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Introduction
Institutions are ‘the humanly devised constraints that shape human interaction’.
 The works of Douglass North and other representatives of the New Institutional Economics have, from the 1980s, elevated institutions to a core issue of the debate about economic and general development. In its briefest form, the argument is that poor institutions drive up transaction costs and are therefore a brake on economic development.
 For our topic, which is the variable distribution of more and less efficient institutions across the globe in the centuries leading up to the Industrial Revolution, the institutional argument has two implications.
 The first is that, because institutions are almost by definition resistant to change, they create path-dependency. In other words: history matters.
 The second is that it has reinforced the divide between the era before and after the French Revolution, which happened to more or less coincide with the Industrial Revolution. The emergence of democratic constraints on political elites during the nineteenth century helped unleash the productive forces of industrialisation, according to North, Wallis and Weingast.

North himself saw the transition to ‘Open Access Societies’ as related to the security of property rights. Controlled by parliament, elites could no longer grab whatever fancied them.
 More recently, he added uncontrolled violence to the set of issues holding back the pre-modern economy.
 Transaction costs themselves cover more than just property rights; think of the access to information, or the provisioning of public goods like education (human capital formation). Since North first launched his ideas, private order institutions, like family relations or clubs and civic organisations, independent from the state, have been shown to have effects on economic performance.
 In this chapter we will therefore utilise a broader perspective of institutions, covering rules as well as organisations, both formal and informal, and covering practices and belief systems.
 In this way, we can create a historically more flexible set of scales to weigh the varying mixtures of allocation mechanisms available to historical actors. Following Polanyi, we distinguish between reciprocity, markets and command as coordination tools that can produce economic efficiency or inefficiency, and social equality or inequality.
 Institutions determine productive efficiency and social inequality, or what is the same: a society’s growth potential and distributional outcomes. From the outset, we have to acknowledge that the effects of the same institution can be positive (efficient) in one context, and negative (inefficient) in another.
So far, it has been difficult to identify what types of institutions, or what features of institutions, support economic prosperity, and how exactly they might do so. There is quite some statistical analysis demonstrating that in general democracy goes hand in hand with greater well-being.
 North saw constraints on the executive as crucial, others think that citizen ‘voice’ encourages the adoption of welfare-promoting policies.
 In this chapter we will use the comparative method to identify institutional environments that seem to coincide with positive economic outcomes.
Broadly speaking, the role and impact of institutions has been located at three distinct levels of institutional articulation. Max Weber famously contrasted the nuclear families of Western Europe with the lineage that was prevalent in much of the rest of the world.
 Others have looked at business organisations and attacked the guilds as holding back economic progress. Still others have argued that states were more responsive to economic signals than empires. Let us briefly look at each of these, before exploring them in greater detail.
The norms that regulate individual and family behaviour, including reproduction, economic strategies, or identity formation, can have an important impact on economic efficiency. For example, Avner Greif has argued that family structures that tended to impose a logic of collective behaviour in Asia and the Middle East, placed these societies in the very long run at an economic disadvantage vis-à-vis Western European family norms, which favoured individualistic behaviour.

An alternative set of works looks at how the written and unwritten rules, laws and the organisations they underpinned, supported economic growth in the short, medium and long run. Thus, an intense debate exists about the role of trading diasporas and mercantile companies or guilds in fostering commercial expansion. Equally contested is how diverse ways of organising the crafts, mostly across Eurasia, impacted on skill formation and its transmission, on the social welfare of workers, and on inequality.
A lot of work has been done about political governance proper. Can we observe a systematic relationship between forms of political organisation, city states, territorial states, empires, and their ability and willingness to foster economic and social development? Was state capacity a necessary condition for growth? What determined legal and fiscal capacity, to use the terms of Besley and Persson?

The family and economic development
There are several ways to connect families as an institution with economic development. Russian economist Alexander Chayanov launched a theory of the ‘family economy’ to model the behaviour of Russian peasant households. According to this theory, peasant households tried to minimize their contacts with markets and sustain a situation of economic self-sufficiency, by combining the labour inputs from all family members. In the absence of wage benchmarking, such peasant households were susceptible, it  was argued, to self-exploitation.
 After its publication in English in 1966, Chayanov’s theories became fashionable with anthropologists, sociologists and historians. Historians of gender, most notably Louise Tilly and Joan Scott, also portrayed the family economy as an environment of relatively larger equality between the sexes, subsequently torn apart by the rise of wage labour. With the arrival of capitalism and its labour markets, women were relegated to the poorly paid jobs, and as a result also lost much of their clout within the household, where the male ‘breadwinner’ used his higher wages to obtain all sorts of privileges.
 The theory of the family economy was also applied, in the 1970s, to the world of proto-industry. According to German historians Kriedte, Medick and Schlumbohm, European peasant households in regions of poor soils, incorporated work for putting-out merchants in their annual schedule in an attempt to save their smallholdings. In fact, it was argued, those same holdings were subsidizing the proto-industrial production of textiles in the countryside.
 More recent research on proto-industrial regions and on farming families has undermined the idea of the household as a unit of production. Instead, pre-industrial households combined various sources to create a living wage. The idea of a separate ‘family economy’ stage, preceding capitalism, has been by and large abandoned.

Another angle has been to connect the composition of households and their demographic behaviour with economic development. Much of this work among historians goes back to John Hajnal’s theory of the European Marriage Pattern (EMP).
 Due to late marriage and a high proportion of celibacy, Hajnal argued, Europeans were able to reduce the number of children, and thus assert a ‘preventive check’ on population growth. While other regions of the world were subject to a Malthusian regime, causing population growth to outstrip economic resources, Europeans managed to liberate those resources for productive investments in education and innovation. Hajnal’s paper, published in 1965, quickly became the centrepiece in a debate about whether family relations can cause, or constrain, economic growth. This debate is fraught with endogeneity issues: are families reacting to economic signals, or are they causing markets to develop in particular ways? There are also data problems. Hajnal identified the EMP with Europe west of the imaginative line that can be drawn from Petersburg to Triest. Meanwhile, significant distinctions within Europe have undermined the idea of a uniform EMP. For example, in north-western Europe newly-weds tended to establish their own household, separate from the parents (neo-locality), in Mediterranean Europe three-generation households remained common. This has been related to inheritance patterns, clearly an economic issue. Moreover, recent research suggests that European couples marrying late subsequently achieved such high fertility that much of the gap with other family systems was closed in the end.
 The effect predicted by Hajnal was therefore significantly weakened. We also have to acknowledge that reliable figures for economic development before 1800 are only available for a handful of countries and that we have to make do with estimates, sometimes quite crude estimates, in other regions. As a result, attempts to connect the EMP to growth patterns within Europe have been contested.

Asia’s demographic history does not sit comfortably with the neo-Malthusian thesis either. China’s spectacular population growth during the Ming and Qing eras was achieved without substantial decline in living standards.
 In Asia generally, where the age of marriage was lower than in Europe, the regulation of fertility worked partially through infanticide. Because it was applied sex-specifically, however, the percentage of male bachelors in the Chinese population around 1800 was on a par with England and Scandinavian countries. Chinese females, moreover, had lower fertility within marriage than Europeans, suggesting a capacity to pro-actively regulate family size.
 Overall, pre-modern societies in both Europe and Asia are now understood to have been more capable of demographic self-regulation, than neo-Malthusian theories assumed.

A third approach to the connection between family and economy has been through ‘family systems’. Greif has proposed that Middle Eastern and Asian social structures favoured a collective mind-set, compared to European incipient individualism, an idea that harks back to Max Weber’s attempts to similarly frame the distinct trajectories of Europe and Asia.
 Greif argues e.g. that the structure of economic organisation was lastingly shaped by whether responsibility for wrong-doing was collective (i.e. the entire family has to pay the price) or individual. Societies organised around collective responsibility would find the size of business organisation capped. This was because organisations could rely on internal monitoring mechanisms, the very strength of such societies. By contrast, in systems shaped by more individualist social structures, organisations could not rely on strong internal monitoring. That, Greif claimed, increased the demand for a third party enforcer. In Europe, where family-, lineage- or clan-based monitoring was deficient, organisations were keener to see the town, or princely authorities control misbehaviour. But this, paradoxically, had the unintended consequence of increasing the optimum size of the organisation, and with it the market.
 For Japan, however, it has been suggested – albeit for the modern period – that precisely its traditional family structure, with three-generation household and emphasis on lineage, were key to the country’s economic success. Stable family relationships led to life-long learning and employment that created, according to this argument, the conditions for Japan’s steep growth trajectory.
 In China lineage was, to some extent, a fiction, created by adoption. In eighteenth-century Beijing, adoption rates varied between 6 and 10 per cent.
 Family systems were, in other words, flexible, and their economic outcomes not straightforward.
New datasets and courageous attempts to classify societies according to family systems, have produced some intriguing results for the post-1800 period. The first and no doubt most important, is that the connection between family and economy runs to an important extent through the channel of female agency. Insofar as family systems support the education and labour participation of women, the economy will benefit; when female agency is constrained, the economy tends to suffer. In the modern world, positive correlations can be established between family systems and economic growth directly, but also between late marriage, educational attainment en female voting rights, which in turn also have a positive effect on economic development.
 For the pre-modern period, on the other hand, the evidence is suggestive, rather than conclusive.
 Patterns in the evidence seem to confirm received wisdoms about European exceptionalism, but proof has so far been elusive.
Firms, guilds, and chartered companies
On the meso-level, the debate about efficient institutions has looked at three distinct types of organisations: the governance of firms, the collaboration of producers in guilds and similar types of organisations, and the emergence of chartered companies, mainly preoccupied with long-distance trade between Europe and the rest of the world. These topics are interrelated but not identical. Before we discuss them, we will do well to remind ourselves that the main challenge of any economic enterprise of the early modern period was insecurity. In all kinds of respects, the business environment was unpredictable. This started at the very basic level of bookkeeping: merchants and entrepreneurs used methods to record their transactions that made it practically impossible to keep track of the sources of profit and loss. It went all the way to epidemics, fires, shipwrecks, piracy and other natural and human infringements of production and exchange. To combat these problems, entrepreneurs would try to shield their activities through collaboration and collusion.
 Ring-fencing was ubiquitous, so the question is not so much if that was bad, but which institutional arrangements were the most beneficial with the least side-effects.
Traditionally, business has been organised around the family firm. Even after the rise of the large firm with listing on the stock exchange, an astonishing percentage of firms remain family-financed, even today.
 For those firms finding capital was generally not a big issue. In the pre-modern era, only a handful of companies were non-family businesses. Those few exceptional cases have been highlighted in textbooks and the literature more generally, obscuring underlying continuities.
Greif and Tabellini 2015 claim that Chinese reliance on the lineage as a basic unit of social organisation was reinforced by the co-evolution with other forms of norm setting. Equally, European individualist norms became co-evolutionary with a particular set of organisations. ‘Positive feedbacks amplified different initial conditions […]. In China, clans became the locus of cooperation among kin motivated by reciprocal moral obligations and personal interactions. In Europe, corporations became the locus of cooperation among non-kin motivated by generalized morality and legal enforcement’.
 This view would a priori seem to sit well with the fact that historians found that credit provisioning in southern China was often based on networks of trust that worshipped at the same lineage shrine. However, caution might be in order here too, because credit operations were legitimised and monitored by writing business partners’ ancestors into the lineage. 

In China lineage was indeed in some ways an organisational structure that substituted for activities that might have been expected to be undertaken by a corporation (in this case a banker) in north-western Europe, while it is clear that in the muslim world and in parts of the catholic world, religious institutions (waqf and monasteries) took care of this. However, the real issue lies with an essentialisation of these respective organisations, or to put it another way: the use of modern, mostly English-language, definitions of such terms in a historical, non-Anglophone context. The Chinese lineage was not a family clan in a strict genealogical sense; indeed it could rewrite the past if that was useful in the present and future. Evidence of Chinese business practices has been uncovered that looks remarkably akin to those ‘in the more advanced economies in the West’.

One way to think about this is as different varieties of capitalism.
 Each social and cultural formation seems to have developed co-evolutionary institutions that governed economic exchange, redistribution of income within families, inter-temporal passing on of wealth, and so on. As a consequence, a family or clan was not the same formation from an economic perspective in southern China or the Frisian Low Countries. Family businesses existed everywhere, but were differently governed. Each system probably had its weak point. Timur Kuran has suggested that waqf were poorly suited to guarantee the inter temporal persistence of businesses.
 For Europe, many historians have argued that family businesses were stymied by demographic accidents and only the creation of joint stock companies overcame this problem. However, recent research suggests that early joint stock like the VOC were almost accidental creations rather than a targeted strategy to solve issues of pooling and persistence of capital.

In most pre-modern societies, entrepreneurs in the same line of trade set up organisations to look after shared interests. This is still common today and by no means a hallmark of the pre-industrial economy.
 What distinguished pre-modern trade organisations, was the routinely imposed requirement for everybody in the same trade to become a member. This requirement was usually backed-up by legislation that established, in the terminology of the literature, a ‘monopoly’ position for the members of the guild.

Guilds should be distinguished in commercial and industrial types of organisations. They looked similar at first sight, but beneath the surface tried to solve different problems, with the help of different tools. In Europe, merchant guilds emerged before craft guilds. Their main challenge was to reduce the risks related to commitment and enforcement in long distance trade. They were still active in the sixteenth century, but by 1600, at least in the more advanced centres of trade, they were gradually losing ground, as market institutions became sufficiently solid to support transactions without the guild framework as an enforcement mechanism.
 Locally, shopkeepers’ guilds remained active, but with low entrance barriers and as a result broad membership.
 
In China such guilds persisted into the twentieth century.
 Chinese guilds often recruited their members on the basis of similar geographical backgrounds. As these often also determined the line of trade, economic and regional identities tended to overlap. An imperial survey from 1911 seems to suggest that they had been set up mainly during the nineteenth century, but other evidence suggests much older origins. Beijing, for example, had seventy guilds by the mid-seventeenth century, and the relatively new town of Hankow fifteen.
 Most Chinese guilds emerged out of temple organisations and shared their premises with religious buildings. They regulated weights and measures, set prices (usually in conjunction with the local authorities), maintained codes of professional conduct, and lobbied local government to promote the interests of the membership. There is, however, no hint of an exclusive access to particular trades for the members of this or that guild. Membership was available to everyone who fitted the membership profile, i.e. originated from the region, or was active in the profession covered by the guild.

Craft and merchant guilds were a common phenomenon in Ottoman towns and cities. Guilds were numerous, as well as popular in the sense that they organised a very substantial part of urban populations in the Ottoman Empire.
 Istanbul had 76 guilds in the beginning of the seventeenth century and possibly twice that number by the end of the century.
 Eighteenth-century Cairo numbered 200-250 guilds, out of which 39 had a membership of 1,000 and more.
 Ottoman guilds set quality controls and prices for both raw materials and final products. All of this would happen in consultation with the authorities, but not necessarily on the initiative of those authorities. Guilds regularly made their wishes known by petitioning the authorities, and it seems that their proposals were usually accepted and absorbed into the body of regulatory documents. The shaykh, or headman, was the arbiter in trade disputes. Ottoman guilds also had an important role in the collection of taxes.

European craft guilds and their equivalents took on a number of distinct roles. Economically, they sometimes coordinated the purchase of raw materials, and the branding of products. More commonly they provided training through apprenticeship schemes, and tests of acquired skills in the form of master piece examinations. Some guilds, especially in export trades, branded goods by attaching a seal of approval after the product had been examined by guild officials. Guilds might also provide recourse for dissatisfied customers. Socially, some guilds assisted members in need through welfare schemes. Militarily, guilds might double as civic militias. Politically, guilds everywhere lobbied local authorities, seeking support for their trade. In some towns, notably in the German lands, guilds also participated in local governments. Finally, in Catholic regions in particular, guilds were also religious brotherhoods, celebrating mass together. Guilds’ economic activities, in other words, were embedded in a broader set of activities and impossible to isolate from those activities.

Local contexts could have an important impact on the development of corporate organisations. Craft guilds were very much concentrated in urban environments, but in some regions they expanded into the countryside. In the Low Countries, the only region for which more or less reliable numbers are available, there was one guild for every 270 inhabitants in Luxemburg, and one for every thousand in adjacent Liège and Limbourg. In the Low Countries, the number of guilds continued to increase throughout the early modern period.
 Still, European metropoles had guilds in numbers in the same order of magnitude as to those found in Istanbul, Cairo or Beijing. In sixteenth-century London we find at least 58 guilds; in the seventeenth century this number rose to at least 89. Amsterdam had around 50 in the seventeenth century. Paris in the eighteenth century was home to over one hundred guilds, in Antwerp 58 were counted in 1784.

Especially in relation with European guilds, strong claims have been made in recent years for and against the economic benefits of guilds.
 Against the guilds, Adam Smith famously argued in The Wealth of Nations (1776) that they were a ‘conspiracy against the public’. Early modern complaints suggest that many contemporaries were of the same opinion. Modern critics of the guilds argue that they used their ‘monopoly’ rights to exclude newcomers and women and create rents for established masters and their off-spring. There is strong evidence that such practices were indeed taking place.
 The question is therefore not if this happened, but how widespread it was. In one area, the debate has been settled in favour of the pessimists: with notable exceptions it is fair to say that women were generally excluded from the corporate world.
 
The optimists, however, have raised a number of counter-arguments. One is that guilds were the pre-modern equivalent of the firm.
 A second is that centres of economic growth also had a strong guild presence. Amsterdam’s spectacular expansion in the seventeenth century was accompanied by a strong rise in the number of local guilds. No doubt this was a direct consequence of population growth, but it suggests at least that guilds were not necessarily an impediment to growth. London likewise went through a period of strong growth while its guilds had a prominent role in local politics. A third, and perhaps the most relevant claim that has been made by the optimists, is that guilds helped organise the training of the workforce or, in other words, the creation of human capital through skills education. In its strong form, this argument claims that apprenticeship contracts, enforced by guilds, helped to iron out the mismatch between the masters’ investment in training during the early stages of the process, and the temptation for apprentices to move elsewhere once he had gone through those early stages to claim a higher wage, thus depriving his original master of the benefits of having a cheap, but already productive apprentice.
 New research has demonstrated that the relationship between master and apprentice was much more fluid than this model assumes. Guilds did not oversee the apprenticeship process, but merely registered its progress. Their role in the training process may therefore have been more limited, to the certification implied with the registration of an apprenticeship, and as appeal boards for contracts that broke down.

Perhaps most importantly, research on the geographical background of guilds’ membership, has clearly demonstrated that many masters, very often a majority, originated from another town than the one they were working in.
 We do not know why they migrated, but it is a fact that they did. This implies a choice in terms of business location. Perhaps even more clearly, the same applied for merchants. In the late fifteenth century, many migrated from Bruges to Antwerp. When the Dutch Revolt broke out in the second half of the sixteenth century, a second wave of migration took Antwerp merchants first to London, Hamburg and Cologne, but ultimately to Amsterdam.
 In the same vein, Jewish merchants from Iberia who wanted to settle in Holland, negotiated with various local governments about the conditions these could offer them.
 All of this points to the fact that European towns were offering competing advantages. Institutionally, such advantages consisted of a bundle of arrangements. Like the guilds themselves, they served multiple purposes at the same time. Inter-urban competition also supported the diffusion of institutional innovations.

All these arguments are much more difficult to verify outside the European contexts, where guild documents have not been preserved as abundantly as in European archives. In India and Japan, there were no formal guilds; it has been argued that Indian castes were their functional equivalents, while Japan had brotherhoods that brought together businessmen in the same trades.
 Guilds were introduced in the New World by European colonizers, but in differentiated ways. In the Spanish colonies they were numerous. All industries in Buenos Aires were ordered in 1780 to set up a guild.
 In 1788 the guilds of Mexico City are reckoned to have had a total of 18,642 members.
 In their North-American colonies, British authorities were reluctant to create special interest organisations for industrial producers which might become a source of protectionism against imports from the metropolis.
 As far as we know, the regulation of apprenticeship had no equivalent in China or the Middle East.
 We have no way to test numbers against economic performance.
Certain organisational structures seem to have been almost ubiquitous across cultures and geographies. Such is the case of the clustering of certain crafts people in urban settings. Whether these were imposed by urban institutions on the crafts, or emerged out of the self-organisation of the crafts, or responded to a location around a religious shrine, it stands to reason that they were an early response to the benefits of external economies of scale, and of Marshallian agglomeration economies long before Marshall had formalised the concept. Examples include the famous porcelain makers of Jingdezhen or the production of cottons in parts of Bengal.
 The same might be true for the role of the polity in creating enterprises. Several European countries, France and Austria stand out, created state manufactures.

Chartered and joint-stock companies have been carrying a huge weight in terms of the modernisation argument. They were creating the first stages of the ‘world economy’, and the first to be financed by shares traded on the stock market.
 Both claims are now much more difficult to maintain than they were forty years ago. The Dutch East India Company (VOC) created its first shares more or less by mistake and used the instrument hardly at all after the company’s start-up phase.
 Very few other companies were financed in this way. Profits moved from an early high on a downward trend and by the mid-eighteenth century, the VOC traded at a loss. The English East India Company was subject to the same trend.
 At the same time, the VOC alone was responsible for 13 per cent of the Dutch Republic’s foreign trade. The volume of its trade was larger than all the imports from Baltic ports into Holland combined. It was by then absolutely vital to Amsterdam’s entrepôt.
 Not only the Dutch, but most European nations had organised most of their non-European trade through chartered companies. Results were mixed at best for these other companies as well. Nonetheless, it is striking that, from the sixteenth century, Europe’s most successful economies happened to have a substantial colonial component. Arguably, these successes had as much to do with aggressive state policies, as with the particular organisational form of the companies themselves.
 As Fernand Braudel had already observed, chartered companies, with their state backing and strong-arm tactics, were ill-fitted to act as role-models of ‘free enterprise’.

States and empires
This takes us to the third level of our analysis, the polity. Early modern political formations were characterised by diversity not just at a global scale but also within larger continental spaces. City states, territorial states, and empires coexisted across Asia, Africa and Europe. Only in the Americas did the relatively swift overthrow of the larger political formations at the hands of European private but state-sponsored conquering forces integrate most of the continent into trans-Atlantic empires. Such overseas empires existed side by side with land-based Empires, like Mughal India or Safavid Persia. Polities also differed strongly across what we could call their Verfasstheit, a term that describes the way society was constituted, rather than their constitution in a modern Anglophone sense. The question to ask is if we can observe clear correlations between particular sets of political institutions and their potential for long term economic growth.
Political structures, generally quite loosely described as ‘states’, were at the centre of the original research agenda on the impact of institutions on economic growth, in particular the role of parliamentary versus so-called absolutist regimes in early modern Europe.
 The fundamental challenge identified was that societies face a contradiction: without enforcement of a set of rules that governed political and economic life individuals’ survival and property would be permanently at risk damaging their willingness to engage with the market. An independent third party enforcer is therefore needed, who would protect subjects/citizens from random violence and would enforce contracts where necessary. But a political regime strong enough to protect is also strong enough to blackmail and predate.
 The obvious question then was who protected subjects’ life and livelihood from their protector? Or to put it another way: how could the institutions of governance be designed in such a way that power holders would refrain from predating and extortion and thus from raising transaction costs in society? What set of institutions was less likely to redistribute from subjects/citizen to the ruler’s purse, a redistribution that was argued to be damaging the markets necessary to affect an efficient allocation of resources?
The answer given by much of the literature was that rulers needed to be constrained by formal rules and parliamentary institutional arrangements that created sufficient checks such as those in place in England after the Glorious Revolution of 1689. In its strictest interpretation this meant that a transition to modern growth, i.e. to ‘growth without a reverse gear’ was only possible once polities adopted a political regime that relied on representation within a formal (though not necessarily written) constitution.
 A related set of research has claimed that particular legal systems were more suited to guaranteeing subjects/citizens property rights, also singling out Anglophone legal origins as particularly growth-friendly.

One weakness of this literature is its single-minded focus on private property rights that glosses over the obvious insight that any polity tasked to provide a third party enforcer service also needs to be financed. It has to have coercive power in order to fulfil its function in guaranteeing subjects/citizens property rights (and safety), i.e. it has to have what the literature refers to as legal capacity. But it also needs coercive power to defend the state’s public property rights to taxation, i.e. fiscal capacity.
 While earlier work stressed the tension between private and public property rights and thus stressed primarily the need for the former, more recently it has been shown that weak public property rights often meant that polities were in no position to defend private property rights.
 The role of the state in redistributing resources was necessary to some degree but the optimal size of that redistribution is a matter of contest. 
All early modern polities were states under construction. Their administrative capabilities were severely constrained by rudimentary administrative systems, limited information and high costs of administering sometimes far-flung territories. Estimates of the share of GDP polities could hope to appropriate as tax income, one proxy for state capacity, are notoriously hard to come by. Karaman and Pamuk have argued that in the sixteenth century the revenues of the Ottoman Empire and most European polities might have been very similar in terms of share of GDP or grams of silver per capita, maybe two to five percent. But by the later eighteenth century they were still around six percent of GDP. That was substantially less than the British shares which in the meantime might have reached 12-15 percent, but also below that of most other European states.
 At the same time, the same ratio in China might have been somewhere between four and eight percent.
 That was still below Britain but closer to that of most European territorial states than to the Ottoman Empire. Was the divergence in state capacity at the heart of growth divergence?
Several hypotheses have been advanced that link institutional forms of state formation to the likelihood of a more capable state emerging. Underpinning many of them is the idea that there was an optimum size of the state.
 City states did not suffer from the information costs that larger polities faced and might well have benefitted from an easier alignment between burghers’ interests and the fiscal exigencies of the polity.
 Epstein has suggested that they were more efficient at providing the public good of protection than small princely states or jurisdictionally fragmented territorial states, but less efficient than centralised monarchical territorial states.
 Most historians argue that in competitive state systems, especially in Eurasia, city states’ internal success was eventually cut off by the external threat from larger neighbours.
 At the same time, there is now quite a lot of empirical evidence that the degree of centralisation in a territorial polity was correlated with a greater ability of the state to appropriate and redistribute resources.
 
Many historians have claimed that empires in general, but in particular land based empires, lacked the resources necessary to develop state capacity. While early institutionalists followed an older Weberian tradition in blaming excessive centralisation for the poor growth performance, now decentralisation is stressed as an obstacle for growth. For the Ottoman Empire Karaman and Pamuk argue that an increasing share of fiscal resources remained in the regions, where it attracted a large number of intermediaries that ate into the receipts of the central state.
 Similarly, Moriguchi and Sng claim that China’s very large size delayed the organisation of effective tax systems when compared to early modern Japan.
 In the Spanish Americas too only a very small share of the fiscal resources ever made it to the supposed centre of the empire. Most continued to circulate on the western side of the Atlantic.
 Decentralisation and tax collection by a central treasury do seem to have been linked in a negative relationship.
Caution seems warranted in accepting too close an association between the share of the product appropriated by the polity and state capacity, however. At very low levels of fiscal capacity it is clear that polities were struggling to develop legal capacity. Africanists have suggested that underpopulation in large parts of the continent resulted in a high land-labour ratio, which in turn limited polities’ ability to tax.
 Low population density itself was probably driven by a combination of sleeping sickness limiting the availability of draught animals and few fertile lands, both of which favoured land intensive agrarian production and institutions that supported it.
 Where land was abundant, peasants could move on if taxed. That left rulers with a choice of either very coercive means of extraction of rents from labour (a form of population tax) or taxes were imposed on major trade routes, which could not be avoided by merchants for ecological reasons as for example in the trans-Saharan trade.
 In such circumstances the consolidation of efficient and effective political power was probably held back and low levels of state capacity might have pushed economies off their growth path repeatedly. In such conditions polities were also very exposed to the external threat to their survival as independent polities that arrived in the nineteenth century in the form of European states’ ‘Scramble for Africa’.
 
Most Eurasian polities and the American territories attached to them, however, had by the early modern period lean but reasonably stable administrative structures that could at least in theory tax land, and population, as well as trade and consumption. The assumption that empires were too large to achieve efficient degrees of fiscal capacity can also be challenged. To start with, most of the large land-based and overseas empires were by 1800 not the ‘dead men walking’ that early institutionalists had described them as. They had successfully guaranteed their survival as political units and most historians now see important sources of economic dynamism in many of them in the eighteenth century.
 
More important, a focus on the gross revenue as a means to assess state capacity is in danger of confusing two increasingly important state functions: that of third party enforcer and that of coordinating the articulation of the economy domestically and in the growing international economy. It could be argued that the function of third party enforcer could be achieved by one of two means. A state that was centralised and therefore could exert coercion at relatively low cost, could rely on such coercion to raise the necessary fiscal means. However, high degrees of coercion raised resistance and therefore such a polity needed to count on a Verfasstheit that aligned the interests of larger elites with the fiscal exigencies of the state. In such a polity fiscal capacity and legal capacity could only be aligned through formal constraints that guaranteed some restraint in discretionary coercion and a use of the state’s means that met the approval of the represented elites. Such developments seem to have been more chance outcomes than design or a romanticised quest for representation. Boucoyannis, for example, argues that the persistence of regular parliamentary meetings stemmed originally from the excessive power of the monarchs, who could force the English nobility to attend. This, however, created a pattern that later enabled Parliament to reinvent itself as a representative institution.
 It has also been argued that the urban heritage the Netherlands helped to create trust and cooperation between the Dutch and their rulers allowing the state to collect high taxes efficiently, and to provide useful public goods.
 Such quasi-voluntary compliance increased efficiency by reducing coercion costs and increasing revenue net of coercion costs.
 But here too, deeply idiosyncratic and path-dependent processes were at play.
A second and more common model, however, was that of the poorly integrated polities. This was the case of most empires, which were of a composite nature. Hispanists have described this political Verfasstheit as polycentric polities.
 Coercion was expensive under such circumstances and thus an inefficient strategy. Polycentric states were also less characterised by the centre-periphery dynamics of nineteenth-century colonialism than by a governance regime that allowed for the retention of resources at various locations and sub-centres. Within such an institutional structure, co-optation was possibly more efficient than coercion. It has therefore been argued that decentralisation, rather than being a sign of state weakness, actually a sign of the efficient use of resources that bought off opposition, reducing the cost of coercive practices, while still offering strong legal capacity.
 Again the argument is that quasi-voluntary compliance, in this case generated by local and regional agency, reduced inefficiencies in fiscal systems compared to states that had to apply higher degrees of coercion. Fiscal capacity was determined not only by gross revenue collecting ability but also by how much of that revenue had to be invested in controlling unwilling subjects/citizens. 
Still, polycentric forms of political institutional building might have engendered collateral damage. Powerful territorial and/or urban elites in larger polities often created non-market obstacles to the movement of goods, capital and people in defence of local power. Hence, they had the potential to create and/or perpetuate internal barrier to trade that affected the efficient allocation of resources via the market.
 They did not hinder market development because of their tendency to disrespect private property rights as more traditional original institutional analysis would have assumed. Instead, they kept societies on a lower growth path because smaller and shallower markets meant that allocative efficiencies were removed only very slowly. Domestic markets thus remained poorly integrated. One might hypothesise that the stronger engagement in the creation of state manufactures of states with strong polycentric features from China to the Austrian Habsburg Monarchy might well have responded to a perceived need to substitute for market forces in the deepening of the market.

 Polycentric rule also made it impossible for rulers to develop cohesive external commercial policies at a time when the share of international trade in economic development was strongly increasing. Mercantilist policies of the kinds that Britain or France developed in the eighteenth century presupposed a relatively strong degree of political integration.
 The transfer of sovereign power to the English East India Company and the creation of a Company State was an expression of a powerful domestic ruler as much as of military might on the Indian subcontinent. Where mercantilist policies were used to control market access, as in British competition in the textile sector with India, such policies were able to significantly change the growth path of both economies, upwards in the former case, downwards in the latter.
 Polycentric states, by contrast, generally lacked the ability and often the will to create functioning mercantilist systems precisely because the prioritisation of one territorial interest over another would have entailed very high coercive costs. One might think of the Dutch case as an interesting intermediate example that combined strong polycentric structures in the Netherlands with mercantilist policies in its colonies. 
This brings us back to the co-evolution of institutions. Perhaps the debate about states and empires has been wrong-footed from the very beginning. In a very nineteenth-century manner, historians have assumed that states (and empires) are the proper level of analysis to capture the effect of governance structures. However, given the constraints states faced, more attention should probably be paid to the way they connected to other levels of society. As Max Weber already suggested – and many modern historians have followed his example – the role of towns, and their citizens, might be especially relevant for our purposes.
 After all, towns were also the locus of industrial activity and acted as hubs in commercial networks. 
Economic historians assume a strong correlation between levels of urbanization and economic prosperity. De Long and Shleifer concluded, for premodern Europe as a whole, that authoritarian – they called it Absolutist – rule was bad for urban growth.
 Bosker et al. confirmed this conclusion for Italy specifically: a change from constrained to authoritarian rule had a negative impact on growth.
 Stasavage, using another European survey, on the other hand, concluded that autonomous cities indeed grew relatively fast during their first 100-200 years of autonomy, but found their growth rates matched or even overtaken by non-autonomous (i.e. princely) cities after these one or two centuries. According to Stasavage, autonomous cities developed oligarchies, or suffered from merchant and craft guilds stifling new initiatives, while princes might encourage these.
 Still, Rosenthal and Wong, comparing Europe and China, pinpoint the concentrated economic activities in European towns, which they see as the outcome of relatively intense warfare, as an explanation for the ‘great divergence’.
 Bosker, Buringh and Van Zanden, comparing Europe and the Middle East, find a strong positive connection between urbanisation and economic development.
 
Europe’s economically most vital regions developed mechanisms to translate urban interests into state policies: the city-state in Renaissance Italy, federalism in the Dutch Republic, and parliamentary rule in post-1689 England.
 At the same time, not all European areas with very strong urban traditions were able to turn this heritage into faster economic develop. One notable example is Spain, where strong urban political rights (together with territorial rights) seem to have acted as effective constraints of political power – but also no market development. In China, it has been argued, cities and towns were not so much suppressed, as left in the cold: poorly regulated, poorly funded, and far removed from state supervision, they were an easy prey for opportunistic officials and corrupt practices.
 

More than anything it thus seems that the co-evolution of political and economic institutions at various levels of social organisation produced an almost infinite number of variations. In a world of poor transport and high information costs, i.e. one in which using the market could be costly, urban spaces were relatively privileged precisely because here the market could function more easily. Where higher level political institutions left those urban markets at the mercy of greedy lords or officials, their development was hindered just as much as where higher level political institutions left urban elites entirely in charge, allowing them to restrict market size and depth. States’ role in coordinating the market has probably been underestimated. But it was rarely independent of governance at the urban level or at that of the many historical territories or provinces that had been joined up in larger units. 
Conclusion
The notion of a static early modern world, proclaimed by Emmanuel Le Roy Ladurie in 1974, has since been comprehensively overturned.
 However, we still only partially understand the forces that determined the tension between institutional stasis and change. With North, Wallis and Weingast we believe that the slow transition from early modern to modern intensive growth was mostly about economies stopping to go into reverse gear.
 The data, however imperfect, suggest that this was achieved in pockets of Europe earlier than elsewhere. So it is Europe’s exceptionalism that needs to be explained. That explanation cannot overlook the Industrial Revolution. However, a growing consensus suggests that European economies were going through fundamental changes before 1800, while the impact of modern industry on the other hand took quite a while to materialise after 1800. If we accept that industrialisation was part of a larger process of transformation that took several centuries, can we then argue that institutional change was the driving force that took the reverse gear out of the engine?

At the most basic level, family systems clearly mattered. But for our period is has so far proved difficult to produce convincing evidence that particular family systems were associated with more or less growth. The analytical problem might in part be the co-evolution of institutional forms: a particular form of lineage or family evolves in combination with organisational forms of production, say the craft workshop, or the agricultural unit of the extended family, and is regulated and sanctioned by urban, religious or state regulation.

Historians have traditionally paid much attention to the intermediate organisational level. The current state of research highlights the role of guilds, i.e. merchants’ and producers’ associations, as significant, but at the same reduces its value as an explanation for divergence between civilizations. Commercial innovations from Italian family firms to joint stock companies have been seen as being at the heart of European divergence. We are not convinced, for the simple reason that before 1800 its impact was limited to overseas trade. At least as important, we would argue, was the large diversity in institutional solutions and the competition between them, as offered by autonomous towns and a range of states in Europe.
Finally, we do believe that state institutions were a crucial ingredient of early modern economic growth. However, we see the role of the state as that of a coordinator of economy and society. Property rights were a part of that remit, but the Dutch Revolt or the Glorious Revolution were concerned with legitimacy as much anything else. Given the constraints of distance and limited means of communication, coordination was expensive as well as difficult to achieve effectively in large territorial units. The most successful states tended to be small to medium-sized, even in the European context; the Industrial Revolution itself was a regional, rather than a national phenomenon.
 They also had institutional mechanisms that enabled the articulation of local concerns at state level. The presence of multiple states, moreover, offered a mixed menu of institutional combinations as well as various routes for ‘exit’, and therefore ‘voice’, to economic interest groups.
 Europe had few superior institutions, but offered more institutional diversity.
There is thus not one single institutional factor that explains the ‘great divergence’. Insofar as institutions contributed to diverging trajectories of growth and stagnation, we have tried to demonstrate that it was not ‘Europe’ versus the ‘rest’. Both categories are too heterogeneous. The exceptional pockets in Europe were institutionally distinct because of their small family units and small state units. There are indications that, precisely as a result of these two features, those same regions managed to create organisations that embraced more people and covered larger distances.
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