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As a result of recent work on historical national accounting, it is now possible to establish
more firmly the timing of the Great Divergence of living standards between Europe and
Asia in the 18th century. This column shows that there was a European Little Divergence
as Britain and the Netherlands overtook Italy and Spain, and an Asian Little Divergence
as Japan overtook China and India. The Great Divergence occurred because Japan grew
more slowly than Britain and the Netherlands starting from a lower level, and because of a
strong negative growth trend in Qing dynasty China.

The debate over the Great Divergence in productivity and living standards between
Europe and Asia has had a remarkable impact on our understanding of the sources of
western prosperity. For much of the 20th century, economic historians treated the
Industrial Revolution as the culmination of a process of gradual improvement, beginning
in the Late Middle Ages and continuing through the early modern period (Weber 1930,
Landes 1969). As Europe transformed its institutions and accumulated capital, Asia
stagnated and began to fall behind. The Industrial Revolution and 19th century
colonialism were seen as accelerating this process of divergence, rather than regarded as
its fundamental causes. Pomeranz (2000) questioned what he saw as the Eurocentric bias
of this account, claiming that as late as 1800, the Yangzi Delta region of China was as
developed as Britain and the Netherlands, the richest parts of Europe. Other parts of Asia
were also characterised as equally developed at the end of the 18th century.

However, despite the fundamentally quantitative nature of the revisionist claims being
made, this work was not generally based on systematic analysis of data. Whilst this was
understandable given the past focus of quantitative economic history on the modern
period, and particularly the period since the mid-19th century, the new century has seen
much progress in the extension of the quantitative approach both back in time and across
space to cover Asia as well as Europe, and this paper draws on this work to provide an
account of the Great Divergence. The word “accounting” is used here in two ways,
embracing both measurement and explanation.

In a new paper (Broadberry, 2021) I argue that the revisionist authors of the California
School were right to point to regional variation in economic performance in both Europe
and Asia, but went too far in claiming parity of economic performance between the two
continents until the 19th century. New historical national accounting data suggest that the
Great Divergence dates from the 18th rather than the 19th century, a view that has
recently been endorsed by Pomeranz (2011, 2017). However, this is obviously a lot later
than suggested in the traditional view, where Europe was seen as forging ahead since the
medieval period.
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The new estimates of GDP per capita for three leading nations in Europe and two in Asia
are graphed in Figure 1, and point to substantial regional variation in both continents.
First, there was a European Little Divergence, as Britain and the Netherlands overtook
Italy. Starting out from a lower level of GDP per capita, both Britain and the Netherlands
received a permanent boost to per capita incomes after the Black Death of the mid-14th
century, and the Netherlands forged ahead of Italy in the 16th century during its Golden
Age, while Britain overtook Italy in the early 18th century and the Netherlands at the
beginning of the 19th century. Second, there was an Asian Little Divergence as Japan
overtook China. Japan forged ahead of China during the 18th century, but continued to
grow more slowly than Britain, which emerged as the leading Eurasian nation of the 19th
century (Bassino et al. 2015).

Figure 1 GDP per capita in Europe and Asia, 1000-1870 (1990 international dollars)
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If attention is restricted to large Asian states such as China and Japan, then it would
appear that the Great Divergence had already occurred by 1400, when the leading Asian
state (China) was already substantially poorer than the three leading European countries
(Italy, Britain, and the Netherlands). However, China was dramatically larger than any

individual European country. Chinese population in 1600 was 160 million, compared with

13.1 million in Italy, 4.2 million in Britain and just 1.5 million in the Netherlands
(Maddison 2010). While the GDP per capita gap between the leading European nations
and China remained small, as it did until the 18th century, smaller Chinese regions such
as the Yangzi delta, which were of comparable size to European countries, may still have
been on a par with the richest parts of Europe.

Figure 2 GDP per capita in the leading regions of Europe and China, 1000-1870 (1990
international dollars)
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Figure 2 charts the level of GDP per capita in the leading Chinese and European regions.
The China leader series is for the Yangzi delta, while the Europe leader series is based on
Italy until 1540, followed by the Netherlands until 1800 and then Great Britain. On this
basis, it is clear that a significant gap opened up between the leading regions of Europe
and Asia only after 1700.

As well as quantifying the timing of the Great Divergence in terms of GDP per capita
comparisons, I also offer an account of the Great Divergence, in the sense of explanation.
Drawing on Maddison’s (1988) distinction between proximate and ultimate sources of
growth, the first step is to assess the contributions of the proximate factors. These include
the growth of the labour force, increased labour effort, more cultivated land, investment
in both human capital and physical capital, the growth of total factor productivity (TFP)
and structural change. A major hurdle to conducting growth accounting exercises over the
long period considered here is the lack of data on the capital stock. Here I draw on a
recent study by Broadberry and de Pleijt (2021), which estimates investment and the
capital stock for Britain over the period 1270-1870. This helps to shed light on how Britain
went from being an economic backwater of Europe in the 14th century to world GDP per
capita leader by the beginning of the 19th century. Based on the work of Solow (1957),
growth accounts in intensive form explain the growth of labour productivity in terms of
human capital deepening, capital deepening, changes in the land-labour ratio and
growing efficiency.

The results in Table 1 show that the growth of labour productivity was driven
predominantly by improved efficiency, or the growth of TFP. Note that weighted factor
deepening is the weighted sum of human capital deepening, capital deepening and
changes in the land-labour ratio, which was more important than TFP growth only during
the second half of the 14th century, in the aftermath of the Black Death. Similar findings
are available from the growth accounts presented by van Zanden and van Leeuwen (2012)
for the Netherlands over the period 1540-1800. To adapt the pithy phrase that McCloskey
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(1981: 108) applied to the Industrial Revolution, we may say that ingenuity rather than
abstention governed the Great Divergence, which was due to more efficient use of factor
inputs rather than savings channelled into equipping people with more factor inputs.

Table 1 Accounting for the growth of British labour productivity, 1340s to 1860s (% per

annum)
Labour Human Capital Change Weighted TFP
productivity capital deepening in land- factor growth
growth deepening labour deepening
ratio
1340s -
1400s 0.95 0.88 1.26 1.12 0.67 0.29
1400s -
1450s -0.35 1.06 -0.62 -0.21 0.00 -0.35
1450s -
1640s -0.28 0.65 -0.28 -0.72 -0.02 -0.26
1640s -
1690s 0.45 0.30 0.11 -0.41 0.05 0.40
1690s -
1830s 0.15 0.26 0.02 -0.71 -0.01 0.16
1830s -
1860s 0.97 0.42 1.56 -1.31 0.42 0.55

Notes: Factor weights are 0.4 for labour, 0.2 for human capital, 0.3 for capital and 0.1 for land.

Turning to ultimate sources, I begin with institutions. State institutions were important in

explaining the patterns of divergence within Europe and Asia as well as between the two
continents. In the Netherlands and Britain, state capacity was able to expand, as can be

seen in the per capita fiscal revenue data in Table 2. At the same time, however,
merchants were able to exercise control over the state through parliamentary activity (van

Zanden et al. 2012, Henriques and Palma 2019). This meant that the state was able to

create the right incentives for accumulation and innovation that underpinned the growth
of labour, human and physical capital, cultivated land, and TFP.

Table 2 Per capita fiscal revenues, 1500/09 to 1780/89 (grammes of silver)
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1500/09 1550/59 1600/09 1650/59 1700/09 1750/59 1780/89

Dutch

Republic

England 55
France 7.2
Spain 12.9
Venice 27.5
Austria

Russia

Prussia

Ottoman

Empire

Poland 1.5
China

India

8.9

10.9
19.1
29.6

5.6

0.9

76.2
15.2
18.1

62.6
37.5

2.4

5.8

1.6

11.1

114.0

38.7
56.5
57.3
42.5
10.6

9.0
7.4

5.0
7.0
17.4

210.6

91.9
43.5
28.6
46.3
15.6
6.3

24.6
8.0

1.2
7.2
21.9

189.4

109.1
48.7
46.2
36.2
23.0
14.9
53.2
9.1

0.8
4.2
17.6

228.2

172.3
77.6
59.0
42.3
43.0
26.7
35.0
7.1

11.2
3.4
5.5

However, it would be difficult to understand the Great Divergence without reference to
both first and second nature geography, the other fundamental source of growth.
Krugman and Venables (1995) showed how exogenously given first-nature advantages or
disadvantages become amplified rather than reduced by forces of economic integration.

Favourable locations with high productivity are seen as attracting people and investment,

which further raises productivity due to the benefits of agglomeration. Unfavourable
locations with low productivity attract fewer people and investment, thus falling further
behind. Reductions in the cost of trade may thus have asymmetric effects on different
regions, with industry clustering in a few favourable locations as markets become more
integrated rather than being dispersed evenly around the world.

Crafts and Venables (2003) show how industrial production became much more

concentrated than overall economic activity in core regions as transport costs fell and the

world became much more integrated from the 18th century. In the top panel of Figure 3,
their approach has been extended back to 1300 using the new historical national

accounting data to reconstruct shares in world GDP. This shows that although there were

noticeable changes in world GDP shares in the 14th and 17th centuries, they were small
relative to the changes from the 18th century. The middle and bottom panels of Figure 3

focus on the period since 1750 and show how both GDP and industrial production became

more concentrated in Britain, Europe, and North America and also how the process of

concentration went much further in industrial production.
Figure 3 Regions’ shares in world GDP and world industrial production (%)

A. Shares in world GDP, 1300-1870
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B. Shares in world GDP, 1750-2000
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C. Shares in world industrial production, 1750-2000
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This illustrates the importance of second nature geography. As transport costs fell and the
world became more integrated, it became profitable for industrialists to concentrate
production in a small number of regions, where agglomeration effects increased
productivity sharply. As transport costs fell still further, however, it became possible for
production to become more dispersed once more. It became possible to ship intermediate
goods, making the location of manufacturing in low wage economies more profitable. This
led to deindustrialisation in western economies and as countries like Japan and the Newly
Industrialising Countries (NICs) succeeded in industrialising, their wages increased and
they too became subject to similar deindustrialisation forces. In recent decades, China has
seen the largest gains in industrial output shares.

Allen (2009) also emphasises the importance of the growth of London on the back of
British success in international trade following the shift of Europe’s trading focus from
the Mediterranean to the Atlantic after 1500. This both raised wages through
agglomeration economies and stimulated the development of the British coal industry in
response to rising demand for fuel. Britain’s unique factor price combination of high
wages and low energy prices stimulated technological progress that was labour-saving and
coal-using.
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