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Introduction

The most intellectually satisfying framework currently available for analyz-
ing the carly stages of Europcan industrialization is unguestionably Alexander
Gerschenkron’s * relative backwardness ” hypothesis.  This work was Pro-
fessor Gerschenkron’s outstanding scholarly achievement and, with his recent
death, it has become his intellectual legacy to our profession. The best way
to honour him, however, is not to revere his contribution, but to use it, cri-
ticize it and vary the details of its assumptions and modes of application. Only
in this way can the full potential of Gerschenkron’s insights be realized. Tlus
is what Gerschenkron himself advocated when he noted that the study of de-
viations from his norm of industrialization could lead to a system * more
complex but also more illuminating "1 Thus it is in the spirit of striving
t0 enrich a grand theme that this paper proposss some variations of the relative
backwardness framework. )

The origin of the relative backwardness hypothesis lies in Gerschenkron’s
observation that scveral important characteristics of the initial spurts of in-
dustrialization experienced by a number of important European countries were
systematically related to their degree of relative backwardness {relative that

* Presented ag the 1979 Cliometric Conference held at the University of Chicago.
1 wish to thank the participants in that conference for their comments and suggestions.

! ATEXANDER GERSCHENKRON, Economic Backwardness in Historical Perspective {Cam-
bridge: Mass., 1962), p. 364
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is to the country or countries that had already industrialized) at the commen-
cement of these spurts, Furthermore, as induserialization reduced a country’s
degree of relative backwardness, these characteristics also tended to change so
as to resemble more closely those of the advanced countries.

In summary, Gerschenkron argued that a higher degree of relative back-
wardness was associated with (1) a more rapid eatly rate of industrialization; 2
(2) an increasing reliance for industrial finance first on bank [oans, and then,
as backwardness continued to increase, on state-financing: (3) increasing stress
on size in both plant and firm; (4) increasing stress on capital, as opposcd to
consumption, goods; (5} lcreasing downward pressure on pre-gxisting con-
sumption levels; (6) a deciiming role for agriculture as a source of demand
for industrial products and (7) increasing reliance on “ powerful ideclogies ™
to justify industrialization.3

Going beyond mere correlation, Gerschenkron argued that these charac-
teristics were causally related to the initial degree of relative backwardness.
He argued his case in a way designed. as he put it, to satisfy our sense of
“reasoned adequacy.”4  His approach relies heavily on two interrelated con-
cepts: the “advantages of backwardness” and the ™ substitutability of pre-
requisites.”

The advantages of backwardness refer principally to the availability of
scientific, technological and institutional inmovations achieved in the more
advanced conntrics, as well as the potential markets they present for the re-
sources of the backward country. In addition, the advanced countries are a
potential source of investment capital. Of course, there may also be some
disadvantages of backwardness. Thus, for example, the progress of technology
in the advanced countries may destroy as well as create markets for natural
resources. Furthermore, beyond some level of backwardness, the factor pro-
portions implicit in further advances in technology may be increasingly un-
suited to the endowments of the relatively backward country. Finally, de-
layed industrialization may result in social and political developments antithet-
ical to industrialization.3 Nonectheless, the modernization of some XIXth
century European countries, which thereby increased the relative backward-
ness of other European countries, generally created a growing contrast bet-
ween actual economiic conditions and cconomic potential in the backward
countries, Gerschenkron discussed this situation in terms of an increased ten-

2 (GERSCHENKRON, Economics Backwardness, p. 78.

3 Economic Backwardness, pp. 3534,

4 GERSCHENKRON, Continuity in History and Other Essays {Cambridge: Mass., 1968},
p. 94

5 Among the advantages of backwardness, Gerschenkron emphasized new tech-
nology with some mention of “ capital cheapening ™ abroad. (Eeomomic Backwardness,
p- 155). The disadvantages of backwardness he explicitly discussed refer mainly to the
social and political difficulties. (Economic Backwardness, pp. 27-8).
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sion between reality and possibilicy.e 1o slightly ditferent terus, I Like to think
of it ag the creation of new cconomic opportunities for the backward countrics.

Since the backward country has not yer shared in the advances made by
relatively advanced countries, the former must Jack some of the characteristics,
or prerequisites, that permitted the advanced country to industrialize.  Thus,
if the backward country is to follow suit, it must ecither obtain, or more likely
substitute for. these missing prerequisites. [t was Gerschenkron’s contention
that the nature of these substitutions was causally and systematically related
to the degree of preexisting cconomic backwardness. 1t was principally the
aature of these substitutions which, in turn, were responsible for spurt cha-
racteristics 2-7 listed above. ,

The first, and most crucial, problem in rendering this framework opera-
tional lies in che definition ot economic backwardiess. The concept of back-
wardness must be defined in such a way that ditferent investigators will con-
sistently agrec at least on the backwardness ordering of different countries.
Gerschenkron of course realized that there are many different characreristics
of a society that can be viewed as partial measures of its level of backward-
ness. Thus he presents an incomplete list as tollows: “levels of output, the
degree of technological progress achicved, the skill of the population, the degree
of its literacy, (and) the standards of honesty and the time horizon of the
entreprencurs...” .7 o principle he apparently wanted to combine these, and
other, aspects of backwardness into an overall weighted index of backward-
ness.  As I read hini, his reason for not attempting to carry out such a task
did not lic in theorctical reservations but rested on the impossibility of mea-
suring all these variables and in determining the appropriate weights to be
used.®

Gerschenkron's willingness to utilize a weighted average of different as-

cpects of backwardness tmplics a belief that cach of these aspects of backward-

ness had at least roughly the same cffeet on cach of the separate characteristics
of industrialization he investigated. This is a very strong assumption. Thus,
for cxample, if low levels of income per se are associated with rapid rates of
industrialization and a large average plant size while illiteracy per sc is asso-
ciated with Jow rates of industrialization and a large average plant size, then
there is no set of weights that can usefully combine these two aspects of back-
wardness mto 1 single overall index of backwardness.

Having granted the impossibility of cver constructing a weighted cardinal
index of backwardness, Gerschenkron saved his system by arguing that the
internal rank order, at least for the principal countrics of XIXth century Europe,
was "~ virtally identical 7 regardless of what aspect of backwardness was being

¢ GERSCHENKRON, Economic Backwardness, p. 8.
7 Heonomic Backwardness, p. 44,
% iconomtic Backwarduess, p. 43.
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measured.9 The ordering of these countries in terms of their overall back-
wardness level is therefore independent of the weighting system used. Therc
thus exists a unique ordinal measurc of backwardness among these countries,
While a cardinal measure no doubt would be preferable, T agree that this ap-
proach makes economic backwardness an operational concept, at least for these
particular countrics. Certainly this approach to the measurement of back-
wardness has been good cnongh o allow Gerschenkron and others to achieve
impressive insights into the nature of XIXth century European industrialization,

Poverty and Ignorance as Components of Backwardness

Despite the undoubted usefulness of this way of measuring backwardncess,
however, I do belicve that it-is also worthwhile to consider alternative mea-
sures. In particular I would argue that there is much to be said for decom-
posing backwardness into ignorancc and poverty. In principle, the former
refers to low per capita levels of human capital and the later to low per capita
levels of output or income. In practice, attempts to measure ignorance (or
its opposite} have to rely on partial measurcs, such as literacy rates or estimates
of per capita stocks of formal schooling. The hope is that these partial mea-
sures, in turn, are highly correlated with human capital stocks broadly defined.

My rationale for this division of the concept of economic backwardness
is also twofold. First, [ believe that the comsequences of ignorance on the
speed and character of a country’s industrialization were, and still are, different
from the consequences of poverty. Indeed, with regard to some of the char-
acteristics of industrialization spurts I believe that the consequences of ignor-
ance per se were virtually the opposite of the consequences of poverty per se.
Secondly, there can be no doubt that there existed a number of nineteenth-
century European countries, not listed by Gerschenkron,’® whose ranking
would vary considerably depending on whether ignorance or poverty is 1 .ed
to measure backwardness. At the time of thcir initial industrialization spurt
the Scandinavian countries and $cotland unquestionably ranked much higher
in terms of human capital ecrdowments than in terms of income per capita.
The opposite was the case with regard to a number of Southern and Fastern
European countrics. Their income rankings were above their human capital
rankings. 1 need hardly point out that the speed and nature {or even the
existence or non-existence} of carly industrialization spurts differed dramat-
ically between these two groups of countries.

9 Economic Backwardness, p. 44.

1o Gerschenkron listed Prance, Germany, Austria, Italy and Russia in increasing
order of backwardness. This order, he cainmed, was “ roughly identical ” regardiess
of what measure of backwardness was used. {Economic Backwardness, p. 44). At lea
in terms of literacy, however, Germany was loss backward than France.
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Either of the two conditions listed above is sufficient to lend some support
to my proposed disaggregation and the combination of the two makes a
particularly strong casc. To the extent that the consequences of ignorance
differ significantly from those of poverty, the degree to which a country’s
ranking differed on the two scales will also have a major impact on the pre-
dicted nature of its industrialization expericnce. :

Before passing on to other wmatters, 1t should be noted that ignorance and
poverty are not truly separate mcasures of backwardness. Since human capital
is a factor of production with, under virtually all historical circumstances,
at least a positive average and probably a positive marginal productivity, higher
levels of human capital will eeferis paribus result in higher levels of per capita
income. Thus, in principle, it might be better to use some measure of the
non-human capital determinants of output and income instead of output or
income itsclf. Such a measure presumably would be some combination of
the stock of physical capital, the level of applied technology, endowments of
“ valuable 7 11 natural resources and the cfficiency of various types of institu-
tions, including the government and the legal code. Since I have no way of
dircctly measuring these variables, however, T will simply note that when a
country’s poverty ranking differs from ics ign srance ranking, it can be expect-
ed that there will be an even greater difference between its ignorance ranking
and a ranking based on the non-human capital determinants of income.

This discussion has raised the point that onc of the determinants of income
levels is a country’s endowments of valuable natural resources. It is certainly
possible to doubt the wisdom of employing the lack of usable natural resources
as even a partial measure of cconomic backwardness. To the extent back-
watdness implies a tension between the actual and the potential, or the exis-
tence of economic opportunities, poverty resulting solely from a lack of
valuable natural resources should obviously be cxcluded from the measurement
of backwardness. The difficulty in doing so, of coursc, lies in distinguishing
between a lack of resources and a failure to exploit potentially valuable re-
sources. Thus, for cxample, the increase in the potential value of Swedish
forests and Danish mecadows after 1850, resulting from the sharp increasc in
the British demand for timber and hearty breakfasts respectively, is obvious
mainly because these opportunities werc so quickly and thoroughly exploited.
Finding and measuring uncxploited opportunities is a very different marter.
The same problem, of course, cxists in measuring the extent to which a po-
tentially valuable resource has been exploited.

In addition to these problems concerning the exact meaning and measure-

1t “Valuable ” in this context does not refer to the capitalized rental value of the
resource but to its contribution te GNP, Thus, for example, in 1850 large quantities
of high-priced Swedish cropland had a fertility level no higher than land considered
unfit for cultivation in most of the United States.
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ment of backwardness, there is the question of which phenomena to examine
in the light of a country’s degree of backwardness. In lus writings Gerschen-
kron repeatedly stressed that he was studying industrialization, not cconomic
growth in general. In particular, whenever quantitative’ measures were used,
it was industrial and mining output, not GNP, that he relied on.  Speaking
more gencrally, however, I believe that it is not simply industry but the whole
modern sector that is of interest; that 15, the ourput of all types of goods
and services using up-to-date technology and modern forms of economic organ-
jzation.  Of course, for the XIXth century, industrial production is by far the
best available measure of modern cconomic activity. It is unquestionably a
better mcasure than is GNP, just as the rate of growth of industrial output
is a better measure of cconomic modernization than is the rate of growth of
GNP. On the other hand, occasional problems do turn up.  Thus, for cxam-
ple, the modern, co-operative dairy-oriented Danish agriculture that emerged
towards the end of the XIXth century was certainly as “ modern ™ in terms of
technology and organization as was most industry. Indeed, the Danish co-
operative dairy farm has legitimately been labeled an industrial enterprise.12
The same thing can be said of Norwegian fishing and whaling and Swedish
timbering.  Only to a limited and varying extent, however, did these modern
economic activities enter the industrial statistics.

A related question is the propricty of using nation states as the unit of
analysis. Economic modernization was certainly as much a regional as a
national phenomena. Nonectheless, Gerschenkron, with the concurrence of at
least some of his critics,!3 relied on national units of obscrvation.  Aside from
the obvious statistical advantages, it is clear that the course of industrial deve-
lopment was to a considerable extent determined by government policies and
national institutions. Nonetheless, when rates of industrialization are com-
pared, at least for relatively brief periods, using national units of obscrvation
will tend to favour small countries. Thus, for example, if the Scandinawian
countrics were combined, their joint industrialization spurt would be some-
what slower and longer than the average of their individual spurts.

In his writings, Gerschenkron distinguished between autochthonous and
derived industrialization. He applied the latter term to countrics whose cco-
nomics were  intertwined ' and largely dependent on some other, larger and
more advanced country. His specific cxample was Denmark.  These countrics
were. then dismissed from the analysis.l4  Thus the fact that the economic
modernization of some countries was largely triggered by a response to new
demand in a more advanced country apparendy excludes them from the Ger-

12 Haraip WESTERGAARD, Eronomiic Developmient in Denmark (Oxford, 1922), p. 71,

12 RoNpo CamERON, Banking in the Early Stages of Industrialization (New York,
1967}, p. 5.

14 GERSCHENKRON, Continuity in History, p. 81.
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schenkronian framework. For soine reason that is unclear at least to me,
exports to less advanced regions or countries do not cause the same difficulty,
In any case, 1 believe it is a major shoricoming of any general theory of Earo-
pean industrialization to have to exclude cases where exports to more deve-
loped countrics played a major or even a dominant role. It could be argued,
for example, that the exclusion should apply at least to Norway and Sweden
as well 'as to Denmark.,

In terms of the ' advantages of backwardness 7, the development of mar-
kets for a country’s resources or products resulting from the modernization
of some other country is not matcrially different from the development abroad
of new technologies, cconomic institutions or pools of investment capital.
Furthermore, [ belicve that the striking thing about the Scandinavian coun-
trics in the second half of the ninetecenth century was not the high degree of
their integration into the British cconomy but their large supplies of human
capital, especially relative to their income levels. It was these high levels of
human capital that allowed them to effectively and rapidly exploit the market
opportunitics that resulted from British developnent. They werc not the
only ones to have such opportunitics. They just took particularly good ad-
vantage of thenm. :

Industrial Spurrs and the Distinction Between Poverty and Ignorance

I will now discuss the consequences on the various relationships Gerschen-
kron found between relative backwardness and the nature of industrial spurts
that follow from the division of backwardness into poverty and ignorance. Ger-
schenkron’s first obscrvation was that the rate of a country’s initial industrial
spurt tended to be directly related to that country’s pre-spurt level of relative
backwardness. Geschenkron cxplains this relationship by pointing to the
“ advantages of backwardness ”: the availability of new technology and insti-
tutions that can be adopted, forcign sources of capital that can be tapped and
the availability of higher income forcign markets.

If backwardness is divided into poverty and ignotance it seems clear that
these advantages derive overwhelmingly from aspects of backwardness other
than a lack of human capital. Tt is backwardness in terms of low supplies
of physical capital and unutilized technology that can maost casily be com-
pensated for.  Shortages of human capital arc much more of a problem.
Indeed I belicve that for a given level of per capita income, the lower the
per capita stock of human capital the slower the rate of industrialization is
likely to be. The basis for this assertion lics in two circumstances: one ap-
plying to the short run and one to the long run. First, to take rapid ad-
vantage of cconomic opportunitics as they present themselves a country wilt
in all probability nced a labour force that has a high degree of both geographic
and occupational mobility. A literate labor force, particularly if it has had
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some previous contacts with markets and possibly with handicraft manufactur-
ing, 15 much more likely to display such moblhty than is an illiterate work
force. By the same token, a literate population is more likely to generate an
elastic supply of fimancial services (sec below), and to produce an adequate
supply of enireprencuts. Finally, the rate of new technology will be an in-
creasing function, not only of the available supply of previously unutilized
technological opportunitics, but also of the local supply of scientific and tech-
nical personnel available to adapt foreign science and technology to local
conditions. :

Over the longer run, rapid industrialization requires a rapid accumulation
of both physical and human capital. To a considerable degree, the optimal
growth mix of the two will depend on the mix existing before the industrial
spurt. A country with a pre-existing disproportionately large supply of human
capital can concentrate relatively more heavily on the accumulation of phy-
sical Caprtal than can a country that started with rc[atlvdy small supphes of
human capltal This difference is important because the actual production, or
importation, of physical capital is less troublesome than is the production or
importation of human capital. As to the domestic production of human capi-
tal, it becomes increasingly difficult the greater is the extent to which the new
generation’s educational level is designed to exceed the level of its parents.1s
In addition, the very rapid accumulation of human capital incvitably requires
that education and training be provided for workers well beyond school age.
This is inefficient, both because these persons will have less time left in the
work force during which the training can be used and because the opportunity
cost of their foregone labour is likely to cxceed that of school children.

The alternative of importation is, of course, available both with regard
to human and physical capital. Per unit, however, it tends to be a lot cost-
lier for human than for physical capital. This is the case whether the imnporta-
tion of human capital consists of bringing in foreign cxperts or of cxporting
local students, Both processes are very cxpensive and troublesome as the OPEC,
and other, countries are curtently discovering.

This analysis thus predicts that while low incomes should indeed be asso-
ciated with a rapid initial industrial spurt {if one occurs), for a given level
of income, low levels of human capital will tend to slow down the rate of
that spurt.

Probably the most famous of Gerschenkron’s conclusions about the nature
of industrialization is that concerning the sources of industrial finance. In the
relatively most advanced countries, or at least those first to industrialize, such
finance was supplied primarily from individual holdings of liquid asscts later
supplemented primarily by the retained carnings of industrial enterprises. In

15 Donalp . Parsons, “Intergencrational Wealth Transfers and Educational
Decisions of Male Youth,” Quarterly Jonnal of Economics, 80 (Nov, 1978), 602-17,
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somewhat more backward countries, banks were the key sonrce, once again
supplemented by retained industrial earnings as growth proceeded. In even
more backward countries, the government was originally the principal source
of such financing, later supplemented by banks and retained earnings.is

Gerschenkron rationalized the observed substitution of banks for private
financing as a responsc to the absence of large hoards of private liquid wealth
together with a need for larger and larger initial lumps of capital. The need
for these larger lumps resulted from several factors including increasing eco-
nomies of scale, the need for larger *“ development blocks™ to initiate indus-
trialization and, perhaps, an increasing reliance on large scale production units
to conserve on industrial labour and entreprencurship in more backward coun-
trics. Thus, both the increasing need for lumps of capital and the diminish-
ing availability of privately held hoards militated for increased reliance on
banks and other financial institutions. At cven greater levels of backwardness,
however, Gerschenkron argued that a lack of popular acceptance of bank
instruments and generally low levels of business ethics precluded reliance on
banks. Thus, it became necessary for the government to become the principal
initial source of industrial finance, if a successful spurt was to occur.1?

I believe this analysis can be clarified by putting it in terms of the supply
and demand for bank credit. In such a presentation, with the emphasis being
on inter-country comparisons, the horizontal axis can best be visualized as being
denominated in terms of the ratio of the banking system’s total assets, or total
lending, to GNP {or national income) and the vertical axis being denominated
in terms of (rcal) interest rates. Obviously, in a given country the role of
the banking system will be greater the further to the right the intersection
of demand and supply curves occurs.

On this basis the position of a given country’s demand curve for bank
financing (as a % of GNP} will be further to the right the greater the optimal
size of industrial plants and the greater the gap between optimal and actual
levels of physical capital, and will be further to the left the greater the supply
of private wealth hoards. All three of these factors can be expected to result
in a rightward shift of the demand curve as backwardness in terms of income
increases. In addition, to the cxtent that banks, or at least industrial banks,
were a means of economizing on searce entrepreneurial talent, backwardness
in terms of human capital can also be expected to result in a somewhat greater
demand for bank financing, The principal cffect of a shortage of human
capltal however, is to shift the supply curve of bank credit {again mcasured
as a % of GNP} to the left. This is the casc because an illiterate and generally
uneducated population is especially unlikely to utilize paper money, nnuch
less hold bank deposits or other financial instruments. This reluctance will,

16 (GERSCHENKRON, Economic Backwardness, p. 365.
7 Ecronomic Backwardness, pp. 19-20,
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of course, reduce the ability of the banking system to provide substantial levels
of financing.  As backwardness, i these terms, gets severe enougly, little or
no domestic bank financing will be available despite an extremcly high level
of derrand for it.  Some capital imports might be attracted by the resulting
high interest rates but state gnarantees or other government action was usnally
necded to obtain a large scale flow of foreign capital.  Thus, if industrializa-
tion was to occur under such circumstances, the government had to step in
to facilitate capital imports and to raise capital through taxation, domestic
borrowing or inflationary money creation.

It should be noted that it is mamly absolute, not relative, backwardness
in terms of human capital (illiteracy, lack of schooling and a lack of acquain-
tance with financial instruments) that impedes the development of the finan-
cial sector. In tenns of XIXth century Buropean industrialization this distine-
tion does not matter too much because the later industrializers (Austria, Traly
and Russia — but not Scandinavia) were both relatively and absolutely back-
wards in terms of human capital.  That is, compared with Scotland, Belgiam,
Switzerland, Germany and France, their huwan capital Jevels were probably
as low or lower when thcy had their industrial spurts as had been the case
with their predecessors.  England was clearly an exception, but then bank
financing had played only a limited role in industrial fmancing during En-
gland’s original spurt.

Historically the supply of financial services has also been seriously cons-
tramed in a number of countries by governnient regulations.  Such restrictive
policies, however, have tended to reflect popular views towards banks and
paper money, Popular attitudes in this sphere, in turn, were usually a com-
bined result of the extent and of the nature of the population’s past expericnees
with banks and paper moncy and of the general level of education.  Thus,
I would argue that governments in poor countries were less likely to be un-
duly restrictive in their banking policies if their populations were relatively
well educated and had had some, non-disastrous, expcrience with banks and
paper moncy. :

The upshot of this discussion is a prediction that banks, and the financial
sector in general, should have played a particularly important role in the
industrialization of those countries that were very backwards in terms of in-
come but less backwards, or not backwards ac all, in terms of human capital.
On the other hand, the government can be expected to have played a partic-
ularly importanc initial role in those countrics that suffered from great back-
wardness in terms of human capital.

Gerschenkron claimed that incrcasing backwardness was associated with
large scale of firms and plants as well as a greater (physical) capital intensity
in production. To some cxtent these phenomena were the result of the simple
fact thac technological advance required larger and larger units of production
{increasing- cconomies of scale). Thus, late-comers were virtally certain to
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start with larger plant sizes than had their predecessors when the latter’s in-
Justrialization had begun. More important, however, is the fact that large
and (physical) capital intensive units of production and organization economized
on human capital.  Thus countries that were especiaily backward in terms of
human capital, for a given level of poverty, can be expected to have opted
for larger and more capital intensive units.  The appropriate dynamic response
to such a situation, of coursc, would be to sccumulate human capital, rapidly
whether through domestic production (i.e. education) or importation. As
noted above, however, this tended to be a slow and expensive process. -Such
a country thus faced a long delay, and high per unit costs, in accumulating the
desired level of human capital. 1o the meantime, this disequilibrium situation
could be partly compensated for by relying on otherwise excessively large and
capital intensive production units.

Gerschenkron also noted that more backward countries tended to put
relatively more emphasis on capital, as opposed to consumption, goods within
the industrial sector. Part of this can be attributed to the fact that the more
rapid the rate of industrial growth, the more machinery and equipment has
to be accumulated, combined with the fact that the more backward (poorer)
a country was the more rapidly it tended to industrialize. That is, greater
backwardness gencrated more high return investment opportunities and there-
fore a higher rate of capital accuinulation.  Machinery and cquipment, how-
ever, can be imported as well as produced domestically. Thus, the extent to
which there existed export opportunitics for industrial consumer goods that
could finance imports of machinery and equipment certainly played a large
role in dctermining the relative emphasis on capital and consumer goods in
production. It is not clear, however, that the relative extent of such opport-
unities had very much to do with either type of backwardness. A failure of
agriculture to modernize simultaneously with the industrial spurt, of course,
will also make it more difficult to finance the importation of capital goods
with agricultural exports. Such a failure. in turn, is likely to be associated
with an illiterate and uneducared peasantry — i.e., ignorance.

The next Gerschenkronian observation was that industrialization tended
to involve greater downward pressure on the population’s consumption level
the greater was the initial degree of backwardness. Once again, it can be
argued that the greater the availability of economic opportunities, the higher
the resulting rate of return on national savings. I believe, however. that the
principal rcason for this phenomena was that the government was more likely
to play a direct role in raising capital in backward countries, particularly if the
backwardncss was greatest in terms of human capital . Because of their ability
to usc force, governments are in a position to generate levels of national sa-
vings higher than those market institutions can achicve. Furthermore, because
of its lower efficiency in raising, allocating and utilizing resources it also seems
likely that a government-directed industrialization spurt will requirc more
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resources (i.e. domestic savings or capital imports) to achieve a given rate of
growth. Finally a failure of agriculture to increase its productivity in step
with the growth of industry, a likely result of a low initial endowment of
human capital, will make it more difficult to mobilize resources for investment
without severely squeezing the rural population’s consumption levels. Thus
the greater consumption squeeze during eatly industrialization observed by
Gerschenkron in very backward countries is especially likely to have occurred
in countries whose backwardness was more pronounced in human capital than
in income terms. It was especially in such countries that the government played
a prominent role and where agricultural productivity and income failed to
grow rapidly concurrently with industrialization.

Clearly Gerschenkron’s observation that the agricultural sector’s contribu-
tion to industrialization as a consumer of industrial goods was smaller the grea-
ter the degree of backwardness, is largely a result of the failure of agricultural
incomnes to increase rapidly. Thus, once again, this phenomenon should be
more prominent in countries whose backwardness was more pronounced in
terms of human capital than in terms of income. The same can be said for
Gerschenkron’s final observation that stronger ideologies accompanied indus-
trialization in more backward countries. Strong ideologies, of course, werc
used to persuade a reluctant population to accept government actions that
conflicted with their personal interests or preferences. An cconomy basically
operating with free markets and private institutions will have relatively little
need for such strong ideologies. Their usefulness in terms of persuading people
to alter their actions in a free market economy is very limited. Since a major
role for the government and an unusually large reduction in pre-existing con-
sumption levels were especially associated with backwardness in human capital
terms, strong idcologies can also be expected to have been associated with that
variety of backwardness.

Quantitative Evidence

Given the shortage and limited cross-country comparability of quantitative
evidence on European human capital stocks in the XIXth century, as well as
the rather sweeping and speculative nature of the foregoing discussion, the
following quantitative evaluation regrettably, but inevitably, will be prelimi-
pary and sketchy.

Table 1, largely based on the work of Carlo Cipolla, contains an attempt
to order a large number of Europcan countries on the basis of their adult
literacy (the ability to read) rates in 1850. The basic premiss of this ordering
is that adult literacy rates were a good index of per capita human capital
stocks in the middle of the XIXth century.

Naturally data of this type for such an carly period involves a substantial
element of uncertainty. I am, however, convinced of the accuracy not only
of the three basic literacy groups, but also of most of the intragroup rankings.
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Tasis 1
LITERACY AND INCOME IN EURQPE

GNP Per Capita
{General Ranking) {U.S. Dallars, 1960 prices)

Adult Literacy Ordering

Groue | 1850 1913 1970
(literacy above 70°)

Sweden (909) Very low 680 3411
Denmark Low © Ba2 2,716
Notrway Low 749 3,495
Switzerland _ High 964 2,661
Germany (809;) Medium to Low 743 28731
Scotland High 965 2 2,284 2
Finland Very low 520 2,797
Helland High 754 3,334
Group 11
(litcracy above 50%)
England and Wales {70%) Very high 965 2 2,284 2
Belgium High 894 2.654
France (60%) : Mediwun 689 3,029
Austria (Cisleithania) Medium 498 2 2,168
Grour III
{literacy less than 50%,)
Spain (25%) Medium to low 367 1179
Italy (2094-25%) Low 441 1,694
Hungary Low 458 3 1,851
Romania Very low 336 1,360
Portugal Low 292 1,247
Serbia Very low {1860) 284 1,182 4
Greece Very low 322 1,769
Bulgaria Very low 263 1,755
Russian Empire {5%-10%) Very low 326 1,887 s

Motes: ! West Germany, 2 United Kingdom. 3 Austria-Hungary. 4 Yugoslavia. 5 USSR,
Sonrce: Literacy: CarLo Creorra, Literacy and Development in the West (Baltimore, 1969, pp. 113-5.

[ncome: 1850, My judginents are based om 2 general reading of the literature on European eco-
nowic history. Specific references tending to support various of my general rankings include
the following: B. R. MircHeLL, Enropean Historical Statistics, 1750-1970 (New York, 1975),
sections on mational incomes and on populations, WitliaM Cols and PayLLs DEANE, ** The
Growth of National Incomes,” in HrOTHGAR HaBarkLk and MicHARL Postan, eds., The Cam-

© Widge Economic History of Ewrope, Vel VI, Part. I (Cambridge, 1965), p. 27, ALAN MILWARD
and S.B. Saur, The Ecomomic Development of Conttwental Eivope {Totowa, New Jersey, 1973),
pp. 367, 464-5, 488-9 and 531-2, Q. Jouansson, The Gross Domestic Prodict of Sweden (Stock-
holmi, 1967), tables 58 and 60. A. GERSCHENXRON, Economic Backwardness in Historical Perspective
{Cambridge, 1962), pp. 44, Jorr Mokyr, Industrislization i the Low Countries, (New Haven,
1976), p. 261, and R. Camzron, Banking in the Early Stages of Development (New York, $1967),
pp. 94 and 101
1913 and 1970, Pavr BarocH, * Europe's Gross National Product: 1800-1975," The Journal
of Envopean Econemic History (5), Fall 1976, pp. 286 and 307. Bairoch also presents estimates
of per capita GNP's going back to 1800. In my view, however, these numbers have too
many uncertainties to be used.
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There can be little doubt thar Sweden was at the head of the Iitcmcy ]c.agu(:
and that Norway, Denmark, Germany and Switzerland were all weli above
the 309, illiteracy mark. Similarly, in the middle group, England and Wales
at approximately 1/3 adulr illiteracy certainly had a lead over Belgium, France
and Austria (minus Hungary). Similarly, in the lowest group, Italy, Spain and
Hungary were certainly near the top, with the Russian Empire somewhere
near the botom. Cipella also estimated that Europe without Russia had an
overall adult illiteracy rate of about 45-50%,. Including Russia, he estimates
the rate at 55-609%.18 |

In those cases where it is possible to make reasonable estimates of the per-
centage of elementary school age children actually atrending school, the lite-
racy ordering is almost totally confirmed.1®  Schooling is, of course, a better
mcasure of human capital stocks than is literacy because literacy achieved out-
side of school is likely to be accompanicd by lesser amounts of other know-
ledge, such as writing and arithmetic. It is also of interest to know how many
years the average student attended school.  On the other hand, the stock of
schooling cxisting in 1850 was not the result of school attendance in that year
but of school attendance during approximately the previous half century.
Unfortunately such data for the first half of the X1Xth century is not readily
available. It does seem reasonable, however, in view of the relatively recent
{a few decades at most) existence of anything resembling universal, elementary
education in the most literate countries, and the fact that these most literate
countrics had long stressed literacy as a religious duty, that their lead was
somewhat larger in terms of literacy than in terms of per capita formal schooling,

To the casual observer, what is perhaps the most striking aspect of this
literacy ranking is that it corresponds so well to the post World War II in-
come ranking of these countrics. Of the top literacy countries of 1850, only
Scotland is not one of the top per capita income countries today. In addi-
tion, France, Belgium and Russia rank somewhat lugher in current income
than they did in 1850 literacy, The per capita incomes of Spain and Portugal,
on the other hand, have probably fallen slightly behind some countries whao
were cven more illiterate than they in 1850.  Overall, however, literacy in
1850 is an amazingly good predictor of per capita income in the 1970s.

It is absolutely clear, however, that relative literacy in 1850 is not a par-
ticularly good predictor of relative income in 1850, The problem is getting
suffictently reliable per capita income data to determine just how bad such
predictions would be.  Certainly any attempt to quantify per capita incomes
in 1850 constitutes, at best, an exercise in spurious accuracy. Indeed, cven for
countries such as Sweden for whom carefully prepared numbers are available

18 Carro Creorra, Literacy and Development in the West (Baltimore, 1969}, pp. 113-5,
1 These calculations were based on the school enrolment and population dara
contained in B.R. Mitcusrr, European Historical Sratistics, 1750-1970 (New York, 1975).
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back to 1861, there is undoubtedly a tendency to underestimate the value of
agricultural output. Despite these difficultics, however, 1 believe we know
which countries in 1850 were rich, which were poor and which were in bet-
ween. My best judgment on this question is contained in Table L

While it may be possible to quibble over the details of my per capita
income and literacy rankings for 1850, the gencral pattern scems unassailable.
England and Wales certainly had the highest per capita GNP in Europe in
1850, but were only in the middle literacy group. The other income leaders,
Holland, Belgium, Switzerland and Scotland, came from both the high and
the medium litteracy groups while Austria (without Hungary) and France
probably were in both the middle income and the middle literacy groups.
The most striking point, however, is that 2 number of high literacy countrics
(Scandinavia, Finland and Germany) were low in income. Quite likely per
capita incomes of some of these countrics were as low, or even lower, than
the per capita incomes of the most prospcrous of the low literacy countrics
(c.g. Spain and Italy).

As cxpected, by 1913, the picture scems more reasonable. As a group,
it was unquestionably thc poor, high literacy countries that grew the fastest.
Even Finland, the odd man out in this group, probably kept pace with the
high income countries as a group. Except for rapidly growing Switzerland,
all the high income, high litcracy countrics grew ar a more modest pace than
the poor, high litcracy countries. As for the low literacy countries, this group’s
growth rate was clearly slower than that of the others, with Russia, Romania
and lealy probably doing least badly.20

Reversing the perspective, we can inquire what, if any, changes occurred,
in the human capital or literacy ordering between 1850 and 1914. In fact,
the ranking on a literacy basis was virtually the same in 1914 as it had been
in 1850. Of course, there had been a general advance in literacy. The prin-
cipal resule of this was a reduction in the spread among the high and moder-
ately literate countries and an increase in the spread among the low literacy
countries. Russia appears to have been a major gaincr within the lase group.

By 1913, it is also possible to calculate an approximate measure of the
relative stock of formal schooling for most of these countries. Such a cal-
culation results in these countries falling into three general groups. The high
schooling group includes Sweden, Norway, Denmark, Germany, France, Scot-
land, Switzerland, Cisleithania, the Nctherlands and England and Wales. The

20 Sources gencrally supporting these conclusions include Simon Kuzners, “ Quan-
titative Aspects of the Economic Growth of Nations, Part L Economic Developsient and
Cultural Change, Vol. ¥V, No. 1, October 1958, p. 15 and Wiutam Cotk and PuyLils
Deang, “ The Growth of National Incomes,” in HroTHGAR HaBAKxUK and MICHAEL
Postan, eds., The Cambridge Economic Hisiory of Ewrope, Vol. VI, Part I (Cambridge,
1965), p. 26.
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last two bring up the rear in this category. A second, intermediate group,
is led by Belgium, followed by Spain, Italy and Hungary. Although suffi-
cient data was not available on Russia, what evidence there 1s does suggest
that she was at the lower end of this group or just below it. A final, low
schooling group was lead by Bulgaria and also included Finland, Portugal,
Romania and Serbia.2t :

The unexpected inclusion of Finland in the low schooling group requires
some further comment.22 Her very high literacy rate, combined with low
schooling levels, indicates that much education was still going on in the home,
even after 1900. The implication of this is that literacy rates tend to overes-
timate, and per capita schooling levels tend to undercstimate, Finnish human
capital stocks. This result scems to accord well with the observation that Fin-
nish per capita GNP in 1913 was low relative to the country’s literacy level
but high relative to the per capita stock of formal schooling.

Two conclusions emerge from: this discussion. First, the substantial diver-
gence between the ranking of Buropean countries in terms of human capital
and in terms of per capita GNP that existed in 1850 has been more or less
continuzally declining ever since. Secondly, this decline has overwhelmingly
been the result of a re-structuring of the per capita GNP ranking, making it
conform very closely to the original human capital ranking,

As was pointed out above, however, Gerschenkron's principal concern
was with industrial growth, not per capita GNP. Even my somewhat more
general concern with the modern cconomic sector by no means corresponds
directly with per capita GNP growth. Of course, in the long run, say fifty
years following the start of rapid modernization or industrialization, per capita
GNP growth and the ratc of growth of modern cconomic activity are likely
to correspond fairly closely. If we are concerned with the beginnings of in-
dustrialization, or with the nature of “ industrialization spurts ', however, per
capita GNP is not very useful. Thus, it scems reasonable also to look at this
group of countries explicitly in terms of their industrialization, or moderniza-
{101, SPurtS.

To begin this discussion, 1 will limit myself to those spurts mentioned

2 This index was constructed from data in Mrrcueir, European Historical Statistics,
Schoel enrolments in 1910, 150y, 1890, and 1880 were summed 2nd divided by popu-
lation in 1913. When data for all the years were not available, neighbouring years or
extrapolation were used. For this, and other {migration, accuracy of data, ctc.) reasons,
these results are only approximations. In view of the huge differences between the
results for the three basic groups, however, 1 have no doubts about the group each
country belongs in.

22 The low per capita stock of schooling in Finland was entirely the result of low
enrolments in formal primary schools. Per capita enrolments in secondary schools
and universitics were at levels that would have placed Finland in the highly schooled
group of countries. See MrrcrerL, Etiropean Historical Statistics, pp. 20, 754, and 772,
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by Gerschenkron. The top literacy group of 1850 contains two countries,
Sweden (very poor) and Germany (poor), that Gerschenkron credited with
very impressive industrial spurts. Although, to my knowledge, Gerschenkron
only mentioned Swedish industrialization in an aside, he does credit this country
with the fastest XIXth century European industrial spurt. 23 Scotland presumably
experienced an industrial spust as part of the * original ”* British industrialization.
The middle literacy group, in addition to the original industrializer, England
and Wales, also includes France, which had a spurt that was almost simultancous
with, but slower than, that in Germany and Austria (Cisleithania) which had
a good deal of industrialization but no spurt {or a * spurt that failed 7).24 The
low literacy group includes Italy, with a delayed and unexpectedly slow spurt,
Bulgaria, with some industrialization, but no spurt, and Russia, with Gerschen-
kron’s classic government directed and financed spurt ** under conditions of
extreme backwardness ™

At least some of the other countrics can also be classified by the nature,
or absence, of their spurts. As noted above, Gerschenkron disqualifies Denmark
from his model on the grounds that it was too tightly tied to the British economy.
I believe, however, that the agricultural revolution experienced in Denmark
during the 1880s constituted at lcast a modernization spurt. To the transformation
of agriculture can be added a 7%, growth rate of industrial production during
the period 1890-97.25

Norway; although possibly enjoying a slightly higher, and also growing,
level of per capita income, cannot be said to have had an industrial spurt before
1900. The opportunitics associated with the large scale introduction of electrical
technology into industry around the turn of the century, however, were eagerly
grasped by the Norwegians (with the help of some prominent Swedish bankers
and industrialists and with ample supplies of foreign capital).26 It does not
scem unreasonable to label these developments an “ industrial spurt ™

Among the highly and moderately literate countries, only Holland, Switzer-
land and Belgium remain unaccounted for. Of these, Holland was a high income,
high literacy country that did not experience any period of really rapid in-
dustrialization It had prospered as much, or more, than any other country
on the basis of pre-industrial technology, with a heavy emphasis on commercial
services and intensive agriculture. Its response to the new opportunities was
a relatively slow, balanced adoption of new technology. As a result, while

23 GERSCHENKRON, Economiic Backwardness, p. 78.

24 See, GERSCHENKRON, An Econowmic Spurt that Failed (Princeton, 1977)

25 A Mowarp and S.B. Savr, The Economic Development of Continental Europe
(Totowa, 1973}, p. 511

26 See Outk GASSLANDER, History of Stockholms Enskilda Bank to 1914 {Stockholin,
1962), Chps. XIX and XXIV.
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remaining anong the high icome countries, Holland's relative income position
anquestionably declined.

Belgium and Switzerland, on the other hand, bad already L\pulumd
substantial amounts of industrialization before 1850 By thor ™ they were
among the most industrialized countries in Europe 777 As a result, they had
achieved, and continued to maintain. positions among the Europran income
clite.

Of the low income, low literacy countites not discussed by Gerschenkron,
it scems fair to say that none of them experienced a serious. industeial spurt
before World War I While some of them expericnced more mdustrialization
and modernization than others, none were able to parlay ™ the advanrages of
backwardness ™ into rapid industrialization,

The expericnces of some of these countries deserve to be more carctully
scrutinized i terms of the distinction between Ignorance and poverty.  The
first country where such a contrast berween ig]mrancc and poverty is of interest
is Scotland.  Scotland’s industrial revolution cume shortly after that ot England,
“but it was morc rapid. As a resule. the originally much poorer northern part
of Britain was reasonably close to income parity by 1850.28  The most serik-
ing aspect of this performance is thar while pu-mdmtrim Scotland was much
poorer than pre-industrial England, in terms of per capita levels of literacy,
education and scientific and technical achievements and manpower, Scodand,
despite the primitive Highlands, was ahead. Indeed, o case can be wade that
England’s industrializadon was facilitated by the inrportation of human capital
from its poverty stricken neighbour. Of course this movement of human capital
and technology was facilitated by a common language and by political unity.

Aside from its great qpccd the most interesting aspeet of Scottish industria-
‘lization and modernization is the critical role pl'ncd by the banking system.
Unquestionably, the Scottish banking system was rdatwc]y larger and more
cflicient than its English counterpart.  This supertority of the ‘Scottlah banking
system was the joint product of a greater demand for bank financiug, rc sultmg
from a relative absence of private liquid wealth holdings, a greater supply of
bank financing, resulting from greater public confidence in bank instruments,
and, finally, Jess restrictive government rbgu]ation. At least relative to England,
the lack of governament restriction of the Scottish banking system scemns to
have been largely an historical accident. It must also be granted that the Scottish
banks were in a position to exploit the English by rclying on specic held in
London for the bulk of their rescrves.2v

27 Muwanrp and Savr, FEeowowic Development, p. 464,

28 CAMERON, Banking, p. 94 aud S.G.E. Lyws and J. Butr, An Economic History
of Scotland (Glasgow, 1975}, p. 106.

2 8.(;. Cneckranp, Scortish Banking: A History, 1693-1973 (CGlasgow, 1975), pp.
193-5, 381-d.
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According to muost obscrvers, including Gerschenkron, rapid industriali-
zation commenced at roughly the same time, during the carly 1850, in France
and Germany. Un qucstlonab]y the rate of industrialization was faster in Germany.
This contrast of course has been a favourite topic of economic historians for
almost a century. [nevitably some things must also be said about it here.

In. 1850 France almost certainly enjoyed a somewhat higher per capital
level of income than did Germany, Germany, on the other hand, was substantially
ahead of France in terms of human capital, at least if literacy is uscd as the measure
of human capital stocks. Compared to the previously industrialized countrics,
Great Britain, Belgium and Switzerland, France was clearly behind all of them
in terms of income, and belind Great Britain and  Switzerfand in terms of
literacy, while Germany lagged only in terms of income.

Since Germany initially had a lower level of income but a higher level
of human capital (or at least literacy) than France, my approach certeris paribus
predicts a more rapid rate of industrialization for Germany. It would be silly
however, to maintain that all of the factors affecting the relative rate of indu-
striatization in the two countrics are cncompassed in such a model. At least
two popular explanations for France’s slower ratc of industrialization, the dif-
ference in coal supplies and the differing wisdom of government policics, have
litele or nothing to do with the relative backwardness approach. On the other
hand, a number of other commonly presented explanations for France'’s lag
are related to a shortage of human capital. Such is the case for the undoubted
weakness of the French financial system, the inclasticity of supply of industrial
tabour in France, the slow ratc of growth of productivity in French agriculeure,
the afleged short-comings of French cntreprencurs, as well as the weaknesses
of French technical and scientific education and research.30

Some additional remarks arc in order concerning other characteristics of
the industrial spurts in France and Germany. The most obvious Gerschen-
kronian characteristic that differed sharply between the two countrics was the
role of the banks. Germany is usually presented as the classic case of the banking
system making a major contribution to industrialization, while France is wsually
thought of as the exace opposite. To some degree, the failure of the French
banks can be attributed to unduly restrictive government policics and German
success attributed to unusually attractive domestic investment opportunitics.
On the other hand, government policics toward banks usually reflect the degree
of acceptance of banks and bank instruments by the general population. In
addition, the greater literacy of the German- population, and their greater willing-
ness to substitute bank instruments for specie, certainly helped the German
banks serve the cconomy.

As for the other characteristics of industrial spurts under various degrees
of backwardness, I am unable to say very much. Indecd whether the goverment

3 GERSCHENKRON, Economwic Backwardness, pp. 1112, 19, 23 and 65.
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played a larger role in France or in Germany, whether there was more down-
ward pressurc on consumption levels in France than in Germany or whether
German nationalism was a “ stronger " ideology than was French St. Simo-
nism are all marters subject to dispute.

It does seem likely, howcver, that plants and firms were on average larger
in Germany than in France and that German industry specialized more on
capital goods than did French industry. 1 believe, however, that these pheno-
mena were the result of Germany's natural resource endowtments, not her degree
of backwardness. The varying degree of economics of scale in various industries
and the extent to which different resources arc suited to the production of
capital or consumption goods were the principal determinants.  Thus, my
previous conclusion that greater supplies of human capital should have resulted
in less emphasis on large scale plant and firm does not concern me in this case
because the conditions that yield that result (a need to couscrve on entrepre-
ncurial talent and disciplined industrial labour) apply more to France than-
they do to Germany.

The Scandinavian countries all experienced important periods of indus-
trialization, or at least cconomic modernization, and income growth before
World War 1. Sweden had the highest rate of growth of per capita income
in Europe between 1860 and World War I and Denmark had the highest rate
of growth of total GNP over the same period.3  As noted above, Sweden
also had the most rapid industrial spurt identified by Gerschenkron.

The cxact degree of Sweden's relative backwardness in terms of income
of cotrse will vary somewhat depending on what year is taken as the start of
rapid modernization or industrial spurting. Swedish cconomic historians
generally choose 1850 or 1870 as the starting point, while Gerschenkron was
particularly impressed by the rate of industrialization between 1888 and 1896.32
Sweden’s per capita GNP was approximately the same percentage of that of
Europe’s industrial leaders in 1890 as it had been in 1850 or 1870, but relative
to other .unindustrialized countries her position had improved. With regard
to human capital, Sweden was not the least bit backward relative to the industrial
leaders at any point after 1850.

As I would IJI'CCI!CI‘. for a country with a high degree of backwardness in
terms of per capita income and no backwardness in terms of human capital,
Swedish industrialization was cxeremcly rapid, with the banking system playing
a key role. In addition, Swedish industrialization was not macked by any par-
ticular emphasis on large scale in plant or firm, by an especially large role for
the govetnment, by any particular cinphasis on capital goods, by a sharp re-

3 W. Cotis and P. DEanng, ““ The Growth of National Incomes ”, in H.J. Hasak-
KUk and M. Postan, eds., The Cambridge Economic History of Europe, Vol, IV, Part [
(Cambridge, 1965), p. 26.

32 GERSCHENKRON, Econewic Backwardness, p. 78.

694




Ignorance, Poverty and Economic Backwardnes

duction in pre-existing consumption levels, by reliance on a * strong ”” ideology
or by a failure of agriculture to support industrialization. All of these features,
which Gerschenkron associated with backwardness in gencral, T associate with
ignorance.

Denmark and Norway were sinilar to Sweden in terms of human capital
endowments but may have had somewhat higher income levels throughout
the 1850-1913 period. Compared to the European leaders in industrialization,
they trailed in terms of icome but not in terms of human capital. Their spurts
of industrialization, or modernization in Deamark’s case, were somewhat less
rapid than that in Sweden. While the role of the commercial banks was dis-
tinctly smaller in Norway and Denmark than in Sweden, their overall financial
systems played even larger roles than did the overall Swedish financial system. 33
The greater role of savings banks and mortage institutions, both of which
tend to be associated with agricultural and other non strictly industrial inve-
stments, in Denmark and Norway compared with Sweden, explains this si-
tuation.3 In regard to the other characteristics of their spurts, the experience
of Denmark and Norway were very similar to that of Sweden.

Austria-Hungary, Italy and Bulgaria all shared several characteristics.
First of all, throughout the period under review, these three countries were
substantially backward both in terms of income and in terms of human capital
stocks. (Austria-Hungary was less backward than Iraly which was less backward
than Bulgaria). In addition, while they all experienced some degree of indu-
strialization and economic modcrnization, they all either failed to have a Ger-
chenkronian spurt (Austria-Hungary and Bulgaria) or had a delayed and di-
sappointingly slow one (Italy)3S In both the Austria-Hungarian and the Italian
cases, Gerschenkron credits much of the industrialization that did occur to the
efforts of investment banks. To a very considerable extent these banks were
of foreign origin and under foreign control.3s

Gerschenkron blamed the failure, or disappointingly slow pace, of indu-
strialization in these countries on a combination of inaction and unwise action
on the part of the various governments. I believe that this contention is correct,
at least in the following sense: the substantial economic opportunities for .
rapid industrialization that these countries had open to them as a result of their
relatively low incomes (unexploited modern technology, potcntial foreign
markets, foreign supplies of capital, etc.) could not be rapidly or fully exploited
by relying solely, or even largely, on market forces because these countries
were also suffering from low per capita stocks of human capital. Rapid ad-

33 L.G. SAnDEERG, " Banking and Economic Growth in Sweden Before World
War L” The Journal of Economic History, 38 (Sept. 1978), pp. 675-8.

34 * Banking and Economic Growth ", pp. 676-9.

35 (FERSCHENERON, Economic Backwardness, p. 363.

3% Beortonric Backwardness, pp. 87-8 and GERSCHENKRON, Spurt that Failed, p. 47.
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vance, therefore, depended on strong, and well advised, government action.
I need hardly add that such strong government action would have been very
costly in terms of a sharp, if temporary, reduction in corrent consumption
levels. '

Russia, of eourse, 15 the classic example of a country that did generate a
rapid industrial spurt in the face of a great shortage of human capital by relying
heavily on governnient action. At the time of its initial spurt in the 1880’s, Russia
was close to the bottom in Europe both in terms of income and literacy. This
was truc despite the fact that illitcracy in Russia was probably declining faster
than in much of Southern Europe.3” Thus, only strong government action
could overcome the lack of human capital and, even so, the rates of industriali-
zation and modernization could not match these achieved in Scandinavia and
Germany. 8 '

Conclusion

This review of European expetience with industrialization in the XIXth
century gives at least provisional support to my contention that Gerschenkson’s
relative backwardness hypothesis can be enriched by dividing backwardness
into the separate concepts of ignorance and poverty. In sumunary, my conclusion
is that relatively low levels of per capita income were associated with the de-
velopment of opportunities for rapid industrialization and economic moder-
nization. To the extent that low incomes were the result of an absence of usable
natural resources, such a shortage, of course, did not represént an opportunity.
Generally speaking, however, industrialization, income growth and technical
advance in the leading countries tended to increase the value of resources located
in the backward areas.

The ability rapidly and cffectively to exploit these opportunities, Lkowever,
was inhibited by a lack of human capital. This constraint was an especially
serious drag on rapid economic modernization or industrialization because
both the rapid domestic production of and the large scale importation of human
capital are very inefficient, at least compared to the production or importation
of physical capital. To alleviate such a human capital bottleneck required * sub-
stituting ** with generally less efficient alternatives. The most powerful such
substitutions invariably required government action. The government could
partially substitute for the missing human capital needed for an efficient fi-

¥ CreoLLa, Literacy and Development, p. 93.
~ 38 This conclusion requires some ceferis paribus assumptions. In particular it requires
that the varying rates of industrialization in these countries were not to any substantial
degree the result of the varying suitability of their natural resource endowments to
the technological and market opportunities that developed in concert with their in-
dustrial spurts. I believe this to be the case.
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nancial system, for a missing supply of workers eager to work in industry,
and for a lack of entreprencurs, as well as a lack of willingness by private persons
to save and invest. Such government action, however, was likely ro result in
a very substantial reduction in general consumption levels, defended, of course,
by some very strong ideology. The need for a major reduction in consumption
levels came from several sources. First of all, the economy was simultaneously
substituting physical for human capital and engaging in expensive (and ineff-
cient) programmes rapidly to increase human capital stocks through production
and importation. Secondly, the lack of pre-existing human capital made
it very likely that productivity was stagnating in the nonindustrial sectors.
Resources for industrialization, therefore, had to come largely out of pre-
existing income levels. Finally, the government itself was likely to introduce
major allocative inefliciencies into the economy both through its taxing and
through its expenditure policies.

697







