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Europe in the World, 1500-2000 

 

Peer Vries 

 

Introduction: A Diverse Continent 

 

Europe’s history of the last half millennium is one of almost uninterrupted warfare, 

culminating in the twentieth century in two disastrous world wars.1 These violent conflicts 

were the main cause of the marked reduction in number of the continent’s polities. At the 

end of the Middle Ages, Europe counted several hundred of them; immediately after World 

War II only some thirty. At the very end of the period under discussion we see two trends: 

on the one hand an increase of the number of polities because of the disintegration of the 

Soviet Union, Yugoslavia and Czechoslovakia. On the other, a further reduction of the 

number of fully sovereign states as Europe’s economic and political integration became 

steadily deeper and wider. This increasing integration did not create a homogenous 

economic entity, as will be pointed out at several occasions in this text. Differences in 

wealth, development and growth between countries continued to be substantial and in 

several cases even increased. The units of analysis and comparison in this chapter will 

almost exclusively be states, as we currently know them. There are disadvantages to such a 

focus. It can easily become anachronistic and even in relatively tiny states in Europe 

regional differences were and often are substantial. The decision to nevertheless focus on 

                                                
1 My definition of Europe is strictly geographical. It encompasses the westernmost part of 

Eurasia without Russia / the Russian Empire/ the Soviet Union. For the extensive debates 
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states has been made for pragmatic reasons - the number of pages available, intelligibility 

and comparability, and the available data  

 
Table 17.1. The Position of the Region ‘Europe’* in the World (Europe as a percentage 
of the world)  

Year Land Surface Population GDP** 
1500 < 4 16 20 
1820 < 4 16 27 
1913 < 4 19 38 
2003 < 4 8 21 

* Here as in the entire chapter, without Russia, the Russian Empire or the Soviet Union. 
** The figures for GDP, of course, in particular for the period till 1913 are estimates 
Source: A. Maddison, Contours of the World-Economy, 1-2030 AD. Essays in Macro-Economic 
History. Oxford: Oxford University Press, pp. 378 and 381, for population and GDP. 

 

Till the sixteenth century the centre of gravity of Europe’s civilization and economy had 

been the Mediterranean area. In that century, the slow and protracted process started in 

which the region lost its primacy.2 It became less ‘integrated’ because of the rise of the 

Ottoman Empire just when with the increasing importance of the Atlantic world the centre 

of the European economy shifted northwest. The Mediterranean economies, moreover, had 

rather few direct exchanges with the newly emerging Atlantic economy and its overseas 

connections to East and Southeast Asia were less tight than those of the Dutch, the British 

or the French. South-eastern Europe became part of the Ottoman Empire, which most 

scholars regard as damning for its economy. That empire never became directly engaged in 

the upcoming Atlantic economy. Its exchange with the Far East never became intense. The 

parts of South-eastern Europe that came under its rule were also only weakly integrated in 

the European economy as a whole, even in the nineteenth century, not least because of 

geographical reasons. Much of the rather low amount of their international trade, 

moreover, was in foreign hands. The region became one of the poorest of Europe, which it 

                                                
2 F. Tabak (2008), The Waning of the Mediterranean, 1550-1870. A Geohistorical 

Approach. Baltimore: Johns Hopkins University Press. 
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still is.3 Other parts of the Mediterranean world also saw their position change: the 

economy of Italy was probably already stagnating at the beginning of the early modern era. 

A widening gap emerged between a North that continued to be relatively speaking quite 

wealthy and a relatively poor South. Spain and Portugal became the centres of huge, 

primarily Atlantic, empires but nevertheless their economies faltered. Incomes per capita 

tended to stagnate or even decrease. Compared to North-western Europe they began to 

look poor and backward.4 At the end of the twentieth century notwithstanding sometimes 

quite impressive efforts at catching up their income still was below the average of the Euro 

area.  

Overall from the end of the sixteenth century onwards we see a retreat of the 

Mediterranean and a rise of the Atlantic. North-western Europe, which had been fairly 

marginal until the later Middle Ages - in particular in the case of the later Dutch Republic 

and the British Isles - became Europe’s wealthiest and most dynamic region. Because of 

                                                
3 For a first introduction in the economic history of the Ottoman Empire see, H. Inalcik and 

D. Quataert (eds) (1994), An Economic and Social History of the Ottoman Empire. 

Cambridge: Cambridge University Press. Two Volumes. For the situation in the nineteenth 

and twentieth centuries see M. Morys (ed), Economic History of Central, East and 

Southeast Europe, 1800 to the Present Day, forthcoming. 

4 For information on the relative decline of the economies of Spain, Portugal and Italy in 

the early modern era see C-A. Nogal and L. Prados de la Escosura, (2012), ‘The rise and 

fall of Spain 1270-1850’, Economic History Review 66 (1) pp. 1-37; N. Palma and J. Reis, 

Portuguese demography and economic growth, 1500–1850 

http://studylib.net/doc/12315291/portuguese-demography-and-economic-growth--1500-

1850--1; P. Malanima (2011), ‘The long decline of a leading economy: GDP in Central and 

Northern Italy, 1300–1913’, European Review of Economic History 15 (3), pp. 169–219. 
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their very prominent role in European economic development they will receive quite some 

attention in the rest of this text so I confine myself to this brief comment here. 

Overall Central Europe – here for convenience defined as the lands of the Holy 

Roman and Habsburg Empires - became more peripheral during the early modern era, 

although with important regional differences. Trade connections with Northern Italy, 

Castile and Aragon and the Southern Low Countries became less intense. Its importance as 

producer of silver and iron declined. The German, non-Habsburg regions of the Holy 

Roman Empire became a political and economic void. Their economies were severely 

damaged during the Thirty Years War (1618-1648). In the eighteenth century, Prussia 

started to fill the political void, but it was only after 1870 that a unified Germany with a 

dynamic and strong economy emerged. From then onwards, Germany almost without 

interruption had the strongest single economy of Europe. The Habsburg Empire had great 

power status but apart from some regions – all in its Western half - like Bohemia, Silesia 

and parts of present-day Austria, it continued to be relatively poor.5 Yet, at the end of the 

twentieth century Austria had become one of the wealthiest countries in Europe. This is 

also the case for Switzerland, that deserves separate mention here as a central European 

country that has cherished autonomy for already over seven centuries, and industrialized 

quite early.6  

                                                
5 For a first introduction in the economic history of ‘Germany’ see M. North (2005), 

Deutsche Wirtschaftsgeschichte. Ein Jahrtausend im Überblick. Second revised edition 

Munich: C.H. Beck. For a first introduction in the economic history of the Habsburg 

Empire, I refer to general histories of this Empire. 

6 For Austria see for example R. Sandgruber (1995), Ökonomie und Politik. 

Österreichische Wirtschaftsgeschichte vom Mittelalter bis zur Gegenwart. Vienna: 

Ueberreuter, 1995. For Switzerland see, for example, J-F. Bergier (1983), 
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The economies of most of East, Central and Eastern Europe developed differently 

from those of North and North-Western Europe. From the early sixteenth century, if not 

earlier, the region became more ‘peripheral’ and ‘fell behind’. Previously existing states 

lost their independent statehood and became part of more ‘coercion-intensive’ polities like 

the Habsburg, Russian or Ottoman Empires, just when in Western Europe polities emerged 

with more potential for development that moreover started to reap the benefits of overseas 

expansion. There, however, also existed internal, more strictly economic reasons. First and 

probably foremost the re-institution or strengthening of ‘feudal’ structures. Unfree labour 

became the rule in agriculture where many scholars speak of a ‘second serfdom’ and in 

several other sectors of the economy. In towns a restrictive guild system began to prevail. 

Levels of urbanization were low and there was no strong modernizing bourgeoisie. The 

region participated in international trade, but it did so as a periphery. Intercontinental trade 

was all but absent.7 After World War II there was a major – but ultimately unsuccessful - 

                                                                                                                                              
Wirtschaftsgeschichte der Schweiz. Von den Anfängen bis zur Gegenwart.  Cologne and 

Zurich: Benzinger. See also http://www.eso.uzh.ch/modul2/9.html.   

7 I. Berend (2003), History Derailed. Central and Eastern Europe in the Long Nineteenth 

Century. Berkeley, Los Angeles and London: University of California Press; M. Cerman 

(2012), Villagers and Lords in Eastern Europe, 1300–1800. Basingstoke: Palgrave 

Macmillan; D. Chirot (ed) (1989), The Origins of Backwardness in Eastern Europe. 

Economics and Politics from the Middle Ages until the Early Twentieth Century. Berkeley, 

Los Angeles, London: University of California Press. For the situation during communist 

times, see the parts devoted to communist Europe in I. Berend (2006) An Economic 
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effort to ‘catch up’ behind an Iron Curtain in a communist setting of planned development. 

When the curtain was pulled, most of the region returned to a peripheral position. Several 

countries even saw a sharp decrease in their GDP per capita.  

The history of Northern Europe here defined as Scandinavia, including Finland and 

Iceland, has had its ups and downs. It has never been economically or politically a 

powerful European ‘core’ region, although Sweden in the seventeenth century came close 

to it.  Things have fundamentally changed here, in particular during the twentieth century. 

Over the last decades it has even become one of the richest and most developed parts of 

Europe.8   

Differences in wealth in Europe in the period discussed here have always been 

substantial, as tables 17.2 and 17.3 show. In the case of Table 17.2 they are no more than 

very rough estimates, which, moreover, in several instances are not completely identical to 

those of the Table 17.3 for the years 1820 and 1870. What matters are orders of magnitude 

and relative positions. For many countries we still lack sufficient good statistical 

information. What is striking is the persistence of differences in patterns of development 

and of levels of wealth.9 Eastern and South-eastern Europe, of which only the Polish case 

                                                                                                                                              
History of Twentieth-Century Europe. Economic Regimes from Laissez-Faire to 

Globalization. Cambridge: Cambridge University Press. 

8 See for example the references to Scandinavia in Berend, Economic History of Twentieth-

Century Europe.  

9 For an analysis of such differences as they (still) existed after World War Two, see: 

Berend, Economic History of Twentieth-Century Europe, chs. 4-6, and G. Therborn, 

(1995), European Modernity and Beyond. The Trajectory of European Societies, 1945-

2000. London, Thousand Oaks, New Delhi: Sage Publications Ltd.  
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is presented in tables 17.2 and 17.3 did not catch up with Western Europe since the 

beginning of the nineteenth century at all, South-western Europe and certainly Northern 

Europe did manage to diminish or even close the gap.  

 

Table 17.2.  Comparative Levels of GDP per Capita, in real terms (United Kingdom in 
1820 = 100) 

 c. 1500 c. 1700 c. 1750 1820 1870 
United Kingdom 57 73 87 100 187 
Netherlands 67 109 109 107 162 
France n.a. n.a. n.a. 72 110 
Italy 83 71 76 65 88 
Spain 63 61 58 62 71 
Sweden 64 66 67 70 97 
Poland 50-54 38-42 34-37 41 55 
Source: S. Broadberry and K. O’Rourke (2010), ‘Introduction to Volume 1’ in: S. Broadberry 
and K. O’Rourke (eds), The Cambridge Economic History of Modern Europe. Volume I: 1700-1870. 
Cambridge: Cambridge University Press, 1-4, p. 2. 
 
 
Table 17.3. GDP per Capita in Several European Countries, 1820-2000, in real terms 
(Great Britain in 1960 = 100) 

 1820 1870 1910 1960 2000 
Great Britain 23 37 53 100 243 
Netherlands 21 36 43 96 256 
France 13 22 34 86 235 
Italy 17 18 25 63 217 
Spain  14 22 36 182 
Sweden 10 16 29 100 241 
Poland  11  37 84 
Calculated on the basis of J.L. van Zanden and others (eds) (2014), How was Life? Global Well-
Being since 1820. Paris: OECD, p. 67. 

 

The concept Europe is not only problematic because of the substantial and shifting 

cleavages within the geographical entity that bears that name, but also because Europeans, 

over almost the entire period discussed here, held sovereignty over large regions outside 

their continent. By 1800 Western states – European states and their overseas settler 

colonies’ offshoots– controlled some 35 per cent of the world’s land surface. By 1914 they 

had increased that total to almost 85 per cent. In 1500 it had only been seven per cent.  
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When it comes to importance and size of their empires we again see big differences 

between different parts of Europe.  There were several European countries that never had 

any or only quite tiny colonies. Obviously, colonising so much of the world implied that 

Europeans made a huge imprint on its history that would not simply disappear with 

decolonization. For many people all around the world globalization took the form of being 

colonized by Europeans (Table 17.4).10 

 

Table 17.4. Size and Population of the Overseas Empires of the Main Colonial Powers 
of Europe, (in million km2 and million inhabitants)  
In 1760 
 Spain Portugal United 

Kingdom 
Netherlands France 

Area 12.3 8.5 3.2 0.2 0.065 
Population 18.8 1.6 2.8 3.3 0.6 
In 1938 
 United 

Kingdom 
France Italy Belgium Netherlands 

Area 33.6 12.2 3.4 2.4 2.1 
Population 496.8 70.6 12.9 14.3 68.4 
Source: B. Etemad (2007), Possessing the World. Taking the Measurements of Colonisation from the 
Eighteenth to the Twentieth Century. New York: Berghahn Books, pp. 135-136, 167, 171, 174 and 
178. 

 

The economic consequences of being absorbed into a European empire differed too. The 

so-called ‘Western offshoots’ (the USA, Canada, Australia and New Zealand) in the end 

all became rich. The USA became independent already in the 1770s. The other three 

countries were integrated into the British Empire quite differently from ‘normal’ colonies. 

As a rule, colonies, British and otherwise, did not develop into wealthy countries.11  
                                                
10 D. Abernethy (2000), The Dynamics of Global Dominance. European Overseas Empires 

1415-1980. New Haven and London: Yale University Press.  

11 See for example G. Bertocchi and F. Canova (2002), ‘Did colonization matter for 

growth? An empirical exploration into the historical causes of Africa’s underdevelopment’, 

European Economic Review, XLVI, pp. 1851–1871, and G. Gozzini (2010), Un’idea di 
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Discussing ‘Europe in global economic change’ over the period of half a 

millennium requires making clear choices. This text sets out to answer the question of what 

might have occurred in Europe’s economic history over the last 500 years that might be of 

worldwide relevance. I single out three aspects: first, Europe’s dominant role in creating a 

global economy; second, the fact that Europe became the first region in the world 

characterised by modern economic growth; and finally, Europe’s political economy, in 

terms of how it actually worked and in terms of the prevailing ideas about it.  

 

Europe and Globalization 

 

Let us begin with economic globalization, i.e. the increase in intensity, extensity, speed and 

impact of intercontinental economic contacts. Some caveats are in order. Firstly, the fact 

that focusing on Europe’s intercontinental exchanges with the rest of the world can easily 

be misleading. Those exchanges were important but must be put into perspective. Trading 

bulks goods over a long distance, even over water, continued to be expensive and laborious 

until at least the second half of the nineteenth century. Even in Europe with its many 

waterways and its long coasts, regions in the interior often were hardly integrated in 

intercontinental networks of exchange.12 Just like in the rest of the world, the majority of 

economic exchange was local or regional. Even at the very end of the twentieth century the 

bulk of trade by Europeans still was with other Europeans. For most of the period 

                                                                                                                                              
giustizia. Globalizzazione e ineguaglianza dalla rivoluzione industriale a oggi. Turin: 

Bollati Boringhieri, ch. 4. 

12 See e.g. R. Studer (2015), The Great Divergence Reconsidered. Europe, India, and the 

Rise to Global Economic Power. Cambridge: Cambridge University Press, ch. 4, and the 

book by Bateman referred to under note 38. 
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discussed long-distance and certainly intercontinental trade was only a small fraction of 

total trade and intercontinental contacts were fairly scarce. Secondly, the focus in this text 

will be on European particularities and on European agency as this is a text about Europe 

not because Europe would be exceptional in all respects or because the rest of the world 

would be without any agency. 

From Columbus and Vasco Da Gama onwards, economic globalization intensified. 

During the seventeenth century there was a setback, after which it got a new impulse in the 

next century. In the nineteenth century a major intensification of intercontinental 

exchanges set in that was only interrupted during the period between the two World Wars. 

From the 1970s onwards, globalization became so intense that many scholars liked to 

believe that the world had become flat.13 Europeans, including the inhabitants of their 

offshoots, did far more to connect the globe’s different continents than anyone else. For 

long they were the main traders between continents and dominated intercontinental 

exchanges  

During the period from the early sixteenth to the second half of the eighteenth 

century the so-called Columbian Exchange of flora, fauna and diseases between the Old 

and the New Worlds was probably the most consequential form of pre-industrial 

intercontinental exchange. Europeans were its main agents. The most important ‘gifts’ 

from the New World to Europe were the potato, maize, the tomato, peppers, paprika, cocoa 

and tobacco. The most important transfers from Europe to the New World when it comes 

to fauna and flora were cattle, horses, pigs, and sheep, wheat, grapes, olives, sugar, and 

cotton. Europe’s ecological imperialism created a kind of ‘Neo-Europes’ in its offshoots. 

                                                
13 Th. Friedman (2005), The World is Flat. A Brief History of the Twenty-First Century. 
New York: Farrar, Strauss and Giroux.   
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The arrival of Old-World diseases in the New World had catastrophic effects and killed the 

bulk of the original population.14 

There was also an intercontinental transfer of people, first and foremost the 

transatlantic slave trade that brought enslaved people from Africa to the Americas. 

Europeans were heavily involved in it as slave traders and as consumers and sellers of the 

goods made through the use of slave labour. In the period from 1519 to 1867 some eleven 

million enslaved Africans were shipped from Africa to the Americas, almost half of them 

by Portuguese and Brazilians, some twenty-eight per cent by British traders and some 

thirteen per cent by French carriers, the rest by people from the Dutch Republic, Spain or 

the USA.15 Europeans not only brought slaves to the Americas but also traded slaves in 

Asia, though size and impact of the transatlantic trade were much bigger. On top of that, 

                                                
14 N. Nunn and N. Qian (2010), ‘The Columbian Exchange: A history of disease, food and 

ideas’, Journal of Economic Perspectives 24 (2) pp. 163-188. For the expression ‘Neo-

Europes’, see A. Crosby (1986), Ecological imperialism. The biological expansion of 

Europe, 900-1900. Cambridge: Cambridge University Press. For a more narrative 

approach, see C. Mann (2011), 1493: Uncovering the New World Columbus Created. New 

York: Knopf. See also John McNeill’s chapter in this volume. 

15 See for these figures R. Findlay and K. O’Rourke (2007), Power and Plenty. Trade, 

War, and the World Economy in the Second Millennium. Princeton and Oxford: Princeton 

University Press, p. 228. For further information see D. Eltis and D. Richardson (2010), 

Atlas of the Transatlantic Slave trade. New Haven: Yale University Press; H. Klein (2010), 

The Atlantic Slave Trade. Second edition; Cambridge: Cambridge University Press; D. 

Northrup (ed) (2010) The Atlantic Slave Trade (third edition; Belmonte: Wadsworth 

Cengage Learning; H. Thomas (1997), The Slave Trade: The Story of the Atlantic Slave 

Trade, 1440-1870. New York: Touchstone.  
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over the entire early modern period, they imported in total some 600,000 enslaved 

‘Muslims’ to Italy and some 375,000 enslaved Africans to the Iberian Peninsula. Less well 

known is the fact that Europeans could also be enslaved by others: more than one million 

white Christian Europeans were enslaved by traders from North Africa, whereas some 

three million East Europeans were sold on slave markets in the Middle East.16  

The number of people who left Europe for other continents over the entire pre-

industrial period was much smaller: for the Americas before 1820 only an estimated 3 

million, and for Asia before 1800 only some two million; for Africa certainly not more 

than 100,000 (Figure 17.1).  

 

Figure 17.1. European Migration to Other Continents, 1500-1900 
 

 
 

                                                
16 For European slave trade in Asia, or more specific the Indian Ocean, which as yet is 

rather under-studied, see R. Allen (2015), European Slave Trading in the Indian Ocean, 

1500–1850. Athens: Ohio University Press. For the figures in this paragraph, and for 

literature, see L. Lucassen (2016), ‘Connecting the world: migration and globalization in 

the second millennium’ in: C. Antunes and K. Fatah-Black (eds), Explorations in History 

and Globalization. Abingdon, Oxon and New York: Routledge, pp. 19-46, pp. 29-30. 
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Source: J. Lucassen and L. Lucassen (2009), ‘The mobility transition revisited, 1500-1900: 
what the European case can offer to global history’, Journal of Global History 4, (3) pp. 347-378, 
p 356.  
 

 

The rather small number of people leaving Europe for the Americas had a big impact 

because they arrived in a continent whose population had been decimated. In Asia, a 

continent with hundreds of millions of inhabitants, their demographic impact was 

irrelevant. The same goes for Africa. Only a couple of ten thousand Europeans settled 

there. Migration from other continents into Europe was also negligible, and will not have 

surpassed the number of one million before 1800.  

In discussing the main routes of pre-modern commodity trade one must 

differentiate between the triangular trade between Europe, Africa and the Americas, and 

the trade between Europe and Asia along the Cape.17 What is striking about early modern 

intercontinental trade is that many independent, powerful and productive regions of Asia 

hardly ever traded intercontinentally. There were direct trade contacts between Asia and 

East Africa, but for the main it was Europeans who brought Asian products to other 

continents and products from other continents to Asia and often acted as middlemen in 

trade between various parts of Asia.  

In strictly quantitative terms, the Atlantic world was far more important as a trading 

zone for Europe than Asia. The goods exchanged between these zones were different too. 

From South and Central America, including the Caribbean, Europe imported bullion, sugar 

and cotton. Together with tobacco, cotton also came from the southern states of what is 

now the USA. From the 1820s onwards, coffee was imported from Brazil. Europeans 

brought slaves and manufactured goods in return. From the northern half of the American 

                                                
17 I here focus on Europe’s role in intercontinental trade. For intercontinental trade in a 

more global perspective, see the chapter by Roy and Riello. 
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Continent came fish, furs and wood. In return that region imported primarily manufactured 

goods from Europe. Africa provided mainly slaves and at times gold and ivory. It received 

mainly textiles, weapons and for example alcoholic drinks.   

Asia provided ‘Oriental’ luxuries. It all began with spices coming from what now 

are Indonesia and India. Cotton textiles over time became India’s most important export 

product to Europe. In return Europeans mainly sent bullion. China’s main exports to 

Europe consisted in porcelain, silk and cotton, raw as well as in the form of textiles, and 

from the last decades of the eighteenth century onwards almost exclusively tea. In return it 

received mainly American silver, directly from Mexico or indirectly via Europe. Japan for 

some time was an important exporter of silver. Later copper became its main export. 

Imports from Europe via the Dutch were confined to a large variety of specific 

manufactured ‘luxury’ products. Closer to home the Ottoman Empire increasingly 

provided Europe with raw materials, over the eighteenth century in particular cotton. It 

imported mainly manufactured goods and colonial re-exports from Europe. The impact of 

Asian trade on Europe’s economy as a whole continued to be quite confined till the end of 

the eighteenth century. The lubricating oil of this intercontinental trade consisted of bullion 

from Latin America. Without it Europeans would hardly have been able to buy anything in 

Asia. The drain to Asia certainly was substantial, but the bulk of the gold and more than 

half of the silver Europe got from the Americas, stayed in Europe. 

Europe’s trade tended to be organized differently depending on its trade partners. 

Spain’s (or rather Castile’s) and Portugal’s governments as colonial rulers tried to regulate 

or in any case skim the trade between mother country and colonies. Full control was 

impossible especially in the Americas notwithstanding the fact that governments issued 

monopolies and licences and made the use of certain ports of call and of convoys 

obligatory. Barriers to entry were low and smuggling, privateering and piracy too 

attractive. Governments of other European countries faced the same problems. In the case 
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of Great Britain its efforts to regulate and manipulate trade contributed to the secession of 

the United States. Overall, trade with ‘the West’ in the end was less regulated and 

restricted than trade along the Cape. Chartered companies, for example, were less 

prominent in it. True enough, England’s Hudson Bay Company continued to exist till the 

1860s, but it was as much a territorial ruler – over a huge territory in what now is Canada – 

as an enterprise. In European trade with the East, the role of such companies a kind of 

company-states that combined private enterprise and sovereign rights like the right to 

conclude treaties, have armies and navies, wage war, or coin money, was more substantial 

and lasted longer. The biggest among them, the English and Dutch East India Companies, 

in the end, just like the Hudson Bay Company, acted more like territorial rulers than 

traders.18 The Dutch and in particular the British became major territorial powers in parts 

of Asia. The French were less successful: they did not manage to keep strong footholds in 

India, nor for that matter in the Americas. Portugal was active in Asia too, in India in 

principle via the Estado da India. In practice, however, private initiative, improvisation 

and corruption prevailed. Spain in Asia only ruled over the Philippines but those never 

became a successful colonial project.  

The power constellations that Europeans were confronted with to a large extent 

determined the organization and impact of their global trade. They were quite different in 

different regions of the world. In the Americas, where European settlement had a major 

impact, the main conflicts of interest actually arose between the motherland and the settler 

elites – with the hold of the motherland often being rather weak and decreasing – not so 

much with any ‘indigenous’ groups. The economic effects of the independence of all major 

colonies between the 1770s and the 1820s differed widely, especially between the North 

and the rest of the Continent. In Africa, until well into the nineteenth century, European 
                                                
18 See e.g. Ph. Stern (2011), The Company state. Corporate Sovereignty and the Early 
Modern Foundations of the British Empire in India. Oxford: Oxford University Press. 
 



 16 

direct political leverage was marginal. European settlements were tiny. The Dutch 

settlement in South Africa with some 60,000 settlers of European descent was the only 

relative exception. In the big empires in Asia, Europeans for a long time were only on 

sufferance. Imperial China did trade with them but allowed them hardly any freedom of 

movement and manoeuvre on its territory. That would only change with the Opium Wars 

of the 1840s and 1850s. In Japan, between 1633 and 1639, the Tokugawa Shogunate 

enacted the sakoku or ‘locked country policy’. That stayed in effect until 1853. Except to 

some extent for the Dutch, the country became forbidden territory for Europeans. Korea 

was even more closed to the outside world. The Mughal rulers initially considered the 

Europeans at best useful suppliers of goods and services and at worst a nuisance, but 

certainly not a serious threat. In particular in the case of the English, that proved to be a 

mistake. In the Ottoman Empire economic power relations changed too. In the beginning, 

with the Ottoman Empire at its heights, the so-called ‘capitulations’, grants by successive 

Sultans to Christian nations conferring rights and privileges in favour of their subjects 

resident or trading in Ottoman dominions, were voluntary gifts. Over time, however, they 

became signs of European penetration and encroachment.  

If possible Europeans tried to manipulate exchange. In particular overseas, trade 

and politics were mixed up. Distinctions between the private and the public, including 

those between private and public violence were blurred. Only a tin line separated trade, 

privateering and piracy. Trade, expansion and empire building often went hand in hand. 

Imperialism in terms of conquest and tribute collecting is a normal phenomenon in global 

history; European overseas imperialism though had a peculiar twist. It combined 

exploration, control, and utilization19 and involved sustained efforts to create a division of 

                                                
19 Abernethy, Dynamics of Global Dominance.  
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labour in which a European motherland functioned as ‘core’.20 That is a country that 

specialises in producing commodities with high value added; has a relatively free labour 

force earning relatively high wages; has a relatively high level of human capital formation; 

and has a strong state. It controls the relevant parts of the global service sector. Its 

economic elites exert direct or indirect control over transnational production chains and the 

transmission of values along them. The existence of cores implies the existence of 

peripheries, i.e. regions that do not have these characteristics but rather their opposites.  

Europeans were not just interested in overseas trade; they were also eager to control 

production in regions they traded with. The most striking examples are the plantations that 

were set up in their colonies and that produced for export, using imported coerced labour in 

regions where they had direct power or could co-opt local elites. Until the second half of 

the eighteenth century their peripheries were located first and foremost in the Americas, in 

small parts of Asia, in the slave-exporting regions of Africa whose ‘slave-production’ 

became an integral part of the emerging Western world-system, and in those parts of 

Europe that actually had become peripheral to North-western Europe. Examples here are 

the Baltic region, whose un-free labour provided the Dutch Republic with rye and 

materials needed for its fleet; Russia that exported flax, hemp, rye and wood to Great 

Britain; Hungary, that provided North-western Europe with cattle, or Ireland that until well 

into the nineteenth century functioned as a semi-colony of Britain.  

In the European core the import of ‘exotic’ commodities like cocoa, coffee, spices, 

sugar, tea, tobacco, or textiles and porcelain led to changing patterns of consumption. 

                                                
20 I. Wallerstein (1974, 1980, 1989 and 2011), The Modern World-System. The volumes 

have been published in different places and not all by the same publisher.  
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Several scholars even speak of a ‘consumer revolution’.21 In the wealthier parts of North-

western Europe the wish to consume Asian ‘novelties’ often acted as a driving force 

behind another revolution, the so-called ‘industrious revolution’: a substantial increase of 

the total supply of labour on the labour market as more people began to work longer and 

harder in order to earn more monetary income. In these regions industriousness often was 

accompanied by specialization, increasing market integration and growth.22 Increasing 

industriousness as such, however, could be found all over Europe, or for that matter, over 

large parts of the world. In most regions it was just a matter of necessity, an effort by 

peasants in particular to make ends meet by taking up non-agricultural work in their spare 

time. A third effect of imports from overseas consisted in the efforts undertaken to produce 

substitutes and sometime export previously imported commodities as for example silk and 

cotton textiles and porcelain. When it was not possible to transfer production to the mother 

country, European merchants often transferred it to extra-European regions they controlled. 

Examples here would be the Dutch who began to grow coffee on Java or the British who 

started growing tea in India.  

Between 1750 and 1850, i.e. still before Western Europe could be called 

‘industrial’, the global economic position of Europe or more generally ‘the West’ 

underwent major strengthening. In the Americas, the United States became politically 

independent but intensified its economic ties with former coloniser Great Britain. Most of 

                                                
21 I.B. McCabe (2014), A History of Global Consumption, 1500-1800. Abingdon, Oxon: 

Routledge, and F. Trentmann (2016), Empire of Things. How we became a World of 

Consumers, from the Fifteenth to the Twenty-First Century. London and New York: Allen 

Lane. For an extensive discussion see the contribution by Berg to this volume. 

22 J. de Vries (2008), The Industrious Revolution. Consumer Behaviour and the Household 

Economy, 1650 to the Present. Cambridge: Cambridge University Press. 
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the Spanish colonies – but also Brazil - became part of the ‘informal empire’ of the United 

States and the United Kingdom. In Asia too Europeans increased their leverage. The Battle 

of Plassey in 1757 has become the symbol of Great Britain’s rise in India, but actually that 

had already begun earlier. With increasing political power, the British changed their trade 

relations with the country and also got some grip on production there. From the end of the 

eighteenth century onwards, India provided them with opium, which enabled them to buy 

tea in China. From a country exporting finished cotton textiles, it was transformed into an 

exporter of raw cotton and an importer of cotton textiles. In these changes coercion played 

a substantial role.23 The Ottoman Empire was ‘opened’ in 1838 by the Treaty of Balta 

Limani - with the United Kingdom - that stated that the Empire would abolish all 

monopolies, allow British merchants and their collaborators full access to all Ottoman 

markets and tax them equally to local merchants. Already from the first decades of the 

nineteenth century, silver had started leaving China as payment for opium, but the 

‘symbolic’ turning point here was the First Opium War (1839-42). After that war, the Qing 

Empire retained its formal independence, but lost much of its sovereignty. Japan was 

‘opened’ from the 1850s onwards. It too signed unequal treaties but the country never 

became a real periphery. In Southeast Asia, Great Britain, France and the Netherlands 

further expanded their empires. 

From the end of the eighteenth century and even more so after 1850 when 

industrialization deepened, the gap in wealth and power between ‘the West’ and ‘the Rest’ 

became so big that Western countries could easily afford a new round of empire building. 

The clearest victim was Africa: Europeans started conquering it and introduced coerced 

labour and forced production of primary products for export on a large scale. Economic 

globalization now switched into a higher gear. Transport and communication became 

                                                
23 See the chapter by Roy and Riello in this volume. 
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cheaper and faster, overall in the core regions protectionism tended to become less strong, 

whereas demand increased. Parts of Europe industrialized. That would already have 

sufficed to create a worldwide ‘Great Divergence’.24 But the effect became even bigger 

because the industrializing countries in Europe also dominated global trade, transport, 

communication, and finance. This changed the global economy fundamentally. Global 

trade, to confine us to that aspect, not only increased but also changed character. Before, a 

very substantial part of what Europeans exported goods to other continents had not been 

produced by themselves. Now for about a century global trade became characterised by a 

‘Great Specialization’, which means that a global division of labour evolved in which 

developed, ‘industrialised’ countries produced and exported manufactured goods while 

non-developed countries produced and exported primary commodities. This specialisation 

was the consequence of different comparative advantages of developed and 

underdeveloped countries.  

In order to facilitate their imports from their peripheries European core countries 

invested enormous sums of money to create the relevant infrastructure there. Moreover in 

the century between 1815 and 1914, more than forty million migrants left Europe for other 

continents, in particular the Americas and so provided extra labour for producing export 

commodities. The effects varied according to the region, but overall the outcome of this 

‘division of labour’ was not positive for the non-developed countries. Over the period from 

roughly the 1850s till the 1980s, a huge gap emerged between rich, developed, 

industrialized Western countries and poor, underdeveloped, non-industrialized, non-

Western countries. With the exception of Japan, countries outside the West not only 

                                                
24 For an extended analysis see the chapter by Parthasarathi and Pomeranz in this volume. 
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‘failed’ to industrialize: their manufacturing sector was also severely damaged by Western 

competition.25  

The exact impact on the economies of European core countries of this global 

division of labour - that for ‘old’ peripheries had already originated before industrialisation 

and the heydays of European imperialism - continues to be subject of acrimonious debate. 

The focus has long been on the extent to which ‘unequal exchange’ – and sheer coercion 

and extraction - enabled Western accumulation of capital.26 With the increasing awareness 

that the motor of modern growth is innovation rather than accumulation, research now has 

broadened and takes on board all potential positive and negative effects of specialising in 

the production of certain goods.27  

In global economic history, understandably, the focus is on the Great Divergence 

and the Great Specialisation on a global scale. But in Europe itself economic development 

over roughly the last two centuries also was not an even process. There too we see 

processes of divergence and specialisation, often in continuation of earlier developments. 

Large parts of the continent had long had peripheral traits to begin with. The level of GDP 

                                                
25 Findlay and O’Rourke, Power and Plenty, ch. 7; J. Williamson (2011), Trade and 

Poverty. When the Third World fell behind. Cambridge Mass. and London: The MIT Press.  

26 P. Emmer, O. Pétré-Grenouilleau and J. Roitman (eds) (2006), A Deus ex Machina 

revisited. Atlantic Colonial Trade and European Economic Development. Leiden: Brill; P. 

O’Brien and L. Prados de la Escosura (eds) (1998), The Costs and Benefits of European 

Imperialism from the Conquest of Ceuta, 1415, to the Treaty of Lusaka, 1974. Proceedings 

of the Twelfth Economic History Congress. Madrid:  Published as Revista de Historia 

Económica 16, first issue of 1998.  

27 E. Reinert (2007), How Rich Countries got Rich . . . and why Poor Countries stay Poor. 

New York: Caroll and Graf, chs. 4, 5 and 8, and Williamson, Trade and Poverty. 
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as a rule is a good indicator of specialisation in the sense that poorer regions tend to be 

specialised in less rewarding advanced activities than wealthier ones. In that respect, it is 

striking that, overall growth notwithstanding, the gap between peripheral regions and 

economic frontrunners in Europe in relative terms has hardly decreased: in absolute terms 

it even increased.28 There have also been shifts within the core of the ‘Western’ world 

itself. Until World War I, Europe’s industrial nations held global economic global primacy. 

After 1918, the USA took over and became not only the world’s largest, but also 

increasingly it’s leading economy. The period of the Great Depression of the 1930s, was an 

era of de-globalisation in which intercontinental trade, investment and migration decreased 

and the economies of European countries tended to become more closed.29 The boom of 

the economies of Western Europe in the period 1945-1973, after the backlash of the Great 

Depression and World War II, primarily was a matter of successfully catching up with the 

USA.  

Several of the previous comments already took us to the last decades of the twentieth 

century. In the second half of that century three major changes in Europe’s global position 

occurred. Firstly, the decolonization of Europe’s overseas empires unfolded in a few 

decades.30 One of the effects was that people from other continents came to Europe in large 

numbers. Between 1945 and the beginning of the 1990s, some five to seven million 

Europeans and non-Europeans alone left the (former) European colonies for Europe. They 

were joined by labour migrants from North Africa and Turkey. Secondly, the Great 

Specialisation came to an end. Non-Western countries increasingly began to massively 

produce and export manufactured goods, whereas the most advanced parts of Europe ‘de-

                                                
28 See Table 17.3. 

29 See Findlay and O’Rourke, Power and Plenty, ch. 8.  

30 See note 11. 
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industrialized’. And finally, the increasing integration of European economies into a 

common market allowed the continent to become a big global player. In 2000, the GDP of 

the countries of the European Union was about a quarter of global GDP, their exports some 

forty per cent of global exports. But as indicated earlier on, integration did not mean 

convergence. 

 

Modern Economic Growth 

 

Europe became the cradle of modern economic growth i.e. a sustained and substantial 

increase of GDP per capita in real terms. Before industrialisation the available natural 

resources set fairly strict limits to economic growth and development. It experienced 

periods of ‘efflorescence’, but growth in such periods was fragile and as a rule short-lived. 

The direct and overwhelming dependency on nature made the economy vulnerable and 

‘volatile’ in the short, and fairly stagnant in the long run. Transportation was slow and 

expensive, long-distance bulk trade, in particular over land, quite awkward. Even its most 

advanced economies, Great Britain and the Dutch Republic, increasing population easily 

led to economic problems or stagnation.31 

                                                
31 For the logic of pre-industrial (advanced) organic economies as compared to economies 

with modern economic growth see A. Wrigley (2016), The Path to Sustained Growth: 

England’s Transition from an Organic Economy to an Industrial Revolution. Cambridge: 

Cambridge University Press.  
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Modern economic growth has taken different shapes but the same fundamental 

changes underlie all its varieties.32 One is a major change in sources and use of energy 

away from the traditional energy sources muscle power and wood. Industrialising Europe 

increasingly began to rely on fossil fuels like coal, later natural gas and oil, and later still 

nuclear power as its main sources of energy, producing heat and power.33 A second major 

change was in the materials used: Europe’s modern economies began to thrive on iron, 

steel, concrete and (mineral-based) synthetic materials instead of organic materials. The 

third major change was the fact that innovation became the most important motor of 

modern growth.  

When industrialization began in Great Britain, waterpower still was important but 

from the first decades of the nineteenth century steam power became omnipresent in 

mechanised production and transport as for instance the railways. Steel, heavy engineering, 

electricity and chemical industry were central in what is often called the ‘Second Industrial 

Revolution’ from roughly 1870 to 1914. After World War I, oil, automobiles and 

motorization held centre stage. After World War Two, developed economies entered the 

age of mass production for mass consumption. With the ICT revolution yet another new 

leading sector came to the fore.34  

                                                
32 For the concept ‘modern economic growth’, see P. Vries (2013), Escaping Poverty. The 

Origins of Modern Economic Growth. Vienna and Göttingen: Vienna University Press and 

Vandenhoeck und Ruprecht. 

33 A. Kander, P. Malanima and P. Warde (2013), Power to the People. Energy in Europe 

over the Last Five Centuries. Princeton and Oxford: Princeton University Press. 

34 C. Freeman and F. Louçã (2001), As Time goes by. From the Industrial Revolutions to 

the Information Revolution. Oxford and New York:  Oxford University Press. 
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The emergence of modern growth is normally identified with industrialization. 

Clearly industry as such was very important, but innovation and the use of new sources of 

energy and new technologies can also lead to ever-increasing productivity in agriculture 

and services The shift from the primary to the secondary and then tertiary sector, that is 

considered characteristic for modernizing economies, did indeed occur in all of Europe but 

with major differences in timing and intensity. Only rarely did industry employ over fifty 

per cent of the total labour force. The meaning of ‘industry’ over time changed, as did its 

most important advanced sectors. The service sector eventually became by far the biggest 

sector in all advanced European economies. It too was subject to structural change and 

experienced a permanent creation of new types of jobs. The growth of employment in the 

government sector, at least when it comes to civilian employment, needs separate mention. 

In several European countries it employed up to 20 per cent of the labour force at the end 

of the twentieth century.35  

There has never been one model of European industrialization. Ivan Berend 

distinguishes three varieties.36 The first one is a fairly close and relatively early imitation 

of the British example characterized by the mechanized production of textiles, the 

importance of coal and iron and the use of British technology. This route was taken in 

Great Britain, France, Switzerland, and to some extent in Austria and Bohemia after 1880. 

The second one, a route usually described as that of the second industrial revolution with 

                                                
35 For changes in sectorial employment in Europe see A. Carreras, (2003), ‘El siglo XX, 

entre rupturas y prosperidad (1914-2000)’ in: Antonio di Vittorio (ed), Historia Económica 

de Europa. Barcelona: Critica, pp. 303-435, pp. 324 and 327, and, in particular for the 

twentieth century, Therborn, (1995), European Modernity and Beyond, ch. 4. 

36 I. Berend (2013), An Economic History of Nineteenth-Century Europe. Diversity and 

Industrialization. Cambridge: Cambridge University Press, ch. 5. 
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an emphasis on chemical industry, electricity and automobiles, was best exemplified in 

Western parts of Germany but in the later phases of their industrialization France, 

Switzerland, Northern Italy also followed it, just like Great Britain and Belgium, and 

Scandinavia after 1870. The third one is characterised by industrialization based on 

agricultural products and food processing. Classic examples would here be Denmark and 

the Netherlands, and to a lesser extent Switzerland and Austria /Bohemia, in particular in 

the period 1840-80. 

European countries did not all become equally industrialized in the period 1750-

1900 (Table 17.5). Nor did differences in wealth, growth, development and economic 

‘modernity’ disappear with industrialization. Over the long nineteenth century (1780s-

1914) attempts at economic modernization in Europe were successful in Western Europe 

including Switzerland, Austria, Bohemia and Silesia, and with some retardation in 

Scandinavia. The trajectory of Ireland and Eastern parts of Germany long was much less 

successful. That even more applies to Southern Italy. Medium income levels as compared 

to Western Europe and a certain level of industrialization were reached in most of Central 

Europe, the Baltic region, Finland and Ireland. Then there was a third group of countries 

with some islands of modernity but where, overall, modernisation failed. That group would 

include Russia, the Iberian Peninsula and Southern Italy. A lack of industrialization, only a 

semblance of economic modernization and the lowest income levels of Europe could be 

found in the Balkans and the easternmost and southernmost borderlands of the Habsburg 

Empire.37 Strikingly enough, with some exceptions, a listing of regions in ‘order of 

development’ at the end of the twentieth century would be fairly similar. Levels of 

industrialization and development inside countries as a rule also were quite different, as the 

process of development often knows virtuous and vicious circles.  

                                                
37 See for a map Berend Economic History of Nineteenth-Century Europe, p.  9.  
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Table 17.5. Levels of Industrialization in Europe, 1750-1900 (United Kingdom in 1900 = 
100) 

 1750 1800 1830 1860 1880 1900 
Europe as a whole 8 8 11 16 24 35 
United Kingdom 10 16 25 64 87 100 
Habsburg Empire 7 7 8 11 15 23 
France 9 9 12 20 28 39 
German States / Germany 8 8 9 15 25 52 
Italian States / Italy 8 8 8 10 12 17 
Source: P. Bairoch (1982), ‘International industrialization levels from 1750 to 1980’, Journal of 
European Economic History, 11 (1/2), pp. 269-333. 

 

That fact that certain parts of the world, first and foremost parts of Europe and the 

USA, knew modern economic growth whereas others did not, created a great divide 

between rich and poor countries in the West. This divide had an undeniable and 

inescapable impact on the entire globe. Just before the emergence of modern economic 

growth, normally associated with the Industrial Revolution in Great Britain between 

roughly 1780 and 1840, the difference between the wealthiest and the poorest societies in 

the world was never more than about five to one. Between the most advanced economies, 

those of North-western Europe on the one hand and parts of China, India and Japan, on the 

other, it very probably was in an order of magnitude of three to one or two to one. Some 

scholars would claim it was even less.38 In 2000, Western Europe in terms of real GDP per 

capita was no less than some seventeen times as wealthy as Sub-Saharan Africa.39 This 

huge global divergence in wealth, growth and development originated in the nineteenth 

century with industrialization (Table 17.6).  

 

Table 17.6. GDP of Western Europe, the Western Offshoots, and the World, 1820-2000 
in real terms per capita (Western Europe 1820 = 100) 

 1820 1870 1910 1960 2000 

                                                
38 See e.g. chapters 1 and 2 in this book. 

39 J.L. van Zanden and others, (eds) (2014), How was Life? Global Well-Being since 1820. 

Paris: OECD, p. 65. 
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Western Europe 100 149 259 557 1576 
Western off shoots 106 179 401 893 1760 
Latin America/ 
Caribbean 

49 62 117 259 477 

East Asia 47 44  88 446 
South /South East Asia  42 54 66 179 
Middle East North 
Africa 

47 58  161 367 

Sub-Saharan Africa    81 90 
World 49  141 221 486 
Calculated on the basis of J.L. van Zanden and others (eds) (2014), How was Life? Global Well-
Being since 1820. Paris: OECD, p. 65. 

 

Half of global manufacturing production in 1913 took place in Europe. Some sixty 

per cent of global trade at the time was European, in this case including Russia. Of all 

manufactured products exported worldwide at the time, 25 per cent came from Great 

Britain and 56 per cent from Continental Europe. In 1896 Europe had 60 per cent of the 

global capacity of steam power.40 Why was Great Britain first? Why did some, almost 

exclusively Western countries catch up fairly quickly? Why did most of the world fall 

behind? In brief: What caused this Great Divergence? The immense debates about that 

question cannot be dealt with here extensively.41 Scholars do agree, that the fact some 

societies experienced modern economic growth whereas most did not, is at the root of the 

diverging. Europe as the continent where modern economic growth emerged may have had 

certain geographical peculiarities and advantages. It had a broad, differentiated portfolio of 

natural resources, a rainfall agriculture and an energy system with a relatively large role for 

non-human energy sources like animals, water and wind. Its large number of animals also 

provided dung, meat, milk, hides, and wool. In several regions, Europe’s economy already 

                                                
40 See for all these figures Vries, Escaping poverty, pp. 20-21. 

41 For an overview of the debate, see Vries, Escaping Poverty, and P. Vries (2016), ‘What 

we do and do not know about the Great Divergence at the beginning of 2016’, Historische 

Mitteilungen der Ranke-Gesellschaft, 28, pp. 249-297. The text is on Researchgate. 
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in the Late Middle Ages was more capital and energy intensive than that of other advanced 

economies in the world. It had many navigable waterways. It accumulated large amounts 

of capital and resources via trade and colonisation. All this certainly played a role. But, as 

indicated, modern economic growth is sustained. It requires sustained innovation. It can 

only exist in an institutional setting in which change is considered normal or even good. 

That brings us to the third topic of this analysis of Europe’s contribution to global 

economic change, its specific political economy including ideas about how to understand 

and develop an economy. 

 

Europe’s political economy 

 

Scholars claiming that Europe’s economy was exceptional in its institutional setup almost 

without exception refer to the fact that it was the continent where ‘capitalism’ first came to 

full maturity. As long as capitalism is not simply equated with a market economy based on 

private property and private enterprise with ‘free’ and, as mainstream economics defines it, 

‘fair’ competition, that indeed seems correct. Markets economies, especially for consumer 

goods, have been fairly normal throughout global history. In the variety of capitalism that 

was unique to certain parts of Europe, markets, private property and private enterprise 

indeed were prominent. But those markets often did not function according to the logic of 

‘perfect’ competition. They existed in combination, in particular in certain sectors, with 

state intervention going far beyond just enabling the market to work. The driving forces of 

modern capitalist development - large-scale capital accumulation and -investment and 

major technological innovations - do not easily flourish in a setting characterised by 

completely open and fair competition. Most scholars would now agree that competition 

was important in pushing innovation and creating growth in Europe. The wealthiest parts 
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of Europe were regions with high levels of market integration.42 But laissez-faire 

enthusiasts tend to underestimate the importance of forms of market manipulation and 

regulation like monopolies, oligopolies and cartels, and of protectionism and government 

regulation. Although the market mechanism was often tampered with, it, apart from some 

specific instances, was not eliminated. Much depended on the specific sector of the 

economy and on the general economic and political ‘conjuncture’.  

Again one must differentiate according to time and place and realize that there were 

different kinds of markets. Scholars claiming that Europe was ‘the cradle of capitalism’ 

have always emphasized the necessity of a labour market with free labour. Yet, even in 

Europe such free wage labour was far from normal. Simplifying to the extreme, one can 

distinguish three labour regimes in agriculture, the main sector of production, until well 

into the nineteenth century: a regime with chiefly unfree, serf or serf-like labour; one in 

which peasants and their families constituted the main labour force; and one with chiefly 

wage labour.43 The first regime was predominant in Central and Eastern Europe, but 

certainly not unknown elsewhere in Europe. In Prussia serfdom was only formally 

abolished in 1806 and in Austria-Hungary only in 1848. The second regime became 

predominant in England and the western and northern parts of what is now the 

Netherlands, but also on large latifundia in for example Southern Spain, Portugal or Italy. 

A peasant, household mode of production could be found all over Europe but was 

predominant in most of France, present-day Germany, and Scandinavia.44 City air did not 

                                                
42 V. Bateman (2012), Markets and Growth in Early Modern Europe. London: Pickering 

and Chatto. 

43 See also the chapter by Alessandro Stanziani in this volume. 

44 For the situation in Central and Eastern Europe, see note 7. For the emergence of 

capitalist agriculture in Great Britain and the Netherlands, see M. Overton (1996), 
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always make you free in every respect. Till 1810 only members of a guild could practise a 

certain trade in Prussia. That rule was only abolished in the rest of Germany in 1869, and 

even then not entirely. In Austria it existed till 1859. Free wage labour certainly was not 

uniquely European but it probably was more common there than elsewhere in the world 

and the number of wage labourers increased over the eighteenth and nineteenth centuries. 

In Great Britain, the first industrial nation, it was already common before industrialization.  

In practice occupations - and economic sectors - were not neatly distinguishable. 

Manufacturing and later industry tend to be associated with towns and factories, but for 

very long they continued to be found in the countryside, with towns specializing in 

processes that required highly skilled labour and advanced implements. Many people, in 

particular in the countryside, operated in an ‘economy of makeshifts’, switching between 

all sorts of activities like taking care of their own tiny farms (if they still had land) sell 

some of their produce, or sell their labour. They could do so in two different ways. By far 

the majority of them worked in a system called ‘putting out’, in which they got raw 

materials from merchants, processed them and returned the processed materials to those 

same merchants, who then paid them a piece rate. Less common was the so-called 

Kaufsystem in which the actual producers themselves acquired the raw materials, processed 

and sold them. Although in particular the first form of domestic manufacturing has been 

                                                                                                                                              
Agricultural Revolution in England. The Transformation of the Agrarian Economy 1500-

1860. Cambridge: Cambridge University Press, and J. de Vries (1974), The Dutch Rural 

Economy in the Golden Age, 1500-1700. New Haven: Yale University Press.  For Europe’s 

peasantry, see T. Scott (ed) (1998), The Peasantries of Europe. From the Fourteenth to the 

Eighteenth Centuries. London and New York: Longman. For the disappearance of the 
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described as ‘proto-industry’ it often was not a preparatory stage of industrialization at 

all.45 Next to markets for labour, there also emerged markets for land and money. Overall, 

land markets continued to be subject to restrictions for very long - in several countries till 

far into the nineteenth century - as land owned by the Church or aristocrats often was all 

but inalienable. Money markets apparently worked quite well. Interest rates in any case, 

overall, first and foremost in North-western Europe, were relatively low.  

A second claim that is often made with regard to western capitalism is that in the 

West property rights were better described and protected there than anywhere else in the 

world.46 That claim exaggerates the differences between various parts of the world and 

assumes that securing property rights suffices to create modern growth, which is incorrect. 

That some sort of protecting property is indispensable for sustained growth is not disputed. 

This highlights the role of the modern state as a guarantor of those property rights and the 

creator of institutional arrangements without which economic growth cannot be sustained.  

The fact that Europe over the past two centuries has had so many functioning states 

is fairly exceptional: the world is full of ‘failed” states. In such states chances of having 

modern economic growth are nil. But what is striking is that in those parts of Europe that 

first knew modern economic growth the state was very present and active in the economy. 

It is a persistent myth, and again one happily propagated as advice to the rest of the world, 

that European economies grew when and because their states were lean and non-

interfering. The state has always been very present in most European economies and rulers 

have always tried to influence and change them. State and market are not necessarily 

                                                
45 M. Cerman and Sh. Ogilvie (eds) (1996), European Proto-Industrialization. An 

Introductory Handbook. Cambridge: Cambridge University Press. 

46 For the most recent example see D. Acemoglu and J. Robinson (2012), Why Nations 
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engaged in a zero-sum game. Innumerable examples exist of government initiatives and 

policies that failed completely. But the wealthiest European countries all had states that at 

one time or another wanted to be and effectively were ‘developmental’. Modern growth 

does not require just a modern state but one that is pro-active and strong and that positively 

interacts with the market. It also requires ideas about how such growth could be achieved. 

The modern state as we now define it was a European invention that slowly took 

shape and only really ‘matured’ after the French Revolution.47 Its actual policies and power 

differ substantially according to time and place. Most European polities before the first 

decades of the nineteenth century are described as ‘fiscal-military states’ and their policies 

as ‘mercantilist’. The expression ‘fiscal-military state’ speaks for itself. Such states – or 

maybe better ‘proto-states’ - had levels of government revenue (and expenditure and 

indebtedness) that were higher than in any of the major world empires as they spent the 

bulk of their revenues on war.48 Obviously high taxes and high spending on the military are 

not necessarily good for the economy, even though high deficit spending may have had 

‘Keynesian’ effects. But in several European states, first and foremost those with some 

form of political representation for those who provided the state with substantial amounts 

of taxes and especially loans, the permanent bargaining over claims and counterclaims 
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between rulers and ruled embedded the state in society. This then often led to institutional 

innovations, checks and balances, and higher revenues.49 

Most of the fiscal-military states pursued mercantilist policies. There has never 

been an elaborate system of thought called ‘mercantilism’, but there is a set of core notions 

that are referred to time and again. They have to be understood against the background of 

fierce competition between different states in which increased production and trade 

counted primarily as means to strengthen the state. Mercantilism was a kind of economic 

nationalism, if we strip that word of its specific nineteenth-century connotations. 

Domestically mercantilist rulers strove to eliminate hindrances to production and trade and 

to create efficient domestic markets. That as such of course could help strengthen the state. 

The most conspicuous way to do that was to stimulate, protect and tax the production and 

export of high value-added goods and confine imports to raw materials. As far as possible, 

domestic products should substitute for expensive imports. In their view competitiveness 

of the national economy could further be enhanced if subjects worked hard and at low 

wages. Labour therefore had to be disciplined. Creating monopolies, such as the chartered 

companies referred to earlier on, was supposed to also make the country more competitive. 

Besides, it made revenue collection easier for government.50 Mercantilists were 

permanently ‘benchmarking’ and comparing their state and economy with that of others, 
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Political Economy. Economic Reasons of State, 1500-2000. Abingdon, Oxon and New 
York: Routledge.  
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something which European rulers and ruled have continued to do ever since.51 Often the 

effects of mercantilist policies on the economy were negative, and many of the positive 

‘developmental’ effects actually unintended and indirect. Such policies, moreover, were 

not, as often suggested, typical only for seventeenth- and eighteenth-century Europe. Even 

in Great Britain, the home country of Adam Smith, mercantilist measures remained in 

force well into the nineteenth century.  

After the Napoleonic Wars, the nature of the state and of state spending began to 

change. The fiscal-military state seemed to have reached its limits. No longer were the bulk 

of expenditures for the military. Civil spending on material (transport and communication) 

and immaterial infrastructure (first and foremost education) became much more important. 

In the period from c. 1820 to 1870 states tended to become somewhat leaner and less 

interventionist, especially when it comes to international trade. From the 1870s onwards, 

however, many countries in Europe – though not the United Kingdom – again became 

more protectionist, in particular because of pressure by agricultural interests that felt 

threatened by imports from the New World and Russia. The growth in the volume of 

international trade slackened. Domestically governments could no longer ignore the ‘social 

                                                
51 See for this thesis, L. Greenfeld (2001), The Spirit of Capitalism. Nationalism and 

Economic Growth. Cambridge Mass. and London: Harvard University Press; S. Reinert 

(2011), Translating Empire. Emulation and the Origins of Political Economy. Cambridge 

Mass. and London: Harvard University Press. For concrete examples of state intervention 

during industrialization see L. Magnusson (2009), Nation, State and the Industrial 

Revolution. The Visible Hand. Abingdon, Oxon and New York: Routledge, and R. 

Millward (2013), The state and business in the major powers. An economic history, 1815-

1939. Abingdon, Oxon and New York: Routledge 2013.  
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question’ and had to care more about the welfare of their citizens. Ideologies and scholarly 

disciplines emerged that claimed to know how ‘the economy’ worked. 

With World War I, state intervention reached an unprecedented level of intensity as 

war now more than ever depended on total mobilisation of resources. In particular in 

Germany the war economy came very close to what would later be called a ‘planned 

economy’. During what turned out to be the interwar period, the Great Depression in 

particular hit Western Europe, but the ensuing problems led to a Europe-wide new wave of 

large-scale state intervention. In the few European countries that continued to be 

parliamentary democracies, governments attempted to combat unemployment and protect 

their economies. In some cases they cautiously experimented with ‘Keynesian’ policies. In 

countries that had authoritarian, fascist/ national-socialist and communist rule, dictatorial 

intervention in or even control of the economy became normal to make the country strong 

and catch-up with potential enemy countries. World War II, of course again meant massive 

state planning and control. 

The post-war period saw the gradual emergence of the welfare state in Western 

Europe.52 Thinking in terms of laissez faire had lost most of its attraction during the Great 

Depression. Citizens in now democratic states increasingly regarded the state as a 

guarantor of basic welfare and a promoter of growth. Advanced economies also required a 

quickly expanding infrastructure in the form of transport, communication, and education. 

Government expenditure and the presence of the government in the economy increased 

accordingly. Whatever the political colour of government and whatever its plans or claims, 

                                                
52 For a very short general introduction, see D. Garland, (2016) The Welfare State. A Very 

Short Introduction. Oxford: Oxford University Press. An extensive quantitative analysis is 

provided by P. Lindert (2004), Growing Public. Social Spending and Economic Growth 

since the Eighteenth Century. Cambridge: Cambridge University Press. 
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the state in terms of taxes, expenditures, debts or employment, continued to grow almost 

without interruption (Table 17.7). 

 
Table 17.7. Government Spending* as a Percentage of GDP, 1870-2009 
 1870 1913 1920 1937 1960 1980 1990 2000 2005 2009 
Austria 10.5 17.0 14.7 20.6 35.7 48.1 38.6 52.1 50.2 52.3 
Belgium n.a. 13.8 22.1 21.8 30.3 58.6 54.8 49.1 52.0 54.0 
Britain 9.4 12.7 26.2 30.0 32.2 43.0 39.9 36.6 40.6 47.2 
France 12.6 17.0 27.6 29.0 34.6 46.1 49.8 51.6 53.4 56.0 
Germany 10.0 14.8 25.0 34.1 32.4 47.9 45.1 45.1 46.8 47.6 
Italy 13.7 17.1 30.1 31.1 30.1 42.1 53.4 46.2 48.2 51.9 
Netherlands 9.1 9.0 13.5 19.0 33.7 55.8 54.1 44.2 44.8 50.0 
Spain n.a. 11.0 8.3 13.2 18.8 32.2 42.0 39.1 38.4 45.8 
Sweden 5.7 10.4 10.9 16.5 31.0 60.1 59.1 52.7 51.8 52.7 
Switzerland 16.5 14.0 17.0 24.1 17.2 32.8 33.5 33.7 37.3 36.7 
*1870-1937 central government; 1960-2009 general government 
Source: ‘Taming Leviathan. A special report on the future of the state’, The Economist, 19 
March 2011, p. 4.   
 

 

In the 1980s, there was increasing talk of liberalising the economy. In the sphere of 

banking and finance that certainly occurred, though for the rest of the economy it proved 

very hard to tame the Leviathan. Modern economic growth in Europe never was simply the 

result of a rise of the market and laissez-faire. It required a state that did not confine itself 

to being night watchman. State intervention played a role in all successful and 

unsuccessful processes of industrialization and economic modernization.53 By its sheer 

economic - and of course also military and political – power, Europe after the Great 

Divergence acquired major economic leverage not only in its colonies but in the entire 

world.  

The connection between global power and profit was never severed. Countries that 

wanted to catch up realized that would require a strong modern and active state. This 

already suggests that that Europe’s impact on the world economy was not confined to the 

                                                
53 Reinert, How Rich Countries got Rich; Ha-Joon Chang (2002), Kicking Away the 

Ladder. Development Strategy in Historical Perspective. London: Anthem Press. 
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realm of the economic and the material. The global impact of its thinking about ‘the 

economy’, the way it organized its economy and its economic policies was just as 

pervasive. Between the French Revolution till at least World War II, Europe was by far the 

major producer and exporter of economic doctrines and practices. Economists like to focus 

on materialist factors but actually the global impact of European economic ideas like 

mercantilism, laissez-faire liberalism, socialism and communism or Keynesianism can 

hardly be overestimated. 

 

Conclusion 

 

At the beginning of the twenty-first century the relative decline of ‘Europe’ on the global 

scene is undeniable. Its military and political power has dwindled and it certainly no longer 

rules the waves. It still is an economy of major global importance but even if it actually 

were an economic unity, it no longer can be called ‘dominant’. Modern economic growth 

no longer is a Western monopoly. Other parts of the world show more impressive growth 

figures and more dynamism than Europe. Europe’s economies and mainstream European 

ideas about the economy are no longer a source of inspiration. An analysis of Europe’s 

contribution to global economic change in the twenty-first century will not very likely be 

about globalization, growth or political economy. 
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