the Church had a weaker capacity to
“make” or “depose” rulers. There was no Christian doctrine claiming that
a Christian king had to rule by Christian dictates. The religious and the
temporal were two separate spheres, each with rights over their own laws
and policies.

Medieval European history is therefore consistent with the framework
presented in the previous chapter. The capacity of the Church to legitimize
was initially weaker than its Islamic counterparts, and therefore the impor-
tance of religious legitimacy diminished over time once commerce revived
and secular law emerged in the medieval period. These developments gave
rulers an effective source of propagation outside of the Church, and rulers
increasingly employed these propagating agents throughout the medieval
period.
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The Reversal of Fortunes

As recently as 1200, the Middle East was more economically, technologi-
cally, and scientifically advanced than Western Europe. At some point
a “reversal of fortunes” occurred in which Western Europe clearly took
the lead on all of these fronts. This chapter suggests the possibility that
the reversal of fortunes arose due to institutional differences that were
apparent as early as the turn of the fifteenth century. In Western Europe,
the power of the Church to legitimize rulers weakened as secular leaders
grew increasingly powerful vis-a-vis the Church. Of course, this is not to
say that Middle Eastern rulers were not powerful. Indeed, the Abbasid,
Fatimid, Mamluk, and Ottoman sultans were much more powerful than
their European counterparts. But this is precisely the point. These Muslim
rulers were strong, but how they derived their strength was very differ-
ent from Western European rulers, especially after the Commercial
Revolution.

The degree of religious legitimation employed by rulers is not the only
thing that matters for long-run economic development. Nor is the weaken-
ing of religious legitimation the sole reason why Europe eventually took off.
However, it is hard to imagine a world where parts of Western Europe took
off - and the Middle East did not — without these changes. The institutional
changes that reduced the importance of religious legitimation in Western
Europe were a necessary but not sufficient condition for certain Western
European economies to take off. If this assertion is correct, it also provides
an explanation for why Middle Eastern economies never took off to the
extent that European ones did, since they never met these “necessary condi-
tions” Chapter 8 supports this assertion; it analyzes the causes and conse-
quences of the lack of political power for the Ottoman commercial classes.

This is also not to say that the organizational structure of Christian and
Islamic religious institutions is unimportant. One fact heretofore glossed
over is that the Roman Catholic Church is much more centralized and hier-
archical than anything that has ever existed in the history of Sunni Islam.
These structural differences certainly affected the relationship between
religious and political authorities in Western Europe and the Middle East.
There was nothing in Middle Eastern history close to a formal military
confrontation between religious and political authorities akin to the Italian
Wars discussed in the opening of this chapter. But it is unclear how these
differences benefited the Western European economic trajectory. It is true
that it was easier for a Middle Eastern ruler to find a religious authority that
would support its laws or policies, as there were a number of authorities



72 Rulers, Religion, and Riches

a ruler could choose from. But this also meant that, all else being equal,
the Roman Catholic Church was in a stronger position to legitimize than
any single, decentralized Islamic religious authority. The Church was a pan-
European institution; Islamic religious authorities did not have nearly as
much breadth of influence. The point here, though, is that all else was not
equal. Even though the Church’s organizational structure gave it a greater
capacity to legitimize than its Islamic counterparts, it was still a weaker
source of legitimacy due to the weaker doctrinal basis of religious rule in
Christianity.

So far, this book has spoken mainly in generalities, laying out a frame-
work for how differing propagating arrangements can lead to differ-
ent economic outcomes, as well as why these arrangements differed in
Western Europe and the Middle East. The histories presented in this
chapter are macro-level, overviewing the major events in church-state
relations over a millennium or so. One benefit of focusing on macro-
historical phenomena is that it provides an opportunity to falsify the
testable predictions of the framework: if religious legitimacy became
stronger over time in Western Europe but weaker in the Middle East, one
could rightfully call the veracity of the framework into question. The rel-
evant macro-history is also important because the “reversal of fortunes”
is a macro phenomenon, and this is ultimately what this book attempts
to explain. Yet, one major drawback of focusing on macro-history is that
it does not allow for an analysis of the micro mechanisms that drive the
results predicted by the framework. The next two chapters remedy this
problem, analyzing the divergent evolution of two important laws: the
legality of taking interest on loans and printing. While the general story
of institutional divergence is more important than the divergence of spe-
cific laws, these micro-histories highlight in much greater detail how and
why the divergence arose.
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APPLYING THE THEORY: WHY THE WEST
GOT RICH AND THE MIDDLE
EAST DID NOT



Bans on Taking Interest

Prior to the 1850s, there was no such thing as a Middle Eastern “bank”
that conducted even the most basic of activities we now associate with
banking: taking deposits, lending those deposits, and investing in capital
markets. There were certainly moneylenders in the Middle East - it is a
profession dating well before the advent of Islam - but no complex orga-
nizations existed that could readily match capital-needy borrowers and
resource-rich lenders. Where money lending did occur, it was generally for
small amounts and often between two individuals known to each other.

This imposed impediments on Middle Eastern economic growth.
Without a banking system capable of pooling resources, large-scale loans
were practically impossible to obtain. Potential entrepreneurs necessarily
kept their ambitions small unless they happened to know someone with
vast amounts of wealth who was willing to invest in their enterprise. In
the absence of fully functioning financial markets, entrepreneurs could not
have possibly put capital to anything close to its most efficient use. Multiply
this by millions of people over many centuries, and it is not hard to see how
the absence of anything close to resembling modern banking had a damp-
ening influence on Middle Eastern economic fortunes.

Why did no indigenous form of banking ever arise in the Middle
East? Even when banks did emerge in the Ottoman Empire in the 1850s,
Europeans owned them. The contrast with Western Europe is especially
relevant. Modern banking arose in Western Europe through a series of
innovations - certain forms of partnerships, family firms, branches, bills of
exchange, limited liability, and joint-stock companies — during the medieval
and early modern periods. Why did these innovations emerge in Western
Europe and not the Middle East?

The absence of banks for most of Middle Eastern history was hardly
a result of banking being contrary to Islam. In fact, the rise of Islamic
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banking since the early 1970s is suggestive that banking can thrive in an
Islamic setting. As of 2016, Islamic banking is a trillion-dollar industry
and is popular in Qatar, Saudi Arabia, Indonesia, Iran, Turkey, and many
other predominantly Muslim nations. Islamic banking borrows many of
its general features from Western banking,” but it also contains a number
of unique elements. Islamic banking forbids certain types of “anti-Islamic”
investments. Most famously, loans are “interest free” This is not to say that
lenders give loans free of payment — for all intents and purposes, loans carry
interest but under the guise of some ruse that conforms the transaction to
the letter of the law. And other mechanisms for avoiding interest abound.
For instance, if one wants to obtain the equivalent of a mortgage to buy a
house, an Islamic bank would buy the house and sell it to the “borrower” at
a higher-than-market price, payable in increments. Such a transaction is de
facto tantamount to a mortgage, but it abides by Islamic law de jure.

This chapter provides a partial answer to the puzzling observation that
banking never arose indigenously in the Middle East despite its economic
“head start” during the four centuries following the spread of Islam. The
central claim is that the ultimate complexity of the Western European
financial system relative to the Middle Eastern one was due to the lifting of
bans on taking interest on loans in the former but not the latter.

But the connection between the weakening of anti-interest laws in
Western Europe and the growth of the financial system is not as clear-cut
as it may seem on the surface. It is not simply the case that allowing inter-
est equals financial growth and banning interest equals financial retarda-
tion. The connection is complex for two reasons. First, bans on interest do
not mean that people refrain from lending at interest. Humans are smart;
if there is a sufficient demand for some prohibited action, someone will
find a work-around. And indeed, from the early Islamic period we know of
numerous ruses created to simulate lending at interest while following the
letter of the law. The most famous of these is the double sale, in which the
prospective debtor sells to a creditor some commodity for cash, then imme-
diately buys it back for a greater sum payable later. If interest restrictions
were so easily avoidable, it is not obvious they had any practical effect. For
this reason, some scholars have argued that interest restrictions “belong less
to economic history than to the history of ideas.™

This chapter suggests that such arguments do not properly account for
the path-dependent consequences that followed from the relaxing of inter-
est restrictions in Western Europe and, conversely, the “path not taken” in
the Middle East due to the persistence of formal interest restrictions. Path-
dependent consequences can be difficult to trace because the results are by
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definition far removed from the initial causes. This chapter traces out one
such consequence: the growth of branching of Western European financial
institutions over long distances. Branching is a process by which a central
holder of wealth transacts with numerous other offices (i.e., branches) that
do business in varied locations; most major modern banks employ this
form of organization. Branching emerged in late-medieval Europe precisely
due to incentives associated with the relaxation of interest restrictions in
Western Europe, albeit through nonobvious channels. This was a key devel-
opment in the growth of Western finance, and it arose because merchants
and lenders acted according to the incentives imposed on them by the sur-
rounding institutions. Such an innovation might not have been imaginable
in the Middle East, since nothing like the institutional buildup that facili-
tated branching in Western Europe ever emerged in the Middle East. To be
clear, this is not to say that interest restrictions were burdensome because
they prevented lending of any type: people in both Western Europe and
the Middle East found ways around the restrictions and frequently lent to
known relations. The claim here is that the manner in which people found
ways around the restrictions precipitated institutional developments asso-
ciated with larger-scale lending by long-lived organizations — what we now
call banking. And as these organizations became more complex in Western
Europe relative to the Middle East, organizational differences built on
themselves in a path-dependent manner so that, over time, what were once
small differences blossomed into very large ones.

Another reason the connection between relaxations of interest restric-
tions and financial growth is complex is that any explanation must take into
account why interest restrictions were relaxed in the first place in Western
Europe but not the Middle East. If there were a region in the early medieval
period where demand was high for a relaxation of interest restrictions, it
was the Middle East, not Western Europe. This is where the framework pro-
posed in Chapter 2 helps guide intuition as to why it was Western Europe,
and not the Middle East, where interest restrictions were ultimately relaxed.

Interest restrictions are useful to analyze for reasons beyond their long-
run effect on the financial systems of Western Europe and the Middle East.
They provide a nice point of comparison between the two sets of econo-
mies because they prevailed in both Islam and Christianity throughout
most of the medieval period. Both sets of restrictions initially emerged for
similar reasons, as rulers and religious authorities imposed restrictions in
an economic context where most borrowing occurred primarily for con-
sumption purposes. In that environment, borrowers were often poor or
recently affected by some negative economic event. They borrowed to
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prevent starvation in the face of a bad harvest or to ensure enough seed was
available for the following year’s crop. These borrowers generally faced
extremely high interest rates, often leading to lifetime indebtedness or much
worse, such as selling one’s children into slavery. Since social safety nets were
weak and markets for insurance against disaster were missing, religious
interest restrictions encouraged interest-free lending among neighbors and
discouraged demand for high-interest loans.*

Interest restrictions imposed a very different set of hurdles, however,
when investment borrowing became feasible. Under such conditions,
outright bans on interest prevented mutually agreed-on transactions
involving moderate interest and thus inhibited economic growth. Yet,
interest restrictions persisted for centuries in both religions in the face
of commercial expansion. The persistence of interest restrictions in both
religions is a puzzle with no obvious answer. Religious reinterpretations
in favor of commerce occurred frequently in both religions, so the answer
cannot be some simple appeal to the inviolability of religious dictates
or religious hostility to commerce. The questions that need answering
are: Why did interest restrictions persist for centuries longer in the Middle
East than in Western Europe? Can the political economy framework pro-
posed in the previous chapters shed light on these differences? What was
the ultimate economic and institutional impact of these restrictions? This
chapter answers these questions. First, however, some historical context
is necessary.

History of Islamic Interest Restrictions

Taking interest on loans has always been a sin in Islam. The Quran has
numerous passages detailing the sinfulness of riba, which was a pre-Islamic
usurious process in which lenders doubled and redoubled the principal
of a loan when the debtor was unable to pay at maturity.” This effectively
entailed enslavement for debtors, as debts mounted after a single default.
Restrictions on taking interest were therefore an optimal response to a
situation where extremely high-interest loans created massive social prob-
lems. Early Muslims quickly equated riba with interest of any kind. Some
Qur’anic injunctions against riba include:

Those who consume riba shall not rise except like the one who has been struck
by the Devil’s touch. This is because they say that selling and riba-making are one
and the same thing, whereas God has made selling lawful and has forbidden riba.
Whoever receives an admonition from his Lord and desists, he shall have his past
gains, and his affair is committed to God; but whosoever reverts — those are the
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inhabitants of the Fire, therein dwelling forever. God destroys riba but makes alms
(zakat) prosper ... O ye who believe! Protect yourselves from God and remit what
is left of riba if ye be faithful. If ye do not, be prepared for war from God and His
Prophet: but if ye desist, ye shall receive back your capital without doing injustice or
suffering injustice. If, however, anyone is in difficulties, let there be a delay till he is
able to pay, although it is better for ye to remit if ye only knew. (Surah Al-Baqarah
ii.274-280)

Believers, do not live on riba, doubling your wealth many times over. Have fear of
God, that you may prosper. (Surah Al-Imran iii.130)

That which you seek to increase by riba will not be blessed by God; but the alms
(zakat) you give for His sake shall be repaid to you many times over. (Surah Al-Rum
Xxx.39)

In theory, an absolute ban on interest should have detrimentally affected
economic outcomes once investment lending became feasible during the
economic expansion of the first four Islamic centuries. In practice, however,
the ban hardly meant that capital flows from financier to merchant halted
altogether. In such a profitable environment, lenders simply found ways to
circumvent interest restrictions. One set of tactics frequently employed were
straightforward ruses, known as hiyal (singular, hila), designed to facilitate
evasion of the ban.® A famous example of a hila is the previously discussed
double sale, which worked as follows: Abdul buys a rug from Mahmud for
50 dinars, and Mahmud immediately buys the rug back from Abdul for 55
dinars, payable in a year. The upshot is that Mahmud holds onto his rug,
receives 50 dinars from Abdul, and owes Abdul 55 dinars in one year. This is
ostensibly a loan at 10 percent interest, with the interest being the difference
between the two prices. Yet, because it is not officially a loan but is instead
two sales, both of which are legal in Islamic law, the double sale does not
violate the letter of the law as long as 50 dinars is a reasonable price for the
rug. The double sale was commonplace by the ninth century, and Muslims
employed it in Medina as early as the eighth century.”

Other forms of circumventing interest restrictions were common. For
instance, documents exist showing numerous loans and purchases on
credit in twelfth-century Tunisia where lenders made profit by exchanging
in different forms of currency.® In the Ottoman period (1299-1923), a com-
mon form of transaction was istiglal, which involved the debtor giving his
creditor a piece of real estate, supposedly as a sale, but actually as a pawn.
Such contractual forms were common well before the Ottomans, and hiyal
became more complicated over time as business transactions became more
complex.

Clerics went beyond merely permitting hiyal: they actively participated
in creating hiyal, too. As early as the second Islamic century, clerics wrote
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treatises recognizing and formulating various forms of hiyal.” Authorities
brought customary commercial law into agreement with Islamic law
(Sharia) in this way. Although the legality of hiyal differed over time and
place, especially among different legal schools, they usually received stamps
of approval from leading jurists.

It is no coincidence that the rise of Middle Eastern economies was also
the period of massive reinterpretation of Islamic law via hiyal. The flurry
of reinterpretation of interest law played a role in permitting commerce to
flourish: more transactions occurred, and long-distance trade was common
and profitable. In the first four Islamic centuries, legal flexibility was ubiqui-
tous, and economic growth was the result.

This all changed at some point toward the end of the fourth Islamic cen-
tury. Evidence of further advancements in Islamic law on interest recedes,
and as a result, transactions involving overt, guaranteed interest were not
a common means of extending commercial credit in medieval Islam. Not
coincidentally, this slowdown in reinterpretation of interest law coincided
with the proverbial “closing of the gate of ijtihad,” whereby Islamic reinter-
pretation of all types of laws slowed immensely. By the mid-twelfth century,
contracts stipulating interest existed, but the parties either derived inter-
est from another type of contract or concealed interest in another way.'’
If the parties did not conceal the interest payment, one party could bring
the other to court where the transaction was voidable without further legal
consequence.

The Ottomans permitted more straightforward interest-bearing lend-
ing. For example, the Ottoman Grand Mufti Ebu’s-su’ud (c. 1490-1574)
permitted lending at moderate interest under the euphemistic designations
“transaction” or “legal transaction” He considered charging greater than
15 percent a criminal offense, but he allowed exceptions liberally.!" Data col-
lected by Timur Kuran (2013) and employed in Kuran and Rubin (2017)
indicate that taking moderate interest was normal in Istanbul in the seven-
teenth and eighteenth centuries — the real interest rate on private loans was
around 19 percent - although the contracts usually cite some ruse. Likewise,
in a study of seventeenth-century judicial records in Anatolian Kayseri,
Ronald C. Jennings shows that lenders regularly charged interest on credit
in accordance with Islamic law and “secular” law (kanun) and with the con-
sent and approval of the judge’s court, religious scholars, and the sultan. But
almost all interest-bearing transactions Jennings observes involved some
sort of ruse.”” The same was true in the seventeenth century in the impor-
tant commercial city of Bursa: interest ranging between 10 to 15 percent was
legal, but the parties primarily conducted such transactions via ruses.
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It is unlikely that most lenders actually resorted to such ruses. Numerous
scholarly works indicate that lip service paid to Islamic law - rather than the
actual undertaking of the ruse - prevailed throughout the Ottoman Empire.
For example, waqf (pious trust) trustees required borrowers to deposit a
pledge, suggesting that they lent at interest directly. Courts approved the
instruments used by the cash wagfs in Bursa, but their relatively constant
returns suggest that economic interest prevailed."

It was clearly possible to lend at interest without fear of punishment
throughout much of Islamic history. As long as the parties employed a ruse,
courts upheld the transaction should the borrower renege. Yet, the mere
fact that lending via ruse occurred between two individuals who knew each
other does not mean that this was conducive for the growth of larger-scale
organizations such as banks. In order for a court to uphold a ruse, the par-
ties actually had to go through with the ruse. It might have been possible for
friends or neighbors to avoid doing this, since social sanctions provided
a strong incentive to pay back loans between two parties that knew each
other. The same is not true of bigger organizations like banks, where lend-
ers know prospective buyers much less intimately. Having to actually go
through with a ruse with unknown relations for large sums of money makes
lending much more risky and costly. It meant a greater outlay of capital in
order to conduct the ruse, increased monitoring so that the borrower would
not renege before the ruse is complete, and much greater risk of default
should the ruse not actually occur. It also made taking deposits and openly
paying interest on those deposits next to impossible.

This could not be more contradictory to the essential elements of mod-
ern banking. Modern banks engage in some monitoring — they check credit
scores — but they have recourse should the borrower renege. Modern banks
accept deposits, which are attractive to depositors because of the interest
paid, and invest these deposits in more profitable pursuits - often loans at
interest to other bank customers. These activities were too risky or costly
for a medieval Middle Eastern financier to undertake. Hence, nothing akin
to a bank ever arose in Middle East indigenously. Not only were banks
capable of pooling resources nonexistent, but there is no evidence from the
medieval period that there were individuals whose exclusive occupation
was banking. Many of the elements commonly associated with Western
banking were simply absent in the medieval and early modern Middle East.
In its absence, lenders extended credit primarily via partnerships, which
remained small both in terms of size and capital outlay."*

The data cited above provide further evidence of the lack of banking.
Jennings’s Ottoman data suggest that most loans were small, debtors were
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often poor, and lending was highly decentralized. Neither banks nor a class
of big moneylenders existed; individuals incurred 97 percent of all debts
and single individuals extended 99 percent of all credit.”” In Kuran’s (2013)
Ottoman data set, most loans were small and made either by individuals
or cash wagfs. The cash wagqf was an Ottoman institutional innovation that
could have substituted for banks - but did not - and it thus warrants further
discussion.

The institution of the wagqf, or pious foundation, existed since the first
Islamic century. Originally, the assets of wagfs had to be immovable, but
this requirement was relaxed beginning in the eighth century and relaxed
even further during the Ottoman period in order to permit lending using
wagqf funds.'® These lending wagfs, or cash wagfs, functioned primarily in
the following way: the waqf manager distributed its endowed capital as
credit to a number of borrowers and spent the return of the investment on
social and religious purposes. The cash wagf founder earned returns with-
out violating the Shari'a ban on interest by lending via sleeping partnership
or legal ruse.”

Leading jurists did not always grant approval of cash wagfs. Because they
earned income primarily through interest-bearing loans, cash wagfs pro-
voked controversy. Yet, as the cash waqf became customary and essential
to financial dealings, jurists were more willing to accept their validity. An
episode known as the “cash wagf controversy,” which ensued throughout
much of the sixteenth century, secured their ultimate acceptance. The con-
troversy reached a peak in 1545 after a jurist issued an opinion opposing the
cash waqf, which by this time was well established. The Grand Mufti Ebu’s-
suw'ud countered this opinion, and his opinion carried the day. Ebu’s-su’ud’s
ultimate concern was not with juristic texts, but with what was in popular
usage and for the welfare of the people, which clearly entailed maintaining
cash wagfs."*

This episode suggests that Islamic law was flexible in responding to over-
whelming demand for an “anti-Islamic” action. But this response — the cash
wagqf - is also indicative of the limitations set by the broader political econ-
omy equilibrium where religious authorities legitimized rulers. During
the reign of Bayezid II (1481-1512), the number of cash wagfs in Istanbul
increased steadily: in 1505, more cash wagqfs than land wagfs were estab-
lished, and by 1533, the cash wagfbecame the rule, not the exception.”” The
popularity of cash wagfs was due not only to the lack of banks and other
alternatives able to meet the demand for interest-bearing loans but also to
idiosyncrasies of cash waqfs themselves. Where jurists approved them, they
allowed moneylenders to operate within Islamic law.** On top of the lip
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service paid to the Sharia by the wagf manager, cash wagqfs were insulated
from the charge of sinfulness though their inclusion in the waqf system,
which imbued them with a certain level of sacredness. Yet, this feature also
meant they were much more rigid than Western banks, since managers had
to spend wagf returns on prespecified social and religious purposes. While
these investments may have done a great deal of good for society, they
forced wagqf managers to invest funds in an inefficient manner, since they
could not reroute funds to the most profitable opportunity. On top of this,
wagqf law prevented cash waqfs from expanding their business and branch-
ing out, since they were required to spend their proceeds on prespecified
purposes rather than reinvesting them in the wagqf. This meant that a pro-
cess where growth begat growth was stifled, and cash wagfs remained small.
Cash wagqfs therefore never grew into anything remotely resembling mod-
ern banks. Such a process did occur in Western Europe, however, due to the
different incentives associated with lending at interest that evolved during
the Commercial Revolution of the tenth—fourteenth centuries.

History of Christian Interest Restrictions

There are many similarities between Islamic and Christian interest histo-
ries. Both religions prohibited interest in the premodern period, although
its prohibition was not originally part of Christian doctrine. Prior to the
fourth century, the Church had very little to say on the issue of interest.*'
Doctrine espousing the “evils” of lending at interest existed in the early
Judeo-Christian tradition, but there was no explicit prohibition of interest
in the New Testament. Widespread denunciation of interest commenced
in the early fourth century, with a number of Church councils and syn-
ods declaring it a mortal sin. Synods in Elvira (306), Arles (314), Carthage
(345-348), Laodicea (372), Hippo (393), Arles (443), and Tarragona (516)
all prohibited usurious lending by the clergy, although as a general rule
it was prohibited to all Christians as a moral duty.” The true watershed
moment came in 325, when an anti-interest canon was included in the first
Ecumenical Council at Nicaea. Unlike smaller synods that only applied
to particular regions, this council formulated creeds that were universally
binding, thus establishing the sinfulness of taking interest throughout all of
Christendom.”

Between the fifth-century decline of the Western Roman Empire and
the onset of the Commercial Revolution in the late-tenth century, com-
merce was limited, and most loans were taken for consumption. As
a result, there was little need for the Church to reconsider the interest
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prohibition. Secular authorities - including Charlemagne - generally sup-
ported the Church’s ban on all forms of interest. The economic environ-
ment changed, however, with the onset of the Commercial Revolution.
As trade revived in Europe, investment lending became more impor-
tant: medieval historian Robert S. Lopez suggests that “unstinting credit
was the great lubricant of the Commercial Revolution.”** Much as in the
Middle East, this meant that interest restrictions became an impedi-
ment to economic growth. Political and religious authorities were thus
faced with the conflicting goals of promoting economic development - of
which they would certainly take their share - and maintaining legal and
doctrinal consistency.

Middle Eastern religious authorities responded to a similar situation in
the first four Islamic centuries by permitting evasions that did not conspic-
uously fly in the face of doctrine. The Church chose the opposite approach,
at least initially, by strengthening the interest ban in the twelfth and thir-
teenth centuries. The Church issued decrees at the Second, Third, and
Fourth Lateran Councils (1139, 1179, and 1215) that proscribed excom-
munication for usurers, refused usurers burial in Christian grounds, and
interdicted usurers’ offerings.”” The Church strengthened restrictions in the
late twelfth century, when Popes Eugene IIT (1145-1153) and Alexander III
(1159-1181) disallowed the mortgage, closing an important loophole used
in evading the ban. Alexander IIT and Urban III (1185-1187) established
that it was the intent of the transaction and not its form that determined
guilt. In 1234, Pope Gregory IX (1227-1241) issued his Decretales, which
forever classed usurers as infames (making them ineligible to hold public
office, honors, or to testify in court), commanded princes to expel usurers
from their realms, forbade landlords from renting property to usurers, and
invalidated the wills and testaments of usurers.” Put simply, throughout
the twelfth and thirteenth centuries, the Church’s “campaign against usury”
crystallized into a staunch prohibition in any form, and the moneylender
was linked with the worst type of evildoer.

Despite these condemnations, a growing number of secular rulers per-
mitted moderate interest in the thirteenth century, enacting laws that
merely capped the legal interest rate. Several rulers at least partially pro-
mulgated these laws for personal reasons. Many needed access to credit,
which was often obtained through forced loans. Such loans, which were
known in Venice, Genoa, Siena, and Florence since the thirteenth century,
were incontestable and received relatively small interest.”” Larger loans to
secular princes were risky and default was common, and this was reflected
in the interest rate they received.
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Rulers throughout Western Europe granted permission to Jewish lenders
and select groups of Christian pawnbrokers to lend at interest. The most
famous Christian moneylenders were the lombards, who spread through-
out Europe in the middle of the thirteenth century. Being from Lombardy,
they were foreigners wherever they practiced and were required to obtain
charters from local magnates. In Bruges, the first charters granted to the
lombards in 1281 explicitly stipulated that interest was not permitted
under the penalty of heavy fines. However, this fine was only payable once
a year regardless of the number of transgressions - a clear indication that
the grant was permitting, not prohibiting, interest.” This stipulation was
dropped a mere twenty-five years later; in 1306, municipal accounts stated
that lombards were allowed to lend at a weekly rate of 2d. a pound per
week (435 percent per annum) and not higher. Interest caps of 43% percent
per annum were not unique to Bruges, but were ubiquitous throughout
Western Europe, including the rest of the Low Countries, Northern France,
Western Germany, Castile, and Aragon. Throughout Western Europe, fines
paid by pawnbrokers to local rulers turned into regular license fees, which
were an important source of revenue that often left moneylenders with little
net profit. In return, rulers enforced and upheld the pawnbrokers’ monopo-
lies and provided other legal protections and services.?” Table 4.1 includes a
sample of such interest laws from the thirteenth-fifteenth centuries.

Despite being legal in most locales, open lending at interest was still
explicitly prohibited by the Church. It is thus not surprising that European
lenders, like their Middle Eastern counterparts, found alternative mecha-
nisms for extending credit. Early alternatives arose for legitimate purposes.
Examples include partnerships (societas or commenda) and the census (or
rente), an annuity on a fruitful good. These contracts had features similar to
interest-bearing loans and grew deeply embedded in commercial relations.

The societas presented the first real problem for Christian bishops and
theologians since one could profit from a partnership solely by risking capi-
tal. This problem was resolved over a long series of discussions between
1270 and 1450, when the societas was justified as legitimate within the con-
text of Christian thought, with risk employed as grounds for the reward.
The Church did not extend this justification to interest-bearing loans in
general, however; it only accommodated the societas, which by this time
was essential to commerce. Likewise, the census was eventually justified by
religious authorities as legitimate within the context of Christian thought.
The census was like an annuity and was a normal form of long-term invest-
ment in landed properties for both nobles and peasants, especially in
France and Italy.”® As the money economy blossomed, borrowers converted
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Table 4.1 Interest Laws in Late Medieval Western Europe
Location Date(s) Law

Legal maxima, general laws

Catalonia

Venice
England
Aragon
Cordova
Seville
Murcia
Florence

France

London

10th century; 1235

12th—14th centuries
12th-15th centuries
1241

1241

1250

1266

1345-1346

1349

1363

Legal maxima, pawnshops

Milan
Verona
Sicily
Modena
Genoa
England
Provence
Germany

Bruges
France

Lombardy
Burgundy
Florence

End of 12th century
1228

Mid-13th century
1270

13th century

13th century

13th century
13th-14th centuries

1306, 1404, 1432
1311, 1361

1390
End of 14th century
15th century

10th century: legal max rate of 12.5%

1235: Christians permitted to lend at 12%

Loans at 20% customary, courts enforced
rates between 5-12%

Only immoderate interest subject to
persecution

Jews and Moors limited to 20%, Christians
limited to 12%

Legal max rate of 12.5%

Legal max rate of 12.5%

Legal max rate of 12.5%

All usury persecution ceased following a
financial crash

Interest up to 15% authorized for fairs at
Champagne and Brie

Usury prosecution became sole jurisdiction
of civil authorities

Legal max rate of 15%

Legal max rate of 12.5%

Legal max rate of 10%

Legal max rate of 20%

Legal max rate of 15%

Legal max rate of 43%:%

Legal max rate of 300%

13th: legal max rate of 173%; 14th: legal
max rate of 43%%

Legal max rate of 43%:%

1311: legal max rate of 20%; 1361: legal
max rate of 86%

Legal max rate of 10%

Legal max rate of 87%

Legal max rate of 20%

Reprinted from Explorations in Economic History, Vol. 47, No. 2, Jared Rubin “Bills of Exchange,
Interest Bans, and Impersonal Exchange in Islam and Christianity”, pp. 213-227, 2010, with permis-
sion from Elsevier. Sources for the table are de Roover (1948, p. 104), Lane (1966, p. 61-63), Cipolla
(1967, p. 65), Gilchrist (1969, p. 112-113). Grice-Hutchinson (1978, p. 36-41, 48), Helmholz (1986),
Le Goff (1988, p. 72), Homer and Sylla (1991, p. 97, 103, 110), and Gelpi and Julien-Labruyére (2000,

p. 27).
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payments into cash, and the census resembled an interest-bearing loan with
rates generally ranging from 4 percent to 10 percent.’’ Pope Innocent IV
declared them legitimate in 1251, but the Church did not fully resolve this
issue for two more centuries. The Church eventually crafted justifications
for its use within the context of Christian thought, although it only applied
the justifications to the census, which had become so customary that “no
one could recall a contrary practice”*

The societas and the census were justified due to their widespread use
and their commercial necessity. This does not mean that they were “ruses;”
like Islamic hiyal, employed to deliberately evade the interest ban. These
transactions entailed costs and risks that likely eliminated most potential
profits for those using them for anything but their natural purpose. Yet the
arguments justifying the societas and the census were important in molding
Christian interest theory. The Church later employed these arguments to
expand the set of permissible transactions.

As commerce expanded even further in the thirteenth and fourteenth
centuries, with Venetian and Genoese merchants conducting business
in the Mediterranean and throughout the continent, it was increasingly
apparent that the Church’s interest restrictions had a practical effect on
commerce. This was manifested in the methods employed by lenders to
evade the interest ban. Unlike the societas and the census, which could
be employed for legitimate purposes, lenders began employing financial
instruments whose main purpose was circumventing the ban. One exam-
ple is the triple contract, which consisted of three different types of trans-
actions: a contract of partnership (societas), insurance on the principal of
the partnership, and a contract where one sold an uncertain future gain for
a lesser certain gain. Each individual contract was valid, but when com-
bined, simulated a risk-free loan. Other examples include the mortgage,
dry exchange, and fictitious sales. These contractual forms were eventually
justified by Christian religious authorities, often by resolving them into
other, lawful contracts. Churchmen permitted these practices by appeal-
ing to theoretical concepts such as lucrum cessans (literally “profit ceasing,”
a pre-Adam Smith term for the opportunity cost of lent money), dam-
num emergens (loss occurring due to not having lent money), and interesse
(originally a penalty paid for late repayment), all of which quickly gained
currency in theological circles and presaged the Church’s official relaxation
of the ban.*

A final blow to anti-usury doctrine occurred at Lateran V (1512-1517),
when the Church officially sanctioned the monte di pietd, or pious pawn
bank. Montes were originally charitable, religious institutions, introduced
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by the Franciscans Perugia and Orvieto in 1462, that collected funds to
provide loans to the poor.** As public pawnshops, montes were fashioned to
help the poor gain credit while protecting Christians from the sin of usury,
charging interest of up to 15 percent to cover costs. This rate was well below
the one offered by other pawnbrokers, but still high enough to receive con-
demnation from the Church. The montes spread quickly throughout much
of Europe - there were eighty-seven in Italy alone - before the Church
sanctioned them at Lateran V. The montes, being the first institutions that
lent openly at interest that the Church sanctioned, brought about the virtual
disappearance of publicly licensed pawnbrokers and became a vital source
of consumption loans for the poor. Indeed, a study by Luigi Pascali (2016)
suggests that the increased access to credit afforded by the montes had an
effect that has lasted to the present day — those areas with montes in the past
currently have more banks per capita and wider availability of credit.”

Explaining Differences in Islamic and Christian
Interest Restrictions

At first blush, the differences in Christian and Islamic interest restrictions
seem rather innocuous. In both Western Europe and the Middle East, lend-
ers were able to get around interest restrictions using ruses or complicated
financial instruments sanctioned by religious authorities. But the details of
these histories highlight many aspects of the more general differences in the
paths these economies took. One obvious parallel is that the early vibrancy
of Islamic legal interpretation coincided with the rise of Middle Eastern
economies. And, at some later point, both Islamic legal theory and eco-
nomic performance stagnated. But why were Islamic interest restrictions
never fully alleviated? Why did Islamic legal theory on interest stagnate,
and what can this tell us about the broader economic performance of the
Middle East?

The framework employed in this book indicates that a Muslim lender
had to weigh three factors before deciding to transact: the total profit
available under each type of transaction, secular penalties (primarily the
nonenforceability of the contract), and otherworldly penalties. Given the
“double penalty” — worldly and otherworldly — from undertaking any type
of transaction that blatantly violated Islamic law, lenders had incentive to
incur transaction costs via hiyal, which allowed them to cohere to Islamic
law. There was little incentive to further push the envelope of what was per-
missible. In most cases, the additional benefits of lending openly at interest
were simply not large enough to overcome the costs of doing so.
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There were, therefore, two primary forces affecting the demand for
change in interest restrictions. The first consisted of underlying economic
conditions: where profitable opportunities for large-scale investment were
available, demand for interest-bearing loans was higher, and thus demand
for relaxation of restrictions was greater. The second force was the costs —
worldly and otherworldly - of lending. The presence of the “double cost”
jointly imposed by rulers and religious authorities throughout most of
Middle Eastern history dominated the benefits of transgressing the restric-
tions. The upshot was that there was little demand for changes in anti-
interest laws and policies.

Lenders’ actions made up only part of the broader equilibrium in which
Islamic interest theory stagnated. Another key component was that Muslim
rulers had little incentive to permit anything beyond what religious author-
ities permitted. Muslim rulers faced a dilemma with respect to legalizing
interest. On the one hand, they stood to gain if they permitted lenders to
openly take interest. More rapidly flowing commerce would increase their
tax base, allowing them to propagate their rule while relying less on legit-
imacy provided by the religious elite. But the cost of openly permitting
interest was enormous, since the legitimacy of their rule depended on their
compliance with Islamic law. Islamic doctrine states that good Muslims
should follow rulers who act in accordance with Islam, and rulers who do
not should be overthrown. Hence, rulers were happy to permit actions that
did not blatantly violate Islamic law, but not permit anything beyond this.
The optimal solution for most Muslim rulers was clear: permit what reli-
gious authorities permitted and no more.

Meanwhile, Muslim religious authorities stood to gain from permitting
actions that the citizenry frequently practiced. If people viewed the religious
elite as ineffectual in their ability to affect lending at interest, this could have
spilled over into their ability to dictate views on marriage, inheritance, or
political power. Yet, religious authorities stood to lose their power to legiti-
mize if they suddenly and dramatically reinterpreted doctrine: a primary
source of authority in both Islam and Christianity is the clerical monopoly
on eternal truths. Given these conflicting motivations — one pushing toward
reinterpretation and the other toward conserving the past - it was in the
religious authority’s interest to find some middle ground. And since neither
lenders nor political authorities pushed the envelope of what was permis-
sible too far, religious authorities had incentive to permit ruses (hiyal) that
had become customary, but nothing else. Why would the religious estab-
lishment undertake a costly reinterpretation of doctrine when nobody was
asking for it?



90 Rulers, Religion, and Riches

Put simply, in the absence of a demand for change in interest restrictions
by lenders and merchants, rulers and religious authorities had no desire to
relax these restrictions. These forces reinforced each other, leading to a sit-
uation where none of the relevant parties desired a full relaxation of interest
laws. Of course, it was possible that some outside event could have sparked
demand for interest-bearing loans among merchants, which would have in
turn altered the decision-making calculus of all of the relevant parties. The
point, however, is that the self-reinforcing nature of this equilibrium meant
that the bar for such an event was high.

The relationship between interest history and the more general economic
history of the Middle East is clear. Commerce and trade flourished in the
first four Islamic centuries, with Islamic doctrine readily accommodating
the pressing needs of the day. The same is true for Islamic interest doc-
trine. The set of permissible hiyal expanded rapidly in the first few Islamic
centuries as Muslim clerics accommodated the desires of lenders. At some
point, Islamic reinterpretation of interest restrictions slowed without inter-
est ever fully permitted. The stagnation of interest doctrine paralleled the
broader stagnation of Islamic thought highlighted by the “closing of the
gate of ijtihad” The ensuing equilibrium was one that was associated with
little endogenous institutional change: religious legitimacy remained vital
in most Islamic polities, and endogenous factors were unlikely to under-
mine the status quo.

These outcomes contrast with those found in Western Europe, where the
legitimizing relationship between political and religious authorities changed
dramatically in the late medieval period. Perhaps the oddest fact that can
be accounted for within this framework is that interest restrictions were
maintained in Christianity in the twelfth and thirteenth centuries. On the
surface, the rationale for the Church’s attitude is not obvious — why would
the Church maintain the prohibition just as access to credit was beginning
to lubricate commerce?

Prior to the Commercial Revolution, most loans were taken for
consumption purposes, and interest restrictions barely hampered the
economy. It was only after commercial opportunities began to grow
in the late tenth century - and to a much greater extent at the height
of the Commercial Revolution in the twelfth and thirteenth centuries —
that restrictions on interest became detrimental. The growth of com-
merce thus changed the incentives faced by Western European rulers.
As alternatives to interest became more widely employed, rulers had
greater incentive to legalize moderate interest, which they did through-
out the continent (see Table 4.1). Unlike in the Middle East, where the
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benefits to legalizing interest were outweighed by the costs associated
with the loss of religious legitimacy, the legitimizing relationship was
much weaker in Western Europe. The costs of permitting interest were
therefore not nearly as great. Western European rulers responded to the
growth of commerce by relaxing interest regulations in spite of religious
condemnation.

With so many individuals flagrantly violating the Church’s dictates, its
capacity to legitimize was undermined. As more profitable commercial
opportunities became available, merchants further evaded the Church’s
dictates and sought further protection from secular authorities. This pro-
vided all the more incentive for rulers to legalize interest — and enact other
pro-commercial measures — while it further decreased the importance of
religious legitimacy. Hence, the Church’s loss of power vis-a-vis secular rul-
ers was both a cause and a consequence of the rise of commerce and the
resulting interactions between the economic and political elite.

The Church’s initial reaction to its reduced role in propagating rule was
to attempt to change the justification for Christian kingship and thereby
reaffirm its role in propagating rule (see Chapter 3). Beginning in the
late eleventh century with Pope Gregory VII (r. 1073-1085) and lasting
through the middle of the thirteenth century, the Church - for the first
time - claimed the rights to bestow kingship and depose rulers. These
claims occurred precisely at the time the Church strengthened its anti-
usury stance. This makes sense in the context of the framework proposed
in this book. Since the Church was attempting to bolster its capacity to
propagate rule, it would have been foolish for it to simultaneously rein-
terpret its doctrine. This would have undermined belief in the eternalness
of Christian doctrine, which is a key component affecting its capacity to
legitimize.

The ultimate failure of the Church to alter the justification for Christian
kingship affected its position on lending at interest. The logic of the frame-
work suggests that the Church should have relaxed interest restrictions only
after its legitimizing power was undermined. And indeed, it was only after
the importance of the Church’s capacity to legitimize rule eroded in the
mid-thirteenth century that political authorities relaxed their restrictions,
and the Church followed suit over subsequent centuries. The “campaign
against usury” halted in the late fourteenth and fifteenth centuries, and the
Church slowly began to permit alternatives to interest thereafter.

In comparison, commercial pressures to relax interest restrictions existed
earlier in the Middle East than in Western Europe. Hence, the initial relax-
ation of interest restrictions happened earlier in the Middle East. Yet, due
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to the greater importance of religious legitimacy in the Middle East, interest
restrictions were never fully alleviated in Islam, and the endogenous pro-
cesses that eventually undermined both Christian interest restrictions and
more generally the Church’s capacity to legitimize rulers never occurred in
the Middle East.

This logic helps explain why interest restrictions were ultimately relaxed
in Western Europe but not in the Middle East. These histories also draw
attention to the more general differences in propagating arrangements
between the two regions and the resulting economic outcomes therein. It
is now worthwhile to turn back to the puzzle posed at the beginning of this
chapter: Why did a banking system never arise indigenously in the Middle
East? Did the diverging paths of interest restrictions in the Middle East
and Western Europe play a role in encouraging banking in the latter but
not the former? While it is difficult to imagine a Western banking system
without interest, it is also true that interest restrictions were easily evaded in
both regions throughout history. So, how did interest restrictions stifle the
growth of Middle East banking, if at all?

Path-Dependent Consequences

Ultimately, modern banking and financial operations emerged in Western
Europe, while at the same time Middle Eastern lending remained largely
confined to known relations. How did it come to this? It is by no means
obvious that interest restrictions had anything to do with the divergence in
financial institutions in the two regions: lenders easily evaded the restric-
tions in both regions, and lending at moderate interest was common as long
as they employed some ruse. While it is well outside the scope of this book to
trace the entire history of modern banking in Western Europe - this would
take many volumes — comparing how bills of exchange evolved in the two
regions sheds light on some of the dynamic consequences of interest restric-
tions. Bills of exchange were an important financial instrument in Western
Europe - Edwin S. Hunt and James M. Murray describe them as “the most
important financial innovation of the High Middle Ages”*® An instrument
very similar to the bill of exchange, the suftaja (plural safatij), was widely
employed in the medieval Middle East. The fact that similar — but different -
instruments existed in the two regions allows for an analysis of the more
general forces affecting the divergence. What were the differences between
these instruments? Why did they differ? What effect did this have on long-
run economic outcomes, especially in relation to the growth of Western
banking?
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European bills of exchange were debt instruments issued in one place and
remitted in another, in a different currency payable at the market exchange
rate quoted in the locale of issue with a stated maturity corresponding to
a duration between one and six months. Bills of exchange worked as fol-
lows. A lender bought a bill for ready cash from a borrower, who drew on
one of his correspondents abroad. At maturity, this correspondent paid an
amount in a different currency to the lender’s correspondent. They origi-
nally emerged to help facilitate trade. They enabled merchants to avoid the
costs (armed guards) and risks (robbery) associated with moving specie.
Such costs were far from trivial - for example, the charge for moving bul-
lion from Naples to Rome ranged between 8 percent and 12 percent of the
cargo's value.”” Bills of exchange also enabled much quicker movement of
funds. For example, it took twenty-one days to deliver coins collected in
Rouen to Avignon, whereas a courier could deliver a bill in eight days.*

The Genoese used the earliest bills of exchange in the mid-twelfth cen-
tury, but bills did not become widespread until the following century
when merchants at the Champagne fairs began to use them regularly. They
became ubiquitous in subsequent centuries, primarily in Italy, evolving into
financial instruments that enabled lenders to make profits via differences in
exchange rates.”” Lenders were able to make profits by having their corre-
spondent take the proceeds of a freshly remitted bill and buy a new bill, pay-
able in the lender’s homeland, from another borrower. Because the second
transaction took place in a distant land, the lender purchased the second bill
at a different exchange rate than the first one. The rate differential permit-
ted lenders a chance to profit on exchange transactions.”’ To see how this
works, consider the following hypothetical modern exchange transaction.
Say that a bill purchased in London and redeemable in Florence is avail-
able at a rate £1:0.5€, while a bill purchased in Florence and redeemable in
London is available at a rate 1€:£3. One could buy a bill in London for £100
and remit it in Florence for 50€, then use this 50€ to buy a bill that yields
£150 in London, generating a 50 percent profit. Likewise, one could start
by buying a bill in Florence for 100€ and remit it in London for £300 then
use this £300 to buy a bill that yields 150€ in Florence - also a 50 percent
profit.*!

Medieval Middle Eastern merchants also employed long-distance credit
instruments. These included transfers of debt (hawala), orders of pay-
ment (sakk and ruga),”” and bills of exchange (suftaja). Safatij existed since
at least the eighth century CE, well before European used similar credit
instruments.* Safatij were written obligations issued by and drawn on well-
known merchants, with the feature (unlike European bills) that repayment
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occurred in the same type of currency paid to the issuing agent.** Like
European bills of exchange, safatij were generally employed in trade but
were also used for other purposes. For example, the Abbasid financial
administration used safatij to transfer funds between provincial treasuries
and Baghdad, subjects paid bribes to officials via safatij, and tax farmers
used safatij to pay the royal treasuries. Safatij were widely employed and
enforced throughout the Ottoman period, where they facilitated trans-
actions between Anatolia, the Aegean islands, Crimea, Syria, Egypt, and
Iran.®

Unlike European bills of exchange, which involved four parties, safatij
involved only three parties and worked as follows. A lent a sum of money
to B in return for a suftaja, which was given to C, who resided elsewhere
and paid A the same sum in the same currency. A typical suftaja read as
follows: “Abu Mansur asked me to take from him 25 dinars and 2 qirats,
which I did and for which I wrote him a bill drawn on you”* Safatij were
neither transferable nor negotiable and were immediately redeemable upon
presentation. The issuer (borrower) charged a fee, which was sometimes
significant but could be as low as 1 percent of the suftaja’s value. If the agent
on whom the suftaja was drawn delayed payment, he incurred a steep pen-
alty that the suftaja holder could claim if not paid via lawsuit in an Islamic
court.”

Like European bills of exchange, safatij were written documents that
extended credit and helped merchants avoid risk in transport. However,
unlike European bills, safatij did not involve a currency exchange - the bill
merely permitted merchants in one region to make payments in the same
currency in another region. While some Muslim jurists permitted safatij,
they forbade lenders from profiting on the exchange transaction itself.*®
Instead, only borrowers could profit from dealing in safatij (through the
issue fee).

The bill of exchange differed in the Middle East and Western Europe
largely because lending at interest was legal in the latter, even if the Church
did not recognize the validity of bills until the fifteenth century. Because
Western European lenders could make an enforceable return on exchange
transactions, they were encouraged to employ bills of exchange as substi-
tutes for guaranteed interest-bearing loans, in turn avoiding religious and
social sanctions associated with manifest usury. Indeed, bills of exchange
became a widespread financial instrument in the late thirteenth and early
fourteenth centuries, soon after secular rulers relaxed interest restrictions.
On the other hand, both rulers and religious authorities forbade Middle
Eastern lenders from profiting on the exchange transaction itself, and safatij,
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where legal, remained confined to their original purpose: facilitating long-
distance transport without the use of specie. While profiting from exchange
transactions was legal in Islamic law - otherwise, money-changing would
not have been a viable profession - Muslim religious and political authori-
ties forbade profiting from exchange in conjunction with lending.*’ Islamic
law considered profit beyond fees stemming from exchange transactions to
be usurious. Wealthy lenders could not profit by using instruments similar
to European bills of exchange, as such transactions were voidable in Islamic
courts.

This raises the question: Why did Islamic religious authorities not cre-
ate a hila by which Muslim lenders could use safatij to profit from differ-
ences in exchange rates? There are two reasons why jurists never formulated
such a hila. First, although safatij and exchange transactions were both licit,
combining them would have entailed the creation of an illicit instrument,
as its sole purpose would have been to make a usurious gain. This is differ-
ent from the double sale, which combined two licit but separate transac-
tions. Secondly, one could then ask: Why did Islamic authorities not set
up a hila that simulated a European bill of exchange yet kept the suftaja
and exchange transactions separate?”’ If there were differences in exchange
rates in places A and B, then this could give a low-risk profit to the lender,
as it did in Europe. However, this series of transactions would also have
been illicit under Islamic law. The reason is that where clerics permitted
the suftaja, they permitted it only as an instrument of trade.’! Islamic jurists
were suspicious of the suftaja due to its usurious nature; hence, they forbade
any use of the suftaja outside of facilitating trade. Unlike the double sale,
which followed the letter but not the spirit of the law by combining two licit
transactions, such a transaction would not have followed even the letter of
Islamic law, as it would have turned the suftaja into an illicit instrument.*

The upshot is that the additional element of currency exchange associ-
ated with European bills - but not Middle Eastern bills — allowed wealthy
European lenders to profit from the exchange transaction. Since this profit
derived from two transactions that exploited variations in exchange rates
in different cities, lenders who purchased bills of exchange were necessarily
involved in interregional commerce with multiple agents. This seemingly
innocuous element of Western European bills had important path depen-
dent consequences for the formation of Western European financial insti-
tutions. Specifically, it encouraged the formation of institutions capable of
supporting interregional finance. For instance, merchants in Florence and
Genoa organized fifteenth-century fairs in Lyons and Besangon, respec-
tively, in order to provide opportunities for credit transactions.”* More
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importantly, trade in bills of exchange facilitated the formation of interre-
gional organizational forms suited to impersonal lending, a process exem-
plified by the Medici enterprise.

Headquartered in Florence, the Medici “bank” expanded in the fifteenth
century into a decentralized matrix of partnership branches throughout
Europe, all dealing to some extent in interregional finance and bills of
exchange. The Medici House consisted of a series of partnership branches
that were separate legal entities, much like a modern-day holding com-
pany.” These branches all dealt in exchange operations. For example, in
the preamble of the Medici contract with the Bruges branch, which was
indicative, the purpose of the partnership was to “deal in exchange and
in merchandise in the city of Bruges in Flanders” To take advantage of
opportunities afforded by dealing in bills of exchange, branches of the
Medici banks acted as both principals and agents of other branches. The
Medicis had branches or correspondents in all of the major financial cen-
ters of Europe, allowing the network to stay informed of fluctuations in
exchange rates and money markets.*

The Medici “hub-and-spoke” system emerged as a response to the
incentives imposed on those dealing in finance. The profitability of bills
of exchange incentivized enterprises like the Medici bank to establish
interregional branches to take advantage of exchange rate differences and
capital scarcity, while at the same time diversifying portfolios to shield
against risk. In an era before credit scores and international finance
laws, these complex networks permitted capital-rich entrepreneurs in
Italy to invest in all of the major financial centers of Europe. Although
the Medicis conducted transactions primarily with semi-personal rela-
tions — those known to be good credit risks — the extension of the credit
network achieved by the branching system allowed less personal credit
relations to arise. From the viewpoint of the primary capital holders (the
Medici family in Florence), most financial activities were conducted with
unknown relations.

The branching system pioneered by the Medici enterprise was a key
step on the pathway to the emergence of the banking system in Western
Europe. Through branching, the Medicis focused capital more toward its
most highly valued use. If the capital-wealthy Florentine Medicis saw a
profitable opportunity for investment in Bruges, branching increased the
likelihood that they would invest their money there, since a branch partner
could verify the trustworthiness of the potential borrower as well as apply
financial sanctions (i.e., cutting off future funds) to a borrower who was late
in repayment. Indeed, the branch partner could make the Medicis aware of
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such an opportunity in the first place. In other words, the advent of branch-
ing was a key step on the path to impersonal finance - finance conducted
with previously unknown relations — which is one of the hallmarks of the
modern banking system.

Such institutions simply did not emerge in the Middle East, and most
exchange operations remained confined to personal interactions between
acquaintances and families.”” Without the element of currency exchange,
there was little incentive for wealthy lenders to employ safatij as an instru-
ment of finance. Instead, traveling merchants — not investors — remained
the primary lenders, and safatij remained relegated to facilitating trade.
Foreign agents were unnecessary as long as the borrower-banker had confi-
dence in his business partner, to whom he generally had some social or per-
sonal connection. Capital-rich Muslims could not earn returns by buying
safatij, so there was little incentive to establish networks dealing in safatij.”®

Numerous scholars have employed the widespread presence of interest-
bearing lending via ruse in the Islamic world as evidence that the interest
ban had no practical effect. The history of bills of exchange suggests, how-
ever, that such arguments suffer from focusing on first-order, micro-level
observations. It sheds light on an avenue through which religious interest
restrictions carried macro-level, path-dependent consequences - outcomes
that are not observable at any one point in time but can accumulate over
time on the margin. Employing Joel Mokyr’s terminology, this analysis
suggests that the interaction of the unraveling of interest restrictions with
Western European politico-legal institutions encouraged a series of finan-
cial “microinventions” — marginal changes that led, over time, to very dif-
ferent outcomes in the Middle East and Western Europe.”

The history of interest restrictions in Christianity and Islam helps focus
attention on numerous aspects of economic development in Western
Europe and the Middle East. In many ways, these histories parallel the more
general “reversal of fortunes” between the economies of the Middle East
and Western Europe that occurred over the thousand years following the
advent of Islam. Religious reinterpretation in favor of commerce was much
more vibrant in the Middle East than in Western Europe until the tenth
century or so, much as Middle Eastern economies were more vibrant than
Western European economies. Yet, also like the broader economic trends,
Western Europe caught up with the Middle East in relaxing interest restric-
tions sometime in the thirteenth or fourteenth century and was ahead of
the Middle East by 1600.

Interest restrictions form a microcosm of the economic trajectories that
evolved in Western Europe and the Middle East in the medieval period.
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Although focusing on interest restrictions shades our eyes from many
other important historical events affecting the economies of both regions,
it brings to light the consequences of one of the primary features dictating
medieval political life: the use of religious authority in legitimizing political
rule. The rest of this book suggests that interactions between political and
religious authorities explain quite a bit more than just the history of interest
restrictions, and that these interactions are at the heart of economic success
and stagnation.



Restrictions on the Printing Press

Around the year 2000, a number of Western entertainment outlets
published lists of the “most important people of the millennium.” These
lists were embarrassingly Western-centric — according to A&E?s list, Steven
Spielberg was more important than any Muslim and all but one person
from China (Mao Zedong) - but almost all of them had one thing in com-
mon: Johannes Gutenberg was either the most important person (according
to A&E, Life, and the Bio Channel) or among a handful of the most impor-
tant people. This places Gutenberg ahead of the most influential think-
ers (Newton, Darwin, Marx, Einstein), rulers (Genghis Khan, Napoleon,
Gandhi), and cultural figures (Shakespeare, da Vinci, Michelangelo) of the
last thousand years. Gutenberg was none of these. He was a capitalist inven-
tor known for only one invention: the movable-type printing press.’

The consensus on Gutenberg’s importance is reflective of the conse-
quences that printing had on European history. Gutenberg invented the
movable-type press around 1450 in the German city of Mainz, setting off
an information revolution. Much like the Internet in the early twenty-first
century, the press was the most important information technology of its
day, allowing for an unprecedented rise in the flow of information. Prior
to the press, literacy rates were low, books and pamphlets were extraordi-
narily expensive, and information took weeks or months to reach distant
locations. The primary bottleneck was the time it took to produce multi-
ple copies of documents. Small groups of intellectuals in monasteries and
universities reproduced longer treatises by a painstaking, labor-intensive
process, while hand-copiers reproduced shorter documents such as price
listings and short pamphlets. This meant that Europeans did not have a
number of things now taken for granted: few had access to books, and new
information was often old by the time it reached its recipients. The press
helped mitigate these problems, opening up access to ideas to a much larger
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swath of the population. The economic benefits of the press were obvious,
and it consequently spread rapidly throughout Western Europe. By the end
of the fifteenth century, most large cities in Europe had at least one press.

The direct economic effects of the spread of the printing press were far
from trivial. Jeremiah Dittmar (2011) analyzed hundreds of European cit-
ies and found that those that were early print adopters grew much faster
than the laggards, all else being equal. Since city growth is a primary indi-
cator of economic growth in the preindustrial world, this indicates that the
spread of printing had a positive impact on economic development. But
how did printing promote economic growth? For one, it facilitated a much
more rapid and widespread publication of price and exchange rate infor-
mation via news-sheets containing financial information. This resulted in
financial integration throughout many of the important economic cen-
ters of Western Europe, which in turn facilitated the establishment of new
trade routes’ and the more effective use of financial instruments such as
bills of exchange (see Chapter 4). Another link between the spread of the
press and economic growth was a rapid increase in the number of books
produced. Eltjo Buringh and Jan Luiten van Zanden (2009) estimate that
around 12.6 million books were printed between 1454 and 1500, compared
to around 10.9 million manuscripts produced in the millennium prior to
the press.’ In the century before the press, there was less than one book
consumed per 1,000 persons; by the end of the sixteenth century, 29 books
were consumed per 1,000 persons. As the numbers grew — by the end of
the fifteenth century, the biggest publishers regularly made print runs of
around 1,500 copies* — their price fell in tandem. On top of the large out-
ward supply shift following the diffusion of the press, technological changes
in the paper production process and the use of ink based on oil decreased
the price of books around 85 percent.’ This gave access to books to a much
larger part of the population and undoubtedly contributed to the immense
increase in European literacy between 1500 and 1800. No nation in Western
Europe had a literacy rate above 10 percent in 1500, but by 1800 it was
above 50 percent in Great Britain and the Netherlands, and between 20 per-
cent to 40 percent in most other parts of Western Europe.

The story of the spread of printing is interesting in the context of the
arguments made in this book due to one fact: despite knowing about the
press as early as the 1480s, the Ottomans did not permit printing in the
Arabic script until 1727. On the surface, it is not obvious why the Ottoman
sultan feared the press. Not only was there a potentially important industry
in books that was artificially suppressed, but printing could help integrate
markets through the spread of price information, spread news of important
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events to the far-flung reaches of the empire, or spread propaganda favor-
ing the sultan’s campaigns. Of course, rebels could have also used the press
for propaganda against the sultan, but as long as he had control over the
military, this was unlikely. These events raise the questions: Why did the
Ottomans forbid printing for so long? What, if anything, were the conse-
quences of the delayed acceptance of the press?

The framework espoused in this book can address both of these ques-
tions. To gain insight into why the Ottomans forbade the press, the frame-
work indicates that the following questions need addressing: Who benefited
from the suppression of the printing press in the Ottoman Empire? Did
they propagate the sultan’s rule? Were they important enough pieces of
the propagating regime to have their voices heard in the bargain over laws
and policies? The “dog that didn’t bark” also requires an explanation: if
the Ottomans blocked the spread of the press for three centuries, why did
European rulers not prevent the spread of printing? Were European rulers
hapless to prevent the spread of printing? Or were there deeply rooted dif-
ferences in means of propagation that incentivized European rulers to per-
mit the press while disincentivizing Ottoman rulers from doing the same?
This chapter proposes that such deeply rooted differences were precisely
why the two regions reacted differently to the printing press.

Early Printing in Europe

Within five years of Gutenberg introducing his invention, the first major
work employing the new technology, the Gutenberg bible, was available for
sale. By the end of the fifteenth century, 60 of the 100 largest European cities
had a press, and 30 percent of cities with population of at least 1,000 had a
press. The press was hardly concentrated in Gutenberg’s Germany: nearly
every nation had at least one press by the end of the century (see Table 5.1).
Perhaps more astoundingly, printers produced more than 27,000 works in
this period that are still in existence, and the actual number of works pro-
duced is likely quite higher.

Gutenberg and his assistants established the first print workshops in
Mainz and the surrounding area. They held a printing monopoly for about a
decade, before rivals printed a bible in Strasbourg in 1459.” The early print-
ers were either apprentices or business partners of Gutenberg in Mainz.
Due to the proprietary nature of the technology, there were significant bar-
riers to entry, the largest of which was the acquisition of metal type. The
process used to cast movable metal type required a specific combination of
alloys that remained a secret among a small group of printers.® This meant



102 Rulers, Religion, and Riches

Table 5.1 Number of Cities with Presses and Works Produced
by 1500, by Country

Current Country Cities with a Percentage of Works by 1500
Press by 1500 Cities with a Press
Austria 1 11% 84
Belgium 8 20% 808
Czech Republic 6 33% 63
Denmark 2 50% 6
Finland 0 0% 0
France 46 35% 5,766
Germany 51 32% 7,662
Ireland 0 0% 0
Italy 75 37% 9,881
Netherlands 13 34% 1,165
Poland 5 21% 27
Portugal 5 17% 29
Spain 28 30% 938
Switzerland 10 50% 877
United Kingdom 4 6% 398
Total 254 30% 27,704

Sources: Population: Bairoch et al. (1988); Press: Febvre and Martin (1958), Clair (1976),
British Library (2011); only cities with population > 1,000 considered.

that the printing “industry” was hardly competitive in its first few decades.
The few individuals with the training and knowledge to start a press domi-
nated early printing, and they had their choice of where to establish a press.
For these reasons, printing remained almost exclusively German in its first
few decades. By the 1470s, a small group of “printer-scholars” — educated
laymen who ran printing presses and edited manuscripts — controlled the
industry. The printer-scholars were often former priests or university pro-
fessors. At heart they were capitalists. Most of the early printers readily
moved to places where demand for books was the highest: first to major
commercial centers and then to university towns.” Printing expanded rap-
idly in the 1470s, particularly in Germany and Italy. Demand was likely the
highest in northern Italy, which was Europe’s wealthiest region at the time.
By the end of the century the press was in nearly universal use throughout
Western Europe (see Figure 5.1).

Table 5.1 revealed just how rapidly the press spread throughout Europe
in the fifty years after Gutenberg. By 1500, 254 European towns had presses,
accounting for about 30 percent of Western and Central European towns
with populations of at least 1,000. Presses were most abundant in the
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Figure 5.1 Print Cities by 1500 in Western and Central Europe

wealthiest regions of Western Europe - Italy, France (Paris was the largest
city in Europe at the time), and the Low Countries — as well as in Germany,
which had an ingrained print culture due to its early roots in Mainz and
the surrounding area. Even Spain, which had been the wealthiest region
in Western Europe while under Muslim rule until being superseded by the
northern Italian city-states during the Commercial Revolution, had presses
in 30 percent of its cities by the end of the century. Thirteen of the fifteen
largest print cities were either big cities by the standards of the day (i.e., had
populations of at least 20,000) or university towns (see Table 5.2). These fif-
teen cities accounted for 71 percent of books that have survived to the pres-
ent day. Evidently, while printers did spread throughout Western Europe,
many of them also concentrated in a few select cities.

Latin was the language of most books printed before 1500 (77 percent),
although many were printed in local vernaculars, including Italian
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(7 percent), German (4-6 percent), and French (4-5 percent). Religious
works were the most popular, making up about 45 percent of all early
books published, with the bible by far the biggest seller.”’ This should not
be surprising, as most literates of the time were churchmen. The Church
was one of the biggest early customers of printing. It used the press to print
ordinances, works of popular piety, bulls, propaganda for its anti-Turkish
crusade, and indulgences. Local churches also demanded books for church
services.!" Numerous monasteries welcomed printers to their quarters,
and printers found a large market for religious works in small Italian cities.

Another important source of demand came from merchants, who desired
books of mathematics. The first known printed book of mathematics in the
West, the Treviso Arithmetic, was printed in 1478, and the works of Euclid
first appeared in Venice in 1482."? Northern Italians printed most of the
early mathematical treatises, as this is where merchant activity was greatest
and thus demand for such works the highest. The book dedication of a 1519
Portuguese edition of Euclid reflects the importance of printed works to
merchants: “T am printing this arithmetic because it is a thing so necessary
in Portugal for transactions with the merchants of India, Persia, Arabia,
Ethiopia, and other places discovered by us”"?

There were some attempts by authorities to slow the spread of printing or
control what was printed. In particular, the Church attempted to control the
spread of books that challenged its interests. In 1479, Pope Sixtus IV per-
mitted the University of Cologne to censure printers of what they deemed
heretical books. This presaged Church policy over the next century: the
papacy issued bulls authorizing excommunication and universal censorship
in 1487 and 1501, and Pope Leo X issued a bull that forbade the publica-
tion of any book without the Church’s permission.'* The Church repressed a
number of heretical books during the Spanish Inquisition of the 1490s, and
it published the Index Librorum Prohibitorum (“List of Prohibited Books”)
in 1559. It also had French publishers of Protestant literature executed.
Monarchs likewise prohibited certain types of books. Henry VIII published
a list of banned books as he tried to install the Reformation in England in
the 1530s, and in 1538, England prohibited the importation of books written
in English. Special interests such as the Stationers in England, to whom the
king granted a monopoly on printing throughout the kingdom, were also
able to block some aspects of printing, sometimes violently."” Yet, print-
ers were easily able to evade most censorship by assuming pseudonyms,
falsifying the place of publication, or publishing “pocket books” that were
easily concealed from censors. In the end, censorship was rather impotent
in Europe, and printers printed books with little fear of retribution.
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Table 5.2 Biggest Print Cities before 1500

City Number of Population University
Works by 1500 in 1500 by 1500

Venice 3,485 100,000 No
Paris 2,701 225,000 Yes
Rome 1,886 55,000 Yes
Cologne 1,488 45,000 Yes
Leipzig 1,324 10,000 Yes
Lyons 1,320 50,000 Yes
Augsburg 1,195 30,000 No
Strasbourg 1,115 20,000 No
Milan 1,065 100,000 No
Nuremberg 1,017 38,000 No
Florence 765 55,000 Yes
Basel 746 10,000 No
Deventer 598 7,000 No
Bologna 530 50,000 Yes
Antwerp 423 30,000 No
Total 19,658

% of Total 71.0%

Source: British Library (2011).

Printing Regulations in the Ottoman Empire

In 2012, I published two papers with economists Metin Cosgel and Thomas
Miceli,'® which addressed the puzzle posed at the beginning of this chap-
ter: Why did the Ottomans suppress the printing press for nearly 250 years
despite knowing about it as early as the 1480s? To understand our answer
to this puzzle, some historical context is necessary.

The Ottomans first knew of the printing press during the reign of
Bayezid II (r. 1481-1512). According to a widely known, yet debated,
version of events, Bayezid II issued an edict in 1485 banning printing in
Ottoman Turkish.'” His son, Sultan Selim I, renewed this edict in 1515. The
decree stated that “occupying oneself with the science of printing was pun-
ishable by death”'® The effect of this edict was clear well over a century
after its enactment: in the seventeenth century, the Hungarian Ottoman
chronicler Ibrahim of Pec explicitly wondered why books in the Arabic and
Ottoman Turkish languages were not available."

By all accounts, the ban on printing applied only to Muslim subjects
printing in the Arabic script, which was both the official script of all Islamic
doctrine as well as the script of the Ottoman Turkish language. Religious
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minorities were free to set up presses, so long as they printed works on
non-Islamic topics and in a non-Arabic script. Thus, the Ottomans allowed
Jewish immigrants from Spain and Portugal to establish a press in Istanbul
in 1493, and they soon published the Torah and other religious and secu-
lar texts in Hebrew characters. Armenians established a press in the 1560s,
printing books in the Armenian alphabet with fonts brought from abroad,
while a Greek Orthodox monk brought the first Greek printing press to
Istanbul in 1627.° In 1610, Tunisian Christians in the city of Quzahiya
printed the Psalms of the Old Testament in Arabic (using the Syriac type).*!

It was not until 1727 that an Ottoman sultan gave explicit permission
to a subject to establish a press capable of printing in the Arabic script.
A Hungarian Muslim convert named Ibrahim Miiteferrika went into busi-
ness with his partner Sa’id Efendi, and they received an edict giving them
explicit permission to print in Arabic as long as religious works were not
printed. Their first works were practical in nature, including maps, gram-
mar books, and dictionaries.” But their press only printed seventeen works
in twenty-three volumes, and it closed by 1745, after which printing virtu-
ally ceased in the Empire until the nineteenth century. But it is possible to
glean some insight from the language used in the edict permitting Ibrahim
Miiteferrika and Sa’id Efendi’s press. It was clear that the sultan was lift-
ing a major restriction. The edict stated that the new technology would be
“unveiled like a bride and will not again be hidden* This suggests that the
original edicts played some role in suppressing printing in the Arabic script
in the intervening two and a half centuries between their original imposi-
tion and the explicit permission to establish a press granted in the early
eighteenth century.

The Ottomans’ failure to adopt the printing press is one of the great missed
opportunities of economic and technological history. In Western Europe,
the press provided a host of new economic and educational opportunities
that were simply unthinkable prior to the press. So why did the Ottomans
ban this technology? Two possibilities are immediately discountable as the
driving force behind the ban. First, the absence of printed works was not
simply a reflection of the peculiarities of the Arabic script. While it is cer-
tain that the Arabic script presents greater challenges than the Latin script,
Europeans quickly overcame any impediments. By 1530, Venetian printers
printed the Qur’an in Arabic, and Italians and Parisians established numer-
ous presses that were capable of printing in Arabic characters long before
the Ottomans finally sanctioned the press. Pope Julius II (r. 1503-1513) had
abook printed in Arabic on Christian prayer in 1514, and Genoese printers
produced an Arabic edition of the Psalms of David in 1516. Both editions
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were presumably for Arabic-speaking Christian communities. Three noted
Arabic publishing houses resided in Italy throughout the sixteenth and sev-
enteenth centuries; one was the Medici press, which published Gospels and
grammar books in Arabic.* All three of these publishing houses produced
works meant for Ottoman consumers. Indeed, until the nineteenth century,
most printed works in Arabic were bibles or other Christian literature.” In
short, it did not take long following the spread of the press in Europe for
enterprising printers to overcome any technical difficulties associated with
printing in the Arabic script.

Second, it is also untenable that the absence of the Ottoman press was
simply due to little demand for printed materials in the Ottoman Empire.
It is likely true that the demand for books and pamphlets was smaller in
the Ottoman Empire than in Western Europe, and it is quite possible that
weak demand dampened incentives for prospective publishers to establish
a press. Although there are no reliable estimates, historians generally agree
that Ottoman literacy rates were very low in the early modern period: even
as late as the early nineteenth century, Ottoman literacy rates were around
2-3 percent, while literacy rates were twice or thrice as high in many parts
of Europe as early as 1500.* Meanwhile, real wages for both skilled and
unskilled workers in Istanbul were only slightly more than half of those for
workers in the major European cities in the century following the invention
of the press.?” Since books were a luxury good, lower wages in combination
with lower literacy rates must have dampened the demand for books.

But it is simply untenable that demand for printed works in Arabic was
so negligible as to make printing unprofitable in the absence of restrictions
imposed by the sultan. The European experience suggested that demand
for religious texts, especially the bible, was high regardless of the literacy
rate or the language of publication. In Western Europe, even illiterates
desired owning a bible. The same was almost certainly true for part of the
Ottoman population regarding the Qurian, even those who did not speak
or read Arabic. Moreover, Muslim libraries were widespread well before
the invention of the press. In the first four Islamic centuries, the Middle
East housed some of the world’s great libraries. After paper was introduced
to the Islamic world in Samarkand in the mid-eighth century (approxi-
mately five centuries prior to its introduction in Western Europe), paper
mills spread rapidly throughout the Middle East and North Africa, and
publishing via handwritten copy became an important industry. Copyists
doubled as booksellers, and up to at least the thirteenth century, huge book-
shops existed in Baghdad, Damascus, Cairo, Granada, and Fez.”® As a result,
mosque libraries grew in cities large and small, and both private and public
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libraries were widespread. In the thirteenth century, large libraries existed
in Baghdad, Damascus, Cairo, Shiraz, Fez, Samarkand, Bukhara, and
Cordoba.” Although the Mongol invasions destroyed some of these librar-
ies, and it is possible that others fell into disuse as Middle Eastern econo-
mies stagnated, it is unfathomable that the printing press would have been
unprofitable to an enterprising printer in such a culture. Indeed, Ziauddin
Sardar (1993, p. 51) claims that “for over 800 years [prior to the invention
of the printing press], Muslim civilization was genuinely a civilization of the
book: founded by a book (the Quran) ... its main preoccupation — while
not defending or extending its borders — was the production and distribu-
tion of books.” True, by the late fifteenth century, the Ottoman and Egyptian
Mamluk Empires had different intellectual environments than those pre-
sent at the heights of the Abbasid Empire, but the importance of books in
Islamic culture suggests that there must have been some latent demand for
books at the time the Ottomans first heard of Gutenberg’s invention.

It is more likely that the relatively low demand for printed works combined
with restrictions on the press to tilt the prospective printer’s cost-benefit cal-
culation away from establishing a press that printed in Arabic. If there were
indeed low demand for books, the benefits of establishing a press would have
been low enough - although far from zero - to outweigh the potentially large
costs of breaking an edict of the sultan. Combined, these forces created a “no
printing in the Arabic script equilibrium”: demand was positive, but not high
enough for any potential printer to take on the large costs of printing.

This insight can also help explain why there is little direct evidence of
the ban’s enforcement in the 242 years between the enactment of the origi-
nal edict in 1485 and the ultimate permission in 1727. The secondary liter-
ature by and large mentions the original edicts in 1485 and 1515 and then
skips two centuries to Ibrahim Miiteferrika’s press. This literature has not
dug up any direct evidence of the Ottoman government denying Muslims
trying to establish a press printing in the Arabic script in the intervening
period. But this is exactly what one would expect. If the sultan is unlikely
to accept a press printing in the Arabic script and demand is low anyway,
there is little incentive for an entrepreneur to open a press in the first place.
This is an equilibrium action. Sometimes, equilibrium actions are difficult
to discern in economic history because the action is one of inaction: if no
incentive exists to set up a press printing in the Arabic script, we should
not see many (if any) edicts explicitly forbidding the press, because such an
edict would have been unnecessary. All we have to go by is the language of
the 1727 edict that did eventually permit the printing press, which made it
appear that this was a major change in Ottoman policy.



Restrictions on the Printing Press 109

Unfortunately for the Ottoman economy, this “no-print” equilibrium
carried important dynamic consequences. It is not too much of a stretch
to imagine how the introduction of the press could have facilitated a
“virtuous cycle” - as it did in Europe — whereby increased literacy resulting
from the press would have increased demand for books, which would have
caused a supply response, which would have further increased literacy, and
so on. As long as there was some initial demand for books, it would have
been profitable for at least one firm to enter the printing industry and start
the virtuous cycle. But the virtuous cycle could have only commenced if
at least one individual had incentive to establish a press. The combination
of weak demand and heavy restrictions against printing meant that incen-
tives for any one individual to set such a process in motion were absent.

An important feature of this history is that the Ottoman sultan was not
against printing per se, but only against printing in the Arabic script. This
gives a clue as to where to look for the reasons for the restrictions on print-
ing. The key is to answer the following questions: To whom was widespread
printing in the Arabic script a threat? Was this individual or group powerful
enough to convince the sultan to block the spread of printing despite the
fact that the sultan was missing out on tax revenue and economic develop-
ment by blocking this new and important technology?

Why the Ottomans Blocked the Printing Press

In order to uncover why the Ottoman sultans blocked a technology that had
such obvious benefits, Metin Cosgel, Thomas Miceli, and I dug into the his-
tory of the period. Our main goal was to discover who the press would have
hurt and whether they had the power to encourage the sultan to block it.
The logic espoused in Chapter 2 suggests that a good place to start looking
is the individuals or groups that propagated the sultan’s rule.

Like their Muslim predecessors, the Ottomans relied heavily on reli-
gious legitimacy to propagate their rule. Although the Ottomans could not
claim a bloodline to the Prophet - indeed, they were not even Arab - the
legitimizing benefits associated with “acting Islamic” were simply too great
for them to dismiss. This was especially true after Mehmed II conquered
Constantinople in 1453, an event that reverberated around the entire
Muslim world. Halil Inalcik (1973, p. 56) claims:

With the conquest of Constantinople, Mehmed II became the most prestigious
Muslim ruler. The Ottomans regarded him as the greatest Islamic sovereign since
the first four caliphs, and the Islamic world came to regard Holy War as the greatest
source of power and influence. Mehmed the Conqueror saw himself as fighting on
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behalf of all the Muslims: “These tribulations are for God’s sake. The sword of Islam
is in our hands. If we had not chosen to endure these tribulations, we would not be
worthy to be called gazis (holy warrior). We would be ashamed to stand in God’s
presence on the Day of Resurrection.”

Later, Selim I (r. 1512-1520) conquered the Egyptian Mamluk Empire,
which reigned over the holy cities of Mecca and Medina. This further
raised the status of the Ottoman sultan as the protector of Islam. These
events increased the value of religious legitimacy, which the religious
establishment could confer so long as the sultan acted in accordance with
Islam. As a result, while Ottoman sultans were often not too pious in their
personal lives — many enjoyed alcohol despite its prohibition in Islamic
law - they never shied from making overtly religious gestures to give the
appearance of acting Islamic. Acts such as attending Friday mosque, pun-
ishing those who broke the Ramadan fast, closing taverns and brothels,
building madrasas and mosques, and sending yearly gifts of gold to Mecca
and Medina were common for fifteenth- and sixteenth-century Ottoman
sultans.”® They were especially prone to emphasizing their religious cre-
dentials during times of war against non-Sunnis in order to gain popu-
lar support, weaken potential sources of opposition, and curry favor with
orthodox clerics. For instance, in the sixteenth-century battles against the
(Persian) Shi’i Safavid Empire, the sultan co-opted the religious establish-
ment in order to provide religious justification for a war against other
Muslims while portraying the Ottomans as protectors of the orthodox
Islamic faith.’!

The framework established in this book suggests that the religious estab-
lishment was therefore in an excellent bargaining position vis-a-vis the
sultan. As the sultan’s primary source of inexpensive yet highly effective
legitimacy, Ottoman clerics had the power to encourage the sultan to block
the press should they have desired. But did the religious establishment have
any desire to see the printing press blocked? After all, the European experi-
ence suggests that the Church was one of the earliest users of the new tech-
nology. If the Ottoman religious establishment faced different incentives
than the Church, what were they and why?

Even a cursory reading of the relevant history suggests that the Ottoman
religious establishment had significant incentive to encourage the sultan to
block the printing press — at least those presses printing in the Arabic script.
The introduction of the press would have caused it to lose one of its most
important sources of influence over the Muslim population: its monopoly
over the transmission of religious knowledge. Prior to the introduction of
the printing press, the transmission of religious knowledge in the Muslim
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world was largely an oral process dominated by religious authorities. This
was especially true in the Ottoman Empire, where many of the inhabit-
ants — and even the sultans themselves — were not native speakers of Arabic
and thus had to rely on others’ interpretation of the Quran and great
Arabic texts.

In the early Islamic centuries, the process of publishing a book was a labo-
rious one controlled by the religious establishment teaching in mosques or
madrasas. Clerics produced books in the following manner. First, a well-
known religious scholar dictated a book to a scribe, from memory or his
own writing, over several weeks or months. Then, the scholar would listen
to a public reading of what the scribe had written or he would read it him-
self, making amendments during the rereading. He would then authenti-
cate it with an jjaza (the legal requirement necessary to transmit works),
which made it lawful. Once the scholar copied a book, he had the authority
to place it in the madrasa curriculum and give others the opportunity to
copy it. More often his pupils would commit it to memory; many scholars
wrote Islamic texts in rhyme to help facilitate this process. The scholars,
in turn, perceived these books as transmitted from him and his predeces-
sors. The jjaza document lists the names of all of those who transmitted the
book in the past so that the transmission was traceable back to the original
author. This created an established line of transmission and authority that
only highly trained religious scholars were capable of achieving.”* Scholars
published countless books in this manner, with the oldest existing manu-
script published in 874.%

The importance of oral transmission in Islam far preceded the Ottomans.
Muhammad’s companions orally transmitted the hadith, the most impor-
tant corpus of early Islamic doctrine after the Quran. After the com-
panions, an unbroken chain of scholars transmitted the hadith. There is
a huge corpus of hadith literature, but only the most trustworthy hadith
have become part of the Islamic tradition. A hadith gained trustworthiness
only when transmitted by trustworthy individuals - those known for accu-
racy, dependability, morality, and independence from politics.** Hence,
in-person, oral transmission played a key role in the development of early
Islamic doctrine.

Many of the great pre-Ottoman Muslim scholars traveled across the
Muslim world to receive knowledge in person. There are well-known
cases of writers traveling around North Africa, Spain, Anatolia, and the
Middle East in search of ijaza. For instance, the Spanish mystic Ibn Arabi
(b. 1165) traveled in search of personal, reliable transmission of Islamic
knowledge in modern-day Spain (Murcia, Seville, Almeria, Cordoba),
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Tunisia (Tunis), Morocco (Fez), Egypt (Cairo), Israel (Jerusalem), Saudi
Arabia (Mecca), Iraq (Baghdad, Mosul), Turkey (Malatya, Sivas, Aksaray,
Konya), and Syria (Damascus).*® The importance of the in-person nature
of the ijaza is clear in the following tenth-century ijaza: “I entrust my book
to you with my writing from my hand to yours. I give you authorization for
the poem and you may transmit it from me. It has been produced after hav-
ing been heard and read.”*

As the proliferation of written texts in the century or two prior to the press
threatened to undermine the authority of clerics over the masses, they slowly
changed what it meant to communicate and transmit knowledge faithfully to
the public. In order to be a legitimate transmitter of knowledge, one had to
know the following: the Qurlan (by heart), a vast amount of Arabic literature,
the connections of these works to the life of Muhammad (sunnah), the inter-
pretations of the Qur’an given by classical jurists, perfect recall from memory
of thousands of hadith, and deep knowledge of the science of Islamic law.*’
This helped keep interpretation of religious doctrine solely within the realm
of religious jurists — only one who spent a lifetime studying Islamic law and
doctrine could hope to qualify as a jurist — while having the negative side
effect of making new interpretation (ijtihad) difficult to accomplish.*®

The religious establishment was also able to control information by
checking the information of books disseminated in libraries. Although
they did not intervene in private libraries, religious authorities scrutinized
the contents of libraries the minute one endowed them for public use. The
sultan only permitted public dissemination of proper religious books that
passed muster with religious authorities. The state sold oft all other books
to private collectors.*

The printing press threatened the religious establishment’s intellectual
monopoly. Under the pre-printing regime, the only people who had access
to Islamic knowledge were those who undertook significant costs - a life-
time of training - to learn and memorize the most important religious
works. Any works on nonreligious topics had to make it through the watch-
ful eye of the religious establishment. The ijaza was yet another barrier to
entry that protected the intellectual monopoly from outside intrusion.
Individuals who did not receive an ijaza were not legally entitled to teach
the text in question. The printing press would have fundamentally altered
this dynamic. The press would have substantially reduced the barriers to
entry to the intellectual world of Islam. If the press were available, the writ-
ten word would have been available to the public quickly and cheaply.

Religious authorities were a valuable source of legitimacy precisely
because they held control over Islamic wisdom. This explains why the
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ban on the printing press was only on those works printed in the Arabic
script — the script of the language of Islam. The religious establishment
was much less concerned with works in other languages — even transla-
tions of the Qur’an - as these works did not threaten their stranglehold
on Islamic wisdom. Their ownership over this valuable good gave them
credibility and importance in the community - it was what made them
elite. It thus enabled them, and them alone, to support the sultan’s claim
to legitimacy by associating his actions with those consistent with Islam.
The learned men of the Empire were the only ones who could credibly
claim to make such a pronouncement. They dominated the marketplace
of ideas, and they had the forum - the Friday sermon - to publicly make
these ideas known. This was part of the greater bargain over laws and
policies. The sultan gave protections to the religious establishment in
return for legitimizing his rule. Both would have lost from anything
that threatened to undermine the religious establishment’s intellectual
monopoly: the religious establishment would have lost their “elite” posi-
tion as well as all of its associated benefits, while the sultan would have
lost his primary source of inexpensive legitimacy.

Put simply, the press would have threatened the religious establishment’s
role as a middleman between received religious wisdom and its dissemina-
tion. With a widespread adoption of the press, Muslims would have been
able to receive knowledge directly from books, not the religious establish-
ment. Even though literacy outside of the religious establishment was low,
it was not zero. As events in Europe eventually proved, it did not take a
large literate population for the printed word to facilitate the rapid spread
of ideas, since ideas could spread quickly and cheaply by literates reading
printed works aloud in public spaces (see Chapter 6).

Why Did the Press Spread Quickly in Europe?

The Ottoman suppression of printing raises the question: Why did Western
European rulers by and large permit the press? Did European propagat-
ing arrangements play a role in permitting the press much like Ottoman
propagating arrangements played a role in preventing its spread? By now,
it should be clear that Western European rulers were engaged in very dif-
ferent propagating arrangements than their Ottoman counterparts by the
era of Gutenberg. The Church was a much weaker source of legitimacy
for rulers in Western Europe than the religious establishment was in the
Ottoman Empire. Although there was heterogeneity throughout Europe,
Church leaders began to lose their ability to confer legitimacy beginning in
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the thirteenth century, and their capacity to legitimize weakened further in
the fourteenth and fifteenth centuries.

Many factors encouraged the spread of printing in Western Europe but
not in the Ottoman Empire. All of these factors were either a result of differ-
ences in propagating arrangements or exacerbated by differences in propa-
gating arrangements. Take, for example, one of the distinguishing features
between the Ottoman religious establishment and the Church: unlike
Ottoman clerics, the Church lacked a monopoly on educational and intellec-
tual institutions in the fifteenth century. This was not always the case. Prior
to the late thirteenth century, men of the Church produced most European
manuscripts. Indeed, the primary determinant of how many books a region
produced in this period was the number and size of its monasteries.* This
was especially true in the tenth-twelfth centuries, after the Cluniac reforms
led to an explosion of monasteries in Western Europe.

Beginning in the late thirteenth century, two intertwined events helped
shift the center of book production away from the monasteries: the growth
of cities and the emergence of secular universities. The new urban elite
were an important source of demand for printed works. Merchant manuals,
books on arithmetic, and price sheets were among the early works published
by European presses. This source of demand played an important role in
encouraging the creation of printed works outside the control of the Church.

More importantly, the weakened role of the Church as a legitimizing
agent meant that secular rulers desired justification for their rule that was
outside, but complementary to, the religious justification provided by the
Church. They found this in the doctors located at the most prestigious uni-
versities. The doctors formulated theories of the state based on Aristotelian
foundations - not Christianity — in return for the ruler’s financial support
for the university. Such tracts were discouraged, and sometimes banned,
when the Church dominated the universities prior to the late thirteenth
century.”' But the secular wings of universities (i.e., everything outside of
theology) grew rapidly beginning in the late thirteenth century, and even
many of those universities previously controlled by the Church had con-
trol wrestled away by secular rulers.”” Political support for universities
continued unabated throughout the remainder of the medieval period. For
instance, during the Hundred Years’ War, both the French and the English
founded universities to promote patriotic feelings. Meanwhile, Florence
established a university in order to repopulate after a plague, and numer-
ous other cities solicited universities in order to establish a new source of
income.* Associated with these movements was a growth in lay collections
of nonreligious books.*
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An unintended consequence of the weakened importance of religious
legitimacy in general and the rise of the universities in particular was that
universities established a separate sphere of book production.*” Evidence
collected by Eltjo Buringh and Jan Luiten van Zanden (2009) indicates that
while monasteries were the driving force behind manuscript production
in the early medieval period, the center of manuscript production slowly
moved to cities and universities in the latter half of the medieval period.
This provided a setting in which there was widespread demand for books
over which the Church did not hold a monopoly.

As a result, the Church would not have been able to stop the spread of
the press had it desired. And it is not even obvious that the Church desired
to stop the spread of printing. It was one of the big early users of the press,
which it used to print papal bulls, indulgences, and religious texts. But
this is not prima facie evidence that the Church would have favored print-
ing had it been in the position to oppose its spread. It simply reflects the
Church’s optimal response to the broader economic and institutional real-
ities it faced. Surely, given the press’s potential to undermine the existing
social order, the Church would have preferred a world where the press did
not exist. In fact, the next chapter shows that such fears were justified - the
press played a key role in the Reformation, which was the biggest threat to
the Church’s religious hegemony in more than 1,000 years. But the simple
fact is that the Church was in no position to stop the spread of the printing
press. Indeed, the Church’s actions during the Reformation are telling: it
attempted to place prohibitions on many “heretical” works — often in the
form of mass book burnings - but it never suggested an outright ban on
printing, probably because it would have been futile.

The different reactions to the printing press in the Ottoman Empire
and Western Europe were therefore not simply the result of differences in
the preferences of Christian and Muslim religious authorities. Although
oral transmission was much more important in the Islamic tradition than
in medieval Christianity, there was an immense downside to permitting
the press for religious authorities in both religions. The rapid transmis-
sion of ideas threatened both, since ideas could quickly escape their con-
trol. Thus, the key difference between Ottoman and Western European
religious authorities was not their preferences, but their influence with
rulers. The Ottoman religious establishment played an important enough
of a propagating role that it could convince the sultan to prohibit print-
ing in the Arabic script, but the Church was in no position by the end
of the fifteenth century to do anything similar with Western European
rulers. And since the Church was helpless to prevent the spread of the



116 Rulers, Religion, and Riches

press, it might as well have reaped the benefits of having access to rapidly
reproduced works.

Itis also possible that Western European rulers would have been unable to
prevent the spread of printing even had they wanted to. Unlike the Ottoman
Empire, Western Europe was highly fragmented, with numerous rulers
presiding over relatively small territories. This meant that if one ruler sup-
pressed printing, printers could simply go to a neighboring state and print
there. And since printed works were often small and easily concealable, it
was not difficult to smuggle printed works into the prohibited region. This,
in fact, happened in sixteenth-century France, where the Crown banned
many Protestant tracts. Printers subverted these prohibitions by printing in
nearby regions with Protestant sympathies — the Netherlands and the west-
ern part of the Holy Roman Empire - and as a result, Protestant literature
was available to the French Huguenots.

Itis undeniable that fragmentation played some role in the spread of print-
ing in Western Europe. It certainly would have been easier for the Church to
negotiate with one centralized state to suppress printing rather than numer-
ous, decentralized, competing states. But fragmentation alone cannot be the
sole reason for the spread of printing in Europe. It must have worked in
tandem with the weakened role of the Church in legitimizing rule. To see
why this is true, imagine a world where the Church was the most important
propagating agent of every European state in the latter half of the fifteenth
century. In such a circumstance, the Church should have been able to pre-
vent the spread of printing. If the Church were to enact an edict prohibit-
ing the printing press, how would rulers react? Sure, one enterprising ruler
might permit the press, thereby attracting printers, the associated tax rev-
enue, and other efficiencies enabled by the press. But they also would have
been taking the chance of losing one of their primary propagating agents. In
a situation where many rival states were waiting for any sign of weakness to
appear before attacking - as was largely the case for the thirteen to fourteen
centuries following the fall of the Roman Empire - it is possible that a set of
fragmented states would have been even less willing to adopt the press, as it
would have weakened the propagation of their rule relative to their rivals. So,
while it is probable that fragmentation played a positive role on balance in
facilitating the spread of printing, it did so only in the context of a Western
Europe that had become less reliant on religious propagation of rule.

Unforeseeable Consequences

History is full of missed opportunities. Rarely do missed opportunities have
persistent long-run consequences; long-run trends tend to overwhelm the
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idiosyncratic choices made by rulers or other important decision-makers.*®
Yet, sometimes missed opportunities initiate path-dependent processes
that push history in a very different direction than it would have taken had
someone seized that opportunity. Was the Ottoman failure to adopt the
printing press an example of such a missed opportunity? What were the
consequences of two and a half centuries of Ottoman printing restrictions?

Like restrictions on taking interest, Ottoman restrictions on the
printing press serve as a useful tool to highlight the mechanisms at the
heart of the framework proposed in this book. The relationship between
rulers and their propagating agents was different in Western Europe
and the Ottoman Empire in the fifteenth century, and as a result, rul-
ers enacted different policies regarding the press. And like restrictions
on taking interest, there were significant long-run, unintended conse-
quences of the Ottoman suppression of the printing press. This chap-
ter does not address these consequences, and the argument presented
here does not imply that the press was directly responsible for the long-
run divergence in economic fortunes between Western Europe and the
Middle East. Sure, improvements in literacy and better access to price
and exchange rate information had a positive effect on long-run eco-
nomic outcomes in Western Europe. But these direct effects of printing
pale in comparison to the unforeseeable, path-dependent consequences
that arose following the spread of the press in Western Europe. The
most important of these consequences was that the press permitted
dissent to spread rapidly, making it much more likely that the existing
political order would at some point be undermined. The next chapter
proposes that this is precisely what occurred within a few decades of
the entrenchment of printing throughout Western Europe. Specifically,
the next chapter details how the press was instrumental in the spread
and success of the Protestant Reformation, an event that completely
upended propagating arrangements in large parts of Western Europe.
Such a rapid and fundamental change never occurred in the Middle
East, in no small part due to the absence of an information technol-
ogy like the printing press that permitted dissent to spread rapidly and
outside the hands of the existing elite. The ultimate upshot, detailed in
Chapters 7 and 8, is that by the end of the sixteenth century, the manner
in which rule was propagated was vastly different in the Middle East
and Western Europe (especially Protestant Europe), and the resulting
laws and policies favored commerce to a much greater degree in the
latter. This is the reason that economic success ultimately occurred in
parts of Western Europe but not the Middle East. The printing press did
play a key role in the long-run divergence between the two regions, but
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only through a path-dependent sequence of events far removed from
the initial causes of the divergence. The next chapter takes the first step
at tracing this path, employing empirical evidence to support the con-
nection between the spread of the printing press and the subsequent
spread of the Protestant Reformation.



Printing and the Reformation

The previous chapter began by noting the widely perceived importance
of Johannes Gutenberg, who ranked as the most important person of the
last millennium by a number of popular press publications. Not far behind
Gutenberg on all of those lists was a man who was born 15 years after
Gutenberg’s death in a city about 250 miles from Gutenberg’s Mainz. This
man, Martin Luther, set in motion a sequence of events in 1517 known as
the Protestant Reformation. The Reformation was the most crippling blow
to the religious hegemony of the Roman Church since it became the estab-
lished church of the Roman Empire in the fourth century. Within just a
decade, new religious groups formed that forever split from the Church,
and Protestants would ultimately count Baptists, Lutherans, Calvinists,
Presbyterians, Methodists, Anglicans, and many more among their ranks.

Why were Luther and his Reformation so important to world history?
It is one thing to suggest that the Reformation was one of the most impor-
tant religious events of the last millennium, and it certainly was. It is quite
another to claim that the consequences of the Reformation extended
beyond the world of religion. Yet, this book has thus far suggested that reli-
gion - specifically, the role religion plays in propagating political rule — can
have far-reaching implications for a region’s economic performance. It is
natural, therefore, to ask whether the Reformation had any impact on the
development of Western European economies.

There is a long line of scholarly work suggesting that Protestantism did
indeed have a positive impact on European economic development. The
most famous thesis making this connection is Max Weber’s (1905 [2002])
classic The Protestant Ethic and the Spirit’ of Capitalism. In this text,
Weber argued that the Calvinist doctrine of predestination inspired some
Protestants to work hard to show that they were one of the “elect” selected
for paradise after death. According to Weber, the ethic encouraged by this
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doctrine motivated Protestants to succeed at their “calling”: they could earn
salvation through hard work. This work ethic was therefore consistent with
capitalist growth. Protestants worked harder because it was their calling
from God to do so, and Protestant economies grew as a result.

Weber’s hypothesis has been subject to immense scrutiny in the cen-
tury since he initially laid it out. One of the most obvious critiques cites
the simple fact that capitalism predates the Reformation. Merchants built
the Catholic Italian city-states of the late medieval period in order to con-
duct merchant activity, and a “capitalist ethic” imbued nearly every aspect
of their social and economic life. Indeed, the most powerful of the city-
states, Venice, was still one of the most important and wealthiest states in
Western Europe during Luther’s lifetime. Put simply, it is a stretch to claim
that Protestants had any unique capitalist work ethic.'

While Weber was almost certainly wrong about the causal connection
between Protestantism and economic success, this does not mean that the
correlation he tried to explain was nonexistent. Weber came upon his idea
about the connection between Protestantism and economic growth in part
due to the conditions that surrounded him in Prussia in the late nineteenth
and early twentieth centuries. A number of Prussian cities were primarily
Catholic and many others were primarily Protestant. One could see dur-
ing Weber’s time that Protestant towns were better off than Catholic towns.
Sascha Becker and Ludger Wo6f8mann (2009) confirmed the possibility that
this was due to something about Protestantism - and not something cor-
related with Protestantism - in a carefully identified study. Using the 1871
Prussian census, Becker and Woffmann found that Protestants had signifi-
cantly higher incomes than Catholics did.”

The positive correlation between Protestantism and economic success
extends well beyond the borders of Prussia. Consider Figure 6.1, which
shows the “welfare ratios” of skilled workers in seventeen European cit-
ies from the sixteenth through the nineteenth centuries.” A welfare ratio
is the ratio of one’s real wages relative to how much it costs to buy a sub-
sistence basket of goods. A welfare ratio of 1 means that workers are just
at subsistence, while a ratio of 2 indicates that workers can buy twice the
level of goods necessary for subsistence. This figure is divided into the six
Protestant cities for which Allen (2001) gives data (Amsterdam, London,
Strasbourg, Augsburg, Leipzig, and Hamburg), and eleven cities which
remained Catholic (Antwerp, Florence/Milan, Naples, Valencia, Madrid,
Paris, Munich, Vienna, Gdansk, Krakow, and Warsaw), and the welfare
ratios are weighted by the city’s population. The trend is clear: beginning in
the seventeenth century, skilled workers in the Protestant cities started to do
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Protestant if its population was largely converted by 1600.

significantly better than their Catholic counterparts. This trend begins prior
to the Industrial Revolution and persists after industrialization. Although
this pattern “proves” nothing in itself, it suggests that Weber’s observation
regarding the difference between Protestant and Catholic areas had some
foundation.

This correlation is still apparent today. Figures 6.2-6.4 plot real per capita
GDP against the percentage of Protestants, Catholics, and Muslims in 182
countries for which there were data in 2010. For all the limitations of these
figures, they make apparent a Weberian connection. A country made up of
only Protestants is $13,406 wealthier per person (in 2010 U.S. dollars), on
average, than a country with zero Protestants. There is a positive effect for
Catholicism, but it is weaker: a country made up of only Catholics is $3,900
wealthier per person than a country with zero Catholics. The effect is nega-
tive for Islam, even after accounting for the oil-rich nations of the Persian
Gulf: a country made up of only Muslims is $7,509 poorer per person than
a country with zero Muslims.

These data show that a correlation exists — and has existed since at least
the seventeenth century - between Protestantism and wealth. This says
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nothing about whether this relationship is causal or not. Can it possibly
be a mere coincidence that the regions that dominated the world economy
since the Reformation - first the Dutch Republic, then England, then the
United States — were all predominantly Protestant? Of course this is a pos-
sibility, but this chapter argues that this was no coincidence, and there is
indeed a causal connection between Protestantism and economic success.
The reasons underlying the causal connection are found in the history of
the Reformation: what it was, how it spread, and how it upset the prevailing
political-economy equilibrium that dominated Western Europe since the
fall of Rome.

To begin to address this history, a little context is necessary. The cen-
tury between 1450 and 1550 is arguably the most important one in the
post-Roman history of Europe — even more important than the onset of
industrialization from 1750 to 1850. Many of the institutional and tech-
nological features that eventually pushed Western Europe onto the path of
economic success came to fruition in this century. A far from exhaustive list
of important events in this century include the “finding” of the New World,
the Copernican revolution, the Ottoman conquest of Constantinople and
sieges of Vienna, the Renaissance, the Protestant Reformation, and, of
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course, the invention and spread of the printing press. These events marked
the end of the medieval period and the onset of a new era that culminated
in Western European world hegemony. Indeed, many economists and his-
torians have pointed to at least one of these events as heralding the “rise of
the West” The problem is disentangling them. Which events resulted from
other historical events, and, more importantly, which events were the true
“prime movers” of this momentous period of economic history?

The previous chapter focused on one of these events - the spread of
the printing press in Western Europe and its absence in the Middle East.
Certain effects of the spread of printing are unsurprising: literacy rates
rose substantially in Western Europe, cities with presses grew, and books
became much less expensive. Perhaps more important were the indirect,
path-dependent eftects of the spread of printing. The press facilitated an
information and communication revolution that went well beyond books.
It allowed new ideas to spread much faster than ever before. This meant
that anti-authority ideas could spread fast enough to become entrenched
before authorities crushed them. This is analogous to the twenty-first-
century spread of the internet and social media - arguably the most
important information and communication technologies since the print-
ing press. Websites like Facebook and Twitter allow people to organize
quickly and spread new ideas almost instantaneously. For this reason, auto-
cratic regimes susceptible to revolution (e.g., North Korea, Iran, China) do
everything they can to suppress these sites. Their fear is rational: social
media websites facilitated the toppling of autocratic regimes during the
Arab Spring.

Around the time Gutenberg invented the movable-type printing press,
the Catholic Church was, like those autocratic regimes, particularly vulner-
able to dissent. For a couple of centuries, it increasingly engaged in worldly
pursuits far removed from its original mission of salvaging souls. Practices
such as simony (buying or selling of ecclesiastical privileges), selling prayers
to alleviate the suffering of loved ones in the recently invented purgatory,
and the selling of indulgences (a “get out of Hell free” card purchasable for
the right price) were all rampant in the late medieval Church. This cre-
ated displeasure with the Church among both churchmen and the laity. In
such a circumstance, a revolt against authority was possible so long as it
could spread before the Church and its allies suppressed it. The printing
press enabled the spread of such a revolt, and the result was the Protestant
Reformation.®

This chapter details the connection between the printing press and the
Reformation. This connection is a classic example of a path-dependent
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series of events. Johannes Gutenberg had no intention of undermining
the Church or of creating a technology that could possibly undermine
the existing political equilibrium. He was a capitalist who figured out the
key ingredients to making movable-type printing feasible, and he used
this knowledge to print books. But what makes the press arguably the
most important invention of the last millennium are the unintended and
unforeseeable consequences that the spread of printing had on Western
European political development. As this chapter documents, the press
allowed the Reformation to spread rapidly enough that it became too
entrenched for the Church to suppress it outright. Such a rapid spread
of ideas would have been impossible to imagine in a pre-printing world.
Indeed, many attempts at reforming the Church failed prior to the
spread of the press. More importantly, where the Reformation became
entrenched, the reformers generally removed the Catholic Church from
power. They kicked churchmen out of town and confiscated the Church’s
possessions. This was the final death knell to the Church in these regions -
and its capacity to legitimize political rule. In England, Henry VIII confis-
cated Church lands, forbade all appeals to the pope on religious or other
matters, claimed for the monarch all of the powers over the Church once
held by the pope, and removed all abbots from the House of Lords. In
the Dutch Republic, the reformers stripped the clergy of practically all
their political power. In Sweden, the crown confiscated much of the land
donated to the monasteries and claimed authority over the Reformed
church. In the northern German independent trade cities, reformers
removed churchmen from city councils and Church land was confiscated.
And so on.

This was the most important consequence of the Reformation on the eco-
nomic fortunes of Protestant nations. Where the Church ceased playing a
role in propagating rule, the economic elite, organized in parliaments, often
stepped in to take their place. Their interests aligned more closely with laws
and policies that facilitated broader economic success, and the laws and
policies they helped enact reflected this. This is why Weber observed a con-
nection between Protestantism and economic success — he was wrong in his
causal argument, but there is indeed a reason the two were often connected.

The economic consequences of the spread of printing and the Protestant
Reformation raise another important question: What did the absence of the
printing press mean for the economic and institutional trajectory of the
Middle East and, in particular the Ottoman Empire? If the spread of print-
ing were so important to the success of the Protestant Reformation, is it
possible that the delayed acceptance of the press prohibited a similar change
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from occurring in the Islamic world? This chapter answers this question in
the affirmative. This is among the primary reasons why the spread of print-
ing was important. Where it spread, religious authorities were more likely
to be undermined; where it did not spread, the status quo was more likely
to hold.

The framework established in this book therefore suggests that whether
a region adopted the printing press was both a cause and a consequence
of the strength of the legitimizing relationship between political and reli-
gious authorities. In other words, the absence of information technology
strengthened the legitimizing relationship, while a strong legitimizing rela-
tionship was the very thing that supported the suppression of printing.

The Spread of the Protestant Reformation

On October 31, 1517, Martin Luther nailed his Ninety-Five Theses to the
door of the All Saints Church at Wittenberg, unwittingly sparking what
would become the Protestant Reformation.” Luther was concerned with
what he viewed as theological errors, such as whether salvation could come
through faith alone. He also condemned abuses of Church power such as
the use of indulgences, relic cults, clerical privileges, clerical concubinage,
and simony. Although Luther’s complaints initially focused on reforming
the Church from within, lay and clerical interests throughout northern
Europe quickly echoed his complaints.

The Reformation initially spread in what was a highly fragmented Holy
Roman Empire. Cities such as Nuremberg accepted the Reformation, with
powerful friends of Luther appointing preachers sympathetic to reform
ideas. A contemporary movement emerged in the Swiss confederation,
where Huldrych Zwingli (1484-1531) espoused similar principles and
preached to Zurich congregations in the vernacular. A hybrid Luther-
Zwingli message caught on in the 1520s in many of the free cities of south-
ern Germany, such as Strasbourg and Constance.®

The Reformation usually took hold in a city through the efforts of a small
cadre of learned, literate priests and scholars who took it upon themselves to
spread Luther’s or Zwingli’s message. Most of these reformers had positions
in the established Church and could address the masses directly from the
pulpit. They fervently and aggressively questioned congregations about
the nature of worship and the practices of the Church hierarchy and the
pope. These preachers were particularly effective in Saxony and Central
Germany in the 1520s, where they spread the Reformation to towns such as
Altenburg, Eisenach, and Zwickau. In the late 1520s and 1530s, reforming
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preachers helped convert larger towns such as Strasbourg and Lubeck, with
numerous Baltic cities following suit. Many major south German cities,
such as Augsburg, converted in a similar manner in the 1530s.’

The message of the Reformation also spread from city to city through
broadsheets and pamphlets, most of which were written by the lead reform-
ers, especially Luther. Although most people were illiterate in this period,
oral communication was the primary way the printed word spread, and
Reformers wrote pamphlets in such a manner that literate sympathizers
could read them aloud in public meeting places. For example, Luther’s
pamphlet in response to a papal bull of condemnation was addressed to “all
who read or hear this little book”"°

In many of the cities that accepted the Reformation, such as Strasbourg
and Ulm, city councils took charge of installing the Reformation by bring-
ing in preachers sympathetic to reform ideas. This is a primary reason that
historian A. G. Dickens (1974) put forth the thesis that the Reformation
was an “urban event.” There is evidence to suggest that there is validity to
this hypothesis: fifty of the sixty-five imperial cities of the Holy Roman
Empire either permanently or periodically accepted the Reformation. The
close proximity of urbanites to each other, greater levels of wealth and lit-
erary awareness, and their relative political sophistication and freedom
compared with the closed, autocratic regimes of the princes were are all
reasons why the Reformation took off in many of the free cities of the Holy
Roman Empire. In the northern Hanseatic cities, it was largely the mid-
dling bourgeoisie — who were wealthy but had little political power within
the cities - who encouraged the adoption of the Reformation as a means of
confronting the established powers. Some of the members of these councils
sought economic gains, such as confiscation of Church property, while oth-
ers undoubtedly felt the pressures for change arising from preachers and
the masses. Once the Reformation was accepted by a town, it generally fol-
lowed that the old privileges and status of the priesthood and hierarchy
were removed, followed by the confiscation or destruction of the Church’s
material wealth.

In the territories of the princes, fear of imperial retribution discour-
aged the introduction of the Reformation for at least a decade after its
initial spread. Ultimately, the houses of Saxony, Hesse, Braunschweig-
Liineburg, Anhalt, and Mansfield all adopted the Reformation in the late
1520s. This was an important event in the early history of the Reformation
because it gave the movement support from lay authorities. Their support
helped the Reformers confront the existing governance structure of the
empire, in which the Church played an important role. In 1530, many
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of the Protestant cities and princes signed the Augsburg Confession,
despite condemnation from the Reichstag, which contained twenty-
two articles stating the Lutheran message. In 1530-1531, a number of
Protestant electorates formed an alliance known as the Schmalkaldic
League. By 1535, many of the important Protestant independent cities
joined the League, which provided mutual defense against Catholic inva-
sion. Denmark quickly joined the league; it had adopted the Reformation
in the 1520s under the imperial edicts of kings Frederick I (1523-1533)
and Christian IIT (1533-1559). The defense provided by the League per-
mitted a truce for over a decade. Eventually, the Emperor crushed the
League in the Schmalkaldic War (1547). This did not end the conflict
between Protestants and the emperor, however. It was not until 1555 that
the Augsburg Reichstag put most disputes to rest by permitting sovereign
princes and lords of the Holy Roman Empire to determine the faith of
their subjects.

The time of the Reformation was also the height of Ottoman power.
The fact that the Habsburg Holy Roman Emperor Charles V - who, as
Holy Roman Emperor as well as king of Spain, received propagation by
the Church like no other monarch in Europe at the time (see Chapter 8) -
did not quickly crush the Protestant alliances was in part a consequence of
Ottoman incursions into central Europe. The Ottomans conquered much
of southeastern Europe by this time (Hungary, Bulgaria, Romania, Greece,
Bosnia, and Serbia) and were pushing toward central Europe. They made
it as far as the gates of Vienna, the capital of the eastern portion of the
Habsburg’s vast European holdings. Murat Iyigun (2008, 2015) points out
that the Catholic powers therefore had a much more pressing threat on
their hands than the religious heresy of the Reformers. The Ottoman threat
diverted resources that could have fended off the Reformation, and when
the Ottoman threat was starkest, conflict between Catholics and Protestants
was rare. The Ottoman threat was therefore important to the ultimate suc-
cess of the Reformation because it allowed the Reformers to gain traction
with the wider populace and local rulers before the Church and its allies
could suppress it.

The printing press was important to the ultimate success of the
Reformation for precisely the same reason: it allowed the Reformation to
become entrenched enough to pass the point of no return. And indeed,
what needs explaining is the initial spread of the Reformation in the Holy
Roman Empire. What mechanisms allowed the Reformation to spread
unlike previous movements against Church power, which usually ended up
violently suppressed?
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Connecting the Spread of the Printing Press to the Reformation

“[The printing press is] God'’s highest and ultimate gift of grace by which He would
have His Gospel carried forward.” — Martin Luther (quoted in Spitz 1985)

Is it merely coincidental that two of the most important events in the
Western world of the last millennium - the spread of the printing press and
the Protestant Reformation - sprouted 250 miles apart in the Holy Roman
Empire? Is it merely coincidental that the Reformation commenced soon
after the press became entrenched throughout Europe? Probably not. Mark
U. Edwards (1994, p. 1) begins his book on Luther and the printing press
by noting that “the Reformation saw the first major, self-conscious attempt
to use the recently invented printing press to shape and channel a mass
movement.” Indeed, can it possibly be a coincidence that the Reformers
employed, in the words of Lucien Febvre and Henri-Jean Martin (1958,
p. 288), the “first propaganda campaign conducted through the medium
of the press™?

The classic connection made between the printing press and the
Reformation is a supply-side one, focusing on the role that the new infor-
mation technology played in spreading Lutheran ideas. There are a number
of factors supporting the supply-side theory. Most importantly, the press
allowed for the spread of pamphlets to literate preachers who brought the
Reformation into cities and villages. High transport costs and lack of copy-
right meant that printers did not often ship printed works to distant loca-
tions. Instead, works more frequently spread through reprinting. Hence,
those living in cities with presses or close to presses had much greater
access to inexpensive pamphlets, and traveling preachers were more likely
to be effective in these areas.!!

It is also possible that the printing press affected demand for the
Reformation. Elizabeth Eisenstein (1979) argues that print culture trans-
formed cities, in some cases elevating the desires of the bourgeoisie and
middle classes to greater social importance. This in turn could have made
print cities more receptive to the Reformation, as the rising bourgeoisie had
incentive to undermine the old order dominated by the Church and landed
interests. Eisenstein (1979, p. 132) also suggests that the demand for the
Reformation could have been enhanced by the press in a more subtle way:

[W]hile communal solidarity was diminished, vicarious participation in more dis-
tant events was also enhanced; and even while local ties loosened, links to larger
collective units were being forged. Printed materials encouraged silent adherence
to causes whose advocates could not be found in any one parish and who addressed
an invisible public from afar.
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Yet, it is unlikely that the press facilitated the spread of the Reformation
solely by affecting the demand for reform. Numerous pre-Reformation
heresies indicate that there was plenty of demand for reform prior to the
Reformation - indeed, prior to the spread of the printing press. Some pre-
Reformation Church leaders attempted to strip power from the pope and
reduce the pomp associated with the Church hierarchy, pushing instead for
the transfer of power to Church councils. Jean Gerson (1362-1429) was
the leading proponent of this “reform from within” and was an important
influence on Luther’s writings. Gerson wrote at a time of schism within the
Church, with two rival popes making claims from their seats in Avignon
and Rome from 1378 to 1418. This schism helped inspire the conciliarism
movement, which claimed that the pope did not hold supreme authority
within the Church; instead, the Ecumenical Council (a conference of top
Church leaders and theologians) held authority within the Church. Church
leaders attempted such reform - unsuccessfully - at the Councils of Lyons
(1274), Vienne (1311-1312), Constance (1414-1418), Pavia-Siena (1423-
1424), and Basel (1431-1439)." In fact, much of the support for the anti-
papist agenda at Basel originated from those free cities of Switzerland and
southern Germany that were so important to the spread of the Reformation
eighty years later. Even on the eve of the Reformation there was consider-
able pressure to reform the Church from within, but attempts made at the
Fifth Lateran Council (1512-1517) were unsuccessful.

Other heresies abounded in the centuries prior to the Reformation.
In fifteenth-century England, the Lollard movement spread the ideas of
John Wyclif (d. 1384). Like Gerson, Wyclif wrote during the Great Schism
between Avignon and Rome. Wyclif was a supporter of the rights of lay
rulers over the papacy - he claimed that lay lords had the right to take
the property of undeserving clergy - giving him significant influence with
poorer parish priests. Wyclif went as far as to attack the doctrine of transub-
stantiation, a key point of doctrinal attack for the Protestants. The Church
brutally suppressed the Lollard movement that Wyclif inspired in the half-
century after his death. Their predecessors, the Waldensians, met a similar
fate in the twelfth and thirteenth centuries. The Waldensians, who took a
vow of poverty, rejected open displays of Church wealth and the worldly
lives of churchmen. They gained some measure of influence in France,
Spain, and Italy, but the Church and its allies suppressed them wherever
they arose. In 1192, they were ordered in France to be put in chains; in
1194, they were banished from Aragon and the populace was forbidden to
furnish them with shelter or food; and a decree of death by burning was
enacted against them at the Council of Gerona in 1197."
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Perhaps the most serious challenge to the Church came from the Prague
preacher Jan Hus (c. 1372-1415), who led the anti-Church movement that
bore his name in the early fifteenth century. Hus challenged the rights of
sinful churchmen to keep their positions and wealth, denounced the moral-
ity of what he perceived to be a corrupt clergy and pope, and translated
Wryclif’s heretical writings into Czech. For this the Church excommuni-
cated Hus in 1410, although he continued to speak out against church
abuses such as the offering of indulgences to anyone who supplied funds
for a crusade against the king of Naples. These positions ultimately caused
the Church to burn him at the stake in 1415."* The Hussite movement
that followed over the next century established rival churches throughout
Bohemia based on the denial of the Roman hierarchy. The Roman Church
was able to limit the spread of the Hussite movement — going as far as to
send a crusade to Bohemia - and Hussite influence never extended beyond
Bohemia. The Hussites simply never gained much traction outside of
Bohemia because the Church was quickly able to levy punishment against
anyone that showed Hussite sympathies.

It is striking that the Church rather easily suppressed all of the attempts
at reform prior to the invention and diffusion of the printing press. A. G.
Dickens (1968, p. 51) explicitly makes this contrast between these move-
ments and the Reformation: “Unlike the Wycliffite and Waldensian her-
esies, Lutheranism was from the first the child of the printed book” But
disentangling the role the press played in the spread of the Reformation
from other causes is no small task. For example, is it possible to separate the
role of the press from, say, the increased selling of indulgences? In order to
make a causal claim connecting the spread of printing to the Reformation,
it is necessary to dig deeper. I did just this in a 2014 article in which I col-
lected and analyzed city-level data on printing presses, Reformation status,
and economic characteristics. The following section provides a brief over-
view of that analysis.

Testing the Effect of the Printing Press on the Reformation

The central focus of the analysis conducted in Rubin (2014b) is confined
to the Holy Roman Empire, which was the birthplace of both printing
and the Reformation.” It is useful to concentrate on the Holy Roman
Empire because this is where the Reformation initially spread. The most
important aspect of the Reformation to analyze is its initial spread,
because so many other previous attempts at reform were never able to
get off of the ground. Once the Reformation spread throughout the Holy
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Roman Empire, it took on a life of its own elsewhere. Henry VIII was
able to bring the Reformation to England to suit his own dynastic and
financial purposes (see Chapter 7). Like Henry VIII, the Swedish King
Gustav I (r. 1523-1560) confiscated land from the Church during the
Swedish Reformation. In France, Calvinist churches rapidly spread in the
west and south in the 1550s. The French monarch violently suppressed
these Protestants, known as Huguenots, until they agreed on a series of
peace edicts in the 1570s-1590s. Similar movements occurred in the Low
Countries, where William of Orange co-opted the new religion in part as
propaganda favoring the Dutch Revolt from Spanish rule (see Chapter 7).
In each of these cases the Reformation spread for reasons that had little to
do with the reasons for its emergence. But this is precisely the point: with-
out the initial spread of the Reformation, Henry VIII, Gustav I, William
of Orange, and their Protestant counterparts would never have had such
an opportunity.

For the sake of statistical analysis, studying the Holy Roman Empire is
also convenient because there was substantial variation in religious choice
within the empire. Without any variation in religion, it is difficult to discern
what the driving factors in adoption were; how do we know what convinced
a city to adopt the Reformation if all (or none) of them did so? The variation
in the Holy Roman Empire thus allows one to test the importance of vari-
ous factors that could have caused a city to adopt the Reformation. Table 6.1
provides initial evidence; it lists cities in the Holy Roman Empire with pop-
ulations of at least 20,000, along with their religious affiliation in 1600 and
whether the city had a printing press by 1500. It is immediately noticeable
from this table that a majority of the larger cities in the Holy Roman Empire
had printing presses. This is not surprising. Printing spread outward from
Mainz soon after its invention in 1450, and printers generally moved to
large population centers where demand for printed works was greatest. This
is the primary reason why A. G. Dickens’s (1974) oft-cited claim that the
Reformation was an “urban phenomenon” might be a spurious connection.
If the printing press were indeed a significant causal factor in the adoption
of the Reformation, then cities that were likely to adopt the Reformation
were also likely to be large, since large cities were more likely to have a press.

More than population must be considered to understand the connec-
tion between the printing press and the Reformation. For example, a quick
glance at Figure 6.5 indicates that proximity to Wittenberg played a role in a
city’s likelihood of adopting the Reformation.'® It is also possible that cities
that housed universities were more likely to reject the Reformation — many
universities were church strongholds - but also adopt the press early due
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Table 6.1 Cities in the Holy Roman Empire (Population > 20,000)

Cities (with population > 20,000) with Cities (with population > 20,000)

Printing Presses by 1500 without Printing Presses by 1500
City Population P/C City Population P/C
(in1500)  (by 1600) (in1500)  (by 1600)

Prague 70,000 C Tournai 35,000 C
Ghent 55,000 C Lille 26,000 C
Cologne 45,000 C Mechelen 25,000 C
Nuremberg 38,000 P

Bruges 35,000 C

Brussels 33,000 C

Augsburg 30,000 P

Antwerp 30,000 C

Breslau 25,000 P

Liibeck 25,000 P

Regensburg 22,000 P

Strasbourg 20,000 P

Vienna 20,000 C

Note: Population data from Bairoch et al. (1988); P/C indicates whether a city was Protestant
or Catholic by 1600.

to their scholastic nature. Indeed, Hyojoung Kim and Steven Pfaff (2012)
argue that university students were important links connecting pro- and
anti-Reformation ideas from the universities to the broader spread of the
Reformation. They find that cities housing numerous students from the
universities at Wittenberg and Basel (Zwingli’s intellectual home) were
more likely to adopt the Reformation, while cities housing students from
Cologne and Louvain (Catholic strongholds) were less likely to adopt the
Reformation.'” Table 6.2 also suggests this possibility; it lists the eleven cit-
ies in the Holy Roman Empire that housed a university by the time that
Gutenberg invented the movable-type press in 1450. All six of the uni-
versity towns that also housed a bishop or archbishop remained Catholic.
Meanwhile, four of the five university towns that were not bishoprics or
archbishoprics adopted Protestantism. This suggests a dual effect of uni-
versities on adoption of the Reformation: those in Catholic strongholds
may have been more able to fend off the Reformation, while those not in
Catholic strongholds were more likely to view the Reformation positively.
Of course, this is hardly concrete evidence for such an effect - it is evidence
from only eleven cities - but it does indicate the need to take a number of
factors into account before making a causal claim connecting the spread of
printing to the Reformation.
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Figure 6.5 Printing and Protestantism in Western and Central Europe

Sources: Reprinted from Jared Rubin, “Printing and Protestants: An Empirical Test of
the Role of Printing in the Reformation,” The Review of Economics and Statistics, 96:2
(May, 2014), pp. 270-86. © 2014 by the President and Fellows of Harvard College and
the Massachusetts Institute of Technology.

Fortunately, social scientists have a method called multiple regression
analysis, which allows one to address these problems. In a nutshell, mul-
tiple regression analysis provides a best-fit prediction for how one variable
affects another while holding all other variables constant. In other words,
the results could tell us: Given that a city has population X, has a university,
is home to a bishop, and many other things,'® what is the average probability
that this town adopted the Reformation if it had a press? What is the aver-
age probability that it adopted the Reformation if it did not have a press?

These questions are answerable even if non-observable features might
affect a city’s likelihood of adopting both the printing press and the
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Table 6.2 Cities in the Holy Roman Empire with

Universities by 1450
City Population Bishopric P/C
(in 1500) (by 1600)
Prague 70,000 Y C
Cologne 45,000 Y C
Vienna 20,000 Y C
Erfurt 19,000 N P
Leuven 17,000 N C
Leipzig 10,000 N P
Rostock 10,000 N P
Heidelberg 8,000 N P
Trier 8,000 Y C
Wiirzburg 7,000 Y C
Dole 5,000 Y C

Note: Population data from Bairoch et al. (1988); P/C indicates
whether a city was Protestant or Catholic by 1600.

Reformation. For instance, literacy rates are unknown for the period prior
to the spread of printing, especially in small towns. But pre-press literacy
might have affected the adoption of the press and the adoption of the
Reformation. More literate towns were more likely to adopt the press, and
it is quite possible they also had a greater desire for the Reformation, due
possibly to greater engagement in humanist philosophy or greater aware-
ness of church corruption. Alternatively, more literate towns might have
been Catholic strongholds due to many churchmen being literate, mean-
ing that such towns were less likely to adopt the Reformation. Either way,
it is possible to disentangle the connection between the spread of print-
ing and the Reformation without any concrete evidence on pre-press lit-
eracy through an econometric technique known as two-stage least squares
regression analysis (2SLS). This technique permits the separation of the two
effects by first estimating the features that affected whether a printing press
was present in a town, then using this information to estimate the effect of
the printing press on the likelihood of a town adopting the Reformation."
The 2SLS regression analyses employed to test the connection between
the press and the Reformation provides very strong results. They indicate
that the mere presence of a printing press prior to 1500 increased the
probability that a city would become Protestant in 1530 by 52.1 percent-
age points and Protestant in 1600 by 29.0 percentage points, all else being
equal. These results far surpass the “95 percent confidence threshold”
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Table 6.3 2SLS Regression Coefficients — Effect of City
Characteristics on the Reformation

Did a city adopt the Did a city adopt the
printing press by 1500? Reformation by 16002

Printing Press by 1500 - 29.0%
Log Distance to Mainz -19.2% -

Log Distance to Wittenberg 8.8% -34.3%
Log Population in 1500 12.7% -4.3%
Free Imperial City - 30.8%
University Town 36.5% -

Bishopric 21.4% -11.9%

normally considered necessary for a result to be statistically significant,
indicating that there is a strong relationship between the spread of the
printing press and the spread of the Reformation. Table 6.3 lists some
of the other regression coefficients that are statistically significant with
at least 95 percent confidence (it lists only statistically significant coef-
ficients). These coeflicients can be interpreted as follows: if a city had a
characteristic in the leftmost column (i.e., it had a printing press, was
a free imperial city, had a university, or was a bishopric), its probabil-
ity of adopting the printing press or the Reformation was affected, all
else equal, by the corresponding number. Likewise, one can multiply a
city’s log distance to Mainz or Wittenberg or its population by the num-
ber in the corresponding column to see how these variables affected the
likelihood of press or Reformation adoption. As expected, being further
away from Wittenberg made adoption of the Reformation less likely, uni-
versity towns were much more likely to adopt the printing press than
non-university towns (by 36.5 percentage points, although they were
not clearly more or less likely to adopt the Reformation), and bishoprics
were also more likely to adopt the press (by 21.4 percentage points) than
non-bishoprics while they were less likely to adopt the Reformation (by
11.9 percentage points).

While no counterfactual history exists to indicate whether an event like
the Reformation would have occurred without the press, these results sug-
gest that the printing press was necessary for the Reformation to occur
when and where it did. Consider again the fate of previous attempts at
reforming the Church. The Church rather easily and brutally suppressed
the Hussite movement, Lollards, Waldensians, and others. The presence
of these movements indicates the possibility that the seeds of discontent
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existed for centuries. The primary difference between Luther’s movement
and his predecessors is that Luther had the press.

The deleterious effect of the Reformation on the legitimizing power of
the Church raises the question: Who replaced the Church in propagating
political rule in Protestant states? Rulers must have looked elsewhere for
propagation. Who did they turn to, and what effect did this have on laws
and policies?

Propagation by the Economic Elite: A Protestant Phenomenon?

The decline of religious legitimacy following the Reformation paved the
way for different propagating agents to increase their say in governance.
The agents in the best position to replace the Church were the economic
elite that comprised parliaments - merchants, urban commercial interests,
and the landed elite. Protestant rulers ended up turning to these elites more
frequently following the Reformation than their Catholic counterparts.

The economic elite provided one of the most important — and most expen-
sive — alternatives to religious propagation. Elite support was especially
important during times of war, when kings needed both money and loy-
alty. Indeed, a growing literature suggests that beginning in the seventeenth
century, the need for defense against increasingly large and well-organized
states created a common interest between rulers and the economic elite to
provide greater provision of public goods, especially defense, which in turn
required greater access to revenue.”

While protection against foreign invasion may have provided some of
the initial impetus for the growth of large-scale fiscal institutions, the eco-
nomic elite also wished to receive other things which improved their eco-
nomic standing. In some cases, this meant investment in naval protection,
which increased trade and prevented attacks from outside forces, or invest-
ment in poor relief, which reduced vagrancy and other social ills. If the elite
were powerful enough or if the ruler were weak enough, they could ask for
the biggest prize of all: secure property rights and freedom from arbitrary
encroachment on those rights. When a weak ruler refused these rights, the
elite were sometimes powerful enough to revolt. This occurred numerous
times in medieval and early modern Europe - the English Barons Revolt of
the early thirteenth century (which culminated in the Magna Carta), the
Spanish comuneros revolt (1520-1521), the Dutch Revolt of the 1570s, and
the English Civil War of the 1640s are cases in point.

Jan Luiten van Zanden, Eltjo Buringh, and Maarten Bosker (2012) argue
that the precarious position of medieval European rulers is precisely why
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parliaments formed when they did. In the twelfth-fourteenth centuries, as
the power and wealth of the economic elite in the cities grew to rival that
of the nobility and the Church, the city leaders, nobility, and clergy formed
parliaments in order to collectively bargain with the king. In return for
tax revenues, kings agreed to constrain themselves — that is, they agreed
to not arbitrarily encroach on property rights and would only ask for tax
revenue during times of war or fiscal crisis.”’ The first parliaments arose
in Spain in the late twelfth century after the Reconquista of parts of Spain
from the Muslim Umayyads. King Alfonso IX (r. 1188-1230) called the
first parliament (Cortes) in Ledn. He called for a meeting of the impor-
tant citizens — nobility, bishops, and elected citizens - in order to stabi-
lize his regime, which had low legitimacy due to the fact that the citizens
were newly conquered and owed no allegiance to him. Parliaments consist-
ing of Church leaders, nobles, and city leaders quickly spread to England,
France, and Portugal in the thirteenth century and the rest of Europe soon
after, helping rulers gain a consistent stream of tax revenue in return for
limited rights, including veto power over new taxes. This “king and coun-
cil” template was the dominant form of governance in almost all parts of
Western Europe until 1800.> Roger Congleton (2011, p. 192) notes that
“the paucity of governmental alternatives analyzed by enlightenment schol-
ars shows how narrow the range of governance was in Europe in the late-
medieval and early-modern periods. Neither Hobbes, Locke, Montesquieu,
Rousseau, Kant, nor von Humboldt took the time to analyze representa-
tive or parliament-dominated systems fully, in large part because they had
never seen one operate.”

Where kings had weak religious legitimacy or had limited control over
the military, they had to give up more in the quid pro quo with the economic
elite. For example, in Alfonso IX’s call for a Cortes to stabilize his weakly
legitimized regime he laid out a host of promises: he offered to administer
justice impartially, refrain from acting arbitrarily, and guaranteed the secu-
rity of persons and property.” Rulers often called parliaments soon after
they came to the throne in order to stabilize and legitimize their rule. van
Zanden et al. (2012) calculate, for instance, that between 1307 and 1508 the
English Parliament met much more on average in the first few years of a
king’s reign than they did later in his reign.

Propagation by parliament was clearly a substitute for religious legiti-
macy. Where one was more expensive or less effective, it was more worth-
while to use the other. Once a ruler adopted the Reformation, he could no
longer turn to the Church to propagate his rule. There was, therefore, stron-
ger incentive for Protestant rulers to turn to parliaments than for Catholic
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rulers and certainly more than for Middle Eastern rulers, who did not have
to contend with institutions similar to European parliaments. With reli-
gious legitimacy weakened, Protestant rulers had to give the elite even more
rights and privileges than they had in the past in order to incentivize them
to act in accordance with their wishes.

The importance of parliament in a given time and place is highly corre-
lated with how frequently it was called in session. Typically, it met only when
called into session by the ruler, who could disband it at will. Meanwhile,
members of parliament only had collective power vis-a-vis the king when
in session. Kings therefore called parliament into session when they could
not meet their fiscal needs.” An increase in the frequency of parliamen-
tary sessions was therefore generally the result of two different, mutually
compatible events: increased royal expenses or lower revenues. In an ideal
world for the king, he would be able to cover all royal expenses with streams
of revenue that did not come from parliament, since obtaining funds from
parliament meant giving up rights in return.

After the Reformation, there was a much greater use of parliaments in
Protestant regions than in Catholic regions. Figure 6.6 confirms this point
by showing the average number of times rulers called parliament into ses-
sion in all regions that converted to Protestantism by 1600 and those that
did not. The Protestant regions include England, Scotland, the Netherlands,
different parts of the Holy Roman Empire, and the Scandinavian countries.
The Catholic regions include Spain, Portugal, Ireland, the Italian states,
France, Belgium, Poland, Bavaria,”” and Austria. Prior to the Reformation
(twelfth-fifteenth centuries), parliaments were more frequently called in
regions that remained Catholic. Economically advanced Spain and the
Italian territories called the most parliaments in this period. It was only
after the Reformation commenced in the sixteenth century that Protestant
rulers called parliaments in greater numbers.”® While this trend reflects
partly the fact that rulers called parliaments in the sixteenth century in
order to deal with the Reformation, the difference between Catholic and
Protestant regions was even greater in subsequent centuries. In addition
to the Protestant English and Dutch parliaments - discussed in detail in
Chapter 7 - the first meeting of the Swedish Riksdag occurred in 1527 in
order to establish the Reformation, and it met every three years after 1527 —
a very high rate relative to the rest of the continent. The Swiss parliament
also met frequently in the fifteenth and sixteenth centuries, and from the
16th century onward it had the highest meeting rate in Europe.”

Figure 6.6 only provides motivating evidence. There was a clear shift
toward Protestant parliaments propagating rule following the Reformation.
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Sources: Data from van Zanden, Buringh, and Bosker (2012).

This did not occur in the Catholic lands; if anything, parliaments became
less important in the seventeenth and eighteenth centuries. This was clear-
est in France, where the Catholic Bourbon kings Louis XIII (r. 1610-1643),
Louis XIV (r. 1643-1715), and Louis XV (r. 1715-1774) had sources of rev-
enue outside the scope of their parliaments, such as the taille, and were
otherwise highly legitimate. As a result, they were able to avoid calling the
Estates-General for 175 years (1614-1789).

But did this institutional shift have any economic consequences? If not,
then the rise of parliaments in the Protestant lands is nothing more than
an interesting historical footnote. The remainder of this book suggests that
this shift toward parliaments did indeed have a fundamental effect on the
policies Protestant rulers pursued. These policies were much more in line
with economic success than were previous policies or policies enacted in
Catholic or Muslim regions.

A comparison of the propagating arrangements that persisted in the
Ottoman Empire to those in the Protestant lands further amplifies the
effect of the Protestant shift away from religious legitimation. It is in this
comparison that this book’s broader arguments begin to take shape. The
Reformation was possible in Western Europe in large part due to the
spread of the printing press, the absence of which made such an event less
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likely in the Ottoman Empire. The spread of printing in Western Europe
but not in the Ottoman Empire was itself a consequence of the marginally
weaker efficacy of religious legitimation in Western Europe. It is possible
to trace these differences back even further to the formation of Islam and
Christianity. In other words, differences in legitimizing arrangements in
early Christianity and Islam had long-run, path-dependent effects on even-
tual economic outcomes. Each link of the argument makes sense taken in
isolation, but the connection between the first link and the last link is far
less obvious.

Summary: Explaining the Diverging Institutional Paths

Why did the Middle East and Western Europe, particularly Protestant
Europe, undergo such divergent institutional histories? Part of the answer
has to do with the presence of printing in Europe, but much more impor-
tant was how the spread — or absence - of printing reinforced or undermined
the relationships between political and religious authorities.

Prior to the spread of the press in Western Europe, heretical movements
such as the Hussite and Lollard movements arose but did not spread far.
It was only after the press was widespread that a movement like the one
started by Luther could succeed. The absence of the printing press in the
Ottoman Empire meant that even if such anti-authority thoughts did exist,
they were unlikely to spread.”® This meant that Ottoman institutions were
self-reinforcing (see Figure 6.7). The high degree of relatively inexpensive
legitimacy bestowed by religious authorities discouraged the Ottoman sul-
tan from permitting the spread of printing in the Arabic script. And it fol-
lows that the absence of the printing press was the very thing that prevented
alternatives to religious legitimacy from emerging. And it was not simply
the case that there was little opposition to the Ottoman religious establish-
ment — mystical and dervish anti-Ottoman orders abounded even at the
height of Ottoman power, especially among the tribes in the provinces.
The Ottomans crushed the most famous of these movements, the Kizilbash
movement, in the mid-sixteenth century - incidentally, right around the
time of the Reformation.”” As was the case with rulers in pre-Reformation
Europe, the Ottomans were able to quash any religious dissent from spread-
ing too far before it was out of their control. While it is impossible to know
whether these mystical movements would have been more successful had
they had access to the press, the European experience suggests the possibil-
ity. After all, Jan Hus, John Wyclif, Jean Gerson, and other pre-Reformation
reformers also lacked the press — and met similar fates.
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Figure 6.7 Self-Reinforcing Institutions and the Absence of an “Islamic Reformation”

The (Eventual) Rise of Ottoman Printing

In our 2012 articles,” Metin Cosgel, Thomas Miceli, and I addressed one
final puzzle: If religious legitimacy were so important to the Ottoman sultan,
why did the Ottomans eventually relax the ban on printing in the Arabic
script? Sure, it took 242 years for the Ottomans to permit a press printing
in the Arabic script, but time alone is not an explanation. If it were indeed
the fear of losing religious legitimacy that encouraged the sultan to enact
the ban in the first place, then something must have changed in the period
between the initial ban and the eventual acceptance of the press. There must
have been a rise in the demand for printed works, a change in the manner
in which the Ottomans propagated rule, or some combination of the two.

It is possible that the demand for printed works increased between the
fifteenth and eighteenth centuries. Yet, Ottoman literacy was around 2-3
percent at the beginning of the eighteenth century, and real wages were
lower in the latter half of the eighteenth century than they were in the latter
half of the fifteenth century.’' It is therefore unlikely that demand condi-
tions were so different in the eighteenth century as to incentivize the for-
mation of the printing industry in the presence of restrictions imposed
by the sultan. The “virtuous spiral” that propelled literacy in Western
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Europe - printing decreased the cost of books, which increased access to
books, which increased literacy, which increased demand for books, which
triggered a supply response, and so on - never occurred in the Ottoman
Empire prior to the nineteenth century.

This is not to say that there was no demand for printed works in the nine-
teenth century, but simply that the demand was not much greater than it
had been in centuries past. In fact, the publication industry performed well
enough in the nineteenth century to indicate that a market for mass printing
in the Ottoman Empire was possible in the absence of restrictions by the sul-
tan. The Ottomans eventually lifted the ban on printing on Islamic topics in
1802, and printers adopted the lithographic press soon after its invention in
Germany. In 1831, the publisher Takvimhane-i Amire printed the Ottoman
Empires first official newspaper. Six new presses appeared in the ensuing
decade, publishing 278 books. Publishers launched thirteen new presses in
the 1840s, altogether publishing 394 books.”? The industry was well estab-
lished by the mid-nineteenth century, and the state actively supported the
printing of schoolbooks, official newspapers, and administrative publications.

The spread of printing presses capable of printing in the Arabic script
corresponded with two parallel developments. The first was a change in
the internal organization of the religious establishment in the seventeenth
century. Over the course of the century, it increasingly became the case that
a cleric’s connections and wealth, rather than his merit or seniority, deter-
mined whether he received a promotion within the religious hierarchy. This
allowed prominent families to dominate the highest ranks over several gen-
erations. Institutionalized privilege was the norm: twelve of the forty-two
Grand Mulftis in the seventeenth century came from only five families. The
proportion rose in the eighteenth century, with half of the fifty-eight Grand
Muftis appointed between 1708 and 1839 coming from eleven families.*
This resulted in a misalignment of incentives between the top of the mufti
hierarchy and the rank and file. The latter, who were the primary conduit
between the religious establishment and the people, had little incentive to
publicly support the ruler, since doing so did not improve their possibility
of rising in the ranks. The growing resentment of the lower members of the
hierarchy therefore undermined the capacity of the hierarchy as a whole
to legitimize the sultan. This altered the sultan’s decision-making calculus
with regards to how best to propagate his rule. With the efficacy of religious
legitimacy weakened, other propagating agents became relatively more
attractive sources of propagation.

The weakening of the religious establishment allowed alternative agents
to increase their role in governance. Prior to the sixteenth century - an age
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of Ottoman expansion - the most obvious alternative was the military elite.
The sultan was able to control the military by giving soldiers tax farms in
newly conquered territories under the timar system, a system where the
military elite gained wealth and power in return for collecting taxes and
supporting the sultan. But once the Ottoman Empire began to contract in
the late sixteenth century, the military elite were no longer a good alter-
native, as it was increasingly expensive to win their loyalty. Instead, the
group in the best position to replace the religious establishment were the
notables (a’yan) - local elites who were eminent tribal leaders, owned land
or resources, belonged to a prominent family, or possessed other sources
of social, economic, or political power. They were often the descendants of
Janissaries (military elite) stationed in the provinces, and they owed their
position and wealth to their heritage as well as their ability to maintain
law and order.* Prior to the seventeenth century, the Ottomans were able
to limit the power of the notables by controlling the provincial military
through the timar system. With this option for controlling the notables no
longer feasible, the Ottomans instead bargained directly with the notables
to control the state’s relationship with the local population, collect taxes,
mobilize troops, represent local interests, maintain public order, and man-
age civil disputes.®” Chapter 8 further discusses the economic consequences
of this transition to propagation by the notables.

With respect to the sultan’s decision to permit the printing press, the
rise of the notables at the expense of the religious establishment meant
that there was a fundamental change in the costs and benefits of permit-
ting printing in the Arabic script.’® While the notables were not necessar-
ily beneficiaries of the printing press, its spread also did not harm them.
The ability of the notables to propagate the sultan’s rule depended on their
capacity to provide representation and local public goods, not on a monop-
oly over the transmission of knowledge. Hence, the shift from propagation
by the religious establishment to propagation by the notables meant that
mass printing was less of a threat to the sultan. In other words, while the
benefits of permitting the press did not change much between the fifteenth
and eighteenth centuries, the costs of removing the restrictions - that is, the
loss of religious legitimacy — decreased substantially. The sultan’s actions
indicate that the benefits of permitting presses printing in the Arabic script
outweighed the costs, and the Ottomans consequently lifted restrictions on
the press.

This history permits a brief foray into a speculative, counterfactual his-
tory of Ottoman institutional development. The rifts between the Ottoman
religious elite and the rest of the religious establishment in the seventeenth
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and eighteenth centuries bear resemblance to the dissension within the
Church at the time of the Reformation. It stands to reason that the printing
press could have facilitated movements against the upper echelons of the
Ottoman religious hierarchy. While we will never know the counterfactual —
what would have happened had the Ottomans never banned the press — it
is still instructive to analyze what happened with the establishment of the
Ottoman printing industry in the middle of the nineteenth century. Is it
possible that this was just the thing needed to provoke increased opposition
to religious authorities in a manner akin to the Protestant Reformation?

In fact, soon after the printing press spread across the Islamic world in
the nineteenth century, modernist thinkers proposed the first real calls for a
“reform of Islam?” Reforms of Islam did not aim to change the fundamental
tenets of the religion, but instead reform the control of the clerical class over
religion. In many ways, the reform movements resembled the Reformation.
In fact, Sunni and Shi'a Muslim thinkers from the Ottoman Empire, Iran,
Egypt, India, Russia, and beyond explicitly invoked Luther as a liberaliz-
ing force. For example, the renowned Indian reformer Muhammad Igbal
(1877-1938) suggested that “we are today passing through a period similar
to that of the Protestant revolution in Europe, and the lesson which the rise
and outcome of Luther’s movement teaches us should not be lost on us”*’

Why did a widespread call for an “Islamic Reformation” occur in the late
nineteenth century rather than centuries before? Many of the grievances of
the would-be reformers were applicable to the Ottoman religious hierarchy
for at least a couple of centuries. There is not one simple explanation for
the timing of these events, and there were multiple, mutually compatible
reasons the late nineteenth century saw the first large-scale push toward
a “reformation of Islam.” For one, the growth of secular education in the
nineteenth and early twentieth centuries provided a large base of individu-
als outside of the religious establishment with the human capital necessary
to challenge the legitimacy of political authority. Educational reforms began
throughout much of the Ottoman Empire under Selim III (r. 1789-1807)
and continued throughout the nineteenth century.* Prior to this period,
education was almost exclusively available to the religious and political
elite. The spread of education to a larger part of the population broke the
monopoly of religious authorities over education, especially in bigger cities
such as Istanbul and Cairo. The first Ottoman secular military and bureau-
cracy schools opened in the early nineteenth century, and foreign language
and secondary schools followed a few decades later.”” This permitted, in
the words of Felicitas Opwis (2004, p. 30), an “intellectual atmosphere that
perceived traditional religious law and its exponents largely as obstacles to
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progress and as antithetical to modernization. Enlightenment ideas, rea-
son, and the rational sciences were held in high esteem, while adherence to
traditional authority that could not stand the test of reason were rejected as
obsolete” This situation was not too different from Western Europe at the
time of the Reformation, where most scholars were educated at universities,
and humanist ideas permeated a new intellectual atmosphere.

A second explanation is that the Islamic world had clearly fallen behind
economically by the end of the nineteenth century. Within the Ottoman
Empire, foreigners and non-Muslims monopolized numerous markets, and
trade capitulations given by the Ottoman government to foreign merchants
further disadvantaged Muslim commerce.*’ Because of this, the relative
decline of the Islamic world was a common theme in the calls for reform.
For example, the noted Iranian reformer Sayyid Jamal al-Din al-Afghani
(1838-1897) called for a reformation similar to Luther’s so that Islamic
societies would “succeed someday in breaking its bonds and marching res-
olutely in the path of civilization after the manner of Western society.”*!
Other reformists saw the relative decline of the Islamic world as a reason
to call for a return to the fundamentals of early Islam, in a manner not too
different from calls by twenty-first-century groups like the Taliban.*

Most importantly, the spread of the printed word aided nineteenth-
century Islamic reform movements. Until the 1860s, most printed books in
the Islamic world were secular, and those that were religious were mostly
reprints of classic texts. This meant that the flow of religious information
and ideas remained monopolized by the religious establishment, who had
incentive to maintain this monopoly in order to maintain their grip on their
primary source of influence. This situation changed in the mid-nineteenth
century. The Ottoman government set up the first permanent press in
Damascus in 1865, and the Egyptian newspaper market boomed under the
reign of Isma’il (r. 1863-1879).* This had the important effect of taking
religious thought out of the hands of religious scholars. For the first time in
the history of the Islamic world, the religious elite were not sole producers,
interpreters, or transmitters of intellectual and religious thought. The print-
ing press made legal, political, and religious knowledge open to interpreta-
tion by any literate person. This point is made clear by Francis Robinson
(1993, p. 245):

[Printing did] serious damage to the roots of the [religious scholar’s] authority ...
they were no longer necessarily around when the book was read to make up for the
absence of the author in the text; ... their monopoly of the transmission of knowl-
edge was broken. Books ... could now be consulted by any Ahmad, Mahmud or
Muhammad, who could make what they will of them.
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These three features — the spread of education, the relative economic stag-
nation of the Islamic world, and the spread of the printing press — helped
establish an environment in which calls for Islamic reform were common.*
It is unlikely that such calls would have had any impact in a previous era,
even if Muslims desired such reform. The works of those who did call for
reform in earlier periods are prima facie evidence of this. For example, the
famous Islamic scholar Taqi ad-Din Ahmad ibn Taymiyyah (1263-1328)
called extensively for reform, although, ironically, present-day conservative
Islamists consider him a champion. But the impact of his calls on main-
stream thought were limited, since the transmission of ideas in his day were
dependent on traditional channels, particularly the madrassa system.*

Although some of the background and institutional details were similar,
it would be a mistake to claim that the calls for an Islamic Reformation
followed the same path as the Protestant Reformation. Many of the
Protestants’ complaints were against the practices of the pope and the cen-
tralized Church, giving the Protestants a concrete target against whom to
voice their displeasure. This was not the case in the Islamic world, and for
this reason the messages underlying the calls for Islamic reform did not
focus on one particular body. It would thus not be wise to take the analogy
between the “Islamic reform” movement and the Protestant Reformation
too far, but it is still instructive to draw comparisons between the two. Both
movements called for a revolt against traditional authority and institu-
tions far removed from their initial purpose and message. In the case of
the Reformation, practices such as the selling of indulgences and simony
were merely the tip of the iceberg highlighting just how far removed the late
medieval Church was from its origins. Islamic reformers had different types
of grievances, although they similarly rejected traditional authorities. One
important example was their desire for independent reasoning (ijtihad) to
be widely practiced. While there were certainly recent precedents for the
use of ijtihad and the “gate of ijtihad” was not closed in theory or in prac-
tice (see Chapter 3), the reformers believed that the opposite of ijtihad -
following old opinions without knowledge of the bases from which it was
derived (taglid) - dominated discourse. Reformers such as Muhammad
Abduh, Jamal al-Din al-Afghani, Rashid Rida, Sayyid Ahmad Khan, and
Muhammad Igbal blamed taglid for the stagnation of the Islamic world,
claiming that wider use of ijtihad would make Islamic law more adaptable
to their present-day problems.*

The practical intention of both movements was to modernize religion.
Although the theological arguments made by the Protestants pointed
to reverting to the “original Church,” in practice the Reformation’s most
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important adherents were merchants, princes, and bourgeoisie who saw
it as an opportunity to rid society of the archaic and economically detri-
mental institutions of the Church. Likewise, Islamic reformers such as the
famous Iranian Ali Shariati (1933-1977) argued that Islam was “living at
the end of the Medieval period,” and would follow a path similar to the
Protestants who “found their new destiny by destroying their old faith, and
transforming traditional Catholicism to a protesting, world-minded, politi-
cal, and materialist Protestantism.” He went on to urge Muslims to embrace
“an Islamic Protestantism similar to that of Christianity in the Middle Ages,
destroying all the degenerating factors which, in the name of Islam, have
stymied and stupefied the process of thinking and the fate of the society,
and giving birth to new thoughts and new movements.”*’

What Could Have Been?

It is easy to ask “what could have been” when reflecting on history. What
could have happened had Ottomans subjects had the ability to quickly
spread the printed word centuries earlier than they actually did? It is cer-
tainly possible that local notables or other well-connected economic elite
could have encouraged movements to reduce the legitimizing power of
religious authorities. Had this occurred, the world would likely be a very
different place today, and it is possible that an Ottoman economic resur-
gence could have taken place in a manner similar to what occurred in early
modern England or the Dutch Republic.

Such a sequence of events never occurred. Does this mean that the
Islamic world was doomed from the dawn of Islam to long-run economic
stagnation? The answer is an unqualified no. It is true that the path that
some European countries took was less likely to emerge in the Islamic
world, although it was hardly impossible for the Ottomans, or any other
Muslim polity, to follow this path. Moreover, it is also true that the path that
Western Europe took to economic success is by no means the only path. Yet,
this does not mean that it is useless to ignore the path that the successful
Western European economies did take. The following two chapters take on
this task, showing how two Protestant nations - England and the Dutch
Republic - chartered the path to economic success, while one Catholic
nation (Spain) and the Ottoman Empire lagged behind.
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In the first half of the sixteenth century, Western Europe seemed primed
for a takeoff. The recently discovered New World promised untold wealth,
large centralized states controlled an increasingly large fiscal apparatus,
and a larger portion of its population lived above subsistence. Throughout
the continent, skilled workers were able to feed and clothe their families
at about 1.5 to 2 times the amount necessary for subsistence, and even
unskilled workers were at or slightly above subsistence in most cities. This
was not destined to last, however. Over the next two to three centuries,
living standards plummeted throughout most of the continent; by the late
eighteenth century, even skilled workers could barely afford a subsistence-
level basket of goods in most of the continent, and unskilled workers almost
everywhere made below-subsistence wages.

What happened? The most accepted explanation is that European wages
were artificially high in the fifteenth and sixteenth centuries because of the
ravages of the fourteenth-century Black Death.! After one-third to one-
half of the European population died in the span of a half-century, those
that survived were in a good position in the labor market. Workers were
scarce, and the value of labor consequently increased. This upward pres-
sure on wages lasted for centuries; the European population did not recover
back to the pre-Black Death levels until sometime in the latter half of the
sixteenth century - allowing Europe to escape the “Malthusian trap” for
about two centuries. In a Malthusian trap, population growth eventually
wipes out economic gains from temporary shocks such as demographic or
technological change. People are better off for a while - the production and
consumption of goods and services per capita increases — but because they
are better off, they also feel that they can have more children. Eventually,
these extra mouths eat up all of the gains reaped from the initial shock,
and people only stop having excess children when they near subsistence
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Table 7.1 Population-Weighted Welfare Ratios for Skilled Labor,
by Current Country

1500-1549  1700-1749 Change  Religion

England (UK) 2.19 2.21 0.02 Protestant
Netherlands 2.02 2.02 0.00 Protestant
Germany 1.56 1.06 -0.49 Mixed
Austria 1.87 1.33 -0.54 Catholic
Belgium 2.41 2.23 -0.18 Catholic
France 1.44 1.26 -0.18 Catholic
Italy 1.82 1.38 -0.43 Catholic
Poland 1.69 1.64 -0.05 Catholic
Spain 1.79 1.71 -0.08 Catholic

Sources: Welfare Ratios — Allen (2001); Population — Bosker et al. (2013).

income.” This is what purportedly happened in much of Europe beginning
around the late sixteenth century. European populations eventually reached
their pre-Black Death levels, at the cost of lower wages for workers.

But this is not the entire story. While real wages certainly decreased
throughout most of the continent, northwestern Europe was largely able
to escape this fate. The welfare ratios for skilled laborers in London and
Amsterdam barely changed between the first half of the sixteenth century
and the eve of industrialization (see Table 7.1). Welfare ratios remained
around 2 for skilled workers up through the eve of industrialization in
both cities, meaning that the average worker could afford around twice the
amount necessary for subsistence. While this might not seem like a positive
thing — after all, this indicates that real wages stagnated for two centuries in
England and the Dutch Republic - these figures stand in stark contrast with
the rest of Western Europe, where welfare ratios fell precipitously.

Meanwhile, the urban population of England and the Dutch Republic sky-
rocketed, while it rose slowly elsewhere in Western Europe (see Table 7.2).
This is yet another indicator that something was different in England and
the Dutch Republic. Urban populations were among the best markers of
economic success in the preindustrial world. Higher populations meant
that there was the capacity to feed the urban population, and urbanites
were generally engaged in the production of luxury goods or trade. Yet,
premodern cities were notoriously unhealthy places to live, with death
rates much higher than birth rates. Evidently, rapid immigration - driven
by higher wages — was the main driver of growing urban populations. So,
while England and the Dutch Republic were hardly “taking oft” in the
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Table 7.2 Total Population (in 1,000s) of Ten Largest Cities, by Current Country

1500 1700 1800 Per annum  Per annum Religion
% Change % Change
1500-1700  1500-1800

England (UK) 88 736 1,539 1.07% 0.96%  Protestant
Netherlands 136 500 474 0.65% 0.42%  Protestant
Germany 251 368 623 0.19% 0.30%  Mixed
Belgium 275 369 357 0.15% 0.09% Catholic
France 583 992 1,216 0.27% 0.25%  Catholic
Italy 707 1,078 1,369 0.21% 0.22% Catholic
Spain 376 527 756 0.17% 0.23% Catholic

Note: Only countries with at least ten cities by 1700 included.
Source: Bosker et al. (2013).

manner that the industrializing nations did after the Industrial Revolution,
they were able to maintain the artificially high wages that followed in the
aftermath of the Black Death. Of course, these wages were no longer artifi-
cially high; they became the norm, and increased even more dramatically
following the onset of industrialization.

The previous chapter proposed a reason why England and the Dutch
Republic were able to escape the negative economic fate that much of the
rest of Europe suffered in the sixteenth and seventeenth centuries: they both
adopted the Reformation, and their political institutions changed as a result.
By the end of the sixteenth century, the religious elite had little capacity to legit-
imize rule in Protestant Europe. In order to propagate their rule, Protestant
rulers turned to other, more expensive means of legitimacy. Meanwhile, in
Catholic Europe and the Ottoman Empire, religion and religious institutions
remained important sources of legitimacy. This is not to say that Protestant
rulers refrained from cloaking their dictates in the context of religion; Queen
Elizabeth I was famous for doing just this. Yet the Reformation diminished
the efficacy of religious legitimation. In Protestant countries, this affected
the cost-benefit analysis associated with the choice of propagating agents.
While religion remained the least costly option for legitimizing rule, the
Reformation dramatically reduced its benefit. Hence, Protestant kings and
queens transitioned to alternative means of propagating rule.

This chapter traces these changes and their long-run economic effects.
Its primary implication is that it matters who propagates political rule.
Where propagating agents had incentives consistent with economic suc-
cess, economic success was more likely to follow. Conversely, insecure
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property rights and minimal investment in public goods were the norm
throughout much of history, because the groups that historically propa-
gated rule - especially the religious establishment and militaries — were not
overly concerned with them. This changed following the Reformation. In
Protestant states, the religious establishment’s loss was the economic elite’s
gain; the latter saw its political influence soar following the Reformation.

The remainder of this chapter overviews the consequences of these
changes in the two Protestant nations that were the most successful in the
post-Reformation period: England and the Dutch Republic. As late as 1500,
neither one would have been an obvious candidate for an economic takeoff.
England was just getting over a bloody, prolonged civil war (the War of the
Roses) and was behind the Southern European powers and possibly even
the Ottoman Empire in terms of military power, technology, and economic
development. The northern Netherlands (modern-day Netherlands) was in
a much better position to succeed than England was, but was well behind
the southern Netherlands (modern-day Belgium). The great merchant and
finance centers of northwestern Europe at the turn of the sixteenth cen-
tury were located in Antwerp and Bruges, not Amsterdam. The southern
Netherlands, which remained Catholic, was clearly in a better economic
position than the northern Netherlands was. Why, then, was the seven-
teenth century the “Dutch century,” and why did modern economic growth
begin in England? How did England and the Dutch Republic escape the
Malthusian pressures that ended up crushing many European economies
throughout the early modern period?

Post-Reformation England

England adopted the Reformation in the 1530s under Henry VIII (r. 1509-
1547). After a brief spell at attempted reconversion to Catholicism under
the Catholic Queen Mary I (r. 1553-1558), England permanently adopted
Anglicanism under Queen Elizabeth I (r. 1558-1603). There are some idio-
syncrasies in England’s history that do not generalize to all Protestant nations,
but analyzing the changing church-state relations in England is especially
important given its eventual economic and technological dominance.

Prior to the Reformation, English monarchs propagated their rule by two
sources: the Church and Parliament. These were sometimes overlapping
classes, with churchmen holding numerous seats in the House of Lords.
The term “parliament” first appeared in the 1230s, and the first parliaments
propagated the king by providing him tax revenue. In return, members
of Parliament were able to conduct trials by their peers and had the right
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to reject future tax increases. Parliament consisted of three groups - the
clergy, nobility, and economic elite — with the slowly growing commercial
cities having their first representatives as early as 1275.° The role of the
thirteenth-century Parliaments was limited to local tax collection. During
the fourteenth and fifteenth centuries, both houses attained a legislative role
as kings increasingly gave concessions in order to fund long and expensive
wars. By the time that the first Tudor, Henry VII (r. 1485-1509), ascended
to the throne, Parliament was a taxing, legislative, and consultative institu-
tion. The king could not make, amend, or repeal laws or impose taxes with-
out the consent of Parliament.*

The Church was also a key player in the propagation regime prior to the
Reformation. The importance of religious legitimation dates back at least to
William the Conqueror (r. 1066-1087), who conquered England with the
support of a papal blessing and a consecrated banner that gave William’s
conquest the aura of a religious crusade. Henry II (r. 1154-1189) secured
a similar blessing for his proposed conquest of Ireland a century later.
King John I (r. 1199-1216) went even further, appealing to the Church to
protect him from his angry barons and agreeing to surrender his crown
to the pope — with the pope returning it to John as a fief - in return for
papal support. Indeed, the Church was England’s only pre-Reformation
organization with enough wealth and power to place it beyond the control
of the monarch.” As the primary landholder in England, owning around
30 percent of all English land at the time of the Reformation, the Church
had incentive to propagate any ruler who established law and order and
protected the Church’s right to its vast properties.

The Reformation came to England in part due to the idiosyncratic desires
of Henry VIII, who sought a divorce from Catherine of Aragon, which
the pope did not grant. Henry VIII instituted the English Reformation
from the top. Unlike in the Holy Roman Empire, where political consider-
ations mixed with local economic and religious preferences to determine
whether a city adopted the Reformation, Henry VIII pushed his own brand
of Protestantism through Parliament. The printing press played a relatively
muted role in the spread of the Reformation in England, but this does not
undermine the broader argument made in the previous chapters. By the time
Henry VIII brought the Reformation to England, the press already played its
role in starting a movement the Church could not stop. Henry VIII merely
used it opportunistically to further his own dynastic ambitions. The unin-
tended and unforeseen consequences of this decision are of concern here.

The Reformation permanently altered the capacity of the religious elite
to legitimize the English monarch’s rule. Henry VIII confiscated all Church
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lands and neutered the power of any churchmen who did not accept the
new world order. When Henry VIII married Anne Boleyn following his
divorce from Catherine, she was visibly pregnant with Elizabeth. This was a
clear indication that Henry VIII believed that “the English king could deter-
mine and legitimize the future of its monarchy without authorization from
Rome. [Henry] set out to rewrite history by replacing the Spanish queen
with the English Anne, transferring the Tudor succession from Princess
Mary to Anne’s as-yet unborn baby.”®

After Henry VIII voluntarily undermined one of his primary legiti-
mizing agents, he turned to other agents to propagate his rule. Parliament
was a natural alternative to the Church: it previously helped legitimize the
Crown’s controversial policies by giving them the blessing of Parliamentary
authority. Consequently, Henry VIII used Parliament to legitimize his
Reformation. During the 1530s, Henry VIII pushed through Parliament a
series of reforms that increased both monarchical and Parliamentary power
at the expense of the Church. The Ecclesiastical Appeals Act of 1532 for-
bade all appeals to the pope on religious or other matters,” the 1534 Act
of Supremacy claimed for the monarch all of the powers over the Church
once held by the pope,® the Dissolution of the Monasteries Acts of the late
1530s permitted a massive confiscation of Church property, and abbots
were removed from the House of Lords in 1539-1540.°

These changes had enormous consequences for the types of laws estab-
lished by Parliament and the Crown. One important and immediate con-
sequence was the decade-long debate over English land and property right
law. This debate centered around two acts: the Statute of Uses (1536) and
the Statute of Wills (1540).!° The nature of the debate over these laws is
important, since it sheds light on the changing dynamic between the Crown
and Parliament. The basis of the debate was that Henry VIII, starved for
funds, sought to end a major loophole in property law that allowed prop-
erty holders to avoid feudal dues. This loophole - the use — worked as fol-
lows: individual A gave “use” of his land to a trusted accomplice, individual
B, who would in turn allow those designated by A to enjoy the fruits of the
land upon A’s death. This allowed landholders to evade feudal dues owed
to the king. Under feudal law, one’s heirs owed dues to the Crown for all of
the land that the deceased held at the time of death. If the deceased placed
his land in a use, he did not officially hold it at his death, so his heirs owed
the Crown nothing.

Henry VIII wanted to stamp out evasions of feudal dues facilitated by
uses. Since the landowners in the House of Commons and Lords were
among the primary beneficiaries of uses, Henry VIII was unlikely to
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succeed by merely asking them to remove this loophole. So Henry used
his influence with the courts to secure a ruling declaring that land was not
devisable and that the Crown had full rights over all land."" This could have
been disastrous for the landed elite, many of whom already had their land
in use. So Henry VIII suggested a compromise: the Crown offered legisla-
tion that would once again make the use legitimate, and in return the ben-
eficiaries of the use were subject to feudal taxation. This law passed as the
Statute of Uses in 1536.

What happened following the passage of the Statute of Uses reveals just
how much the Crown-Parliament dynamic changed in the years following
the Reformation. After the passage of the Statute of Uses, Henry VIII faced
a near-revolt by the landed elite in Parliament, who felt that Henry trans-
gressed their rights as property holders."? Henry was in no position to put
up a fight - Parliament was an important propagator of the Tudor line - so
he relented on many of the concessions he won in the Statute of Uses. The
result was the Statute of Wills (1540). This statute made land devisable by
will and restricted the king’s rights to one-third of the estate rather than the
entire estate, as was the case under the Statute of Uses."? This was a monu-
mental advance for the property rights of landholders. For one, it provided
the death knell to the system of primogeniture by allowing landowners to
bequeath their land to anyone they desired by writing a will. More impor-
tantly, the Statute of Wills provided an unprecedented strength and clarity
to property rights. Landholders henceforth had the ability to will their land
to whomever they pleased with minimal interference from, or payments to,
the Crown. In the context of the Crown-Parliament relations, this was a
harbinger of things to come. With the Crown relying all the more heavily
on Parliament for revenue and propagation of its rule, the Crown had to
cede more rights, most of which favored the economic interests of members
of the House of Commons.

Greif and Rubin (2015) argue that the shift toward legitimation by
Parliament persisted throughout the Tudor era, in part due to the unique
circumstances in which Henry VIIT’s three children came to the throne.
Edward VI, Henry VIITs infant son, took over the throne in 1547. As both
a child and the first English monarch born a Protestant, he did not have
the traditional means of legitimacy available to previous adult male heirs
of the English throne. The situation was even worse for his two older sis-
ters, Mary I and Elizabeth I. Mary I intended to reimpose Catholicism on
England - often violently, hence her nickname “Bloody Mary” - while
Elizabeth I intended to reintroduce Protestantism. Making matters even
more difficult for them was the fact that there were open questions about
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their legitimacy when they came to power. Their father, Henry VIII, had
both sisters officially labeled as bastards by separate acts of Parliament in
1533 and 1536," which made them ineligible to inherit the throne. Henry
had Mary declared a bastard when Anne Boleyn ascended to the throne
in order to make way for Elizabeth, while he had Elizabeth declared a bas-
tard after he had Boleyn’s head removed. Although the Third Succession
Act of 1543 revoked their status as bastards,'” there were open questions
about their rights to the throne. Both Mary I and Elizabeth I felt the need
to have Parliament officially confirm the legitimacy of their title to the
crown once their reigns commenced. The names of these acts were reveal-
ing: the Legitimacy of the Queen, etc. Act of 1553 and the Queen’s Title to
the Crown Act of 1558.'

The three post-Henry VIII Tudor monarchs thus came to the throne
under unique circumstances. Edward VI, Mary I, and Elizabeth I lacked
two of the conventional means of legitimacy that many of their predeces-
sors had: being an adult male heir and support from the Church. In these
circumstances, the Tudor monarchs attempted to claim the “divine right
of kings” (or queens) to propagate their rule, but their weakened legiti-
macy meant that they could not rule absolutely without the support of
Parliament."”

Members of Parliament did not support the Tudors out of the kindness
of their hearts, of course. Parliamentary support of the Tudor regime came
at a cost, particularly in the House of Commons. Henry VIII, Edward VI,
and Elizabeth I made concessions that gave a major voice to property hold-
ers in Parliament at the expense of the religious establishment. Unlike the
religious establishment, many members of Parliament had a stake in secur-
ing property rights, promoting trade, making internal improvements, and
promoting general economic well-being. Under Elizabeth I, hundreds of
bills concerning industry, poor relief, and agricultural use were passed.
Important bills included the Statute of Artificers (1558-1563), which gave
the English state many of the rights previously held by guilds; the reinstitu-
tion of usury laws, which allowed interest up to 10 percent®; and the 1601
Poor Law. The last of these provided a social safety net unlike any other in
Europe at the time, and the economic elite strongly supported it in order
to reduce vagrancy. Avner Greif and Murat Iyigun (2013) suggest that the
Poor Law was essential to the long-run prosperity of England, as it gave
inventors incentive to take on the risks associated with inventive activity by
providing a safety net in case of failure.

Despite these concessions to the House of Commons, Elizabeth T had
independent sources of revenue available to her, which gave her some
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leverage vis-a-vis Parliament. The most controversial of these revenues was
the sale of monopolies, which gave the Crown funds at the expense of pro-
ducers. Elizabeth also sold oft 25 percent of the Crown’s land to finance
the war with Spain.”” As long as the Crown had these independent sources
of revenue, there was less incentive for it to negotiate with the House of
Commons. But the problem with selling monopolies and land is that they do
not provide infinite streams of revenue. Once the Crown ran out of indus-
tries to monopolize and land to sell, it went back to Parliament for funds.

Although Elizabeth I maintained some power independent of the House
of Commons, Parliament clearly became a more important legitimizing,
revenue-generating, and legislative institution in the course of the sixteenth
century. Parliament could threaten to revoke either legitimacy or revenue
if the Crown did not implement its desired laws and policies. More impor-
tantly, Parliament’s increased political power and organizational capabil-
ities permitted it to credibly threaten to revolt against any monarch who
attempted to undermine it.?’

Research that I have conducted with Avner Greif (2015), which picks
up where the arguments presented in this book leave off, suggests that the
change in the balance of political power following the Reformation was
the source of the multiple institutional and policy changes in the seven-
teenth century. Specifically, our analysis suggests that the Civil Wars of
the 1640s and the Glorious Revolution of 1688-1689 were conflicts over
Parliament’s role in legitimizing the Crown.?' Besides providing revenue,
Parliament played a key role in determining the law — that is, which actions
were legitimate for the Crown to take. As long as the king followed the rule
of law, as determined by Parliament, he was legitimate. We suggest, there-
fore, that when the Stuart kings of the seventeenth century attempted to
reestablish the legitimizing power of the Catholic Church - Charles I mar-
ried a Catholic princess and James II’s wife birthed a Catholic heir weeks
before Parliament kicked him out — Parliament had no choice but to revolt.
Otherwise, the gains in wealth and propagating power they achieved under
the Tudors would have been undermined.

When the dust settled in 1689, Parliament had the upper hand against a
severely neutered Crown. The upshot of Greif and Rubin’s analysis is that the
new institutional framework imposed after the Glorious Revolution settle-
ment enabled the Crown and Parliament to cooperate in advancing their
common interests. The new institutional arrangements depended much
more on the rule of law than before, with the rule of law being dictated by
Parliament. This, in turn, encouraged the formulation of pro-commerce
policies and laws. For instance, Greif and Rubin document how naval and
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trade policy reflected commercial interests during the Interregnum (1649-
1660), when Parliament held executive power. In this decade, Parliament
passed the Navigation Acts, ordered convoys to protect Levant Company
shipping, and engaged in wars over commercial policy (the First Anglo-
Dutch War [1652-1654] and the Anglo-Spanish War [1654-1660]).2 After
the Glorious Revolution, pro-growth policies were all the more evident. Dan
Bogart and Gary Richardson (2009, 2011) show how Parliament reorga-
nized land rights throughout the eighteenth century in order to make land
transfers, improvements, and enclosures much more efficient and less costly,
while Bogart (2011) shows that the clarity of rules and protection of prop-
erty rights for those who undertook transportation improvements improved
after the Glorious Revolution. This was in stark contrast to the prevailing,
pre—eighteenth century property rights regime, where numerous inefficien-
cies existed: owners were limited in how they could exploit and improve
their land, localities were inhibited from providing basic public goods, and
the process of changing property rights was costly and time consuming.

The English civil wars and Glorious Revolution were not the first
instances where an English monarch faced revolt from within. Just two cen-
turies prior, the houses of Lancaster and York fought over rival claims to the
throne in a series of battles known as the War of the Roses. What differenti-
ated the Glorious Revolution and, to some extent, the civil wars from pre-
vious attempts to overthrow the Crown was that they accomplished more
than the replacement of one ruling family with another. There were no
real institutional changes resulting from the War of the Roses; a king with
power over the economic elite replaced a different king with power over the
economic elite. By contrast, the Glorious Revolution resulted in a new insti-
tutional structure. After 1689, Parliament reigned supreme over the Crown,
and its interests dominated English economic and foreign policy.

The broader takeaway highlighted in Greif and Rubin is that these events
were the result of a long historical process that began with Henry VIII’s
Reformation. It was the search for alternative sources of legitimacy under
the Tudors that led to a rise in the power and wealth of Parliament, which
in turn aligned the incentives of major governmental stakeholders with laws
and policies conducive to economic success. When Parliament became
supreme vis-a-vis the monarchy; it established and enforced new laws that
were consistent with its own economic interests. Since these interests were
also consistent with broader macroeconomic success, England was well
positioned to succeed by the turn of the eighteenth century. It is not coinci-
dental that this is precisely when and where the modern economy - and the
Industrial Revolution - soon emerged.
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The Reformation, the Dutch Revolt, and Economic Success

The Netherlands provides perhaps the most straightforward example of
how movements away from religious legitimation can encourage eco-
nomic growth. A broad overview of the history of the Dutch Revolt
against Spain (1568-1648) and the shift toward Calvinism in the 1570s is
strikingly consistent with the arguments made in this book. Prior to the
Revolt, the Netherlands was already one of the most advanced economies
in Europe. However, the center of economic activity was in the southern
Netherlands - present-day Belgium - in cities such as Antwerp and Ghent.
These territories remained Catholic under Spanish rule after the Revolt.
Yet, soon after the Dutch States General (i.e., parliament) adopted the
Reformation in the northern Netherlands, the locus of economic activity
moved north to present-day Netherlands, initiating the Dutch “Golden
Age?” Over the ensuing century, the Dutch Republic became a superpower
deeply entrenched in the political spats and colonization efforts of the
other European powers. Dutch wealth, urbanization, energy consump-
tion, population, wages, and industry all grew immensely in this period
in both absolute and relative terms. Between 1550 and 1675, the fraction
of the Dutch population living in urban areas increased from 24 percent
to 45 percent, and a gap in real wages opened between Holland - the most
economically advanced province in the Dutch Republic - and England.*
The Dutch also took the lead in science and art; Dutch economic success
provided an atmosphere in which important scientists such as Huygens
and van Leeuwenhoek and artists such as Rembrandt and Vermeer
thrived.

How could such a small nation become a world superpower? A num-
ber of institutional and historical features combined in this period to pro-
pel the Dutch economy. First, the Dutch had a “head start” prior to the
Reformation. By 1500, the Low Countries were more highly urbanized
than the rest of Europe, with a much greater portion of their workforces
employed outside of agriculture. This was in part a result of progress made
in Dutch agriculture in the late medieval period. Sophisticated drainage
techniques and the concentrated use of manure resulted in excess food that
fed the urban population.”* In the cities, the wages of laborers and crafts-
men rivaled, if not exceeded, those in England and were higher than wages
in the rest of Europe.?” Clearly specified and enforced property rights sup-
ported vast capital markets, Dutch ships and merchants dominated Baltic
trade, and nonagricultural activities were almost completely oriented to
international markets.?
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There were many reasons for these developments. For one, the Burgundian
rulers of the Low Countries historically discouraged monopoly privileges
as well as guild and trade restrictions, all of which were drags on medieval
European economies.”” Perhaps more importantly, feudalization was less
present in the Low Countries than elsewhere in medieval Europe. As early
as the twelfth and thirteenth centuries, land reclamation and colonization
of new areas encouraged wealthy lords to free the peasantry from feudal
ties, incentivizing them to farm the new land by leasing them small farms.
It is true that a small feudal elite of nobles dominated political life in the
late medieval period, but their small size and the relative lack of centralized
authority allowed the urban economic elite to gain a larger say in govern-
ment than elsewhere in Europe.” The result was that by 1500, the Dutch
commercial cities were politically and economically important.*

The Dutch “head start” meant that a Golden Age may have occurred in
the sixteenth and seventeenth centuries even if the Reformation had not
taken hold in the Netherlands. However, other facts suggest that the Golden
Age was by no means a sure thing. First, and most importantly, it was the
southern Netherlands where the head start was most apparent, yet the actual
Golden Age occurred in the northern Netherlands. Prior to the Golden
Age, the “rich trades” in textiles, spices, metals, and sugar, which eventually
dominated the economic life of the Dutch Republic in the seventeenth and
eighteenth centuries, were centered in the Flemish and Brabant towns of
the southern Netherlands. The northern Netherlands was not involved in
the rich trades; its trade consisted of less valuable bulk goods such as fish,
grains, and timber.”! The southern Netherlands thus provides the relevant
counterfactual. It hardly became an economic laggard at the time of the
Dutch takeoff, and it ended up being a relatively early adopter of industrial
technologies in the nineteenth century. But, unlike its northern neighbor,
it was far from an economic leader in the early modern era. This result
was far from preordained, and as late as the mid-sixteenth century, the
southern Netherlands was in a better position to succeed than the northern
Netherlands was. Is it coincidental that the Dutch shook oft Spanish and
Catholic domination while the southern Netherlands remained Catholic
under Spanish Habsburg rule? Is it a coincidence that the Dutch Golden
Age occurred in the century following the major institutional changes
brought on by the Reformation and the fight for independence from Spain?

The framework laid out in this book suggests that these were not coinci-
dences, although the framework applies differently to the Dutch case than to
the English one. One difference between the two was that the Dutch Republic
was not a monarchy. The Dutch states shared power; there was no central
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ruling apparatus. The provinces had a chief executive, the stadhouder, but by
design he was weak relative to the provincial parliaments. Another impor-
tant difference was that the power of the Dutch urban economic elite grew
relative to the rural lords and Church leaders in the two centuries prior to
the Revolt, as urban wealth and economic activity became an increasingly
important part of the Dutch economy.”” The pre-Reformation “players”
were therefore the same in Dutch politics as they were in England, even if
their relative strengths were different; in both, power was split between the
Church, landed nobility, and urban economic elite.

The Dutch political situation changed dramatically during the early stages
of the Revolt. The Revolt particularly affected the States General, a legisla-
tive body similar to the English Parliament, which brought together urban,
noble, and religious elite from the various Dutch states. The States General
originated in 1406, but it was relatively inactive under the Habsburgs prior
to 1572, meeting at most for sixty days a year. Under the Habsburgs, issues
of religion, military, and foreign policy were not within its purview. In 1572,
however, the Revolt spurred activity in the States General. From that point
on, the States General met on average around 200 days a year, and after
1593 it remained in a permanent, unbroken session.” The States General
formalized its role in 1579, when it reestablished itself under the Union of
Utrecht as a coordinating institution for the new coalition of provinces that
participated in the Revolt.** Although the Union of Utrecht was a defensive
alliance, it ended up cementing the States General’s role as an exclusively
Protestant coordinating and legislative body for the newly formed Dutch
Republic. This gave it the power to negotiate with foreign powers, conclude
treaties, mint its own coins, draft a war budget, and specify central govern-
ment expenditures.’

The spread of the Reformation played a pivotal role in the early stages of
the Revolt.”® The Reformation took hold in the Low Countries as early as the
1520s. By this time, printing spread to most cities in the Low Countries —
Antwerp was arguably the leading print city in Europe - and Protestants
printed their propaganda locally. Like in much of the Holy Roman Empire,
the Reformation spread via the printed word largely from the ground up,
rather than from above as in England. But the Spanish violently suppressed
the Reformation for decades following its initial spread. Charles V, who
served as both king of Spain and Holy Roman Emperor, prohibited books,
sermons, and Lutheran writings,”” ordered hundreds of book burnings,
established a state-run inquisition in 1522, and burned to death the first
Protestant martyr in the world in Brussels in 1523. In all, the Spanish exe-
cuted at least 2,000 Protestants.’®
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These events were important precursors to the events of the latter half
of the sixteenth century. By the 1550s, various wars placed the Spanish
kingdom in a tight fiscal situation despite all of the gold and silver flow-
ing in from the New World. In response, they turned to the Netherlands
for additional revenue, increasing taxes and failing to pay back loans. Not
surprisingly, this fomented the seeds of dissent. Further calls by Philip II,
Charles Vs son, to persecute Calvinists and ban Calvinist worship helped
ignite the first stage of the Revolt in the 1560s. The Catholic Church sided
with the Catholic Spaniards — who claimed to be the “protectors of the true
Catholic religion” - and it was thus easy for those with an economic inter-
est in the Revolt to paint the Church as an instrument of economic and
religious repression. Consequently, the expulsion of the Church and the
confiscation of its wealth was one of the first actions taken in the early years
of the revolt in the northern Netherlands. Bursts of anti-Catholic violence
were common, and rioters destroyed Catholic relics seen as superstitious.
But the Catholics were not the only group harmed by the Revolt. Many of
the nobility and the guild-protected industries also threw in their lot with
the Catholic Spanish regime - to their ultimate detriment.*

Urbanites were the driving force behind the Revolt, and they benefited
from freedom from Spanish rule for many reasons. First, Protestantism
spread rapidly among the merchant community in the southern
Netherlands, so many of the southern merchants moved to the northern
Netherlands in order to avoid repression and confiscation of their property.
Second, Spanish policy toward Protestants threatened relations with foreign
merchants who had Protestant sympathies. Third, city leaders had a direct
monetary incentive to support the Reformation: with its success, the cit-
ies and provinces received vast clerical properties. Fourth, once the Revolt
began, the urbanites’ privileges of citizenship and economic autonomy were
at stake if the Revolt failed. Fifth, and most important, the Revolt gave the
urban elite the political upper hand within the States General.

The Reformation provided the impetus, grievances, and propaganda
opportunities necessary for the urban economic elite to rise against the old
guard of the nobility and the Church. Over time, religion played a rela-
tively smaller role in the Revolt; once the initial struggle with the Spanish
succeeded, economic and political motives were more important.*’ Yet, as
in England, the institutional changes resulting from the Reformation were
important in the long run. These events dramatically and permanently
shifted power away from the religious establishment toward the economic
elite. The consequences were even starker in the Dutch Republic than in
England. Unlike in England, where the landholding nobility held onto
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much of its power after the Reformation, the Dutch nobility lost most of its
power following the Revolt. The ultimate success of the Revolt thus meant
that the Dutch economic elite gained political power that was unmatched
elsewhere in Europe. To this point, Jan de Vries and Ad van der Woude
(1997, p. 165) argue that the Revolt

resulted in a transformation of political representation in the provincial states from
one where before the Revolt the cities had to share power with the nobles and (usu-
ally) the clergy, to a situation in which the Revolt had removed the clergy from
formal political power and the nobles (many of whom remained loyal to Crown and
Church) had lost much of their influence.

De Vries and van der Woude (p. 168) go on to suggest that these changes
were a direct result of the Reformation coming to the Dutch Republic:

[W]ithout the Reformation political relationships would not have shifted so
strongly in favor of the cities. And this shift in political constitution undergirded a
state in which dynastic goals would ordinarily be subordinated to those of an urban
regental elite, which never lost entirely its sensitivity to economic interests.

These dynamics were strikingly clear in the Dutch state of Zeeland, where
de Vries and van der Woude (p. 507-8) point out:

[Blefore the Revolt the States of Zeeland consisted of three orders — the abbot of
Middelburg, the Zeeland nobility, and the cities — each entitled to a single vote. The
Reformation removed the abbot of his franchise. Since most Zeeland nobles had
chosen the cause of Philip II, they, too, were stripped of their right to participate
in the provincial States ... [The cities of Zeeland] were the great winners in this
process.

The rise of the urban economic elite after the Revolt changed the way the
government financed itself. Soon after the States General held their first
“free” session in 1572, the dominant urban interests imposed a fairer share
of the tax burden between different industries and between urban and rural
areas. Prior to 1574, urbanites paid most taxes and only a few commodi-
ties faced taxation, such as beer, wine, and peat.” In 1574, the number of
commodities taxed expanded, and urban and rural interests paid a more
even share of the tax burden. This is not surprising, given that the urban
economic elite in power previously footed a disproportionate amount of
the federal tax bill. The economic ramifications of the broadened tax base
were immense. The Dutch government was able to collect much more tax
revenue per person following the Revolt using small, highly decentralized
tax farms, with the average tax burden rising from 6 percent of income at
the start of the Revolt to 20 percent by 1630. Given that both the population
and per capita GDP were rising, total tax revenues exploded in this period.**
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Increased tax revenues allowed the Dutch government to borrow at lower
rates, since investors felt more secure that the government had the capacity
to repay them. Hence, a positive feedback loop emerged. The increased fis-
cal capacity of the Dutch government allowed for more revenue extraction,
and this revenue further stimulated commerce. Greater commercial rev-
enue, in turn, further expanded the tax base and lowered borrowing costs.
These features fed into each other, allowing the Dutch Golden Age to per-
sist until the end of the seventeenth century.

There were aspects of the Dutch case to which the framework elaborated
in this book does not apply. There was not really a centralized Dutch “king”;
the stadhouder hardly had the power of the English, French, or Spanish
monarch. But the primary ideas spelled out in previous chapters remain
true: it was the relative power of the economic elite versus the religious
establishment, landed nobility, military, and other sources of power that
matters. In the English case, the relative power of the economic elite mat-
tered because they were part of the coalition that propagated the monarch,
incentivizing him to exercise executive power in a manner that was con-
sistent with their interests. The improved position of the English economic
elite following the Reformation indirectly improved commercial outcomes,
since this process worked through the change in incentives faced by the
monarch. In the Dutch case, the amalgam of religious, military, economic,
and landed elites combined to share executive power, so the increased
power of the economic elite at the expense of the religious and landed elite
led to a more direct improvement of economic outcomes.

The booKs framework suggests that the transition to increased politi-
cal power for the economic elite should have led to laws and policies that
increased the level of commercial activity. Perhaps the most famous exam-
ple is the establishment of the United East India Company (VOC) and the
West India Company (WIC) by the States General. These were chartered
joint-stock companies with the strong backing of the state — a revolution-
ary organizational form at the time. The charters of the VOC and WIC envi-
sioned massive trading and military enterprises aimed at expanding Dutch
economic and military power throughout the world. While these compa-
nies maintained some freedom, they were heavily dependent on the States
General to conduct diplomacy, sign treaties, make alliances, provide arms,
and build fortifications.* Shares in these companies facilitated the creation of
a huge secondary market, which in turn helped make Amsterdam one of the
leading capital markets of the early seventeenth century.* The first “modern”
market for futures and options developed in Amsterdam in the early seven-
teenth century in response to the availability of VOC and WIC shares.*
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The economic elite also dominated local politics, where individual
cities were free to pursue policies that benefited commerce. Most cities
invested in public goods such as canals and other inland transport. By the
1660s, the Dutch had the fastest and most efficient inland transportation
in Europe. Although private parties sometimes funded these goods, the
States General played a key role in their supervision. Improvements in
transportation had the important effect of placing the Dutch Republic,
and particularly Amsterdam, at the center of seventeenth-century inter-
national trade.”® The cities also took control of poor relief, providing
assistance to the working poor and seasonally unemployed. Numerous
visitors to the Dutch Republic in the seventeenth century remarked on
how efficient and humane the Dutch systems of poor relief and charity
were relative to the rest of Europe.”” The Reformation also affected labor
markets in a more direct way: the Calvinist churches abolished all of the
old saint’s days promoted by the Catholic Church, extending the work
year by 15 percent.*®

Because of these initiatives, the Dutch economy took oft following the
Revolt. Real wages grew much faster in the Dutch Republic than in the rest
of Europe. Real wages did not converge between the Netherlands and even
the relatively well-oft southern parts of England until the early nineteenth
century. The Dutch population more than doubled in this period, with
urbanization rates increasing from 31-32 percent in 1525 to 45 percent by
1675. In the two most urban provinces, Holland and Zeeland, numerous
cities had growth rates over 1 percent per annum during the entirety of
the Revolt, an extraordinary number in premodern times and an indicator
of the high wages available in most Dutch cities (see Table 7.3). By 1600,
one-quarter of the Dutch population lived in cities of at least 10,000; even
in England, the number at the time was less than one out of ten.* It was not
until the mid-nineteenth century that England reached the urbanization
rates of the Golden Age Dutch Republic.

This rapid increase in real wages was in large part due to improvements
in productivity. Indeed, the Republic was the most productive European
economy for most of the seventeenth and eighteenth centuries.”® During
the revolt, Dutch cities actively recruited highly skilled workers from the
southern Netherlands who fled the south for the relatively safer havens of
the Republic. Emigration brought the “rich trades” to the Dutch Republic;
a substantial portion of Flemish tapestry weavers and masters emigrated to
Amsterdam, Leiden, Gouda, Middelburg, and Delft to rebuild their manu-
facture. The “new draperies” they produced were one of the staple industrial
products of the Dutch Golden Age.”' Protestant Germans also fled to the
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Table 7.3 Urban Population Growth during the Dutch
Revolt in Holland and Zeeland, 1570-1647

1570 1647 Per annum

% Change
Amsterdam 30,000 140,000 2.02%
Leiden 15,000 60,000 1.82%
Haarlem 16,000 45,000 1.35%
Middelburg 10,000 30,000 1.44%
Rotterdam 7,000 30,000 1.91%
Delft 14,000 21,000 0.53%
Dordrecht 10,000 20,000 0.90%
Enkhuizen 7,500 18,000 1.14%
The Hague 5,000 18,000 1.68%
Gouda 9,000 15,000 0.67%
Hoorn 7,000 14,000 0.90%

Source: Israel (1995, p. 328).

Dutch Republic during the violent Thirty Years’ War (1618-1648), further
increasing the stock of skilled workers. The Dutch excelled in other areas,
too. Dutch hydraulic engineering and fortification and harbor construction
were the envy of Europe in the seventeenth century, due in no small part to
the unique geography of the Low Countries and the increased demand for
land and defense.

The Golden Age also saw the emergence of Dutch dominance in inter-
national markets for commodities and factors of production. Capital was
abundant and interest rates remained low, stimulating Dutch industry and
business organization. Property rights allowing easy alienation and transfer
of property buoyed Dutch labor markets and facilitated mobility in a man-
ner unseen even in England.”® By the end of the Golden Age, the Dutch
Republic was also a leading financial center, with Amsterdam serving as
the primary European clearinghouse for bills of exchange. The Republic’s
centrality in trade and finance made it a hub of information flows, which in
turn reinforced its central economic position.**

Yet, Dutch success was not destined to last forever. The mechanisms
that led to an economic takeoff would not necessarily allow the takeoff to
persist. The Golden Age lasted a little over a century, after which England
surpassed the Dutch Republic. After the 1670s, urbanization and popula-
tion growth stagnated or regressed, as did per capita income - although
they remained high relative to the rest of Europe. The Netherlands was
even late to industrialize; Belgium, which fell behind its northern neighbor
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after the Dutch Revolt, industrialized early and eventually surpassed the
Netherlands in terms of production and wealth.”® One reason for the
Netherlands’ relatively slow industrialization was that it was a victim of
its own success; during the century of the “Golden Age,” economic spe-
cial interests emerged. This resulted in industrial regulations that raised
obstacles for newcomers, protective measures that reduced access to for-
eign markets, oligarchic ruling elites cut off from other social groups, and
an antiquated tax system that served the interests of a narrow swath of tax
collectors.”® While these interests served the Dutch economy well in the
early part of the Golden Age, they had incentive to block creative destruc-
tion caused by industrialization.

Yet, the growth of the Dutch economy during the Golden Age placed
the Netherlands in a position where, though it lagged in industrializing, it
remained the most productive economy in Europe as late as the late eigh-
teenth century and compared favorably with other industrialized economies
by the end of the nineteenth century.”” More to the point, the fact that the
Netherlands was late to industrialize does not contradict this book’s primary
arguments. This book focuses on the various institutional mechanisms that
made modern economic growth and industrialization either possible or
unlikely in parts of Western Europe and the Middle East. By the seventeenth
century, the Netherlands was clearly on a path where modern economic
growth was possible, and this opportunity arose due to the vast changes to
Dutch institutions following the Revolt and the Reformation. Why the Dutch
did not see this path to fruition is a subject for an entirely different study.

Precursors of the Modern Economy

In 1500, it was far from obvious that the economic world of the next
four centuries would find its locus in two small nations in northwestern
Europe. But the sixteenth century was one of massive institutional change
in England and the Dutch Republic. Both adopted the Reformation - in
England, Henry VIII imposed the Reformation for dynastic reasons, while
the Dutch Reformation was deeply entwined with the revolt against Spanish
rule. Although there were differences in the specific histories of the two
nations, there was one crucial similarity: in the post-Reformation world,
the economic elite gained political power at the expense of the Church.
The resulting institutional arrangements fostered an environment where
pro-commerce policies were the norm. In England, economic interests
in Parliament had more say in policy-making vis-a-vis the Church and
the Crown, while in the Dutch Republic, the urban economic elite were
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increasingly among the most important political decision-makers at the
national and local levels.

By 1600, this institutional shift affected laws and policies in England and
the Dutch Republic. Sure, battles remained in both nations to ensure that
the shift would last - in England the civil wars and the Glorious Revolution
in 1689; in the Dutch Republic the Eighty Years’ War with Spain. And the
institutional shift hardly secured permanent economic dominance: the
Dutch lost their worldwide economic lead to England in the eighteenth
century, and England lost its lead to the United States in the twentieth cen-
tury. But that is not the point. Unlike other nations that once dominated
the world economy, the economic world ushered in by the Dutch Republic
and England was distinctly modern, with power over laws and policies
increasingly concentrated in a decentralized matrix of economic and politi-
cal elites rather than religious and military elites. Understanding how this
came about is a worthy undertaking, because the ultimate result was the
modern economy: an economy that reduced poverty, increased the stan-
dard of living for people of all classes, and fostered an environment where
sustained institutional and technological change was the norm rather than
the exception.

It is one thing to analyze the histories of successful states to see what
went right; it is quite another to analyze those that were once successful
but ultimately stagnated. Analyzed in isolation, it is far from obvious that
the path-dependent series of events that were so important to the ultimate
successes of England and the Dutch Republic were as important as they
were. It is just as necessary to understand why similar institutional changes
did not occur in many parts of the world - especially those that were at one
point in time in an economic position where such change was feasible. The
arguments made in this book suggest that the importance of religious legiti-
mation in the Islamic world - and, to a lesser extent, the post-Reformation
Catholic world - discouraged the type of pro-commerce changes seen in
England and the Dutch Republic. Given the greater weight placed on reli-
gious legitimation, it would have been unnecessary and costly for Muslim
or Catholic rulers to cede rules and rights to the economic elite. The next
chapter suggests that this logic sheds a great deal of light on the institu-
tional and economic fortunes of Catholic Spain and the Muslim Ottoman
Empire - two states that, as of 1500, rivaled northwestern Europe in eco-
nomic and military might.



Stagnation: Spain and the Ottoman Empire

If one asked a knowledgeable person living in the middle of the sixteenth
century which nation would be the first to undergo rapid and sustained
economic growth two centuries hence, she almost certainly would not have
guessed England, and although she might have guessed the Netherlands,
she would have identified the locus of growth as modern-day Belgium.
The Low Countries were Spanish territories anyhow, so much of the wealth
would have accrued to Spanish coffers. Indeed, two very reasonable guesses,
based on geopolitical power, would have been the Spanish and Ottoman
Empires. These two empires were arguably the two strongest political enti-
ties of the sixteenth century. The Spanish Empire became one of the largest
the world has ever known, including much of the modern United States,
Mexico, Central America, numerous Caribbean islands, the western half
of South America, the Philippines, southern Italy, the Low Countries, and
parts of Morocco (see Figure 8.1). At its peak, the Spanish Empire covered
13.9 percent of the world’s inhabitable land - the largest empire of the time
and trailing only Russia and ultimately the British Empire in the early mod-
ern period (see Table 8.1). Gold and silver flowed in from the Spanish colo-
nies in the Americas, and its territories in the Low Countries were among
the world’s economic powerhouses. Meanwhile, the Ottoman Empire
expanded throughout the century and eventually ruled most of the North
African coast, the Arabian Peninsula, the Balkan Peninsula, and most of
the Middle East. These territorial gains allowed the Ottomans to control the
important commercial links connecting east and west - including the Red
Sea and parts of the Persian Gulf - as well as the eastern Mediterranean and
Black Sea. Why shouldn’t the Spanish or Ottomans have been able to turn
their territorial and trade advantages into a long-run economic advantage?
From the perspective of the sixteenth century, the answer to this question
was far from obvious.

169
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Table 8.1 World’s Largest Empires in the Early Modern Period

Empire Peak Area (Million km?) % of World’s Habitable Land
British 36.6 26.8%
Russian 22.8 16.7%
Spanish 19.0 13.9%
Qing 14.7 10.8%
French 11.2 8.2%
Portuguese 10.4 7.6%
Ming 6.5 4.8%
Ottoman 5.6 4.1%
Mughal 4.0 2.9%
Maratha 2.5 1.8%
Inca 2.0 1.5%
Lithuania-Poland 1.1 0.8%

Sources: Turchin et al. (2006); www.mtholyoke.edu/acad/intrel/empires.htm.
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Figure 8.1 Spanish and Ottoman Empires in the Sixteenth Century

It was hardly preordained that success for both of these empires would
be fleeting. As of 1500, Spanish per capita GDP was slightly higher than
England’s, on par with the southern Netherlands (modern-day Belgium),
and trailed only the northern Netherlands and northern Italy among the
European powers (see Table 8.2). Even as late as 1570, Spanish and English
per capita GDP were similar, even if Spain fell behind the rest of the eco-
nomic leaders. Over the next 180 years, however, Spanish per capita GDP
stagnated — dropping slightly — while the wealth of the other Western
European powers steadily increased (save Italy, which began the early mod-
ern period with a head start). By the end of the early modern period - and,
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Table 8.2 Per Capita GDP in Five Western European
Countries, 1500-1750 (Netherlands 1750 = 100)

Year Spain England Netherlands Belgium  Italy

1500 46-51 46 62 49 71
1570 46-51 46-48 62 59 69
1650 41-51 57 101 56 64
1700 41-47 73 100 59 61
1750 43-44 89 100 65 65

Source: van Zanden (2009, table 10).

importantly, before the onset of industrialization - Spanish per capita GDP
was less than half of England and the Dutch Republic, and it was only
around two-thirds that of Belgium and Italy.

The Ottomans underwent a similar economic degeneration. At its
height in the sixteenth century, the Ottoman Empire threatened the great
powers of central and southern Europe — Spain, Venice, and the Holy
Roman Empire. Its incursions into Europe, while primarily military in
nature, also threatened important European trade and commercial cen-
ters. Yet, by the end of the seventeenth century, the Ottomans had offered
trade capitulations to many of the European powers, giving the European
economic elite customs relief, legal jurisdiction, and freedom from pros-
ecution within the empire. These capitulations were merely one of the
more overt symptoms of the greater divergence that occurred between
the Ottoman Empire and the leading Western European states prior to
industrialization.

What happened? Why did two states that seemed at least as primed for
takeoft as, say, England fall behind while Protestant northwestern Europe
surged ahead? This chapter proposes that underneath the geopolitical
expansion of these empires were inherent economic weaknesses traceable
to the institutions that propagated political power. It was no coincidence
that neither Spain nor the Ottoman Empire experienced a fundamental
institutional change akin to those that occurred in Protestant nations. The
mechanisms through which the Spanish and Ottoman propagated rule
allowed them to ignore the economic elite, and this in turn had a detri-
mental effect on their long-run economic fortunes. The deterioration is
explicable through the arguments made in earlier chapters. The histories
of the Spanish and Ottoman Empires provide a telling counter-story to the
histories of England and the Dutch Republic. In all four histories, the same
message holds: it matters who propagates political rule. Unlike England and
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the Dutch Republic, however, the identity of the Spanish and Ottoman
propagating agents mattered for the types of laws not passed.

Ironically, the strength of the Spanish monarchs and Ottoman sultans
was the long-run undoing of both of their economies. Because these rulers
were so strong, they did not have to bring the economic elite to the bar-
gaining table, and they consequently never enacted the types of laws that
facilitate long-run economic growth. This was the key similarity between
the Spanish and Ottoman Empires that was not present in early modern
England or the Dutch Republic: the Spanish monarch and the Ottoman
sultan were too legitimate. In other words, there is some optimal middle
ground for a ruler’s legitimacy: a weak ruler will not have people follow
him, and the benefits associated with centralized governance will be lost,
while a strong ruler does not have to negotiate with the economic elite in
order to propagate rule. Early modern Spain and the Ottoman Empire had
the latter problem, while the relatively weak (though not too weak) legiti-
macy of rulers in England and the Dutch Republic fostered a situation that
eventually enabled prosperity.

Long-Run Economic Stagnation in Spain

Like elsewhere in Western Europe, the propagators of the Spanish king
placed constraints on what he could do and encouraged him to adopt poli-
cies to their benefit. In the language of economics, Spanish rulers faced a
constrained optimization problem - they chose the best option they could
given their own desires and the constraints they faced. The key point of
this chapter is that the constraints faced by the Spanish Crown were fun-
damentally different than those faced by Dutch and English rulers. These
constraints did not emerge out of thin air; they were the path-dependent
results of the histories of these regions that emerged over centuries. By the
sixteenth century, and especially after the Reformation, these differences
were large enough that the rulers of England and the Dutch Republic were
“solving” a very different problem than the Spanish Crown was. But what
were these differences? Why did they emerge in the first place? What were
their consequences?

Answering these questions requires historical context. Religious conflict,
primarily between Christians and Muslims, was among the most impor-
tant legacies of Spain’s medieval history. The relevant history commenced
in 711, when Muslim Umayyad warriors first entered the Iberian Peninsula.
The Umayyads conquered most of the peninsula and inhabited some of the
most important and wealthiest towns of the period, including Seville and
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Valencia. Over the following six centuries, Christian forces slowly took
back parts of the peninsula. The legacy of the reconquest established a reli-
gious dynamic in early modern Spain that existed nowhere else in Western
Europe.

The manner in which the Iberian Peninsula was reconquered played a
major role in structuring the institutions of Spanish government. Spanish
rulers gave loyal members of the military tracts of land within recently con-
quered towns as a reward for their service. Since rulers relied on these newly
urbanized nobles for military support, the towns gained a much greater say
in governance than anywhere in Europe at the time. These events presaged
similar events in northern Europe by at least two centuries. Indeed, the first
European parliaments (Cortes) arose in Spain. The earliest known Cortes
was in Léon in 1020, and the first one where towns had a voice was the
Cortes of Burgos in 1169. The Cortes’s power increased over the twelfth and
thirteenth centuries, and by the reign of Ferdinand IV (r. 1295-1312) they
were meeting once a year — a development that did not occur elsewhere
in Europe for centuries. The Cortes of Castile — by far the most economi-
cally important region of Spain - formed in this period and consisted of
the nobility, clergy, and “commons,” much like the parliaments of England.

It is impossible to discuss the propagation of medieval Spanish rule
while ignoring the role of religion. This is even more true of the “Catholic
monarchs” Isabella of Castile (r. 1479-1504) and Ferdinand II of Aragon
(r. 1479-1516). Their reign was important for numerous reasons. First, by
uniting the crowns of Castile and Aragon, they mobilized enough resources
to finalize the reconquest of Spain. They finished the Reconquista on
January 2, 1492 with the capitulation of Granada, the last Moorish kingdom
on the Iberian Peninsula. The papacy supported the Reconquista: it funded
around three-quarters of the fight against Granada, and the pope crowned
Ferdinand and Isabella the “Catholic Monarchs” in 1494." Granada gave the
Spanish crown an additional 300,000 subjects, an important new source of
wealth, security on the southern coastline, and perhaps more importantly
an invaluable source of prestige in the broader European “fight against
Islam.”

The Catholic Monarchs bolstered their religious credentials through
the establishment of the Inquisition. Spain was easily the most religiously
diverse region of Western Europe at the time, with hundreds of thousands
of Jews and Muslims, and perhaps even more recent converts (conversos)
intermingling with millions of Catholics. The expressed purpose of the
Inquisition was to create a “unity of religion” The pope thus gave the crown
the authority to root out heretics in 1478. The Inquisition terrorized Jews
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and conversos for decades, and later terrorized Muslim converts (moriscos),
causing the death or expulsion of thousands of religious minorities.”

The brutal persecution of religious minorities during the Inquisition is
prima facie evidence that religious legitimacy was important to the Spanish
crown. This was a costly policy — not only in terms of establishing the
institutions of the Inquisition but in the loss of human capital and labor
of those who were either murdered or fled Spain as a result of persecu-
tion. But the Crown must have considered the benefits of the Inquisition
greater than its costs. Such persecution could have only been beneficial
for the Crown if there were something tangible to gain by tying itself to
the Church. There were less expensive ways to gain religious legitimacy -
endowing churches, enacting religion-friendly policy - but even a costly
policy like the Inquisition still might have been optimal from the Crown’s
perspective if the perceived benefits were great enough. Indeed, Anderson
et al. (2016) find that the persecution of Jews in medieval and early mod-
ern Europe (and especially Spain) was much more likely when weather was
unseasonably bad and crops more likely to fail - precisely the type of pre-
carious circumstance under which a ruler would want to secure as much
legitimacy as possible.

The nobility also benefited from the reconquest of Spain, amassing vast
amounts of recently conquered territory. The Crown neutralized them
through economic and political incentives - tax exemptions, titles, grants,
and the legitimation of their new landholdings and offices. This quid
pro quo was great for the nobility’s pocketbooks, but it also meant they
had almost no bargaining power with the Crown over laws and policies.’
Ferdinand and Isabella were also able to successfully petition Rome to sup-
port their preferred candidates for high ecclesiastical office, helping bring
the Spanish religious establishment under their purview.*

Ferdinand and Isabella passed this institutional legacy down to their
Habsburg grandson Charles V - who also became emperor of the Holy
Roman Empire and inherited the crown of Spain in 1516 — and his son Philip
IT, who succeeded Charles in 1556. Charles V inherited the Spanish crown
through his mother (Joanna the Mad), who was the daughter of Ferdinand
and Isabella. He also inherited the Low Countries from his Habsburg father,
Philip of Burgundy. Combined with the Spanish possessions in the New
World and the Aragon possessions in Sicily, Sardinia, Naples, and northern
Africa, the Habsburg kings were heirs to a global empire.

Charles V and Philip IT desired above all to grow their empire. Hence
they engaged Spain in numerous expensive and bloody conflicts between
the large and growing European imperial powers. Spain fought nineteen
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wars in the sixteenth century against all of the major powers: eleven
against France, eight against the Ottoman Empire, six against England,
three against the Dutch, and three against Venice, among others (these
numbers sum to more than nineteen due to alliances). Throughout
the sixteenth century, Spain was not at war for all of eighteen years.
Some of these conflicts were over religion; others were merely imperial
expansion. Importantly, these wars were costly, and one of the key eco-
nomic stories of the sixteenth century - in Spain as well as elsewhere in
Europe - was the search for revenue to fund wars. As with England, the
Dutch Republic, and other European nations, how the Spanish Crown
funded these costly wars depended on the manner in which they propa-
gated their rule and the access they had to funds beyond the control of
the economic elite.

The framework proposed in this book sheds light on why and how
Charles V and Philip II pursued the laws and policies that defined their
reigns. Like other European rulers, Charles V and Philip II had numerous
goals — gaining “glory” and wealth from the expansion and protection of
territory, increasing specie production from the New World, and “battles
against Islam,” to name a few - and they faced budget constraints based
largely on the funds they were allotted by the Cortes and the vast amount of
gold and silver flowing in from the New World. The strength of their bar-
gaining position against the Cortes was a result of the manner in which they
propagated their rule. On top of being the legitimate heirs through heredity,
the Habsburgs inherited the role of “Catholic monarchs.” In the sixteenth
century, the Spanish Crown co-opted the Spanish church, winning the right
to appoint bishops. In return for these lucrative appointments, tax exemp-
tions, and the occasional call to arms against enemies of the Church, the
Church provided support to the king. For example, the see of Toledo - the
second-wealthiest see in Christendom outside of Rome — granted the king
300,000 ducats for the fight against Protestant England and the rebuilding
of the Spanish Armada.” The papacy also provided the Crown with funds
from time to time. To support the Spanish fight against the Ottomans, the
pope renewed the crusade subsidy (cruzada), which it gave to Ferdinand
and Isabella in the fight against Granada, and it became a regular source of
revenue.

The Crownss relationship with the Church and its role as a “protector
of Christendom” goes a long way in explaining why Protestantism never
took hold in Spain. Even prior to the Reformation, Ferdinand and Isabella
sought to purge nonorthodox belief through the Inquisition. Charles V and
Philip II continued this policy in the sixteenth century, and Philip II used
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the machinery of the Inquisition to stamp out any perceived Protestant
sentiment seeping into Catalonia via France in the 1560s. In 1551-1552,
the Inquisition published a list of prohibited Protestant books that was
much more extensive than the lists produced elsewhere. Anyone suspected
of even remotely deviating from Catholic orthodoxy could be branded a
Lutheran and subject to torture and secret trial.®

The Church’s support gave the Habsburgs an upper hand in their rela-
tions with the Cortes. At the beginning of Charles V’s reign, the elite viewed
him with suspicion as an outsider prince (Charles V grew up in Belgium
and never set foot in Spain prior to his arrival as king). Nevertheless, the
Cortes of Castile granted him 600,000 ducats without conditions merely for
the promise that he would respect the laws of Castile and learn Spanish.”
The Castilian economic elite’s suspicion of their new king came to a boil-
ing point in 1520, in an event known as the comuneros revolt. The urban
lower nobility engineered this revolt against the monarchy and aristocracy,
in a fashion similar to the English Civil War more than a century later.
The comuneros had numerous grievances: they felt threatened by the grow-
ing concentration of power and wealth in the hands of the Habsburg king
and a small group of nobles and clergy, they felt that Charles V’s imperial
ambitions threatened to subjugate Castile, and they sought more gener-
ally to curb royal and aristocratic power.® Unfortunately for the comuneros,
the violent failure of their revolt exacerbated the very thing they revolted
against. Since they no longer posed a threat to the king, he no longer needed
to cede much to them in return for revenues. In the immediate aftermath
of the revolt, a royal edict removed the power of the Cortes to withhold
funds from the king or have any say in how he used his funds. After the
failed revolt, the power of the monarchy was all the more concentrated and
the Cortes remained “little more than a rubber stamp for the demands of
the sovereign” Charles V made it clear that the funds he requested were
not conditional on his meeting the demands of the Cortes, telling them,
“Yesterday I asked for your funds; today I want your advice'

Unlike in England and the Dutch Republic, the weakened Spanish eco-
nomic elite ended up having little input into the policies pursued by Charles
V and Philip II. As the Holy Roman Emperor, Charles V led the opposition
to the growing Protestant sentiment that spread throughout his German
lands. Despite having little to do with Spanish economic or political inter-
ests, the fight against Protestants was one of Charles’s top priorities. The
Cortes of the Castile refused Charles money to fight in central Europe, but
he was powerful and wealthy enough that this hardly affected his actions.'!
Charles also used Spanish resources in wars in the Low Countries that



Stagnation: Spain and the Ottoman Empire 177

were ostensibly about containing Protestantism. The fight with Dutch
Protestants began as early as 1521, when Charles V ordered the burning of
all Lutheran books. It eventually led to the violent persecution of suspected
heretics. Philip II also refused to tolerate the spread of Protestantism in the
Low Countries, and he used the Inquisition to stamp out Calvinism begin-
ning in 1565."> What began as religious suppression quickly spiraled into
a revolt for political, economic, and religious freedom from Spanish rule
(see Chapter 7). The fight against the Dutch was expensive for the Spanish
Crown, and it was the primary source of sovereign default under Philip II.
Philip’s strained finances were readily apparent in the numerous delays in
payments to Spanish troops garrisoned in the Low Countries. These troops
mutinied forty-six times between 1572 and 1607, including the disastrous
sack of Antwerp, where Spanish troops pillaged and virtually destroyed one
of the wealthiest cities in Europe."

The Spanish Crown also employed resources in conflicts with Muslims.
In 1502, the Crown gave the Muslims of Castile the option to either convert
to Christianity or leave, and it offered the same choice to the Muslims of
Aragon in 1525. Converts (moriscos) were periodically harassed through-
out the century and revolted in Granada in 1568-1570. The Ottomans
presented an even more pressing threat against Spanish interests. For the
first twenty years of Philip II's reign, the fight with the Ottomans for the
Mediterranean dominated Spanish foreign policy.' Spain was in constant
conflict with the Ottomans in the 1560s and 1570s, contesting control over
North Africa and the Italian states. Spain received support from the papacy
for these missions, including the cruzada. These wars culminated in the
Battle of Leponto, where an alliance of Spain, Venice, and the papacy dealt
a crushing naval blow to the Ottomans. This battle is widely viewed as the
beginning of the end of Ottoman excursions into the Spanish-Italian sphere
of influence in the Mediterranean. It also marked the peak of the Spanish
fight against the Ottomans. After 1580, Spanish foreign policy focused
much more intensely on northwest Europe.'*

Of Philip ITs forty-two years as king, Castile was at peace for all of six
months. These wars were expensive — the military absorbed 60 percent
of the Crown’s expenditures'® — and the story of Philip’s reign was one of
a search for revenue to fund these wars. Likewise, his father Charles V
called the Cortes of Castile fifteen times, usually in search of funds.
Although the Cortes complained about the Crown’s demands, they gen-
erally gave him what he wanted without receiving much in return.'” The
Crown was successful in its negotiation with the Cortes for two related
reasons: it had alternative means of propagation and alternative sources
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of revenue. One source of revenue was the Church, which provided funds
outside the purview of the Cortes. More important, vast amounts of
gold and silver flowed in from the Americas. At the peak of the treasure
trade (1577-1607), treasure accounted for one-sixth to one-fourth of the
Crownss total revenue, as ships coming in from America were required
to pay the “royal fifth” — one fifth of the haul - into the Crown’s coffers.'®
The treasure hauls also allowed the Crown to borrow large sums from
Genoese and German bankers, with the treasure used as backing for the
loans. These loans were not available on the open market; the Crown pri-
vately negotiated the terms with its lenders outside the purview of the
Cortes. The preferred method of borrowing was through short-term loans
called asientos, which did not require clearance from the Cortes.”” An
explosion of debt ensued. By 1600, interest payments alone were nearly
three times the amount of treasure imports, and the level of outstanding
debt was around five times yearly revenues.

Philip II spent more than he was taking in even with the treasure com-
ing in from the Americas. This led him to take numerous illicit measures
either to cut spending or increase revenue. His most famous illicit bud-
get cuts entailed stopping payments to troops and failing to repay his
other debts. He stopped all payments to his lenders four times, hurting
his Genoese and German lenders. Bankers still lent to him in spite of his
predilection for stopping payment, only because they were able to collude
to cut off his access to funds when he acted poorly.* On the revenue side,
the Crown was more than willing to confiscate private treasure when in a
fiscal bind. The first confiscation occurred in 1523, when the Crown took
200,000 ducats to pay the army. The confiscations became policy over time
whenever the Crown was under duress; in 1531-1534, 59 percent of the
private treasure coming from America was confiscated and the entirety
of the 1556 treasure fleet was confiscated.”’ The Crown also sold noble
(hidalgo) status to those who could afford it. The rise in these grants nar-
rowed the tax base - one of the primary reasons to attain hidalgo status
was that nobles were tax exempt - but provided a quick source of rev-
enue. Estimates from household censuses indicate that at least 12 percent
of Spanish households had hidalgo status in 1542, and many more sales
occurred in the following decades.”

How did Charles V and Philip II get away with these transgressions,
which clearly harmed both the masses and the economic elite? The Cortes
was not completely impotent; in fact, occasionally it was able to dictate
policy when conditions were favorable. John Lynch (1991, p. 288) notes
that, “given a grave issue, a popular cause, and a bankrupt government,
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the Cortes could find the will and the means to oppose the crown.” But
the fact remains that the Cortes’s control over Spanish purse strings was
weak. Control over funds was a primary reason that English and Dutch
parliaments had so much bargaining power. In Spain, there were so many
sources of revenue available to the Crown outside the purview of the Cortes
of Castile - treasure from the Americas and loans from the Genoese and
Germans being the two most important - that the Crown simply did not
need to cede much to the economic elite.”

This institutional arrangement had disastrous consequences for the
Spanish economic elite, and even more disastrous consequences for the
wealthiest colonies in the Americas; the lingering effects of Spanish extrac-
tive institutions are still felt today in parts of Latin America.”* Perhaps the
best known short-run economic consequence of sixteenth-century Spanish
policy was the rapid inflation brought on by the influx of precious metals
from America. Inflationary pressures, which were much stronger in Spain
than elsewhere in Europe, harmed Spanish exports. They even affected the
Crown-protected wool industry.”® The Crown also subjected the urban eco-
nomic elite to an increasing tax burden.”® The combination of additional
revenue requested by the Crown and an ever-shrinking tax base meant the
tax burden increasingly fell on the small urban middle class and the rural
peasantry. This slowed down industrial development by directly depriving
funds for investment. It also indirectly hindered industry by decreasing the
size of the market for domestic goods — poor peasants do not a large market
make - and by encouraging those with excess capital to invest it in land,
which was tax exempt for those with titles.””

Another consequence of Spanish imperial policy was that most mer-
chants who dealt in Spain were of Genoese, German, and Dutch origin.
The Crown offered foreign merchants a share of the American treasure in
return for access to credit. This gave foreign merchants incentive to involve
themselves in Spanish trade while also giving them a privileged position in
that trade.”® But it gave them little incentive to establish their head offices
in Spain. There was simply not enough commercial activity to warrant
massive investments by financiers in anything but the treasure trade. So
Madrid, Toledo, and Seville never became financial hubs like Amsterdam,
despite all of the specie flowing into Spanish coffers. The historian Henry
Kamen (2003, p. 298) argues this point succinctly: “[H]ad Spain really been
the center of wealth, the great banking houses would have moved their head
offices there. Instead they stayed where they were, in Antwerp, or Augsburg,
or Genoa. Cities such as Lisbon, Seville, and Cartagena de Indias merited
only commissioned agents.”
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The vast amount of American treasure also exacerbated the disincentive
for the Crown to invest in industry. In the sixteenth century, Spain primar-
ily exported raw materials, especially wool, and imported manufactured
goods such as cloths and fabrics. They settled the balance of payments with
ready cash from America rather than through industrial production.”” The
wars the Spanish fought against Protestants harmed these exporting indus-
tries. The Low Countries and England were the two most important export
markets for Spanish wool, and trade with these countries slackened when
the Spanish were at war in northwestern Europe. The negative effects of
these policies were noticeable in Madrid, where a small political and aris-
tocratic elite consumed primarily imported luxuries while the rest of the
population was generally near subsistence and demanded only necessities.*’

Other examples of Spanish economic mismanagement abound. In an
attempt to lower prices, the Cortes of Castile moved in 1548 to forbid
exports and encourage imports. They strengthened this law in 1552 with
the enactment of a virtual prohibition of the export of goods made of wool,
silk, and leather. This anti-trade policy had the effect that anyone famil-
iar with basic economics would expect — industry suffered greatly - and
the Cortes revoked the law in 1558.%' But revocation was followed by a tax
on exports, which grew further in 1564. The export tax was attractive to
the Crown because it provided revenue that was outside the hands of the
Cortes.”” Unsurprisingly, these taxes further dampened Spanish economic
production.

It is also hard to imagine that the expulsion of the Jews, Muslims, and
Jewish and Muslim converts under the Inquisition and its aftermath had
a trivial effect on the economy. Between 1609 and 1614, 275,000 moriscos
were expelled from Spain, about a third of whom were from Castile. These
moriscos primarily lived in towns and mostly took on undesirable menial
jobs.” Although the economic effects of the expulsions were far from
clear, they must have played a role in Spanish economic and social life. Yet
another economically inhibitive religious policy was the conscious sealing
off of Spanish intellectuals from the rest of the continent in the wake of
the Reformation. In the 1530s, most Spanish humanist thinkers either fled
Spain or were jailed by the Inquisition, and in the 1550s the Crown forbade
Spanish students from attending foreign universities.**

Yet, as late as 1600, Spain was still an affluent country, with per capita
GDP similar to England and trailing only the Low Countries and Italy in
Europe (see Table 8.2).>> But the Malthusian pressures that depressed wages
and consumption throughout Western Europe, except in England and the
Dutch Republic, were clearly present in Spain. At the time of Philip II’s
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Figure 8.2 Real Wage Rates in Spain, 1300-1850 (1790s = 100)
Source: Alvarez-Nogal and de la Escosura (2013).

death in 1598, real wages were 41 percent lower than they were in the year
that his father, Charles V, took the throne (1519), and per capita agricul-
ture consumption was 24 percent lower (see Figures 8.2 and 8.3). Like most
of the rest of Western Europe, Spanish real wages rose in the wake of the
massive labor shortages following the Black Death in the late fourteenth
century, and they fell slowly over the ensuing centuries, leveling off only in
the seventeenth century.

It is puzzling that Spain did not follow a pattern similar to that of England
and the Dutch Republic, especially given that Spanish per capita GDP was
not far behind England’s for much of the sixteenth century. Not only were
England and the Dutch Republic able to avoid the Malthusian pressures that
eventually crushed Spanish wages and consumption, but a massive diver-
gence in real GDP emerged by the end of the seventeenth century between
Spain and its northwest European rivals. The divergence was attributable to
the fact that the features that foretell long-run economic growth were absent
in sixteenth-century Spain. There was little incentive to invest Spain’s new-
found wealth in capital. A confluence of institutional and economic features
diverted wealth elsewhere. Taxes discouraging exports and favoring landed
wealth, wars with important trade partners, and the combination of rising
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Figure 8.3 Real Per Capita Agricultural Consumption in Spain, 1300-1850 (1850s = 100)
Source: Alvarez-Nogal and de la Escosura (2013).

prices, stagnating wages, and increased taxes all combined to discourage
investment in industry. The economic shortsightedness of such policies did
not go unnoticed at the time. A group of reformers known as the arbitristas
preached restraint on the importation of specie from the New World, the
importance of manufacturing, increased political power for the economic
elite, and many other reforms that would likely have halted Spains long
economic decline.”® But this reform movement ultimately failed because
the proposed measures, while good for the long-run health of the Spanish
economy, did not benefit the short-run economic interests of the Crown
and those that propagated its rule. Even the best philosophical arguments
have difficulty making their way into policy if they do not benefit those
at the bargaining table. The economic elite, who would have benefited the
most from these reforms, were simply not strong enough propagators of
rule in early modern Spain for these proposals to have a chance.

To reiterate, two distinct institutional features allowed the Spanish
Crown to largely ignore the economic elite: its capacity to gain revenue out-
side the Cortes and its religious legitimacy. One could conjecture that the
funds flowing in from the Americas and the Habsburgs’ Italian and German
bankers were the sole reason that the Spanish Crown was able to avoid
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negotiating with the Spanish economic elite. Yet, Charles V’s and Philip IT’s
actions speak loudly: they undertook expensive actions to gain the approval
of the Church and maintain their status as the protectors of Christendom.
The Inquisition was costly in terms of expenditure and loss of manpower
and labor, but the Habsburgs continued to use it throughout the sixteenth
century to persecute Jews and Muslims. Charles V fought the spread of the
Reformation in the Holy Roman Empire with Spanish money, and Philip II
continued this policy in the Low Countries. Philip II’s successors, Philip III
(r. 1598-1621) and Philip IV (r. 1621-1665), dragged Spain into the devas-
tating Thirty Years War (1618-1648), which took place in Central Europe
and began as a conflict between Catholic and Protestant belligerents. None
of these policies were directly in Spanish interests — although they were in
Habsburg interests — and they were all costly to Spain. But Spain’s involve-
ment in them makes sense in light of the Spanish Crown gaining legitimacy
from the Church and in return fighting to protect the Church’s interests.

In the long run, the Spanish economy declined in both absolute and
relative terms.”” By any metric of economic success, the Spanish economy
struggled after the age of expansion in the sixteenth century. The average
Spaniard was poorer in 1820 than in 1500, real wages did not reach their
pre-Black Death levels even by the mid-nineteenth century, and consump-
tion of agricultural goods plummeted. In relative terms, the Spanish econ-
omy also suffered. Spanish real per capita GDP was slightly higher than
England’s in 1570; by 1700 it was 60 percent of England’s, and by 1750 it was
less than 50 percent. Spanish per capita GDP was 78 percent of the Dutch
in 1570 but fell to 46 percent of Dutch per capita GDP by 1650.% Cities also
declined after the sixteenth century. The Spanish urbanization rate fell from
14.5 percent in 1591 to 13.5 percent by 1750; between 1594 and 1694, the
cities of Valladolid, Toledo, and Segovia lost more than half their popula-
tion.”” The urban population only started to grow again in the late eigh-
teenth century. This is the opposite of what occurred in England and the
Netherlands, where urban populations exploded on the eve of industrial-
ization. Even Spanish agricultural productivity declined in the seventeenth
century, in sharp opposition to England, the Dutch Republic, and France,
all of which achieved major productivity gains.*’

The failure of Spain to develop an economy based on capital accumu-
lation, secure property rights, and most of the other features generally
associated with long-run economic success was among the great “lost
opportunities” in European economic history. For a few generations, Spain
seemed to be on the verge of breaking through and becoming an economic
powerhouse of Europe. It should be clear by now that the fact that this did
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not happen was in part due to a deeply rooted institutional structure that
did not favor economic growth. The strength of the Spanish Crown meant
it rarely had to negotiate with the economic elite in order to gain revenue.
This was the unfortunate irony of early modern Spain: the Crown’s strength
was precisely what facilitated Spanish long-run weakness.

Religious Legitimacy and Economic Stagnation
in the Ottoman Empire

It is just as useful to think of the Ottoman sultan as “solving” a con-
strained optimization problem as it was English, Dutch, or Spanish rul-
ers. The sultan chose the best laws and policies he could to propagate his
rule, conditional on the constraints he faced from his propagating agents.
However, the sultan’s constraints were much different than those faced
by Western European rulers, especially Protestant ones. The differences
in these constraints were not random: they resulted from a long series of
path-dependent processes, many of which this book highlights. This sec-
tion spells out what those differences were, why they arose, and their eco-
nomic consequences.

By the early sixteenth century, the Ottomans ruled over a vast and het-
erogeneous empire that included Arabs, Turks, Slavs, Muslims, Christians,
and Jews. The differences in the ethnic and religious makeup of their many
territories meant that what propagated rule effectively in some regions
worked less well in others. Of course, religious legitimation by Islamic cler-
ics was only effective where the population was largely Muslim. According
to Barkan (1970), about 60 percent of Ottoman households outside of
Istanbul were Muslim in the fifteenth century, although there was wide vari-
ation across the Empire. By the 1520s, the Ottomans controlled southeast-
ern European cities with almost no Muslims, such as Athens, while other
southeastern European cities were largely Muslim (see Table 8.3). Even in
Anatolia (modern day Turkey), Christians made up a nontrivial portion of
the population in many cities including Istanbul, which was only 58 percent
Muslim. On the other hand, Muslims made up most of the population in
the Arab provinces (see Table 8.4). It follows that religious authorities were
good propagators of rule in some places — the Arab provinces and parts of
Anatolia — but were much less effective in providing legitimacy in other
areas.”!

Over time, the Muslim population share grew in many of the previously
Christian provinces, thereby increasing the efficacy of religious legitimacy.
Even Athens, which had few Muslims in the beginning of the sixteenth
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Table 8.3 Religious Composition of Principal Ottoman Urban

Populations, 1520-1535

City Muslim Share  Christian Share  Jewish Share
Turkey

Konya 98.0% 2.0% 0.0%
Bursa 97.1% 1.1% 1.8%
Ankara 88.7% 10.2% 1.0%
Edirne 82.2% 12.9% 4.9%
Istanbul 58.3% 31.6% 10.1%
Tokat 53.9% 46.1% 0.0%
Sivas 25.8% 74.2% 0.0%
Greece

Larissa 90.2% 9.8% 0.0%
Serres 61.4% 32.7% 5.9%
Nicopolis 37.7% 62.3% 0.0%
Trikkala 36.5% 41.6% 21.9%
Thessaloniki 25.3% 20.3% 54.4%
Athens 0.5% 99.5% 0.0%
Southeastern Europe (besides Greece)

Monastir 75.7% 20.2% 4.0%
Skopje 74.8% 23.8% 1.4%
Sofia 66.4% 33.6% 0.0%

Sources: Barkan (1970), Westcott (2013).

Table 8.4 Religious Composition of Certain Arab
Provinces circa 1570-1590

City Modern Muslim Christian Jewish

Country Share Share Share
Basra Iraq 100.0% 0.0% 0.0%
Aleppo Syria 97.3% 2.6% 0.2%
Baghdad  Iraq 93.2% 5.9% 0.9%
Damascus  Syria 90.1% 7.8% 2.1%
Tripoli Libya 76.4% 23.0% 0.6%

Sources: Barkan (1970), Westcott (2013).
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century, was 29 percent Muslim by 1675. More generally, Southeastern
Europe became increasingly Muslim over the course of the sixteenth and
seventeenth centuries, especially in the larger cities (see Table 8.5). This
increased the efficacy of religious legitimacy precisely in the places where it
was least effective in the early Ottoman period.
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Table 8.5 Muslim Population Share in the Sixteenth-
Seventeenth Centuries, Select Southeastern European Cities

City Muslim Share,  Muslim Share, Years of
16th century 17th century Observation
Athens 5% 29% 1540, 1675
Belgrade 29% 78% 1536, 1660
Ioannina 4% 49% 1564, 1670
Nicosia 15% 50% 1596, 1683
Prizren 40% 80% 1530, 1643
Sarajevo 27% 98% 1477, 1600
Seres 55% 70% 1500, 1659

Sources: Westcott (2013), Bearman et al. (2005).

In the fifteenth and sixteenth centuries, the Ottoman combination of
military prowess and religious legitimacy allowed them to embark on expan-
sionary conquests. The Ottomans gained military strength by bargaining
with the Turcoman military elite, who supported the sultan’s expansionist
efforts in return for land in the newly conquered territories. As a result, the
size of the Ottoman Empire expanded immensely in its first few centuries.
After the initial years of expansion in the northwestern Anatolian peninsula
(Turkey), the Ottomans conquered the Balkan Peninsula and the rest of the
Anatolian peninsula by the mid-fifteenth century. The Ottomans expanded
their empire in the sixteenth century, conquering modern-day Hungary,
Romania, Moldova, Azerbaijan, Armenia, Iraq, Syria, Lebanon, Jordan,
Israel, parts of the Arabian peninsula (including Mecca and Medina), and
almost the entire north African coast (see Figure 8.1).

Like their Western European rivals, the Ottomans were constantly
engaged in war in the sixteenth century. Wars required money, and to
address their fiscal needs the Ottomans tapped the resources of their
expanding provinces. Their fiscal apparatus was on par with that of the
major European powers in the sixteenth century. Only France was able to
collect significantly more revenue than the Ottomans did, although the
powerful European states were able to extract much more per citizen than
did the Ottomans (see Table 8.6). Indeed, the Ottomans had nearly three
times the amount of revenue at their disposal than the English did in the
1550s, and more than twice the revenue of the Venetians, their most impor-
tant rival in the struggle for dominance over the Eastern Mediterranean.
Two-thirds to three-quarters of tax revenues came through the timar, a
military lease contract whereby the provincial cavalry collected agricultural
taxes directly from the peasantry as remuneration for their military services
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Table 8.6 State Revenues, 1550-1559, Annual Averages in Tons
of Silver (Total) and Grams of Silver (Per Capita)

Total Tax Revenue  Per Capita Tax Revenue

France 151.6 10.9
Spain 107.1 19.1
Ottoman Empire 106.1 5.6
Venice 48.9 29.6
England 35.9 8.9
Poland-Lithuania 6.5 0.9

Sources: Karaman and Pamuk (2010).

to the state.”” The timar system was similar to the tax collection system of
feudal Europe, where local feudal lords controlled revenues in return for
military service. The major benefit of the timar system to the Ottomans was
that it allowed them to pay wages to their military despite facing currency
shortages that made it impossible for peasants to pay taxes in currency.
Religious jurists (kadis) delegated control over who could collect taxes, and
all feudal incomes and privileges came only from the sultan.” In order to
prevent these jurists and timar holders from becoming too powerful in a
region, sultans rotated both at least every three years.*

Chapter 5 noted how important religious legitimacy was for the Ottomans,
especially after the conquests of Constantinople (1453) and Mecca and
Medina (1517). These military achievements bestowed religious legitimacy
on the sultans even though they lacked a bloodline to the Prophet or Arab
heritage. They bolstered their religious legitimacy by “acting Muslim” in
setting laws and policies, a necessary task for any ruler claiming legitimacy
from an Islamic religious establishment (see Chapter 3). The Ottomans fur-
ther secured the support of the religious establishment by bringing them
into the government, which gave the clerics a greater role in governance
in return for their public approval of laws and policies. In the late fifteenth
century, the Ottomans established the office of the Grand Mutfti, a powerful
position that oversaw the hierarchy of religious jurists.

Bringing the religious establishment into the state did decrease its capac-
ity to legitimize. Perceived as under the thumb of the sultan, the religious
hierarchy was not an independent source of legitimacy like the Islamic cler-
ical class was in previous centuries. This was a calculated decision by the
Ottomans, where two factors made the benefits of religious centralization
within the state greater than the costs of weakened legitimizing capacity.
First, the growing and heterogeneous empire required judicial decisions
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that favored Ottoman policy under a range of environments. By creating
a hierarchy with the top positions gaining power, wealth, and prestige, the
Ottomans helped incentivize jurists of all ranks to support their policies;
any jurist who challenged Ottoman policy was unlikely to rise within the
hierarchy. Second, and more important, the Ottomans pursued controver-
sial policies - particularly with respect to territorial expansion - many of
which flew in the face of Islam. As early as 1485, the Ottomans had their
sights set on invading the Muslim Mamluk Empire, which controlled Egypt,
parts of the Middle East, and the holy cities Mecca and Medina. By 1517,
the Ottomans conquered the Mamluks. This war against another Muslim
empire clearly needed the support of the Ottoman religious establishment,
as invading and killing Muslims was much more difficult to justify within
an Islamic context than invasions against states outside the world of Islam.
The Ottomans soon thereafter (1532-1555) fought against another Islamic
Empire on their eastern flank, the Persian Safavids. In short, these were not
wars consistent with “acting like a good Muslim.” It was more advantageous
for the Ottomans to have a weakened religious establishment supporting
its decisions than to have a strong but independent religious establish-
ment who was unlikely to give the Ottomans support for their expansionist
ambitions.

The symbiotic relationship between the sultan and religious establish-
ment was most famously exemplified by the powerful Grand Mufti Ebu’s-
swud, who was the primary religious official under the important sultan
Suleiman I (r. 1520-1566). Ebus-su'ud was famous for harmonizing the
desires of the sultan with Hanafi Islamic law, going as far as justifying the
title of Caliph for Suleiman I even though the Ottomans lacked a blood
connection to Muhammad and were not Arab. Ebu’s-su’ud, like most other
Grand Muftis, was also willing to cede to the state’s needs with respect to
administration: he systematized and legitimized laws of crime, property,
trusts, taxation, and marriage in favor of the sultan’s desires and in a man-
ner consistent with Islamic law.*®

The sultan’s ability to manipulate the religious establishment, along with
his support from the provincial military elite, had economic consequences.
Unlike many Western European rulers, especially Protestant ones, the
Ottomans did not have to negotiate with the economic elite in order to propa-
gate their rule or attain tax revenues. This is not to say that the Ottomans
never gave concessions to local landholders - they did, especially under
the timar system. Nor is it to say that sultans never negotiated with non-
Ottoman economic elite — they did, and as the Ottoman economy weak-
ened in the eighteenth and nineteenth centuries, sultans broadened the
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commercial privileges of foreign merchants via capitulations. The point
here is simply that the Ottoman economic elite - merchants, money chang-
ers, and manufacturers — had very little say in government policies.

This stands in stark contrast to Western European rulers, even Catholic
rulers, who began to negotiate with the economic elite in parliaments as
early as the twelfth century. European rulers at various times gave up some
rights over property and people to the economic elite in parliaments in
return for revenue and political propagation. This was especially true after
the Reformation, when the Church lost its capacity to legitimize Protestant
rulers. But there was no institution akin to a parliament in the Ottoman
Empire. No organized groups of elites met regularly to constrain the sultan.
This was in part because there were no independent cities with which to
negotiate,’ but there was also little need for the sultan to negotiate with the
economic elite prior to the seventeenth century. The reason is simple: the
sultan had no reason to relinquish rights to the economic elite because it
could acquire revenue and legitimacy without them.

The constraints on Ottoman sultans were hardly set in stone. It is possible
to see how these constraints changed over time by briefly focusing on insti-
tutional changes that occurred in the seventeenth century. The Ottoman
propagating regime changed dramatically over the course of this century,
as Ottoman expansion through conquest began to recede due to push back
from Western Europe and the Safavid Empire. Meanwhile, the costs of war-
fare were increasing as the Ottomans realized the need to have a permanent
standing army in order to compete with the growing European powers.
Reduced access to conquest revenues and increased costs of warfare altered
the Ottoman fiscal situation. By the mid-seventeenth century the Ottomans
collected substantially less revenue than the major European powers did.
Even though the population of the Ottoman Empire was about four times
that of England and more than ten times that of the Dutch Republic, the
Ottomans were able to extract less tax revenue from their citizens by the
1650s than these two nations (see Table 8.7).

For these reasons, the Ottomans decentralized both the tax collection
system and local law and order in the seventeenth century. They turned
to local power brokers, known as “notables” (ayan), to propagate their
rule and collect taxes in regions that could not easily be controlled from
Istanbul. The Ottomans employed notables for many purposes: collecting
taxes, mobilizing troops, maintaining public order, and managing civil dis-
putes (see Chapter 6). Notables possessed some form of local social, eco-
nomic, or political power — they were elites — owing their position to their
capacity to maintain law and order. The Ottomans initially decentralized
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Table 8.7 State Revenues in the Seventeenth Century, Annual Averages
in Tons of Silver (Total) and Grams of Silver (Per Capita)

Total Tax Revenue Per Capita Tax Revenue

1600-1609 1650-1659 1600-1609 1650-1659

Spain 430.8 412.7 62.6 57.3
France 294.2 1053.7 18.1 56.5
Ottoman Empire 122.6 150.1 5.8 7.4
Dutch Republic 116.8 213.9 76.2 114.0
Venice 67.6 68.0 37.5 42.5
England 65.7 196.1 15.2 38.7
Poland-Lithuania 15.2 39.9 1.6 5.0
Prussia 3.5 6.3 2.4 9.0

Sources: Karaman and Pamuk (2010).

their fiscal and legal capacity by granting notables the right to farm taxes
for a year in return for an upfront cash payment. As fiscal demands grew,
they extended the length of these contracts. Because there were no financial
markets in which the state could borrow on a large scale, extending these
contracts was a method that allowed the Ottomans to borrow large sums
of money with future tax revenue as collateral. Beginning in 1695, the state
sought large short-term payouts in return for lifetime tax farms under an
institution known as the malikane system.

On the surface, the shift away from propagation by the religious and
military elite to the notables seems similar to the post-Reformation
changes that occurred in Europe, where parliaments played a larger role
in financing and propagating kings. In both Protestant Europe and the
Ottoman Empire, rulers ceded power in order to increase their access to
revenue. However, there were two fundamental differences between the
notables and Western European parliaments. For one, the notables did
not collectively organize as a group, so they could not bargain with or
constrain the sultan. Prior to the seventeenth century, the sultan did not
need to bargain with local elites, since he was able to attain revenue and
the support of the provincial military by giving them tax farms and the
promise of future conquest. Individual, not group, ties were the basis for
the relationship between the sultan and the military elite. The military
elite did not bargain collectively for their tax farms - the sultan provided
each member his own fiefdom. Unlike European rulers, who occasionally
faced serious threats to their legitimacy, which forced them to bargain
with the elites as a group, the Ottomans never faced a serious threat to
their legitimacy after they conquered Constantinople in 1453.*” Hence,
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the sultans never ceded privileges to the economic elite on the scale
of their Western European counterparts. This meant that when the
Ottoman fiscal situation deteriorated after their conquests ceased in the
seventeenth century, there was no institutionalized collection of elites for
the sultan to bargain with. So the sultans turned to the notables, who were
the only people who could collect taxes without military force due to their
social position.

Theoretically, the notables could have banded together to bargain with
the sultan collectively. For instance, they could have consolidated their
tax farms into larger farms, which would have unified their interests in
opposition to the sultan. Eliana Balla and Noel Johnson (2009) note that
seventeenth-century French tax farmers did so, thus acquiring the power
to constrain the king. By combining their farms into a large partnership
known as the Company of General Farms, French tax farmers could jointly
withhold revenues from the king if he acted contrary to their wishes.
Ottoman tax farmers, on the other hand, faced little incentive to act collec-
tively in such a manner. For one, Islamic law disincentivized such partner-
ships. Islamic inheritance law mandates apportioning estates according to
a preordained formula, and any heir could dissolve a partnership of which
they inherited any part.* Hence, a partnership of tax farmers unknown to
each other from diverse locations would have been a highly risky proposi-
tion, as any heir could have dissolved the partnership upon the death of a
member.

Yet, even had Islamic law been more conducive to large partnerships,
there was still less incentive for Ottoman notables to act collectively than
there was for European tax farmers. The notables had power over their local
population due to their family lineage — they were often descendants of
Janissaries — so they were in a much better bargaining position vis-a-vis the
sultan than individual European tax farmers were vis-a-vis their king. If
the sultan transgressed the rights of notables or asked for exorbitant exac-
tions, the notables could simply ignore the sultan while maintaining con-
trol over their locality. This was in fact a common occurrence. Notables
frequently passed down their tax farms to their heirs instead of returning
them to the state, causing the sultan to lose his ability to extract revenues
from the farms. Some notables stopped sending revenues to the sultan alto-
gether.” This greatly decreased the state’s revenues — Ottoman tax revenues
were much lower in the seventeenth and eighteenth centuries than in the
previous two centuries — and it ultimately led to the failure of the malikane
system, which the Ottomans phased out in the 1840s as part of a broader
series of economic reforms.*
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There was another important difference between the notables and mem-
bers of Western European parliaments: notables were seldom concerned
with commercial activities. Some were involved in commercial agriculture,
but those notables mainly sold cash crops to Europe using Christian mer-
chants. Still other notables were involved in trade, but this was relatively
uncommon. Notables generally gained their position through the admin-
istrative ranks or through family or tribal ties — not through involvement
in economic activities. Indeed, the decentralized nature of Ottoman tax
farming arrangements and weak property rights over the farms created
perverse incentives. Tax farming was far more lucrative than investing
in agriculture, trade, or industry was. Since property rights over the tax
farms were insecure — the sultan regularly confiscated tax farms in the
eighteenth century - notables generally focused on extracting tax rev-
enue at the expense of commerce. Even though more commercial activity
would have meant greater future tax receipts, tax farmers had no assur-
ance that the sultan would refrain from seizing the assets of the most
successful farms.”!

As a result, merchants, manufacturers, and money changers never
gained a say in government that was close to resembling their power over
local economic issues, and they certainly had much less ability to affect
policy than their European counterparts.”” The upshot was that policies
favored the state and the notables at the expense of the economic elite.
Policies restricting private capital accumulation and favoring state owner-
ship of land and other property remained throughout most of the 600-year
life of the empire. Property rights were highly irregular, and the sultan
could revoke them in time of need. For instance, Mehmed II (r. 1444-
1446 and 1451-1481) confiscated land held by both private owners and
pious foundations (wagqf) multiple times during his reign.”> Mehmed “the
Conqueror” was able to get away with such transgressions because he was
one of the most legitimate rulers in Ottoman history due to his status as
the “conqueror of Constantinople” But these confiscations were wildly
unpopular with the many constituencies harmed by them; their magni-
tude alarmed even the religious establishment. This presented a problem
for Mehmed IT’s son and successor, Bayezid II (r. 1481-1512), who did not
have his father’s legitimacy via personal accomplishment and needed these
groups to propagate his rule. Bayezid II sought reconciliation with them
and reversed many of his father’s confiscations.”* Centuries later, after the
prospect of gaining additional revenues from territorial expansion became
a fading memory, sultans turned back to transgressing property rights. For
instance, in 1714, the sultan retracted tax farming contracts in many of
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the provinces, only to reinstate them three years later at 50 percent of their
original bids. By the late eighteenth century, confiscations of tax farms
were commonplace.”

This situation was fundamentally different from the one in Western
Europe, and especially Protestant Europe, where the relatively weaker posi-
tion of rulers required them to bargain with all of the economically pow-
erful parties: the nobility, church, and the economic elite. Had Protestant
rulers, and to a lesser extent Catholic rulers, ignored any of these three
factions, they not only stood to lose tax revenue but also faced a greater
threat of revolt. Yet, the irony noted in the Spanish case was even starker for
the Ottomans: the sultan’s strength was precisely what facilitated Ottoman
long-run weakness. By relying on the notables, the Ottomans captured
much of the available tax revenue while also limiting the possibility of
revolt.”® Sure, the sultan could have increased tax revenues even further by
bringing the economic elite into the fold, but this would have come at the
cost of ceding rights and bargaining power. Their cost-benefit calculation
was different than the one faced by Protestant rulers. While this calculation
incentivized Protestant rulers to make concessions to the economic elite
in order to bolster their tax revenue and propagate rule, the lower benefits
available to the Ottomans from doing so did not outweigh the significant
costs of these concessions. In other words, the sultan’s strength vis-a-vis
other elites discouraged them from pursuing policies that would ultimately
enrich the state.

These differences between the Ottoman Empire and Protestant nations
affected the types of policies enacted in each region. Since the Ottomans did
not negotiate with the economic elite, there was never much incentive to
adapt commercial law codified in the Shari’a to reflect the changing needs
of merchants and money changers. Doing so would have threatened the
religious elite, who were the sole interpreters of religious law - and hence
the sole interpreters of commercial law as codified in Islamic doctrine. Why
should the sultan have undermined the clerical class - his primary source
of legitimacy - for the benefit of the economic elite, a group with no seat at
the bargaining table? There was simply little incentive for the Ottomans to
modify commercial laws in response to changing economic circumstances,
since they were able to acquire tax revenue without ceding much to the
economic elite. This logic also helps explain why there was little demand
from the economic elite for changes in commercial law, as noted in numer-
ous works by Timur Kuran. If the sultan was unlikely to grant such changes
in any case, why would one circumvent laws or appeal directly to the sul-
tan, when doing so carried potential sanctions from both the religious and
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political elite? Such a “double cost,” as described in Chapter 2, disincentiv-
ized the economic elite from seeking changes to commercial laws.*”

The Ottomans did, however, readily modify some laws. Since the Sharia
was more of an ideal law and not always practicable, the kanun (the Law
of the Empire) supplemented the ideal with laws supporting the day-to-
day needs of the state, particularly in criminal and fiscal law. The kanun
and Sharia were not always mutually consistent, and when they clashed,
the religious establishment generally found some way to cloak the sul-
tan’s desires in a veil consistent with Islamic principles. The first major
reform of the Ottoman legal code offers an example. Soon after Mehmed II
conquered Constantinople, he instituted his first legal code, which sys-
tematized tax collection across all aspects of society.” After his reign, the
Ottomans applied secular law in tax matters, allowing the sultan to skirt
Islamic dictates. Where tax law ran contrary to Islamic law, the sultan was
more than willing to augment the law in his favor.” Since the Ottomans
negotiated with individual military elite and eventually notables over tax
revenues, they had much to gain from flexibility with respect to tax law and
land tenure. There was much less to gain from flexibility in commercial law,
so the Ottomans largely allowed this to remain the purview of the religious
establishment.

Allowing religious authorities purview over commercial law affected
Ottoman commercial and financial policies as well as the type of economic
institutions and financial instruments employed by the Ottoman economic
elite. For instance, Chapter 4 noted that although merchants and lenders
were easily able to circumvent Islamic restrictions on taking interest, they
did so by incurring transaction costs that stifled the development of such
large-scale lending institutions as banks. As a result, lending remained
relatively small in scale and conducted primarily among known relations.
It was not until 1856 that the first successful bank opened, and even this
bank’s financial backers were primarily British and French.

Timur Kuran spelled out in a series of articles and books numerous other
ways in which the Ottoman reliance on Islamic law in commercial transac-
tions stifled economic growth. One of his important examples involves the
widespread use of wagfs, or pious trusts, in the provision of public goods.
The wagf functioned similarly to an English trust, but with a mission fixed in
perpetuity. Wagfs generally funded some immovable public good like a foun-
tain or school. This meant that if a waqf founder ordered that the wagffund a
madrasa, then funds emanating from that wagqf could only support madrasa
expenses. Wagfs had a religious dimension, too; the provision of a wagf was
viewed as a pious act, and wagqf founders generally gained social prestige. An
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unintended consequence of wagflaw was that wealthy Muslims founded them
as a means of evading inheritance laws. Since a wagf was a perpetual entity,
one could found a wagqf and pay a handsome sum to an heir to run it. The
upshot is that the wagqf gave wealthy Muslims a means for avoiding the split-
ting up of assets required by Islamic law. Kuran (2001, 2005b, 2011) argues
that wagfs therefore absorbed capital that could have been invested in more
productive pursuits, or at least in investments whose mission was not fixed.
Kuran (2005b, 2011) also argues that Islamic laws of inheritance were
a primary reason that partnerships remained relatively simple throughout
most of Islamic history. In both medieval Europe and the Ottoman Empire,
partnerships constituted a key vehicle for combining capital and expertise.
As such, they allowed for economies of scale and complementarities that
would have otherwise been unavailable. Such economies of scale grew even
greater as partnerships expanded to include many members. This type of
growth occurred in Europe as basic partnerships (commenda) grew into
family firms, joint-stock companies, and eventually corporations. A simi-
lar progression never occurred in the Ottoman Empire or the broader
Islamic world. Indeed, Islamic partnerships remained small in scale and
limited in time horizon. Kuran points to Islamic laws of inheritance and
laws on partnerships as joint culprits. He notes that Islamic inheritance law
split up inheritances among numerous heirs according to predetermined
Qur’anic dictates, while partnerships immediately dissolved upon the death
of any member. Although the heirs of a deceased partner could immedi-
ately reconstitute the dissolved partnership, the cooperation of all heirs was
required. This clearly dampened the incentive to form partnerships with
many members, or even to form long-lasting partnerships within a family,
as was common in late medieval Italy. Whenever any member died, numer-
ous heirs split their portion of the partnership, any of whom could prevent
the partnership from continuing as it had. Hence, if any of the heirs were
in a financial bind, the partnership was likely to dissolve. The dissolution
could strike a major blow to partnership operations and the financial for-
tunes of all involved. It could force the original partners to dishonor already
agreed-on contracts for lack of available funds, force the selling off of indi-
visible goods, or force the cancellation of operations critical to the part-
nership’s viability, such as shipments or large purchases. The easiest way
to avoid this fate was to simply avoid partnerships with many members,
as each additional member increased the probability that the partnership
would unexpectedly dissolve. It also discouraged partnerships engaged in
long-term dealings, since the longer the horizon of the undertaking, the
greater the likelihood that one of the partners would unexpectedly die.*
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Ottoman jurists could have addressed the foregoing problem had
they desired. But changes to inheritance or partnership laws would have
required a reinterpretation of Islamic law, which was costly to the religious
establishment because one of their key sources of influence — what made
them elite — was their monopoly over the interpretation of eternal laws
(see Chapter 2). Since such reinterpretation was costly, it would have taken
a valuable reward to encourage it. But such rewards never arose, and the
argument laid out earlier explains why. An equilibrium emerged where the
sultan was happy to give the religious establishment purview over com-
mercial law; the religious establishment in turn legitimized the sultan; and
the economic elite remained relatively powerless. Had the sultan been in
a more precarious position or relied on the economic elite for revenue,
he might have modified commercial law to address their changing needs.
However, the economic elite had no capacity to encourage legal changes
more conducive to large, long-lasting partnerships. The two parties who
interpreted and enforced the law had little interest in reinterpreting the law
in such a manner.

A different process evolved in Europe, and particularly in England,
where the corporate form emerged in part due to the prevalence of trusts,
the closest Western equivalent to the wagf. The Statute of Uses (1535)
encouraged English landowners to place their property into trusts that
owners could use in nearly any desired manner - contrasting markedly
with Islamic wagf law (see Chapter 7). The Statute of Wills (1540) made
land devisable by will, allowing landowners to bequeath land to anyone
they desired by writing a will. This too differed markedly from Islamic
inheritance law, which prescribed preordained splits of inheritance. These
two English laws encouraged the concentration of wealth and, over time,
investment in large ventures. On the other hand, the strict and complex
code of Islamic inheritance encouraged wealthy Ottoman subjects to
invest their wealth in wagqfs. Wagfs had the benefit of perpetual life while
also allowing for asset concentration, but this came at the cost of inflex-
ibility for trustees as economic conditions changed. The Ottomans could
have avoided such problems with the types of wills and flexible trusts that
emerged in post-Reformation England. Wills help prevent the fragmenta-
tion of inheritances, while flexible trusts allow heirs to invest assets effi-
ciently. Neither of these were attributes of Islamic law, however. And since
the sultan had little incentive to remove authority over commercial law
from the religious establishment, partnerships remained relatively sim-
ple, exchange remained relatively personal, and the corporate form never
emerged indigenously.
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Unconstrained by the economic elite, the sultan had numerous tools
at his disposal in times of fiscal crisis. One such tool used in the late six-
teenth century, at the start of the first serious fiscal crises, was currency
debasement. A major currency debasement took place in 1589, causing
the Janissary corps to revolt; the sultan paid the corps in nominally fixed
wages, so the debasement diminished the purchasing power of their wages.
Many debasements followed, and in the 1640s, European coins replaced
Ottoman coinage, which disappeared from circulation.’ Indeed, Sevket
Pamuk (2000) argues that debasements were the primary cause of increas-
ing price levels throughout Ottoman history. The economic elite and labor-
ers despised debasements, as they were ostensibly an additional tax on
income and wealth.®

The Ottomans were not the only great power that debased their cur-
rency in the early modern period. Henry VIII instituted England’s “Great
Debasement” in 1542 in order to pay for the growing fiscal burden of war,
and between 1542 and 1551, the value of English currency dropped dra-
matically. But there were two important points of contrast between the
English and Ottoman debasements. First, Henry VIII debased the cur-
rency precisely because the power of Parliament had just increased with
the Reformation. Debasement was one of the few fiscal policies the English
Crown had at its disposal that did not require Parliament’s consent. Second,
the English Crown was far from immune to monetary pressures created by
the debasement. Edward VT’s government installed a set of reforms in 1551
to “rebase” the currency, ultimately culminating in the Elizabethan rebase-
ment of 1560.

Another feature of a well-functioning economy that was lacking in the
Ottoman Empire was an impartial judicial system. Analyzing court reg-
isters from seventeenth-century Istanbul, Timur Kuran and Scott Lustig
(2012) found that Islamic courts showed bias against non-Muslims and
in favor of government officials. The pro-Muslim biases almost certainly
stemmed from Islam’s legal requirement of a higher level of evidence to
prosecute Muslims than for prosecuting non-Muslims. As for the biases
in favor of government officials, they were likely due to the fact that judi-
cial appointments were made by the sultan; judges concerned about their
careers sought to please litigants working directly for the sultan.*

Having access to courts that decide guilt based on the available evi-
dence rather than political or social power is a fundamental determinant
of the magnitude of commercial transactions in a society. A merchant is
unlikely to enter into a contract with another party if he knows that his
associate might renege on the contract without penalty. Hence, a partial
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judicial system reduces the number of mutually beneficial transactions that
occur. Western Europeans solved this problem in the late medieval period
with institutions such as the merchant guild and the community responsi-
bility system, both of which incentivized rulers to provide impartial juris-
prudence.® But these problems were not solved in the Ottoman Empire,
at least until reforms were undertaken in the nineteenth century. Timur
Kuran and I (Kuran and Rubin 2017) identified a further consequence of
biased courts: privileged Ottoman subjects (men, Muslims, and elite) paid
higher interest rates on loans than non-privileged subjects did. This is the
opposite of what one expects in a modern context, where the privileged
pay lower interest rates because their default risk is lower. In the Ottoman
Empire, privileged borrowers were more likely to get away with reneging,
so lenders imposed surcharges on them to make up for the risk associated
with lending to them. We found that in the seventeenth and eighteenth cen-
turies, men, Muslims, and elites paid about three to four percentage points
higher interest on their loans, which was about one-sixth of the average
interest paid for all loans. This feature of Ottoman lending markets likely
exacerbated the divergence between the Ottoman and Western European
economies. Since long-run economic development depends substantially
on investment in capital, which itself depends in large part on the free flow
of funds, the fact that the privileged paid higher interest rates indicates that
those who were in the best position to invest paid the highest cost to do so.
This must have had a dampening effect on capital accumulation in the early
modern Ottoman Empire.

A final casualty of the manner in which the Ottomans propagated their
rule was that Ottoman literacy remained low throughout the early mod-
ern period. As late as the nineteenth century, the Ottoman literacy rate
was around 2-3 percent, while it surpassed 50 percent in England and the
Netherlands by 1700, and reached at least 20 percent in the rest of Europe
by 1800. Ottoman literacy rates remained strikingly low for two reasons: a
low supply of books and a low demand for literacy. Both of these factors are
attributable to the manner in which the Ottomans propagated their rule.
The low supply of books resulted directly from the restrictions on presses
printing in the Arabic script, which were in turn a consequence of Ottoman
reliance on religious legitimation (see Chapter 5). The low demand for lit-
eracy was also a consequence of the many outcomes described in this book.
As long as merchants remained engaged primarily in personal exchange,
neither literacy nor numeracy were critical to conducting business. As long
as the religious establishment had a monopoly on both education and the
interpretation of legal and religious thought, they had incentive to restrict
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the number of potential challengers. And they had the capacity to do so
by restricting access to madrasas, setting the curriculum for madrasas,
and seeking favorable laws and policies from the sultan when necessary.
Moreover, as the wages of Ottoman workers began to fall behind their
Western European counterparts, the returns from literacy diverged in tan-
dem. The vast interregional differences in literacy that emerged in the early
modern period did not cause the relative Ottoman decline; rather, they
were a consequence of the deeper features responsible for the divergence.

It Matters Who Propagates Rule

By now, the key point of the last two chapters should be clear: it matters
who propagates political rule. In Spain and the Ottoman Empire, a mix of
religious authorities, local power brokers, and military elite propagated
rule, leaving rulers with little incentive to negotiate with the economic elite.
In England and the Dutch Republic, the Reformation provided the death
knell to the Church as an agent that could provide religious legitimacy,
forcing (in England) the Crown to negotiate with the economic elite or (in
the Dutch Republic) propelling the economic elite to a position of politi-
cal power. The long-run effects of these institutional differences are clear.
After the Reformation in England and the Dutch Republic, rulers and par-
liaments drafted laws and policies conducive to long-run economic success.
These included stronger and clearer property rights, new institutions for
the provision of public goods, poor relief, and investment in transportation
networks. Spanish and Ottoman rulers did not undertake such reforms.
Their policies gave their citizens less incentive to invest in productive pur-
suits, and the bases for sustained economic growth were largely missing.
These rule-propagating institutions did not arise out of thin air.
Chapters 3 through 6 suggest that these institutions evolved over cen-
turies, and institutional differences are traceable to the births of Islam
and Christianity. This book thus provides a partial answer to two impor-
tant and interrelated questions: “What does a society need to achieve
economic prosperity?” and “How does a society maintain the fruits of
prosperity in the long run?” The first question is a static one — at any
point in time, it is possible to observe how rulers propagate their rule
and analyze what this means for the types of laws and policies its govern-
ment pursues. The second question is inherently historical and dynamic.
Establishing the “right” institutions for sustained economic growth is an
endogenous, historical process. There are many ways to get the “right”
institutions, and there are many possible “right” institutional forms. For
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instance, the economic and political histories of England and the Low
Countries are different in many ways, yet both eventually culminated in
a setting conducive to growth. There is no one catch-all recipe for long-
run economic success. But once the “correct” elements are in place, they
tend to reinforce each other in a manner that further perpetuates eco-
nomic growth, because it is in the interests of the key players for this out-
come to arise. The opposite occurs when the “incorrect” elements are in
place. In these settings, powerful individuals and groups perpetuate their
own power and wealth at the expense of long-run economic growth, and
stagnation results.



Conclusion

The degree to which the Middle East, and to a greater extent the Islamic
world, fell behind Western Europe can be gathered by viewing a politi-
cal map of the two regions in the early twentieth century. On the eve of
World War I - the war that would serve as the final death knell to the long-
suffering Ottoman Empire — much of the Islamic world was under the con-
trol of European powers (see Figure 9.1). France, Italy, and England split
control over North Africa, and England controlled the southern Arabian
Peninsula, with its important strategic position as gatekeeper of the Red
Sea and Persian Gulf. Elsewhere in the Islamic world, England ruled over
much of south Asia, and large swaths of central Asia were under Russian
rule. The Ottoman Empire was crumbling, and tribal warfare pervaded the
Arabian Peninsula.

The signs of Middle Eastern stagnation were apparent well before World
War I. Even by the turn of the nineteenth century, Middle Eastern eco-
nomic, technological, and military prowess had fallen visibly behind
Western Europe. The Ottoman Empire was at best a peripheral economic
power in the early nineteenth century and posed no serious military threat
to Western Europe. An obvious symbol of its relative economic decline was
the concessionary trade regime offered by the Ottoman government to the
European powers at the expense of its own merchants. The economic disad-
vantages rooted in the capitulations were symptomatic of a much broader
reversal of fortunes that were centuries in the making.

A central thesis of this book is that the environments under which
Christianity and Islam were born spawned institutions that had impor-
tant and unforeseen long-run consequences for the “rise of the West” and
the stagnation of the Middle East. The thesis is hardly straightforward; the
chain connecting the births of Islam and Christianity to economic outcomes
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B Muslim Ruled State

Figure 9.1 Middle East and North Africa on the Eve of World War I
Sources: Data from map available from UK National Archives, www.nationalarchives
.gov.uk/cabinetpapers/themes/maps-interactive/maps-in-time.htm

more than a millennium later has many links. A summary of the argument
follows, beginning with the first link.

The fundamental difference between Western Europe and the Middle
East explored in this book - and the only doctrinal difference between Islam
and Christianity that matters for the argument - is that Islamic doctrine is
more conducive to legitimizing rule than Christian doctrine is. The reason
for this doctrinal difference was the circumstances under which the reli-
gions were born. Christianity was born in the Roman Empire, which had
well-functioning legal and political institutions. Moreover, early Christians
were in no position to legitimize the Roman emperor. Islam, on the other
hand, formed initially alongside the expansion of a political state under
Muhammad. The corpus of Islamic law grew further under the empires of
the First Four Caliphs and the Umayyads - the largest empires the world
had ever seen at the time. A natural consequence of this coevolution - espe-
cially given the important religious role played by the early caliphs — was the
formation of Islamic doctrine supporting the legitimation of rule by Islam.

Subsequent Middle Eastern rulers thus had the capacity to derive legiti-
macy from a unifying ideology. The spread of a relatively uniform Islamic
legal framework helped foster this ideology, which could accommodate
divergent tribal interests. This had a number of beneficial consequences for
the economies of the Middle East, North Africa, and Iberian Peninsula. The
spread of Islamic political rule helped promote trade by providing greater
security for merchants, a common social and religious network, a common
currency, a common language, and common financial instruments.

Any convincing explanation for the decline of Middle Eastern econ-
omies relative to those of Western Europe must also explain why the
Middle East was so far ahead for so long. As we have seen, the same
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feature can account for both the economic rise and decline of the Middle
East: the strength of early Muslim rulers, due in large part to their ability
to derive legitimacy from Islam, allowed Muslim-governed states to sup-
port trade in a manner unachievable by the more decentralized states of
the pre-Islamic Middle East and post-Roman Europe. But this strength
ultimately became a weakness. As trade expanded, new laws and policies
were required for further expansion, none of which were imaginable in
the context of the seventh-century economy. Yet, Middle Eastern rul-
ers had little incentive to adopt such laws and policies. Doing so would
have undermined the religious elite, who were the primary interpreters
of commercial law and were largely responsible for the rulers’ strength
in the first place.

There was nothing predetermined about this outcome. Indeed, it was
hardly unthinkable that Muslim rulers circa 1000 could have reformed
Islamic law in a manner that would have benefited the economic elite. This
book has provided two historical processes — one static and one dynamic -
that can account for their failure to do so. The static process consists of the
“game” a ruler plays to determine how to best propagate his rule. He consid-
ers the costs and benefits of different forms of propagation - both of which
stem from institutions formed in the historical past - and chooses some
combination of propagating agents that best help him stay in power. These
choices have dynamic consequences over the long run, many of which are
unforeseeable or occur so far in the future that they are of minimal con-
cern to the ruler in the present. These consequences stem from the fact that
propagating agents do not support the ruler for free - they expect some say
in laws and policies in return. Their choices can have unintended, path-
dependent consequences for future rulers.

Each link in the chain of these path-dependent processes makes sense in
isolation, but rarely is it obvious how the end link connects to the first. This
analysis is thus inherently historical. It identifies each link of a long chain,
up to the ultimate outcome. Not only can this framework explain why
Middle Eastern rulers had little incentive to make pro-commercial reforms
circa 1000; it can also explain why the incentives fell over time. Moreover,
it also makes sense of why Western European rulers were ultimately more
incentivized to do so, especially after the Reformation. Importantly, noth-
ing about this argument relies on old, easily dismissed arguments that Islam
was antithetical to commerce or that it was inherently more conservative
than Christianity. Indeed, nothing about this framework relies on any tenet
of Islam and Christianity, except for Islamic doctrine being more conducive
to legitimizing political rule.
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The book first considers the static consequences of the relatively weaker
capacity of Christian rulers to derive religious legitimacy. It meant that
Western European and Middle Eastern rulers faced different incentives
when deciding how to propagate their rule. Middle Eastern rulers derived
greater benefits from religious legitimation, so they gave the religious elite
an important seat at the bargaining table. In the short run, the rulers of the
two regions pursued different laws and policies, especially with respect to
commerce. After commerce began to revive in Western Europe in the late
tenth century, merchants ran into constraints imposed by laws and policies
unsuited for a commercial economy. European rulers ultimately gave the
economic elite a seat at the bargaining table — at the expense of and occa-
sionally in defiance of the Church - because the benefits of doing so out-
weighed the costs of less propagation from the Church. Muslim rulers faced
a different set of costs and benefits from enacting laws and policies opposed
by the religious elite. On the one hand, the benefits of ceding to the interests
of the economic elite were actually greater in the Middle East for most of
the medieval period than in Western Europe, as Middle Eastern economies
were ahead of Western European ones. But the costs of upsetting the reli-
gious establishment were also far greater for Middle Eastern rulers, who
relied more critically on clerics for legitimacy.

These static decisions made by Western European and Middle Eastern
rulers had dynamic, unforeseen consequences. First, the decisions made by
Western European rulers placed the Church in a no-win situation: either it
would update its doctrine to reflect changing commercial needs (and risk
losing its claim to hold “eternal” doctrine), or it would hold steady in the
face of changing circumstances (and risk losing its moral authority). Either
way, the Church’s influence over its subjects, and especially the economic
elite, weakened over time. Second, laws and policies favoring commerce
had the unintended consequences of spurring on further economic and
financial innovation. The widespread use of usurious financial instruments
such as bills of exchange encouraged innovations in the structure of part-
nerships. In turn, these innovations ultimately led to the emergence of the
banking system and the rise of impersonal exchange. These consequences
arose hundreds of years after the Commercial Revolution sparked the ini-
tial changes in laws and policies, and they were unintentional and unfore-
seeable. Yet, it is difficult to imagine a world where the “rise of the West”
would have occurred when and where it did without these initial changes.
Meanwhile, in the Middle East, rulers rarely enacted laws that openly trans-
gressed the wishes of religious authorities, and Islamic religious authori-
ties never faced the no-win situation their Catholic counterparts did.



Conclusion 205

Thus, religious legitimation remained an important part of the propagat-
ing regime. As a result, what were once relatively small differences in the
manner in which Middle Eastern and Western European rulers propagated
their rule diverged immensely over time.

Another important path-dependent consequence of the differences in
rule propagation involved different reactions to the spread of the printing
press. From a static perspective, the responses of the Ottomans and Western
Europeans are understandable given the costs and benefits of their choices.
The printing press posed a threat to Islamic religious authorities: not only
would it have threatened their control over information and the high bar-
riers to producing Islamic thought; events in Western Europe showed just
how quickly the press could undermine a vulnerable religious establishment.
The sultan propagated his rule using a combination of religious legitimacy
and military might; without the support of the religious establishment, his
hold on power would have been much weaker. The Ottoman sultan there-
fore had an incentive to block the press. A very different sequence played
out in Western Europe, where the press spread quickly after its invention
in 1450. Had the Church wanted to stop its spread, it would have failed
because its influence over secular rulers was relatively limited.

The dynamic, unforeseen consequences of printing were all the more
important. The most monumental of these consequences was that the
printing press helped facilitate the successful spread of the Reformation.
Empirical tests indicate that the presence of a printing press prior to 1500
increased by 52.1 percentage points the probability that a city would become
Protestant in 1530. The Reformers were successful where previous attempts
at reforming the Church failed because they could spread their antipapal
grievances quickly, before the Church could suppress them. Meanwhile, in
the Ottoman Empire, even had there been anticlerical grievances like those
expressed by the Protestant Reformers, any movement against the religious
establishment was unlikely to spread quickly and was thus likely to be sup-
pressed by the Ottoman sultan, who relied on clerics for legitimacy. In other
words, the very thing that could have undermined the religious establish-
ment — the printing press — did not spread in the Ottoman Empire precisely
because religious legitimacy was so important.

The final link in the causal chain mapped out in this book is the con-
nection between Protestantism and economic outcomes. A cursory reading
of the argument might suggest that Protestantism is “better” for economic
outcomes than Catholicism, which itself is better than Islam. Insofar as
these readings make sense, they have nothing to do with the content of
the religions. The connection between religion and economic outcomes
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involves the capacity of the religious elite to legitimize political rule. It was
stronger in Islam than in Catholicism, and minimal in Protestantism. What
was important about the Reformation, therefore, was not that it questioned
the validity of certain church practices or even its religious nature. Instead,
its importance lies in that it fundamentally altered the relationship between
rulers and those who propagate their rule. This key point of the book has
nothing to do with religion per se or, for that matter, culture in general.
The argument is therefore in the spirit of Richard Tawney’s (1926) clas-
sic rebuttal to Weber’s “Protestant Ethic” hypothesis, which holds that the
most important outcome of the Reformation was the secularization of law
and political economy. Tawney’s critique suggested that the Church had
an ingrained anti-commercial philosophy, and capitalistic impulses spread
only after the Reformation broke the Church’s stranglehold over the mar-
ketplace. The argument proposed here is close in spirit to Tawney’s argu-
ment, but with an important twist. Instead of focusing on how the Church
affected the political and economic culture of the medieval period or on
how this culture changed with the Reformation, I highlight the pathway
through which religious propagation of political rule affected economic
outcomes. In the process, I have answered why the religious elite had the
power to affect decisions made by rulers in the first place and how this
power manifested itself in policy.

The historical examples analyzed in Chapters 7 and 8 support this
idea. By 1600, the manner in which rule was propagated in Protestant
Northwestern Europe differed greatly from that in Catholic Europe, and
even more so from that in the Middle East. In Protestant England and the
Dutch Republic, the Reformation undermined the capacity of the Church
to legitimize rule. As a response, rulers turned to parliaments comprised
mostly of economic elites to propagate their rule and provide tax reve-
nue. The economic elite thus obtained a seat at the bargaining table, which
they used to enact laws and policies that benefited their interests. And the
interests of the economic elite generally aligned more with laws and poli-
cies consistent with macroeconomic success. In England, the Crown and
Parliament passed new laws providing clarity to property rights, relaxing
usury laws, and improving poor relief. In the Dutch Republic, the economic
elite negotiated for the provision of public goods such as vastly improved
transport networks and land reclamation. Meanwhile, the Catholic Spanish
Crown continued to derive legitimacy from the Church; the Pope crowned
Ferdinand and Isabella the “Catholic Monarchs” for their role in the “fight
against Islam?” This source of legitimacy, combined with mountains of gold
and silver flowing in from the Americas, allowed the Spanish Crown to
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essentially ignore their economic elite. The Spanish Crown therefore pur-
sued policies that damaged economic interests at the expense of other key
constituencies; examples include religious wars in the Holy Roman Empire,
the Inquisition of Jews and Muslims, protection for the sheep-owners’ guild,
high taxes on the peasantry and urbanites, and export tariffs on key goods.
In the Ottoman Empire, Islamic religious authorities had an even greater
capacity to legitimize, and the sultan had little incentive to bring the eco-
nomic elite to the bargaining table. This was especially true in the period of
Ottoman expansion through the end of the sixteenth century, when the mil-
itary elite also propagated the sultan. Ottoman merchants, manufacturers,
and money changers never had a say in governance, and Ottoman policy
reflected this. Property rights were relatively insecure, Islamic courts settled
commercial issues, and the Ottomans frequently debased their currency.

In other words, differences in the capacity of Christian and Muslim
religious authorities to legitimize rule, which arose due to circumstances
surrounding the births of the two religions, had important long-run
economic consequences. In the Middle East, this relationship was self-
reinforcing. Middle Eastern rulers were strong, and the very thing that kept
them strong - religious legitimation - discouraged them to negotiate with
other potential propagating agents or to permit laws and policies capable
of undermining the religious establishment. On the other hand, the rela-
tive weakness of Western European rulers encouraged them to engage in
more costly negotiations with the economic elite. The unintended, path-
dependent consequences of these negotiations further weakened the capac-
ity of the Church to legitimize rule, especially after the Reformation. This
further encouraged Western European rulers to negotiate with the eco-
nomic elite. Consequently, they enacted laws and policies more beneficial
to the economy.

Possible Misconceptions

Throughout the book, I attempt to discredit four misconceptions that a
skeptical reader might attribute to its arguments. It is worthwhile to recon-
sider them in turn.

Misconception #1: Increasing the political power of the economic elite is
always good for long-run economic development.

An important part of the historical argument is that Protestant North-
western Europe was primed for long-run economic success following the
Reformation because the Church lost its propagating role to the economic
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elite in parliaments. A casual reader could easily take the argument to imply
“economic elite = good, religious elite = bad”” Far from it. The point is sim-
ply that, like the religious elite, the economic elite look after their own self-
interest. It so happens that their self-interest more often encourages them to
seek laws and policies that benefit the entire economy. But the incentives of
the economic elite do not always align with laws and policies that portend
economic success. Rent seeking, which is ubiquitous in every economy,
offers an example. Powerful economic elite can often use their power to line
their pockets through monopoly grants, government subsidies, and advan-
tageous tax policy. Such privileges tend to create more losers than winners
and end up redistributing wealth to those who already have it. Indeed, this
was touched on in the overview of the eighteenth-century Dutch Republic
(see Chapter 7). The Dutch rose to prominence in the seventeenth century
with an economy based on trade, manufacturing, and highly productive
agriculture. The economic elite played an important role in governing the
Republic, and they were in large part responsible for laws and policies
favoring interests in these sectors. But with economic success came special
interests. After the 1670s, these interests dominated Dutch politics, pushing
through industrial regulations favoring their own interests at the expense of
newcomers, taxes that served a narrow slice of society disproportionately,
and numerous other measures benefiting some at the expense of many.

Nothing in this book suggests, then, that giving more political power to
the economic elite always improves the economy. What is true is that giving
zero political power to the economic elite is definitely harmful to economic
growth. Since other propagating agents are less likely to have interests con-
ducive to economic success, giving those interests more say over a society’s
decisions will result in laws and policies less conducive to economic suc-
cess. In the terms of economics, there is an “internal optimum” for the share
of power held by the economic elite. The best fraction is not zero; neither is
it one. Just as the economic elite’s political powerlessness harmed the long-
run economic fortunes of early modern Spain and the Ottoman Empire,
an economy run entirely by corporations and wealthy power brokers could
also be devastating for the vast majority of the population.

Misconception #2: An argument that addresses why Middle Eastern
economies fell behind Western European economies cannot account
for the Middle East’s lead over Europe during Islam’s first few centuries.

This is perhaps the most frustrating misconception because I go through
great pains to explain how the early expansion of the Islamic Middle East
is compatible with its subsequent stagnation. It is also the misconception
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of readers who might ask why the book says little about the positives of
Islam. Let me begin by noting that the book hardly shines a positive light
on Christianity, either. This is hardly a serious criticism anyways. A good
hypothesis is one that has an empirical basis, not one that skirts controversy
or simply tells people what they want to hear.

This book states that in a premodern economic environment, Islam’s uni-
fying ideology provided a more favorable context for trade than the frac-
tured regimes pervading the Middle East and Western Europe following
the fall of the Roman Empire. Islam’s conduciveness to legitimizing rule
meant that Middle Eastern rulers were encouraged to enforce the grow-
ing corpus of Islamic law, which covered commerce and was well suited to
the adjudication of premodern economic disputes. The question this book
proceeds to answer is why the Middle East became “stuck” in this medi-
eval equilibrium, which is why laws and policies barely evolved to meet
the changing needs of merchants and other economic actors, needs that
could not possibly have been foreseen during the first four Islamic centu-
ries. But it would be a misreading to suggest that this is where the book’s
argument begins. Although many more pages are dedicated to the relative
“reversal of fortunes” between the Middle East and Western Europe, the
book focuses on an explanation that accounts also for the original ascent of
the Middle East.

Misconception #3: Religion is harmful.

Writing on religion is tricky, and there is always the chance of offending.
This is especially true when the primary hypothesis is that the “rise of the
(Protestant) West” is in part attributable to the loss of political power for
religious authorities. But nothing in the argument relies on the content of
any Islamic or Christian dictates, save those that facilitate political legiti-
mation. Moreover, the argument says absolutely nothing about the role of
religion in daily life. Religion can be a powerful source of good, and it can
be a powerful source of bad, especially when used to justify despicable acts.
In my opinion, religion provides a net positive for the world - the benefits
that it brings to individuals and communities well outweigh its costs. But
my personal views are irrelevant to the argument, as is the fact that religion
can be a source of both good and bad. All that matters is that religion can
propagate rule.

The book does argue that religious propagation of rule is worse for long-
run economic prosperity than propagation by the economic elite is. This
is a falsifiable, positive statement - it is about how the world “is,” not how
it “should be” The argument makes no normative claims about whether
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economic prosperity is a good goal or not for a society. The aim of the book
is to understand why the West became rich and the Middle East did not. It
makes no claim at all regarding the morality of prosperity. That is the sub-
ject of an entirely different study.

It is made clear repeatedly that there is nothing uniquely bad about reli-
gious propagation. Indeed, propagation by military or police coercion
is likely to have an equal, if not stronger, retarding impact on economic
development. The reason is simple: propagating agents look after their own
self-interest. This is as true of the religious elite as it is of the economic or
military elite. And while the religious elite do have some interests aligned
with economic success, such as keeping social order via poor relief, they
have many other interests that are not, such as restrictions on taking interest.
The military likewise has some interests consistent with economic success
and other interests inconsistent with success. Increasing military resources
may provide protection against foreign invasion or help quell social unrest.
Alternatively, it can terrorize the population or keep an unpopular ruler
in power. The key point is simply that the desired policies of the economic
elite, based on their own self-interest, tend to align better than those of the
religious elite with policies that promote economic success.

Misconception #4: The Middle East was destined to fall behind Western
Europe because of the role that Islam plays in politics.

There is nothing deterministic about the argument presented in this book.
History is not destiny, and it takes a major misreading to draw this impli-
cation. Instead, the framework points to what incentivized actors to make
certain decisions at certain times, and to how these decisions affected the
incentives of future decision-makers. There is nothing deterministic about
this argument, and nothing implies that the economic paths of Western
Europe and the Middle East had to diverge in the manner observed. Instead,
it simply notes that actions of Middle Eastern and Western European rul-
ers had unintended and unforeseen consequences for the incentives faced
by future rulers, who themselves took actions that had unforeseen conse-
quences for rulers even further in the future.

Each step in the described path-dependent chain made prosperity more
likely to occur in Protestant Western Europe and not the Middle East. The
case of the Ottomans blocking the printing press highlights the lack of deter-
minism in these path-dependent processes. It is certainly possible that an
inspired sultan could have fundamentally changed the course of economic
history by permitting the press and encouraging its spread. Yet, for centu-
ries no sultan had the right incentives. While it is by no means self-evident
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that long-run economic trends were reversible had the Ottomans permit-
ted the printing press, it does provide a fascinating opportunity to conduct
counterfactual history. The most direct consequence of Ottoman print-
ing could have been the religious establishment facing opposition to its
legitimizing power. The opposition could have come from the masses, the
Janissary corps, or local power brokers like the notables, and it would have
been relatively easy to spread an anticlerical message via the printing press.
With a weakened religious establishment less capable of providing legiti-
macy, the Ottomans would have had incentive to bring all of the economi-
cally powerful parties to the negotiating table in order to propagate their
rule and ensure sufficient tax collection. This probably would have included
the military, notables, and economic elite. Had the Ottomans propagated
their rule in this manner, then laws encouraging property rights, innova-
tion, exploration, and economic expansion would have been more likely
to arise. This counterfactual sequence of events obviously did not happen.
But a lack of institutional change did not occur because of some ad hoc
process or cultural conservatism. It resulted from processes deeply, though
not inevitably, rooted in the historical past.

Implications for the Rise of the West

The arguments presented in this book have implications for our under-
standing of the “rise of the West” But there is one implication that read-
ers should not take too far: very little has been said here about the specific
mechanisms that led to industrialization. Indeed, the book’s primary argu-
ments attempt only to explain the larger institutional differences between
Western (and northwestern) Europe and the Middle East up through the
turn of the seventeenth century. The fascinating accounts of England’s
industrial rise put forth by renowned economic historians like Joel Mokyr
and Robert Allen delve much deeper into the factors that permitted the
onset of industrialization in the eighteenth century, and it is not my inten-
tion to confront these arguments.

This book has aimed to identify the preconditions of the economic
revolution brought on by industrialization and to explain why, by 1600,
northwestern Europe was a likely candidate for such a revolution. It
places the roots of this revolution in the political changes that followed
the Reformation. But I do not argue that the Reformation was an iso-
lated, exogenous event that randomly hit certain “lucky” nations. Rather,
the Reformation was the culmination of a long series of path-dependent
events, each explainable by taking into account the previous step in the
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path and the resulting institutional environment. And while this book fol-
lows this path all the way back to the births of Christianity and Islam,
most of the action occurs in the latter half of the medieval period (c.
1000-1517). It was then that the Commercial Revolution facilitated the
undermining of the legitimizing relationship between church and state in
Western Europe. It was also then that a deeply entrenched equilibrium
arose in the Islamic world whereby religious authorities gained power at
the political bargaining table due to their role as legitimizers of political
authority. Finally, it was at the end of the medieval period that the printing
press spread in Western Europe while the Ottomans suppressed it, for rea-
sons entirely consistent with the manner in which rulers in both regions
propagated their rule.

These were the preconditions that enabled the Reformation to take hold
in certain parts of Western Europe, while a similar undermining of the reli-
gious establishment was unthinkable in the Middle East. This book there-
fore follows in the spirit of works by Robert Lopez, Douglass North, Avner
Greif, Timur Kuran, Deirdre McCloskey, and Jan Luiten van Zanden, all of
whom look for the roots of the modern economy in the medieval period.
Where I depart from these scholars is in my focus on the manner in which
rulers propagated their rule. The players at the bargaining table were differ-
ent in Western Europe than in the Middle East, and they were ultimately
different in Protestant and Catholic Europe.

The process through which this occurred was inherently historical. In
other words, it was far from predetermined. Understanding the mecha-
nisms through which it occurred is important, and not just for the sake of
historical knowledge. The keys to modern wealth are still only available to
a minority of the world’s population, so knowing what actually did happen
in England - and ultimately its followers in Europe, North America, and,
much later, East Asia — provides an example of one path that did work.

Is this path replicable? In short, no. The nature of path-dependent pro-
cesses is that one event builds on another, and random, uncontrollable
events determine the exact trajectory. Would Henry VIII have brought the
Reformation to England had Catherine of Aragon borne him a son or the
pope granted him a divorce? We will never know. What we do know is
that the unforeseen consequences of Henry VIII's decision were world-
changing. Would the Dutch have had the world’s leading economy in the
late sixteenth and seventeenth centuries had the Spanish crushed the Dutch
Revolt in its early stages (which almost happened multiple times)? Probably
not: the Dutch “bargaining table” would have looked very different, with
the economic elite having much less say in laws and policies.
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Nevertheless, the English and Dutch cases are worth studying, even
though they are not perfectly replicable. Not all of the steps along their
paths were random. Many resulted from institutions whose importance is
clear when contrasted with institutions of the Middle East. This is not to
make the generic claim that “institutions matter,” but the much more spe-
cific claim that it matters who propagates rule. How the English and Dutch —
and, eventually, other European nations and the United States — got to the
point where a “good enough” propagation regime was in place is of course
critical to the story. Equally important is understanding the outcomes that
followed once those regimes were in place. The latter pursuit has relevance
for contemporary problems.

Implications for the Twenty-First Century and Beyond

Nearly half of the world’s population lives on less than $2 a day, and around
one-fifth live on less than $1 a day. Clearly the fruits of the modern econ-
omy have not spread far enough. One of the most depressing aspects of
widespread poverty is that it is unnecessary. Unlike, say, five hundred years
ago, humans have the technological capability to provide a comfortable
lifestyle for the entirety of the world’s population. Why, then, do so many
people still live in abject poverty?

There are of course many answers to this question, and context clearly
matters. The poverty of sub-Saharan Africa has different causes than the
poverty of South or Central Asia. History, culture, and geography all play a
role in separating the haves from the have-nots, and no one panacea exists
for global poverty. But one thing common to most impoverished areas - as
well as many wealthier but far from “developed” regions - is bad gover-
nance, especially with respect to economic issues.

This book provides a first-order reason why bad governance exists despite
the presence of low-hanging economic fruits. Most of the time, it is a result
of the manner in which rule is propagated. In the twenty-first century, bad
governance is generally associated with propagation by a military or mili-
tia. They help keep otherwise unpopular rulers in power in return for a seat
at the bargaining table. Generally this ends up meaning that their pockets
are well-lined. Religious propagation is also sometimes associated with bad
governance — Afghanistan and Saudi Arabia stand out as two nations whose
leaders rely heavily on the support of religious authorities to the detriment
of their people’s economic well-being.

A skeptic might ask: Aren’t some of the wealthiest countries (in per capita
terms) Arab countries whose leaders rely on religious legitimacy? Indeed,
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Qatar, Kuwait, and the United Arab Emirates all have higher per capita
income than the average OECD country - but with one obvious caveat. All
of the wealthy Middle Eastern countries derive most of their wealth from
oil, with the exception of Turkey, which is middle income.

It is far from clear that the oil-producing nations of the Middle East are
primed for long run economic success. As long as the oil is flowing, their
governments can easily stay afloat, although they must distribute the oil
wealth in a manner to forestall discontent. But what happens when the oil
starts to run dry? Or what happens when alternative, cleaner fuels become
more cost-effective — thereby driving down the demand, and therefore the
price, of oil? Likewise, what happens if the price of oil drops due to excess
supply?

This book provides a historical example of a case very similar to the one
facing the oil-producing countries in the twenty-first century: sixteenth-
century Spain. Consider the facts. The Spanish Crown received a huge
wealth boost from the gold and silver flowing in from the Americas, and
it received legitimacy from the Church. On that basis it could ignore the
economic elite and pursue any type of policy it wanted. As a result, precious
few laws and policies were enacted that protected property rights, encour-
aged capital accumulation, provided public goods, or supported domestic
finance. Over time, the Spanish economy fell further and further behind its
Western European counterparts in both relative and absolute terms. The
average Spaniard was poorer in the early nineteenth century than in the
sixteenth century.

The good news is that the oil-producing nations can avoid Spain’s fate.
The key will be to bring a wider swath of economic interests to the bar-
gaining table — not just oil producers, but specialists in finance, trade,
tourism, agriculture, manufacturing, and other services. This is all the
more important for large oil-producing states, like Saudi Arabia, with
populations large enough to make industrial diversification feasible. The
United Arab Emirates has begun to diversify away from oil, but almost
all “diversified” work is done by foreigners, who will leave if oil revenues
dry up.

I am not optimistic that the large oil-producing nations will escape this
fate. Their rulers are highly autocratic, and most restrict the freedom of
their citizens. They are able to successfully rule in this manner - at least,
for the time being - for the same reason that the sixteenth-century Spanish
monarchs did so: they have independent sources of wealth as well as access
to religious legitimacy. They can avoid long-run stagnation by seizing the
short-term opportunity provided by oil to build economies capable of



Conclusion 215

long-term success. Whether they do so remains to be seen, but history does
not suggest reason for optimism.

Identifying the “problem” of the religious elite playing too much of a role
in governance relative to the economic elite is one thing. It is very much
another to change a society’s institutions to the point where rulers have
incentive to turn to the economic elite over the religious elite to propa-
gate their rule. This book only diagnoses the problem; it does not offer a
solution. It does, however, draw historical lessons that can help shape the
solution.

Democracy is the most obvious contemporary solution for governance
that considers the voice of the economic elite while also ensuring that their
power is sufficiently constrained to keep their narrow interests from taking
precedence over the rest of society. It is not much of a stretch to say that
for at least the last century or two, “good” propagating arrangements were
usually found in democracies, and “bad” propagating arrangements were
found in non-democracies, where “good” and “bad” are used only to reflect
their association with economic outcomes. Of course, not all democracies
are well-functioning; India is a good example of a democracy with glaringly
inefficient regulatory and legal systems. And economic improvement can
certainly happen in non-democracies; China since its pro-market reforms
of 1978 provides an important example.

But does this simply mean that poor, nondemocratic countries should
have democracy imposed on them and everything will be flowery after
that? Of course not. One cannot simply impose democracy on a country,
regardless of context, and expect it to work. This is hardly an original point,
although it was one the United States failed to heed in Iraq in the early
2000s. But why can’t democracy simply be imposed on a society and be
expected to work? What are the obstacles to transitioning to a successful
democracy? This book offers some insight. Most importantly, democracy
imposed by the outside can only work in a state that has institutions that
are conducive to rule propagated by democratic elections. If potential rulers
can rely on other sources of propagation, democracy can easily be under-
mined. In such a state, any enterprising outsider that enjoys the support
of the religious establishment or the military can instigate the overthrow
of democratically elected leaders. And even democratically elected leaders
may find it hard to relinquish power if they have propagating agents at their
disposal that can keep them in power.

This, more than anything else, is likely why democracy has had such a
difficult time of it in the Middle East and North Africa. Of the 167 coun-
tries surveyed in the Economist’s 2014 Democracy Index, the most highly
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ranked countries in the region were Tunisia (70th) - ironically, the birth-
place of the Arab Spring — and Turkey (98th). Most nations in the region fell
under the category “authoritarian regime” (i.e., the least democratic type of
regime): Morocco (116th), Algeria (117th), Libya (119th), Kuwait (120th),
Jordan (121st), Qatar (136th), Egypt (138th), Oman (139th), Bahrain
(147th), Yemen (149th), United Arab Emirates (152nd), Iran (158th), Saudi
Arabia (161st), and Syria (163rd). In all of these nations, there appears to be
only three possible types of propagating arrangements: brutal authoritarian
rule propagated by force (e.g., Syria, Libya), oil-funded monarchies propa-
gated by the religious establishment (e.g., Saudi Arabia, Qatar, Bahrain), or
some combination of the two.

This is not surprising. Islam is highly conducive to propagating rule, and
the cost of using Islam and Islamic religious authorities is much lower than
using democratic elections. Indeed, it appears on the surface that the only
mechanism that can support rule in the Islamic world without appeal to
religion is brute force. For examples, one need look no further than the
reigns of Saddam Hussein, Muammar Gaddafi, or Bashar al-Assad. One
consequence of these propagating arrangements is that “imposing” democ-
racy on an Islamic country may be a fool’s errand, at least in the early
twenty-first century.

This is hardly to say that Islam and democracy are incompatible with
each other. The largest Muslim-majority country in the world — Indonesia —
has, since 2004, held direct presidential elections. The only point made here
is that political Islam is a more potent force than political Christianity.
Accordingly, democracy works differently in Christian-majority countries
than in Muslim-majority countries. Importantly, it is nearly impossible to
imagine democracy working in the Middle East without a major role for
religious authorities in the election and governing process.

It is even more difficult to see how a transition toward democracy - or
any form of government that gives more political power to the economic
elite — could arise indigenously in the Middle East unless the religious elite
played an important role in governance. This is a point also made in Noah
Feldman’s penetrating book The Fall and Rise of the Islamic State. Feldman
argues that the primary reason why religious legitimation was historically
important in the Islamic world was that it checked the autocratic tenden-
cies of rulers. When a series of unsuccessful nineteenth-century Ottoman
reforms aimed at emulating Western forms of governance undermined the
“traditional” Islamic state, the check provided by the religious establishment
fell with it. This, according to Feldman, is why autocracy was the twentieth-
century norm in the former Ottoman lands in North Africa and the Levant.



Conclusion 217

Feldman goes on to argue that one possible solution to bad Middle Eastern
governance is democratically elected Islamic parties. These insights are
consistent with the arguments of this book. Under ideal circumstances,
Islamic parties could insulate themselves from religious extremism by co-
opting the religious establishment while also feeling the need to bring the
economic elite to the bargaining table in order to win future elections.

As of 2016, such a possibility has not come to pass and, not surprisingly,
democracy has not flourished in the Middle East. One cause and conse-
quence of this democracy deficit is that most Middle Eastern rulers are
much weaker than they were historically. It may not seem so on the surface,
as many of the late twentieth-century Middle Eastern leaders ruled with
an iron fist. Yet, as the Arab Spring revealed, autocrats who rely primarily
on military propagation are susceptible to revolt. And the rulers of the “oil
states” are vulnerable to declines in the price of oil. One consequence of
this relative weakness, and one of the themes laid out in Chapters 5 and 6,
is that Middle Eastern rulers often restrict freedoms — particularly access to
information on the Internet - to keep power out of the hands of potential
rivals. Those chapters argued that efforts to monopolize information were
successful in the early modern Middle East because it was in the interest
of rulers and their propagating agents to inhibit the spread of information.
If such anti-technology motivations were present in the fifteenth and six-
teenth centuries, they are present even more visibly in the twenty-first cen-
tury, where information technology allows for subversive ideas to spread in
milliseconds.

Indeed, the Islamic world has been at the forefront of Internet censorship.
While censorship certainly exists in non-Muslim authoritarian regimes
(e.g., China, North Korea), it is especially in vogue for governments of
Muslim-majority countries. By 2015, regimes in Iran, Syria, Afghanistan,
Pakistan, Turkmenistan, Tajikistan, Libya, Bangladesh, and Sudan blocked
YouTube. Facebook is highly censored in Iran, Saudi Arabia, Turkmenistan,
Uzbekistan, and Syria. In Turkey, the Erdogan regime attempted to ban
Twitter and YouTube. The reason for these restrictions is similar in all
cases: rulers simply cannot control social media, and threats to their power
can spiral out of their control. The Arab Spring is the most potent example
of what can happen when censorship weakens. What began with the self-
immolation of Mohamed Bouazizi — a Tunisian street-vendor who was
fed up with the government confiscating his goods - spread like wildfire
throughout the Middle East and North Africa.

Although the Arab Spring was not successful everywhere it spread — the
Bahrain government repressed it, it triggered a savage civil war in Syria,
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and it created a power vacuum in Egypt and Libya - its contagion was in no
small part due to the power of social media to instantaneously spread infor-
mation. Social media provides citizens the ability to coordinate protests
and, more importantly, coordinate information about each other’s prefer-
ences vis-a-vis their governments. The latter type of information frightens
authoritarian governments the most. Throughout most of the history of the
Islamic world, the power to coordinate opinion on all sorts of issues was
normally the purview of religious authorities. This is what made them so
powerful, and it was among the reasons why rulers were so eager to bring
them to the bargaining table.

Can social media undermine religious authority in the twenty-first-
century Islamic world in the same manner that the printing press under-
mined the Church in large parts of Western Europe in the sixteenth
century? The obstacles are larger in the Middle East than they were in
Western Europe. But twenty-first-century information technology is also
much more potent than it was in the sixteenth century. The Reformation
took decades to spread and even longer to fundamentally undermine prop-
agating arrangements. If twenty-first-century information technology is
going to have a similar effect in the Islamic world, it is reasonable to expect
that it will transform society much more quickly. This, of course, is a big
“if”: numerous powerful groups, including religious authorities, have an
interest in maintaining the status quo. Even if revolts undermine the status
quo propagation regime, it is far from clear who will fill the power vac-
uum: the Egyptian and Iraqi experiences suggest that radicalized Islamic
groups will play an important role in the power struggle. Nevertheless, a
fundamental change in the manner in which rulers propagate their rule -
spurred on by information technology - seems to be the primary hope in
the Middle East for the emergence of institutions where the economic elite
play some role in propagating rule. Whether or not this happens is one
of the most important determinants of the twenty-first-century economic
fortunes of the Middle East.

Concluding Thoughts

There is nothing about Islam per se that led to the economic stagnation of
the Middle East except its conduciveness to legitimizing political rule. To be
clear, this legitimate use of Islam by political rulers is very different from its
misuse to “justify” the actions of violent jihadists in al Qaeda, the Taliban,
or Islamic State. Islam is as open to misinterpretation and misuse as its
Abrahamic brethren, Christianity and Judaism. Islam is no more culpable
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than religion itself for its cynical misuse. There will always be some type of
ideology available to justify power grabs. In some parts of the world, it is
Islam. In other parts it is some other religion or secular ideology.

Too many Westerners confuse correlation with causation when connect-
ing Islam with terrorism or anti-Westernism. Those who think that Islam
offers a uniquely violent ideology need only read the Old Testament to see
the falsity of those claims. A simple thought experiment further illustrates
this confusion. Imagine a world - say, an imaginary twenty-third century -
in which the Middle East is the world’s economic and military power-
house: Middle Eastern governments are constantly interfering in European
and American politics while Middle Eastern militaries are ubiquitous
throughout the West. Poverty is common in the West, and autocratic rule
is the norm. Is it really too difficult to imagine Western sentiment focusing
on the “Middle Eastern devil,” as some Middle Eastern sentiment is focused
on the “American devil” in the twentieth and twenty-first centuries? Is it at
all a stretch to think that anti-Middle Eastern sentiment would appeal to
Christianity? I do not believe it is at all. After all, this imaginary world is
not too different from the one faced by Europeans around the time of the
Crusades, although with eleventh-century technology and less direct con-
flict between European and Middle Eastern states.

There is nothing about Islam per se that is anti-Western, antidemo-
cratic, or anti—economic growth. Anti-Western sentiment in the Middle
East results mainly from imperial policies, colonization, Western support
of ruthless dictators, bloody one-sided conflicts, and Western extraction of
resources — not Islam. Islam provides a nice and simple cover for such sen-
timent, but it is not its source. Instead, the sources of these sentiments lie
in the factors that allowed the “West” to rise in the first place. The purpose
of this book has been to shed some light on these factors. In the process, it
hopefully has contributed to our understanding of which factors are actu-
ally important to economic stagnation and political instability, and which
factors are merely symptoms of stagnation and instability.

There is room for cautious optimism for the future of the Middle East
and the broader Islamic world, and this optimism links closely to eco-
nomic activity. Where Muslims have had a taste for the much higher
standards of living associated with the modern economy, rulers have
found that sound economic management can be a powerful source of
propagation, and their citizens place less importance on their religious
credentials. Complete integration with the world economy will not be
easy, and many powerful vested interests stand to lose their seat at the
bargaining table. But integration still stands as the best hope to spring
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the Middle East into a “virtuous cycle” whereby prosperity encour-
ages changes in the manner in which rulers propagate their rule, which
encourages more prosperity and so on. This means integration well
beyond trading oil, arms, and a few other goods. It means political inte-
gration. It means a reduction of the role of the religious elite in politics,
but not at the expense of ceding to authoritarian rule. It probably means
democracy, or at least some hybrid form of it. Most importantly, it means
some political power for the economic elite. It is far from clear whether
Middle Eastern nations will take this path in the twenty-first century.
Too many unknowable future events could trigger a path in any direc-
tion, although it is likely that the price of oil will play a role in determin-
ing the shape of this path. History gives us reason to be both pessimistic
and optimistic. Time will tell which sentiment is correct.



Notes

1 Introduction

I use the term “Middle East” somewhat broadly throughout this book, compris-
ing North Africa, the entire Arab world, Iran, Turkey, and Islamized Spain under
Umayyad rule. Essentially, I use the term to represent the Islamic world west of
South Asia. I apologize if this broad use of the term offends, but repeatedly using
the term “Islamic world west of South Asia” would be an incredible nuisance, both
for you and for me.

See Lewis (2002).

For more on the connection between urbanization and economic development, see
de Vries (1984), Bairoch et al. (1988), and Bosker et al. (2013). Numerous works
of economic history have employed city size as a proxy for premodern economic
development; a few of these works include de Long and Shleifer (1993), Acemoglu,
Johnson, and Robinson (2005), Dittmar (2011), and Cantoni (2015).

In 800, there are twenty-two cities, because four cities tie for nineteenth place on the
list. I am extremely grateful to Maarten Bosker, Eltjo Buringh, and Jan Luiten van
Zanden for sharing their data from their 2013 paper with me. These data were used
to create the maps in Figures 1.1-1.4.

For more on these data, see Pamuk (2011).

Wages were comparable in Istanbul with parts of southern and central Europe. For
more on European wage data, see Allen (2001). For more on Ottoman wage data,
see Ozmucur and Pamuk (2002).

For more on European and Asian wage data, see Allen et al. (2011). These wage data
are broadly consistent with Angus Maddison’s GDP data, updated in Bolt and van
Zanden (2014). Allen et al. (2011) provide evidence, consistent with Maddison’s
evidence that real incomes of Chinese workers were well behind those of workers in
northwest Europe in the eighteenth century.

Examples of these views are found in Weber (1922), Cromer (1908), von Grunebaum
(1966), and Lewis (1982, 2002). For an overview of this literature, see Kuran (1997,
pp- 49-53). For a classic criticism of this approach, see Said (1978).

This certainly does not mean that all economic arguments that depend on cultural
explanations are wrong. Greif (1994a), Guiso, Sapienza, and Zingales (2006, 2009),
and Tabellini (2010) are among a small set of good economic works that take culture
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seriously. Alston et al. (2016) provide an insightful example from Brazil in the late
twentieth and early twenty-first centuries of how culture is endogenous to beliefs
and institutions. Alesina and Giuliano (2015) provide a nice review of this literature.
Numerous scholars have challenged Weber’s thesis since it was first proposed. The
most damning criticism is that the “capitalist spirit” predated the Reformation - the
Italian city-states of the late medieval period were highly capitalist, yet they did not
spark modern economic growth. On this point, see in particular Sombart (1967
[1913]) and Tawney (1926 [1954]). For a more general overview of the literature
from the last century on Weber’s hypothesis, see Ilannaccone (1998), Delacroix and
Nielsen (2001), and Iyer (2016).

This book adds to works such as those of Robert Allen (2009), who argues that rel-
atively high wages in London encouraged more investment in capital-saving tech-
nologies than in the rest of the world, and these technologies were at the heart of the
Industrial Revolution. Allen’s hypothesis is convincing on many fronts, although it
is less strong on the reasons for high wages in London in the first place. An insti-
tutional story consistent with the one presented in this book may help set the stage
where Allen’s story begins.

van Zanden (2009, pp. 59-60) has a nice discussion of some alternative arguments
for the presence of relatively weak family ties in medieval Europe.

Also see Greif, Iyigun, and Sasson (2012) and Greif and Iyigun (2013) for how dif-
ferences in family structures encouraged different institutional responses for risk-
sharing in England and China, and see Greif and Tabellini (2015) for how these
differences affected inter- and intragroup cooperation in Europe and China.

This is not to say that Kuran ignores the supply side or that I ignore the demand
side. Both sides enter into both of our arguments. I simply place more weight on the
supply side, and Kuran places more weight on the demand side.

This theory gives a historical twist to endogenous growth theory - formulated by
Paul Romer (1986) and Robert Lucas (1988) and extended by Oded Galor (2011) -
which places human capital at the center of perpetual economic growth. Galor is
the leader in the “unified growth theory” field, which argues in favor of the impor-
tance of prehistorical forces such as geography and endowments. Galor suggests
that these forces affected demographic transitions, the evolution of technology, and
the acquisition of human capital in ways that explain modern day development.
Unlike the geography hypotheses explored in this section, unified growth theory
can account for reversals of fortune, although it has a very hard time accounting for
the timing of the reversals of fortune.

Besley and Persson (2009, 2010) and Acemoglu (2005) extend this argument, noting
that investments in fiscal capacity arise endogenously because of common interests
in the provision of public goods. Gennaioli and Voth (2015) take this argument one
step further, noting that once fiscal and state capacity becomes important for war-
making, a divergence arises between internally cohesive states and those without
cohesion, with the latter set of states dropping out of existence. Bates (2001) takes
a slightly different interpretation of the “war made the state” argument, suggesting
that since European states invested in war, they could ultimately use their increased
capacity to coerce for economically beneficial activities, such as the protection of
property rights and the termination of feuds. Other important works in this litera-
ture, especially those of Dincecco (2009, 2011), stress the role that representative
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institutions played in generating fiscal capacity through increased taxation and
lower sovereign credit risk. Also see Karaman and Pamuk (2013), who argue that
the connection between representative institutions, war, and fiscal capacity is
dependent on the economic structure of the regime. They suggest that the interests
of representative assemblies align with the ruler with respect to war in urban set-
tings, where the ruler and elites jointly govern, but not in rural settings, where local
control over coercive power dominates.

These insights have spurred a large literature. For instance, Irigoin and Grafe (2013)
argue that fiscal capacity is a function of coercive power and it follows an inverted-
U shape; initial investments in coercion pay off well, but eventually diminishing
returns kick in. If coercion is too great, the legitimacy of the ruler may be under-
mined. Dincecco, Fenske, and Onorato (2016) argue that the type of conflict matters
for long-run fiscal capacity, as they find no correlation between historical war-
fare and per capita GDP in sub-Saharan Africa. Johnson and Koyama (2014) and
Anderson, Johnson, and Koyama (2016) argue in a series of papers for an impor-
tant — although nonobvious - effect of increased legal and fiscal capacity: it reduced
persecution (of witches, minority religions, and so forth) in Europe in the early
modern period.

One hypothesis in this literature that deserves special attention, because it focuses
on the Western Europe-Middle East comparison, is Blaydes and Chaney (2013).
They argue that European feudalism arose because of the weak fiscal capacity of
rulers following the fall of the Roman Empire, and in this system economic elites
were able to negotiate with rulers through parliaments. They also argue that such
negotiating organizations never emerged in the Middle East because rulers relied
on slave armies to extend their power and collect taxes and therefore did not
need to negotiate with the elite. Both Blaydes and Chaney and I argue that the
lack of constraint by the elite on Middle Eastern rulers relative to their European
counterparts was a crucial piece of the long-run economic divergence between
Western Europe and the Middle East, but we differ on the reasons why the elite
did not constrain Middle Eastern rulers. For example, it is not completely clear
within the Blaydes and Chaney framework why the Ottoman military elites in
the provinces, who maintained relations with the central government under the
timar system, could not have come together in a manner similar to European
parliaments to constrain the sultan. My explanation is that European kings
needed to negotiate with the elite to a greater degree than Ottoman sultans did
because their position was weaker due to their weaker legitimacy. At the same
time, my explanation does not address exactly why parliaments arose in Western
Europe in the first place in the manner that they did, except to say that rulers
were in a weaker position vis-a-vis the elite because of weaker legitimacy. Blaydes
and Chaney shed light on this point, noting that parliaments arose after a long
tradition of feudal relations slowly evolved into semi-organized bodies through-
out Western Europe.

For more on this argument, also see Hoffman (2011, 2012). For a comprehensive
account of the role that military might had on world economic history, see Findlay
and O’Rourke (2007).

Numerous reasons have been given for the relative fractionalization of Europe,
including the presence of outside threats (Alesina and Spolaore 2005; Ko, Koyama,
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and Sng 2016), trade patterns (Friedman 1977; Alesina and Spolaore 1997), and
geography (Diamond 1997). Others have noted that the presence of numerous inde-
pendent city states helped foster the rise of a merchant class (Pirenne 1925; Jones
1981; Stasavage [2014] takes an alternative view, arguing that independent cities
initially had higher growth rates but ultimately failed, possibly due to the stifling
of trade by guilds), and that fractionalization encouraged technological discovery
(Lagerlof 2014).

In fairness to Jones and Mokyr, they are hesitant to make a causal claim connect-
ing conservatism to bad outcomes. Goldstone (2000) presents an alternative take
on Mokyr’s argument, suggesting that the key technological advances - along with
the acceptance of Newtonian science and the Glorious Revolution settlement —
were “accidents” of history and are not explainable causally. While the present
book acknowledges the importance of individual events and in no way suggests
that history is deterministic, it argues that institutional environments make certain
outcomes, including the important ones Goldstone studies, more likely to arise in
certain places at certain times.

Cross-country regressions do suggest a possible connection between religion, espe-
cially Islam, and economic development. See Grier (1997), Barro and McCleary
(2003), and Guiso, Sapienza, and Zingales (2003). For a different view, see Noland
(2005). Yet, it is far from clear that these works are picking up anything more than
a correlation - causation is a very different story. There are certainly aspects of
religious belief that affect economic performance, however. In particular, religion
may incentivize (or disincentivize) one to attain education (see, e.g., Berman 2000,
Becker and Wofimann 2008, 2009; Botticini and Eckstein 2012; Chaudhary and
Rubin 2011, 2016; Meyersson 2013). Such incentives have clearly played an impor-
tant role in long-run economic outcomes, although they cannot account on their
own for the “reversal of fortunes,” the long-run rise of Europe, and intra-European
differences. They are important contributing influences nonetheless.

Gregory Clark lists eighty reviews of his book on his website, a very large number
for an academic book.

Some of ClarK’s comparisons rest on data from the revisionist literature spearheaded
by Pomeranz (2000), who argues that China and Europe were economic equals as
late as the eighteenth century. Allen et al. (2011) provide evidence that this was not
the case, especially in the comparison between northwestern Europe and China.
Blaming Sykes-Picot is a common trope in the popular press, who reinvigorated
the thesis when Islamic State declared the goal of creating a new map in the Middle
East. For a sample of articles on this topic, see Osman (2013), Sazak (2014), Ignatius
(2014), and Howorth (2014). Danforth (2013) presents this argument with a twist,
suggesting that the “divide-and-rule” policies of the British and French are respon-
sible for persistent violence. Academic contributions to the debate generally focus
on the trade capitulations the Ottoman government gave to the European powers.
For instance, see Ahmad (2000).

Of course, geography may affect the types of institutions a society has. For example,
Michalopoulos, Naghavi, and Prarolo (2015) argue that numerous features of the
Islamic economic system stem from the agricultural endowments and pre-Islamic
trade routes of the Muslim world. Rodrik, Subramanian, and Trebbi (2004) test the
role of geography versus the role of institutions and economic openness and find
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that institutions can account for most of the difference in worldwide economic out-
comes. Kenneth Pomeranz (2000) also makes an argument in The Great Divergence
that places importance on geography. Pomeranz is primarily concerned with the
divergence between Europe and China. He makes the “revisionist” argument that
Europe and China were on relatively equal economic footing in the eighteenth cen-
tury, and that fortuitous circumstances allowed Europe to pull ahead (e.g., access
to coal, discovery of the New World). There is convincing evidence suggesting that
the timing of the divergence is not as Pomeranz suggests (see Allen et al. 2011), and
Pomeranz’s theory has difficulty explaining intra-European differences.

2 The Propagation of Rule

An example that has received significant attention from economists is the degree to
which the law protects corporate investors from expropriation by corporate insid-
ers. Such protections are important because they encourage investment. La Porta
etal. (1997, 1998) show that these protections are more prevalent in countries with
alegal tradition based in common law than in civil law-based countries, and conse-
quently financial development is much greater in common law countries. The legal
origins literature has provided many nice insights (see, most prominently, La Porta
etal. 1999, Glaeser and Shleifer 2002, Djankov et al. 2002, 2003, Glaeser et al. 2004,
and La Porta et al. 2008). That literature seeks the specific effects of the transplanta-
tion of different strains of common and civil law. This is not the point of the present
chapter, which seeks to understand how the content of specific laws emerges and
persists.

See van Bavel et al. (2015).

Wintrobe (1998) provides a comprehensive overview of the constraints facing dicta-
tors and how these constraints affect the manner in which the dictator rules.

This definition of elite is similar to the one proposed in Wallis and North (2014).
My definition is similar to the definition of legitimacy proposed by Seymour Martin
Lipset (1959, p. 86), who defined legitimacy as “the capacity of a political system
to engender and maintain the belief that existing political institutions are the most
appropriate or proper ones for the society” The definition proposed in this book is
also similar to those suggested by Greif (2010) and Greif and Tadelis (2010), who
define legitimacy of a political authority as “the extent to which people feel morally
obliged to follow the authority” A more expansive definition would include beliefs
about the beliefs of others. That is, people may view a rule-maker as legitimate if
they believe that others believe the rule-maker has the right to make the rules. Since
this aspect of legitimacy is not the focus of this book, I do not include it here.

This motivation of course does not fit all types of rulers. For example, Ronald
Wintrobe (1998) analyzes “tinpot” rulers, like many dictators of sub-Saharan Africa,
who aim to minimize the cost of staying in power so they can pocket excess rents
produced by society. Yet, most goals that one might ascribe to a ruler - even grow-
ing wealthy - are not possible if the ruler is not in power. Similar points are made in
Gill (1998, ch. 3; 2008, ch. 2).

This idea is similar to Wintrobe’s (1998) insights on dictators, who maintain their
rule by investing in repression and loyalty.
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For an extended discussion on the concept of legitimizing agents, see Cosgel, Miceli,
and Rubin (2012a, 2012b) and Greif and Rubin (2015).

For a nice rational choice analysis of how and why religious authorities legitimize
political rule, see Gill (1998, especially ch. 1, 3; 2008, ch. 2).

These examples and many more are in Masud et al. (1996).

Chaney is quoting Robert Irwin’s 1986 book The Middle East in the Middle Ages
(p. 50).

For more on the economic effects of the “Pax Mongolia”, see Needham (1954) and
Findlay and O’Rourke (2007). For more on the use of violence to promote economic
good in general, see Bates (2001).

Avner Greif (2006b, p. 30) also proposes a definition of institutions favored in this
book: “[institutions are] ... a system of rules, beliefs, norms, and organizations, that
together generate a regularity of (social) behavior ... Each component of this system
is social in being a man-made, nonphysical factor that is exogenous to each indi-
vidual whose behavior it influences” Other important works discussing the nature
and consequences of institutions include Greif (1993), North (1981), North, Wallis,
and Weingast (2009), Williamson (1985, 2000), Ostrom (1990, 2005), Aoki (2001),
Acemoglu, Johnson, and Robinson (2001, 2002, 2005), Acemoglu and Robinson
(2006, 2012), David (1994), and Helpman (2004, ch. 7).

This idea is consistent with Greif’s (2006b) insight that institutions can only persist
when they are self-enforcing. Greif considers an institution to be self-enforcing if
everyone who is affected by the institution has incentive to act in the manner the
institution supports.

The intuition laid out in this section largely comes from Rubin (2011). It also incor-
porates insights from Cosgel, Miceli, and Rubin (2012a, 2012b).

For more, see Gill (1998, ch. 3; 2008). Also see Cosgel and Miceli (2009), who argue
that the trade-off between legitimacy concerns and the amount of religious goods
provided by the religious establishment affects the relationship between church
and state.

For more on this point, see Stark and Bainbridge (1985, ch. 22).

Another straightforward example of how institutionalized rules establish costs for
propagating rule is how rulers recruited military elite in medieval Europe and the
Middle East. Blaydes and Chaney (2013) argue that feudal institutions were the
basis for military recruitment in medieval Europe, meaning that rulers had to con-
cede numerous rights to feudal lords in return for military service. In the Middle
East, Muslim sultans relied on slave armies for military service, meaning that local
elites had relatively little bargaining power with the sultan, and thus their support
was less expensive than their European counterparts.

Greif (2006b) calls such an institution self-reinforcing. His important insights pro-
vide the subtext for the ones elaborated in this chapter, but I attempt to confine as
much jargon as possible to the footnotes.

For much more on this argument, see Kuran (1995).

Gill (1998, 53) makes a similar point: “[P]riests who consistently make poor polit-
ical endorsements will discover that their followers will question not only their
political judgment, but the spiritual guidance they offer as well” For more on this
point, see Rodinson (1973), Noonan (1993, 2005), Ekelund et al. (1996), and Hallaq
(2001).
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Paul David (1985, p. 332) eloquently defined a path-dependent sequence of events
as those in which “important influences upon the eventual outcome [are] exerted
by temporally remote events, including happenings dominated by chance elements
rather than systematic forces” His example of the QWERTY keyboard layout as a
path dependent process is a classic example, even if it is with its detractors.

3 Historical Origins of Rule Propagation

See Hallaq (2005, ch. 1).

This insight has a long tradition nicely overviewed in Ensminger (1997). Also see
Udovitch (1970), Rodinson (1973), and Lewis (1993). JTha (2013) carries this argu-
ment one step further, noting how trade fostered interethnic and interreligious
cooperation in South Asia, which fostered the creation of institutions that bolstered
interethnic trust in the twentieth century.

See Lopez (1971).

See Michalopoulos, Naghavi, and Prarolo (2015).

For an in-depth account on this point, see Watson (1983). For a brief overview of
trade in Islamic history, see Rubin (2012).

Quoted in Lewis (1995, p. 149). For more on the intersection of the religious and
the legal in early Islam, see Lewis (1974, 1995, 2002), Hassan (1981), and Hallaq
(2005). Razi (1990) argues that this intersection is in part responsible for the out-
sized importance of Islam in legitimating political rule in the present day. Platteau
(2011) argues that Islamic political authorities were easily able to bring the religious
establishment under their aegis from an early time, and only used Islam to legiti-
mize their rule when there was a vacuum of centralized power. This argument is
consistent with the one proposed in this book, although this book places a greater
emphasis on the constraints that religious authorities were able to place on the
actions of political authorities.

These insights, along with the associated Quranic verses, are from the website www
free-minds.org. All Quran quotes are from www.quran.com.

These passages are from www.sahih-bukhari.com.

For more on these points, see Goodenough (1931, pp. 37, 54), Jones (1964, p. 96),
Gager (1975, pp. 94, 96) and Goody (1983, pp. 92-93). Stark (1996) argues that
the poor were underrepresented, in proportion to the Roman population, in early
Christianity. Even if this is true, most Christians were from the poorer to middling
classes.

For an extensive overview of the early separation of church and state in Christianity,
see Mann (1986, ch. 10), Tierney (1988), and Feldman (1997).

Quoted in Johnson (1976, p. 70).

For more on this point, see Hyma (1938, p. 14) and Feldman (1997, pp. 25-27).
Gelasius I is quoted in Tierney (1988, p. 13).

It is possible that Constantine’s acceptance of Christianity was a political expe-
dient aimed at gaining Christian support in the midst of civil wars fought with
Maximinus II and Licinius over who would rule the empire. But Constantine’s
embrace of Christianity cannot have been solely to legitimize his regime. Although
the Christian population was growing rapidly in the late third and early fourth
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centuries, Christians still only made up around 10% of the Roman population
around the time of the Edict of Milan. For more on Constantine’s conversion to
Christianity, see Jones (1949, ch. 6; 1964), Downey (1969, p. 21), and Stark (1996,
ch. 1).

These numbers are from Stark (1996, p. 7). For more on this momentous period
in Christian history, see Goodenough (1931, p. 53), Jones (1964, p. 96), Coleman-
Norton (1966, pp. 85-86), Downey (1969, p. 34), Johnson (1976, p. 79), Goody
(1983, p. 93), and Cameron (1993, pp. 71-72).

See Cosgel, Miceli, and Ahmed (2009).

See Crone and Hinds (1986, p. 1).

See Crone and Hinds (1986).

For more on this point, see Crone and Hinds (1986, chs. 4, 5).

For much more on the evolution of proto-kadis, see Hallaq (2005, ch. 2).

Hallaq (2005) notes that the Sunna was not complete in this period and there were
actually multiple Sunna, including those of the first caliphs. Recognition of the
Sunna of the Prophet as a source of law came later.

For much more on the early history of Sunna and hadith, see Hallaq (2005, ch. 5).
For more on the growth of the legal class in the first few Islamic centuries, see Masud
etal. (1996), Berkey (2003), Hallaq (2005), and Cosgel, Miceli, and Ahmed (2009).
Quoted in Hallaq (2005, p. 184).

See Hallaq (2005, ch. 8).

See Hallaq (2005, ch. 8).

See Hallaq (2005, ch. 8).

See Hallaq (2005, p. 191).

For more on fatwas legitimizing actions by rulers or keeping their actions consistent
with Islam, see Masud et al. (1996) and Fierro (1996).

For more, see Watt (1988, p. 28).

For more on the formation of the schools, see Hallaq (2005, ch. 7).

For more, see Schacht (1964, ch. 10), Coulson (1969), Weiss (1978), and Hallaq
(2001, ch. 4).

Haim Gerber (1999, chs. 4-7) studied rulings by the important seventeenth-century
Palestinian mufti Khayr al-Din al-Ramli in which numerous disagreements that
remained unresolved in the classical and postclassical periods arose, necessitating
an act of ijtihad. Wael Hallaq (1984, 2001) also notes numerous historical examples
of ijtihad, suggesting that the “gate” never closed in theory or in practice. However,
even if the “gate of ijtihad” were open, Hallags studies suggest that jurists indeed
practiced ijtihad less frequently after the tenth century.

Chaney (2016) provides a complementary theory to the one proposed here. He
argues that the rise and decline of Muslim science resulted from the incentives faced
by the religious establishment. When the majority of the populations conquered by
Islamic polities had converted to Islam, Chaney argues that studies in logic, philos-
ophy, and science threatened to undermine the position of the religious elite.

See Tierney and Painter (1992, ch. 4).

Quoted in Tierney and Painter (1992, p. 73).

For more, see Tierney and Painter (1992, ch. 4).

See Berman (1983, ch. 1) and Tierney and Painter (1992, ch. 5).



38

39
40
41
42

43
44

45
46

47
48
49
50

51
52

53
54
55
56
57
58

Notes to Pages 63-76 229

For more on the economic consequences of these conditions, see Lopez (1971, chs.
1-2). For more of the effect of these conditions on the contractual forms found on
manors, see North and Thomas (1971).

For more, see Goodenough (1931, p. 69) and Feldman (1997, p. 30).

See Tierney and Painter (1992, chs. 6, 7).

See Lopez (1971, chs. 2-3).

For more, see Greif, Milgrom, and Weingast (1994) and Greif (1994b). Putnam
(1993), Guiso, Sapienza, and Zingales (2016), and Jacob (2010) contend that a key
feature of medieval political institutions — the independence of certain cities in
Northern Italy and the Holy Roman Empire - led to greater social capital and hence
better subsequent economic outcomes.

For more on this point, see Lopez (1971), Jones (1997), and Greif (2006b).

For more, see North and Thomas (1971), Milgrom, North, and Weingast (1990),
Greif, Milgrom, and Weingast (1994), Hunt and Murray (1999), and Greif (2004,
2006b).

See Berman (1983, p. 91).

Tierney (1988, pp. 33-95) gives an excellent overview of the Investiture Controversy,
replete with translations of many of the important documents of the period.

For more on this period, see Berman (1983, ch. 2) and Tierney (1988, ch. 3).

On these last points, see Hyma (1938, pp. 30-32) and Feldman (1997, pp. 30-35).
See Berman (1983, ch. 7).

See Berman (1983) for an in-depth overview of the emergence of various types of
law in this period.

See Berman (1983).

For an English translation and interpretation of this document, see Tierney (1988,
ch. 3).

Quote from Berman (1983, p. 97).

See Tierney (1988, pp. 116-126).

See Tierney (1988, pp. 127-138).

See Tierney (1988, pp. 139-149).

Quoted in Tierney (1988, p. 171).

See van Zanden, Buringh, and Bosker (2012).

4 Bans on Taking Interest

Cash wagfs were also an important source of capital in the late Ottoman period.
However, they had important differences from banks described later in this chapter.
Kuran (2005a) argues that “Islamic economics” as a whole is largely a guise for a
modern economic system cloaked in Islamic doctrine.

Quoted in Kindleberger (1980). For more on this flavor of argument, see Labib
(1969), Rodinson (1973), Udovitch (1975), Le Goff (1979), Jones (1988), and
Pamuk (2004b). For arguments in favor of an impact of interest restrictions on eco-
nomic and political outcomes, see de Roover (1948), Noonan (1957), Kuran (1986),
Ekelund et al. (1996), Reed and Bekar (2003), Munro (2003, 2008), Rubin (2010,
2011), and Koyama (2010).
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For more on interest restrictions in a premodern context, see Brenner (1983),
Glaeser and Scheinkman (1998), and Rubin (2009).

See Rahman (1964) and Schacht (1995).

For more on hiyal, see Khan (1929), Schacht (1964, 2006), Coulson (1969), Grice-
Hutchinson (1978), and Ray (1997).

Jahiz, an Arab writer living in Basra in the ninth century CE, documented a specific
account of a double sale. He cited two Persian Gulf merchants who bought back for
cash the same articles they had just sold on fixed term. Jahiz’s account reveals that
such transactions were commonplace for Muslims in this period. For more on this
account, see Cagatay (1970, p. 57) and Rodinson (1973, pp. 38-40).

See Rodinson (1973, p. 39).

The scholars Abu Yusuf (d. 798) and Shaybani (d. 805) wrote two famous treatises.
In a detailed study of the early twelfth-century Cairo Geniza, Shelomo D. Goitein
(1967, p. 170) observes that although credit and commerce flourished in Egypt,
“even a cursory examination of the Geniza material reveals that lending money
for interest was not only shunned religiously, but was also of limited significance
economically ... therefore, the economic role of financial investment today was
then fulfilled by various forms of partnerships.” Also see Udovitch (1979), Goitein
(1967), and Gerber (1999, pp. 129, 141).

See Imber (1997, p. 146).

For more on istiglal, see Gerber (1988, ch. 7).

On wagfs, see Imber (1997). On cash wagfs, see Cizakga (1995).

For more on the lack of banking, see Udovitch (1979) and Kuran (2004b, p. 73;
2011). Partnerships most frequently took the form of mudaraba (sleeping partner-
ship) or ‘inan, in which both partners invested some capital. For an extended analy-
sis of partnerships in the medieval Islamic world, see Udovitch (1970). For more,
also see Goitein (1967) and Labib (1969).

This excludes cases involving wagfs.

For more, see Mandaville (1979), Cizak¢a (2000, ch. 3), and Kuran (2005c,
pp- 606-8).

See Cizakga (2004, p. 10).

For more on the resolution to this controversy, see Mandaville (1979, pp. 297-8)
and Imber (1997, pp. 144-5).

See Mandaville (1979, p. 292). Cizakea (2000, pp. 51-2) shows that the amount of
capital injected into the economy by the cash wagqfs was nearly ten times the amount
withdrawn by the state through the tax farm of the silk press. On the other hand,
Gerber (1988, pp. 132-40) provides data showing that the wagfs role in providing
credit in Bursa was relatively minor, and only 11% of all entries concerning credit
were provided by wagfs in Jennings’s (1973, p. 176) study of Kayseri sicils.

The approval of cash wagfs varied between schools of Sunni Islam. The Hanafi posi-
tion (which was taken by the Ottomans) was relatively lenient, allowing them sub-
ject to custom. The Shafi’i, Maliki, and Hanbali schools also allowed the cash wagqf,
but only under certain conditions, with the Maliki school being the least rigid. For
more, see Mandaville (1979, p. 293) and Cizakga (2000, pp. 27-40).

A few of the early Church fathers spoke out against interest, but modern scholars
generally agree that these scattered early references to the evils of interest do not
imply that taking interest was forbidden in the first three Christian centuries (Dow
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1922; Divine 1959; Frierson 1969). The lack of anti-interest doctrine in this period
is not attributable simply to the absence of a centralized Church. Numerous local
synods met before the fourth century and would have been the primary forums to
espouse anti-interest sentiments, as they were in the fourth century, but interest was
not a topic that was widely discussed, if it was discussed at all (Hefele [1894] 1973).
See Hefele ([1894] 1973) and Maloney (1973). Elvira and Carthage explicitly
extended the prohibition to laymen. Canons ten and thirteen of the Synod of
Carthage of 345-348 stated, “As the taking of any kind of usury is condemned in
laymen, much more is it condemned in clergymen” (Hefele [1894] 1973, vol. 2,
pp. 186, 468).

Rubin (2009) provides a theory of interest restrictions that is consistent with this
early history of the Church, arguing that once the Church gained wealth under
Constantine in the early fourth century, it suddenly faced a problem whereby its
commitment to provide aid to everyone in need encouraged risky behavior asso-
ciated with taking loans at high interest. One way to mitigate this problem while
remaining consistent with Old Testament doctrine was to ban interest. For other
views on the emergence of interest restrictions in premodern economies, see Posner
(1980), Brenner (1983), Glaeser and Scheinkman (1998), and Reed and Bekar
(2003).

See Lopez (1971, p. 72).

See Le Goff (1979) and Munro (2003, 2008).

For more on these papal decrees, see Noonan (1957, pp. 19-22, 80-1; 1966, p. 63)
and Munro (2003, 2008).

See Munro (2003), Lane (1966, ch. 6), and Mueller (1997, ch. 10-14).

See Pirenne (1937, pp. 133-4) and de Roover (1948, p. 104).

See Pirenne (1937, pp. 133-4), de Roover (1942, pp. 57-8; 1948, pp. 104-6, 161),
Gilchrist (1969, p. 114), and Grice-Hutchinson (1978, ch. 1).

See Noonan (1957, ch. 7), Gelpi and Julien-Labruyére (2000, p. 32), and Munro
(2003, 2008).

See Homer and Sylla (1991, ch. 5-6, p. 138).

Quote from Noonan (1957, p. 161, ch. 7). Also see Munro (2008).

See Noonan (1957, ch. 5, 12), Divine (1959), and Gilchrist (1969).

See Gilchrist (1969, p. 115) and Gelpi and Julien-Labruyeére (2000, pp. 42-3).

By the sixteenth century, the interest ban was more or less a dead letter, although
it was still the official position of the Church. The Protestant Reformation sped up
the Church’s relaxation of interest doctrine, but it is clear that the forces underlying
the relaxation of the ban were in motion well before the Reformation. For more on
the early Protestant views on interest, see Noonan (1957, ch. 18), Gelpi and Julien-
Labruyere (2000, ch. 4-5), and Kerridge (2002). The ban was officially lifted in a series
of decisions between 1822 and 1836 in which the Holy Office publicly declared mod-
erate interest legal to everyone. In 1917, the Church offered the Codex iuris canonici,
which replaced all earlier collections of canon law and allowed a legal title to interest.
Quoted in Hunt and Murray (1999, p. 65).

See Hunt and Murray (1999, p. 64) and Kohn (1999).

See Einzig (1970, p. 67).

See Hunt and Murray (1999). The operations of the Florentine Covoni family, who
between 1336 and 1340 registered 443 exchange transactions, exemplifies the use
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of bills of exchange as a financial instrument: 70 were trade-related and 373 were
financial (Mueller 1997, p. 317-18). Bills of exchange evolved further in the late
sixteenth and seventeenth centuries when they became negotiable and endorsable
(the first use of endorsement occurred in the 1570s). As endorsable instruments,
bills were similar to convertible money (Kohn 1999).

Merchants eventually adopted bills quoted in fictitious units of stable value in order
to escape changes in exchange rates resulting from currency debasement and specu-
lation, but their adoption of this measure instead of discounting suggests that cur-
rency exchange maintained its important role in the exchange transaction (Einzig
1970). Another way that bills simulated interest-bearing loans was through non-
repayment by the payer. In this case, it was tacitly understood by all parties that a
dishonored bill would be protested in court (for appearances) and returned to its
place of issue, after which the taker was obligated to pay the deliverer back at the
current rate of rechange, which acted as an interest payment (Einzig 1970).

If lenders could use differences in exchange rates to make an arbitrage-like profit,
why did markets not eventually clear and exchange rates equalize? Raymond de
Roover (1944) suggests that differences in exchange rates reflected a built-in inter-
est payment, and hence such differences had to exist for an equilibrium to hold. If
no differences in exchange rates existed, then there would not have been incentive
for the capital-wealthy to lend. Meanwhile, some merchants were willing to pay a
premium to have access to this capital. For instance, sellers of bills in London were
often merchants who needed access to cash to pay for cloth, which they expected to
sell in the Low Countries. One way of gaining access to this credit was by selling a
bill in London and honored in Antwerp or Amsterdam. See de Roover (1944).

The sakk and ruqa acted like checks, and merchants employed them primar-
ily in short-distance trade for relatively small sums (Goitein 1967, pp. 240-1;
Udovitch 1975).

See Lieber (1968) and Udovitch (1979). Though it is certain that the suftaja predates
the European bill of exchange, there is considerable debate concerning the Middle
Eastern origins of the European bill. Early twentieth-century scholars such as Usher
(1914) believed Western bills to be of Italian origin, while later “Orientalist” schol-
ars such as Schacht (1964) and Lieber (1968) believe that European bills owe a great
deal to the Islamic world. Ashtor (1973) reconciles the two viewpoints, noting that
while Europeans were aware of suftaja and even dealt in them, the difference in the
economic setting in which they emerged, which (as emphasized in this chapter) per-
mitted an exchange transaction to be included in the European but not the Islamic
bill, suggests that the European bill was a fundamentally different and unique credit
instrument.

In a study of early safatij, Eliahu Ashtor (1973, p. 562) notes that “studying the texts
referring to the suftadjas drawn up in Iraq and Egypt at the time of the Abbasid
caliphs, we note that the sums sent to another city or another country had to be
collected in the same type of money in which the loan was made” (italics added).
The lack of a currency exchange associated with the suftaja extends well beyond the
Abbasid period and is a salient feature of transactions registered in the Geniza in the
twelfth and thirteenth centuries. Also see Udovitch (1975, 1979).

See Lieber (1968, p. 233), Ashtor (1973, pp. 556-7), Ray (1997, p. 71), and Pamuk
(2004b).
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Quoted in Goitein (1967, p. 243). Similarly, a characteristic “blank” suftaja
read: “Give all that he may demand, obtain a receipt from him, and debit the
sum to me” (see Mez 1937, p. 476).

See Goitein (1967, p. 243).

The Hanafi permitted safatij.

An alternative hypothesis for the absence of an exchange transaction associated
with the suftaja is that there were fewer opportunities to trade currencies, perhaps
stemming from less fragmentation in the Middle East relative to Europe, and thus
less scope to use currency exchange. Historical evidence indicating that numerous
types of currencies, such as different types of dinars and dirhams, were available in
the Middle East contradicts such a theory, however. Ashtor (1973, p. 560) notes that
a “rich variety of money, that is to say the ease with which foreign monies could
be obtained in the big cities, was a typical phenomenon of the monetary life of the
Muslim countries at the time of the Abbasid caliphs and at that of the Crusades,
distinguishing them signally, in this respect, from the countries of Western Europe.”
Moreover, the fact that differences in exchange rates in Europe were essential to
bills being profitable does not mean that such differences could not have emerged
in the Middle East, if they indeed did not exist. Once financiers used European bills
of exchange as instruments of finance, differences in exchange rates emerged endog-
enously as interest payments. It thus follows that had Middle Eastern lenders been
able to include an exchange transaction with the suftaja, differences in exchange
rates in different Middle Eastern cities may have followed.

A lender could buy a suftaja in place A, have an agent turn in the suftaja in place B
for the same currency, have the agent exchange the currency for a different currency
in place B, buy another suftaja in place B with the new currency, turn in that suftaja
in place A in the new currency, and finally exchange the currency in place A for the
original currency.

Two schools of Sunni Islam (Maliki and Shaft’i) explicitly forbade safatij, though the
Malikites permitted their use in cases of extreme danger to the traveling merchant.
The Hanbali school permitted them as long as no fee was charged. They were disap-
proved of, though permitted, by the Hanafi school (Dien 1995). The Hanafites, how-
ever, insisted that the suffaja was only permissible when there was no agreement to
pay elsewhere and where the sums paid and repaid were equal (Ashtor 1973).

The enforceability of fines for late repayment suggests another possible mechanism
that lenders could have secured a profit via safatij. The lender and borrower could
have had a tacit agreement that the agent in the distant land would be late in repay-
ment with the fee paid serving as interest. Indeed, Western Europeans employed
this type of agreement. It is unlikely that Muslim lenders used this tactic for a vari-
ety of reasons, all of which are consistent with the theory presented in this chapter.
First and foremost, this would have been a clear violation of Islamic law. While
Muslim lenders used numerous hiyal that were consistent with the letter but not the
spirit of the law, any implicit understanding between parties would have made the
contract voidable under Islamic law. Thus, the essential difference between the two
regions is that a dishonored bill would have been enforceable in Western European
courts regardless of the intent of the parties. Indeed, the Church considered such
an arrangement usurious (in fraudem usurarum, see Munro [2003]) but had lit-
tle power to impose secular sanctions after its power waned in the late thirteenth




234

53
54

55
56
57
58

59

Notes to Pages 95-100

century, whereas such a bill would not have been enforced in Islamic courts if it
were obvious that the intent was to circumvent interest restrictions. Moreover, even
if such a practice became widespread, it is unclear how it would have facilitated
impersonal lending. The set of potential sanctions that could enforce this type of
contract were personal or social.

See Einzig (1970).

See de Roover (1946b, 1963). The Medici house operated in a similar manner to
its rival controlled by Francesco Datini. The Medici enterprise differed from the
“super-company” organizations of the fourteenth century (such as the Peruzzi,
Bardi, and Acciaiuoli companies), which were centralized under one partnership
that controlled foreign branches.

See de Roover (1963, p. 87).

See de Roover (1946a, 1963).

See Goitein (1967, pp. 244-5) and Udovitch (1975).

Theoretically, Middle Eastern lenders could have extended their networks in order
to increase their confidence in the partner on the other end of the transaction, who
would have been a part of the same “business” This would have encouraged the
writing of larger safatij at greater fees. Yet, in this case the incidence of personal
exchange is even greater, as both the borrower and his agent are part of an even
closer network. It is also possible that Middle Eastern lenders could have learned the
potential benefits of adding exchange to the suftaja through contact with Christian
minorities. Indeed, the Pact of Umar permitted Christian minorities (dhimmis) in
Islamic lands to utilize Christian courts in transactions involving non-Muslims. Yet,
it is unlikely that European bills of exchange could have been commonly employed
as financial instruments in Muslim lands for two reasons: (1) bills of exchange were
enforceable only by merchant law in Europe, which was not available in Islamic
law; and (2) the viability of bills of exchange as financial instruments depended on
the existence of a critical mass of (in this case, Christian) borrowers and lenders in
more than one region. In fact, Christian minorities generally abided by Islamic law
until the eighteenth century, by which time much more advanced financial instru-
ments were available to European lenders. For more on these points, see Kuran
(2004a, 2011).

See Mokyr (1990). For more on the importance of historical events and path depen-
dence on the evolution of institutions, see David (1994), Kuran (2005a, 2011), and
Greif (2006b, chs. 5, 7).

5 Restrictions on the Printing Press

I am only concerned here with the invention of the movable-type printing press
in Europe. The Chinese knew of printing since the eleventh century, but it was not
introduced to Europe until the 1450s.

See McCusker (2005) and Chilosi and Volckart (2010).

The actual number spans the period 500-1450, but it is almost certain that the num-
ber of manuscripts produced from 450 to 1450 was smaller than in the half-century
following the invention of the press.

See Febvre and Martin (1958, p. 218).
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See Spitz (1985) and Buringh and van Zanden (2009).

See Buringh and van Zanden (2009).

See Febvre and Martin (1958).

See Dittmar (2011).

See Eisenstein (1979).

See Febvre and Martin (1958, p. 249).

See Febvre and Martin (1958) and Eisenstein (1979).

See Swetz (1987).

Quoted in Swetz (1987, p. 25).

See Kertcher and Margalit (2006).

For more, see Febvre and Martin (1958), Eisenstein (1979), Love (1993), Johns
(1998), and Kertcher and Margalit (2006).

Much of the next two sections are in Cosgel, Miceli, and Rubin (2012a). I thank
Metin and Tom for their work and their permission to let me use the ideas we for-
mulated together in this chapter. And I especially thank Metin for letting me use the
Turkish works he translated.

Mystakidis (1911, p. 324) mentioned the presence of such an edict in the first vol-
ume of Tiirk Tarih Enciimeni Dergisi, but the validity of this claim was challenged
by Efdaleddin Tekiner (1916) in the same publication five years later on the grounds
that Ottoman archives do not house edicts issued prior to 1553 and thus Mystakidis
could not possibly have seen it. Despite this correction and the fact that no such
edicts have since been uncovered, the secondary literature has for the most part
accepted the presence of the edict as a matter of established fact. See, for example,
Pedersen (1984, p. 133), Finkel (2005, p. 366) and Savage-Smith (2003, p. 656).
I thank Metin Cosgel for the insights and translations on Mystakidis and Tekiner.
English translation from Gégek (1987, p. 112).

See Finkel (2005, p. 366).

For more see Cosgel, Miceli, and Rubin (2012a) and Frazee (1983).

See Pedersen (1984, p. 135).

See Finkel (2005, p. 366).

See Atiyeh (1995, p. 285).

See Gogek (1987, p. 110).

For more, see Pedersen (1984), Robinson (1993, p. 233), Sardar (1993), and Atiyeh
(1995, p. 283).

On the Ottoman Empire, see Quataert (2000, p. 167). On Europe, see Baten and van
Zanden (2008).

See Ozmucur and Pamuk (2002).

See Sardar (1993, pp. 47-51).

See Sardar (1993, pp. 47-51).

See Inalcik (1973, p. 99) and Dale (2010).

See Hourani (1991, ch. 13), Imber (1997), and Dale (2010).

This process is described in Hourani (1991, p. 199) and Robinson (1993, p. 235).
See Sardar (1993, p. 50).

See Sardar (1993, pp. 45-6).

See Robinson (1993, p. 237).

Quoted in Robinson (1993, p. 237).

See Sardar (1993, pp. 52-3).
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Chaney (2016) puts forth a similar argument. He argues that the fall of Muslim sci-
ence was due to the fact that Islamic religious authorities faced little competition in
the realm of ideas and hoped to keep it that way.

See Gogek (1987, p. 109).

See Buringh and van Zanden (2009).

See Tierney (1988).

See Schachner (1962).

See Schachner (1962, p. 50).

See Christ et al. (1984, pp. 297-310) and Febvre and Martin (1958, pp. 22-5).

See Haskins (1957, pp. 38-53), Schachner (1962), and Christ et al. (1984,
pp. 237-8).

To be clear, the Ottoman suppression of printing in the Arabic script was not the
result of idiosyncratic decisions made by a few sultans in the fifteenth and sixteenth
centuries. If this were the case, it is likely that the long hand of history would have
caught up with the Ottomans and pushed toward the adoption of printing. Instead,
as this chapter suggests, the Ottoman blocking of printing was a calculated decision
resulting from very deeply entrenched, institutionally imposed incentives faced by
the sultan. The Ottoman non-adoption of the press was a self-enforcing equilibrium
outcome, not a choice made by a few foolish sultans.

6 Printing and the Reformation

Spenkuch (2016) provides possible support for Weber’s hypothesis. He finds that
Protestantism induces people to work longer hours - leading to higher earn-
ings - and that human capital or institutional differences cannot account for these
results. This leaves many possible causal channels open, including the one proposed
by Weber.

Becker and Wof8mann (2008, 2009) propose that the causal pathway connecting
Protestantism to long-run economic success is education. They argue that Luther
encouraged reading the Bible, which in turn gave Protestants an early start on
acquiring literacy. Arrufiada (2010) argues that Protestants did not have a unique
work ethic, but instead had a “social ethic” that favored market transactions.
Young (2009) overviews a number of possible, non-mutually exclusive reasons that
Protestant regions had better long-run outcomes than Catholic regions. Guiso et al.
(2003) gives a contrary view. They find a positive correlation between Christian
religions and attitudes conducive to economic growth.

As calculated in Allen (2001).

Allen (2001) gives data for 1900-1913, but Bairoch et al. (1988) does not provide
population data for this period. Allen (2001) also does not have data for each city in
each period. Where Allen’s data are missing, I exclude these cities from the analysis.
Population data from Bairoch et al. (1988) are from the beginning of the period in
question. Bairoch and colleagues do not report population data for 1550 or 1650, so
I derive these data by taking the geometric mean of the two surrounding points.
On the Reformation, see Weber (1905 [2002]), Tawney (1926), Becker and
Woéfimann (2008, 2009), and Arruiada (2010). On the printing press, see Eisenstein
(1979), Baten and Van Zanden (2008), Buringh and van Zanden (2009), and Dittmar
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(2011). On the New World, see Pomeranz (2000) and Acemoglu, Johnson, and
Robinson (2005). On the Renaissance, see Mokyr (2002) and McCloskey (2010).
On the Ottomans, see Iyigun (2008, 2015).

Rubin (2014a) suggests that centralized institutions like the medieval Church are
particularly vulnerable to rapid revolt because they have numerous means of sup-
pressing dissent. This means that the publicly stated preferences of people often
differ from their privately held preferences (as in Kuran [1995]). Makowsky and
Rubin (2013) further this argument, suggesting that information technology further
increases the likelihood of revolt in economies with centralized institutions, as pre-
viously suppressed anti-authority preferences are more likely to rise to the surface.
Much of this section is from Rubin (2014b).

See Cameron (1991).

See Blickle (1984). Ekelund, Hébert, and Tollison (2002) suggest, in a similar man-
ner, that civil authorities sought an alternative provider of legal services and a less
costly path to salvation through the Reformation, as the Church (a monopolist) was
overcharging. Their analysis highlights yet another necessary precondition of the
Reformation, complementing the one proposed in this chapter.

See Scribner (1989).

See Holborn (1942) and Edwards (1994).

For more on the debate between papism and conciliarism, and especially the role
played by Gerson, see Dolan (1965, ch. 4).

See Weber (1912).

See Wilhelm (1910).

A city is considered to have been part of the Holy Roman Empire if it were de facto
subject to the Emperor and the empire’s institutions throughout the sixteenth cen-
tury. This includes cities in present-day Germany, Austria, Czech Republic, Belgium,
Luxembourg, eastern France, and western Poland. This excludes Switzerland, which
de facto broke away from the Empire in 1499; the Netherlands, which revolted and
broke away from the Holy Roman Empire in the 1570s; and northern Italy (e.g., the
Duchies of Savoy and Milan), which was not de facto subject to the Emperor. All
results are robust to different definitions of the Holy Roman Empire.

Becker and Wolimann (2008, 2009) and Cantoni (2012) find that proximity to
Wittenberg was a key factor determining whether towns in the Holy Roman Empire
adopted the Reformation.

Pfaff and Corcoran (2012) argue that there are numerous other supply-and-
demand features that contributed to cities adopting the Reformation. Curuk and
Smulders (2016) suggest that princes may have demanded the Reformation to
remove the power of the Church, and this demand was highest in regions that did
not realize their economic potential. Their study suffers from a limited sample
size, and it is unclear that their mechanism could have possibly worked in the
free imperial cities, but their intuition is consistent with the arguments made
in this book. For an overview of recent works on the economic, sociological,
and political causes and consequences of the Reformation, see Becker, Pfaff, and
Rubin (2016).

The variables controlled for are: whether the city housed a university by 1450,
whether the city housed a bishop or archbishop by 1517, whether the city was a
member of the Hanseatic League, whether the city was an independent, Free
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Imperial city in 1517, whether a city belonged to a lay magnate (i.e., it was nei-
ther free nor subject to an ecclesiastical lord), a dummy for the presence of print-
ing, whether the city was on water (ocean, sea, large lake, or river connected to
another city), the city’s urban potential (i.e., the sum of the populations of all other
cities weighted by their distance from the city in question), the city’s distance to
Wittenberg, and the latitude, longitude, and interaction between the two. For more
on these data, see Rubin (2014b).

Formally, Rubin (2014b) analyzes both a probit and a two-stage probit to control
for endogeneity. The first-stage dependent variable is whether a city had a printing
press by 1500, and the instrument used is the city’s distance to Mainz, the birthplace
of printing. This variable correlates with the spread of printing but should not have
had an independent effect on the spread of the Reformation. More details are avail-
able in Rubin (2014b).

For the relevant recent citations in the fiscal capacity literature, see Chapter 1. In
many historical and present-day societies, the economic elite held the government’s
purse strings and provided council to rulers, helping them solve information prob-
lems and problems associated with succession. For more, see Congleton (2011,
chs. 2-5).

For much more on the incentive for rulers to maximize revenue through preda-
tion - and attempts at constraining this type of action by other players in society -
see Brennan and Buchanan (1980), Levi (1988), North and Weingast (1989), Tilly
(1990), and Irigoin and Grafe (2013).

Congleton (2011, ch. 5) has a nice discussion of how differing “king and council”
arrangements affect policy outcomes in different situations. Congleton’s analysis is
consistent with the one offered in this book, although the emphasis here is more on
why differing arrangements arose in the first place. Also see van Zanden, Buringh,
and Bosker (2012).

See van Zanden, Buringh, and Bosker (2012, p. 838).

Monarchs also called parliaments to legitimize themselves early in their reign,
establish laws affecting local commerce, and hear complaints from petitioners.

Not all parts of Bavaria were Catholic, but this was the least-Reformed German
region. The figure does not look very different with Bavaria classified as Protestant.
Also, I drop Russia from this figure, since it was primarily Orthodox.

van Zanden, Buringh, and Bosker (2012) argue that there was a “little divergence”
in parliamentary development between northwestern Europe and southern Europe
between 1500 and 1800, but they do not attribute this divergence to the Reformation.
Their empirical observation is consistent with the argument proposed in this book;
indeed, the present argument helps explain why this “little divergence” arose when
and where it did.

See van Zanden, Buringh, and Bosker (2012).

Another important distinction between Christianity and Islam is that the former
has more centralized institutions than the latter. This argument is highly comple-
mentary to the one proposed in this chapter, as explained in note 6. I do not discuss
this argument in detail because doing so would necessitate at least two more chap-
ters that would detract from the central focus of the book.

See Inalcik (1973, chs. 18-19).
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Much of this section is from Cosgel, Miceli, and Rubin (2012a). I again thank Metin
and Tom for their work and their permission to let me use these ideas we formu-
lated together.

On wages, see Ozmucur and Pamuk (2002). On literacy, see Quataert (2000,
p. 167).

Calculated by Metin Cosgel from the information presented in Baysal (1968,
pp- 40-2).

See Zilfi (1988, pp. 47-8).

See Inalcik (1973) and Hourani (1991, ch. 15).

See Hourani (1981), Ozkaya (1994), and Karaman and Pamuk (2010).

Gill (1998, ch. 3) similarly notes, in the Latin American context, that one of the pri-
mary times in which states attack religious authority is when alternative sources of
legitimacy arise. Gill focuses on the effects of alternative ideologies, such as nation-
alism or communism.

Quoted in Kurzman and Browers (2004, p. 5).

See Opwis (2004, pp. 30-3).

See Opwis (2004, p. 30). Opwis also notes that these events weakened the hold of
religious authorities over the legal sphere as well.

See Kuran (2011) for an extensive analysis of the causes and consequences of the
Ottoman capitulations.

Quoted in Kurzman and Browers (2004, p. 4). For more, also see Opwis (2004).
See Browers (2004).

See Opwis (2004, pp. 33-7).

Eickelman (1998) also points to mass education and communication as the impetus
for an “Islamic Reformation,” but he places the timing in the latter half of the twen-
tieth century.

See Opwis (2004, p. 35).

See Opwis (2004, p. 38) and Browers (2004, p. 56).

Quoted in Kurzman and Browers (2004, p. 6).

7 Success: England and the Dutch Republic

See, for instance, North and Thomas (1973).

For an excellent overview of the Malthusian model and its usefulness in economic
history, see Clark (2007).

See van Zanden, Buringh, and Bosker (2012).

See Graves (1985, p. 39).

See Congleton (2011, ch. 12) for more consequences of this arrangement.
Quoted in Hunt (2008, p. 43).

24 Henry VIII c.12.

26 Henry VIII c.1.

On the last point, see Graves (1985).

27 Henry VIII ¢.10 and 32 Henry VIII c.1.

See Ives (1967).

See Ives (1967).
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See Holdsworth (1912), Bordwell (1926), Ives (1967), and North, Wallis, and
Weingast (2009, ch. 3).

Mary was declared a bastard in the First Succession Act of 1533 (25 Henry VIII
¢.22), and Elizabeth was declared a bastard in the Second Succession Act of 1536 (28
Henry VIII c. 7).

35 Henry VIII c.1.

1 Mary st.2 c.1 and 1 Eliz. I ¢.3.

Burgess (1992) overviews the Tudor’s and Stuarts use of the “divine right of kings”
doctrine and the limitations of this doctrine.

For more on this history of usury legislation, see Munro (2012). The reinstitution of
usury laws brought back a statute passed under Henry VIII in 1545 that was struck
down in 1552.

See North and Weingast (1989).

See Brenner (1993) for a fantastically detailed exposition of the “new merchant” and
Parliamentary alliances that were the key to the Royalist opposition in the Civil War.
There is a large literature citing the seventeenth-century political conflicts between
Parliament and the Crown as a key determinant of long-run economic success in
England. Most famously, Douglass North and Barry Weingast (1989) suggest that
the ultimate upshot of the conflicts, especially the Glorious Revolution settlement,
was that the Crown could credibly commit to upholding the property rights of the
economiic elite, as Parliament showed they could remove a monarch. The constitu-
tional structure resulting from the Settlement allowed action in times of crisis, but
also gave wealth-holders in Parliament a greater say in the daily happenings of gov-
ernment. North and Weingast’s theory is not without its detractors, and the present
book does not engage in this debate. See in particular Clark (1996), who argues that
rates of return were stable well before the Glorious Revolution and did not spike
around the Revolution, as would be expected if North and Weingast are correct. For
other criticisms of North and Weingast’s theory, see Carruthers (1990), Wells and
Wills (2000), Quinn (2001), and Sussman and Yafeh (2006). Pincus and Robinson
(2014) argue that North and Weingast were correct to focus on institutional changes
heralded by the Glorious Revolution, but that party politics were at the root of the
changes, not credible commitment. Cox (2012) argues that North and Weingast
were correct to focus on institutional changes, but their focus on property rights was
misplaced. Cox suggests that the important changes were constitutional in nature,
giving Parliament greater ability to grant tax revenues and issue debt.

For much more on the commercial policies of the Interregnum government, see
Brenner (1993, ch. 12).

See de Vries and van der Woude (1997) and de Vries (2000) for numbers attesting to
Dutch growth during the Golden Age.

See Israel (1995, ch. 6), de Vries and van der Woude (1997), van Zanden (2002a,
2002b), and van Bavel (2003). van Zanden (2002a, 2002b) attempts to pin the
rise of the Dutch economy to an earlier period than de Vries and van der Woude.
van Zanden (2002b) goes so far as to say that Dutch economic growth over the
sixteenth-eighteenth centuries was “unspectacular” I have no interest in entering
into this argument; the only point made here is that the Dutch had a “head start” on
much of the rest of Europe, a relatively uncontroversial point within this literature.

See Allen (2001) and van Zanden (2002a).
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See van Zanden (2002b), van Bavel (2003), and van Zanden, Zuijderduijn, and de
Moor (2012).

See North (1981, p. 152).

See Israel (1995, p. 106).

See de Vries and van der Woude (1997, ch. 5) and van Zanden, Zuijderduijn, and de
Moor (2012). van Zanden (2002a) argues that the Dutch did indeed have a feudal
past, and he cites a recent literature in support of this assertion. Regardless, it is
clear that the feudal nobility were weaker relative to the urban classes in the Low
Countries than they were elsewhere in Europe.

See van Zanden, Zuijderduijn, and de Moor (2012) for more on the accessibility of
credit in late medieval Holland.

See Israel (1995, ch. 6).

See Parker (1977, p. 32), van Gelderen (1992, pp. 22-3), and van Zanden,
Zuijderduijn, and de Moor (2012).

See Israel (1995, ch. 13).

See van Zanden and Prak (2006).

See Parker (1977, p. 179) and de Vries and van der Woude (1997, ch. 4).

van Gelderen (1992) gives an excellent overview of the political thought underlying
the Dutch Revolt.

See Israel (1995, p. 79).

See Parker (1977, pp. 36-7).

See Parker (1977, ch. 2), van Gelderen (1992), and de Vries and van der Woude
(1997, ch. 9).

See Parker (1977, p. 155). van Gelderen (1992, ch. 4) notes that by the mid-1570s,
the Dutch made efforts to deny that the Revolt was religiously motivated, instead
arguing that it was a fight for liberty.

See Fritschy (2003).

See de Vries and van der Woude (1997, ch. 4), Fritschy (2003), and van Zanden and
Prak (2006).

See Israel (1995, ch. 14).

See Gelderblom and Jonker (2004).

See Gelderblom and Jonker (2005).

See de Vries and van der Woude (1997, chs. 2, 5, 9).

See Israel (1995, ch. 15).

See de Vries and van der Woude (1997, chs. 11, 12).

See Israel (1995, ch. 6).

See de Vries and van der Woude (1997, chs. 3, 11, 13).

See Israel (1995, ch. 14), de Vries and van der Woude (1997, chs. 3, 8), and van Bavel
(2003).

See Israel (1995, ch. 12).

See de Vries and van der Woude (1997, chs. 5, 8). Priest (2006) gives an excellent
overview of laws regarding the alienability of land in English history.

See de Vries and van der Woude (1997, ch. 4).

Cameron and Neal (2003) give a nice overview of the order in which the European
countries industrialized.

See de Vries and van der Woude (1997, chs. 8, 11, 14).

See de Vries (2000).
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8 Stagnation: Spain and the Ottoman Empire

See Kamen (2003).

The exact number of people expelled has long been the subject of debate. For exam-
ple, Elliott (1961) claims that Hamilton (1938) vastly underestimated the number of
expulsions and thus underestimated their economic impact. It is not my purpose to
enter into this debate, only to note that the expulsions affected the Spanish Crown’s
basis for legitimacy.

See Simpson (1956) and Lynch (1991, ch. 1).

See Lynch (1991, ch. 1). The police forces (hermandades) also brought the nobil-
ity to heel, as they were able to force contributions from both the nobility and the
Church.

See Lynch (1991, p. 154).

See Dunn (1979, ch. 1), Kamen (1988, ch. 5), and Lynch (1991, ch. 8). Kamen in
particular argues that the Spanish history of squashing nonorthodox thought gave
the Reformation little it could build on in Spain. Another possibility, which I do not
wish to push too far, is that publishing never became a big business in Spain prior to
the Reformation (Kamen 1988, p. 69). This is consistent with the argument made in
Chapter 6, which notes the importance of printing to the propaganda efforts of the
Reformers.

See Lynch (1991, ch. 2).

See Lynch (1991, ch. 2).

Quote from Drelichman (2005a). For more on the effect of the comuneros revolt,
see Drelichman (2005a), Lynch (1991, ch. 2), and Simpson (1956). Kamen (1988)
argues that the “rubber stamp” view of the Cortes is untenable, but he points to the
late sixteenth and seventeenth centuries as evidence. This may be true in the period
Kamen is considering, but it is not the object of discussion here.

Quote from Lynch (1991, p. 64).

See Kamen (2003, ch. 2).

See Lynch (1991, ch. 9).

See Parker (1973) and Lynch (1991, ch. 9). Parker (1973) gives an overview of the
repeated mutinies of the Spanish army in the late sixteenth century, all of which
occurred due to lack of payment.

See Dunn (1979, ch. 1) and Lynch (1991, ch. 7).

See Lynch (1991, ch. 7).

See Drelichman and Voth (2011).

See Lynch (1991, ch. 2).

See Drelichman (2005a). Drelichman (2005b) argues that the import of precious
metals from America created a “Dutch disease” that undermined Spanish long-run
economic growth. Irigoin and Grafe (2008) and Grafe and Irigoin (2012) note that
the Crown was able to extract significant revenue despite having almost no fiscal
apparatus by outsourcing fiscal functions to private individuals.

See Drelichman (2005a) and Drelichman and Voth (2011).

See Drelichman and Voth (2011).

See Drelichman (2005a).

See Drelichman (2005a).
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See Irigoin and Grafe (2008, 2013) and Grafe and Irigoin (2012). The fiscal appara-
tus was weak and decentralized. The central government had almost no control over
which taxes their tax farmers levied.

For more on the long-run effects of such extractive institutions, see Acemoglu,
Johnson, and Robinson (2005) and Acemoglu and Robinson (2012).

Spanish policies regarding the wool industry were yet another cause of Spanish eco-
nomic decline. The Mesta (sheep-owners’ guild) was favored by the Crown, and the
Crown therefore refrained from enclosing common lands and providing security of
property rights for non-Mesta agriculturalists. See Hamilton (1938), Elliott (1961),
North (1981), and Lynch (1991, ch. 4). Kamen (1978) argues that there is simply no
plausible evidence to suggest that the Crown’s favoring of the Mesta inhibited agri-
culture. I do not wish to enter into this argument here. I simply note that the argu-
ments made in this book are consistent with the Crown’s favoring of the Mesta at the
expense of economic development, to the extent that this was historically the case.
Even where local finance and law and order were not under the control of the
Crown, it was in the hands of the growing aristocracy and the Church, neither of
whom were interested in commercial endeavors. See Kamen (1988, ch. 1).

See Lynch (1991, ch. 4).

See Lynch (1991, ch. 4) and Kamen (2003, chs. 2, 7).

See Lynch (1991, ch. 4).

See Lynch (1991, ch. 4).

See Elliott (1961) and Lynch (1991, pp. 172-3).

See Lynch (1991, pp. 198-9).

See Elliott (1961).

See Elliott (1961) and Lynch (1991, ch. 2).

Also see Alvarez-Nogal and de la Escosura (2007).

For more on the arbitristas, see Baeck (1988).

There is a long history of academic treatises trying to explain the “decline of Spain”
For some of the relevant literature, see Hamilton (1938), Elliott (1961), and Kamen
(1978). Kamen views the decline of Spain as a myth, arguing that Spain never really
“rose” in the first place.

See Alvarez-Nogal and de la Escosura (2007). They show there was significant vari-
ation within Spain, but the general pattern over time appears robust.

See Hamilton (1938) and Alvarez-Nogal and de la Escosura (2007, 2013).

See Alvarez-Nogal and de la Escosura (2007, 2013).

For more on the varying sources of legitimacy employed by the Ottomans, see
Cosgel, Miceli, and Rubin (2012a, 2012b).

For more, see Inalcik (1973, ch. 13), Hourani (1991, ch. 13), Pamuk (2004b), Cosgel
and Miceli (2005), and Karaman and Pamuk (2010).

See Inalcik (1973).

See Karaman (2009).

For more on Ebu’s-su’ud - his career, life, and place within the Ottoman hierarchy -
see Imber (1997).

See van Zanden, Buringh, and Bosker (2012).

The Ottomans did face a threat in the early fifteenth century when Tamerlane over-
threw them. Sultan Mehmed I (r. 1413-1421) won back the throne by ceding to
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the demands of the elite. However, this was prior to their expansion outside of the
Anatolian and Balkan peninsulas. See Karaman (2009).

See Kuran (2005b, 2011).

See Pamuk (2004a) and Balla and Johnson (2009).

See Pamuk (2004a) and Karaman and Pamuk (2010).

See Pamuk (2004b).

See Pamuk (2004a, 2004b).

See Karaman and Pamuk (2010).

See Karaman and Pamuk (2010).

See Balla and Johnson (2009).

See Karaman (2009) for an analysis of the Ottoman tradeoffs between tax collection
and stifling revolt.

The Ottomans did occasionally modify commercial law. For instance, in the nine-
teenth century, after external pressures made it obvious that economic stagnation
was harming the Ottomans’ position vis-a-vis Europe, they imposed a series of eco-
nomic reforms. Moreover, the Qur’an is hardly wholly antithetical to commerce;
scores of verses sanctify private property and encourage enrichment. The point is
simply that the costs of modifying commercial law frequently, but not always, out-
weighed its benefits.

See Inalcik (1973, ch. 10) and Karaman (2009).

For example, one of Ebu’s-su'ud’s great accomplishments was that he harmonized
secular administration with religious law by allowing rulers wide discretion in set-
ting tax rates. See Imber (1997).

See Kuran (2011).

See Pamuk (2000).

See Ozmucur and Pamuk (2002).

For overviews of the Great Debasement, see Challis (1967) and Munro (2011). For
more on the inflationary effect of the Great Debasement, see Brenner (1961).
Metin Cosgel and Bogac Ergene (2014) find similar patterns in their analysis of
courts in eighteenth-century Kastamonu, an Ottoman town in north-central
Turkey. They show that members from elite families did much better than those
from poorer families, although they suggest that it is possible that this was not the
result of judicial bias, but resulted from the fact that members of the elite would only
risk going to court if they were confident they would win.

On the merchant guild, see Greif, Milgrom, and Weingast (1994) and Greif (2006b).
On the community responsibility system, see Greif (2002, 2004, 2006b).
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