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PREFACE

“Something Like a Seismograph...”

Of all the recording devices that can reveal to an historian the fundamental
movements of an economy, monetary phenomena are without doubt the
most sensitive. But to recognize their importance merely as symptoms
would do them less than full justice. They have been and are, in their turn,
causes. They are something like a seismograph, which not only measures
the movements of the earth but sometimes provokes them.

—Marc Bloch, 19331

QUANTITATIVE METHODS find many uses in modern historical research. In some hands, they are
tools of descriptive measurement. In others, they become a calculus of conceptual
relationships. A few work with them mainly as rhetorical devices, to “enlarge the historian’s
vocabulary.”?

Not everyone is comfortable with these applications. History teachers know that when the
dreaded word quantification is mentioned in a classroom, undergraduate eyes glaze over.
Numbers too often become numbers of young and restless minds.

It need not be so. If one makes a leap of the imagination, numbers come alive. They do so
both in what they allow us to know and in how they help us to think. Numbers make it possible
for us to put the pieces together. They allow us to compare events that are otherwise
incomparable. They tell us which way the world is moving. They help us to think in general
terms about particular events, and then to test our generalizations against the evidence of
empirical indicators.

Many indicators of that sort exist for the study of recent events, but few reach very far into
the distant past. Only one type of source-material spans the entire range of written history: the
record of prices. We carry these humble documents about with us every day, in the tattered
receipts that accumulate in our wallets and purses. They seem so ephemeral that we scarcely
think of them in historical terms, and yet they survive in greater abundance than any other
quantifiable material.

Price-records come down to us from ancient civilizations of Asia, India, Rome, Greece,
Egypt, Palestine and Mesopotamia. In the dust of old Babylon, archeologists have found large
numbers of clay tablets and cylinders that yield price-series as early as the reign of
Hammurapi (circa 1793-1750 B.c.). In the deserts of Egypt, scholars have found papyri that
record the cost of living in the time of the Pharaohs. The civilizations of Greece and Rome,
China and India all generated a large body of price-records.

Even for the early Middle Ages, where the sources are not as strong, scholars have been
able to put together primitive price-lists (as distinct from price-series) for an astonishing



variety of medieval commodities. We can follow the price of peasant grain, monkish cowls,
knightly armor, and even sacred relics from the sixth to the twelfth centuries. These sources
allow us to reconstruct price movements in a rough way through the darkest period of
European history.>

From the twelfth century to the present, historians have compiled more sophisticated
price-series of very high quality. These data now exist for all European nations, and many
cities and towns.

Since the mid-nineteenth century, complex price-indices have been constructed by
governments throughout the world, in a vast labor of data-gathering that grows ever more
elaborate and precise. Every month, the latest price movements are front-page news in our
morning papers, and lead stories on the evening broadcast.*

With all of this material in hand, it is possible to follow the movement of prices through
nearly four thousand years of recorded history. The interpretive opportunities in these sources
are limited only by the reach of our imagination.

There are as many ways to study a price series as to read a text. On the surface, prices are
a running record of the cost of commodities as they change hands in the market. This is their
most common and familiar meaning. At the same time, they may also be studied in a different
way, as evidence of the changing value of money—which is how some economists prefer to
think of them. On a third level, prices tell us about systems of production, and especially about
structures of exchange—a subject of growing historical importance, as scholars begin to
discover that processes of exchange may have played much of the role that Marx attributed to
the means of production.

On a fourth plane of abstraction, prices become a source for the study of broad historical
movements. To look at the movement of prices in the United States during the nineteenth
century, for example, is to see many things through that one particular lens. In the ebb and flow
of American prices we may observe the cultural effect of the Jacksonian movement, the social
impact of the Civil War, the chronology of the industrial revolution and the geography of the
westward movement. Historical happenings as evanescent as moods of hope and fear may be
measured with high precision by a study of prices. In the history of the American Civil War, a
sensitive indicator of northern hopes was the changing price of government bonds from 1861 to
1865. A barometer of southern fears was the price of slaves as it rose and fell through the same
period. Price movements are a powerful source of inferential knowledge about changing
historical conditions and events.

At a still higher level of abstraction, prices may be studied as clues to the nature of
change itself. That is the purpose of this inquiry. Every period of the past has been a time of
change. The world is always changing—but not always in the same way. We shall find
empirical evidence of distinct “change-regimes” in the past that were often highly dynamic, but
stable in their dynamism. Sooner or later, even the strongest of these change-regimes broke
down in moments of what might be called “deep change.” When it did so, one system of change
yielded to another. Deep change may be understood as a change in the structure of change
itself. In the language of mathematics, deep change is the second derivative. It may be
calculated as a rate of change in rates of change.



The method of this inquiry is to describe and hopefully to explain the rhythm of change
regimes and deep change in price movements during the past eight hundred years. The purpose
is to enlarge our understanding not only of prices in particular, but also of change in general.

Large questions about the nature of change have tended to belong more to philosophers
than historians, and have been studied mostly by methods of deduction. The growing
accessibility of quantitative evi-dence allows us to convert a metaphysical conundrum into an
empirical question. Dr. Samuel Johnson would have understood. He once ob-served, “That,
sir, is the good of counting. It brings everything to a certainty, which before floated in the mind
indefinitely.”

Wayland, Massachusetts D.H.F.
June 1996

Preface to the Third Printing

The period from 1996 to 1999 is deeply interesting to an historian of prices. The long inflation
of the twentieth century has given way to a new disinflationary trend, and in some sectors to
actual deflation. We have been living through an era of “deep change,” when one “change
regime” yields to another.

To understand these new economic movements, one must look beyond the boundaries of
economics itself. The world-disinflation of the 1990s was driven mainly by demographic
events: most of all by sustained deceleration in rates of population growth. In many nations,
fertility rates have fallen nearly to the replacement level, or even below it. Demographers
believe that the leading cause is a change in the status of women, though other factors are
clearly involved.

The economic consequences of decelerating population growth are slowing demand and
downward pressure on prices throughout the world, which lead in turn to severe financial
crisis in economies that were organized on expectations of very rapid growth.

Social and cultural consequences have been positive. In that respect, this new era in price
history appears to be similar to periods of price equilibrium in the 15th, late 17th and 19th
centuries. It is marked by rapid declines in internal violence, family disruption, and
consumption of drugs and drink. Many leaders take personal responsibility for these new
trends. The true cause runs deep.

In other ways the new era of the late 1990s is entirely without precedent. A novel
tendency in a period of disinflation is a very powerful inflation of asset values, and especially
in the price of common stocks on many exchanges. Here again the cause is to be found outside
the conventional frame of economic analysis, in social and cultural tendencies that have caused
investment in certain classes of assets to increase more rapidly than the supply of assets
themselves. We might have a major problem here, in what an historian would call a shearing
effect, created by countervailing price movements.

Another problem operates on an entirely different level. In periods of deep change,
understanding lags behind the movement of events. The world changes faster than our thoughts



about it. For example, in the late 1990s, central bankers in many countries continued to think of
themselves as inflation-fighters in a new era when greater dangers rose from disinflation or
even deflation. Economists in the 1990s (monetarists especially) predicted that large increases
in the money supply would cause inflation to pick up again, as would have happened a
generation ago. But other factors have been more powerful.

In the United States problems of economic understanding have been compounded by the
effect of economic prosperity. The Japanese in World War 1II spike ruefully of shoribyo or
“victory disease.” The Greeks called it hubris, and thought that it always ended in the
intervention of the goddess Nemesis. That lady makes her appearance when wave-riders begin
to believe that they are wave-makers, at the moment when the great wave breaks and begins to
gather its energy again.

Wayland Massachusetts D.H.F.
June 1999



THE GREAT WAVE



INTRODUCTION
Great Waves in World History

Upswing in the thirteenth century . . . downswing in the later middle ages .
.. upswing in the sixteenth century which breaks in the seventeenth
century; a third upswing in the eighteenth century . . . what is the meaning
of these movements?

— Wilhelm Abel, 19351

History doesn’t repeat itself—but it rhymes.
—attributed to Mark Twain

THE HISTORY OF PRICES is a history of change. A helpful perspective on the troubles of our time
is a remarkable record of English “consumable” prices since the year 1264, compiled with
great care by Henry Phelps-Brown and Sheila Hopkins. This index shows that market prices of
food, drink, fuel and textiles in the south of England have tended to rise for more than seven

hundred years, at an average rate of about one percent each year.?

Price-inflation has been a continuing problem in the past, but it has not been constant in its
rhythm, rate, or timing. Some eras have been more inflationary than others. A few have
experienced long-term price-equilibrium, and even deflation.

If we study the Phelps-Brown-Hopkins index and others like it, we find that most inflation
in the past eight centuries has happened in four great waves of rising prices. The first wave
continued from the late twelfth century to the early fourteenth century, and has been called the
medieval price-revolution. The second was the familiar “price-revolution of the sixteenth
century,” which actually began in the fifteenth century and ended in the mid-seventeenth. The
third wave started circa 1730, and reached its climax in the age of the French Revolution and
the Napoleonic Wars. It might be called the price-revolution of the eighteenth century. The
fourth wave commenced in the year 1896, and has continued since, with a short intermission in
some nations during the 1920s and early 1930s. It is the price-revolution of the twentieth
century.
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Figure 0.01 links three different price series. The first is D. L. Farmer’s index of English
wheat prices in shillings from 1210 to 1275. The second is the Phelps-Brown-Hopkins price
index of consumables (grains, vegetables, meat, fish, butter, cheese, drink, fuel, light and
textiles) in shillings for southern England from 1264 to 1954. The third is the Ministry of Labor
index of British retail prices in pounds sterling, 1952—93. All are converted to a common base
of 1451-75=100. Sources include D.L. Farmer, “Some Livestock Price Movements in
Thirteenth Century England,” Economic History Review, 2d ser., 22 (1969) 15; E. H. Phelps-
Brown and Sheila Hopkins, “Seven Centuries of the Prices of Consumables, Compared with
Builders’ Wage-Rates,” Economica 23 (1956) 297-314; B. R. Mitchell and Phyllis Deane,
Abstract of British Historical Statistics (Cambridge, 1968) 740—41; idem, Second Abstract of



British Historical Statistics (Cambridge, 1971); B. R. Mitchell, International Historical
Statistics: Europe, 1750-1988 (New York, 1992); Annual Abstract of Statistics (London,
1972-1994).

These great waves were punctuated by periods of a different nature—when prices fell a
little, then found an equilibrium and fluctuated on a fixed plane. One such era, which might be
called the equilibrium of the twelfth century, coincided with the climax of medieval
civilization. Another could be named the equilibrium of the Renaissance (ca. 1400-1480). A
third may be thought of as the equilibrium of the Enlightenment (1660—1730). The fourth might
be remembered as the Victorian equilibrium, for it coincided with the life of Queen Victoria
herself. All of these periods of equilibrium were marked by fluctuations of high complexity.
None experienced long-term price-inflation.

This alternating rhythm of price-revolutions and price-equilibria was discovered as early
as the eighteenth century. It was studied during the 1930s by French economist Francois
Simiand, by Italian scholar Jenny Griziotti-Kretschmann, and by German agrarian historian
Wilhelm Abel.?

Abel’s work is still in print after fifty years, and strong in its empiricism. His purpose
was different from that of other scholars. Phelps-Brown and Hopkins had wanted to know
about the movement of monetized wages and prices. Abel was more interested in agricultural
conditions. He studied the price of grain alone, and converted it to kilograms of pure silver,
rather than measuring a market-basket of “consumables” in monetary units.

Abel found a wave-pattern that was similar in timing to the Phelps-Brown-Hopkins
series, but different in its trend. His revolutions in the price of grain rose more steeply than did
consumables in general, and were followed by periods of sharp decline rather than by price-
equilibrium. Even so, the same long waves appear in both series. They have been documented
in many studies, and are the most robust pattern of secular change in the history of prices—
more so than Kondratieff cycles or any other cyclical rhythm, which must be derived by
“detrending” the data.

This wave-pattern is familiar to European scholars, but it is not well known in the
English-speaking world. The reason why makes a story in its own right, and one that appears in
an appendix to this work. Suffice to say that when French historian Fernand Braudel mentioned
early modern wave-movements in a history of capitalism, American reviewers responded with
expressions of surprise, bewilderment, and outright disbelief.

Most historians in the United States are familiar only with one great wave, the price-
revolution of the sixteenth century. Its successor, the inflation of the eighteenth century, has
been much discussed by French scholars in relation to the revolution of 1789, but it is little
known in America or Britain where its effects were less dramatic. The medieval price-
revolution is even more obscure, because it is distant from our time and its sources are
inaccessible. The price-revolution of the twentieth century is misunderstood for opposite
reasons: the data are overwhelming, and the event is so close to us that we have trouble

thinking of it in historical terms.*
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Figure 0.02 represents decennial movements in the price of grain in five European nations
from 1201 to 1960. It includes wheat in England, France and Italy; and rye in Austria and
Germany. Prices are decennial means, converted to silver equivalents (grams of pure silver
per 100 kilograms of grain). The source is Wilhelm Abel, Agrarkrisen und Agrarkonjunktur:
Eine Geschichte der Land und Erndhrungswirtchaft Mitteleuropas seit dem hohen
Mittelalter (1935; Hamburg and Berlin, 1966), appendix. The raw data are from price lists of
Rogers, d’ Avenel, Barolini, Parenti, Magaldi, and Fabris, listed in the bibliography.

Economists in the United States also have little memory of these historical events, except



for the price-revolution of the sixteenth century, which is distantly remembered as proving the
truth of the axiom that inflation is “always and everywhere primarily a monetary phenomenon,”
as the American economist Milton Friedman wrote in another context. Otherwise, the author
has found that price-revolutions in general are (with some exceptions) entirely unknown to
most economists, political leaders, social planners, business executives, and individual
investors, even as they struggle to deal with one price-revolution in particular.”

This collective amnesia is partly the consequence of an attitude widely shared among
decision-makers in America, that history is more or less irrelevant to the urgent problems
before them. An exception shows the power of this rule. In 1980, American economist Lester
Thurow advised his colleagues that they could not understand the inflationary surges of that era
without entering the distant realm that he quaintly called “the long ago.” By “the long ago,” he
meant the year 1965.°

There are signs that these attitudes may be changing. So turbulent and unpredictable have
been the events of the late twentieth century, that even the most atemporal minds have begun to
realize that history is happening to them. Academic interest in this subject also has a strong
wave-like rhythm of its own. The discipline of price history, which flourished during the
1930s, is now in the early stages of revival.

The purpose of this inquiry is to stimulate growing interest in this subject, by studying
each price-revolution in turn, and then by comparing one with another. We shall describe the
four great waves in their most important aspects: first, their timing, magnitude, rhythm,
volatility, and the sequence of secular change in price levels; second, the pattern of price
relatives for different types of commodities; third, the movement of real wages; fourth, the
pattern of change in rent and interest. The same questions will be asked about periods of price
equilibrium, one of which may be approaching.”

The second task is to explore the question of cause. Braudel himself believed that these
great waves were the strongest secular pattern in modern economic history, but he thought that
the task of explaining them was the “most neglected” problem in historiography, and
“impossible” to solve.

Even so, price historians in Europe have suggested seven causal explanations, which
might be called the monetarist, Malthusian, Marxist, neoclassical, agrarian, environmental, and
historicist models. Monetarists understand movements in the “general price level” as changes
in the value of money, caused mainly by variations in its quantity and velocity. Malthusians
think of price movements in a different way as a material representation of the changing value
of commodities that money might buy, caused primarily by imbalances between demographic
and economic growth. Marxists think that price movements represent the changing terms of
transactions within social systems, mainly between social classes. Neoclassical models
perceive prices as indicators of change in the flow of supply and demand, and explain price-
revolutions as the result of imbalances in market-relations, caused by various demand-centered
or supply-side events, or by changes in the structures of market-conditions themselves.
Agrarian approaches link prices mainly to harvest conditions. Environmental models
understand price-movements as ecological indicators which register imbalances between
human activity and its natural environment. Historicists explain things in their particulars, and



think of each price-revolution as a unique event with its own ad hoc explanation.

Each of these approaches has taught us something useful about their common subject. All
are flourishing today. The differences between them rise in large part from their assumptions
about what prices are, and what the world is made of. They are theoretical constructions, but
all of them also make strong empirical claims that can be tested against historical evidence.
This inquiry will attempt to frame another model that might combine their strengths and correct
their weaknesses.

The third assignment is consider the consequences of price-movements, or more precisely
the consequences of movements that prices represent. These consequences have been profound,
and never more so than in our own time. The darkest tendencies of our troubled era—the
growth of violence and drug use and family disruption which many people identify as the most
urgent social problems of our age— are closely connected to price movements (or, again, the
movements that prices represent). Most students of these social problems are entirely unaware
of these linkages, which bring a new perspective to an understanding of the causes of our
present discontents.

Some of the brightest moments in modern history have also been linked to the rhythm of
material events. This was so for the renaissance of the twelfth century, the renaissance of the
fifteenth century, the age of the enlightenment, and the Victorian era.

A Caveat for the Critical Reader

Before we begin to study these relationships, a caveat is necessary. It should be understood
clearly that the movements we are studying are waves—not cycles. To repeat: not cycles, but
waves.

Cyclical rhythms are fixed and regular. Their periods are highly predictable. Great waves
are more variable and less predictable. They differ in duration, magnitude, velocity, and
momentum. One great price-wave lasted less than ninety years; another continued more than
180 years. The irregularities in individual price-movements make them no more (or less)
predictable than individual waves in the sea.?

Even so, all great waves had important qualities in common. They all shared the same
wave-structure. They tended to have the same sequence of development, the same pattern of
price-relatives, similar movements of wages, rent, interest-rates; and the same dangerous
volatility in later stages. All major price revolutions in modern history began in periods of
prosperity. Each ended in shattering world-crises and were followed by periods of recovery
and comparative equilibrium.

These great waves also differ from cycles in their epistemic status. We know about them
in different ways. Cycles must be teased from the data, commonly by statistical inferences in
which the evidence is “filtered” and “detrended” by various techniques. The great waves are
different in that respect. They appear on the surface of the evidence. To observe them no
filtering or detrending of the data is required. Each great wave is the major price-trend in its
own era. No theoretical models or statistical massages are needed to summon them from
recalcitrant sources. To discover these secular trends in the data, it is necessary to do



something that is very simple, and yet immensely difficult for many academic scholars. One
must learn to look the evidence in the face, without fixed ideological, theoretical or
epistemological preconceptions. We are sometimes told that this is impossible. So it is—for
some people.”

This book is written mainly for general readers who share the author’s interest in
understanding patterns of historical change for their own sake. It also has a message for
practical business leaders, journalists, investors, and ordinary citizens. Today, we are living in
the late stages of the price revolution of the twentieth century. Disaster does not necessarily lie
ahead for us. This book does not predict the apocalypse. It does not attempt to tell the future.
To the contrary, it finds that uncertainty about the future is an inexorable fact of our condition.

But it also finds evidence that what happens in the future is contingent on our choices in
the present, which derive from our memory of the past. The result of this inquiry strongly
suggests that when we make our economic choices, we would do well to improve our powers
of recall, and to remember some very hard-won lessons of historical experience. If our
purpose is to master the dangerous dynamics of our contemporary world, or merely to survive
them, then we must remember the past—even the distant past. We must also learn to think of the
present and future as part of an historical continuum.

Many readers who are literate in economics will remember the special meaning of the
Keynesian dictum that in the long run we are all dead. The events of the twentieth century
should have taught us that this idea, in its most common application, is very much mistaken.
American economist Herbert Stein, after a term of service in Washington, wrote ruefully in
1979, “we woke up to discover that we were living in the long run, and were suffering for our

failure to look after it.”10

To that end, this history begins more than seven centuries ago, on a market day in a
medieval cathedral-town. The date was September 8, 1224. The place was Chartres.



THE FIRST WAVE
The Medieval Price Revolution, 1180-1350

Greet prees at market maketh deere ware.
—Chaucer’s wife of Bath

CHARTRES, September 8, 1224, the festival of the Virgin’s Birth. For more than a week, the
country roads to this cathedral town were clogged with crowds of pilgrims. Some were pious
peasants who wished to thank the Virgin for hearing their prayers. Others were worldly
merchants who came to buy and sell at the great market-fair called the Septembresce.

Their journey brought them to the golden plain of Beauce, prosperous wheat country in the
heart of France. In early September, the rolling fields were bright with ripening grain, and the
last scarlet poppies of the summer were still in bloom beside the dusty roads. In the distance,
footsore travellers could see their destination long before they reached it. The beautiful blue
silhouette of Chartres Cathedral soared high above the horizon, and was visible for many miles
across the open countryside.

The great building that loomed before them, and still stands today, was the seventh
cathedral of Chartres. The fate of the other six made a catalogue of medieval miseries. The
first had been wrecked by the Duke of Aquitania in 743, and the second had been ruined by the
Vikings in 843. The third cathedral had been destroyed in 962, and the fourth had been pulled
down in 1020. The fifth and sixth had burned in 1134 and 1194.

After each of these catastrophes, the people of Chartres acted quickly to rebuild a
structure that was vital to their faith and fortunes. In 1134 and again in 1194, they unhitched
animals from their carts and placed themselves in the traces to haul stone for the new
cathedral. That act of piety was remembered as the Cult of the Carts.

“At Chartres,” one chronicler wrote, “men began with their own shoulders to drag
wagons loaded with stone, wood, grain and other materials to the workshop of the church,
whose towers were then rising . . . one might observe women as well as men dragging [carts]
through deep swamps on their knees, beating themselves with whips.” People of every rank
joined in the Cult of the Carts. “Whoever heard in all the generations past,” another chronicler
wrote, “that kings, princes, mighty men of the world puffed up with honors and riches, men and
women of noble birth, should bind a bridle upon their proud and swollen necks and submit
themselves to wagons.”!

The new cathedral that they built at Chartres was one of Christendom’s holiest shrines. Its
sanctuary held the tunic that the Virgin Mary was thought to have worn when Jesus was born.
Many pilgrims purchased replicas of this garment. Others bought sacred shirts called
chemisettes which soldiers wore beneath their armor and pregnant women draped over their
swollen bellies. During the festival of the Virgin’s birth, the sale of these sacred articles



brought a large income to the people of Chartres.

In the year 1224, this cathedral town was the capital of Europe’s richest province—an
area of 13,000 square miles and a thousand churches. It was called the “great diocese” even in
Rome. The town had become a center of trade and industry, specially renowned for textiles,
weapons, and leather goods.

The hub of this thriving economy was the Cathedral itself. During the festival, much
buying and selling took place within the church. Food and firewood were sold inside the south
door. Manufactured goods were available at the north door, where buyers and sellers haggled
over prices. The side aisles of the nave became a labor-exchange, where artisans gathered in
anxious circles around employers. The crypt was given over to the wine merchants. The south
cloister was opened to the stalls of the money-changers. So lucrative were the rents paid by
these much-hated men that a lively competition developed for their business between the
Cathedral’s canons and deans, who controlled different parts of the building. The great

cathedral was both a religious and an economic institution.?

At the same time it was vital to its community in another way. Every great work of
architecture is a cultural symbol. Chartres was a case in point. The beautiful cathedral
perfectly symbolized an era that Charles Homer Haskins called the Renaissance of the twelfth
century.? This was the period when medieval civilization reached its highest level of cultural
achievement. In the twelfth century, Romanesque architecture attained its peak of perfection. At
the same time, the new Gothic style appeared full blown in the cathedrals of Paris (1163) and
Canterbury (1175), as well as Chartres itself (1194). The people of France constructed more
than eighty new cathedrals, 500 abbeys and 10,000 parish churches during this era—a building
program that consumed more stone than the pyramids of Egypt, and more labor than the roads
of Rome.*

Great universities were founded at Paris, Oxford, Bologna and Salerno. Rapid progress
was made in the revival of classical learning. Immortal works of Europe literature were
recorded in the vernacular— Le Cid in Spain, the Nibelungenlied in Germany, the Chansons
de Geste in France, and the Arthurian Legends in Britain.

The twelfth century was also an epoch of high importance in political history. It was an
era of great kings. Henry II of England (1154—89), Frederick Barbarossa of Germany (1152—
90), Philip Augustus of France (1180-1223), and Alfonso II of Castile (1126-57) all claimed
the title of Emperor, and enlarged their power and dominions. The twelfth century was also the
great age of feudalism, when complex rules of chivalry and heraldry and primogeniture were
elaborately codified. It was a time when new charters were granted to towns, gilds, and
corporations. The twelfth century in Europe was marked by the simultaneous development of
monarchy, aristocracy and popular government in open and pluralistic systems that were
unique to the Western world. Power was broadly distributed among kings, clergy, nobles and
COmMonS.

The twelfth century was an age of European expansion. The last major invasions by
Magyars, Saracens, and Moslems had come to an end by the year 1050. Thereafter, the
population of Europe slowly began to increase. It did so in northern Italy and southern France
as early as the year 1000. In Spain, historians still speak of the great repoblacion that



commenced about 1150.

Europeans began to move outward. The first crusade began in 1096, and was followed by
many others in the 12th century. This also was the time of the Drang nach Osten—the
movement by Teutonic Knights into eastern Europe. It was the age of the great Scandinavian
migrations, west from Norway to North America, and east from Sweden to Russia.
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All of these movements rose from an expanding demographic base. Families, cities,
markets, gilds, and fairs multiplied everywhere in Europe. Centers of commerce and industry
grew at a great rate. As late as the year 1100, Paris had been a small settlement, largely

confined for its own security to an island in the Seine. By 1215 it had become a city of perhaps

50,000 souls. The economy of medieval Europe rapidly developed from a comparatively
primitive system of barter exchange toward a more complex system of market relationships.

The growth of population and the increase of wealth were roughly in equilibrium during
the twelfth century. Prices remained comparatively stable throughout this period. The only
major economic problem was the so-called “money-famine” of the eleventh and twelfth




centuries—an event that would occur in most eras of price equilibrium throughout modern
history. The growth of population and prosperity had created demand for a larger circulating
medium. With precious metals in short supply, the people of Europe began to use what
historian David Herlihy calls “substitute money”—not barter or commodity money, but liquid
assets of high value called mobilia, such as silver jewelry, furs, fine textiles and even books.”

By the year 1100, the hunger for specie was so great that the canons of Pistoia’s St. Zeno
Cathedral melted down their great crucifix and used it for money. German princes sold their
imperial seals. English nobles exchanged their silver sword mounts, and French bishops
converted their golden chalices into cash. The theologian Fulbert of Chartres justified these
practices with the casuistry that it was better to sell sacred vessels to Christians than to pawn

them into the hands of Jews.®

This money-famine was only a hint of economic trouble in a period of high prosperity
throughout Europe. The architecture of Chartres Cathedral perfectly captured the soaring
optimism of its age. The geometry of its great rose windows symbolized a dynamic equilibrium
that had appeared in the economy of Europe. The solid strength of the cathedral building
embodied a union of social order and spiritual harmony. The bustle of commerce within its
walls represented the prosperity that seemed to have become a permanent part of western
culture in the early thirteenth century.

But it was not to be. Ironically, the era when Chartres was built was a time of a deep
change in European history—a moment when one change regime yielded silently to another.
Even as the great vault of the Cathedral was completed in the year 1224, dangerous stresses
were beginning to develop within the structure of medieval civilization.

A symptom of trouble, and also in part its cause, was a movement that might called the
medieval price revolution. This was a long wave of rising prices that began late in the twelfth
century, and continued to the middle of the fourteenth century.

In its earliest stage, the new trend was nearly imperceptible. It first appeared as a minor
price-flutter in medieval market-fairs such as the Septembresce. By the festival of 1224, the
pilgrims of Chartres would have noticed that prices were a little higher, especially for
firewood and food that was for sale inside the south door. Manufactured goods at the north
door were also up a little, but not as much as food and fuel. The money-changers were getting
more for their services, and the laborers who anxiously sought employment in the nave would
have noticed that wages were beginning to lag behind the rising cost of living.

All of these changes were still of minor magnitude in the year 1224. The price-revolution
had barely begun. But once underway, it would continue for more than a century. Many years
later it would end in a catastrophe so complete that scarcely anything of medieval civilization
survives today except the beautiful blue silhouette of Chartres Cathedral, which still soars
triumphantly above the scarlet poppies on the golden plain of Beauce.

The Medieval Price Revolution Begins, circa 1180-1230

Many years ago, the brilliant British polymath William Beveridge hypothesized that there had
been a “price-revolution of the middle ages.” That idea was at first ignored or rejected by



medieval historians, who regarded its author as a trespasser on their turf.’
Trespasser or not, Lord Beveridge was correct in his belief. Toward the end of the

twelfth century, prices began to rise throughout medieval Europe in a new trend that was
destined to continue for more than a century. In England where evidence is most abundant, the

inflection-point of this new trend appears to have come about the year 1180.%

By the measure of modern movements, the medieval pricerevolution advanced at a very
slow pace. Economic historian Michael Postan estimates that “the secular rise of prices

between say 1225 and 1345 proceeded at a rate not higher than 0.5 per cent per annum.”®
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Figure 1.02 analyzes patterns of change in English wheat prices (1330/1-1346/7 =100). Prices



are for harvest years (e.g., 1347 = Michaelmas, Sept. 29, 1346, to Michaelmas, Sept. 29,
1347). Data are from a price series by D. L. Farmer in H. E. Hallam, ed., The Agrarian
History of England and Wales, vol. 2, 1042—1350 (Cambridge, 1988), 779-91. Trends are
fitted with an Excel 5.0 program.

Even so, this great inflation of the medieval era was great because it was general
throughout the Western world, and because it continued for a very long time. It happened in
England, France, Italy, Germany, Iberia, and every other part of Europe where prices have
been studied.!'® Throughout that broad region, its impact was not perfectly uniform. The pace of
inflation was comparatively rapid in the north of Italy, moderate in England and France, and
slowest in eastern and northern Europe; but no part of the Western world is known to have
escaped it.1!

Why did medieval prices go up? Some historians find the cause in an expansion of the
money supply; others, in the growth of population. Both factors were involved, but population
appears to have been the prime mover. Before 1150, as we have seen, the population of Europe
had been slowly increasing. After 1170, its rate of gain accelerated. In Picardy, the rural
population doubled during the last quarter of the twelfth century (1175-1200), and kept
growing rapidly for three generations thereafter. Similar trends appeared in England, France
and Germany. '
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Figure 1.03 compares the medieval price revolution in three parts of Europe, where trends
were much the same in the thirteenth century, but different in the play of contingent events
during the crisis of the fourteenth century. These data were compiled by Wilhelm Abel from
price series of Rogers (England); d’ Avenel (France); Bartolini, Fabris, Magaldi and Parenti
(Italy). The source is Abel, Agrarkrisen und Agrarkonjunktur, appendix.

During the thirteenth century, large parts of rural Europe became more densely settled than
they would ever be again until the twentieth century. One study of the Lincoln fens on the east
coast of England finds that the number of inhabitants reached a level in 1287 that would not be



exceeded until 1950. Similar patterns have been discovered in the English counties of
Devonshire, Gloucestershire, Leicestershire, Cambridgeshire, Warwickshire and Norfolk.13

The cause of medieval population-growth was mainly an increase in fertility, not a
decline in mortality. After a long period of comparative stability and growing prosperity,
women throughout Europe married at earlier ages and decided to have more children. The

result was a medieval baby boom that began in the twelfth century and continued for many

years. !4

This medieval baby boom had important economic consequences. It changed the age-
structure of the population. As long as it continued, a larger proportion were dependent
children. Fewer were mature adults in the prime of their productive years. This happened at
the same time that people needed more food, fuel, houses and land. Demand for life’s
necessities expanded more rapidly than supply could increase. Inexorably, prices went up.!°



Figure 1.04 finds a strong a
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ssociation between prices and population growth in medieval

England. The sources for population are point estimates by H. E. Hallam (1983) and E. Miller
(1991); and for grain prices a series by D. L. Farmer, ail in The Agrarian History of England

and Wales, 11, 537; 111, 4-5.



The Medieval Price Revolution
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Figure 1.05 shows the long rise of agricultural prices in Angevin England. As in other price
revolutions, the price of staple foodstuffs and energy led the advance, and were also the most
volatile. The source is D. L. Farmer, “Some Livestock Price Movements in Thirteenth Century
England,” Economic History Review 2d ser., 22 (1969) 15.

Not all prices increased at the same rate. The most rapid rises appeared in the price of
energy, food, shelter and raw materials— items most heavily in demand during a period of
population growth, and least elastic in their supply.'® Specially striking was the price of
energy. In England from 1261 to 1320, the price of firewood and charcoal rose faster and



farther than that of any other commodity. The cause was not hard to find. During the late twelfth
and thirteenth centuries, Europe rapidly cut down its forests, consumed its timber, and burned
its brushwood for fuel. Timber and charcoal began to be imported over increasing distances,
and the great coal fields of England, Belgium and France began to be exploited on a large scale
during this period. London suffered severely from smoke pollution in the thirteenth century.!”

Close behind the soaring cost of energy came price-rises for food-stuffs of various kinds
—particularly for grain, meat, and dairy products that were the staples of life in medieval
Europe. This trend was evident everywhere in the Western world, where a grain market was

well established by the early thirteenth century.!®

By contrast with energy and food, the price of finished manufactures such as cloth and
nails increased comparatively little—less than the cost of raw materials such as wool and iron.
The inflation of industrial prices was moderate, because the supply of manufactured goods
could be expanded more easily to meet rising demand.

A case in point was the cost of armor. This, the leading “consumer durable” in medieval
Europe, was mainly designed to make a more durable consumer. Iron skullcaps called coifs
were worn not merely by soldiers but also by traveling merchants who lived in a world where
consumer complaints were forcefully expressed. The price of iron coifs and body armor in the
thirteenth century behaved very much like that of washing machines and refrigerators in the
twentieth century. It rose in nominal terms, but fell in relation to other commodities for which
supply was less elastic.”

Altogether, historian Michael Postan observes that “movements of agricultural and
industrial prices did not synchronize” with one another during the medieval price-revolution.
This distinctive pattern of price-relatives was typical of a demand-inflation. It appeared in
every great wave without exception.?’
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Figure 1.06 represents the relative movement of commodity prices in England from 1261-70 to
1311-20. As in most price revolutions, the cost of energy and food rose most rapidly.
Manufactured goods lagged behind. Prices are decennial means, computed from raw data in J.
E. Thorold Rogers, A History of Agriculture and Prices in England, 1, 1259-1400.

This population-driven inflation was reinforced by material pressures of many other
kinds. An economic consequence of population-growth was an expansion of trade. In England,
the number of weekly markets licensed by the Crown grew at an accelerating rate from 1180 to
1274. These medieval markets were mainly places for the local exchange of firewood, grain,



livestock, bread, ale, cloth and “chapman’s wares” such as coal, salt and fish,2!

The growth of commerce stimulated industrial development, at such a pace that medieval
historian Jean Gimpel speaks of an “industrial revolution of the thirteenth century.” Dye works,
fulling mills and iron works multiplied throughout Europe. Some operated on such a scale that
the effects of environmental pollution by medieval industries still scar the landscape of Europe

seven centuries later.?2

The growth of commerce and industry had major consequences for monetary systems.
Expanding markets increased the velocity of money in circulation. This added a monetary
inflation to a demand inflation, and caused prices to keep on rising, once the increase had
begun.

Cultural Responses to the Medieval Price Revolution

In the mid-thirteenth century, the medieval price-revolution entered a new stage. Inflation rose
beyond the limits of previous price fluctuations. As it did so, people began to think about it in a
different way— not as a sequence of fluctuations, but as a secular trend. Many years ago, a
German scholar discovered that during the middle decades of the thirteenth century (circa
1230-60), medieval writers changed their language of economic description. When they
referred to rising grain prices, they shifted their Latin terms from fames to caristia. Fames
meant famine, hunger, short harvests. Caristia (from the adjective carus, costly, dear) meant
high prices in general and the high cost of living.??

This change of terms from fames to caristia meant that the increase in the price of food
was no longer perceived to be mainly a matter of fluctuations in the size of the harvest. It was
now recognized as a general inflation. People had begun to awaken to the fact that the rising
cost of living was not a short-run disturbance but a long-term movement.

This discovery set in motion a series of cultural responses that caused prices to rise
higher. One of the most important of these inflationary responses was an expansion of the
money supply. Silver was the most common coin in commercial exchanges within Europe
during the thirteenth century. Gold tended to become the leading currency in international
trade.?*

The supply of these precious metals was remarkably small in the medieval West. Scholars
have estimated that as late as the year 1500, all the gold in Europe would have fit within a
two-meter cube (that is, eight cubic meters in all).?> The supply of silver was much larger, but
still very small by modern standards. As late as 1200, England’s silver stock totaled only
about 300 tons, and would have fit into a fourteen-meter cube. Altogether, it amounted to only a

few ounces of sterling for every man, woman and child in the realm.?®
At the same time, there were also heavy losses of silver from Europe. France’s

unfortunate King Louis IX (1214-70) was captured on a crusade in the year 1250. His royal
ransom (together with expenses of the crusade itself) cost his nation 240 tons of silver—a

heavy burden on a medieval economy.?’
During the thirteenth century, a major effort was made to expand the supply of silver in



Europe. Old mines opened again in Hungary and the Harz Mountains. New mines were brought
into operation. Output was increased by new technologies.’® By the end of the thirteenth
century, production may have risen as high as fifty tons a year.?” Much of this metal was turned
into currency. Mints throughout Europe coined money on demand; merchants commonly
appeared with a supply of silver, and asked to have it converted into coin, which was done for
a fee.30

Silver stocks expanded throughout Europe in the thirteenth century. One study finds that
silver coins minted in England rose from 200,000 pounds in the period 1210-18, to more than
500,000 in the 1240s, and above 1,000,000 pounds in the 1280s. As the quantity of money

increased, its value declined. The effect was to drive prices higher.>!

Gold, which had drained away from Europe during the early Middle Ages, now began to
flow in again. Some of it was stolen by Venetian pirates, Teutonic knights and French
crusaders. More was gained in trade, and large quantities of bullion were imported from the
mines of Africa. In the mid-thirteenth century, the Italian city-states became the first in the West
to mint gold coin since the fall of Rome. Genoa may have been the earliest trading town to do
s0, as early as 1249. The people of Florence followed with gold florins in 1252. Venice began
to issue gold ducats in 1284. The ducat became renowned for its stability, by keeping its gold
content unchanged for more than five hundred years, from 1284 to the fall of the Venetian
republic in 1797. The quantity of gold and silver in circulation, and probably their velocity as
well, increased during the late thirteenth century, and added to inflationary pressures.>?

Despite these increases, historian Carlo Cipolla observes, “the supply of precious metals
proved to be relatively inelastic throughout the whole period, and the growth of the demand for
silver for monetary purposes exceeded the supply.” To solve this problem, a variety of other
monetary expedients were adopted. Commodities were used as money in addition to gold and
silver. Pepper, for example, became a form of currency in the seaport cities of southern
Europe. New credit instruments such as contracts of exchange and bank transfers expanded
rapidly.®

Metal coins were also systematically debased. In Italy and France particularly, mint-
masters reduced the content of silver in their coins, and increased the quantity of base metal.
Individuals acted in other ways to diminish the value of money that passed through their hands.
Coins were clipped, filed, scraped, and washed despite ferocious penalties. Cipolla finds
evidence that debasements “became more rapid between the middle of the thirteenth century
and the fourteenth century.”3*

The continuing rise in commodity prices during the later stages of the price-revolution
was linked to these monetary factors. Deliberate increases in the quantity of precious metal,
debasements of various kinds, and the development of other instruments of exchange all sent
prices higher. But the money supply was not a deus ex machina that descended inexorably
upon the economy. It was an artifact of human will and purpose. People responded to the
discovery of caristia by deliberately expanding the quantity of money. In cultural terms their
actions helped individuals and institutions to cope with high prices, but had the collective
effect of driving prices higher. The price-revolution thus became a self-reinforcing process.
High prices increased demand for money. When the demand was met by increased supplies of



money, and growing velocity, prices were driven higher.
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Figure 1.07 explores the impact of money on prices. It finds an association in movements
around the central tendency. Recoinages lowered prices; debasements inflated them. The
source is D. L. Farmer, “Some Livestock Price Movements in Thirteenth-Century England,”
Economic History Review, 2d ser., 22 (1969) 21.

Other responses to rising prices appeared in the movement of wages, rents and interest. In
the early stages of the great wave, wages had kept pace with prices, and during some decades
even increased more rapidly. But as inflation continued in the mid-thirteenth century, money



wages began to lag behind. As a consequence real wages fell, slowly at first, then with
growing momentum. By the late thirteenth and early fourteenth centuries real wages were
dropping at a rapid rate. In 1320 real wages in western Europe were 25 to 40 percent lower
than they had been a century before.?

At the same time that real wages fell, rents and interest rose sharply. Returns to
landowners generally kept pace with inflation and even exceeded it. The old notion that feudal
and manorial lords were hard pressed by falling real income during price-revolutions has been
contradicted by much research. In many parts of Europe, rents and land values increased even
more rapidly than the price of energy and food. The pioneering French price historian Georges
d’ Avenel may have been the first to discover that rents reached very high levels during the late
thirteenth century—the “highest recorded levels in all of the Middle Ages.” Subsequent
research has solidly confirmed d’ Avenel’s findings. The rate of increase in rent appears to
have been greater than 2 percent a year—twice the inflation of grain prices in the later stages
of the price-revolution.3®
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Figure 1.08 finds that returns to labor kept up with the rising cost of living in the beginning of
the medieval price revolution, but lagged behind in the later stages (circa 1265-1330). The
data are in D. L. Farmer, “Prices and Wages,” in H. E. Hallam, ed., The Agrarian History of
England and Wales, Volume 11, 1042—1350 (Cambridge, 1988) 777.

Manorial lords had many ways of protecting their income against inflation. They could
impose new fines and feudal dues upon the peasantry, and often did so. They also possessed
monopolies of milling—in effect, owning the water and even the wind in their territories. The
chronicle of Jocelin de Brakelond tells of a free spirit named Herbert the Dean who built



himself a mill, and defended it with an argument that “free benefit of the wind ought not to be
denied to any man.” His lord was reduced to paroxysms of fury, and swore that “by God’s face
[ will never eat bread till that building be thrown down.” Conflicts of this sort commonly
ended in the triumph of the lord.?”

The Medieval Price Revolution
Retums to Land: The Rise in Rents and Real Estate Values
Arable Land in Picardy Arable Land in Germany
1201-1300 1100-1350
Jr — 350 - 25
livres per grams of silver
4 ] juumal 3[“] i per acre /_ Eﬂ
250 |
3 200 | " + 15
7 | 150 L sale pnces 110
100 |
1 - 13
30 ¢ = ground rents
0 i i I Y VSR, POUN { i i L i )]
1200- 1230- 1260- 901- 1101- 1251-
1210 1240 1270 1000 1200 1300
1

= T T T T I T T T

Figure 1.09 examines returns to landed capital in France and Germany, and finds that rents and
real estate values rose more rapidly than wages and the general price level. Sources include
Robert Fossier, La terre et les hommes en Picardie, 1:581; Karl Lamprecht, Deutsches
Wirtschaftsleben im Mittelalter (Leipzig, 1886) 2:614—615.



In the late thirteenth century, manorial lords aggressively expanded their economic
privileges. At St. Albans, just north of London, the Abbey constructed its own grist and fulling
mills, and forbade the inhabitants to take their grain and cloth anywhere else or even to process
them in their homes. The result was an insurrection in 1274. When Queen Eleanor passed
through St. Albans, she was met by a vast throng of weeping women, reaching out their hands
in supplication and crying “Domina, misere nobis.” The Queen tried to help them, but the
Abbot of St. Albans took his case to the King’s court and won. Strife continued at St. Albans
for many years, while the abbots waxed fatter and the peasants grew thinner. Similar scenes

were enacted throughout Europe.®

At the same time, rates of interest also rose very high. In the Italian city states, interest
charged in actual transactions increased from 12 percent a year before 1230, to 20 percent
later in the century. This rise was greater than the average increase of commodity prices. Real

interest rose at a time when real wages were falling.*

Men of wealth were able to profit by the price-revolution in many ways. Powerful Italian
merchants, for example, obtained laws that allowed them to insist on being paid in gold florins
or ducats which held their value, but permitted them to pay wages and taxes in silver coins
which were much debased. As a consequence, rich merchants grew richer, and the poor sank

deeper into misery and degradation.*

This growing gap between returns to labor and capital was typical of price-revolutions in
modern history. So also was its social result: a rapid growth of inequality that appeared in the
later stages of every long inflation. A case in point was the commune of Santa Maria
Impruneta, six miles south of Florence in the hills of Tuscany. In 1307, the richest tenth of
Impruneta’s families held about 33 percent of its wealth. By 1427, their holdings had increased
to 50 percent. At the same time the poor sank deeper into distress. The wealth of the bottom
half of the population sharnk from 21 percent to 6 percent. The rich were growing richer. At
the same time, much evidence survives of the rapid growth of rural poverty and homelessness
during the late thirteenth and fourteenth centuries.*!

Yet another set of cultural responses to inflation created disparities of a different kind:
fiscal imbalances between public income and expenditures. Governments fell deep in debt
during the middle and later years of the thirteenth century. As spending outran revenues,
monarchs borrowed heavily from domestic and foreign merchants. In Constantinople, the last
Latin Emperor Baldwin II (1217-1273), was so hard pressed for ready cash between 1237 and
1261 that he surrendered the Crown of Thorns as collateral for loans by Venetian bankers.
Public deficits began to grow out of control—another dangerous tendency that developed in the

later stages of every price-revolution and gravely weakened the spring of government.*
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Figure 1.10 finds that wealth inequality increased in the late stages of the medieval price
revolution, and the early years of the Renaissance equilibrium. The cause appears in figures
1.08 and 1.09: a rise inreal returns to capital and a fall in real returns to labor. The evidence
consists in the distribution of assessed wealth in the Italian commune of Santa Maria
Impruneta, six miles south of Florence. Data are from the éstimi of 1307 and 1330, and the
catasto of 1427, in David Herlihy, “Santa Maria Impruneta: A Rural Commune in the Late
Middle Ages,” in Nicolai Rubenstein, ed., Florentine Studies (Evanston, 1968), 242-76. The
data are organized in a Lorenz Curve which measures wealth shares in the population by
decile.



The Third Stage: Growing Instability

In the late thirteenth century, the medieval price-revolution entered another stage, marked by
growing instability. Prices rose and fell in wild swings of increasing amplitude. Inequality
increased at a rapid rate. Public deficits surged ever higher. The economy of western Europe
became dangerously vulnerable to stresses that it might have managed more easily in other
eras.

In the late thirteenth century, the growth of population was pressing very hard against
resources. Many people found themselves living precariously near the edge of survival. As the
number of people increased, lands of lesser quality had been brought into cultivation. Farmers
on these poor lands had to work much harder to scratch a living from the soil. Production and

productivity fell for both land and labor. Many were driven to the margin of subsistence.*?

For peasant farmers in that situation, the most immediate perils arose from changes in the
weather. Throughout western Europe, the size of the harvest had always varied from one
season to the next. Rainfall was the vital factor. In Europe, unlike other parts of the world, the
great danger was too much rain rather than too little. Heavy rains in midsummer beat down the
ripening grain and rotted it in the fields. Wet years, more than dry ones, brought short crops and
soaring prices.

There had been seasons of scarcity even in the best of times. Most years had their dreaded
disettes, which were the intervals that came after the last grain crop had run out, and before the
new crop came in. Disettes occurred even in normal years. When things went wrong there
were grand disettes, and scarcity became starvation. From 1260 to 1320, the rhythm of grain
prices in England and Wales showed that grand disettes increased in frequency, severity and
duration. Similar patterns appeared in greater or lesser degree throughout western Europe. In a
time when people were living closer to the margin, the effect of harvest fluctuations was to

create dangerous instabilities.**

Even in normal times, the margin was so narrow that a shortage of only 10 percent in the
harvest caused severe suffering among impoverished peasant families. A shortfall of 20
percent meant starvation. And these were not normal times. The social effect of even small
variation in the climate was enlarged by a growing imbalance between population and
resources.

Within the villages of medieval Europe, the effect of harvest fluctuations on farm prices
was compounded by other problems in medieval markets. Agricultural conditions were apt to
vary from one region to another, even from one village to the next. The transportation of bulk-
commodities such as wheat or barley across the countryside was not easy in the thirteenth
century. Scarcity and surplus often existed within a few miles of one another. In Normandy
during the year 1180, wheat fell to one livre at Norrancourt where the market was glutted. At
the same time, the price was ten livres at Mortain and sixteen livres on the Cotentin peninsula,

which suffered a shortage. These places were only a few miles apart.*

Added to market problems were monetary disturbances. As prices rose in western
Europe, governments manipulated their coinage with an increasingly heavy hand: sometimes
debasing it by reducing the quantity of silver; sometimes restoring its value by recoinages.



These repeated acts had an impact upon price levels. Debasements drove prices up; recoinages
brought them down again. Economic historian David L. Farmer has shown that the price of
oxen fell after each recoinage in England during the thirteenth century.*®

The effect of repeated recoinages and debasements in the thirteenth century was to
increase the instability of markets and prices. When one medieval state debased its coinage,
merchants responded by carrying their silver to another kingdom and having it reminted in a
currency that held its value. In France, for example, Philip the Fair debased his silver coins so
severely that Geoffroi de Paris protested that “the king was playing the magician, transforming
60 into 20 and 90 into 30.”+

Moneyed men carried their silver across the channel, and had it struck as English sterling.
In 1305, John de Everdon, England’s Warden of the Exchange, reported that the “merchants
were daily bringing silver there in great quantities,” so much so that the mint was running six
weeks behind. The quantity of England’s money supply surged from 1305 to 1310, and prices
of even the most humble commodities increased sharply. Eggs, which had cost less than four
pence a hundred before 1305, suddenly rose above sixpence in 1306. The price of a laying hen
doubled, from one penny to more than twopence. A historian of this sudden inflation concludes
that the leading cause was a change in the size of the money supply.®

Exchange rates also became highly unstable in the fourteenth century. Governments tried
to stabilize their fragile economies by imposing export controls. The effect was often the
opposite of what was intended. England’s Edward I, for example, tried to make things better by
forbidding the export of English coins in 1299. By 1307, he had prohibited the removal of
foreign money as well. He also pegged gold at an artifically high level relative to silver. These
policies caused increasing distortions in exchange rates, which in turn created dislocation in
English trade.*

Other sources of instability were financial in their nature. In the late thirteenth century, a
major crisis led to the disruption of credit and banking in the western world. The great Italian
banks dangerously overextended themselves by lending heavily to monarchs and private
borrowers. These loans were highly lucrative—for a time. They brought prosperity to the north
of Italy, and especially to the city of Siena, which in the words of one leading historian was
“for seventy-five years the main banking center of Europe.” As Siena flourished in the
thirteenth century, its citizens began to build a great cathedral which was intended to be the
largest in Europe. The magnificent architecture of its central square, which today delights so
many tourists, was created by the prosperity of this era.*

In the year 1298, Siena’s banking boom came suddenly to an end, with the failure of its
greatest bank, the Gran Tavola of the Buonsignori. This was a world bank, with agents
throughout Europe and the Mediterranean basin. Among its borrowers were great merchants,
cities, nobles, kings and even the Pope himself. Increasing numbers of these loans went sour. In
the year 1298, a banking panic began in Siena. The Buonsignori managed to hold things
together for nearly a decade, but finally in 1307 the great bank collapsed. Many lesser
enterprises failed with it.

The economy of Siena did not recover from this disaster for many years. Work on the
great cathedral was abandoned. The building stands today in the same unfinished state as when



workers downed tools in the fourteenth century. The city’s magnificent central square is still
frozen in time—a fiscal Herculaneum that had been engulfed by the great wave of the thirteenth

century.”!

Siena’s loss was at first a gain for the city of Florence. In the early fourteenth century
there were three great Florentine banks—the Bardi, Peruzzi and Acciaiuoli—and many smaller
ones such as the Mozzi, Franzesi, Pulci, Rimbertini, Frescobaldi and Scali. Some of these
enterprises grew even larger than the Sienese houses that had preceded them. The bank of the
Peruzzi, for example, had fifteen branches throughout the world, and was bigger than the
Medici Bank would ever become.

The big Florentine banks made foreign loans to the kings of England and Naples. This
was a dangerous business. Once it had begun, the loans grew inexorably larger. The banks
could not call them in, for fear of default or confiscation. The results were inexorable.

Early in the fourteenth century Florentine banks began to fail. The Mozzi went under in
1302, the Franzesi in 1307, the Pulci and Rimbertini in 1309, the Frescobaldi in 1312, and the
Scali in 1326. Six houses failed in 1342. Then, in 1343 and 1346, the three great houses of the
Peruzzi, Acciaiuoli and Bardi all collapsed with a great crash. Not for many years would
banking enterprise recover in Tuscany.

Behind these events, many factors were operating at the same time: climatological,
demographic, monetary, commercial, fiscal and financial. Together they unsettled social
relationships throughout Europe, and caused deep suffering among the poor.

Monarchs attempted to impose price regulations with little success. In the fourteenth
century, powerful elites condemned price controls as unnatural, ineffectual and immoral, much
as other economic moralists would do in the twentieth century. The Canon of Bridlington wrote
in 1316, “How contrary to reason is an ordinance on prices, when the fruitfullness or sterility
of all living things are in the power of God alone, from which it follows that the fertility of the
soil and not the will of man must determine the price.”

The arguments of medieval theologians differed in detail from those of modern
neoclassical economists, but the conclusions were much the same. Price controls were
condemned in the fourteenth century both as constraints upon the free market, and as violations
of the will of God. In every price-revolution, as we shall see, propertied and powerful elites
would oppose economic controls and profit by their absence.

As prices rose and fell and rose again, complex linkages and multipliers began to operate.
Rising prices led to a need for larger stocks of silver and gold, which drove prices higher still.
Great kingdoms and small city states teetered on the edge of bankruptcy. They struggled to
survive by borrowing heavily at ruinous rates of interest, and by debasing their money, thereby
introducing powerful instabilities into the price system of western Europe. Manorial lords
maintained their incomes by raising rents. A growing peasant population brought marginal
lands into cultivation, causing productivity to fall. More workers competed for fewer jobs, and
wages lagged behind price increases. As real wages fell, the margin of subsistence became
paper-thin. There was less security against any sort of trouble, at a time when danger was
increasing. Medieval Europe had come to the edge of disaster.



The Crisis of the Fourteenth Century

The first years of the fourteenth century were a time of dark foreboding for the suffering
peasantry of Europe. The economy of the Western world was in deep disorder. Material
inequalities had dangerously increased. The growth of population far outpaced the means of its
subsistence. The cost of food and firewood surged to high levels. Poverty and hunger increased
in many parts of the Western world.

Then, in the summer of 1314, the weather turned cold and very wet. Rain fell incessantly.
Crops rotted in the fields. Grain harvests were late and desperately short. In England,
Parliament asked King Edward II to impose price controls on farm products. He speedily did
so. Royal sheriffs rode through the realm proclaiming maximum prices for food, poultry and
livestock.

These disturbances seemed at first to be merely another routine disaster of a sort that had
often afflicted medieval Europe. Crops had fallen short before. In the winter of 1314, people
tightened their belts and prayed for better times.

But the next harvest was worse. The spring of 1315 brought heavy rain throughout Europe.
Stormy weather lashed the continent for months. Dikes collapsed in England and the Low
Countries. Entire fields washed away in France. Villages were destroyed by rising rivers in
Germany. Once again grain and fodder crops failed. This was not merely a set of local
shortages. It was, in the words of historian Henry Lucas, “a universal failure of crops in 1315 .

.. from the Pyrenees to Slavic regions, from Scotland to Italy.”!

In England during the year 1315, the price of wheat rose eightfold, from five shillings to
as much as forty shillings. Hungry livestock sickened and died. The chronicles tell of a “great
murrin” which took a heavy toll of domestic animals. Impoverished peasants ate cats, rats,
reptiles and insects. Many tried to survive on animal droppings. Others ate the leaves from the
trees. In London, Paris, Ypres, Breslau and Utrecht, the streets were littered with dying people.
Gangs of starving laborers roamed the countryside in search of food. Crime became

widespread—mostly the theft of food, or anything that could be exchanged for food.?

The economy of Europe, already dangerously fragile, disintegrated under a stress that it
might have survived at another time. People sought scapegoats for their suffering. Millers and
bakers became favorite targets. In France, the people of Paris staged a mass punishment of
bakers who had been found guilty of mixing their flour with animal droppings. Sixteen bakers
were lashed to wheels in public squares and made to hold bits of rotten bread in outstretched
hands, while they were beaten and reviled by the multitude.’
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Harvest Fluctuations and Famines in England
average annual grain prices as a percent of decennial means
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Figure 1.11 measures annual harvest prices as a percent of decennial means. Abundant crops
drove prices down; scarcity sent them up again. The impact of scarcity grew more severe as
the price revolution continued, reaching a peak in 1315—17, the worst famine in European
history. This graph is created from price series in James E. Thorold Rogers, A History of
Agriculture and Prices in England, vols. I & IL

In England, even the King felt the famine. One chronicle recorded that “when Edward II
with his household stopped at St. Albans at the Feast of St. Laurence [August 10], it was
practically impossible to procure bread for his court.” But large hoards of grain remained in



the hands of kings and noblemen in the west, and Teutonic Knights in the east, and great abbeys
throughout Europe. The ruling few of Europe were slow to open their granaries to feed the
starving many. All of these things happened in the year 1315.*

Then, inconceivably, torrential rains came again in 1316. The grain crop failed a third
year in a row. Europe began to experience the worst famine in its history. When other sources
of food ran out, people began to eat one another. Peasant families consumed the bodies of the
dead. Corpses were dug up from their burying grounds and eaten. In jails the convicts ceased
to be fed; we are told that starving inmates “ferociously attacked new prisoners and devoured
them half alive.” Condemned criminals were cut down from the gallows, butchered, and eaten.

Parents killed their children for food, and children murdered their parents.>

The death toll in this famine is unknown. It must have been very large. The town of Ypres,
with a population of perhaps 25,000 souls, counted 2,794 burials at public expense from May
to October, 1316, not including many others whose families paid for their interments. More
than 10 percent of the population died in pauperis within the span of less than six months.
Many other deaths must have gone unrecorded. Ypres was not unique in its suffering. Some
historians estimate that a tenth of Europe’s teeming population perished in the years 1315 and
1316.°

In the wake of famine, epidemics began to break out. Both people and animals suffered
from a nameless pestilence that spread swiftly through the continent. Some of its symptoms
were similar to those of modern anthrax; others were more like ergotism and dysentery.
Probably this was a polydemic of many different diseases, including some that may be
unknown to modern science.

Famine, epidemics and oppression were followed by an increase in crime. As price-
movements became more volatile, every surge in the cost of living was accompanied by a
sudden increase in criminal violence. Most of these crimes were thefts and robberies by
desperate men and women. Many were homicides, assaults and acts of rage against the cruel
suffering that had been visited upon so many people.

There were also acts of collective violence and insurrection. In rural France, a movement
called the Pastoureaux spread rapidly through the countryside. A great mass of peasants and
laborers gathered in the northwest, and began marching south and east toward the Holy Land,
gaining numbers as they went. On the way, the Pastoureaux attacked castles, sacked
monasteries, burned archives, released convicts, slaughtered Jews, murdered Lepers, and
settled scores with the nobility for many centuries of oppression. They spread terror among the
possessing classes, until finally they were dispersed and hanged by the hundreds. Their gaunt
bodies dangled from the branches of trees throughout the south of France.



The Crists of the Fourteenth Century
Prices and Crime in Norfolk, England, 1300-1348

20 1 400

15 300

Li]
[

e
[o—
o]

]

CITTNES

200,

100

¥ \J Y
ﬂ Lt i b L b b L bl ﬂ,

1300 1305 1310 1315 1320 1325 1330 1335 1340 134

Figure 1.12 compares the price of wheat in Norfolk (silver shillings per quarter) with criminal
indictments in the same county. Crimes (in order of frequency) include larceny, burglary,
homicide, robbery, receiving stolen goods, treason, counterfeiting, arson, and rape. The source
is Barbara Hanawalt, Crime and Conflict in English Communities (Cambridge, Mass., 1979),
243, 279.

While these disorders spread through the western world, yet another misery was inflicted
upon the people of Europe. As if famine, pestilence, and social violence were not suffering
enough, this period became a time of bloody war between the sovereign states of Europe.



“Wars are not evenly distributed throughout the centuries,” writes A. R. Bridbury, “they come
in clusters.” He observed that one such run of conflicts began in the year 1294, and continued
for fifty years. Major wars occurred between Scotland and England, England and France,
France and Flanders; many smaller conflicts broke out between German, Swiss and Italian
city-states. Warfare had been endemic in medieval Europe, but Bridbury and others find that its

incidence greatly increased after the year 1294.”

Incessant wars caused economic dislocation—both directly by the destruction that they
visited upon the countryside, and indirectly by their heavy costs as well. A large part of public
spending went for war at the moment when Europe could least afford it.2

Domestic insurrections also occurred in many parts of Europe, with similar result. In
Rome a rebellion broke out against Boniface VIII, a pope who was hated for his despotism and
despised for his impiety. The people of Rome took him prisoner and forced him to resign his
office. He died shortly afterward—of humiliation, the faithful believed. Others suspected
poison. His successor Benedict XI was murdered, and the papacy fled to Avignon in 1305.
There it remained in opulent exile for more than seventy years.

Even Venice, the most stable of Italian city-states, suffered the only major insurrection in
its thousand-year history—an uprising called Tiepolo’s Rebellion in 1310. It was suppressed
by a vigilante group called the Council of Ten, which made itself a permanent part of the
Venetian government, along with secret police, anonymous informers, savage torture, arbitrary
imprisonment, and an apparatus of official terror which today is exhibited to tourists in the
Doge’s Palace. This system of repression was the price of stability in the Venetian republic.

In the monarchies of northern Europe, nobles turned against their kings and toppled them
from their thrones. An aristocratic revolution was organized against England’s Edward II and
his supporters of the hated Despenser family, whose name had become a byword for avarice
and oppression. In September 1324, when the people of England were groaning under the
weight of their accumulated miseries, the young Hugh Despenser had accumulated large
deposits in Italian banks. This money had been extracted from starving peasants on his estates
and from the profits of his offices. Despenser and his father so outraged their countrymen that
they were seized by the rebels and summarily executed. Young Hugh Despenser’s head was
triumphantly displayed on London Bridge, “with much tumult and the sound of horns.”

For England’s much-hated King Edward II, a worse fate was in store. He was forcibly
deposed and cast into a deep dungeon at Berkeley Castle in the west of England. His captors
faced a dilemma. They could not let him live, but neither could they appear to kill their
sovereign. They solved their problem by inventing a unique method of execution that left no
visible marks. The king was seized and tightly bound. A red-hot iron was driven slowly
upward through his anus until it penetrated his brain. It is said that his dying screams could be
heard for miles across the Severn Valley. The folk memory of this event is still alive in
Gloucestershire. Some swear that the death cry of Edward II can still be heard in the silence of
a moonless night.

That savage act of regicide was not an isolated horror. The people of Flanders rose
against their hated French masters in 1302, and killed many of them in an epic slaughter called
the Matin de Bruges. Then they defeated the French nobility in the Battle of the Spurs at



Courtrai. In France, King Louis X (remembered as Louis the Quarrelsome) was deposed in
1316. Twelve years later, the Capetian dynasty collapsed after more than three centuries in
power.

In Sweden after 1290, a civil war between royal brothers ended in a popular insurrection,
in the expulsion of King Birger in 1319 and in the collapse of royal authority. Denmark
dissolved into anarchy after 1332, when King Christopher II was deposed by Gerhard Count
Holstein, who was murdered in his turn. The Holy Roman Empire suffered a protracted civil
war between contending parties called Guelfs and Ghibbelines. The popes were driven into
exile for seventy years, and in Rome a popular revolution led by Cola di Rienzi overthrew the
city’s patriciate. The Italian city-states were consumed by internal conflict. Florence, unable to
govern itself, invited a tyrant named Walter of Brienne, Duke of Athens, and soon found its
liberties crushed beneath his heel.

Order also collapsed throughout eastern Europe. In the year 1304, an army of 6,000
Catalonian mercenaries laid waste to broad areas of Thrace and Macedonia. The Ottoman
Turks first appeared in the early years of the fourteenth century, attacking the Byzantine Empire
and capturing Greek cities in Asia Minor. The Tartars rode eastward from the steppes as far as
the plains of Hungary, and for a time gained effective control of Russia.

These disorders, cruel as they may have been, were not the worst of Europe’s sufferings.
Famine, pestilence, war and insurrection returned repeatedly to Europe during the 1320s and
1330s. Some places—Tuscany for example—suffered worse famines in the period 1328-30
than in 1315-20. Prices surged and declined in great swings. The rural population shrank,
arable lands began to be abandoned, and peasants grew poorer.

At the same time, some of the rich continued to grow richer. This was the period when the
French popes lived in high luxury at Avignon. Pope John XXII (1316-34) spent vast sums for
jewels and ornaments and gold cloth for his vestments. Papal banquets were served on gold
plate beneath gilded frescoes and ceilings. Petrarch protested that even the papal horses were
“dressed in gold, fed on gold, and soon to be shod in gold if God does not stop this slavish
luxury.” The cardinals accumulated great wealth; one Prince of the Church required 51 houses
for his servants. Similar scenes were enacted in royal courts and noble households.

At the same time, many small seigneurs were caught up in the general misfortunes. A
study of the Norman seignury finds evidence of a “sharp collapse of rents” in the fourteenth
century, caused mainly by the decline of population, after the long rise of the thirteenth
century.’

Meanwhile, the peasants suffered and the poor starved. The generation born in this age of
crisis was so debilitated by hunger, disease, exploitation, war and disorder that a few years
later it succumbed to a still greater catastrophe, the worst in world history.'® In 1346 a Tartar
army besieged the Genoese town of Caffa (now Feodosia) in the Crimea. The attackers were
stricken by plague, and converted their misfortune into a weapon of war—catapulting their
dead into the city in a deliberate attempt to spread the infection. This tactic succeeded so well
that the Genoese abandoned the city and fled in their galleys through the Black Sea, the Aegean
and the Mediterranean, carrying with them the plague that came to be called the Black Death.

By October 1347, the Black Death had established itself in Sicily, and spread swiftly to



Africa, Sardinia, Corsica and the mainland of Europe. In January 1348, it reached Venice,
Genoa and Marseilles, where 56,000 people died. By June it crossed the Alps and Pyrenees.
England was infected by December, and Scotland and Scandinavia by 1349. A few cities
miraculously escaped—Milan, Nuremberg, Liege, and several fortunate regions such as Bearn,
as well as much of eastern Germany and Poland where the population was sparse.

But most of Europe felt the full force of the epidemic. Great centers of commerce and
culture suffered severely. The plague found a vulnerable population that had outstripped the
means of its subsistence and was already beginning to decline. Historian Philip Ziegler writes,
“Whatever one’s thesis about the inevitability of the Black Death, it cannot be denied that it
found awaiting it in Europe a population singularly ill-equipped to resist. Distracted by wars,
weakened by malnutrition, exhausted by his struggle to win a living from his inadequate
portion of ever less fertile land, the medieval peasantry was ready to succumb even before the
blow had fallen,” !

We shall never know how many people died in the Black Death. Among England’s parish
clergy, whose deaths were comparatively well recorded, something like 45 percent are known
to have perished. Most scholars believe that the death toll in the general population was
smaller, but still very large. Many historians estimate that Europe lost between 25 and 40
percent of its inhabitants. Altogether, the European population fell from approximately 80
million at its peak in the early fourteenth century to 60 million or less after the Black Death—
the largest decline in the cruel history of that continent.!?
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The Crisis of the Fourteenth Century
The Fall of Population in England
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Figure 1.14 measures the catastrophic impact of the Black Death (1348) on two communities
25 miles northeast of London. A meticulous study by L. R. Poos also finds that the fall of
population began as early as 1310 and continued in Great Waltham as late as 1400. The source
is L. R. Poos, “The Rural Population of Essex in the Later Middle Ages,” Economic History
Review 2nd ser., 38 (1985) 22.

This great depopulation had many economic consequences. The price of food rose sharply
during the epidemic years, then began to fall very rapidly as there were fewer mouths to feed.
At the same time prices of manufactured goods tended to rise, partly because artisans and



craftsmen could demand higher wages, and also because of dislocations in supply. These
countervailing trends—falling agricultural prices and rising industrial prices—were called by
Thorold Rogers a “price scissors.” Their effect was particularly severe after the catastrophe of
the fourteenth century, but they were not unique to this period. Similar movements would also
occur in every other price-revolution. In the years that followed the Black death, the “price

scissors” added much to Europe’s miseries.!?

The catastrophe of the fourteenth century was followed by cultural disintegration. Jews
and foreigners were massacred. Among Christians, the practice of flagellation spread rapidly
in cities and the countryside. Processions of Christians scourged one another until their bare
backs ran red with blood. Entire villages and towns were abandoned, the doors and shutters of
the vacant buildings creaking sadly in the wind. Empty churches and deserted castles fell into
ruin. Grass grew in the marketplaces, and the country roads that had been thronged with
pilgrims were reclaimed by weeds and brush.

In the period from 1314 to 1348, the great wave crested and broke in a shattering
catastrophe. As it did so, the people of Europe suffered through the darkest moment in their
history: a terrible time of starvation and pestilence, insurrection and war, persecution and
political chaos. This was more than merely the collapse of the medieval economy. It was the
death of medieval civilization.

The Equilibrium of the Renaissance, 1400-1470

The time of troubles continued in western Europe for many years. It was a long, grinding
misery that lasted a lifetime, and must have seemed an eternity to those who were condemned

to suffer through it.!

The Black Death did not strike merely a single blow. It was one of a family of epidemics
that returned again and again to Europe. In many places the first visit was not the worst. The
Tuscan city of Pistoia, for example, suffered its first great plague in 1339. This was not the
Black Death but another pestilence, which came after famines had weakened the population for
twenty-five years. The epidemic of 1339 probably killed a quarter of Pistoia’s population in
the city itself and the surrounding countryside. Eight years later, in 1347, another pestilence
returned to that region. In 1348 the Black Death arrived, and did its work so thoroughly that the
keeper of the city’s chronicle remembered that “hardly a person was left alive.” Slowly the
survivors struggled to their feet, only to be struck by other epidemics of “mortal fevers” (not
the Black Death but different diseases) in 1357, 1389 and 1393. Then, in 1399, bubonic plague
came back to Pistoia and destroyed half of the city’s inhabitants in one final visitation.

Thereafter, conditions began at last to grow better, but even this period of improvement
was punctuated by lesser epidemics that overswept the town in 1410, 1418, 1423, 1436 and
1457. No other community experienced the same sequence of misfortunes as did the city of
Pistoia, but similar events occurred in most European towns and in much of the countryside as
well.?

While epidemic disease continued to ravage Europe, many parts of the continent were
laid waste by war. This was the period of the Hundred Years War (ca. 1337-1453) between



France and England.

The Continuing Crisis of the Fourteenth Century
The Fall of Population in Pistoia, 1244-1404
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Figure 1.15 shows the impact of the long crisis of the fourteenth century on Pistoia, an Italian
city state thirty kilometers northwest of Florence. The source is David Herlihy, Medieval and
Renaissance Pistoia: The Social History of an Italian Town, 1200-1430 (New Haven, 1967),
70. Each campaign reduced large areas to anarchy, and left in its wake wandering gangs of
mercenaries and freebooters who preyed upon the peasantry. Some of these bands were as big
as a modern infantry brigade. When they passed through a rural region, they left a wide swath
of devastation.



For self-defence, French peasants converted their stone churches into castles. The clang
of bells that had summoned families to worship in time of peace now sounded a warning tocsin
when raiders were in the neighborhood. In the beautiful Loire Valley, peasants retreated at
night to islands in the river. In Picardy, they moved underground into tunnels and caves with
hidden entrances. Another dark age had descended upon Europe.>

One consequence was a continuing decline of population. The number of inhabitants did
not merely fall during the great plague year of 1348. In many parts of Europe it kept on falling,
in a long contraction that persisted from 1315 to 1400. A careful Danish study of farms on the
manors of the Bishops of Roskilde near Copenhagen found that the proportion of abandoned
houses increased steadily for sixty years after the Black Death. The decline of rural population
reached its nadir not in 1348 but half a century later, in the period 1401-20.*
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Abandonment of Farms in the Manors of the Bishops of Roskilde
Denmark, 1361-1460

800 | | Boccupicd fams

700 } i W abandoned farms
600
500
400
300
200
100

1361-  1381-  1401-  1421- 144l
1380 1400 1420 1440 1460

Figure 1.16 measures the impact of falling population on farm tenancy in Denmark. Here again
we find evidence not of a single catastrophe but of a long decline that reached its nadir circa
1400. A large literature on the Wiistungsproblem (“lost village question”) finds similar trends
throughout Europe. The source is C. A. Christensen, “Aendringerne i landsbyens @Jkonomiske
og sociale strukur i det 14. og 15. arhundrede,” Historisk Tidsskrift 12 (1964) 346.

At the same time that Europe’s population continued to fall and social unrest continued, an
economic problem developed. Money began to disappear. Europe’s stock of silver and gold
contracted sharply during the late fourteenth century. Historian John Day writes, “for the better



part of two decades the European economies were scourged by a genuine scarcity of money.”
In the violence of the fourteenth century, much silver and gold had been lost. Some of it
disappeared into forgotten hordes that are being rediscovered even today. At the same time the
West had an unfavorable balance of trade with Asia, and specie drained rapidly away. Imports
of gold from Africa also declined, and many silver mines in central Europe were abandoned or
became less productive.

After 1390, a severe monetary famine developed. In France, the low point was reached
during the year 1402, when the minting of money virtually came to an end. In Florence, the
minting of silver coins ceased entirely from 1392 to 1402. In London, the entire output of the
Royal Mint was merely eight pounds in silver pennies during the year 1408. The mints of
Flanders closed altogether. Only Venetian gold ducats, which have been called “the dollar of
the middle ages,” continued to be struck in quantity; and even in Venice silver was in short
supply. This money famine was part of a deep economic depression that continued to the end of

the fourteenth century.”

The decline of population and scarcity of money had a powerful effect on European
prices.® In Pistoia, famine and plague had reduced the population from more than 40,000 souls
in the late thirteenth century to less than 14,000 by the early fifteenth. Houses and estates fell
empty; rents and land values declined roughly in proportion to the loss of population. Grain
prices also came down, but the growing scarcity of labor caused wages to rise.” The money-
income of unskilled workers in Pistoia doubled from 1349 to 1400, and real wages (measured
in terms of purchasing power) increased in even greater proportion. These trends appeared
generally throughout Europe.®

In the midst of these many tendencies, an important social transformation began to take
place. From the long travail of the fourteenth century, a new society was born. Forms of status
and obligation were altered in fundamental ways. England and western Europe underwent an
economic process that historian M. M. Postan summarizes as the “commutation of labour
services and the emancipation of serfs.” Similar trends also occurred in the cities of northern
Italy, where urban workers improved their material condition. A major cause was the scarcity
of labor that allowed workers to bargain for better terms. This process continued for nearly a
century after the Black Death.

Angry social conflicts broke out as a consequence of this assertiveness. Among them was
the Jacquerie in France (1358), a rebellion of peasants against their masters. Another was the
revolt of the Ciompi in Florence (1378), when the popolo minuto rose violently against the
ruling families of that city.” A third was England’s great Peasant Rebellion (1381). In that year
there was a insurrection in East Anglia, and the Kentish Rising of Wat Tyler who led his
followers into the streets of London. In many places, peasants burned the manorial rolls that
recorded their servile obligations.™

These rebellions were suppressed, but the conditions that produced them had lasting
consequences. In Postan’s words, a “rapid withering away of servile dues and disabilities”
transformed social relationships. Vestiges of the old obligations remained for many
generations, but Postan concludes that “in general rural serfdom had gone out of the land, and
was all but forgotten by the time Queen Elizabeth ascended the throne of England [in 1558].”



This transition would have momentous consequences in English history during the early
modern era. England was ahead of France and Germany, and eastern Europe lagged far behind,

but similar trends were stirring in many parts of the Western world. !

At the dawn of the fifteenth century, economic conditions began at last to stabilize in
Europe. Prices ceased falling and began to fluctuate in a more regular way. A long period of
comparative equilibrium followed in the fifteenth century.

Once again, the city of Pistoia represented the general trend. Historian David Herlihy
writes, “After about 1400, Pistoia’s agricultural economy was attaining a new equilibrium, and
was achieving a real if moderate prosperity. Declining commodity prices bespeak a returning
abundance, and profits to investors, reaching 12 percent by the century’s end, registered a
distinct if modest gain. Among the factors which contributed to the new rural prosperity was
the stabilization and then steady growth of the rural population. . . . Population and social
tumult was largely, if not finally, calmed. . . . The new agricultural system of the fifteenth
century . . . provided Pistoia’s Renaissance society with a firm and stable basis for its political
life and for its cultural growth.”!?

Similar trends appeared throughout northern Italy. Outbreaks of mortal disease continued,
but they happened less frequently after 1400, and their effects were less severe. The size of
harvests continued to fluctuate from year to year, but the magnitude of price-variations slowly
diminished during the fifteenth century. The Italian city-states entered a long period of slow
recovery, stable growth and dynamic equilibrium in economic and demographic movements
(circa 1405-80). The urban populations of Venice, Florence and Siena began to increase again,
though still remaining smaller than before the Black Death. Commerce and industry revived,
real wages rose buoyantly, and commodity prices continued to decline and stabilize.!?



The Equilibrium of the Renaissance
The Damping of Harvest Fluctuations
1400-1480

0%
20%
40%

60%

B0%%

100%%

120%

140%

160%

180%

200% f

mecan annual grain prices in England
as & percent of decennial means

220%

1361
1369
1377
1385
1393
1401
1409
1417
1425
1433
1441
1449
1457
1465
1473
1481

Figure 1.17 shows a growth of stability in harvest prices from 1390 to 1480. Fluctuations
continued, but magnitudes diminished through nearly a century. Major shortages became
progressively less severe. This annual series (as a percent of decennial means) is computed
from data in J. E. Thorold Rogers, A History of Agriculture and Prices in England, vol. 2.

Italy was more advanced in these tendencies than other parts of Europe. North of the
Alps, disorder and instability persisted for another generation or longer. The people of France
suffered through three terrible periods of anarchy, pestilence, war and famine in the early
fifteenth century. During the years from 1413 to 1420, France was afflicted with an insane



monarch (Charles VI), an impotent government, an English invasion, and an internal rebellion
led by a skinner named Simon Caboche. French prices rose to a great height during these
disorders. They went even higher in 1428-30, when an English army besieged Orleans and
burned a Saint, Jeanne d’Arc, at Rouen in 1431. A third time of troubles in France occurred
during the years 1437-39, a period of grand disettes, the return of plague, and the anarchy of
the ecorcheurs. In each of these three eras, French prices surged to very high levels.'*

The Equilibrium of the Renaissance
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Figure 1.18 shows the long decline of grain prices that continued from 1360 to 1480 in most
parts of Europe. The central tendency was stable for more than a century. The source is
Wilhelm Abel, Agrarkrisen und Agrarkonjunktur, 66; for similar trends in France, see



d’Avenel, Histoire économique, 2:518.

The Equilibrium of the Renaissance
- Retums to Land: The Fall of Rent in Italy and France, 1400-1460
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Figure 1.19 shows a long decline in rent from 1360 to 1460, when wages were rising. It also
shows a rise in rent after 1460, when the next price-revolution was underway. Sources include
David Herlihy, Medieval and Renaissance Pistoia (New Haven, 1967), and Guy Bois, Crise
du feodalisme: Economie rurale et démographie en Normandie orientale du début du 14e
siecle au milieu du 16e siecle (Paris, 1976).
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The Equilibrium of the Renaissance
Retums to Labor: The Rise of Real Wages in England and France
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Figure 1.20 shows a strong rise in real wages from 1351 to 1475, while prices were falling.

After 1476, when the next price revolution began, real wages began to come down. The source

is Henry Phelps-Brown and Sheila V. Hopkins, A Perspective of Wages and Prices (New
York, 1981), 28-31; Georges d’ Avenel, Histoire économique de la propriété, des salaires,

des denrées, et de tous les prix en générale, depuis I’an 1200 jusqu’en 1800 (7 vols., Paris,

1894-1926).
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Figure 1.21 shows the fall of interest rates in the fifteenth century. Levels differed widely:
public securities such as Venetian prestiti, French rentes and Dutch census loans combined
higher security with lower rates. Commercial loans carried higher rates, but trends were much
the same. The source is Sidney Homer, A History of Interest Rates (2d ed., New Brunswick,
1977), 104-43.

After 1440, conditions began at last to improve in France. During the reigns of Charles
VII “the Well Served” and Louis XI “the Bourgeois,” order was restored, the English were
defeated and anarchy was suppressed. From 1437 to the end of the fifteenth century, prices



stabilized throughout France. Annual price fluctuations diminished, and the cost of grain
remained roughly on the same level for nearly half a century.™

As France lagged behind Italy, so England lagged behind France. That unhappy island
became a byword for political strife in the fifteenth century. A cruel and sordid conflict,
inappropriately named the Wars of the Roses, persisted into the late fifteenth century. So also
did economic instability. But even in England, the amplitude of price fluctuations steadily
diminished after 1440 and real wages improved.!®

While real wages increased, returns to capital diminished. Rates of interest fell by 50
percent in France and the Low Countries in the century from 1370 to 1470. Italian rates also
came down, though not so much as in northern Europe. Rents also came down during the same
period, from 1370 to 1460. The same combination of rising wages, falling rents and falling
interest rates also appeared in every period of price equilibrium from the fifteenth to the
nineteenth centuries.
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Figure 1.22 finds that when wages rose and rents fell during the fifteenth century, the peasantry
of Europe enlarged their holdings. These English villages are cases in point. In Holywell,
landholders included both customary and leasehold tenants; in Stoughton, they were
freeholders as well as leaseholders and customary tenants. The number of holders fell: in
Stoughton from 62 to 24, and in Holywell from 59 to 49. Sources include Edwin B. Dewindt,
Land and People in Holywell-cum-Needingworth: Structures of Tenure and Patterns of
Social Organization in an East Midlands Village, 1252—-1457 (Toronto, 1972), 114; and
Christopher Dyer, Standards of Living in the Later Middle Ages (Cambridge, 1989), 141.

This was a difficult time for people who lived on rents and interest. But for most ordinary



folk who earned their bread by daily labor, life was better. Real wages increased. Rents fell.
Returns to labor outpaced rewards to land and capital. New trends slowly began to emerge in
the distribution of wealth. In England, many studies have found that peasants and small
proprietors enlarged their holdings in the fifteenth century.

At the same time that these patterns of equilibrium began to appear in the European
economy, new political trends emerged as well. The second half of the fifteenth century
became an age of strong and successful state-building. This was the era of Poland’s great king
Casimir IV, who united his grand duchy and drove out foreign invaders. In Russia it was the
time of Ivan the Great (1462), the first truly national ruler. It was also the era of Hungary’s
greatest king Mathias Corvinus (1458); of France’s Louis XI (1461), who transformed a
medieval kingdom into a great national monarchy; and of England’s Henry VII (1485), who
founded the Tudor dynasty.

These patterns of demographic equilibrium, economic recovery and political stability
developed in every part of Europe, but not all at the same time. They first appeared in the
territories that bordered the Mediterranean Sea. The early fifteenth century might be
remembered as the Mediterranean moment in modern history. It was an era of prosperity and

proud achievement from the straits of Gibraltar to the Golden Horn.!”

In Spain, a new nation was born. Nobody could have predicted it. The future of Iberia
seemed very bleak as late as the year 1410, when the death of Aragon’s King Martin I was
followed by the collapse of Spain’s strongest dynasty. But in 1412 the throne of Aragon passed
to a cadet branch of the family that ruled Castile, and the two strongest kingdoms in Spain were
governed by members of the same clan. Contacts between these kingdoms steadily increased.
In 1469, the foundation of a new national state was created by a marriage of two Spanish
stepcousins, Ferdinand of Aragon and Isabella of Castile. A single national religion was
forcibly imposed by the Spanish Inquisition (founded in 1478), and the Spanish church was
protected from interference by a papal concordat in 1482. A system of national law was
established in the Libro de Montalvo (1485). The Moors were expelled from Spain in the
great reconquista which ended triumphantly with the liberation of Granada in 1492, the same
year when Columbus sailed for America.

These national events were closely linked to economic trends. The Spanish economy
flourished during the fifteenth century. Its increasing stability supported the new political
trends and was in turn reinforced by them. The result was the creation of the strongest nation-
state in the Western world—one that was destined to dominate Europe and America through the
sixteenth century.

At the opposite end of the Mediterranean, another empire was created in a different way.
The greatness of the Ottoman Empire rose not from the imposition of cultural unity on a single
nation, but from the reconciliation of cultural diversity within an imperial frame. In company
with their Christian neighbors, the Ottoman Turks had suffered many vicissitudes during the
fourteenth century. After 1413 a new trend appeared. Turkish armies captured Byzantium,
ravaged the Balkans, and conquered the Crimea. They battered Greek cities into submission
with marble cannonballs made from ancient monuments. The Ottoman empire was formed by
conquest during the three reigns of Mehmed I (1413-21), Murad II (1421-51) and especially



Mehmed II the Conqueror (1451-81).

The new Ottoman Empire was a mixture of light and shadow. It was created by slaughter
and maintained by terror. Sultan Mehmed II alone was thought to have been responsible for the
murder of more than 800,000 people. But brutal as the Turks may have been, they were
humanitarians by contrast with some of the despots whom they destroyed. One of their enemies
was the sadistic Vlad Dracul of Wallachia—the original Dracula who ordered mass murders
merely for amusement, and once impaled and crucified 20,000 captives in a single orgy of
violence. The Turks drove Dracula from power.

Once created by violent acts, the Ottoman Empire was tolerant of ethnic and religious
minorities—more so than Christian states. In its prime, the Ottoman state was remarkable for
administrative enlightenment, rational economic policies and ethnic pluralism. Throughout the
eastern Mediterranean it forcibly imposed a pax ottomanica that lasted many centuries.'®

At the same time, the most remarkable achievements occurred in the center of the
Mediterranean basin, mainly among the Italian cities of Florence, Siena, Genoa, Modena,
Lucca, Milan, Padua and Venice. Here there was no single nation-state or despotic dominion,
but something very different in structure and spirit. The sovereign cities of northern Italy, in
rivalry with one another, invented a new institution which they named lo stato. We know it as
the modern secular state. They also created the idea of a modern state system in which a
political equilibrium was maintained by a balance of power, by spheres of influence, by the
exercise of diplomacy and by the sway of international law.

Some of these Italian city states also developed complex internal systems of republican
liberty and self-government. Political stability was achieved in the stronger cities, and linked
to a material equilibrium that prevailed throughout northern Italy in the fifteenth century.

A leading example was the history of Venice in the quattrocento. From 1405 to 1484, this
maritime republic annexed much of northern Italy: Padua, Vicenza, Verona, Treviso, Bergamo,
and Brescia. Even to this day in many small Italian villages throughout these regions, the lion
columns that symbolized Venetian sovereignty still stand in the town squares.”

Venetian ships controlled the inland waterways of Italy, as far as the Lago di Garda.
Venetian settlers occupied many Mediterranean islands that had belonged to the Byzantine
Greeks and the Crusader States. They added Corfu in 1386, Saloniki in 1423, and Cyprus in
1489 to their medieval possessions of Crete in the Mediterranean and Negroponte in the
Aegean Sea.

These acquisitions made Venice into a great seaborne empire which dominated trade
between West and East. Within the city of Venice itself, the arsenale became the largest
industrial complex in Europe and the basis of the city’s naval power. Here the Venetians
developed assembly lines and standardized parts, from which an entire galley could be
manufactured in a single day. So secret was the arsenale that anyone who entered without
permission could be blinded or put to death. Its great walls, bearing the date 1460, still stand
today.

After 1450, the Turks began to make inroads on the eastern fringes of Venetian empire, but
the economy of Venice remained prosperous throughout the fifteenth century and prices were



highly stable. Historian Frederic Lane finds an indicator of this new stability in the price of
pepper, which had long been an exceptionally volatile commodity in medieval markets. After
1415, the price of pepper stabilized and fluctuated remarkably little until 1499—the result of
Venetian commercial hegemony and of more fixed and regular trading conditions between East
and West.?"

By the late fifteenth century, the Venetians were extracting from their territories a public
revenue of a million gold ducats a year, and much private wealth as well. The immense
prosperity of Venice appeared in its 200 opulent churches, in its Ducal palace that was rebuilt
on a magnificent scale in the fifteenth century, and in the private palazzi that still line the Grand
Canal. Venice became the golden city of the west. Its purse-proud merchants looked with envy
upon the palazzo ca d’oro, a palace covered entirely with gold. They prayed in the Cathedral
of San Marco before the pala d’oro, a screen of gold. They dreamed of gold, lived for gold,
and at St. Mark’s they even appeared to worship gold.

Very different in spirit was the city of Florence, which also became a great center of
commerce, industry and finance during this period. The Medici Bank, with branches in London,
Geneva, Bruges and Avignon, became highly profitable. The city’s silk and woolen industry
also flourished in the fifteenth century. Prosperity came to great families such as the Medici

themselves, and also to the popolo minuto of most social ranks and occupations.?!

Prices in Florence remained stable through much of the fifteenth century, and wages were
relatively high. Historian Richard Goldthwaite observes that “the stability of wages was the
result of a general equilibrium” in this period. Prices also fluctuated within a fixed range from
1380 to 1470. Politics and social relations were comparatively orderly. In those years,
Florence experienced nothing like the great revolt of the Ciompi in 1378.?

After many centuries of strife, the political and social institutions of Florence became
more stable in the fifteenth century. The central figure was Cosimo de Medici. Without holding
high office himself, Cosimo dominated his city from 1434 until his death in 1464. He gave
Florence an enlightened and humane government, a more progressive system of taxation, a long
period of prosperity at home, and a successful policy of peace abroad, which was maintained
by complex diplomatic alliances. He also began a dynasty that continued under the leadership
of his son Piero and his grandson Lorenzo de Medici.

The strength and confidence of Florence during the fifteenth century was captured by its
culture. The soaring spirit of the quattrocento simultaneously appeared in the exquisite beauty
of Donatello’s sculpture, in the symmetry and grace of Brunelleschi’s great Duomo (1420—
24)above the cathedral, in the austere grandeur of the Medici Palace, in the quiet serenity of
San Marco’s convent cells, and especially in the beautiful frescos that were painted there by
Fra Angelico (1439-45). The striking contrast between the celebrations of St. Mark in
Florence and Venice could scarcely have been more complete. In very different ways, both
cities captured the general mood of confidence and certainty that flourished in the north of Italy
during the fifteenth century.
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Throughout that region, a remarkable transformation occurred in the life of the mind
during the quattrocento. “Ever since the humanists’ own days,” writes historian Hans Baron,
“the transition from the fourteenth to the fifteenth century has been recognized as a time of big
and decisive changes.” During the early decades of the fifteenth century, Florentine humanists
such as Leonardo Bruni, Coluccio Salutati and Poggio Bracciolini produced a literature which
celebrated republican virtue, the rule of law, and the power of reason.

This intellectual movement culminated in the rhetorical extravagance of Pico della
Mirandola’s Oration on the Dignity of Man (1486), which argued that the greatness of man
consisted in his freedom from material constraints. In Pico’s oration, the following words are



addressed by God to Adam:

You may have and possess whatever abode, form and functions that you might desire. The
nature of all other beings is limited and constrained within the bounds of law prescribed
by us. But you, constrained by no limits, in accordance with your own free will, in whose

hand we have placed you, shall ordain for yourself the limits of your nature.?>

Pico’s idea of human life without external limit was one aspect of the Renaissance. Others
included a new spirit of civic humanism, a new idea of republican virtue, a new classicism, a
new conception of Platonic idealism, and most of all a new dream of symmetry and order,
which Hans Baron has described as the “geometric spirit.”

The physical expression of this new spirit was the architecture of the Renaissance palaces
that multiplied in Florence—the Medici palace north of the Duomo; the Pitti palace south of the
river Arno, and the vast Strozzi palace to the west. These buildings, with their massive walls,
rusticated masonry, heavy cornices, exposed windows, and careful symmetries all
communicated a confident sense of order, strength and equilibrium.

Whether one thinks of the neoclassical proportions of Renaissance architecture, or the
rules of perspective in Renaissance painting, or the idea of balance in Renaissance statecraft,
or the Platonic system-building of Renaissance philosophy, these expressions shared an
assumption that the world was a place of harmony, symmetry, proportion and balance. They
expressed a mood of cosmic optimism that arose during an era of comparative stability in the
material culture of the West—an era that might well be remembered as the equilibrium of the

Renaissance.?*



THE SECOND WAVE

The Price Revolution of the Sixteenth Century

I can get no remedy against this consumption of the purse; borrowing only lingers and
lingers it out, but the disease is incurable.

—Shakespeare’s Sir John Falstaff
Henry 1V, Part 2, 1.2.216 (1597)

FLORENCE, June 24, 1491, the festival of San Giovanni. On this happy summer day, the
citizens of a great and prosperous city honored their patron saint, John the Baptist. Every year
the Florentines spent months in preparation for an event which they believed to be
“unparalleled in the world.”

The festival of St. John was a joyous holiday for people of every rank. Servants received
new livery, and a day of freedom. Masters and mistresses appeared in extravagant new
costumes and jewels. The magnati of the city, who in years past had met in mortal combat at
the city’s piazza, now competed for honor in contests of material display. The morning was
marked by tournaments, by fights between wild animals, and by demonstrations of martial arts
called armeggerie. Great crowds gathered to watch the palio, a wild and dangerous horse race
through the streets of the city. There was a lively parade of the gonfalonieri, marching proudly
with their billowing flags. The evening of the festival was a traditional time for weddings,
which had been postponed for weeks to honor the occasion. The grand climax was a solemn
religious procession of colorful floats called trionfi, which celebrated scenes from the life of
Christ and St. John.

Those things had been done for as many years as anyone could remember. But this year a
change was made. In place of the religious floats, the first citizen of Florence Lorenzo de’
Medici ordered the construction of fifteen trionfi on a classical rather than a Christian theme.
The new floats celebrated the triumph of Roman consul Lucius Aemilius Paulus Macedonicus,
whose victories had brought so much treasure to Rome that its citizens were freed from some
of their taxes for forty years.!

These new Florentine trionfi were drawn through the streets by 100 oxen, and escorted by
five squadrons of war horses from the Laurentian stables. An historian at the time observed
that this display “was considered the worthiest thing ever done on the day of San Giovanni.” A
parallel was pointedly drawn between the largesse of Paulus Macedonicus and the generosity
of Lorenzo de’ Medici, whose family had spent more than a million florins in acts of
philanthropy. In the process, an old religious procession was turned into a secular event that
celebrated the prosperity of the city, the stability of its institutions, the generosity of the Medici
family, and the glory of their young leader who was called Lorenzo il Magnifico.?

In 1491, the city of Florence had much to celebrate. “The city enjoyed perfect peace,” its
historian Guicciardini wrote, “the citizens in power were united and close, and their regime



was so powerful that no one dared oppose it. Every day, the people were treated to shows,
feasts, and novelties; provisions abounded in the city, and all the trades prospered. Genius and
ability flourished, for all men of arts, letters, and ability were welcomed and honored. At
home, the city enjoyed complete order and quiet; and abroad, the highest glory and
reputation.”>

The city was at the very pinnacle of its power. It had enlarged its domain in Tuscany, and
had so strengthened its alliances that it appeared to be “the fulcrum of all Italy.“* Money
flowed into its coffers at such a rate that only three days before the Feast of St. John, the
commune announced that citizens would be allowed to pay their public obligations at only a
fraction of the usual rate. A month before the festival, the mint-masters issued a new Florentine
coin that “was thought [to] work miracles with the economy.” Throughout the city, the great
Renaissance palaces and especially Brunelleschi’s majestic duomo above the cathedral
symbolized an era of prosperity and stability.”

So it seemed in 1491, when the people of Florence celebrated the day of their patron
saint. But beneath the surface, things were not as they appeared. Once again, at the very
moment when it was least expected, a deep change was silently stirring in Florence itself and
throughout the Western world. After nearly a century of equilibrium, new trends were
beginning to develop in Italy and other parts of Europe.

An early sign was the movement of prices. During the last quarter of the fifteenth century,
the cost of living had begun to rise in Italy and Germany. The magnitude of its increase was not
very great, but in retrospect we are able to recognize the silent beginning of a new change-
regime that was destined to continue for many generations.

The people of Tuscany sensed the new trend long before they saw it clearly. Within nine
months of the Feast of St. John, the cultural mood began to change in Florence. It started with
an omen of a sort that Florentines took very seriously. On the fifth of April, in the year 1492,
the sky suddenly turned black above the city. A brilliant bolt of lightning streaked down from

the heavens and struck Brunelleschi’s soaring duomo with a mighty crash.®

As if on cue, a sinister friar named Girolamo Savonarola emerged from his cell at the
convent of San Marco and delivered a dark prophecy to the people of Florence. “Tell Lorenzo
to do penance for his sins,” Savonarola warned, “for God will punish him.” Before a vast
crowd, the friar prophesied the death of il Magnifico himself and an ordeal of suffering for his
city.”

Within months, both prophecies came true. In 1492, the magnificent young Lorenzo died
suddenly of a strange illness. The coup de grace may have been administered by his own
physicians, who ordered this great sybarite to drink a potion of powdered pearls as a last
desperate remedy for his mysterious affliction. He was barely 43 years old.

After Lorenzo’s death, the peace and prosperity of Florence collapsed. His carefully
crafted foreign policy was destroyed by his reckless son and heir, Piero di Lorenzo de’
Medici. As the Italian states resumed their ancient quarrels a French army seized the moment,
crossed the Alps and occupied Florence. An angry mob sacked the Medici palace, and Piero di
Lorenzo was banished from the city. After a brief revival of republican liberty, Florence



passed under the sway of Friar Savonarola, who ruled the city from 1494 to 1498.

Savonarola tirelessly lectured the people on their sins, and blamed their troubles on
spiritual corruption and love of luxury. He persuaded them to do penance for their prosperity.
In an orgy of remorse they built a huge bonfire of their beloved Renaissance paintings, books,
furniture and musical instruments in the Piazza de Signori. Just before the pile was set alight,
an incredulous Venetian merchant offered to remove the offending vanities for 20,000 gold

ducats. His reward was to have his own portrait instantly painted, and thrown into the flames.?

The burning of the vanities in Florence on February 7, 1497, became one of the best
remembered scenes of the Italian Renaissance. Not so well known, even to professional
historians, was its close conjunction with economic events. Prices surged very high in the
1490s, and the economy began to fail. On February 19, 1497, only twelve days after the
burning of the vanities, there was a riot in the old Piazzo del Grano, the site of the city’s public
granary. The starving poor, driven to desperation by rising food prices, gathered before the
granary in such numbers that some were crushed and others were suffocated. The surging
crowd broke down the doors and attacked the granary, crying “Palle, palle,” the nickname of

the Medici who had so often helped them in the past.”

Hungry peasants crowded into the city from the hills of Tuscany. The streets and hospitals
were filled with dying people. Famine was followed by epidemic disease, and Florence found
itself once again in the grip of the plague. Savonarola wrote his brother, “Every day we see
nothing in Florence but crosses and corpses.” The city itself was described as “a living
corpse.” What remained of it was consumed by foreign war and domestic disorder until self-

government was destroyed.”

In 1498, the people of Florence began to blame Savonarola himself for their misfortunes,
and turned savagely against their spiritual leader. On the eve of Ascension Day they burned

him at the stake while the mob jeered, “Prophet, now is the time for a miracle.”™

These events were a pivot-point in Italian history. After the death of Savonarola, Italy
became a bloody cockpit for the great powers. Foreign armies laid waste to Tuscany. Venice
was despoiled of her empire by the French in the west and by the Turks to the east. Rome itself
was brutally sacked in 1527. In 1530 the proud republic of Florence became a dark and
wretched despotism, which called itself the Grand Duchy of Tuscany. These happenings ended
the equilibrium of the Renaissance. They marked the beginning of a new material process

which economic historians call the price-revolution of the sixteenth century.!?



The Price Revolution of the Sixteenth Century
Commodity Prices in Spain, England, and Germanyy, 1475-1660
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Figure 2.01 shows the main lines of this price revolution from its beginning in the late fifteenth
century to its climax in the mid-seventeenth century. Annual indices of consumable prices in
England, and commodity prices in Germany and Spain, are converted to a common base (1521-
30=100). The sources are Henry Phelps-Brown and Sheila Hopkins, A Perspective of Wages
and Prices (London, 1981), 28-31, 94-98; Moritz J. Elsas, Umriss eine Geschichte der
Preise und Lohne in Deutschland (2 vols., Leiden, 1936—40); Earl J. Hamilton, Money,
Prices, and Wages in Valencia, Aragon, and Navarre, 1351-1500 (Cambridge, 1936); idem,
American Treasure and the Price Revolution in Spain, 1501-1650 (Cambridge, 1934), 191,
200, 216.



The Price Revolution Begins, circa 1470-80

The first signs appeared in the north of Italy and southern Germany. The price of grain in
Florence began to rise about the year 1472. In the south German cities of Wurzburg, Munich
and Augsburg, the new trend started about the same time. Throughout France and England, the
inflection-point came a little later, approximately 1480. In Spain and Portugal, the price-
revolution did not appear until after 1490. Parts of eastern Europe were not affected until
1500.%3

Once begun, the new trend continued for a very long time. Historians call it the price-
revolution of the sixteenth century—a name that is not precisely accurate. This very long wave
began as early as 1470, and continued as late as 1650. Altogether, it had a run of 180 years—
the longest price-revolution in modern history.

Through that long period, the annual rate of inflation was very moderate by the measure of
our own time. From 1490 to 1650, price increases averaged only about 1 percent each year.
The speed of their advance seems very slow by modern standards, but it was twice as fast as
the medieval wave and it was compounded for a very long time. An historian observes that
“the most remarkable feature of the Price Revolution was not the pace at which prices rose, but

the fact that a rising trend was sustained for so long.”™

The underlying rate of change was remarkable for its stability. A striking pattern appears
in that respect. When the price of grain in the Italian city of Modena is plotted on a semilog
scale (which represents a constant rate of change as astraight line), the central trend was
perfectly straight from the late fifteenth century to the seventeenth.

There was much movement around that central trend. From year to year, the price of grain
in Modena fluctuated sharply, mainly because of changes in the size of harvests. But these
gyrations also showed stability in their rhythm and scale. Trendlines drawn through the peaks
and valleys of annual price-fluctuations make two more straight lines. Here was another set of
constants in the paramenters of change, and a classic example of a change-regime that
combined dynamism with stability in high degree.

The experience of Modena was not representative of the price-revolution as a whole.
Patterns varied in detail from one city to another. But in general, the price-revolution of the
sixteenth century showed a similar tendency in much of the Western world.!®

What set this change-regime in motion? There are many answers in the literature:
monetarist, Malthusian, Marxist, and more. As the evidence continues to grow, many historians
(including this one) have come to believe that prime mover of the price-revolution was a
revival of population growth, which placed heavy pressure on material resources.
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Figure 2.02 examines components of change in this price revolution: increasing magnitudes,
expanding amplitudes, and stability in the underlying rate of change. The source is Gian Luigi
Basini’s elegant monograph Sui mercato di Modena tra cinque e seicento: Prezzi e salari
(Milan, 1974). Trend lines are fitted with an Excel 5.0 program.

This demographic tendency began during the late fifteenth century, when parallel
tendencies appeared in England, Italy, Spain, Germany, France, the Low Countries,
Switzerland, Scandinavia and eastern Europe. Most nations experienced the same sequence of
change: catastrophe in the mid-fourteenth century, continuing decline of population to the end of



the fourteenth century; stagnation and slow growth in the early and mid-fifteenth century;
acceleration after 1460 or 1470.

England was a case in point. That country had approximately two million inhabitants in
1430, and not many more in 1470. Thereafter, the population of England began to grow more
rapidly. It reached 2.8 millions by 1541, and more than four millions by the end of the sixteenth
century. Historian Michael Postan found evidence that this demographic trend began circa
1470, and continued through the sixteenth century.!”

The Price Revolution of the Sixteenth Century
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Figure 2.03 compares quinquennial estimates of English population with a 25-year moving
average of the Phelps-Brown Index of English consumable prices. The source is E. A. Wrigley



and R. S. Schofield, The Population History of England, 1541-1871; A Reconstruction
(Cambridge, 1981), 403.

The cause of population growth after about 1460 is not difficult to discover. The
prolonged period of economic equilibrium in the fifteenth century had been a time of increasing
real wages, and a revolutionary rise in expectations. Many years after the catastrophe of the
fourteenth century, the world at last seemed to be a better place in which to raise a family. This
change of attitude was broadly cultural rather than narrowly material. In the period from 1460
to 1510, millions of men and women throughout Europe freely decided for their own purposes
to marry earlier and have more children. The general trend emerged from a web of individual

choices.!8

The consequences were much the same as in the thirteenth century. German writer
Sebastian Franck remarked in his Deutschen Chronik (1538) that “there are so many people
everywhere, no one can move.” In Italy, England, and France there were complaints of
overcrowding in cities and the countryside. Similar observations were repeated throughout
Europe. !

The effect of population growth was to undercut the cultural expectations that set it in
motion. But this was not precisely a Malthusian process. Neither Malthus nor Marx can explain
what happened in the sixteenth century. Long before population outstripped the means of its
subsistence in a Malthusian manner, complex imbalances of other kinds began to develop.

As the demand for food increased, people began to bring marginal lands into cultivation,
with large labor and small return. French historian Emmanuel Le Roy Ladurie described that
process at work in Languedoc. That region had a thin and stony scrubland called the garrigue
which had been abandoned since the Black Death. Now it began to be plowed and planted
once again. This process began in the mid-sixteenth century. “By 1576,” Le Roy Ladurie
writes, “the rape of the garrigue was well underway. . . . Demographic pressure, the rise in
demand, and the increase in prices had made their combined effect felt. One had to resign

oneself to the working of poor, rocky soils.”?°

Many years before Malthusian “positive checks” came into operation, these more subtle
mechanisms came into play. The growth of population caused the price of food to rise, faster
and farther than that of other commodities. Industrial products and wages lagged behind. In
Spain, economic historian Earl Hamilton found that “throughout the first three-quarters of the
sixteenth century, agricultural prices rose faster than non-agricultural.” Similar patterns
appeared in England, France, Germany. This pattern of price-relatives was much the same as
in the long wave of the thirteenth century.?!

Once food prices began to rise, the cost of energy also started to climb at a rapid rate. In
the early years of the price-revolution, energy prices increased slowly, then began to
accelerate. In an environment that was rapidly losing its forest cover, the rising price of
firewood and charcoal soon outstripped even the cost of food. After 1530 or thereabouts, the
price of wood in all its forms (including charcoal) increased more rapidly than that of grain or
meat or any other commodity.>> Wood prices rose sharply in England, France, Germany and



Poland. Energy prices were among the most volatile in the long inflation of the sixteenth
century.>

The movement of price-relatives revealed differences not merely of magnitude but also of
timing. The secular rise in farm prices began before the increase in the cost of manufactured
goods. In England, the price of grain began to rise as early as 1470-89, forty years before most
industrial products, which started to climb circa 1510-39. In Poland, the price of Tortn rye
was rising from about 1495, and Cracow oats from 1505; Polish manufactures began to go up
later.?*
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Figure 2.04 shows that price relatives of food and raw materials rose most rapidly. Industrial



prices and farm wages lagged far behind. This pattern appeared in every price revolution.
Sources include D. C. Coleman, The Economy of England, 1450-1750 (Oxford, 1977), 23;
and P. Bowden, “Statistical Appendix,” in Joan Thirsk, ed., The Agrarian History of England
and Wales (Cambridge, 1967) 1V, appendix.

The price of manufactures also rose at a slower pace than those of food and fuel.
Throughout Europe, the slowest rates of increase were for industrial goods which could be
produced most easily in larger quantity. In England, the price of food and fuel rose by a factor
of six or eight, while industrial prices merely trebled. That pattern of price relatives has
appeared in every great wave.

The timing and magnitude of these changes in price-relatives is an important clue to the
cause of the price-revolution. The earliest and most rapid increases appeared in the cost of
life’s necessities such as food and fuel and shelter, which were most in demand when
population was accelerating, and least elastic in supply. Here was strong evidence of a
demand-driven demographic determinant at work. A monetary cause alone should have been

more even-handed in its effect.?°

The Second Stage: Discovery and Cultural Response

In the early and middle years of the sixteenth century, the price-revolution entered another
phase. It did so when the long inflation broke through the boundaries of the old price system
that had prevailed in the mid-fifteenth century. As it rose beyond the range of fluctuations in the
preceding equilibrium, it became visible as a new trend. Individuals and governments began
observe that prices were rising in a secular way. Their responses added another dynamic
which carried the price-revolution to a different stage.

When the price-revolution became visible, people sought explanations. Many looked for
someone to blame. In England, members of Parliament attributed rising prices to “covetous and
insatiable persons seeking their only lucre and gain.” Others blamed the price-revolution on
export merchants, who were thought to have sent so many goods abroad that “corn, victual and
wood are grown unto a wonderful dearth and extreme prices.” In 1555, Parliament forbade

exports of food and wood when prices rose above a fixed level.?®

These laws had less effect than did the individual actions of ordinary people. Their
responses to inflation caused more inflation. The daily choices that people made in the face of
rising prices, tended to drive prices even higher. This happened in many ways—some highly
rational, others not. One response was the hoarding of goods. Another was speculation. A third
was panic buying. A fourth was the degradation of commodities.
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Figure 2.05 shows another feature of most price revolutions: in late stages, sharp surges in the
cost of energy. In these Spanish data, forest products include ashes, firewood, charcoal, resin
and pitch. General prices are a weighted commodity index, averaged among four regions of
Valencia, Andalusia, Old Castille and New Castille. Prices of forest products rose higher in
Andalusia than in Valencia but lower than in Old Castille or New Castille. The source is Earl
J. Hamilton, American Treasure and the Price Revolution in Spain, 1501-1650 (Cambridge,
1954), 224.

Farmers kept grain from the market in fear of famine in their own households. Millers



hoarded flour in hope of profits to come. Communities and entire states blocked the movement
of grain beyond their boundaries. Merchants cornered local markets. Bakers added sawdust
(and worse things) to their bread, and defied the market-assizes by selling smaller loaves for
larger prices. These responses caused prices to climb higher, and also increased their
volatility.

Social Imbalances

Some people, more than others, were able to respond to rising prices. As a consequence,
social imbalances began to develop. At the beginning of the price-revolution, wages had risen
more or less together with the cost of food and shelter. While they did so, there was a heady
sense of high prosperity. In later stages of the price-revolution that pattern changed. Money-
wages lagged behind the rising cost of living, and real wages fell sharply. By 1570 real wages
were less than half of what they had been before the price-revolution began.?’

This decline of real wages, once begun, continued into the early seventeenth century. Most
vulnerable were workers who had few skills and no capital of their own. “The real victims of
economic forces in this age,” writes Peter Ramsay, “were the evicted agrarian smallholder and

the landless laborer of both town and country.”?

By comparison, landlords and capitalists tended to do better. Returns to capital kept pace
with commodity prices and even leaped ahead in some decades of the sixteenth century.
Overall, rates of interest rose during the sixteenth century despite a proliferation of usury laws
and condemnations by Catholic and Protestant moralists. The Hapsburgs were forced to pay
their bankers annual interest as high as 52 percent. These were exceptionally high rates, but in
the developing money markets of early modern Europe, rates of interest rose during the

sixteenth century.?

Returns to landowners also increased during the price-revolution. A landlord who was
secure in the possession of his property held many private remedies for rising prices firmly in
his own hands. Manorial customs provided landlords with a broad range of opportunities for
increasing their own income in rents, fees, fines, forfeitures and obligatory services. There
was more than one way for a feudal lord to increase his income from tenants. Most of all, he
could raise the rent. During part of the sixteenth century, rents and land prices rose even more
rapidly than food and fuel. One study finds that English rents increased ninefold from 1510 to
1640, while grain went up by a factor of four and wages barely doubled. In Belgium, land
prices increased elevenfold; in Holstein, they multiplied by a factor of fourteen during the
same period.*

Contemporary observers counted the movement of rent itself as a leading cause of rising
prices. A husbandman in Hales’s Discourse of the Common Weal was made to say to
landowners, “I think it is long of you gentlemen that this dearth is, by reason you enhance your
lands to such a height, as men that live thereon must need sell dear again, or else they were not
able to make the rent.”3!

Increases in rent caused much rural unrest. In England, a leading demand in Kett’s
Rebellion (1549) was that copyhold rents should be rolled back to rates that had prevailed 65



years earlier, during the first year of Henry VII (1485). Similar complaints were heard
throughout western Europe.?
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Figure 2.06 shows that real wages (deflated by consumable prices) fell throughout Europe
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from the late fifteenth century to the mid-seventeenth century. The data are eleven-year moving

averages for Southern England and Alsace, and twenty-five-year fixed averages for France.

The source

is Phelps-Brown and Hopkins, A Perspective of Wages and Prices, 62.
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Figure 2.07 compares rents per acre on landed estates with an index of consumable prices in
England. The source is Eric Kerridge, “The Movement of Rent, 1540-1640,” Economic
History Review 2d ser., 6 (1953-54) 16-34.

As always, some of the worst exploitation occurred in the east, where serfdom and forced
labor had persisted. “In Poland,” writes historian Stanislas Hoszowski, “landowners
benefitted most, while the disadvantages fell on the peasants. . . . The rise in cereal and food
prices encouraged landowners to change feudal cash payments into labor rents. They created
new demesnes, forcing their peasants to work on them unpaid. Minimum production costs and



the large profits to be derived from the system encouraged the nobility to extend the estates at
the expense of peasant farms and to exploit peasants on an ever increasing scale.” Hoszowski
concludes that the price-revolution actually strengthened the feudal system in eastern Europe.

Everywhere, it made the dominant elites richer and stronger than they had been before.>?

The growing gap between returns to labor and rewards to capital was one of the most
important social consequences of inflation in the sixteenth century. These trends caused
inequality to grow, in a society that was grossly unequal before they began.

Great wealth and grievous poverty increased in the mid-sixteenth century. In England, the
numbers of beggars and vagabonds and homeless people were observed to rise rapidly during
the price-revolution. The growth of inequality created a set of social imbalances that grew
increasingly dangerous throughout the western world.3*
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Figure 2.08 finds evidence in fragmentary data that interest rates nearly doubled in the mid-
sixteenth century, outpacing the rise of prices in the same period. The source is Homer, A
History of Interest Rates, 121,137,140.

Monetary Imbalances

Another imbalance developed in the monetary system. Once again, as in the medieval price-
revolution, individuals and institutions responded to inflation by taking actions which
expanded the supply of money. In western Europe, historian Georg Wiebe estimated that the



supply of silver increased from approximately 10,000 tons in 1550, to more than 23,000 tons
by 1600, and above 34,000 tons in 1660. Subsequent research challenged these numbers in

detail, but confirmed the general trend.>”

The largest part of this increase was American silver and gold, which flowed abundantly
into Europe after 1500. The cause of the price-revolution of the sixteenth century has often
been attributed to this single factor: large imports of American metal, which increased the
quantity of money in circulation, and reduced its purchasing power by expanding its supply.

In light of much historical research, this monetarist explanation must be revised, without
being rejected. American treasure could not have been the first cause of a price-revolution.
Prices began to go up as early as 1480, many years before American silver and gold arrived in
Europe. In England and Germany, prices nearly doubled during the half century before
American silver could have had a significant effect on their economies.

Further, major fluctuations in the flow of treasure from America did not correlate with
variations in price-movements, in time or space. In Spain, where the impact of American
treasure was comparatively large, the pace of inflation actually lagged behind other parts of
Europe. Moreover, the largest proportionate increases in Spanish prices occurred during the
first half of the sixteenth century—not the second half, when American treasure had its greatest
impact.’

Similar disparities also appeared in northwestern Europe, where one of the largest
inflationary surges occurred during the period from 1552 to 1560, when imports of gold and
silver were comparatively small. From 1570 to 1590, on the other hand, silver imports from
America rose at a rapid rate while prices actually fell a little.?

Yet another difficulty for a monistic monetary model appears in recent collaborative
research by chemists and historians on the diffusion of American silver in Europe. The largest
trove of American treasure was found in the fabulous silver mountain at Potosi, which became
a monument to earthly abundance, cruelty, and greed. Spanish conquerors discovered the silver
of Potosi in 1545, and forced Indians to mine a vast quantity of precious metal, at terrible cost
in human suffering. Nearly half of all the silver produced in America from 1521 to 1610 came
from Potosi alone.

The silver of Potosi was highly distinctive in its chemical composition, which allows a
metallurgical test of its diffusion. The results are instructive for students of this event. Silver
from Potosi appeared in the coinage of Spain, Genoa, Milan, and Venice, but not until after the
mid-sixteenth century. It was found on the Atlantic coast of France, but not in large quantity
until the 1590s, more than a century after the price-revolution began. None was discovered in
Belgium, England, the Netherlands or most other parts of France. The inventors of this test
concluded, perhaps prematurely, that South American silver had little impact on the coinage of
northern Europe in the sixteenth century. It would be more accurate to say that its impact was

not felt until the later stages of the price-revolution.*



The Price Revolution of the Sixteenth Century

American Treasure and Spanish Prices
40 ¢ - 200
15 | 1 180
1 160
30 F
- 140
B {120
commodity prices

(1571-80=100) 100 .

| SEE— R
Prices

80

Pesos (millions)
=

15 \
4 60
10 } \
imports of American treasure in L 40
5 pescs of 450 maravedis 20
0 L eitan TP o L TN AR 0

1500 1520 1540 1560 1580 1600 1620 1640 1660

Figure 2.09 compares Spanish prices with the arrival of precious metals from the New World.
The evidence shows that American treasure contributed in a major way to the momentum of the
price revolution, but did not set it in motion, or sustain it to the end. The data are from
Hamilton, American Treasure and the Price Revolution in Spain, 35, 228.

In short, the price-revolution came first; American treasure followed later. The test of
timing is decisive here. One of the few clear and simple laws of historical causality is that the
effect cannot precede the cause. The old idea that American treasure was the first cause of the
price-revolution in Europe during the sixteenth century will not do.



Nevertheless, the monetary model retains its relevance in other forms. It does so in ways
that are more complex and also more interesting than a simple monetarist idea. The gold and
silver of America did not set the price-revolution in motion, but powerfully reinforced its
momentum. The effect of vast new supplies of gold and silver was to support an existing
economic trend and to intensify its effect.*°

Further, one may observe in the timing of this complex relationship an historical pattern
that monetarism alone is powerless to explain. Monetary theory explains why an increase in
the supply of money drives up prices. It cannot explain why the money-supply increases in the
first place, except by introducing the monetarist’s favorite diabolus ex machina in the form of
corrupt and incompetent politicians who are believed to be too stupid or weak to understand
the monetarist’s favorite remedies.

To approach the price-revolution in broadly historical terms is to discover a more mature
explanation. In every price-revolution, one finds evidence of frantic efforts to expand the
supply of money, after people have discovered that prices are rising in a secular way. The
price-revolution of the sixteenth century caused the rulers of Spain (who were hard-pressed to
keep up with inflation) to redouble their efforts to extract gold and silver from their American
dominions. Two
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Figure 2.10 compares prices and coinage in France. It finds more evidence that expansion of
the money supply contributed strongly to price-inflation in the middle and late years of the
sixteenth century, but was not as important in early stages of the price-revolution. Fluctuations
in coinage also caused movements around the central trend, but had less effect on the central
tendency. The source is Frank Spooner, The International Economy and Monetary
Movements in France, 1493—1725 (Cambridge, Mass., 1972), 273.

tendencies powerfully reinforced each other. Together they created a dynamic of high
importance in the history of that troubled age.




The same processes worked in other ways. Another monetary factor (small by the
measure of American treasure but still important) was the mining of precious metals within
Europe, which also expanded during the sixteenth century. The great inflation created a
voracious hunger for a larger circulating medium. Old mines were reopened at heavy expense.
Once again, most of this activity came after the price-revolution had begun.*!

In Russia, the Tsars made major efforts to encourage production of gold and silver. In
1567, Ivan IV actively recruited mining experts abroad. Thirty years later, Tsar Fedor
Ivanovich asked his ambassador in Italy to pay any price for miners. There was an air of
desperation in these acts. Increased supplies of European and Russian silver also contributed
to rising prices.*

It is important to observe that the correlation between the rise of prices and the minting of
money in western Europe was itself variable through time— another vital clue. The
association was comparatively weak in the early sixteenth century. It became stronger in the
period from 1550 to 1610. This finding strongly suggests that monetarist factors operated as
historical variables. They were more powerful in the second stage of the price-revolution than
in the first.*>

After the mid-sixteenth century, intelligent observers began to discover that a relationship
existed between prices and the size of the money supply. The quantity theory of money was
invented during the second stage of this price-revolution. In 1556, Spanish scholar Martin de
Azpilcueta proposed the thesis that “money is worth more when and where it is scarce than
when it is abundant.” Further, he perceived that “in Spain, in times when money was scarcer,
saleable goods and labor were given for very much less than after the discovery of the Indies,
which flooded the country with gold and silver.” Twelve years later, French writer Jean Bodin
developed the same idea. Other monetarist models were invented by the Polish scientist
Nicolaus Copernicus, by the Florentine Davanzatti, by many English observers, and by other
writers throughout Europe during the middle decades of the sixteenth century. These
discoveries were made at a particular moment in the price-revolution.**

At the same time that these monetarist theories appeared in the mid-sixteenth century,
other observers came to a different conclusion that the primary cause of rising prices was the
growth of population. An example was England’s Alderman Box, who wrote to Lord Burghley
in 1576, “Now the time is altered . . . for the people are increased and ground for plows doth
want, corn and all other victual is scant, [and] many strangers [are] suffered here, which make
corn and victual deare.” He recommended that “waste grounds™ should be given to
husbandmen—a remedy that found little favor among the possessing classes.*

A few people argued a third proposition that the cause of rising prices was an increase in
both population and money. Thus George Hakewill wrote, “The plenty of coin and multitude of
men . . . either of which asunder, but much more both together, must needs be a means of raising
prices of all things.” This was the most accurate explanation, but also the most complex. It had

less appeal than simple monetary or demographic models.*®

Fiscal Imbalances



The response of governments to rising prices created a third sort of imbalance, fiscal in its
nature. By the mid-sixteenth century, large deficits were growing in the public accounts of
European states. The problem was compounded by regressive taxation, and by the persistent
tendency of the rich to shift the weight of taxes to poor and middling people.

By and large, the heaviest tax burdens fell upon the peasantry. In many parts of Europe the
nobility were exempt from the most onerous forms of taxation. In Spain, for example, the
privileged class called hidalgos were released from some taxes, though they were still
compelled to pay a sales tax. During the sixteenth century, the hidalgos preserved and even
expanded their special privileges at a time when the poor were groaning under their heavy
burden and the government was unable to pay its bills.

As the price-revolution continued, the revenues of European states fell far behind
expenditures. In desperation, governments borrowed heavily. The Spanish government kept
going by mortgaging its annual treasure fleet before the ships arrived, to foreign bankers at
ruinous rates of interest. Spain also issued annuities called juros, pledging an income to
private lenders for many years into the future. By 1543, a large part of Spanish revenue went to
pay the interest on a public debt that was soaring out of control. The effect was to weaken the
spring of government itself.*’

These many responses to rising prices—social, demographic, economic, monetary, fiscal
—interacted in combinations of increasing power. For example, the price-revolution caused
falling real wages and rising returns to land and capital, which caused the growth of inequality,
which increased the political power of the rich, which led to regressive taxation, which
reduced government revenues, which encouraged currency debasements, which drove prices
higher. This was merely one of the more simple linkages in a causal web of high complexity.

As the web thickened, the price-revolution came to be elaborately embedded in entire
economic systems, and social conflicts began to grow. The Protestant Reformation and
Catholic Counter-Reformation shattered the most important unifying institution in the Western
world—the Christian church. Religious conflicts of great violence broke out, and continued
through a period that corresponded almost exactly to the years of the price-revolution. These
two movements— Reformation and price-revolution—were connected. In Germany, many
historians have found evidence that the rapid spread of the Protestant Reformation and also the
Peasants’ War were closely linked to increasing economic stress, caused by population growth
and price inflation.*®
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Figure 2.11 shows that in the period from 1544 to 1627 a growing proportion of English
tenants became landless (or held less than two acres) in three villages of Cambridgeshire:
Chippenham on chalk soil in East Cambridgeshire, Orwell on clay soil in West
Cambridgeshire, and Willingham in the fens near the Isle of Ely. All percentages are computed
from Margaret Spufford’s tabulations of survey data except Chippenham in 1636, which is
estimated from a survey of landowning in that year and evidence of total population. The
source is Margaret Spufford, Contrasting Communities: English Villagers in the Sixteenth
and Seventeenth Centuries (Cambridge, 1974), 73, 100, 149.




These linkages appeared in Belgium and the Netherlands during the 1560s, when
Calvinism suddenly spread from one city to the next in the so-called Iconoclast disorders.
Mobs of newly converted Calvinists attacked Catholic churches, smashing the sacred artifacts
that were hated symbols of the old religion.*® Historians have concluded that the Iconoclast
movement was directly linked to economic instabilities, and particularly to a sudden surge in
grain prices in the Netherlands from 1564 to 1566.°° Similar connections between religious
conflicts and economic fluctuations were also observed in England, France, Switzerland and
Scandinavia from 1558 to 1640.>!

The causal connection between economic and religious movements was highly complex.
In some instances, price disturbances operated as a direct determinant of religious events—as
with the Dutch and Belgian Iconoclasts. In others, religious disturbances led to price
fluctuations during the major wars of the Protestant Reformation. In general, it might be said
that both the Reformation and Counter Reformation on the one hand, and the price-revolution
on the other, were parallel expressions of deep imbalances in European society.

From Imbalances to Instability

In the late sixteenth century, dangerous instabilities began to develop in European society.
Prices surged and declined in broad swings of increasing amplitude. A case in point was the
price of grain in England, which rose very sharply in great surges during the 1540s, 1570s,
1590s and 1620s. Intervening decades were marked by periods of sudden price-decline, which
were sometimes equally disruptive. Similar patterns appeared in the prices of many
commodities throughout Europe. The effect on social and economic relationships was
profoundly unsettling.

Historian Y. S. Brenner observes that “while grain prices continued to rise gradually as
the sixteenth century progressed, their yearly fluctuations became more severe.” He concludes
that this pattern was “consistent with the price behavior which is to be expected if a market’s
equilibrium between supply and demand is upset.”>

The price of grain rose and fell sharply from one harvest to the next, in a manner that was
similar to price movements in the thirteenth century. As early as 1529, a major famine occurred
throughout Europe. Its effects were especially severe in northern Italy. The city of Venice, with
its huge granaries, was overrun by hungry peasants from the countryside. A Venetian wrote,
“Give alms to two hundred and as many again appear. You cannot walk down a street or stop
in a square or church without multitudes surrounding you to beg for charity: you see hunger
written in their faces, their eyes like gemless rings, the wretchedness of their bodies with skins
shaped only by bones. . . . many villages in the direction of the Alps have become completely
uninhabited.”>3

Conditions worsened toward the end of the century. The greatest suffering occurred in the
period from 1594 to 1597, when four harvests failed in a row. Much of Europe experienced a
cruel famine which was long remembered as “the great dearth.”

With famine came epidemic disease. Rates of mortality fluctuated through the long period
of the price-revolution. When death rates fell several years running, prices increased and



wages declined. On the other hand, when death rates rose, prices declined and wages
increased. This happened in England during the 1550s, when epidemics took an exceptionally
heavy toll— killing as many as 20 percent of the population in a five year period.>*

Some were quick to profit from these misfortunes by speculation and the hoarding of
scarce commodities. A dramatic example occurred in the cities of Ghent, Antwerp, and Lille
during the years 1565 and 1566, when the Danish sound was closed to grain ships, and a major
famine occurred in the Low Countries. One of Antwerp’s richest merchants, Pauwels van Dale,
bought large quantities of grain and kept it off the market to drive its price still higher. In
September, 1565, while the poor were literally starving in the streets of Antwerp, the
warehouse of Pauwels van Dale was so packed with grain that the building collapsed. A wild
riot broke out and spread through the city.

Similar events occurred elsewhere. At Malines, the houses of grain speculators were

marked with blood. Riots occurred in Ghent, Lille and other towns—an expression of popular
rage against speculators and monopoleurs who not only profited from price fluctuations, but

also made them worse.>

Hoarding and speculation spread widely through Europe in time of scarcity. They were
done not only by merchants, but also by noble families and even monarchs. In Russia, historian
Jerome Blum writes, “the price rise of this period was aggravated by the engrossing of goods

by wealthy men, including the Tsar, who sought to benefit financially from the shortage.”>®



The Price Revolution of the Sixteenth Century
Harvest Prices, Famine, and Plague in England, 1480-1620
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Figure 2.12 compares wheat prices with major famines and plagues in England. The sources
are the Bowden series of wheat prices in England, in W. G. Hoskins, The Age of Plunder
(London, 1976), 87, 246—-47; and Andrew Appleby, Famine in Tudor and Stuart England
(Stanford, 1978), 95-154.

Monetary factors became yet another source of instability. European states and sovereigns
tinkered endlessly with their coinage during the sixteenth century, sometimes inflating the value
of their coins, sometimes deflating them again. In England, an inflationary “great debasement”
from 1541 to 1551 drove prices higher. This was followed by a “great recoinage” in 1561,



which had the opposite effect. By and large, debasements became more common than
recoinages. The monetary policies of the European monarchs added momentum to the price-
revolution, and increased its instability. A dangerous cyclical relationship developed. High
prices forced governments to debase their currency; debasement in turn drove prices higher.
The wheel kept spinning round and round.

Moralists preached against these practices. Merchants protested angrily. Even satirists
added their mite. When the weight of silver in English testons was reduced by a third, the coins
were ordered to be “blanched” or washed with a wafer-thin coat of silver so that the portrait
of Henry VIII would remain bright and shiny. As they passed from hand to hand, the copper
core quickly showed through, and gave the king a distinctly ruddy complexion. A poet wrote:

These testons look red, how like you the same?

"Tis a token of grace; they blush for shame.”’



The Price Revolution of the Sixteenth Century
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Figure 2.13 compares debasements of English money with the Phelps-Brown-Hopkins index of
consumable prices in southern England (1451-75=100). The evidence indicates that
debasements caused inflationary surges but did not drive the underlying trend. Sources include
G. D. Gould, The Great Debasement (Oxford, 1970); C. E. Challis, The Tudor Coinage
(Manchester, 1978); and Henry Phelps Brown and Sheila V. Hopkins, A Perspective of Wages
and Prices (New York, 1981).

A related source of instability arose from international flows of specie. Europe in the late
sixteenth century was awash with money, which sloshed back and forth from one sovereignty to



another. Many contemporaries attributed the movement of prices primarily to international
trade and the balance of payments. Sir Francis Drake’s raids had a similar effect by different
means. They removed from the Spanish economy between one and two million pounds (of
which £600,000 were silver and gold bullion) and brought it to England between 1577 and

1580.%8

Economic imbalances engendered political instabilities. Spain in the reigns of Charles V
(1516-1556) and Philip II (1556-1598) was the strongest state in Europe. Like many other
great powers, even to our own time, it fell into the fatal habit of deficit spending, and was
finally reduced to a fiscal condition that historian J. H. Elliott describes as “chronic
bankruptcy.” At least six times between 1557 and 1647, the Spanish government went
bankrupt, and found itself unable to meet its obligations or to borrow further. These fiscal
crises occurred every twenty years with remarkable regularity—1557, 1575, 1596, 1607,
1627, 1647. Spanish historian Vicens Vives writes, “the vicious cycle was complete: the
larger the state’s debts became, the harder it was to meet them.”>® Other states were caught in
the same cycle. Deficit financing was not invented in the twentieth century. In England, France
and Germany, rulers became chronic debtors.®

These instabilities were deepened by the effect of war. The two steepest surges of
inflation in the 1540s and 1590s were periods of heavy military spending. Here was yet
another vicious circle between economic imbalances, political instability, and war.®!

The Crisis of the Seventeenth Century

During the decade of the 1590s, the price-revolution entered a new stage—a prolonged and
very painful period that historians call the “general crisis of the seventeenth century.” They use
that name with good reason. This was the darkest era in European history after the catastrophe

of the fourteenth century.!

The first signs were similar to those of the medieval crisis. During the last quarter of the
sixteenth century, the economy of Europe was afflicted by the same cruel combination of rising
prices and falling opportunities that neoclassical economists would call “stagflation” in the
late twentieth century. The economy of England was a case in point. Historian Barry Supple
writes, “the last years of Elizabeth’s reign can no longer be considered as a prosperous era of
economic expansion.” He finds evidence of a deep economic depression in the 1580s and

1590s. At the same time, prices of consumables rose even more rapidly than before.?

Conditions differed in detail throughout Europe, but the general trends were much the
same. Real wages and industrial prices were depressed, while the cost of food and fuel
climbed higher, and also became highly unstable—rising and falling in sharp surges of
increasing amplitude. The real wages of artisans and laborers fell farther behind the cost of
living, while returns to land and capital continued to advance. Wealth became increasingly
concentrated in a few hands. That tendency engendered Francis Bacon’s epigram: “Money is
like muck, not good except it be spread around.” But the wealth of Europe was not spread
around in the late sixteenth century. The rich grew richer, while increasing numbers of the poor
were driven very near the edge of starvation.’
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The Crisis of the Seventeenth Century

Increasing Instability in the Price of Grain
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Figure 2.14 shows that harvest prices became more dangerously volatile as the price
revolution approached its climax. It compares average annual prices of wheat, barley and oats
with a 31-year moving average. The source is C. J. Harrison, “Grain Price Analysis and
Harvest Qualities, 1465-1634,” Agricultural History Review 19 (1971) 135-55, building on
W. G. Hoskins, “Harvest Fluctuations and English Economic History, 1480-1619,” ibid., 12
(1964) 28-46; and “Harvest Fluctuations and English Economic History, 1620-1759,” ibid.,
16 (1968) 15-31; and P. Bowden, “Statistical Appendix,” in Joan Thirsk, ed., The Agrarian
History of England and Wales, 1V, 814-70.




As these very dangerous trends continued, the western world experienced a major
disaster. In 1591, the weather turned wet and cold. European peasants watched helplessly as
their wheat and rye were beaten down in the fields, and their hay crops rotted in the meadows.
The same thing happened the next year, and the year after that, and altogether seven years
running. In France, the wine harvest was late and small from 1591 to 1597. Grain crops fared
even worse. English historian W. G. Hoskins observed, “the 1594 harvest was bad; 1595 was
even worse; 1596 was a disaster; 1597 was bad too.”

This was more than merely a short spell of bad weather. It was a shift in the climate—one
of several sharp downturns in the early modern era that have been called collectively the “little
ice age.” The decade of the 1590s was so cold that Alpine glaciers began to send rivers of ice
through inhabited valleys. In 1595 the Giétroz glacier buried the villages of Martigny and
killed seventy people. Disasters of the same sort happened at Grindelwald and Chamonix and
the Val d’Aosta.*

Similar events had happened before, but in the 1590s they came at a time when the
economy was dangerously overstrained. Families had little in reserve. Food riots broke out in
many parts of Europe. As the troubles continued, people began to starve. A season of scarcity
grew into a massive famine that was called the “great dearth.” There were terrible scenes of
suffering in many parts of Europe. A Swede wrote in 1597:

People ground and chopped many unsuitable things into bread such as mash, chaff, bark,
buds, nettles, hay, straw, peat moss, nutshells, peastalks, etc. This made people so weak
and their bodies so swollen that innumerable people died.

Many widows, too, were found dead on the ground with red hummock grass, seeds
which grew in the fields, and other kinds of grass in their mouths.

People were found dead in the houses, under barns, in the ovens of bath houses and
wherever they had been able to squeeze in, so that, God knows, there was enough to do
getting them to the graveyard, though the dogs ate many of the corpses.

Children starved to death at their mothers’ breast, for they had nothing to give them
suck.”

Similar scenes were described in England, Scotland, France, Germany, Scandinavia, Hungary,
Russia and Spain.

The great dearth fell cruelly upon the poor, while the rich remained secure in their plenty.
In London’s affluent central neighborhoods, the number of burials increased very little during
these years; but outlying parishes inhabited by the poor suffered severely. The effect of scarcity
was to deepen the material inequalities that were already very great in European culture, and
to contribute to growing social instability.®

Another consequence of scarcity was an increase in crime. The pattern was much the
same as in the fourteenth century. When the price of food surged, crime increased sharply.
When prices fell, criminal acts declined. This correlation was very strong in the later stages of



every price-revolution from the Middle Ages to our own time.

These troubles were compounded by the growth of disease. During the great dearth many
parts of Europe reported much trouble with the “bloody flux.” This was perhaps not dysentery
as many have surmised; similar symptoms are caused by malnutrition. Soon other epidemic
diseases spread swiftly through a weakened population. The plague returned to Europe,
ravaging its cities and many parts of the countryside. One of the worst outbreaks was the
Cantabrian Plague, which killed half a million people in Iberia from 1597 to 1602, then spread
to England and other parts of Europe.

The Crisis of the Seventeenth Century
Prices and Property Crimes in Essex, England
1566-1602
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Figure 2.15 compares annual indictments for crimes against property in the English county of




Essex, with an index of mean annual wheat prices in England (1470-79=100). Indictments are
missing for the years 1568, 1575, 1577, 1583, 1596, and 1598-99, and have been added by
linear interpolation. The source for indictments is J. S. Cockburn, “The Nature and Incidence
of Crime in England, 1559-1625,” in idem, ed., Crime in England, 1550-1800 (Princeton,
1977), 68. Wheat prices are from Joan Thirsk, ed., The Agrarian History of England and
Wales, IV, 1500-1640 (Cambridge, 1967), statistical appendix, 865.

As in the fourteenth century, plague did not strike a single blow. It returned again and
again, with shattering effect. The region of Angers was an example. In the diocese of Murienne,
it was introduced by soldiers returning from a military campaign (a common means of
infection). Repeated epidemics followed in 1583-84, 1598, 1626, 1631 and 1639. Of 62
parishes in the diocese, 56 were severely infected. Two parishes (Modane and Aiguebelle)
lost more than 40 percent of their inhabitants. In the diocese as a whole, the death rate rose to
80 per thousand—much below the toll of the Black Death in 1348, but twice the normal level.

This was merely one of many epidemic diseases that spread through Europe, which
suffered much from visitations of smallpox, diptheria, typhus and other nameless infections.
One historian writes that “no century since the fourteenth has a worse record for epidemic
disease.””

At the same time that mortality increased, rates of fertility declined. From northern
Germany to southern Spain, the number of inhabitants fell sharply after a long period of
growth. In the cathedral of Toledo a clergyman named Sancho de Moncado studied his
baptismal registers and found that the number of births dropped from the mid-sixteenth century
to 1617 by 50 percent. Moncado observed that this decline happened not because of pestilence
or migration, but “because the people cannot support themselves,” as a consequence of scarcity
and the soaring cost of food.?

The combined effect of rising mortality and falling fertility caused a reversal of
demographic growth in the seventeenth century. This was the only period after the Black Death
when the population of Europe actually declined.

As if these sufferings were not enough, a major economic collapse occurred in the period
from 1610 to 1622. This was more than merely a cyclical downturn. It was a major break in
the secular trend. Historian Ruggiero Romano observed its effects almost everywhere in
Europe. In the Baltic, the number of ships passing through the Danish Sound reached its peak
near the year 1600, and then after a period of fluctuation declined steadily for more than fifty
years. In the Spanish port of Seville, a major entrepot for American trade, the monumental
research of Huguette and Pierre Chaunu yielded evidence that total tonnage entering and
leaving Seville harbor rose steadily through most of the sixteenth century to a peak in the year
1610; then it fell sharply, and kept on falling for many decades. In Venice, Ragusa, Leghorn and
Marseilles, customs duties and anchorage taxes peaked in the early seventeenth century, then
declined catastrophically after 1618. In Danzig, the grain trade collapsed after 1619. In
England, Italy and Spain, the sale of wool and textiles peaked in the decade 1610-20, then
entered a deep depression that continued for half a century. Even the prosperous Low
Countries—an exception to many seventeenth-century trends—were caught in this economic



collapse. Industrial production began to decline in Amsterdam and Rotterdam after about
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Figure 2.16 shows a decline in population during the general crisis of the seventeenth century,
the only period after the fourteenth century when the population of Europe declined. Sources
include Colin McEvedy and Richard Jones, Atlas of World Population History (New York,
1978); Massimo Livi-Bacci, A Concise History of World Population (Cambridge and Oxford,
1992); J. Nadal, La poblacion Espafiola (Barcelona, 1984).

Famine, pestilence, and economic depression were accompanied by war. During the




entire century from 1551 to 1650, peace prevailed throughout the continent only in a single
year (1610)—a record unmatched since the fourteenth century. These conflicts were
remarkable not only for their frequency but also their ferocity. By far the most destructive was
a cluster of religious and political conflicts that historians call the Thirty Years War (1618—
48). This great conflict was a catastrophe for central Europe. Historian Gunther Franz
estimates that the population of Germany declined by 40 percent from 1618 to 1648— a larger
proportion than were killed by the Black Death. Other scholars think that losses was not so
high, but all agree that the human cost of the Thirty Years War was very great. Large sections of
middle Europe were laid waste. There was also a brutalization of the spirit in the Thirty Years
War; appalling atrocities routinely occurred.!”

Germany was not alone in her suffering. Broad areas of France, England, Scotland,
Ireland and the Low Countries were also ravaged by war in this period. Flanders became once
again the charnal house of Europe.

A few regions escaped the general carnage. Switzerland managed to keep war at bay.
Many of its young men went off to fight and never came home again, but the Swiss republics
themselves remained secure in their Alpine redoubts. They were so much the exception that a
German visitor in Switzerland wrote, “The country appeared to me so strange . . . as if I had
come to Brazil or China. There I saw a people going about their business in peace. . . . Nobody
stood in fear of the foe; nobody dreaded pillage, nobody was afraid of losing his property, his
limbs or his life.”™

During the early seventeenth century, the armies of Europe reached their largest size since
the Roman era. Their upkeep imposed heavy costs at the same time that public revenues were
reduced by the combined effect of famine, pestilence, war, depression, regressive taxation and
monetary inflation. They also were put to frequent use in most of Europe. War became highly
destructive of life and wealth and happiness during this period. Historian John Nef writes,
“For suspicion and hatred, devastation and hardship, there was to be nothing quite like it again
until the twentieth century.”!?

Needy governments resorted to all the usual forms of fiscal folly. Some tried deficit
financing on a large scale. Others systematically debased their coinage. Many tried to wring
more taxes from sullen and resentful populations. As governments desperately attempted to
increase their revenues, the suffering people of Europe were goaded to acts of violent
resistance.

The result was an age of revolutions in virtually all European states. Most of these
overturnings were caused by fiscal problems. In Iberia, major revolutions broke out in
Catalonia and Portugal (1640) when Spanish ministers tried to raise large revenues. In
England, an ill-fated attempt by Charles I to obtain more money from his subjects led to full-
scale civil war, which ended in the execution of the king himself. In France, a series of
rebellions called the Frondes developed from 1648 to 1654, primarily as a result of fiscal
disputes between the Parlement of Paris and the Crown. In Naples, the revolt of the fisherman
Masaniello occurred after the kingdom had been drained of its wealth by the Spanish
government (1647). In Sicily a revolution began at Palermo (1647); its rallying cry was “Long
live the King and down with taxes.”! Denmark experienced a revolution from the right that



created an absolutist monarchy in 1660, as a direct consequence of a fiscal crisis.
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Even in Switzerland, there was a Peasants’ Revolt (1654), which happened after the
government ordered a major depreciation of its currency. The Ukraine had its “Great Ukrainian
Revolution” from 1648 to 1654. In Hungary, there was the Durucz movement. The Netherlands
experienced a bloodless coup d’état which broke the power of its ruling Stadtholders (1650).
Sweden went through a constitutional crisis (1650). The people of Scotland and Ireland
suffered a series of bloody rebellions and repressions from 1638 to 1660.

Smaller peasant risings also occurred throughout Europe in exceptionally large numbers.
In the south of France alone, one historian has counted no fewer than 264 insurrections
between 1596 and 1660—a larger number than in any other period of that region’s history.



Most were protests against intolerable economic conditions.!#

The general crisis of the seventeenth century left its mark upon the culture of an age. The
greatest works of literature, painting, philosophy and theology in this era commonly expressed
a mood of increasing pessimism and despair. After 1601, Shakespeare turned from his
Elizabethan comedies and histories to his great tragedies— Hamlet (1600-01), Othello
(1604), Macbeth (1605-06), King Lear (1605—-06). These works were dark visions of a
disordered world that seemed to conspire against human hope and happiness. At the same time,
Cervantes produced perhaps the greatest masterpiece of Spanish literature, Don Quixote
(1605, 1615), which for all its mordant humor was a sad and bitter description of a world that
had dissolved into social chaos.

The great painting of the period captured the same themes in different ways—in the
demonic fantasies of Pieter Brueghel (1564—1638), the spiritual suffering of El Greco (1548?
-1614?), the brooding melancholy of Rembrandt (1606—69), the sensual violence of Rubens
(1577-1640), and the bizarre grotesqueries of the Italian mannerists.

The philosophy of the period was similar in tone. The leading example was the work of
Thomas Hobbes (1588—1679), with its organizing assumption that the natural condition of man
was “poor and solitary, nasty, brutish and short.” Another dark vision of the world flowed
from the pen of Oxford clergyman Robert Burton (1577-1640), in his treatise on sadness and
disappointment called The Anatomy of Melancholy. There were always a few hopeful voices
who cried out against despair. This was also the age of Descartes (1596-1650), and his
affirmation of enduring values in an unstable world. But Descartes described his intellectual
journey as that of “a man who walks alone in the darkness.”™

In theology this was the era of neo-Calvinism—the narrowest, darkest, bleakest, and most
pessimistic form of Christianity that has ever been invented, more so even than the theology of
Calvin himself. As formally defined by the Synod of Dort (1618-19), the “five points” of neo-
Calvinism asserted that most people and all infants were irretrievably sunk in a state of total
depravity and inexorably condemned to eternal damnation; that Christ died not for everyone but
only for a chosen few; that human beings were utterly without power to achieve their own
salvation. Here was yet another cultural expression of an era in which people felt that the
world was entirely beyond their power to control. In a later and happier age neo-Calvinism
would make no sense at all, but in the early seventeenth century it seemed to fit the facts of the
human condition.

The crisis of the seventeenth century was marked by a revival of religious strife.
Protestants and Catholics became increasingly militant and uncompromising; the result was
angry and bloody conflict in virtually all European states. In England, the Puritans combined
religious and political ideas in a single movement that overturned the government. In Poland,
Catholic nobles destroyed most of the Protestant churches in that nation. In the Ukraine, the
revolt of the Cossacks was in part a religious movement.

Throughout central and eastern Europe, the people of Russia, Poland, and Germany
expressed their unhappiness in the customary way, by slaughtering the Jews. Chmielnicki’s
rebellion in Poland was wildly antisemitic. From 1648 to 1658, more than 700 Jewish
settlements were destroyed; perhaps 100,000 Jews were killed.'®



The suffering of Europe in the general crisis of the seventeenth century was comparable to
that of the fourteenth century. But this time Europe suffered in a different way. The seventeenth
century was a period of falling population, but the magnitude of its decline was much smaller
than in the fourteenth century. The scale of misery did not approach the demographic disaster
that had been caused by the epic famines and Black Death of 1348.

The economic collapse was also not as severe as before. The pace of price-inflation was
greater this time, but the magnitude of price fluctuations was less extreme than in the medieval
price-revolution. The variance of prices fell by half from one of these great waves to another.
Periods of scarcity were less severe in their impact upon prices, and they occurred less
frequently. Even the worst years of this period were not nearly comparable with the famines of
the fourteenth century.

Beyond doubt, a long-term improvement had taken place during the intervening years in
productivity, production and per capita income. Markets had become larger and more tightly
integrated. Even the worst miseries of this dark era were measures of material progress.
During the crisis of the fourteenth century, high medieval civilization had collapsed. In the
crisis of the seventeenth century, the civilization of early modern Europe was shaken to its
deepest foundations. But it survived.

The Equilibrium of the Enlightenment, 1660-1730

In the middle decades of the seventeenth century, the great crisis came to an end. After a period
of transition, a new equilibrium appeared throughout Europe. It established itself, more or less
at the same time, in France, England, Germany, Italy, Russia, Spain and Scandinavia, and also
in European colonies throughout the world.!



The Equilibrium of the Enlightenment
The Price of Wheat in Three European Capitals
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Figure 2.18 follows the price of grain in Paris, London and Berlin. In all three cities it fell
sharply after 1661, then fluctuated on fixed level from 1670 to 1730. The source is Wilhelm
Abel, Agrarkrisen und Agrarkonjunktur: eine Geschichte der Land und
Ernahrungswirtschaft Mitteleuropas seit dem hohen Mittelalter (1935, Hamburg and Berlin,
1966).

This new change-regime might be called the equilibrium of the Enlightenment. Its
historical dynamics were similar in many ways to the equilibrium of the Renaissance. This
was not a system at rest. It was a complex structure of countervailing movements, much like the



counterpoint of Johann Sebastian Bach (1685—-1750), or the baroque harmony of George
Frederick Handel (1685—1759), whose lives and music perfectly captured the cultural spirit of
an age.

The material components of this equilibrium may be summarized in a few sentences. The
price of grain ceased rising, fell sharply, and then began to find a level. Food and energy came
down, manufactures went up, and the general price level began to fluctuate on a fixed and level
plane. Wages rose. Rents and interest fell. The distribution of wealth and income became a
little more equal. Population, production, and productivity grew slowly. There were many
local variations—price-inflation in Chile, wage-declines in Germany—but the major trends
were strong and consistent.

The Equilibrium of the Enlightenment
Staple Prices in America, 1658-1738
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Figure 2.19 follows the price of Maryland tobacco (pence sterling per pound), and Barbadian
sugar (shillings per hundredweight). Their movements were broadly similar to those of wheat
prices in Europe during this period. The sources are Russell Menard, “Farm Prices of
Maryland Tobacco, 1659-1710,” Maryland Historical Magazine, 68 (1973) 80-85; Carville
Earle, The Evolution of a Tidewater Settlement: All Hallow’s Parish, Maryland, 1650-1783
(Chicago, 1975), 16; Richard B. Sheridan, Sugar and Slavery: An Economic History of the
British West Indies, 1623—1775 (St. Lawrence, Barbados, 1974), 496-97.

The Equilibrium of the Enlightenment
Returns to Labor: The Rise of English Farm Wages

(1640-1749=100)
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Figure 2.20 finds that money wages and real wages were rising in the period from 1650 to



1740, while rents and rates of interest were falling. The source is Peter J. Bowden,
“Statistics,” in Joan Thirsk, ed., The Agrarian History of England and Wales, vol. 5.2, 879.

Some historians of agriculture have perceived this period as a time of rural depression.
So it was at the start. Reports from the European countryside told a story of falling farm prices
and growing poverty among landowners. In 1685, the intendant of Rouen wrote, “The poverty
is such that a farmer who bought a woollen garment had to do without a linen one. The peasant
women, who used to love wearing red and blue petticoats, seldom have them now. They are

very poorly dressed and mostly make do with white linen.”?

But throughout the period from 1650 to 1730, returns to labor slowly increased. In
England and France, nominal wages went up for manual laborers and skilled artisans alike.
Real wages increased even more rapidly, nearly doubling for laborers and building craftsmen
in the south of England from 1650 to 1740. Continental workers did not fare as well as their
English counterparts; wages fell in parts of Germany. But throughout western Europe, farm

laborers and artisans tended to improve their material condition.

At the same time that wages rose, rents came down. France’s pioneering price historian
the Vicomte d’ Avenel calculated that the rent of one hectare of farmland fell from the
equivalent of 12.8 francs in 1651-75 to 7.5 francs by 1701-25. Subsequent research by
academic specialists has confirmed his general findings in France, England, Italy, Germany and
most parts of Europe. Interest rates also declined in this period. The maximum lawful rate of
interest in England fell from 10 to 6 percent in the seventeenth century. Further, economic
historian H. J. Habakkuk discovered that interest actually charged by moneylenders declined
even more sharply than the legal maximum. During the general crisis of the seventeenth century,
English creditors had tended to charge the highest allowable rate. By the century’s end, actual
rates had fallen below the statutory limit.” French rentes declined from 10 to 4 percent. In
England by the year 1735, the yield on long annuities sank as low of 3 percent. Dutch
commercial loans drifted downward to 2 percent or even less in this period.°®



The Equilibrium of the Enlightenment
Returns to Land: The Fall of Rent in France
(1700-1710=100)
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Figure 2.21 finds evidence of a long decline in rural rents, from a peak in the 1660s to a trough
in the 1730s. Similar trends appeared throughout Europe. The source is Abel, Agrarkrisen und
Agrarkonjunktur.

While interest rates were falling and wages were rising, commodity prices tended to
fluctuate within a fixed range from 1650 to 1735. The price of grain fell in nearly all European
countries, but other prices rose a little. Overall, the general price level remained
approximately the same—a pattern typical of price movements in every period of equilibrium.
Henry Phelps-Brown and Sheila Hopkins observed of their own price series in this period



there was “constancy in the general level, and this surprising stability, as it seems to us, was
maintained through fluctuations of two or three years’ span, due no doubt mostly to the harvest,

whose violence seems no less extraordinary.””
N Y
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Figure 2.22 shows that interest rates declined in western Europe in the period 1600-50 to
1700—40. The source is Homer, History of Interest Rates, 15658, 161-65, 172—78.

Both scholars were startled by the strength and resilience of these persistent patterns,
which often were violently disrupted by extraneous events, and yet always recovered their
equilibrium through a period of seventy years. “What was the secret of this stability,” they



asked, “and how was it held through such vibration?”

The violence of vibration was sometimes very great. Changes in the weather continued to
cause sharp and sudden fluctuations in harvest prices. The people of France suffered severely
when shortages drove grain prices very high in the grand disettes of the mid—1670s, and
again in 1694-99, 1708-09, and 1713.

The worst crisis occurred in the years from 1694 to 1700. The weather turned wet and
very cold. Once again, the glaciers advanced through alpine valleys. Arctic icefields expanded
so far to the south that Eskimos in their kayaks appeared in Scotland. A major famine occurred
in Finland, and northern parishes in Scotland lost a third of their population. The south of
England was less severely affected, but everywhere in the English-speaking world these cruel
years were remembered as “King William’s Dearth” and “the barren years.”® In Languedoc,
food was so desperately short in 1694 that the poor were reduced to eating grass—a thin bread
made of couch-weed and sheep entrails. In Narbonne, a priest wrote that the people looked
like “skeletons or spectres” (des équelletes ou d’espectres), as they wandered far from their
parishes, in searching of some way to “prolong their listless lives.”®

Climatic stresses were much the same as in the crisis of the 1590s, but this time the
cultural and economic consequences were very different. Grain prices briefly surged to record
levels in the 1690s, but when the weather improved price levels fell as rapidly as they had
risen, and equilibrium was restored. After 1700, scarcities came less often and were less
severe, but they kept on coming in the early eighteenth century without ending the material
equilibrium. Altogether, the economics of the ancien regime resembled the movements of an
eighteenth-century carriage on a rough country road. The vehicle jolted violently from rut to
rut. The irritable passengers were thrown painfully against one another. The carriage itself

swayed dangerously with every strain—but it continued to advance.'®



The Equiibrium of the Enlightenment
The Decling of Incquality in England, 1670-1700
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Figure 2.23 shows the consequences of the long fall in returns to capital and the rise in real
wages during this period. Wealth inequality declined. One study finds that the wealth-shares of
the richest 1 percent in England shrank 20 percent in the years 1700—30. The source: Peter H.
Lindert, “Toward a Comparative History of Income and Wealth Inequality,” in Y. S. Brenner,
Hartmut Kaelbe, and Mark Thomas, eds., Income Distribution in Historical Perspective
(Cambridge, 1991) 212-31, 220.

The passengers themselves perceived their economic situation in different ways,
according to their station. The possessing classes described this era as one of prolonged



depression. So it was for propertied elites, who were caught in a web of falling rents, rising
labor costs and low prices. But for ordinary people, the times were more favorable. Wages
increased at the same time that the cost of grain and shelter actually declined, and prices in
general remained on the same level. A period that seemed a depression to manorial lords and
rural proprietors (as well as to historians who read their letters and shared their perspective)
was an age of improvement for artisans and laborers and the great majority of Europe’s
population. Wealth and income were more broadly distributed. Inequality diminished.

Still, the question posed by Phelps-Brown and Hopkins demands an answer. What was
the “secret of stability” in this age of equilibrium? A simple monetarist model, that seeks an
explanation of price movements primarily in terms of the quantity of money in circulation,
works no better for this period than for any other. New research by Michel Morineau finds
evidence that American treasure flowed abundantly into Europe during the period 1660—1730,
in quantities almost (but not quite) equal to the price-revolution that preceded it. But this time
there was no long-term inflation.!!

In France, a large increase occurred in the supply of silver and gold in circulation during
this period. Voltaire estimated that the quantity of silver money increased from five hundred
million livres in 1683 to twelve hundred millions in 1730. Modern economic and social
historians generally agree that the quantity of gold and silver doubled or trebled in France
during this period. But the cost of living did not go up.!?

Further, the French monetary system in particular also suffered many debasements
between 1660 and 1730. One scholar writes that “recoinage after recoinage so altered the
value of the real money of France that it caused serious economic difficulties at home and
abroad. . . . Only with the great monetary reform and consolidations of 1726 did this era end.”
But prices did not rise.™

Other monetary systems were more stable than that of France. Dutch guilders and
rixdollars remained perfectly stable from 1691 to the nineteenth century. British guineas,
Venetian ducats and Portuguese crusados also preserved their value. In Europe as a whole,
however, price stability in this period was achieved not because of monetary factors but in
spite of them. !4

A better explanation for the price equilibrium of this period may be found in the pattern of
population growth, which was modest in the period 1650—1730. In England, for example, the
number of inhabitants had increased more rapidly before this era—from 2.8 millions in 1541
to 5.3 millions in 1657. In the mid-seventeenth century, that trend broke. Population ceased
rising and began to fall unsteadily for thirty years, reaching its nadir in the year 1686, at
approximately 4.9 millions. Thereafter, it began to fluctuate, rising a little but remaining on the
same plane. Not until after 1730 did it resume a pattern of rapid and sustained increase. This
trend matched a thirty-year moving average in consumer prices with uncanny precision. The
correlation was very close, with price movements lagging a few years behind demographic
trends through most of the sixteenth, seventeenth and eighteenth centuries.

Population movements were marked by many fluctuations. A slow rolling rhythm in
fertility and sudden surges in mortality caused by outbreaks of epidemic disease. But the
secular movements of prices and population were closely linked. This was the basis of the



equilibrium in that period.!®

In economic terms, that equilibrium should be understood as a period not of stasis but of
stable growth. Production and productivity increased. Commerce flourished throughout
Europe. Handsome neoclassical exchanges were constructed throughout the Western world.
They symbolized improvements that were made in many sorts of markets. Labor markets,
capital markets, land markets, commodity markets all were made to work more efficiently.

Banks multiplied rapidly: the Bank of England (1694), the Royal Bank of Scotland
(1727), and many others.!” Every European country improved its roads, enlarged its ports and
constructed canals and bridges. The growth of colonies also increased the wealth of Europe
and improved its productivity. Marginal returns to capital and labor tended to be higher in the
staple industries of colonial economies than in the mother-country.'®

The great cities, as always the barometers a civilization’s health, prospered throughout
Europe in this period. London was rebuilt to the taste of Christopher Wren and Inigo Jones, and
took on the neoclassical character that it preserves to this day. Paris became the metropolis of
Europe—its beautiful squares and broad boulevards began to be laid out in this period. Berlin
as late as 1654 had been a small river settlement of about 5,000 inhabitants; by 1740 it had
become a stately city with nearly 100,000 people. Vienna was transformed from a grim
medieval fortress town into an imperial capital of great beauty. The Schénbrunn palace was
begun in 1695 and the Belvedere in 1717. The city’s great baroque churches and state
buildings date from this period.

At the opposite end of Europe, the people of Edinburgh constructed their “new city” in
this era. In the words of David Daiches, the heavenly city of the eighteenth-century
philosophers was realized in Scottish stone. As the cities were rebuilt, urban architecture
flourished everywhere in Europe, from the baroque glory of Dresden to the Georgian grace of
Dublin. The handsome colonial cities of Philadelphia, Calcutta and Batavia arose on the banks
of the Delaware, the Hooghly and the Tjiliwong.

Social life became more orderly in this period. By the evidence of arrests and
prosecutions, rates of violent crime diminished from the late seventeenth century well into the
eighteenth century.

The equilibrium of this era also expressed itself in politics. The turbulence of the early
and mid-seventeenth centuries came to an end in many European states during the period from
1660 to 1740. English historian J. H. Plumb observes that “political stability, when it comes,
often happens to a society . . . as suddenly as water becomes ice.” That metaphor—a “change
of phase” in the language of chemistry— perfectly describes a transition that happened in the
politics of England, France, Germany, and Russia during the late seventeenth and early
eighteenth centuries. These four nations achieved stability in different ways, but all
experienced a change of phase in this age of equilibrium.



The Equilirium of the Enlightenment
The Decling of Violent Crine in Kent, 1670-1840
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Figure 2.24 shows the same sustained decline in crime that occurred in every period of price
equilibrium, after a sharp rise during the late stages of every price revolution. The downward
trend that appears here in Kent’s homicide rates has also been found in many other English
counties during the same period. The source is J. S. Cockburn, “Patterns of Violence in English
Society: Homicides in Kent, 1560—1985,” Past and Present 130 (1991) 70-106.

Particularly striking was the growth of political stability in England. “The contrast
between political society in eighteenth and seventeenth century England is vivid and dramatic,”
Professor Plumb writes. “In the seventeenth century men killed, tortured and executed each



other for political beliefs; they sacked towns and brutalized the countryside. They were
subjected to conspiracy, plot and invasion. This uncertain political world lasted until 1715,
and then rapidly began to vanish. By comparison, the political structure of eighteenth century
England possesses adamantine strength and profound inertia.”

Plumb was wrong about inertia. In politics, as in economics, the equilibrium of the
Enlightenment was a dynamic process, with many moving parts. But he was right about its
stability and strength.™®

Political stability was also achieved in France during the long reigns of Louis XIV
(1643-1715) and Louis XV (1715—1774). Its form was very different from that of the
English-speaking nations. While England moved toward toleration and parliamentary
government, France traveled in the opposite direction. Religious dissent was savagely
repressed, the Etats généraux were ignored, the Parlements were reduced to judicial and
administrative bodies, and the fetters of royal absolutism were riveted upon the body politic of
a great nation.

Prussia created a stable polity in yet a third form. This was a militarist monarchy that
derived its power from the Prussian army, and developed steadily under Frederick the Great
Elector of Brandenberg (1688—1713), and his successors Frederick Wilhelm I (1713-1740),
and Frederick the Great (1740-1786).

In Russia, Peter the Great (1682—-1725) founded a fourth type of European state. It has
been well-described as an autocracy “enserfed from top to bottom . . . in which all strata of the

population without exception were required to perform service and pay dues to the ruler.”%’

Many rulers were called “great” in this era: Louis Le Grand, Frederick the Great Elector,
Frederick the Great, Peter the Great, Catherine the Great. These leaders were no more able
than many of the failed monarchs who preceded them in the seventeenth century. The
enlightened despots of Europe were consumed by vanity and greed. They quarreled incessantly
with other princes, and squandered both the wealth of their nations and lives of their subjects
on petty and destructive rivalries. But an age of equilibrium is kind to reigning kings. A
reputation for greatness in a monarch often owes more to circumstance than to character.

The equilibrium of this era expressed itself not only in economics and politics, but also in
a philosophical system that was called Die Aufklarung in Germany, Illuminismo in Italy, and
the Enlightenment in England. Ironically, the only people of Europe who did not have a single
word for this movement were the French, who did more than any others to create it. The
Enlightenment is remembered in France not as an idea, but as an era and a set of individuals—
the siecle des lumieres.

The man who personified this era better than any other was Francois Marie Arouet
(1694-1778), better known by his pen name, Voltaire. He thought of his own generation as the
epigoni of an age that he called the siecle de Louis XIV. This epoch he defined as the time
when “human reason in general was brought to perfection.” The young Voltaire recognized that
this era was not “exempt from crimes and misfortunes.” He fought against evil all his life, and
suffered many defeats. Nevertheless, his history of this era was suffused with a sense of
satisfaction in the events of the recent past, and a feeling of confidence for the future.?!



Voltaire’s way of thinking about history was different from our own. He did not think in
modern terms of “material base” and “cultural superstructure.” If anything he tended to reverse
that causal relationship, but he had no doubt of a close connection between economic and
cultural processes. His history of this era was a paean to progress in both realms. He
celebrated the era of Louis XIV not so much as the apotheosis of a great king, but as a time
when “the middle classes enriched themselves by industry,” and the condition of peasants and
laborers became much improved. In his mind these material events were connected to the great
intellectual achievements of his age—to the science of Newton (1642—1727) and Halley
(1656—1742), the literature of Racine (1639-99) and Molieére (1622-73), the philosophy of
Locke (1632—-1704), Bayle (1647-1706) and Leibniz (1646-1716).

The work of these men had a fundamentally different texture from those who had preceded
them by only a generation. They believed that the universe was a place of order and symmetry;
that the world was within man’s power to understand and even to control.

These attitudes came to be shared by many people in the early eighteenth century. The
great historian Edward Gibbon wrote complacently in his autobiography, “My lot might have
been that of a slave, a savage, or a peasant, nor can I reflect without pleasure on the bounty of
Nature, which cast my birth in a free and civilized country, in an age of science and
philosophy.”??

The same spirit was expressed in many different ways by English literati such as Pope
(1688-1744), by the German composers Bach (1685-1750) and Handel (1685-1759), by
French social philosophers Montesquieu (1689—-1755) and Quesnay (1694-1774), by scientists
such as the Swedish Linnaeus (1707-1778) and the American Franklin (1706-1790), and by
theologians such as Edwards (1703—1758) and Zinzendorf (1700-1760).

These men of the Enlightenment were keenly aware of evil in the world. But even as they
struggled against injustice, and suffered from its effects, the world appeared to them as a place
of order, harmony, equilibrium and balance. Their mechanical metaphors represented the union
of dynamism and stability, a belief in the possibility of progress and order.s
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The Enlightenment was an era with major social problems, but it was also a time when
people believed that problems could be solved. The savants of this age disagreed in their
solutions, but they shared a stubborn optimism that set them squarely apart from earlier
generations. That attitude was a zeitgeist in the strict sense, a spirit grounded in the historical
conditions of the age.

The philosophical gentlemen of the enlightenment invented many of our modern social
sciences—including the science of economics. Their economic ideas commonly took two
countervailing forms. One would later be called mercantilism. It encouraged the active
intervention of the state in economic processes, and was given its classical expression by the



ministers of Louis XIV, notably Jean Baptiste Colbert. The other economic ideology would
later be called laisserfaire. It was developed in this period by the French physiocrats, and in
particular by Francois Quesnay. There is a story, perhaps apocryphal, of a conversation
between Quesnay and the Dauphin:

“What would you do if you were King?” the Dauphin asked.

“Nothing,” said Quesnay.

“Then who would govern?”

“The law,” Quesnay replied.24

Many enlightened thinkers shifted back and forth from one of these economic ideas to the other.
One historian has remarked upon their “characteristic oscillation between mercantilist and
laisser faire thought.”%> Others became fierce partisans of a single ideology. But even as they
differed with one another, the philosophes of the enlightenment shared a common cosmology.

The central assumption in this cosmology was an idea that Jean Ehrard calls la nature-
horloge, the world as a piece of clockwork. Some believed that the machinery needed constant
tinkering. Others thought that the machine would go of itself. But the major premise was the

same: un univers-horloge, un Dieu horloger.?®

These assumptions came to be widely shared in the early eighteenth century because they
seemed to fit the empirical facts. The prevailing ideas of balance and equilibrium in the
enlightenment were not merely a philosopher’s dream. They represented the world as it
actually was—for a time.



THE THIRD WAVE
The Price Revolution of the Eighteenth Century

People of the same trade seldom meet together, even for merriment or diversion, but the
conversation ends in a conspiracy against the public, or in some contrivance to raise
prices.

—Adam Smith, Wealth of Nations (1776)

PARIS, September 3, 1729, the grand festival of the Dauphin’s birth. At Versailles, a little past
three o’clock in the morning, the Queen was delivered of a healthy son, who became at birth
heir-apparent to the throne of France. A royal messenger was ordered to carry the happy news
to Paris. He spurred his horse forward, galloping toward the first light of dawn in the eastern
sky. The sleeping city lay open before him.

In the year 1729, Paris was the capital not merely of a country but of a civilization. It was
a city of dramatic contrasts. Some of its narrow and crooked streets had changed little since the
thirteenth century. In other neighborhoods a great rebuilding was underway. The ancient city
walls had been pulled down, and in their place royal engineers had laid out the first tree-lined
boulevards. The old fortified gates had been replaced by open arcs de triomph. The Champs
d’Elysses had been extended from the Tuileries as far as the Place d’Etoile. The Place des
Victoires and Place Vendome had been created, and those noble spaces were already
surrounded by huge private hotels of the aristocracy and nouveau riche.

Paris had many nouveaux riches in 1729. The city had become a great center of trade and
finance. Only a few years earlier its hated usuriers had been confined behind heavy iron
grilles in the serpentine passages of the rue Quincampoix. Now the richest usuriers were
called financiers, and their mansions were scattered through the city. A great banque had
recently been founded, and a new bourse had opened for the exchange of securities. Our
modern language of finance was invented in the early eighteenth century. Much of it is French.

Paris had grown rich, but many Parisians remained desperately poor. Extravagant wealth
and grotesque poverty lived side by side. Beggars died of hunger in the streets, while the rich
rode past in gilded chairs on the shoulders of other human beings. The suffering poor crowded
miserably into a maze of medieval tenements. Many lived like animals on close-built bridges
above the river Seine, while the great families of France resided in magnificent mansions only
a few streets away.

The cultural contrasts were equally dramatic. Paris in 1729 was the city of light, the seat
of the Enlightenment, the heavenly city of the eighteenth-century philosophers. Its great
libraries in the Bibliotheque Royal, the Bibliotheque Mazarin and the Bibliotheque Ste.
Genevieve were the among the best in the world. Its elegant salons set the intellectual fashion
for enlightened people everywhere.

At the same time Paris was also a capital of despotic darkness. It was the controlling



center of an absolutism that ruled by terror, cunning, and brutal force. High above the city’s
fabled rooftops rose the walls of the Bastille, where state prisoners were held for life without
the slightest shadow of legality. Next to the river Seine stood the dark and silent mass of the
Chatelet, the prison where ordinary Parisians were confined without warrant and punished
without trial. In the center of the city was the Place Greve, where huge crowds gathered every
week before the City Hall to watch obscene tortures inflicted upon shrieking victims.

Paris in 1729 was a city divided against itself. Its restless population was kept in order
by a garrison of Swiss mercenaries and by large numbers of informers, spies, detectives and
agents provocateurs. Our modern language of espionage and surveillance is French, and much
of it was invented in this era. A regime of great and terrible cruelty dominated its people by
methods that were profoundly hostile to the ethics of Christianity and the dreams of the
Enlightenment.

But on the day of the Dauphin’s birth, September 3, 1729, all this was forgotten. The
people of Paris put aside their differences and joined freely in a festival of joy. When news of
the infant’s arrival reached the city, the tocsin was sounded and cannon were fired. Every
house was ordered to be illuminated for three nights, and every shop was commanded to be
closed for three days, while preparations began for a grand celebration. Each evening bonfires
burned in the open squares. Casks of wine were opened to all who wished to drink. The poor
were given free sausages and small loaves of bread, baked specially for the occasion.

On September 7, at exactly 5:30 in the afternoon, the royal father of the newborn child
proudly entered the city. Louis XV was a handsome youth, barely nineteen years old. He
proceeded in high pomp to the Cathedral of Notre Dame, escorted by two companies of
Musketeers and the Royal Company of Falconers, with birds of prey perched on their gloved
fists. The princes of the blood and the great nobility followed in a long line of gilded
carriages.

When the King reached the Cathedral, the great guns of the royal artillery fired a salute in
his honor. The infantry discharged three volleys of a feu de joie. Flashes of flame and clouds
of smoke rippled down their long ranks from the Tuileries to Notre Dame. Inside the crowded
cathedral three Cardinals led the singing of a Te Deum. Afterwards, the King traveled in great
state to the city hall for dinner and a display of fireworks. His meal was served by the prévot
des marchands JacquesEtienne Turgot himself, as obsequious as the lowest lackey. At 11:30
the King rose from his table and made a tour of the city. The houses were ablaze with light.
Each neighborhood competed for the honor of the best display. The Place Vendome was judged
the winner: its buildings were illuminated with perfect symmetry, and its street lamps were
replaced by glittering chandeliers.

The celebration of the Dauphin’s birth continued for a week. It spread to every city of
France, and to many other nations. By all reports, people of every rank joined wholeheartedly
in these events. What they celebrated was not merely the arrival of the little Dauphin himself,
but the promise of order, prosperity, peace and continuity. The people of France still keenly
remembered the cruel disorders of the last century. They recalled the terrible uncertainties of a
time, not very long ago, when the last king in his grave and the next was in his cradle, and
nobody knew what the future might bring.



The people of Europe welcomed the birth of the Dauphin as a sign that order, stability and
equilibrium would continue for many years to come. In 1729, France was at peace with all the
great states of Europe. Her harvests were good, her commerce was flourishing, and her arts
were the envy of every nation. The people of this great kingdom looked forward to a future of
prosperity and peace with increasing confidence.?

But it was not to be. In the very hour of the Dauphin’s birth, a deep change was silently
occurring in the dynamics of European history. Once again, an important indicator was the
movement of prices. At Paris in approximately the year 1729, the price-equilibrium of the
Enlightenment quietly approached its end. A new movement began, which might be called the
price-revolution of the eighteenth century.

The Price Revolution Begins

The new trend started slowly and silently, in much the same manner as the great waves that had
preceded it. Its epicenter was Paris. In the grain markets of the French capital, the price of
wheat began to rise about the year 1729.% Other cities followed close behind. Grain prices
began to climb at Winchester in 1731-32; Amsterdam, 1732-33; Bruges, 1733—-34; Cologne,
1735-36; Philadelphia, 1738-39.% In the eighteenth century, urban markets had become more
closely linked throughout the Atlantic world.

The countryside lagged behind the cities. In England and Wales, one very broad index of
farm prices found that the advance did not begin until the early 1740s. Another English price-
series showed no increase until after 1750. But by the early 1740s, agricultural prices were
rising throughout most of Europe. Similar patterns appeared for the price of wheat in Belgium,
France and Italy; and for rye in Germany, Austria, and Poland.”

Once begun, the new trend spread swiftly from Europe to the New World. American
historian Winifred Rothenberg made the startling discovery that farm prices in remote parts of
rural Massachusetts synchronized with market fluctuations in London and Paris during the
eighteenth century. This linkage was all the more remarkable in that very little gold and silver
circulated in New England. The small farmers of Massachusetts did business without hard
money, maintaining among themselves a system of mutual charge-accounts that has been called
bookkeeping barter. Even so, the changing values in their account books closely matched the

vibration of prices throughout the Atlantic world.®
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Figure 3.01 shows the profile of the eighteenth century price revolution in three nations.
Sources include for England, the Schumpeter-Gilboy price index of 32 commodities, in B. R.
Mitchell, British Historical Statistics, 719-20; for U. S. A., the Bezanson index of prices of
140 commodities in the Philadelphia market, Historical Statistics of the U.S., series E111; for
France, an unweighted index of agricultural prices in Ernest Labrousse et al., Histoire

économique et sociale de la France, 11, 386—-87. All series are converted to a common base of
1770=100.

Similar movements also appeared in French Canada, but in Latin America, the trends



were more complex. Agricultural prices in the Spanish and Portuguese colonies fell or
remained on the same level until 1750, and kept on falling in some places (such as Salvador
and ironically Potosi) as late as the 1780s. But in Mexico, Chile, and other parts of Latin
America, prices were generally rising from the 1760s. By the late 1780s, the price-revolution
of the eighteenth century was operating broadly there. Historian John Coatsworth writes of
Latin America in general that “in all cases for which there are data, commodity prices were

rising in the 1790s and during the war years that followed.””

The same pattern also appeared in Asia and the Middle East. The movement of Chinese
grain prices during the eighteenth century was similar in trend, but smaller in magnitude. The
Ottoman Empire also experienced a long wave of rising prices. The price-revolution of the
eighteenth century was truly a world event.®

At first, the new trend advanced slowly and unsteadily. For a time, contemporaries took it
to be merely another market-flutter. In retrospect, however, the profile of a price-revolution
was clearly evident from the start, especially in the distinctive pattern of price-relatives which
were much the same as in the thirteenth and sixteenth centuries.
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Figure 3.02 finds evidence in French grain prices that the 18th century price-revolution was an
exponential process, dynamic in its expanding magnitudes and amplitudes, but stable in its
underlying rate of change. The data are from C. E. Labrousse, Ruggiero Romano and F. G.
Dreyfus, Le prix du froment en France au temps de la monnaie stable (1726—1913) (Paris,
1970), xiv. Trendlines are fitted with an Excel 5.0 program.

Once again, the most rapid movements occurred in the price of energy and food. Of nine
basic commodities in France, the largest increase occurred in the cost of firewood and
charcoal.”? Close behind the soaring cost of energy came the price of food. Foodstuffs in



general rose rapidly during the eighteenth century, as in every other price-revolution. The
largest increases appeared in staple commodities that were the staff of life among the poor—
the cheaper grains and beans. Rates of inflation were more moderate for meat and wine. The
smallest gains were in the price of manufactured products, which lagged behind as they had
done in every other great wave.!°

The prime mover of this price-revolution was the increasing pressure of aggregate
demand, caused by an acceleration in the growth of population. In England, demographic
historians Anthony Wrigley and Roger Schofield discovered that the rhythm of price-
movements correlated closely with rates of population-increase in the eighteenth century. After
a long pause from 1660 to 1720, the population of England began to grow more rapidly during
the late 1720s, at precisely the same moment when the price-revolution also started. The
correlation could not have been more exact.'
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Figure 3.03 finds that the movement of price relatives in the eighteenth century was similar to
those in other price revolutions. In France, the cost of energy went highest, closely followed by
food and raw materials. Processed products, manufactures, and wages lagged far behind. The

data are from Ernest Labrousse, Esquisse du mouvement des prix et des revenus en France au
XVllle siecle (2 vols., Paris, 1933), 11, 98.
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Figure 3.04 shows a recurrent pattern in price revolutions: surging energy prices in late stages
of the long wave. This was the case in Europe and even in America during the late eighteenth

century. The source is George F. Warren and Frank A. Pearson, Prices (New York, 1933), 11-
27; reprinted in part in the Historical Statistics of the United States, Colonial Times to 1970
(Washington, 1976), series E52-57.

A similar association between rising prices and increasing population also appeared in
other European states. In eastern Europe, the number of inhabitants who lived within the old
boundaries of Brandenberg-Prussia rose from less than 1.6 million people at the death of




Frederick William the Great Elector (1688) to nearly four million by the death of Frederick the
Great (1786). Large increases occurred in most parts of Europe, with a few exceptions such as

the Netherlands. The trend of prices matched this upward curve of population-growth.?

Why did population grow in the eighteenth century? In demographic terms, it happened
mainly because of a decline in age at marriage and a small rise in rates of intramarital fertility.
In many parts of rural Europe, the average age at first marriage for women fell from 27 in the
mid-seventeenth century to 24 or even 23 in the mid-eighteenth. Once married, women tended
to reduce intervals between births, and began to bear children more frequently. The average
age of a woman at the birth of her last child also rose a little—evidence of a deliberate
decision not to limit the size of families as narrowly as had been done in the mid-seventeenth
century.

There was also a modest improvement in life expectancy for infants and women during
the eighteenth century, and a moderate stabilization of death-rates. But the primary cause of
population growth in this period was a rise in fertility, not a fall in mortality.'?

Why did men and women choose to marry earlier and have more children? An
improvement in material conditions was part of the answer, but not the whole of it. Husbands
and wives decided to have more children because the world appeared to have become a better
place in which to raise a family. Always that sort of judgment has been made in terms that are
broadly cultural rather than narrowly material.
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Figure 3.05 compares quinquennial estimates of English population with a 25-year moving
average of the Phelps-Brown-Hopkins index of consumable prices in the south of England. The
source is E. A. Wrigley and Roger Schofield, The Population History of England, 1541—
1871; A Reconstruction (Cambridge, 1981), 403

The growth of population in the eighteenth century created inflationary pressures in
several ways. Most important was a demand inflation that developed from increasing need for
life’s necessities—food, fuel, shelter and land. The supply of these commodities did not
expand as freely as demand; in consequence, prices went up. Industrial products, on the other



hand, could be turned out more easily in ever larger quantities. As a result, prices of
manufactured goods tended to be more stable than those of farm crops and raw materials. This
demand-induced inflation was not the only economic consequence of population growth. The
increase of rural population also caused what in the twentieth century would be called “cost-
push” inflation, especially in farm prices. In the agrarian economies of Europe and America,
increases in food supplies were obtained in part by bringing marginal lands into cultivation.
Production increased, but productivity diminished. Farmers worked harder to extract a smaller
crop from stubborn fields of poor fertility. The same sad story was played out on the stony
hillsides of New England, the bleak moors of Devon, the chill Schnee Eifel of Germany, and
the barren lands of Bourbonnais where hamlets bore such names as Tout-y-fait (All’s
Wanting), Pain-perdu (Lost Bread) and Petit-gain (Small Reward).

English economist David Ricardo (1772—1823) was one of the first to observe and
describe this mechanism from his own experience. It was clearly at work during the eighteenth
century, as it had been in every previous price-revolution. The classic Ricardian processes of
rising population and falling productivity served as an important source of price-inflation.!*

Some people responded to these problems by introducing new methods of farm
management that have been called the agricultural revolution. In the process, farming tended to
become more intensive, but it did not at first become more productive. Economist Esther
Boserup has taught us that levels of productivity tend to fall in the early stages of agricultural
revolutions during the twentieth century. Similar patterns also appeared in the eighteenth
century.

Discovery and Cultural Response

The rise of prices was felt keenly throughout Europe, but it was not perceived as a new secular
tendency for many years. As long as the magnitude of price increases remained within the
range of previous fluctuations, the new trend was invisible to contemporaries. There was no
“inflationary psychology” in the period from 1725 to 1755. Price stability was assumed to be
natural and normal in the world. As so often in history, perception was contemporary with the
event, but understanding lagged behind. The intellectual climate remained largely unchanged
even as the material order was beginning to be transformed in a new way.

The second stage began during the middle years of the eighteenth century when prices
rose above the range of fluctuations in the equilibrium of 1650-1720. As they did so,
contemporary observers could at last recognize the great wave for what it was: a sustained and
powerful long-term tendency that profoundly changed the conditions of ordinary life.

Governments and individuals responded to this discovery much as they had done in
earlier waves. As prices rose, pressures mounted for monetary expansion. In this relationship,
the quantity of money (and the velocity of its circulation) was not an independent variable. In
the face of rising prices, deliberate efforts were made to expand money in circulation. The
supply of gold and silver in the Western world may have doubled or trebled during this
period.1®

A large expansion also occurred in commercial paper, which served increasingly as a



circulating medium in the eighteenth century. Private notes and bills of exchange (a sort of
eighteenth century M-3) became widely used as money in many Western cities, and passed
from hand to hand in multilateral transactions.!”

At the same time, paper currency began to appear in Scandinavia and North America,
where shortages of specie were severe. The Swedish Wexelbank had issued paper notes as
early as the 1660s, primarily as a carrying convenience. Swedish money was made of copper.
The largest coin weighed forty-three pounds, and must have had a sluggish circulation. The
American colonies issued paper money for the opposite reason: not because their metal coins
were too heavy to carry around, but because they took wing and flew out of the country. New
France adopted paper money in the 1680s; New England, in 1690. During the eighteenth
century many other colonies issued paper currency.'®

These tendencies increased the quantity of money in circulation and added to inflationary
pressures, especially in the second stage of the price-revolution. The inflationary effect of
monetary expansion was felt most powerfully during the last four decades of the eighteenth
century. Once again, monetary factors reinforced the momentum of the great wave, but did not
set it in motion.
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Figure 3.06 shows the movement of American treasure from 1503 to 1805. It reinforced the
momentum of the price revolution in the eighteenth century, as it had done in the sixteenth
century, but the largest increases occurred during the price equilibrium of 1660—1730. The
source is Michel Morineau, Incroyables gazettes et fabuleaux métaux: les retours des trésors
américains d’apres les gazettes hollandaises (XVIe-XVIlle siecles) (Paris, 1985), 482, 562.

Governments responded to the price-revolution with various fiscal expedients that were
also inflationary. As public spending tended to exceed income, the gap was filled with
borrowing on a heroic scale. The government of France resorted to perpetual annuities called



rentes. So large was the French national debt in the eighteenth century that it spawned a
capitalist class called rentiers. Major European wars were financed by these securities in
large volume, and by unfunded borrowing as well.

Similar trends also occurred in Britain, where the government met its obligations by
issuing “consolidated annuities,” or “consols” for short. These securities paid a nominal 3
percent, but in most years they traded below par and the yield rose in that proportion. The
marketvalue of British consols fell sharply during periods of war, when large quantities were
issued and public confidence declined. In 1745, after the effect of rebellion in Scotland was
added to a general European war, London’s security market suffered its first “Black Friday.”
The price of Consols dropped below 75. A similar crisis occurred during the Seven Years War
(1754-63), when Britain’s national debt rose to the then unimaginable level of 100 million
pounds, and consols fell below 80. The worst of these fiscal crises developed during the
American Revolution, when Britain’s national debt rapidly expanded and consols plummeted
as low as 54 before recovering after the peace of 1783. Whenever they did so, interest rates

surged.”
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Figure 3.07 estimates the flow of gold and silver to Europe from all sources during three
centuries. The increase in the price revolution (1730-1800) was smaller than in the preceding
price equilibrium (1660—-1730). Overall the rhythm in both periods was much the same. The
source is Michel Morineau, Incroyables gazettes et fabuleux métaux: les retours des trésors
américains d’apres les gazettes hollandaises (XVIe-XVIlle siecles) (Paris, 1985), 578.

Returns to commercial capital also increased rapidly in this period. A good barometer
was the rate of interest. In the Netherlands, market-rates for short-term loans on the capital-rich
Amsterdam Exchange had fallen as low as 134 percent during the period from 1700 to 1725.



From this nadir, interest rates rose steadily during the eighteenth century. By 1738, the British
Parliament was informed that interestrates in the Low Countries were normally 2 to 3 percent.
They climbed to 3 or 4 percent during the War of American Independence (1775-83), and 4 to
6 percent by the early 1790s.

Dutch interest rates tended to be the lowest in Europe, but similar trends appeared in
every financial center. These movements were highly volatile, fluttering up and down in
Europe’s still very small capital markets. Heavy wartime borrowing sent interest rates soaring;
periods of peace brought them crashing down again. These fluctuations occurred on the curve
of a rising secular trend. Through the eighteenth century, interest rates climbed higher and
higher.?°

As the price-revolution continued, the rich and powerful generally did well for
themselves. The mid-eighteenth century was a golden age for country gentry and landowning
elites. The English agricultural reformer Arthur Young observed that rents increased sharply
during the Seven Years War, and kept on increasing thereafter. In France, farm rents doubled
during the middle decades of the eighteenth century. Land prices increased even more rapidly;
the cost of real estate quadrupled in many parts of Europe during the eighteenth century. Here
was another process that David Ricardo studied at first hand. Ricardian theories of rent and
wages should be read not as timeless economic truths, but as highly perceptive historical
descriptions of the eighteenth century price-revolution, in its middle and later stages.?!
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Figure 3.08 follows the rise in market rates of interest on British public securities. The
evidence shows a pattern of surges during major wars, and a long upward trend that matched
the price revolution. Dutch interest rates rose from a range of 1.75 to 2 percent (1700-25) to a
range of 8 to 10 percent (1798). In France, yields on rentes were highly volatile, rising from 2
percent in 1720 to 34 percent in 1798. Source: Sidney Homer, History of Interest Rates (1963,
2d ed., 1977, New Brunswick, N.J.), 161-62.
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Figure 3.09 finds that rent and real estate rose more rapidly than consumer prices. Values for
England are in silver shillings per acre (1725-49=100); and for Europe in silver equivalents
of local coinage (1731-40=100). Sources: Abel, Agrarkrisen und Agrarkonjunktur; and R. C.
Allen, “Freehold Land and Interest Rates” Economic History Review 2d ser. 41 (1988) 33-50.

While rent and interest kept up with inflation, wages fell behind. Money wages tended to
increase a little, but did not keep pace with commodity prices. In consequence, real wages fell
from as early as the 1730s to the nineteenth century. This trend appeared in England, France,
Germany, Austria, Poland, and Denmark during the eighteenth century. It was the case both for



free laborers in western Europe and serfs in eastern Europe. The same cause_increasing
population—that drove up commodity prices also depressed real wages by expanding the size
of the work force. Wilhelm Abel concluded from thirty years’ study of this subject that “with
few exceptions, western and central European wages between 1740 and 1800 were left far
behind by the rising price of cereals.”??

The result of this decline in real wages in the eighteenth century was different from earlier
price-revolutions. It caused much suffering among the poor, but no epidemic famines as in the
fourteenth century and no decline of population as in the seventeenth. Here is a striking
paradox in the history of price-revolutions. As one of these great waves followed another,
rates of inflation increased but human suffering diminished. How could this have been the
case?

One important factor, beloved of classical economists, was the expansion and integration
of world markets. Another was the improvement of income per capita, which meant that fewer
people were living near the edge. A third was the growth of welfare which, however limited,
helped to prevent starvation. The price of all these improvements was acceleration in rates of
inflation, and diminution of its cruelest consequences.

A case in point was the history of welfare. The great Hungarian scholar Karl Polanyi
identified an important event in this long process. In 1795, the justices of Britain’s County of
Berkshire met at the Pelikan Inn in Speenhamland, and agreed to make a change in their system
of poor-relief. They ordered that “subsidies in aid of wages would be granted in accordance
with a scale dependent upon the price of bread, so that a minimum income should be assured to
the poor irrespective of their earnings.”

This “Speenhamland system” spread rapidly across England, and was practiced during
the next three decades, until abolished in 1834. It contributed to rising prices, even while
controlling their effects. All of these events were part of the response to the price-revolution,
after it was discovered as a secular trend.
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Figure 3.10 finds evidence of a long decline in real wages. It began as early as 1740 and
continued through the full span of the price revolution, accelerating after 1775 in Italy, after
1780 in Germany, and after 1800 in England. Sources include E. H. Phelps-Brown and Sheila
Hopkins, “Seven Centuries of the Prices of Consumables, Compared with Builders’ Wage
Rates,” Economica 23 (1956) 296-315); Ruggiero Romano, Prezzi e salari e servizi a Napoli
nei Secolo XVIII (1734-1806) (Milan, 1965); and Abel, Agrarkrisen und Agrarkonjunktur.

Cultural Responses



Soon after the price-revolution became clearly visible in the middle years of the eighteenth
century, a change began to occur in the cultural mood. Intellectual historians have long noted
this event without being able to explain it in a satisfactory way. In 1756, a massive earthquake
destroyed a large part of the city of Lisbon. This disaster inspired an outpouring of literature
throughout Europe, which expressed a new spirit of scepticism, confusion, pessimism and even
cultural despair. The optimism of the young Voltaire’s Age of Louis XIV suddenly gave way to
the darkness of his Poeme sur le désastre de Lisbonne (1756) and the bitter satire of Candide
(1759). Intellectual historians have suggested that the cause of this transformation was the
Lisbon earthquake itself. This is an error. Natural catastrophes of that sort had occurred in
every era. What was new was the response. In the mid-eighteenth century events began to be
perceived in a different way.

Another intellectual event in this era was a religious movement that overspread the
Protestant world during the mid-eighteenth century. In English-speaking America it was named
the Great Awakening, and began with the preaching of Jonathan Edwards in 1734. In Britain it
was known as the evangelical movement and dated from the conversion experiences of John
and Charles Wesley and George Whitefield in 1738. A similar movement developed in
Scandinavia and Germany, where it was called pietismus. There were many names in different
nations, but they referred to a great international movement that revived the “religion of the
heart,” and rejected the optimism of the Enlightenment. Pietism in this sense flourished
throughout Protestant Europe during the 1740s and 1750s, and continued to the end of the
century.

These intellectual trends were not mechanical reflexes of material processes. Their
dynamics were more complex. One might hypothesize that cultural and material trends
simultaneously expressed underlying imbalances in the Western world during the mid-
eighteenth century.

“A Scrambling among Ourselves:” Growing Instability

Continuing imbalances created instabilities. Throughout Europe, commodity prices began to
surge and decline, climbing sharply in the years 1739—-41, 1755—58 and 1776-81, and falling
rapidly in between. These movements coincided with major European wars, a series of
dynastic rivalries which expanded into world wars and people’s wars during the eighteenth
century.?>

In 1739, a bizarre conflict called the War of Jenkins’ Ear began between Britain and
Spain. This was a commercial dispute that grew into one of the first Jingo-wars in modern
history. It started after Spanish officials mutilated an English interloper named Captain Robert
Jenkins by cutting off his ear. Captain Jenkins presented the severed ear to Parliament in a

handsome mahogany box. It became a cause of war between two great powers.>*

The affair of the unfortunate Captain Jenkins was followed by the War of the Austrian
Succession (1740—-1748), a dynastic conflict between the larger states of Europe. Fighting
continued for a nearly decade in Europe and America, and prices rose sharply as a
consequence of heavy military spending.



An interval of peace followed that conflict, but the powers of Europe were soon at war
again, in a larger struggle that German historians misnamed the Seven Years War. It actually
lasted nine years from 1754 to 1763, and began in the wilderness of western Pennsylvania,
when an obscure young Virginia officer named George Washington got into a fight with a
French party, and was defeated. This small event led to a great world war, with heavy fighting
in America, Asia, and central Europe. One of its many consequences was a surge in world
prices. The price of grain rose sharply in London, Paris and Boston, and remained very high
until the war ended.

The peace of Paris in 1763 was followed by a short but painful period of price deflation
and economic depression. Twelve years later, the great powers went to war again, in a still
larger world conflict that started on Lexington Green in Massachusetts, and drew in many
nations. Great armies and fleets were set in motion around the world. The cost of war caused
another sharp surge of inflation.

As individuals and governments tried to cope in various ways, cultural stresses of high
intensity began to develop in western society. The pattern was similar to that which had
occurred in the great waves of the thirteenth and sixteenth centuries. Instabilities of many sorts
developed. One of the most dangerous was the growth of inequality. This trend appeared in
both Europe and America, where wealth became more concentrated in a few hands during the
period from 1750 to 1790. Similar tendencies appeared in Britain and France, Scandinavia

and Germany, Massachusetts and Virginia.?®

For the rich this was the best of times, an age when the lives of the privileged few were
marked by what Talleyrand called the douceur de vie. In the twilight of the old regime, many
European states experienced what has been called an aristocratic resurgence during the third
and fourth quarters of the eighteenth century. In France, the nobility arrogated to itself an
increasing share of what economists call “positional goods,” that is, goods that are limited in
supply by their very nature: the top jobs, the most powerful offices, the highest honors. Major
offices were increasingly restricted to the noblesse. After 1781, new army officers were
required to have at least four “quarterings” of nobility in their ancestry. The effect of this rule
was to expand opportunity for a narrow elite, and to restrict it for others. In the 1780s, all
French bishops (135 in all) were of the nobility. Nearly all royal ministers were nobles. In
retrospect, we know that this aristocratic resurgence was what German historian Martin
Gohring calls a triumph der stdndischen Idee, a triumph for the moment only. But within that
moment the nobility seemed to carry everything before them. In a time of widespread suffering,
they awakened intense resentment against themselves.?’

At the bottom of French society, the poor sank deeper in misery and degradation. Between
a third and half of the people of France lived near the margin of subsistence, spending as much
as 80 percent of their income on food alone. In the late eighteenth century, the numbers of the
poor multiplied. Homelessness increased. Public roads were thronged with aged beggars,
abandoned children, broken families, and able-bodied men without work.

The disruption of families also increased. Through the period from 1730 to 1810, many
studies have found a rapid rise in the proportion of children conceived and born outside of
marriage. The same pattern appeared in European rates of illegitimacy and American rates of



prenuptial pregnancy. Historians have struggled to explain these trends in various ways. None

appear to have noticed that they correlated closely with rising prices, and with the social
disruption that the price-revolution caused.

Contemporary observers in the late eighteenth century were keenly aware of these trends.
They remarked on the growth of social tensions and class conflict during the 1780s. In France,

the American diplomat Thomas Jefferson observed that every man seemed to be either a
hammer or an anvil, either a sheep or a wolf. He was describing a period as well as a place.
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Figure 3.11 compares ratios of births outside of marriage to all births by decade in 98 English

parishes, with the Abel index of decennial wheat prices in England (grams of silver per 100



kilograms of wheat); and also illegitimacy ratios for France with the Abel series of French
wheat prices. Sources are Abel, Agrarkrisen und Agrarkonjunktur, appendix; Yves Blayo,
“Mouvement naturel de la population francaise de 1740 a 1829,” Population 25 (1970) 15—
64; Peter Laslett, Karla Osterveen and Richard M. Smith, eds., Bastardy and Its Comparative
History (Cambridge, 1980) 14-15.

The growth of class conflict was attributed to “scarcity” and soaring prices. An
anonymous English pamphleteer wrote in 1766:

People not perceiving a scarcity, are apt to be jealous of one another; each suspecting
another’s inequality of gain to rob him of his share, every one will be employing his skill
and power, the best he can, to procure to himself the same plenty as formerly. This is but
scrambling amongst ourselves, and helps us no more against our want, then the struggling
for a short coverlet, by those who lie together, till it is pulled to pieces, will preserve
them from the cold.

The laborer’s share being seldom more than a bare subsistence, never allows
that body of men time or opportunity to raise their thought above that, or to contest with
the richer for their’s;—unless when some uncommon and great distress, uniting them in
one universal ferment, makes them forget respect, and emboldens them to serve their
wants with armed force; and then sometimes they break in upon the rich, and sweep all
like a deluge. But this rarely happens, but in the MALADMINISTRATION OF

NEGLECTED AND MISMANAGED GOVERNMENT.28

The growth of inequality was an international trend in the late eighteenth century. It
appeared in Europe, Great Britain and even in the new United States, where many studies have
found a rapid increase in the concentration of wealth during the period from 1760 to 1830.

The effect of growing inequality was to disrupt the moral economy of the western society,
and to destabilize its material order. The humanitarian ethics of Christianity, which the
Enlightenment had done much to reinforce, compelled the nations of western Europe to spend
larger sums on social welfare than ever before. In France during the 1780s the poor received
more than 20 million livres in government assistance alone, plus larger sums from the church
and private individuals. This vast effort prevented the famines that had occurred in the
fourteenth century, but intensified social tensions. In place of starvation there was hunger.
Instead of despair there was rage—an emotion far more dangerous to the standing order.

Inequality also created material strains within western society. As poor families devoted
more of their income to bread, less remained for other things. The result was shrinkage of
demand, which caused sharp contractions in markets for industrial goods. The economies of
western Europe in the 1780s experienced the same combination of inflation and stagnation that
marked the penultimate stage of every other price-revolution.

Governments, caught in a spiral of increasing instability, struggled to maintain their
solvency by raising taxes, as Britain did throughout its empire in 1763—75, and France
attempted to do in 1783-88. Entrenched elites were able to shift these burdens away from



themselves. The new taxes, like the old ones, fell heavily on those who were least able to bear
them. In England, the resistance of the country gentry to a trivial tax on cider in 1763
compelled the government to try the dangerous expedient of taxing America, with disastrous
results for the empire.

In France, the crown had long conciliated the nobility and haut bourgeoisie by exempting
them from various taxes. The Marquis de Lafayette inherited an estate that paid him 140,000
livres a year, but he was exempt from the taille which took a large part of a peasant’s small
surplus. Many rich bourgeois were also released from the taille. By and large it was paid by
the people of middling estates, and by the working poor. There were other taxes, such as the
capitation (a cross between a poll tax and an income tax) and vingtieme (“the twentieth”).
Both were nominally paid by everyone, but the rich and strong could reduce these obligations
by payment of a lump sum, which was much diminished by inflation. Indirect taxes such as
customs duties, excise taxes and the hated salt tax were paid by all, but tended to be passed on
to the consumer. Again, it was the poor and middling who bore the weight. Other taxes in kind,
notably the corvée and the transport militaire, fell heavily upon the peasantry. This system of
regressive taxation simultaneously increased social resentments, diminished the moral
authority of the standing order, and shrank the government’s income.?®
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Figure 3.12 is one of many studies that find growing inequality in the period 1750-1830. It
surveys the distribution of taxable wealth in real estate (current dollars), for the town of
Concord, Massachusetts, twenty miles west of Boston. The data are taken from town valuations
in 1770 and 1826, and from the federal direct tax assessment in 1798. The source is D. H.
Fischer, ed., Concord: The Social History of a New England Town, 1750—1850 (Waltham,
1983) 91, 222. Similar trends, with higher levels of inequality, appear for personal wealth,
total wealth, and the distribution of real estate by acres.

As public revenue lagged behind expenditures, public debt began to grow rapidly,



trebling in fifteen years from 1773 to 1788. In France by 1789, nearly half of national spending
went for interest payments on the national debt. Europe’s greatest power, with its massive
military spending, became a heavy debtor. But it was not the heaviest. In relative terms, other
countries such as the Netherlands had an even larger national debt than France during the late
eighteenth century.>°

Britain’s national debt also grew at a formidable rate, rising during the Seven Years War,
falling in the peace that followed, then rising again during the American War of Independence.
These fluctuations gave rise to heavy speculation in public securities. There were many angry
complaints against speculators, whose operations added to fiscal instability. But one of this
group responded, “There is only one way to get rid of us; pay off the national debt.”

This, Britain was unable to do. Stock speculation, originally conducted furtively in alleys
and coffee houses, institutionalized itself. By the year 1773, a favorite meeting place called
New Jonathan’s Coffee House posted a sign saying “The Stock Exchange” above its entrance,
and admitted only those who paid for the privilege.

Speculators found opportunities in the growing economic instabilities of this era, and
created further instability in their turn. A case in point was Sir George Colebrooke, scion of a
prominent English banking family and “a great adventurer in. . . articles of speculation.”
Colebrooke attempted to corner the English market in hemp, a strategic commodity for the
Royal Navy. One of his rivals unkindly observed that his purpose was “so that if he should be
ordered to be hanged, no one will have hemp enough to find him a halter.”

When his national hemp corner failed, Colebrooke tried in 1771-72 to make a world
corner on alum, a substance used in the dying of textiles. He actually succeeded in buying up
the output of most major suppliers, but drove the price so high that new producers suddenly
appeared. The market for alum was glutted and Colebrooke was ruined, dragging down other

speculators with him. His fall contributed to a massive credit crisis throughout Europe.3!

There were many financial collapses in the second half of the eighteenth century. One of
them began in the Netherlands with the failure of the Dutch firm of de Neufville (1763), and
spread quickly to Germany, France, Britain and America. Another panic started in Scotland
with the failure of a Scottish banker and speculator named Alexander Fordyce, who had taken
a short position in East India stock and was ruined by a sudden rise in the market. He fled to
Europe, leaving a disaster in his wake. The reverberations spread throughout the Atlantic
world.??

There were also growing political tensions, which in the 1760s and 1770s began to
develop into armed insurrections. The Swiss city of Geneva experienced a bourgeois
revolution in 1768 and a counterrevolution in 1782. A close student of these events concludes
that they rose partly from the writings of Jean-Jacques Rousseau and partly from price
movements in Switzerland.>?

In Russia, a great rebellion was led by Cossack private Emilian Pugachev, who killed
members of the gentry and captured many towns. Pugachev’s Rebellion grew in large part from
economic grievances that had been exacerbated by rising prices. Other rebellions broke out in
the Netherlands, Corsica, and Ireland.



The largest of these insurgencies developed in England’s American colonies, in response
to repeated attempts by the British government to raise taxes in the Revenue Act of 1764, the
Stamp Act of 1765, the Townshend Acts of 1767 and the Tea Act of 1773.

The American rising was not unique. The regiments of British infantry that were sent to
restore order in Boston after the Tea Party had been employed on many similar missions
throughout the British Empire. The history of their service was a record of the rising spirit of
rebellion throughout the western world. The 23rd Foot (Royal Welch Fusiliers) had been used
to “restore order” throughout Devon and Cornwall. The 18th Foot (Royal Irish) had been
putting down riots against press gangs in Whitehaven. The 43rd and eight other regiments had
been assigned to suppress agrarian risings through twelve counties of the South Midlands and
East Anglia in 1766. The 4th Foot had been suppressing smugglers along the Channel coast,
and the British Marines had been dispatched on the same mission into Romney Marsh. Many
regiments had served in Ireland, which was in a state of insurrection in 1771 and 1772. In
England itself there were at least 159 major riots between 1740 and 1775, and minor ones
beyond counting.3*

At the same time, the nobility from Poland to France demanded more advantages for
themselves. Statesmen struggled to hold the system together, while short-sighted elites
destroyed the props of their own privilege. By 1783, the long inflation was turning class
against class. The old regime was on the edge of disaster.

The Revolutionary Crisis, 1789-1820

After 1783, the great wave approached its climax, in a crisis that overswept the western
world. In some ways this event was remarkably similar to the troubles of the fourteenth and
seventeenth centuries. In others, it was entirely new.

The crisis began during the decade of the 1780s. It was triggered by change in the
weather. During the late eighteenth century, the climate of western Europe became highly
variable. The years from 1778 to 1781 were exceptionally warm, with long hot summers and
unusually mild winters. Then the pattern reversed. From 1782 to 1787, Europe and America
suffered hard winters, wet summers and short harvests. In 1788, the weather was even worse.
Throughout western Europe, crops rotted in the fields. In France that year the final blow was a
fantastic hailstorm that dropped stones as heavy as eight pounds, killing animals and ruining
what remained of the ripening grain. The harvest was very short, and food prices soared during
the winter of 1788-89. Shortages became more severe in 1789. Farmers had yet another

dismal crop year, and a very poor harvest.!

These events were not unique. Prolonged spells of bad weather had happened many times
in Europe during the eighteenth century: 1711-17, 1739-52 and 1769—77. But the hard years of
the 1780s were different. They came after half a century of rising prices, falling wages and
growing instability. In the countryside, a long run of short harvests meant less work for country
laborers and a surge in rural unemployment. In the cities, small crops caused grain prices to
surge. Even in good times, the wages of working class families went mostly for food. In the
period from 1726 to 1791, an average wage-earner in France spent 50 percent of his income to



feed his family. In 1789, that proportion rose to 88 percent.?

In France, these troubles coincided with a fiscal crisis. By 1787, Europe’s most powerful
government was on the edge of bankruptcy. Annual expenditures of 300 million livres and
revenues of merely 140 millions left a deficit of 160 million livres—more than half of total
national public spending.

J
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Figure 3.13 represents annual harvest prices in England as a percentage of a 25-year moving
average. It shows an increase in the severity of harvest shortages, peaking circa 1799-1816.
Thereafter, the trend reversed. The source is Henry Phelps-Brown and Sheila V. Hopkins, A
Perspective of Wages and Prices (London, 1981), 59.




Ministers tried desperately to balance their books. Economies were enacted. The king
himself, Louis XVI, set an example by reducing his household expenses from 22 million livres
to 17 million, largely by consolidating the royal stables. But this was merely 3 percent of the
deficit. Much of the budget went for irreducible military and social spending. Half of it was
needed for service on the debt.

The financial ministers of Louis XVI pleaded desperately for more revenue, and were
refused. The possessing classes refused to accept new taxes. Many demanded more privileges
and exemptions. This combination of public need and private greed was fatal to the old regime.
In scenes reminiscent of fourteenth century England, sixteenth century Spain, and twentieth
century America, the national credit of the most powerful nation in the world was

systematically wrecked by the selfishness of its affluent citizens.>

The effect of fiscal crisis in France was compounded by a world depression in commerce
and industry. From 1782 to 1789, the output of the French textile industry fell by 50 percent.
Employers ruthlessly laid off workers. In the town of Troyes alone, it was reported that 10,000
people lost their jobs. Conditions were much the same throughout western Europe and North
America during the 1780s. Unemployment rapidly increased among silkworkers in Italy,
shipbuilders in Massachusetts, and miners in Germany. Those who kept their jobs lost much of
their income, as real wages declined.*

Benjamin Franklin toured a textile factory in Norwich and observed a cruel and bitter
irony. He was amazed to see that the English clothmakers were themselves “half-naked or in
tatters.” The factory owner pointed proudly to his inventory and said, “those cloths are for
Italy, those for Germany, the ones over here for the American islands, and those for the
continent.” Franklin replied, “Have you none for the factory workers of Norwich?””>

When wages fell and the price of food surged throughout the western world, crime
increased sharply—especially crimes against property. The poor in desperation took what they
could get no other way. The long downward trend in crime reversed during the later stages of
the price-revolution, as it had done in every other great wave. Crimes against property surged
to high levels.

Local and national governments made a major effort to provide relief on an
unprecedented scale, and succeeded in doing so. The French minister Necker suspended grain
exports in 1788, bought heavily abroad, and compelled merchants to sell their stocks. In
consequence, there was nothing like the epidemic famines of the fourteenth century, nor even a
demographic contraction as in the seventeenth century. Few people starved in the 1780s, but
many were hungry, and more were angry.

The politics of hunger were very different from those of starvation. In the early fourteenth
century, starving peasants had been too weak to rebel. In the late eighteenth century, hungry
peasants were outraged against feudal lords and seigneurial dues. They were infuriated by the
prosperity of bourgeois speculators with their bulging granaries. They felt oppressed by
bullying tax-gatherers and corrupt officials.
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Figure 3.14 compares prosecutions for theft in the Staffordshire Assizes with the Schumpeter-
Gilboy price index, and with periods of war and depression. It shows that crime increased in
periods of inflation and depression. Wars caused crime rates to fall in their early years, then to
rise in later years and to rise higher in immediate post-bellum periods. The greatest increases
in crime occurred when these conditions coincided in post-bellum periods of stagflation. The
source for the data shown here is Douglas Hay, “War, Dearth and Theft in the Eighteenth
Century: The Record of English Courts,” Past & Present 95 (1982) 125, which offers a
different interpretation. The Schumpeter-Gilboy index is in Mitchell and Deane, Abstract of
British Historical Statistics, 468—69.




Few people in France blamed their amiable King Louis X VI, but many hated his Austrian
Queen, Marie Antoinette. While hunger stalked the countryside she amused herself in an
endless whirl of fashion. She made a game of peasant life, building a play-cottage of the finest
materials and tending miniature fields and flocks with silver tools that seemed to mock the
misery of her suffering subjects.

Marie Antoinette never said “let them eat cake,” but similar expressions were heard from
high officials. When a royal officer in Touraine was told in 1788 that the peasants had no grain,
he did actually say, “Let them eat grass.” An officer employed by the Duc de Deux Ponts
observed contemptuously of the local peasantry in 1786, “It is our interest to feed them, but it
would be dangerous to fatten them.” An old Alderman of Orleans was arrested after the
Revolution began for allegedly saying, “If all the little girls died, there would be plenty of
bread.”®

A sense of outrage against the arrogance and imbecility of ruling elites developed rapidly
throughout Europe. That emotion was specially strong in France. The most powerful nation in
Europe was in some respects the most vulnerable. It had no social safety-valve comparable to
the virgin land of Russia and America, and no outlet such as the heavy emigration from Britain
and Germany. In France during the late 1780s, anger and frustration overflowed into acts of
violence.

First came individual acts of rage—the burning of a speculator’s house in Paris, the
beating of a bailiff in Languedoc, the stoning of a bishop in Manosque, the theft of grain
everywhere. By 1788, gangs of desperate men were roaming the countryside, stealing what
food they could find and assaulting tax collectors. In the Spring of 1789, food riots broke out in
the cities and towns, and the spirit of resistance spread swiftly through the countryside. The
authorities made the worst possible response—sporadic acts of symbolic violence that were
just harsh enough to stimulate resistance, but not sufficient to repress it. From time to time,
beggars and petty thieves were rounded up in large numbers, but there were not jails and
galleys enough to hold them. Increasingly, soldiers whose families were themselves suffering
refused to act against the people. As food prices surged in 1789, these various insurrections

suddenly exploded into revolution.”

There were no fewer than four French Revolutions in 1789: a continuing aristocratic
revolt against royal ministers; a bourgeois revolution against the aristocracy, a rising of urban
workers against the high bourgeoisie, and a peasant insurrection against all of their oppressors.
Each of these movements was set in motion by rising prices. All were responses to the fiscal
and economic crisis of the 1780s.

In Paris, urban workers began their revolution by attacking the barriéres where internal
customs were levied on food coming to the city. They went on to ransack the monastery of St.
Lazere, not in an orgy of anti-clericalism but in search of something to eat. A vast hoard of
food was found in the cellars. Then they turned their wrath against that hated symbol of
injustice, the Bastille. Historians Ernest Labrousse and Georges Lefebvre discovered that the
Bastille was attacked on precisely the same day when grain prices reached their cyclical high
in Paris. The men who assaulted the Bastille were not the canaille of the city. The great
majority were artisans, masters, journeymen, and shopkeepers who were driven to desperate



acts by the high cost of living, and by their rage against a government that had turned away
from the people.?

At the same time, the peasants’ revolution broke out in the countryside. Complaints
centered on feudal dues, seigneurial ovens, high rents, the hated hunting parties, cruel
moneylenders, the loss of collective rights and the imposition of individual exactions.
Specially resented were unequal taxes that fell heavily upon the poor and rose in proportion to
soaring prices—the taille, champart, gabelle, picquet de farine, and taxes on wine and beer.

Throughout France many vestiges of privilege were attacked, sometimes with great
violence. Chateaux were burned, convents attacked, mills pulled down, warehouses looted.
Archives became a common target. Rent rolls and debt books were systematically destroyed.
The streets of provincial capitals were strewn with official papers.
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Figure 3.15 shows the association between prices and revolution in Paris. The sources are
George Rudé, “Prices, Wages and Popular Movements in Paris during the French Revolution,’
Economic History Review 2d ser., 6 (1953-54) 246—67; and Georges Lefebvre, “Le
mouvement des prix et les origines de la Revolution francaise,” Annales Historiques de la
Revolution Frangaise 14 (1937) 289-329.
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A third bourgeois revolution, which claimed to be “The Revolution,” was a syncretist
movement dominated by the middle class who attempted to give France a system of
constitutional and representative government under a new National Assembly. The leaders of



this body at first pursued two economic ideas: free trade and the sanctity of private property.
The new regime did not repudiate the national debt, which was held by many bourgeois
rentiers. Instead, it tried to solve the nation’s fiscal problems by other means—partly by
seizing the assets of the church and selling them to private buyers. It extinguished monopolies
and guilds, and abolished collective rights that had been cherished by the peasantry.

For two years from 1789 to 1791, the prospects were encouraging for this bourgeois
revolution. The weather improved in Europe. Business revived throughout the western world,
and the price of provisions fell sharply. This was the moment when it seemed that France might
succeed in creating a stable constitutional monarchy for itself.

But it was not to be. The problem, once again, was the cost of living. From 1791 to 1793
there was another economic crisis. Food prices surged again, in a volatile movement that was
typical of the last stage in every price-revolution. Food riots once more became common in
Paris. The result was a second and more radical French Revolution. The king was deposed and
later executed; the Jacobins seized power and the Terror began.

Robespierre’s Jacobin regime tried to deal with the problem of price surges by imposing
a maximum. This measure briefly halted inflation by a highly effective system of price
controls, but it was accompanied by food-rationing and wage-restraints which proved to be
intensely unpopular. When Robespierre fell from power, he was brought down by a riot against
wage-controls.”

Then came the counter-revolution called “Thermidor” which took its name from the month
in the revolutionary calendar when the wage riots occurred. A new and highly corrupt regime
called the Directory gained control of the government and relaxed the system of wage and
price controls. The result was yet another period of soaring prices, falling wages, extreme
suffering for the poor, and high prosperity for speculators. More riots occurred, and were met
this time by harsh repression, which ended in the fall of the Directory.

From 1789 to 1799, every twist and turn of fortune in the French Revolution was closely
tied to the movement of prices. Market fluctuations and political events were linked together.'°

Meanwhile, the revolutionary spirit spread rapidly to other nations. Everywhere in
Europe and America, prices had risen and real wages had declined. The concentration of
wealth increased. Elites became more assertive of their privileges, and social tensions grew
more intense. These were international events, and so also was the response. The
revolutionary rallying cry of liberty, equality and fraternity was invented not in France but in
the Netherlands. Those powerful ideas were not disembodied abstractions, but concrete
solutions to urgent problems. The result was a wave of revolutions, unprecedented in breadth
and violence.

In rapid succession, revolutions broke out in what is now Belgium (1789), Switzerland
(1792), the Netherlands (1794), Poland (1794) and Ireland (1798). Revolutionary French
armies toppled the old oligarchies of Genoa (1797), Venice (1797), Berne (1798), and many
other Italian cities and Swiss cantons. Assassination was the fate of Sweden’s King Gustavus
II (1792), and Russia’s Czar Paul I (1801). England’s prime minister Spencer Perceval (1812)
was murdered by a bankrupt broker, John Bellingham. In the new republic of the United States,
a peaceable revolution occurred when the Jeffersonian movement transformed a whiggish



Federalist oligarchy into a representative democracy. Revolutions broke out in French and
Spanish colonies of America. Others spread to every corner of the world. On the Comoro
Islands in the Mozambique Channel, the African inhabitants marched against their Arab

masters with banners that read “America is free! Cannot we be?”!!

Defenders of the old regime reacted by organizing counterrevolutionary movements that
were more violent than the revolutions themselves. During the 1790s, the worst scenes of
social violence in the western world were the work of conservative mobs in Spain who sought
to purge that country of radical elements.!?

By the winter of 1792-93, Prussia, Austria, Britain, Spain, and Holland were at war
against the revolutionary government of France. To pay its heavy military costs, the French
government printed large quantities of unsecured money called Assignats which lost as much
as eighty per cent of their face value in five years—a classic hyperinflation.'? Conservative
regimes were also hard pressed. After war began, the Bank of England ceased to redeem its
banknotes in specie. For atime Britain went off the gold standard, with a consequent decline in
the purchasing value of its currency.!*
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Prices soared in many nations. From 1790 to 1815, rates of increase were greater than in
any previous price-revolution. Every European nation and monetary system was caught up in it,
and the Americas as well. From Boston to Buenos Aires, the price of consumables trebled
between 1794 and 1814. Grain prices rose sharply in Canada, the United States and Mexico
during the same period. Between 1767 and 1839 the Middle East, the Balkans and Turkey
experienced what has been called “the most inflationary period in Ottoman history.” The timing

varied in detail, but the trends were almost everywhere the same. !
This surge drove the overall rate of inflation above earlier long waves. The average
annual increase had been one half of one per cent in the medieval price-revolution, and a little



more than one per cent in the sixteenth century. The great wave of the eighteenth century
averaged about 1.7 percent in England, mainly because of sharp increases in the period from
1793 and 1815.%

The Crisis of the Revolutionary Era
Hyperinflations during the American and French Revolutions

100000 French Assignats ~ Unifed States  France
US, Continentals UT9=109)  Confinentals  Assignats
(1776=100)
1776 100 1789 100
I 1 mow 1m0 108
1778 600 1791 109
1779 1,600 1792 133
1000 1780 6,000 1793 143
British Pounds 1781 16,700 1794 250
(1770=100) 1795 555
1796 24,060
100 u

1770 1780 1790 1800
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Figure 3.17 shows the hyperinflations that were caused by the monetary policies of
revolutionary regimes in France and the United States. The price trend in a more stable hard
currency appears in the change in purchasing power of British sterling. Sources for
Continentals are E. James Ferguson, The Power of the Purse: A History of American Public
Finance, 1776-1790 (Chapel Hill, 1961); for Assignats, A. Bailleul, Tableau complet de
valeur des Assignats (Paris, 1797); for British Pounds Sterling, B. R. Mitchell, British



Historical Statistics (Cambridge, 1988).

Those years were a period of war—not the dynastic quarrels of the mid-eighteenth
century, but social upheavals that combined abstract appeals to high principle with savage
violence such as the western world had not experienced since the crisis of the seventeenth
century. Entire populations went to war with one another. In Russia, Canada and the United
States, national capitals were looted and burned. In Spain, atrocities beyond imagining became
commonplace during the Napoleonic Wars. Goya’s drawings captured the horror of war more
powerfully than any western artist had done since Collot in the general crisis of the seventeenth
century.

The effect of war was to deepen the revolutionary crisis. Every age of glory in military
history is an agony for ordinary people. So it was in the time of Napoleon and Nelson. The
worst suffering came during the decade from 1805 to 1815, when after a brief interlude of
peace the great powers went to war once again. Britain’s Royal Navy won mastery of the sea
at Cape Trafalgar (1805), and the imperial army of France gained a hegemony on the European
mainland in the battles of Austerlitz (1805) and Jena (1806).

Thereafter the struggle changed. Two rival nations, each secure in its own sphere, turned
to economic warfare. Britain imposed a vast blockade on Napoleonic Europe, while France
closed the ports of the continent to British commerce. As the great wave approached its
catastrophic climax, the two strongest nations in the western world went systematically about
the business of wrecking each other’s economy. In this consummate act of human folly, markets
were deliberately disrupted throughout western Europe. The price of food in Britain and
France rose to unprecedented heights. Real wages plummeted, and poverty increased so
rapidly that by 1812 more than half of all English families were dependent on some sort of
poor relief.!”

The cost of economic warfare was a heavy burden even for noncombatants. The United
States had flourished as a neutral trader from 1793 to 1805. Now its ships were seized by both
Britain and France. The carrying trade of New England was destroyed, the staple commerce of
the southern states was disrupted, and the United States was drawn inexorably into the vortex
of war. Its economy slipped into a deep depression and yet prices soared, reaching their peak
in the 1814 when commerce was at its lowest ebb. Massive surges occurred in the price of
food and energy.'®

But the worst suffering was in the old world. In 1812 Napoleon recruited a huge army
from his European dominions and sent it headlong to destruction in Russia. At the same time,
the Peninsular War between Britain and France reached its climax of barbaric violence. Yet
another war broke between the United States and Britain. Institutions everywhere were
strained to the snapping point. The British government came the edge of insolvency in 1812;
the American republic came close to disintegration in 1814. Finally it was the Napoleonic
Empire that collapsed in bloody ruins.

This general crisis, like those that had preceded it, was also an intellectual event. The
certainties of the Enlightenment were destroyed by the disorders that overtook the Western
world. Confidence in reason and progress was lost. Their apostles became martyrs.



A case in point was the career of the Marquis de Condorcet, a kind, gentle, and highly
principled gentleman-philosopher who embraced the Enlightenment, welcomed the Revolution,
and became an early convert to its humanitarian ideals. He voted against the execution of Louis
XVI and opposed the arrest of the Girondins. For those acts of humanity he was denounced as a
traitor and driven into hiding, where as a fugitive he wrote an astonishing book called A
History of the Progress of the Human Spirit. Pursued by the Jacobins, he lived like an animal
in woods and abandoned quarries. Finally, he was caught by the peasants whose cause he had
championed. Thrown into prison, abandoned by his friends, bleeding and in rags, this great
apostle of progress took his own life on April 8, 1794.

The melancholy fate of Condorcet was shared by the Enlightenment that he personified.
The Revolution devoured not only its children but also its intellectual parents. During the
period from 1790 to 1815, the dream of reason evaporated in the fires of war, and another
mood began to dominate the intellectual life of the West. Its vehicle was the complex cultural
ideology called romanticism, which had long been gestating in eighteenth century Europe.
During the period from 1800 to 1815, romanticism rapidly gained strength and power, and
became the dominant aesthetic movement in the western world.

Romanticism was most of all a new epistemology. It valued feeling above reason,
intuition above empiricism, and ambiguity above clarity. It tended to look backward to the past
rather than forward to the future. It had little faith in reason or hope for human progress. In
Europe it often expressed a mood of melancholy, drifting even to despair. Romanticism was
Goethe’s sorrowful Young Werther, and the literature of Sturm und Drang. It was Stendhal’s
tragic vision of society, and Wordsworth’s great escape into the company of clouds and
daffodils. In America it was Poe’s tale of Gothic horror, Hawthorne’s scarlet letter, and
Melville’s Captain Ahab. In England it was Byron’s Manfred and Childe Harold, hero-
symbols of alienation from society and even from one’s self. The general crisis became a
cultural revolution that transformed the values of the western world.

The great wave reached its crest and broke with shattering violence during the
Napoleonic Wars (1796—1815). With uncanny precision, prices reached their peak in each
nation during the moment of its greatest military peril—Germany in 1808, Russia in 1812,
Britain in 1812-13, the United States in 1814. The battles of Leipzig and Waterloo, Baltimore
and New Orleans proved to be pivotal for the history of prices, as they were for politics and
war.

Thereafter, the secular trend suddenly broke and prices began to fall. This transition was
not a clean and simple break. The new trend had barely begun when its progress was suddenly
interrupted by one of the most severe moments of climate-stress in modern history. The years
from 1814 to 1818 were marked by extremely harsh winters and cold wet summers. The worst
came in 1816. In Europe, the summer of that year was cold, dark, wet and gloomy. A party of
literati spent their ruined Swiss vacation indoors, writing horror fantasies that captured the
prevailing mood. Mary Shelley invented Frankenstein and Lord Byron’s physician Dr.
Polidori created The Vampyre. In the northern United States, 1816 was the “year without a
summer.” Killing frosts occurred in every month, and crops were widely ruined. In Ohio
folklore 1816 was called “eighteen-hundred-and-froze-to death.” New England remembered it



as the Mackerel Year.

Crop shortages were more severe in 1816—17 than in 1788, and food prices surged to
high levels. But the cultural consequences were different than before. Grain poured into
western Europe—Ukrainian grain from the new port of Odessa, American grain from
Baltimore, Egyptian grain from Alexandria, Turkish grain from Constantinople. The growing
integration of a global food market saved Europe from starvation.

Governments had become more efficient in providing social welfare. As a consequence
the poor did not starve in a period of scarcity. Mortality increased very little. In New England,
the death rate actually declined during the coldest years.

The new nation-states had also learned from hard experience how to control social
violence before it reached the flashpoint of revolution. Standing armies, national guards, and
new professional police forces throughout the western world prevented popular insurrections
and food riots from overturning governments. The crisis of 1816 passed without major

unrest.1°

After 1816 the weather improved, but the western world suffered yet another heavy blow.
In the United States, a commercial panic began in 1819, and grew into a full-scale depression.
Prices plummeted, pauperism increased, and unemployment became a more serious social
problem than it ever been before. Once again, the new charitable organizations prevented
starvation, and professional peacekeepers preserved order.

Full economic recovery did not occur until the 1820s, a decade after Waterloo and half a
century after revolutions had shattered the old regimes of many western nations. Only then did
the crisis come to an end. A new equilibrium at last emerged.

The Victorian Equilibrium, circa 1820-1896

This new change-regime might be called the price equilibrium of the Victorian era. It
coincided almost exactly with the life of Queen Victoria herself (1819-1901), and was closely
linked to the cultural values that she represented. Its character was most clearly evident in
Great Britain. Prices in that nation fell sharply from 1813 to the early 1820s, then fluctuated
within a fixed range for more than fifty years. They fell again during the depression of 1873,
and stabilized once more until nearly the end of the nineteenth century. There was no sustained
inflation in Britain from 1820 to 1896.!

Similar patterns also appeared in other nations, with variations that reflected their
different histories. In Germany, prices came down rapidly during the period from 1815 to
1830. Thereafter, the general price level fluctuated on a flat plane for the rest of the nineteenth
century. Here again, the equilibrium was not static. Every major political event in German
history left its mark upon price movements. None changed the underlying pattern in a
fundamental way, and some reinforced it.

A case in point was the creation of the Zollverein, the customs union that began with a
treaty between Prussia and Schwarzburg-Sondershausen (1819), and gradually expanded to
include most of Germany by 1844. This economic union removed barriers to internal
commerce, and created a more free and open national market. Between 1819 and 1844, prices



in Germany became more stable than before, and more orderly even than in Britain.

During the late 1840s, a period of bad weather and widespread crop failures briefly
disrupted that stability, and caused a surge in prices through Germany and central Europe.
These disturbances were partly responsible for the revolutions of 1848, which were set in
motion by short crops and surging costs. After 1849, equilibrium rapidly returned.?

Another period of price-volatility in Germany was caused by three wars of national
unification: the Danish War (1864), the Austro-Prussian War (1866) and the Franco-Prussian
War (1870). Prices rose sharply during these events. After 1871 they reverted to the general
trend.’

In the United States, the Civil War (1861-65) caused a burst of inflation that disrupted the
underlying equilibrium, and departed from economic trends in Europe. In the northern states,
the combined impact of the Civil War on supply and demand, marketing and manufactures,
fiscal policy and the monetary system all combined to drive prices to higher.*

An even greater disruption occurred in the southern Confederacy, which experienced
extreme hyperinflation during the Civil War. So primitive was the economy of the slave states
in 1861 that they lacked artisans with sufficient skills to engrave notes and bills. Lacking other
resources, the Confederacy paid for the war by issuing unsecured paper currency: at first in
small amounts and large denominations, later in many millions of little bills. Confederate
dollars were so crudely lithographed that counterfeit money was detected by its superior
quality. For a time, the value of this money was sustained by southern patriotism, and by high
hopes of victory to come. As late as the spring of 1863, Confederate currency still held much
of its value: the normal rate of exchange was two southern dollars to one Yankee greenback.
After the Battle of Gettysburg, however, the exchange rate fell abruptly to four for one. Still,
southern patriots continued to accept Confederate money at face value as late as 1865. The
Confederacy never declared its notes to be legal tender; their value was a function of the
loyalty of the people who accepted them. Nearly a billion dollars were issued during the
conflict.”

The Civil War and its painful aftermath were followed by rapid price deflation. By 1880
the effect of the war on American price levels had entirely disappeared. Thereafter, price
trends in the United States rejoined the general equilibrium in the Western world. By the early
1890s, wholesale price indices in Britain, Germany and the United States moved almost as
one.



The Victorian Equilibrium
Consumable Prices in England, 1812-1914
(1914=100)
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Figure 3.18 traces the movement of consumable prices in England from 1812 to 1914. A
period of falling prices (1812—22) came after the crisis of the previous price-revolution. This
deflation was followed by fluctuations on a fixed plane (1822-73), then by a second sharp
deflation (1873-82), and yet another period of stability. The source is E. H. Phelps-Brown and
Sheila Hopkins, “Seven Centuries of the Price of Consumables,” Economica 23 (1956) 740—
41.

The equilibrium of the Victorian era was highly complex in its dynamics. Its underlying
stability increased the visibility of many cyclical rhythms. There were harvest cycles in farm



prices, inventory cycles in manufactures, and commercial cycles of many different lengths.
There were diurnal cycles, weekly cycles, seasonal cycles, annual cycles, generational cycles
and perhaps a fifty-year cycle. Many of these vibrations were highly regular in their complex
cadence. As the equilibrium continued, the amplitudes of short-cycle movements (harvest
fluctuations in particular) tended to diminish through time. This dampening process was typical
of price equilibria in general, and very different from the expanding amplitudes that developed
in price-revolutions.®

Prices of specific commodities varied through space as well as time, but here again the
variance tended to be highly stable and regular in its patterns. The price of grain was
comparatively high in the urban-industrial heartland of western Europe and also in the more
densely settled parts of the eastern United States. It was lower in central Europe and American
midlands, and lowest in eastern Russia and the American West. This classic ring-pattern
persisted through the nineteenth century, but differences between core and peripheral prices
tended to diminish as world grain markets became more integrated.”



The Victorian Equilibrium
Wholesale Prices 1n France, Germany and U.S.A., 18201896
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Figure 3.19 surveys wholesale prices in Germany (1913=100), France (1901-10=100), and
the U.S.A. (1910-14=100). The pattern was similar in all three nations: stable or declining
prices from 1820 to 1896, punctuated by short surges of inflation (mostly war-related) that
disrupted the prevailing equilibrium only for a few years. The sources are A. Jacobs and H.
Richter, Die Grosshandelpreise in Deutschland von 1792 bis 1934 (Berlin, 1935); A.
Chabert, Essai sur les mouvements des prix et des revenus en France de 1798 a 1820 (Paris,
1945); Historical Statistics of the United States (1976) series E40, 52.

Other complex patterns appeared in the relative movement of prices, wages, rent and



interest. While prices fluctuated on the same plane or even declined, real wages rose buoyantly
—as in other periods of equilibrium. By one measure (an index constructed by Henry Phelps-
Brown and Sheila Hopkins), the real wages of English building craftsmen increased more than
400 percent from 1801 to 1899. That comparison overstated the magnitude of change: 1801
was an exceptionally hard year; 1899 was a time of high prosperity. Other benchmarks showed
smaller magnitudes of increase—a doubling of real wages rather than quadrupling. But always
the same upward trend appeared. Both money wages and real wages increased in Britain,
France, Germany, Sweden and every other European nation where data has come to hand. In
this respect the equilibrium of the Victorian era was similar to those of the twelfth century, the

Renaissance and the Enlightenment.?
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The Victorian Equilibrium
Returns to Labor; The Rise of Real Wages, 1800-1896
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Figure 3.20 reports evidence of a sustained rise in real wages, which for British builders
trebled during the nineteenth century. The source is E. H. Phelps-Brown and Sheila Hopkins,
“Seven Centuries of the Prices of Consumables, Compared with Builders’ Wage-Rates,”
Economica 23 (1956) 296-315.

Wages also rose in the United States, but the American pattern was less stable than that in
Britain. Real earnings of workers fell sharply during the Civil War, reaching their nineteenth
century nadir in 1866, largely as a consequence of the price inflation in that period. Panics and
depressions in 1873 and 1893 also drove wages down, but these dark intervals were the
exceptions. Long-term improvement was the rule for both highly skilled artisans and farm
laborers.?

These generalizations, it must be emphasized, refer to the income of workers only during
periods of employment. “The great difficulty,” writes Stephan Thernstrom, “lies not in
estimating the daily wage, but in judging how many days each year the laborer was likely to
find work.” He estimated that unskilled laborers in Massachusetts were unemployed two or
three months in every year during the mid-nineteenth century. Whether this proportion
increased or diminished during the course of the nineteenth century we are unable to discover.
Thernstrom believes that it changed little from mid-century to the 1870s, but even a small

alteration would have made a major difference in real income, as distinct from real wages.!°



The Victorian Equilibrium
Returns to Land: Rent and Real Estate Prices
England and Wales, 1800-1880
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Figure 3.21 finds a long, slow decline in sale prices of English and Welsh real estate from
1812 to 1864, followed by a brief rise from 1864 to 1877. The secular trend in rent was stable
through the nineteenth century. The source is E. M. Carus-Wilson, “A Century of Land Values:
England and Wales,” Essays in Economic History, III, 128-31.

Further, a rise in the cost of labor was not always a return to laborers themselves. An
example was the slave economy of the American South before the Civil War, with its
combination of a free market and unfree labor. The price of slaves in the southern states moved
in parallel with real wages in Europe and the northern States, as it had done in earlier periods.



During the late eighteenth century slave prices had fallen sharply in America, at the same time
that real wages for free workers had been declining rapidly in western Europe. That trend
reversed during the 1790s. Slave prices began to rise from $300 (or less) in 1795 to $1200 in
Virginia and $1800 in New Orleans on the eve of the Civil War.

The increase in slave prices was greater in its magnitude than the rise of real wages for
free labor. Nevertheless, the direction of change was similar in both labor systems. The long
secular rise of slave prices from 1815 to 1860 was not unique to the “peculiar institution” of
the American South, nor was it driven primarily by the economics of slavery itself, as
historians have mistakenly believed. The trend in slave prices was part of a much larger
movement throughout the Western world.!!

The Victorian equilibrium was not a golden era of prosperity for everyone. All felt the
bite of hard times some of the time; some suffered all of the time. Grain farmers were in deep
trouble throughout the world after the panic of 1873, with political consequences that included
the Populist movement in the United States, the “revolt of the field” in Britain, and rural unrest
in Europe. But in general real wages rose for most workers.

At the same time that real wages were rising, returns to capital (as measured by rates of
interest) fell steadily during the nineteenth century, as they had done in other periods of price
equilibrium. This trend clearly appeared in the city of London, the epicenter of international
capitalism in the nineteenth century, where bonds were called “stocks,” and stocks were
“shares,” and public securities were “funds.” Their annual performance was carefully
monitored in a publication called Fenn on the Funds, a Victorian equivalent of Moody s
Manual which showed a striking pattern of stable change for nearly a century.

The most important funds were the “consols™ that the United Kingdom had long issued for
its national borrowing. In 1812, when Britain was simultaneously fighting separate wars
against France and the United States, the average yield of Consols rose to 5.08 percent.
Thereafter, the rate of return declined for 85 years, reaching bottom at 2.25 percent in 1897.
This downward trend was not perfectly constant. The Crimean War drove up interest rates and
commercial depressions brought them down again, but through these many fluctuations the

pattern of secular change was stable for a century.!?

The same tendency also appeared in the public securities of other western nations. Yields
on French rentes, Dutch perpetuals, Prussian bonds and New England municipals all showed
similar patterns of secular decline. There were a few exceptions. The government of France
had to pay more for its money after its revolutions in 1830, 1848 and 1871. But these fiscal
disturbances were remarkably shallow and short-lived. Even the French government, despite a
persistent reputation for political disorder, was able to meet its public obligations with 3
percent securities during the late nineteenth century.™

Interest rates in private transactions were higher, and also more variable, than those for
public funds. The Bank of England charged its individual customers different rates, after
ranking them on a scale that was more moral than material, from “dealers in greatest
respectability and opulence” to “persons in low estimation.” Each borrower was offered a
discount to match the measure of his depravity. Private debtors of high eminence but dubious
reputation were compelled to pay interest that would shock even a twentieth-century



sensibility. In 1840, Britain’s future prime minister Benjamin Disraeli was charged annual
interest of 40 percent for a loan to cover a “pressing liability.” In general, however, interest
rates tended to decline in private lending as well as public finance during the Victorian

equilibrium. The trend was consistently downward throughout the long equilibrium of

Victorian era.
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Figure 3.22 summarizes evidence of a long decline in rates of interest throughout the western

world from 1820 to 1896. The source is Homer, History of Interest Rates, 196-209.

i

Returns to land—both rent and real estate prices—also fell, then stabilized and fell again



in the early nineteenth century. A history of land in Saxony-Anhalt showed a very close
correlation between real estate values and the price of rye from 1820 to 1895. Land prices and

rents also moved together in Prussia, England and the United States. !

These trends were full of trouble for rural estate-owners, and in time their tribulations
would be visited upon the world. The landowning classes faced falling rents, rising wages and
depressed agricultural prices all at the same time. England’s county families, Prussian Junkers
and southern planters in the United States all shared that same predicament. These landholders
traced their descent (in spiritual terms at least) from Europe’s old feudal elites, and raised
their sons to a warrior ethic. As the pax victoriana wore on, more than a few of these
energetic young men were bankrupt, bored, and bloody-minded—a dangerous combination.
Some sought adventure overseas in “splendid little wars” and distant conquests; the British
Empire has been called a system of outdoor relief for the upper classes. Others pursued
politics and diplomacy as an equivalent of war, which was still more menacing to world peace
—all the more so when the horrors of the last great European slaughter were forgotten, or half-
remembered in a haze of glory. In the sunny afternoon of the Victorian era, the dark clouds
began to gather on the distant horizon.

Altogether, the relative returns to land, labor, and capital were much the same in the
Victorian equilibrium as they had been during the Renaissance and Enlightenment. They were
also similar in their social results. In the middle and later stages of every price equilibrium
(but not in the early stages), the distribution of wealth tended to stabilize, or even to become a
little more equal. There was a lag-effect here. In the early nineteenth century, inequality
continued to increase, as it had done during the later stages of the price-revolution of the
eighteenth century. But after 1850 wealth and income tended to become more equal in their
distribution or to remain on the same plane of inequality. This tendency appeared in the later
stages of all other equilibria, and the lag pattern was always the same.
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Figure 3.23 shows stability in wealth and income distribution during the nineteenth century in
Britain and the United States. This was the net effect of stable rents, falling returns to capital
and rising real wages. Sources include Lee Soltow, “Long-Run Changes in British Income
Inequality,” Economic History Review, 21 (1968) 17-29; Peter Lindert and Jeffrey
Williamson, “Revising England’s Social Tables,” EEH, 19 (1982) 385-408; Charles
Feinstein, “The Rise and Fall of the Williamson Curve,” Journal of Economic History, 48
(1988) 699-729; R. V. Jackson, “Inequality of Incomes and Lifespans in England since 1688,”
Economic History Review, 47 (1994) 508-24; Lee Soltow, Men and Wealth in the United
States, 1850-1870 (New Haven, 1975); idem, Patterns of Wealthholding in Wisconsin since
1850 (Madison, 1971); Roger Ransom and Richard Sutch, One Kind of Freedom (Cambridge,



1977); Jonathan M. Wiener, Social Origins of the New South: Alabama, 1860—1885 (Baton
Rouge, 1978).

In other respects, however, the Victorian era was unique. It was more dynamic in its
structure than any comparable period. During the equilibria of the Renaissance and the
Enlightenment, population had increased very little. A balance was achieved between low
rates of economic development and a lower pace of demographic growth. This was not the
case in the Victorian era. In Europe, America, and throughout the world, population grew at an
exponential rate through the nineteenth century. Rapid population rises had often occurred
before— always with the same inflationary effect upon price levels. As Labrousse wrote, an
inflation des hommes had been accompanied by inflation d’argent and inflation des prix as
well.

In the nineteenth century something else happened. Population went on increasing, and
prices fluctuated on the same plateau. English historians Anthony Wrigley and Roger Schofield
write, “If there was a notable uniformity in the behavior of the two series relative to each other
until the beginning of the nineteenth century, however, there was a remarkably clean break with
the past thereafter. . . . The historic link between population growth and price rise was broken;
an economic revolution had taken place.”'®

Wrigley and Schofield were right in one way, but wrong in another. It is true that a simple,
surface correlation between prices and population disappeared, just as they said. But the link
was not broken altogether. A deeper association persisted in the second derivative of change.
The rhythm of change in rates of population increase during the nineteenth century continued to
correlate very closely with price movements. The Victorian equilibrium was indeed something
new in the world—a dynamic balance between rates of change in rates of change.

The Victorian equilibrium also derived its stability from magnitudes of change in
economic growth. Real output (per capita) of the American economy, for example, had grown
only about 0.6 percent each year before 1790. After 1825, it grew at a rate of approximately
1.6 percent a year—enough to double national product per capita every forty-three years. This
rate was maintained throughout the nineteenth century. Similar trends (with differences of
timing) occurred in European nations.!”
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Figure 3.24 compares price movements with rates of population growth in Britain. Both series
are decennial means of annual data. Sources include E. A. Wrigley and Roger S. Schofield et
al., The Population History of England, 1541-1871: A Reconstruction (Cambridge, 1981),
table A3, column 3 (estimated values of compound annual growth rates); and Henry Phelps-
Brown and Sheila V. Hopkins, A Perspective of Wages and Prices (New York, 1981).
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Figure 3.25 makes a different comparison between price levels and absolute magnitudes of
population size. Wrigley and Schofield found that between 1811 and 1871 English population
doubled while prices fell. They concluded that “the historic link between population growth
and price rise was broken; an economic revolution had taken place” (pp. 403—4). This
statement is correct in its own terms, but if one compares rates of growth rather than
magnitudes of change, a strong link between the dynamics of demographic and economic
change continued through the 19th century. An economic revolution had indeed taken place, but
the association between population growth and price movements remained very important.



Equilibrium at higher levels of economic growth was achieved in many ways. A
revolution in transportation created broader markets, which allowed larger units of production.
An agricultural revolution released many workers from the soil and allowed them to shift to
other sectors where their labor was more productive. An industrial revolution increased the
productivity of labor and capital. A commercial revolution radically improved the efficiency
of exchange.

Other factors included the emigration of Europeans in large numbers to other parts of the
world where the marginal return on their labor and capital was higher than at home. Also
important was the economic development of new regions which produced commodities in
unprecedented quantity: Mississippi cotton, Argentine beef, Australian wheat, New Zealand
mutton, African ore and Canadian timber. Perhaps the most important factor was the integration
of a world market through the nineteenth century, which created vast economies of scale.

The Victorian equilibrium was a great whirring machine with many moving parts. It did
not always run smoothly. The economy of the western world moved through alternating periods
of prosperity and depression, but even these disturbances were remarkable for their regularity.
In the United States, major panics and depressions tended to recur at twenty-year intervals:
1819, 1837, 1857, 1873, 1893. The rhythm of these economic fluctuations remained
remarkably stable for nearly a century.

Far from disturbing the Victorian equilibrium in any fundamental way, this pattern was
part of the process by which the balance was maintained. In an era of equilibrium, the market
operated as a self-correcting mechanism—a process that prompted contemporary observers
such as John Stuart Mill (1806—73) and Alfred Marshall (1842—1924) to develop the timeless
axioms of classical economics.

But the conditions that inspired them were not eternal. They did not operate in the same
way before 1815 or after 1896, or in any other period of modern history. The dynamic stability
of the Victorian equilibrium was unique. It was maintained by an unprecedented set of balances
between rapid population growth and even more rapid economic growth, between industrial
transformation and agricultural revolution, between massive international migration and still
more massive domestic movements, between overseas development and commercial
integration of a world economy.'®

A few economists have attempted to explain the Victorian equilibrium primarily in
monetarist terms. Monetary factors did indeed have an impact on prices throughout the period,
but they did not create the equilibrium itself. In the United States, for example, annual
fluctuations in price levels and the money supply (that is, specie, banknotes and bank deposits)
tended to correlate closely, and were much the same in timing. But magnitudes and secular
trends were very different. Large changes in the supply of money caused price movements that
were comparatively small, by the measure of other periods. Money supply in the United States
increased enormously during the 1820s and 1830s, more than trebling in a period of fifteen
years, according to estimates by Peter Temin. But price levels remained remarkably stable,
rising and falling only about 15 percent in that same period. A similar pattern also appeared
during the 1840s and 1850s, when large swings in the supply of money coincided with very
small movements in price levels. Clearly a close relationship existed between the quantity of



money and the level of prices in the American economy. All things being equal, that
relationship was strong and intimate, but ceteris non paribus is the iron law of economic
history.!?

In this age of equilibrium, monetary and demographic factors might be understood as
strong centrifugal forces, acting to pull prices off their stable base. Those elements were
balanced by equally strong centripetal forces of expanding production and exchange, which
drew them in again. The dynamic equilibrium of the nineteenth century might be envisioned as
a Tenniel engraving of a tug-of-war between two teams of muscular Victorian athletes, each of
approximately equal strength. On one side were the wiry Centrifugals, with currency symbols
embroidered on their old school caps. On the other side were the brawny Centripetals,
straining mightily in the opposite direction. With much tumult and shouting, the rope moved
slightly one way and then the other, but the white rag remained in the middle until 1896, when
the exhausted Centripetals collapsed in a heap.

The dynamic equilibrium of the Victorian era was not entirely self-generating. It found
support from exogenous factors of various kinds—in particular from favorable climatic
conditions. After a period of very nasty weather which historians call the “little ice age,” the
climate of western Europe and North America grew warmer through much of the nineteenth
century. English meteorologist H. H. Lamb observes that “the price rise around 1800 could be
attributable largely to the interference of the Napoleonic wars with supplies and with trade, but
the time does coincide with the latest of the great periods of advance of the glaciers and the
Arctic Sea ice about Iceland.” There were no major climatic anomalies in the next century of
remotely comparable magnitude. The amelioration of climate may have made a difference in
price levels, but it was not a major factor. Long changes in climate do not correlate with long

waves in the history of prices.?’
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Figure 3.26 compares monetary estimates from Peter Temin, The Jacksonian Economy (New
York, 1969), 71, 159; and price indices from Historical Statistics of the U. S., E52, E135.
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Figure 3.27 surveys world stocks of gold and silver, which rapidly increased during the
nineteenth century, while prices remained stable or declined. The source is Pierre Vilar, A
History of Gold and Money, 1450—1520 (London, 1984), 352.

Whatever the cause of the Victorian equilibrium may have been, its consequences were
abundantly clear. A period of comparative poitical stability developed in Europe. The century
from 1815 to 1914 was one of the few periods in that continent’s long and bloody history when
there was no general war. The only exception was the Crimean War, which was kept securely
in bounds. The nineteenth century was an era of many smaller wars, some of which were very



costly in life and treasure. There were wars of national integration such as the Prussian wars
against Denmark, Austria and France, the American Civil War, and the conflicts of the Italian
Risorgimento. Small imperialist wars were also very numerous. In the reign of Queen Victoria,
the British army fought six Ashanti wars, five Basuto wars, three Afghan wars, three Burmese
wars, two Maori wars, two Matabele wars, two Boer Wars, two Sikh wars, two Sudanese

wars, and altogether 230 colonial wars, punitive expeditions, and insurrections.?!
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Figure 3.28 finds falling arrest rates in Chicago, falling crime rates in Stockholm, and falling
conviction rates in London (five-year moving average of convictions in Middlesex County,
1834 58, and the Metropolitan Police District, 1869-1900). Sources include Ted Robert Gurr,




Rogues, Rebels, and Reformers: A Political History of Urban Crime and Conflict (Beverly
Hills and London, 1976), 38—40, 63; Wesley G. Skogan, Chicago since 1840: A Time-Series
Data Handbook (Urbana, 1975); Theodore N. Ferdinand, “The Criminal Patterns of Boston
since 1849 ,” American Journal of Sociology 73 (1967) 688-98, and Gurr, 39-46.

= T T T e e e g e SEr ey T T L ey Py, . L

The Victorian Equilibrium
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Figure 3.29 shows that rates of illegitimacy declined in close association with the price of
wheat during the nineteenth century. This long trend followed an earlier rise in bastardy during
the price revolution of the eighteenth century, and preceded another sustained increase in the
price revolution of the twentieth century. Plotted here are decennial ratios of illegitimate births



per 100 live births in England and Wales (civil registration), compared with the Abel index of
English wheat prices (decennial averages in grams of pure silver per 100 kilograms of grain).
Sources include Peter Laslett, Karla Oosterveen and Richard M. Smith, eds., Bastardy and Its
Comparative History (Cambridge, 1980), 17; and Wilhelm Abel, Agrarkrisen und

Agrarkonjunktur, appendix.
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Figure 3.30 shows the sustained decline of alcohol consumption in the United States during the
nineteenth century. Estimates include spirits, wine, and beer, converted to ethanol equivalents.

Beer includes hard cider, the leading alcoholic beverage in early America. The source is



Merton M. Hyman, et al., Drink, Drinking, and Alcohol Related Mortality . .

Brunswick, 1980) Many other studies have replicated these findings.
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The economic effect of these conflicts was to integrate an ever larger proportion of the
world’s population into national and even global markets, and monetary systems. Many
scholars have written about the effect of European contact on primitive monetary systems that
Europeans called “pseudo-money.” French historian Fernand Braudel observes, “The fate of
this pseudo-money after the European impact (whether cowries in Bengal, wampum after 1670
or the Congo zimbos) proves identical in every case where it can be investigated— monstrous
and catastrophic inflation, caused by an increase in reserves, an accelerated and even hectic
circulation, and a concomitant devaluation in relation to the dominant European money.”??

But economic chaos was merely the first effect. The second result was economic order.



Local markets were incorporated in a larger system, where price movements became
progressively more stable. The price equilibrium of the Victorian era promoted political
stabilization and integration, which further increased price equilibrium, which in turn brought
more stability and integration.

The effect of price equilibrium upon society was also to promote another sort of social
integration. This was a period when crime declined throughout the western world, after a
period of sharp increase in the crisis of the eighteenth century. In London, Bombay, and even in
Chicago life became more orderly during the Victorian era. Indicators of social deviance and
family disruption also declined: alcohol consumption fell sharply; so also did rates of
prenuptial pregnancy and sexual deviance. All had risen during the eighteenth century.

The most important cultural correlate of the Victorian equilibrium was what Walter
Houghton calls the Victorian frame of mind. Houghton (not the best guide on this question, for
he went to excessive lengths to stress similarities between the Victorians and ourselves)
defined the Victorian mind-frame in terms of optimism, anxiety, the will to believe, dogmatism,
rigidity, the commercial spirit, earnestness, enthusiasm, hero worship, love and hypocrisy.
Different words appear in other lists—liberalism, improvement, confidence, strength, faith and
certainty.

Historian G. M. Young approached the subject in a different way. He organized the
Victorian era into a chronology of thinkers, arranged by the year in which they reached the age
of 35. This list of “floruits” began in the year 1830 with Arnold and Carlyle. It ended in 1901—
2 with Wells, Galsworthy, and Stanley Baldwin. It is a list of high complexity, and cannot be
encompassed by unitary generalizations. But in the phrase of one eminent Victorian, F. W.
Maitland, there is in every era a “common thought of common things.” On this level, which the
Victorians themselves called their zeitgeist, we may find elements of cultural unity.?>

In the Victorian era, as in the Enlightenment and the Renaissance, creative thinkers in
many fields drew their conceptual models from their historical condition. Similar textures of
thought appeared in the biology of Darwin (1809-82), the geology of Charles Lyell (1797-
1875), the historiography of Leopold von Ranke (1795-1886), the economics of Karl Marx
(1818-83), the politics of William Ewart Gladstone (1809-98) and the statecraft of Abraham
Lincoln (1809-65).

However different their ideologies may have been, these Victorians all thought of the
world in dynamic terms as a process rather than a static state. All of them understood that
world-process as a sequence of conflicts which were progressive, coherent, self-regulating
and self-sustaining. The Darwinian principle of natural selection, the Rankean idea of
historicism, the Marxian model of dialectical materialism, the Lyellian concept of geologic
stratiology, the Lincolnian creed of liberal conservatism and the Gladstonian ideology of
conservative liberalism shared those qualities in common.

These large ideas resembled the Victorian equilibrium itself, which was a dynamic,
progressive, self-balancing and self-sustaining structure of countervailing forces. Most of these
thinkers (with a few exceptions such as Lincoln) also shared a spirit that H. G. Wells called
“optimistic fatalism.” This, too, was an expression of the Victorian equilbrium, and an
instrument by which it was maintained.



THE FOURTH WAVE

The Price Revolution of the Twentieth Century

Wages chase prices, prices chase wages, and both
chase their past history.

—Clyde Farnsworth, 1977

LONDON, June 22, 1897, Diamond Jubilee Day. The rain-washed streets of this proud
imperial city sparkled in the summer sun, as the people of Britain prepared to celebrate the
sixtieth anniversary of Queen Victoria’s accession to the throne. At precisely eleven o’clock in
the morning, the Queen repaired to her Royal Message Room in Buckingham Palace and sent a
telegram of congratulations to her subjects throughout the world—370 million of them. Then
she put on an ostrich-feathered bonnet, unfurled a small parasol of white silk, and traveled in
an open carriage to St. Paul’s Cathedral. Her escort included 50,000 troops in brilliant uniform
from every part of the Empire. Above the rooftops of the city, thousands of Union Jacks flew in
the summer breeze. In the narrow streets happy crowds doffed caps, waved white
handkerchiefs, and cheered their aged Queen.

In many ways, the London that Queen Victoria looked upon that morning still seems remarkably
the same today. Buckingham Palace and the great Cathedral of St. Paul are outwardly the same,
despite the depredations of the Luftwaffe and the London smog. The red coats of the Queen’s
Brigade of Guards, and the scarlet tunics of their officers, are still the same—and so are the
class-distinctions that those subtle shadings represent. The Household Cavalry in their
gleaming cuirasses and high flowing plumes still look and sound the same as they clatter down
the Mall on jet-black horses. The Royal Horse Artillery still dress in the same dark blue shell
jackets and red busby bags on state occasions, as when they saluted their Queen-Empress on
her anniversary a century ago.

But these superficial resemblances are apt to be deceiving. The city of London today is far
removed in time and mood and social circumstance from the metropolis that celebrated Queen
Victoria’s Diamond Jubilee on June 22, 1897. The most profound differences are not to be
found in the many material transformations: not in the swarms of small cars that choke the
narrow streets of the City, or the hideous modern buildings that sprout like concrete weeds in
Mayfair, or the shoals of tourists in shorts and tee-shirts at Piccadilly, or the muffled Arab
women in Rolls Royces, parked three deep outside the shops of Knightsbridge.

London is more profoundly different in less tangible ways—most of all, in its memories of the
past and its expectations for the future. In 1897, nearly all of its inhabitants had lived their

entire lives in an era of stability and comparative peace. No general war had marred the peace
of Europe since 1815, except the brief unpleasantness in the Crimea. Every ten or twenty years



the British economy had drifted into a commercial depression, but prosperity had rapidly
returned. Real wages had risen for nearly a century, and prices had remained remarkably stable
for many years. The purchasing power of the pound sterling was actually greater on Diamond
Jubilee Day than it had been in 1819, when the old Queen was born. In 1897, a gilt-edged
government security paid a steady 2 percent, which was thought to be an entirely reasonable
return on capital. Inflation was regarded as a distant horror that was visited upon less
deserving nations as divine punishment for their economic sins.

On Diamond Jubilee Day in 1897, eminent Victorians contemplated the future with the same
confidence that marked their memories of the past. Peace, progress, and stability were thought
to be natural and normal in the world. They were firmly expected to continue.

But it was not to be. The Victorian certainties that London celebrated on Diamond Jubilee Day
had already begun to be left behind by events. When we look back on the economic indicators
for the year 1897, they reveal to us in retrospect a pattern that was still mercifully invisible to
those whose lives it would transform. Beneath the surface of events, the equilibrium of the
Victorian era had come quietly to an end. On the day that the Queen and her subjects
commemorated sixty years of stability and peace, a deep change was silently occurring in the
structure of change itself. That sunny June morning in 1897, the Western world was entering a
new era, which would be filled with horrors that the Victorians could scarcely have imagined,
much less foretold. This new epoch has continued to our own time. One of its many material
manifestations was a long movement that might be called the price-revolution of the twentieth
century.

Slow Beginnings, 1896-1914

In the year 1896, wholesale commodity prices in Britain and the United States reached their
lowest level in more than a century. Then, during the year of the Diamond Jubilee, they began
to rise a little—not very much, not enough for anyone to notice. The increase was only about 1
percent that year, smaller than the range of annual fluctuations. But we may observe a large
significance in that small advance. It marked the beginning of a price-revolution that would
continue for more than a century.!

Students of American history will observe an irony in the timing of this event. It began
immediately after the presidential election of 1896. The major issues in that campaign were
low prices and scarce money. The cost of living in the United States had shown no long-term
secular increase since 1814. Commodity prices had actually fallen after 1870. It is not easy for
us, the children of a long inflation, to understand that our ancestors in the 1890s felt as deeply
threatened by falling prices as we have been by rising ones.

The American presidential election of 1896 centered on that economic problem. Democratic
candidate William Jennings Bryan terrified the possessing classes by proposing a bimetallic
monetary standard, and “free and unlimited” coinage of silver, mainly to encourage higher farm



prices and wages. Republican nominee William McKinley defended the gold standard,
maintained a moderate position on silver, and pledged to protect the sanctity of property.
McKinley won the election, and the possessing classes breathed a collective sigh of

deliverance.?

Ironically, they did so at the moment when prices began to creep upward. The same inflection-
point simultaneously appeared in the price records of many Western nations: Austria-Hungary
(1896-97), Belgium (1895-96), Britain (1896-97), Germany (1896-97), Italy (1897-98),
Norway (1897-98), Spain (1896-97), Sweden (1895-96) and the United States (1896-97).
Each of these countries had its own monetary system. All of them began to experience the
price-revolution at the same time.2
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Figure 4.01 surveys annual price movements in the United States. Sources include Historical
Statistics of the United States (1976), series E23, E135; Statistical Abstract of the United
States (1988), table 735; Statistical Abstract of the United States (1993), tables 756, 764.

Once begun, the new inflation continued at a moderate pace from 1896 to 1914, averaging
between 1 and 2 percent each year. The rate of gain was variable: comparatively small in
Britain and the United States; larger in Spain and Germany. But almost everywhere, the same
upward tendency appeared.

Rising prices were at first welcomed as a timely correction of a recent deflation that had




caused many social problems. During the depression year of 1894, the wholesale price of
wheat in the United States had fallen to fifty-six cents a bushel, the lowest since the eighteenth
century. Rising prices promised relief for farmers, merchants, and manufacturers alike. The
authoritative Financial Review commented, “A retrospect of 1897 is much more pleasing than
was a similar retrospect of 1896. The year was marked by a decisive recovery of business . . .

and at the year’s close we find the outlook more hopeful than for many years past.”4
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Figure 4.02 finds that the structure of change in the twentieth century was similar to other price
revolutions, but not entirely the same. As before, magnitudes increased exponentially and the
underlying rate of change remained stable. But this great wave showed less annual variability,



and little expansion of amplitudes. Sources include Historical Statistics of the United States
(1976), series E135; Statistical Abstract of the United States (1988-94). Trend lines are
fitted with an Excel 5.0 program.

The decade that followed, from 1897 to 1907, was marked by the same sense of sustained
prosperity. A few short downturns did not disrupt the prevailing optimism. In the United States,
a “rich man’s panic” in 1903 caused stock prices to drop sharply after the U.S. Steel
Corporation missed a dividend and a merger plan collapsed in the American shipbuilding
industry. But that disturbance was largely limited to Wall Street, and the speed of the recovery
encouraged the general mood of confidence.

A larger panic in 1907 caused a short but very sharp contraction. In the United States,
unemployment surged from 2 to 8 percent in 1908. Producer prices fell a little in America,
Britain, France, and Germany that year. But within a few months prosperity returned. By 1909,
everything was moving up again. Wages were up. Profits were up. Employment was up. Farm
income reached record levels.

At first, the great wave of the twentieth century remained invisible to contemporary observers,
much as every other price-revolution had been. But as early as 1904, the continuing rise of
prices began to be recognized as a secular trend. A few alert contemporaries searched for an
explanation.

Some attributed the increase in price levels to an expansion in the supply of gold and silver. In
1886, the fabulous gold mines of Johannesburg had been discovered, entirely by accident. In
1890, gold was found on Cripple Creek in Colorado; the lucky finder, William Stratton, made a
fortune of $125 million within a few years. Canadian gold began to flow from the Klondike in
1896. The Alaskan gold rush began in 1898. But these events were part of a long continuum of
gold discoveries that had happened through the nineteenth century without raising prices. The
rate of growth in gold production throughout the world was roughly the same before and after
1896. Moreover, the pace of secular increase in silver production actually declined during the

1890s.2

After the fact, another monetarist explanation has been suggested by American economists who
believe that the rise of prices after 1896 was caused by acceleration in the growth of the
money supply within the United States—from 6 percent in the period 1879-97, to 7.5 percent
in the years 1897—1914. That idea is mistaken. Another economist, Arthur Lewis, has
demonstrated that the estimates on which it rests are an artifact of periodization—that is, on the
choice of years that frame the temporal generalization. Annual fluctuations were large enough
to make a major difference in that respect. Lewis finds that the growth of money (and national
product) in the United States occurred at virtually the same pace, before and after 1896.
Further, an expansion in the American money supply alone could not have set the price-
revolution in motion. This was an international event. Prices began to rise simultaneously in

most currencies and monetary systems throughout the world.®
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Figure 4.03 surveys wholesale prices in nine nations from 1890 to 1914. Most show similar
trends: stasis or decline in the last years of the Victorian equilibrium, a turning point circa
1896, and sustained increase (circa 1896-1914). These common trends marked the beginning
of the price revolution of the twentieth century. The data are from B. R. Mitchell, European
Historical Statistics (2d rev. ed., New York, 1981), 772-75. All are converted to a common
base (1890=100).
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Figure 4.04 compares wholesale prices (1910-14=100) with the supply of currency held by
the public (in billions of dollars) in the United States. It shows strong similarities in the timing
of short-term fluctuations: prices and currency all rose in the boom of the 1880s and declined
in the panic and depression of 1893. But differences appeared in the direction of secular
trends. Patterns of growth in the money supply were similar before and after the depression of
1893, while price movements were fundamentally transformed from a deflationary to an
inflationary trend. The source is Historical Statistics of the United States (1976), E40, E52,
E410, X417.

Monetary factors would play a major role in the price-revolution of the twentieth century, but




the great wave itself grew mainly from a different root. It was primarily (not exclusively) the
result of excess demand, generated by accelerating growth of the world’s population, by rising
standards of living, and by limits on the supply of resources, all within an increasingly
integrated global economy.

The accelerating growth of world population was a driving force in the price-revolution of the
twentieth century. After 1890, death rates began to decline rapidly, with the conquest of major
epidemic diseases such as tuberculosis, typhoid, typhus, diphtheria and malaria. These events
derived from the discoveries of German bacteriologist Robert Koch between 1876 and 1890,
and from a “public health revolution,” that spread swiftly throughout the world.

Fertility declined in western Europe and North America, but rose higher in most other parts of
the world. As a result, the growth of global population began to accelerate. Its annual rate of
increase in the early twentieth century (1900-1950) was nearly double what it had been in the

late nineteenth century (1850-1900).”

Economic production and productivity also rose after 1896, but so did living standards and
cultural expectations. The major European nations were rapidly becoming industrial
democracies. Men of all classes received the right to vote in unprecedented numbers. Women
began to be enfranchised, first on the national level in New Zealand (1893), then in other
nations. These new electors demanded that governments serve the interest of the many, not
merely the few. National legislatures enacted far-reaching systems of social welfare, health
care, old age security, mass education, and unemployment insurance. The effect of these
innovations was to increase aggregate demand.

Through the twentieth century, there was also a continuing revolution in material expectations
among people of every social class—a cultural event that added to the growing pressure of
demand on limited resources. The Canadian economist John Kenneth Galbraith wrote, “Even
in the United States there is now a persistent feeling . . . that the poor should have access to a
doctor. . . . The economic effect of this release of consumption from occupational and class
restraint is to put a strong, even relentless, pressure on the supply of both private and public

goods and services.”8
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Figure 4.05 compares consumer prices in the United States with the growth of world
population. Sources include McEvedy and Jones, Atlas of World Population History, 343;
Statistical Abstract of the U.S. (1993), table 1372; United Nations Demographic Yearbook
(1993); A. M. Carr-Saunders, World Population (Oxford, 1936); consumer prices (1967=100)
are from Historical Statistics of the United States (1976) ser. E135; Statistical Abstract of
the U.S. (1993), table 756.

At the same time that demographic and social pressures of that sort were building throughout
the world, the supply of what Frederick Jackson Turner called “free land” was beginning to be
exhausted. In 1890, after a survey of population was completed in the United States, the



superintendent of the census reported that the American frontier was closed.

In the 1890s, frontiers were closing in many parts of the world. The expansion of Europe was
beginning to meet its natural limits. Russia had largely completed the conquest of its built-in
Asian empire. India and its border states to the north and east had been brought under the
British Raj. The island-spoils of Oceania had been divided among the great powers. The
European “scramble” for Africa was largely completed by 1896. The Australian outback, New
Zealand sheep runs, Argentine pampas and North American prairies all had been converted to
the production of meat and grain for the world market. The continuing incorporation of these
areas into the Western economy had been the dynamic basis of the Victorian equilibrium. By
the late 1890s, that great process was largely completed, and world population was
multiplying more rapidly than ever.

Late in the nineteenth century, the nations of the world were also becoming integrated in a
single economy at a rapid and accelerating rate. That process had begun as early as the
fifteenth century, but a quantum leap occurred in the late nineteenth century, when, as Geoffrey
Barraclough has demonstrated, the flow of goods from one nation to another suddenly and
greatly expanded. The first effect of this integration had been to stimulate supply; the second

was to increase aggregate demand.?

The price-revolution of the twentieth century was not peculiar to any national economy or
monetary system. It was a global event. Like every great wave that preceded it, this great
movement began primarily because the acceleration of demand outstripped the increase of

supply.

In other ways, however, the price-revolution of the twentieth century was different from its
predecessors. In its early and middle stages real wages increased, and kept on increasing until
the late 1960s. This pattern was differed from other price-revolutions. In the twentieth century,
the role of trade unions, democratic politics, and welfare states had a major impact on returns
to labor.

At the same time, the distribution of income and wealth tended in general to become a little
more equal, especially in the period from the 1920s to the 1950s. This equalizing tendency had
also appeared in the first stages of other price-revolutions. In the twentieth century, however, it
continued for a longer period than before.
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Figure 4.06 summarizes nine studies of the distribution of wealth and income in the United
States. Most show mixed trends from 1890 to 1929, then growing equality from 1929 to 1968,
and growing inequality thereafter (see figure 4.23). Sources: Lee Soltow, Men and Wealth in
the United States, 1850-1870 (New Haven, 1975); Robert E. Lipsey and Helen Stone Tice,
eds., The Measurement of Saving, Investment, and Wealth (Chicago, 1989), 765-844; Lee
Soltow, “Distribution of Income and Wealth,” in Glenn Porter, ed., Encyclopedia of American
Economic History (3 vols., New York, 1980) I, 1116; Historical Statistics of the United
States (1976), series G319-36; Statistical Abstract of the United States (1976-1993); Jeffrey
G. Williamson and Peter H. Lindert, American Inequality (New York, 1980).
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Figure 4.07 follows the upward movement of money wages and real wages from 1900 to 1960.
In this respect, the price revolution of the twentieth century differed from its predecessors—for
a time. These estimates by Stanley Lebergott include mean annual earnings of all employees in
the United States except members of the armed forces. To correct for unemployment Lebergott
added another series which reduced money wages and real wages by 11 percent in 1900 and
by 7 percent in 1960. The source is Stanley Lebergott, Manpower in Economic Growth: The
American Record since 1800 (New York, 1964).

Price Surges and Declines, 1914-45



From 1896 to 1914, prices continued their slow, steady rise. Then suddenly a new trend
appeared. The outbreak of war in 1914 shattered not only the peace of Europe but also its
economic stability. A symptom and cause of that disruption was a massive surge of inflation in
every western nation. From 1914 to 1919, wholesale prices doubled in the United States,
trebled in Britain, quadrupled in Germany, and sextupled in Italy.

The great powers were unprepared to bear the heavy cost of war, or to manage its economic
consequences. Each nation responded in its own way. The British government dealt at first
with rising prices and shortages in a traditional Anglo-Saxon way. It asked the clergy to read
proclamations from church pulpits, urging voluntary limits on consumption. Slowly and
reluctantly, Prime Minister David Lloyd George improvised a system of piecemeal price
controls and rationing. He added fiscal and monetary measures that restrained inflation more
effectively than in any other combatant nation.1?

In Germany, things were done differently. Effective control of the war economy passed to
military officers under the old Prussian Law of Siege. The entire nation was divided into
“army corps districts.” In each district Deputy Commanding Generals imposed rationing,
allocated goods, and controlled prices. They did so with a heavy hand, and ultimately with
disastrous consequences for their nation. Low farm prices discouraged production. Germany’s
inability to feed itself became a fundamental cause of its defeat. Further, the war was paid for
by huge loans and taxes on the middle and lower classes. The rich were protected from income

and profits taxes.11

In Russia, the economy collapsed totally under the strain of the war. The distribution of food
was so disrupted by 1917 that the army was forced to live off the land, even within its own
country. Major shortages developed in the cities. Prices of food soared. On March 8, 1917,
when hungry mobs attacked bakeries throughout the capital and were fired on by police, the
Russian Revolution began. Like the French Revolution in 1789, the immediate cause was a
combination of high prices and extreme scarcity, which also occurred in many parts of Europe
during World War 1.

Even after the fighting ended in 1918, the economic troubles continued. Britain, for example,
imposed milk rationing for the first time in 1919—a step that it had been able to avoid during
the war. In France and many other nations the most rapid inflation occurred not during the war
itself, but in the first years of peace. Germany was reduced to economic chaos after the
armistice. Russia moved from revolution to a bloody civil war. Major outbreaks of epidemic
disease, notably the so-called influenza epidemic of 1918 (probably a polydemic of several
diseases), caused heavy mortality in Europe, America, and especially Asia. High prices and
scarcities persisted.

In 1920, these trend lines broke. A severe economic depression occurred throughout the world.
Prices plummeted in a great deflation that was as disruptive as the previous rise had been.
Commodity markets were glutted. In Britain, wholesale prices fell by half in two years from



1920 to 1922. Wages also came down, and unemployment rose rapidly. Broadly similar
tendencies appeared in the United States and western Europe. Price and wage deflation were
reinforced by the economic policies of conservative governments, and by rigid adherence to
the gold standard. This was a period of deep suffering among the poor, but business conditions

slowly improved, and stock markets began to boom.12
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Figure 4.08 shows the impact of World War I on prices. Rates of inflation were highest in the
Central Powers (400—600 percent), and lower in most Allied powers and neutral nations
(200-350 percent). Data are from B. R. Mitchell, European Historical Statistics (2d rev. ed.,
New York, 1981) pp. 774-75. All are wholesale prices, except Austria and Greece which are




consumer prices. Each is converted to a common base (1914=100).

In central Europe, more dangerous trends developed. Germany’s new and very shaky Weimar
Republic inherited a vast burden of debt and the crushing weight of heavy war reparations to
France. When a heroic attempt at tax reform by Matthias Erzberger failed, public credit was
exhausted. The German government felt compelled to pay its debts by printing money. It did so
at first with some restraint in 1921-22, but soon lost control of its currency. The result was one
of the most extreme hyperinflations in history. An American dollar was worth 40 marks in July
1920, 493 marks in July 1922, 4 million marks in the summer of 1923, 4.2 trillion on
November 15, 1923. This became the classic monetary hyperinflation, caused by a vast
expansion in the quantity of currency in circulation. By late 1923, the German government
required 1,783 printing presses, running round the clock, to print money.

Germany was not alone in its travail. Monetary hyperinflation also occurred in Austria (1921—
22), Russia (1921-22), Poland (1923-24), and Hungary (1923-24). Similar causes operated
through much of central and eastern Europe.

These monetary crises were severe, but very short-lived. German inflation was brought to a
sudden end in 1924, and prices were generally stable thereafter. But the experience of
hyperinflation had a shattering effect on an entire German generation. The Weimar Republic
received much of the blame for problems it had inherited, and none of the credit for solving
them. Confidence in open, democratic institutions was weakened fatally in central Europe.

These economic events in the postwar era created profound instabilities. Concentration of
wealth remained very high. In Britain, two-thirds of the national wealth in the 1920s was
owned by 1 percent of the population. One-third was owned by 0.1 per cent. The twenties
were a decade of high prosperity for the rich, and an Indian summer of the old regime. They
were also a time of desperate poverty in Scotland, Appalachia, rural Europe, and urban slums

throughout the world.

Inequality put narrow limits on consumption. In the United States during the late 1920s, major
industries began to suffer from excess capacity and insufficient demand. By 1927, purchases of
houses, cars, and consumer durables were in decline. Commodity prices turned downward.
Industrial production began to fall. In October 1929, the American stock market crashed, and
the world slipped into the Great Depression.

Once again, as in the early 1920s, suffering was deepened by fiscal and monetary policies of
conservative governments. After the Crash, American secretary of the treasury Andrew Mellon
proposed to “liquidate labor, liquidate stock, liquidate the farmers.” Congress gave relief to
the rich by cutting income taxes, but offered little assistance to the poor. The Federal Reserve
Board pursued a policy of tight money that made things worse. The ultimate folly was
President Herbert Hoover’s proposal for a large increase in taxes in 1932. As wages fell and
unemployment surged, wholesale prices fell by a quarter in Britain, by a third in the United
States and Germany, and by half in France.
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Figure 4.09 represents on a logarithmic scale the hyperinflations that followed the First World
War in central Europe. Sources include B. R. Mitchell, ed., International Historical
Statistics; Europe, 1750-1988 3rd ed. (New York, 1992), 837-51; Thomas J. Sargent, “The
Ends of Four Big Inflations,” in Robert E. Hall, ed., Inflation: Causes and Effects (Chicago,
1982), 99-110; Gerald D. Feldman, The Great Disorder (New York, 1993). Prices are in
German marks, Polish zlotys, Hungarian krone, Russian rubles, and Austrian krone.

The Western nations responded to the Great Depression in very different ways. The
international gold standard was abandoned by Britain in 1931 and by the United States in
1934. Protectionist walls were raised around national and imperial economies by the




American Smoot-Hawley tariff (1930) and the British Ottawa Agreements (1932).

In the United States, President Franklin Roosevelt’s New Deal launched the American republic
on a sea of economic experiments, which included “pump priming” of the private economy by
public spending, tighter regulation of business, and an attempt to diminish material inequalities.
The results were mixed. Production, wages, and prices began to rise after 1933, only to be
driven down again by another sharp recession in 1937-38.

Britain followed a more conservative course with no better success—retrenchment, a balanced
budget, subsidies to business, and economic nationalism. These policies were pursued by
Prime Minister Ramsay MacDonald (1931-35), who carried retrenchment to the point of
reducing the dole in the depth of the Depression, and was expelled from his own Labour party.
They were adopted also by Conservative Prime Ministers Stanley Baldwin (1935-37) and
Neville Chamberlain (1937-40). By 1937, British prices and wages had nearly returned to
1929 levels, but then they fell again in the second recession of 1938. Throughout the Western
world, recovery came very slowly, and at a terrible price.

In France, forty governments held office between 1918 and 1939, five in 1933 alone. Politics
were reduced to a chaos of competing factions. In the mid-1930s, French industrial production
fell to its lowest level since 1913. Unemployment surged to painfully high levels. The money
supply was expanded and prices surged, doubling in merely four years from 1935 to 1939.

Italy and Germany took the dark road to fascism, which in economic terms was an unstable
combination of private ownership and public control, feudal fiefdoms and bureaucratic
regulation, national autarchy and international conquest. Fascist economies were stimulated by
public works and military spending, but German prices remained depressed throughout the
1930s. Old economic problems persisted and new ones were added. The economics of
European fascism and Japanese militarism, as well as their ideologies, drove their leaders to
embark upon ever more desperate adventures.

In 1937, Japan went to war against China, mainly to secure markets and resources on the Asian
mainland. Historian R. A. C. Parker observes that “Japanese civilian authorities in Tokyo were
more belligerent than the army.” This was a war of economic ambition; it continued in Asia for
eighteen years. In 1939, Germany attacked Poland, mostly in search of Lebensraum, living

space, which meant land for German farmers and raw materials for German factories.3

From 1939 to 1941, military victory went to armed forces of Germany and Japan, but the
balance of economic power moved in another direction. The beginning of the Second World
War at last brought the great depression to an end. Prices, wages, employment and production
surged throughout the world. The economies of Germany and Japan experienced growth
without development—a vast expansion of resources by conquest and of workers by
enslavement. Their swollen economies became in some ways more primitive than before.
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Figure 4.10 shows price movements in eight nations from 1920 to 1945. After the inflation that
followed World War I, prices tended to fall from the early 1920s to the early 1930s. The nadir
was reached in most nations circa 1934. Thereafter, prices resumed their upward climb,
accelerating during World War II (1939-45). Hyperinflation developed in Italy after 1943, and
in many European nations after 1945 (see figure 4.12); but controls were successful in Britain
and the United States. Sources are B. R. Mitchell, European Historical Statistics (2d rev. ed.,
New York, 1981), 778-83; Historical Statistics of the United States (1976), E135.

In the United States, President Franklin Roosevelt assembled a team of exceptionally able
managers who made the American economy into the decisive weapon of the war. Productivity



soared. National product per capita (in constant dollars) nearly doubled in the United States
from 1938 to 1944, the strongest surge of economic growth in modern American history.1

In the United States, a regulatory system that included rationing and price controls worked
remarkably well to stabilize the booming economy. A black market developed for scarce
goods, but most Americans willingly accepted a more highly regulated economy as part of the
war effort. Economists such as John Kenneth Galbraith, who worked for the Office of Price
Administration during the war, always remained more supportive of price controls than
colleagues who had not shared that experience. The contribution of economic regulation in
World War II was both material and moral. It fostered a sense of fairness and justice, and
sustained collective effort in a nation that was united as never before.

Britain also used price controls with high success during World War II. The cost of living in
the United Kingdom rose only about 20 percent from 1939 to 1945, and increased scarcely at
all from 1940 to 1947. The record of the Axis nations was more mixed. In Nazi Germany,
prices were kept very stable, increasing 9 percent from 1939 to 1944. This was done in part by
requiring citizens and corporations to freeze their liquid assets in compulsory savings
accounts, which in turn were confiscated by the state. This plundering of private assets
effectively reduced demand and diminished inflation, but it also contributed to the total
destruction of the German economy. Fascist Italy cheerfully resorted to the printing press, and
suffered severely from an inflation that continued at a rapid rate from 1934 to 1948. Through
much of occupied Europe, prices rose sharply during the war. The Soviet Union also had very
high inflation during World War 1II; official estimates put the increase of prices at 325 percent.
The true number was probably higher.12
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Figure 4.11 shows the impact of price controls in the United States during World War 1L
Industrial prices were controlled in 1942; farm prices, in 1943. Controls were removed in
1946. The source is Historical Statistics of the United States (1976) E23-25.

After the war, many European nations suffered severe hyperinflations, similar to the aftermath
of World War I. The worst problems were in eastern and southern Europe, during the years
from 1947 to 1949.

In the United States, price controls were removed in 1945. What followed was similar in some
respects to the period after World War 1. In the immediate postwar years, inflation increased to



double-digit levels—high by the measure of the American experience, but low by comparison
with contemporary trends in Europe. Wholesale commodity prices rose 14 per cent in 1946,
and 23 per cent in 1947.

Then the American economy slipped into a short recession. National income declined, rates of
unemployment increased, and in 1949 consumer prices actually fell. The decline was small
and shortlived: less than 1 percent, in little more than one year. Underlying inflationary
pressures were strong. By early 1950, prices were climbing again.

The Price Revolution of the Twenticth Century
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Figure 4.12 shows levels reached by hyperinflations in Europe during 1947—49. The sources




are consumer price indices (1929=100) in B. R. Mitchell, ed., International Historical
Statistics: Europe, 1750-1988 (New York, 1992), 848-49.

The Price Revolution of the Twentieth Century
Price Conirols in the Unied States: The Korean War, 1930-33
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Figure 4.13 shows the effect of price controls in controlling inflation in the United States
during the Korean War. When the war began in 1950, wholesale prices and consumer prices
surged to double-digit levels. Controls were imposed in 1951-53. Prices immediately
stabilized and did not increase when controls were lifted. The source is Historical Statistics
of the United States (1976) E23, E135.

Inflationary pressures mounted in the United States during the summer of 1950, when a



Communist regime in North Korea suddenly attacked its southern neighbor, and yet another
major war began. By 1951, most of the world’s great powers had men in combat on the Korean
peninsula. Military forces rapidly expanded throughout the world. More Americans were in
uniform during the Korean War (1950-53) than during World War L.

In its economic impact of the Korean War was similar to the world wars that had preceded it.
Once again inflationary pressures surged throughout the world. In 1950, wholesale prices
jumped 12 percent in the United States, 18 percent in Germany, 21 percent in Britain, 28
percent in France, 32 percent in Sweden.

In the United States, President Harry Truman acted decisively, and revived price controls with
high success. As a short-run emergency war measure, the regulation of the American market
during the Korean conflict proved to be highly effective, more so even than in World War 1L
After controls were imposed in 1951, prices and wages became remarkably stable. There was
no inflationary surge from 1951 to 1954, and no explosion of repressed demand when controls
were removed. Price-regulation kept inflation within narrow bounds. It also diminished the
dangerous social instabilities that often accompany price-surges. The side effects of short-term
price controls in 194245 and 1950-53 were much less destructive to the social fabric than
neoclassical anti-inflationary policies of 1980s and 1990s. Those who believe that “price
controls don’t work,” even in the short run, will find strong evidence to the contrary in the
history of the American economy during World War II and the Korean War.

The Discovery of Inflation, 1938-63

Through all of these turbulent events, global prices continued to rise in peace as well as war.
Even as price surges were restrained in some nations by strict controls, the secular trend
moved inexorably upward. In the United States from 1938 to 1963, consumer prices rose every
year but two. During the span of an entire generation, inflation was the rule in twenty-three
years out of twenty-five. One result was a growth of what Americans called an “inflationary
psychology.” The existence of inflation as a secular trend began to be discovered by
individuals, corporations, and governments throughout the world.1®

American historian Eric Goldman lived through this period in the United States. “Inflation
jabbed people wherever they turned,” he remembered. “Trolleys and subways went up two
cents, then a nickel. The ten-cent Sunday newspaper was disappearing in America. Still more
irritating were things that were hard to buy at any price. A public with billions of dollars
stored up in war bonds and savings accounts . . . found itself queuing up in long nerve-jangling
lines. Women had trouble getting furniture, nylons, a new electric iron; men found clothing,
even a razor blade that would shave clean, in short supply. . . . As the summer of 1946 closed,
the food shortages were reaching their climax. First came a meteoric rise in prices. . . .
Gradually the store shelves began to fill; within months of the election of 1946, steaks and
roasts were no longer drawing crowds. . . . Prices kept on climbing. Even the kids of Cape
Cod resort towns, who for years had dived to retrieve pennies thrown in the water by



vacationers, now refused to budge except for nickels. But the public was learning to live with
inflation.”

In the years after World War I, this underlying inflationary psychology firmly established itself
in North America and western Europe. People tried to make light of the problem. American
humorist Max Kauffman observed, “Among the things that money can’t buy is everything it used
to.” Vaudeville comedian Henny Youngman remarked, “Americans are getting stronger. Twenty
years ago, it took two people to carry ten dollars’ worth of groceries. Today, a five-year-old
cando it.”

The inflation jokes of the 1950s expressed a growing mood of fatalism about price movements.
That attitude encouraged pessimism about the possibility of restraining inflation and caused
people to seek other remedies. These new responses caused more inflation and increased its
momentum. They also institutionalized its dynamics within entire cultural systems.

This had happened in every other price-revolution, but during the twentieth century, the
institutional machinery of modern society had grown stronger and more complex than before.
Institutional responses to rising prices reinforced inflation more powerfully than in earlier
waves.

Industrial democracies began to create elaborate systems of institutional price-inflators, which
economist Robert Heilbroner described as regulatory “floors without ceilings.” Price floors
were constructed in many sectors of the American economy. In some industries, “administered
prices” became commonplace. In others, prices were formally fixed by regulatory agencies,
and by “fair trade” statutes that forbade merchants to sell below the manufacturer’s “suggested
retail price.”

The dynamic American responses to price floors were not price ceilings, but wage floors. In
1938, the Congress enacted the Fair Labor Standards Act, which set the first national minimum
wage. It also briefly considered a maximum wage, but that idea was quickly forgotten.
Thereafter, the minimum wage was frequently raised, and extended more broadly through the
economy. Similar laws were enacted in other nations. This legislation helps to explain one of
the distinctive features of the price-revolution in the twentieth century—its exceptionally high

rate of advance.18

In the period from 1938 to 1968, many inflationary floors were built into the American
economy: floors under wages, pensions, and compensation for the unemployed; floors beneath
farm prices, steel prices, liquor prices, and milk prices; floors for airline fares, trucking
charges, doctors’ bills, and lawyers’ fees. Not all of these floors were erected by public
authorities. Many were imposed by corporations, labor unions and professional associations.
The creation of regulatory floors without ceilings accelerated a dynamic process called the
wage-price spiral by conservatives, and the price-wage spiral by liberals.

The institutionalization of inflation in the twentieth century was not limited to price and wage



regulation itself. Systemic restraints were placed also upon supply. Many nations imposed
limits on production: farm products in the United States, oil in Saudi Arabia, coffee in
Colombia, gold in South Africa, and many other commodities throughout the world.
International cartels pursued the same policy where they were able to do so. The classic
example was the price of diamonds, which the De Beers syndicate inflated to many times their
market value by restrictions on supply and other methods. From a functional perspective, it
mattered not at all whether these policies were imposed by a national government, or an
international cartel, or a corporate manager. The impact on prices was the same. Wherever
supply was held down, prices tended to rise. The integrated international economy of the
twentieth century created many opportunities, and put them in the hands of small groups who
profited by their application.

Other new structural causes of inflation began to operate in the mid-twentieth century. One of
them was invented by American businessmen. Economist David Slawson called it
“competitive inflation.” Two rival sellers of the same commodity, instead of competing in the
classical manner by seeking to offer a better product at a lower price, learned in the twentieth
century to operate in other ways. They discovered that they could increase profits and expand
market-share by degrading their product, advertising relentlessly, packaging it in a different
form, and raising its unit price.

As a case in point, Slawson studied the price history of American candy bars. During the late
1950s, the going price of a candy bar was five cents. By 1983, it had risen to thirty-five cents.
The price was deliberately raised in a series of small five-cent increments by manufacturers.
Slawson found that “each increase was disguised by making the bar larger at the same time—
the size of the bar having been gradually decreased since the time of the last price rise. People
generally choose candy bars on the basis of taste and size, neither of which encourages them to
make close distinctions on the basis of price. Moreover, the manufacturers, one assumes
deliberately, make size difficult to assess by making the wrappers larger than the bars inside,

and by using a wide variety of shapes.”2

The laws of neo-classical economics are unable to explain the price history of the American
candy bar in the twentieth century. Market competition remained strong among candy-makers—
in some respects, stronger than ever before. But it was no longer primarily price competition,
and its effect on prices was the reverse of what neoclassical economic theory would lead us to
expect. The more competitive the candy market became in America during the twentieth

century, the more prices rose.?

Economist Slawson argued that there was little difference in pricing strategies used for candy
bars, automobiles, airline tickets, and other goods and services. He developed a model of a
new “competitive inflation” to describe a world of growing complexity in pricing decisions by
corporate sellers, and of increasing uncertainties for the individual buyer. Those trends in turn
represented a shift in the distribution of knowledge and power in the marketplace. Sellers
operated increasingly at an advantage over buyers. When that happened, prices went up.



In all of these ways, the great inflation of the twentieth century differed from every price-
revolution that had preceded it. Its velocity, mass, and momentum were greater than those that
came before.

The Troubles of Our Times

In 1962, the price-revolution entered a new stage. After a period of comparatively slow
increase during the late 1950s, inflation began to accelerate. This was a global movement. It
appeared at about the same time in many nations: Austria (1962), Denmark (1962), Ireland
(1962), Norway (1962), Sweden (1962), Belgium (1963), Italy (1963), Switzerland (1963),
the Netherlands (1964), United Kingdom (1964), Yugoslavia (1964), Germany (1965), and the
United States (1965).1

The epicenter of this new movement was in western Europe, which had recovered very rapidly
from the catastrophe of the second World War. After a recession in 1957-59, most European
economies were flourishing. Unemployment fell to record lows in 1961: below 4 percent in
Denmark and Italy; 3 percent in Austria and Norway; 2 percent in Britain and Spain; barely 1
percent in Germany and Switzerland.?

This economic prosperity had a strong political effect. Many western nations took a turn to the
left. The results included the presidencies of John Kennedy and Lyndon Johnson in the United
States (1961), the “Opening to the Left” in Italy (1961), the election of a Labour government in
Britain (1964), and the emergence of the “Great Coalition” in Germany (1966). European
labor movements became more aggressive and more successful, winning large wage

settlements in these years.2

It was during this halcyon era of high prosperity and full employment that rates of inflation
began to accelerate. Japanese consumer prices, for example, had increased less than one
percent a year from 1955 to 1959. In the 1960s, they began to climb more rapidly, at more than

five percent each year. Producer price increases in Japan were smaller, but still substantial .4

Rates of gain varied from one nation and monetary system to another in the early 1960s. The
pace of inflation was very low in Switzerland (2.3%), West Germany (2.4%) and the United
States (2.5%). It was higher in Sweden (3.6%), Britain (3.6%), France (4.4%) and India
(4.5%). The highest rates were in Latin America, and the Middle East. No nations were
exempt.2

Price rises remained comparatively moderate in the North American economy, which
restrained the world inflation-rate until 1965. Then they also began to accelerate, partly
because President Lyndon Johnson and his advisors made a major miscalculation. The Johnson
administration decided to expand public spending for social welfare in the United States and
simultaneously fight a major war in Southeast Asia, without a large increase in taxes. In the
journalistic jargon of the day, they believed that the booming American economy could supply



both “guns and butter” at the same time.

The result was a large increase in public spending, on top of growing aggregate demand in the
private sector. American prices began to rise more rapidly, especially prices for food and farm
products. The annual rate of inflation in the United States trebled from 1961 to 1966.

Many scholars mistakenly remember the Vietham War as the pivotal event in the acceleration
of inflation during the 1960s. In fact, the surge began a few years earlier, in another part of the
world. The fiscal policies of the Johnson administration had an impact because they reinforced

an existing trend and increased its momentum.®

The roots of the price-revolution ran deep in the 20th century. As in every other great wave, the
rapid increase of world population and the growth of aggregate demand were the primary
cause of price increases. The world economy was more productive than ever before, and its
rate of growth was the highest in history. But it could not keep up with demand. In the United
States, whenever capacity-utilization rose above 80 percent, the rate of inflation accelerated.
When it fell below that level, as it did from time to time, inflation subsided.

A similar pattern appeared in the association between prices and unemployment. When the
unemployment rate fell below 6 percent, the rate of inflation advanced more rapidly. When
unemployment rose above that level, inflation retreated. Clearly, the price-revolution of the
twentieth century was embedded in demographic trends and economic structures.

As early as 1966, American leaders began to show concern about rising prices and acted
forcefully to restrain them. The expansion of the money supply (M-I) was brought to a dead
halt in the second quarter of 1966. Interest rates were raised deliberately to their highest levels
in half a century, in what was called the credit crunch of 1966. An economist observes that this
was “the first occasion in the post World War 11 period that the Fed sharply cut back monetary

growth and caused rapid and, for a time, large increases in interest rates.”’

As these policies took effect, the prosperous American economy skidded into a brief “mini-
recession” in 1967. But inflation did not end. Consumer prices continued to climb, and by
1968 the buoyant American economy began to boom again. As inflationary pressures mounted,
public officials in the Johnson administration and the Federal Reserve Board once again
adopted policies of economic restraint. They tightened credit, applied various fiscal
restrictions, drove interest rates higher, increased taxes by a 10 percent surcharge on incomes,
and curbed monetary growth in early 1969.

These measures were deliberately intended to create what was called a “policy recession.”
They succeeded all too well. In 1969, anti-inflationary measures began to have an effect, but
not precisely the one that was intended. After the long boom of the 1960s, the American
economy went into steep decline, dragging other nations with it. The recession of 1968-71,
writes economist Robert Gordon, combined “the worst of three worlds.” One might say that it
combined the worst of five worlds. National product diminished. Unemployment rose sharply.



The dollar fell against other currencies, and yet the American balance of payments rapidly
deteriorated. Through it all, inflation stubbornly persisted in a new combination with economic
stagnation, which American economist Paul Samuelson may have been the first to call
“stagflation,”8

Neoclassical economists were baffled by stagflation. Some believed it to be an unprecedented
anomaly. In fact, stagflation had happened in the later stages of every price-revolution from the
thirteenth century to our own time.
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Figure 4.14 shows the relationship between inflation and the use of manufacturing capacity in



the United States from 1960 to 1993. When capacity-utilization rose above 8 percent, rates of
inflation generally increased. When capacity-utilization fell below 8 percent, inflation tended
to fall. Sources: Historical Statistics of the United States (1976), E135; Statistical Abstract
of the United States (1993) table 757; capacity utilization, ibid., (1976) table 1250; (1988)
table 1250; (1993) table 1261.

When President Richard Nixon came to office, he was forced to deal with an economy in deep
disarray. In response to stagflation, this highly conservative president amazed his friends and
gratified his enemies by suddenly becoming a convert to the interventionist economics of John
Maynard Keynes. “Now I am a Keynesian,” Nixon told an astonished television journalist,
Howard K. Smith. The president’s “new economic policy” combined a strong dose of
Keynesian fiscal stimuli with an unprecedented system of peacetime price and wage controls.

These measures proved immensely popular with most Americans. National polls consistently
showed strong public support for price controls. The economy began to revive, and inflation

rapidly diminished from 5 percent in 1970 to 3 percent in 1972.2

But despite their general popularity, price and wage controls had powerful enemies in the
United States. They were strongly opposed on theoretical grounds by neoclassical economists.
At the same time they were strenuously resisted by leaders of big labor and big business, and
also by their many friends and protectors in both political parties. These small but vocal elites
mounted effective campaigns—insisting over and over again that “price controls don’t work,”
that “regulation is unfair,” and that restraints would be destructive of economic growth.
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Figure 4.15 shows that the rate of inflation generally increased when unemployment fell below
6 percent. The rate of inflation commonly declined when unemployment rose above that level.
The sources include: for inflation, Historical Statistics of the United States (1976) E135;
Statistical Abstract of the United States (1993) table 757; for unemployment, ibid., (1976)
table 558; (1988) table 605; (1993) table 652.

All of those arguments were false. Short-term price and wage controls had worked well in
recent applications. They were less unfair than unrestrained inflation, and did far less damage
to economic growth than anti-inflationary tools such as interest-rate manipulation and policy
recessions. But the anti-regulatory arguments were often repeated and widely believed.



Powerful interests lobbied incessantly for an end to price and wage controls, until both
Congress and the Nixon administration gave way. Controls were relaxed prematurely, while
inflationary pressures remained strong.

Once more prices began to advance rapidly. This time, leaders of the administration tried to
restrain them by a policy of moral suasion called “jawboning” in the jargon of the day. The
only discernible effect of jawboning was an inflation of rhetoric that kept pace with rising
prices. The cost of living kept on climbing.

Later in his beleaguered presidency, Nixon wanted to freeze prices again. His neoclassical
economic advisers firmly resisted that idea. Herbert Stein remembers: “I warned him, citing
Heraclitus, that you can’t step in the same river twice.” Nixon replied, “you can if it’s frozen.”
But controls had become politically untenable, whatever their economic merits may have

been.1Y

Price Volatility: Oil Shocks and Commodity Surges, 1973-80

Then came an entirely unexpected event, of the sort that happens frequently in price history and
yet can never be predicted. In October 1973, the state of Israel was attacked without warning
by its Arab neighbors on the Jewish holiday called Yom Kippur. At the same time, Arab
nations placed an embargo on oil as part of their war effort. A hitherto ineffective cartel called
the Organization of Petroleum Exporting Countries (OPEC), agreed to raise the benchmark
price of Saudi “marker crude” oil from $3 to $5.11 a barrel. This measure was meant to be a
strategic weapon against Israel and her western allies. It proved to be highly successful—so
much so that in January 1974 OPEC raised prices again, to the dizzy height of $11.65 a barrel.
The Arab cartel also tried to stop the flow of oil altogether to the United States and the
Netherlands as a special punishment for their support of Israel.

These acts were not unprecedented. Twice before the Arab states had tried to use oil as a
strategic weapon. Twice the United States had stabilized prices by drawing on its vast
petroleum reserves. By 1973, however, the American reserves were nearly gone, and the
United States had become a heavy importer of foreign oil. It was powerless to stop OPEC by
anything short of military action, which for a time was seriously considered by the Nixon
administration. Within a few months, oil prices quadrupled.

The American reaction, writes oil expert John M. Blair, “approached pure panic.”
Governments, corporations, and individuals were entirely unprepared for this turn of events.
Many American families and institutions found their budgets strained beyond the breaking
point. In Europe, energy-poor industries collapsed. Unemployment soared. The worst suffering
occurred in the third world, where fragile economies were cruelly shattered by the actions of

the OPEC carte] .1
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Figure 4.16 compares the cost of fuel oil with consumer prices in the United States
(1960=100). The source is the Statistical Abstract of the United States (1993), table 756.

The success of OPEC was made possible by fundamental economic forces. By 1973, the world
had become highly vulnerable to commodity cartels. Twenty years of postwar prosperity and
accelerating population growth had created heavy demand for raw materials. Oil was not
unique in that respect. During the decade of the 1970s, the prices of many commodities rose
even more rapidly than petroleum. Some surged to their highest levels in modern history. In
1980, as the price of oil climbed to $40 a barrel, tin reached $8 a pound, silver peaked at $54
an ounce and gold rose to $875 an ounce. Other raw materials such as hides, rubber, cotton,



and grain also rose to high levels.

The velocity of these trends accelerated after 1973. In the United States, the Consumer Price
Index registered an increase of 11 percent in 1974. Producer prices rose even more rapidly, to
18.9 percent in the same year. This “double-digit inflation” as it came to be called, was at that

time the highest peacetime price-surge in American history.12

In 1975, President Gerald Ford convened an urgent “summit meeting” of leading economists to
discuss the problem of inflation. John Kenneth Galbraith was present. “There was full
professional agreement on only one remedy,” Galbraith remembered, “that government
regulations should be reviewed to remove any obvious impediments to market competition.
For practical effect, this was no better than the President’s own prescription, which was the

wearing of buttons inscribed with the insignia WIN, for Whip Inflation Now.”12

Inflation moderated in 1976—77, largely because of the disruption of the world economy and
the decline of demand, but annual price increases continued in the range of 6 percent—an
exceptionally high level by historic standards. The stubborn persistence of inflation, and the
recent failure of so many policies created a painful dilemma for national leaders.

In the United States, the new Carter administration acted on the advice of neo-classical
economists and promoted a new idea called “deregulation,” partly in the hope of removing
regulatory “floors” under price and wages. The effect of “deregulation” did not as a rule
remove the floors themselves. It merely removed control of them from the public to the private
sector. Inflation continued, now in company with growing inequalities of income. During the
late 1970s, consumer prices in the United States accelerated sharply yet again, in another surge
of increasing volatility. Once more the OPEC cartel played a leading role. In 1978-79, it
ruthlessly raised the price of oil to such a height that the United States was paying nearly $100
billions a year to oil-producing nations. The annual rate of inflation in consumer prices
reached 13.5 percent in 1980, a new peacetime record in American history.

American inflation, high as it was by historical standards, remained below the global average.
A survey by the International Monetary Fund in 1979-80 found that consumer prices were
rising in every nation for which data was available. The smallest rates of inflation that year
were in Switzerland, Burma, and Saudi Arabia. The highest rates were in Israel, Turkey and
Latin America. The United States experienced price increases of 12.8 percent, very high by the
measure of its own experience, but below the International Monetary Fund’s estimated “world

inflation rate” of 15.6 percent that year. The price-revolution of the twentieth century was a

global movement, with local variations.1#
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Figure 4.17. Source: International Financial Statistics 34 (1981) 45.

The tightly controlled Communist economies of eastern Europe were also caught up in the great
wave, but in a different way. Prices and wages were held ruthlessly in check by the instruments
of a totalitarian state, but state planners were not able to restrain the pressures of aggregate
demand. The result was the development of rationing, the Communist alternative to inflation. In
the western world, rising prices were themselves a system of market-rationing which allocated
scarce resources to those who were willing and able to pay higher prices. The Communist
system substituted state-rationing for market-rationing. Throughout eastern Europe the same
scenes were enacted. Long queues, empty shops, and meatless meals became the Marxist



surrogate for price-inflation. State-rationing, continued year after year, engendered problems of
deep corruption in Communist nations. Corrupt regimes that ruled in the name of the people
rapidly lost their moral legitimacy.

Free-market nations tried to protect themselves against inflation by adopting autarchic policies,
with consequences that caused major economic problems throughout the world. The leading
example was Japan, which was highly vulnerable to commodity cartels. To pay its soaring oil
bills, the Japanese flooded the world market with exports. In America alone, the total value of
Japanese goods rose from five billion dollars in 1970 to thirty billions only a decade later. At
the same time, the Japanese actively discouraged imports to their own economy. The result was
the growth of large imbalances in international trade, and the collapse of many American
industries. Unemployment surged in the United States, while inflation continued at high levels.

In 1979-80, the liberal Democratic administration of Jimmy Carter declared inflation to be the
nation’s “number one problem.” On the advice of economists, and in alliance with Chairman
Paul Volcker, a deeply conservative banker who headed the Federal Reserve Board, a southern
Populist president adopted highly repressive economic policies. Interest rates were raised to
record heights. The money supply was restrained. Taxes were allowed to reach the highest
peacetime levels in American history, mainly as a consequence of inflationary “bracket creep,”
which carried most Americans into higher tax brackets. A major effort was made to reduce
American dependence on foreign oil. In the last months of the Carter administration these
policies began to take effect. The American economy faltered and turned sharply downward.

Inflation began to subside. But new problems began to appear.

Major instabilities developed in commodity markets. The United States and other nations had
responded to rising the cost of energy by increasing domestic production of oil, by shifting to
other fuels, and by reducing demand for energy. These measures succeeded beyond
expectations. Their effect was to solve one problem by creating another—the energy glut of the
1980s. Suddenly, the world found itself awash in oil. Energy prices fell sharply, and
petroleum-producing regions such as Texas and Alberta fell into deep depressions.

The oil glut of the 1980s caught governments and corporations by surprise. A symbol of
massive miscalculations by high executives in the major oil corporations and shipping
companies was long rows of idle supertankers, rusting at their moorings in Norwegian fjords
during the early 1980s. These ships had been ordered during the OPEC oil famine. They had
been completed just in time for the glut that followed. Many were among the largest ships ever
constructed. Some were destined never to sail except to the breakers’ yards. The shipbuilding
industry had expanded to meet the demand for these new ships. Now it found itself with excess

capacity, and collapsed with a resounding crash throughout the world.12

Similar reversals also occurred in other sectors of the world economy, notably in agriculture.
During the early 1970s, high food prices had sent production soaring. American farmers
borrowed heavily to increase production. Then, in the 1980s, the world found itself producing
more food than it could consume. American farmers were faced with saturated markets, heavy



debts, and excess capacity. They began to go bankrupt in numbers unprecedented even in the
Great Depression. Meanwhile, politically powerful European farmers, encouraged by price
supports, kept producing a vast surplus which was purchased by the European Economic
Community and stored in “butter mountains” and “wine lakes.” India and other developing
nations, with the aid of new farming methods in the “green revolution,” also began to produce
more food than they consumed, and agricultural markets were glutted round the world.

Market-instability was intensified by the acts of private speculators. The effect of increasing
wealth concentration was to increase the supply of surplus capital, which shifted rapidly from
one investment opportunity to another throughout the world in search of profit. The increasing
liquidity and volatility of markets created opportunities that were aggressively pursued,
sometimes less for profit than for sport. Some of these speculations succeeded; others failed;
all of them together contributed to the growing instability of the world economy.

An example was the silver bubble of the 1970s. In 1973, the Hunt family of Texas, at that time
possibly the richest family in America, decided to buy precious metals as a hedge against
inflation. Gold could not be held by private citizens in the United States at that time, and so the
Hunts began to buy silver in enormous quantity, perhaps even hoping to corner the world silver
market—a wild speculation reminiscent of Colebrook’s alum scheme in the price-revolution of
the eighteenth century. Silver prices surged from $1.94 an ounce in 1973 to $50.35 in 1980.
The corner failed, and the Hunt family fell deep in debt. By 1987, their liabilities had grown to
nearly $2.5 billion, against assets of $1.5 billion. America’s richest family slipped to the edge
of bankruptcy, and the shock waves spread through the economy.1®

After 1981, the Reagan administration created new opportunities for speculators and corporate
raiders by relaxing antitrust rules and promoting business deregulation. “Hostile takeovers”
and “leveraged buyouts” multiplied at a rapid rate, often with catastrophic consequences for
corporations, jobs, communities, and individuals. In the economically depressed state of
Maine, for example, what remained of the shoe industry was dealt a heavy blow by takeovers.
In the fragile economy of the American Middle West, small industrial corporations were
destroyed by the same process. Healthy corporations with strong balance sheets, cash reserves,
and an active sense of civic responsibility were specially at risk. Some of the best and most
responsible American companies such as Dayton-Hudson and Phillips Petroleum, outstanding
corporate citizens with strong balance sheets, were compelled assume crushing debt in an
effort to fight off hostile takeovers. The result of this activity was growing instability in the
economic life of the nation.

In the mid-1980s, the new electronic technology of securities markets increased speculative
instabilities of another kind. Chicago’s Mercantile Exchange invented futures-trading in stocks,
with lower margin requirements than the stock exchanges themselves. This created
opportunities for traders to shift their money back and forth from stocks to stock futures, and to
extract large profits from small disparities. The work was done by “programmed trading,” in
which computers sent automatic signals to buy and sell when stocks and stock-futures reached



predetermined levels. Programmed trading increased the volatility of securities markets.
Buffers that had been invented after the Great Depression were unable to restrain this new
technology. Stock values soared in 1987, and Wall Street became a great casino. Millions of
small investors were caught up in the speculative mania.

The day of reckoning came on October 19, 1987. The New York stock market suddenly
crashed. The same processes of programmed trading that had brought the market to dizzy
heights, now sent it tumbling down again in its worst collapse since 1929. Panic-stricken
investors rushed to sell large quantities of stock, often at a heavy loss. The Dow Jones
industrial average plunged 500 points, and billions of dollars vanished in an afternoon.

On the morning after, some experts explained that the collapse was merely a massive
correction of grossly inflated stock-prices. They did not ask how the inflation had happened in
the first place. Others believed that the crash was caused by programmed trading in stock
futures on commodity exchanges where margin requirements were low or nonexistent. Many
small investors concluded that financial markets had become corrupt casinos, in which the
games were rigged by insiders.

After the crash, the confidence of investors collapsed, and the stock market was unable to
serve its primary economic function of mobilizing capital for investment. In 1988, more than
100 major American corporations found themselves unable to issue new stock offerings for
their capital needs. Neither the securities industry nor the Reagan administration were able to
agree on regulatory reforms. In the two years that followed the Crash of 1987, Congress and
the federal government failed to enact a single substantive reform for securities markets.

The Cost of Anti-Inflation:
Price Fears and Policy Recessions, 1980-95

In the 1980s, the battered world economy slipped into another recession. This one was deep—
the deepest since the 1930s. It was marked by excess capacity and plummeting commodity
prices. Producer prices of food and raw materials fell steeply from 1981 to 1986, reaching
their lowest levels since the Great Depression. Oil declined from $40 a barrel to $8 in 1986.
Tin dropped from $8 a pound to $2.50; copper slipped from $1 to 45 cents; silver plummeted
from $54 to less than $5 an ounce. But even in the very depth of this recession, consumer

prices continued their inexorable advance. Inflation slowed, but did not cease.l?

When the major industrial economies began to revive, prices of raw materials started to climb
again. In 1987, the price of oil doubled. Cotton and lead trebled. Strong upward trends
appeared in the price of copper, nickel, aluminum, wool, hides and rubber. Overall,

commodity prices rose by nearly one-third in a single year, and further increases followed in
1988.18

A large part of this increase was due to hoarding, in fear of higher prices ahead. Economic



forecasters predicted further price increases, and an inflationary psychology rapidly
strengthened throughout the world. Fear of inflation began to be more disruptive than inflation
itself. The expectation of rising prices caused prices to rise higher.22

By 1989, as producer prices were rising sharply, world leaders openly discussed the need for
driving the economies of the industrial world into a yet another “policy recession.” They did
so at a time when markets and economies were deeply unstable. Governments worked to
“cool” their economies by raising interest rates. In the United States, the Federal Funds Rate
was driven up from 6.7 percent in 1987 to 9.2 percent in 1990. Consumer interest rates
climbed much higher. Other fiscal and monetary measures were also adopted, but now that
price controls were discredited, the remedy for double-digit inflation was double-digit
interest.

This policy of using high interest rates to control high inflation had many economic and social
effects. It increased inequality, discouraged investment, diminished productivity, reduced
demand, and drove up unemployment. Ironically, in some ways it also promoted inflation. The
cost of housing, for example, rose sharply in part because home construction was inflated by
builders’ capital costs, which increased with the rate of interest. Interest-rate manipulation was
a very powerful instrument of economic policy. Its impact was much broader than it was meant
to be.

The result was yet another recession in 1990-91. In that year, the United States had negative
rates of economic growth, falling per capita income, and growing unemployment. The rate of
inflation slowed from 5.4 percent in 1990 to 3 percent in 1992. Economists and politicians
declared that inflation was “under control.” It wasn’t. Even in the midst of the recession,
consumer prices continued to climb. The rate of gain even in this recession remained higher
than the average inflation in any previous price-revolution in world history.

So steep was the recession in 1990-91 that the managers of the American economy, in fear of a
full-blown depression, shifted suddenly from the brake to the accelerator. Interest rates were
driven down to historic lows. The Federal Funds Rate dropped from 9.2 percent in 1989 to 3.5
percent in 1992.

Industrial economies began to revive, first in America (1992), then in Europe (1993); but this
was the halfway prosperity that had happened in the late stages of every price-revolution.
Many workers remained jobless. In May 1994, rates of unemployment were above 6 percent in
the United States, 8 percent in Germany, 9 percent in Great Britain, II percent in Italy, 12
percent in France, 13 percent in Belgium, 24 percent in Spain, and 50 percent in South Africa.
These were the official rates. The true numbers were higher, and even they did not begin to
measure the social costs. For every worker without a job there were others who had been
unemployed in the recent past, and many more who feared that they might be jobless in the
immediate future.

The social cost of anti-inflationary policies had become more destructive than inflation itself.



Opportunities diminished. Inequalities increased. The principal victims were not a class but a
generation—young people who had no hope for the future and no memory of better times in the
past. The result was a rapid growth of alienation, anomie, confusion, and despair.

Through it all, consumer prices kept on climbing. Economic managers nervously shifted their
weight from accelerators to brakes, then back to accelerators and once more to brakes.
Inflation diminished but did not disappear. In early 1995, prices rose at annual rates of 4
percent in Germany, 6 percent in Britain and Switzerland, 8 percent in Italy and Spain. Lower
rates prevailed in Japan and the United States, where some observers argued that inflation had
been conquered. It was not so. Prices continued to outpace wages. Real income fell, and
families were desperately hard pressed. Institutions of many kinds operated under heavy fiscal
strain, and struggled to balance their budgets at heavy social cost.

Growing Imbalances

These stresses rose directly from the structure of the price-revolution itself. Every great wave
had been much the same that way. In the late stages of these long movements, severe strains
began to develop within social systems. The damage was done not by price-inflation itself, but
by disparities in its operation.

Some prices inflated more rapidly than others. Price-relatives were much the same as in every
long wave since the middle ages. Once again, as thrice before, soaring prices of food and
energy and raw materials had led the inflationary advance. Prices of manufactured products
such as cars, textiles, appliances, toys, leisure goods, and furniture all lagged behind. The
cause was the same as in every other price-revolution. The consequences fell most cruelly

upon the poor, who paid a large proportion of their income for food, fuel and shelter.2

Suffering was compounded by wage-movements after 1975. During the early and middle
decades of the twentieth century, workers had done better than in previous price-revolutions. In
the United States real wages kept rising through most of the period from 1896 to 1975.2 The
cause was to be found in a combination of union activity, minimum wage laws, productivity
gains, and social welfare legislation.?2 During the early 1970s, that trend reversed. Real wages
fell sharply after 1973, dropped again from 1978 to 1982, and declined once more from 1984
to 1996. Broadly similar trends were evident in both white collar and blue collar jobs.2
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The Price Revolution of the 20th Century
Price Relatives in the United States, 1967-76
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Figure 4.18 shows a pattern of price relatives in the 20th century that was broadly similar to
earlier price revolutions, but different in important details. Once again the cost of energy, raw
materials and farm products led the advance. Once more, wages and manufactures lagged
behind. Two differences separated the 20th century price revolution from its predecessors. The
cost of food increased less rapidly, re, relative to other raw materials; and wages rose a little
more rapidly in relative terms, though still falling behind the cost of living. The source is
Statistical Abstract of the United States (1978) 765.

While real wages fell, returns to capital rose more rapidly than the general price level. This
was most dramatically so for landed capital. The cost of rent and real estate in the United



States multiplied sixfold from 1960 to 1992, while the consumer price index increased
threefold. Prime real estate went up tenfold or more. On Manhattan’s Upper East Side, a
cooperative apartment that had gone for $60,000 in 1968 rose as high as $600,000 twenty
years later. In Boston suburbs with good schools, modest homes that sold for $20,000 in 1965
brought $400,000 in 1986. Similar trends occurred in western Europe and east Asia. In Tokyo,
prime commercial real estate rose so high that it was sold by the square meter, at prices

between $200,000 and $300,000 for an area 40 inches on a side.2*

Interest rates also increased more rapidly than prices. During the early years of the twentieth
century, interest had fluctuated more or less in proportion to the cost of living. In the 1960s, a
different pattern appeared. Rates of interest on home mortgages trebled in fifteen years. In New
England, mortgage rates rose from 5 per cent in 1965 to 16 per cent by 1979, a rate of increase
half again higher than consumer prices in the same period. Consumer loans and credit-card
interest went above 20 per cent.



The Price Revolution of the Twenticth Century
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Figure 4.19 shows the long fall in real wages that began circa 1970, and continued with brief
reversals to 1996. The price revolution of the twentieth century had differed from its
predecessors in the rise of real wages before 1970. Thereafter, it conformed to the common

pattern. Returns to labor fell for American workers, both blue collar and white collar, while
returns to capital increased. The result was a growth of inequality that appears in figure 4.22
below. The source is the U.S. Bureau of Labor Statistics, Employment and Earnings (1992);

Statistical Abstract of the United States, (1976), table 590); (1981), table 676; (1993), table

667.
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Figure 4.20 shows that real estate values in the United States kept pace with rising prices to
1985, then rose more rapidly. It compares the median sale price of new privately owned one-
family houses in the United States, 1970-92, with consumer prices, indexed to 1982-84=100.
The sources are Statistical Abstract of the United States (1993), tables 756, 1225; U. S. Dept.
of Housing and Urban Development, New One-Family Houses Sold (1994).

In other price-revolutions, rates of interest had risen more rapidly than prices, but this time
another factor was also at work. During the late twentieth century, interest rates were
deliberately driven up as a way of managing the economy and controlling inflation. When
prices accelerated, the central banks raised interest rates to depress demand. In periods of




recession, interest rates were driven down to stimulate economic growth.

That, at least, was the idea. In practice the policy was distorted by a classic example of a
“ratchet-effect,” which allowed rates to move more freely up than down. When the Federal
Reserve Board raised interest rates in the United States, retail bankers instantly passed on the
increase to their borrowers. When the Fed lowered interest, the banks were slower to follow
suit. From 1970 to 1981, for example, the Federal Funds Rate rose from 7.2 to 16.4 percent,
and the cost of a conventional fixed-rate, long-term mortgage went from 8.6 to 16.6 percent.
But when the Federal Reserve reduced its discount rates from 9.2 to 3.5 percent (1989-92),
the cost of fifteen-year fixed mortgages fell very little, from 9.7 to 7.8 percent. This ratcheting
of rates reinforced the upward secular trend.



The Price Revolution of the Twenticth Century
Feotums: to Capital: The Rise of Inderest Fates

12 k

il | U.S. Long Treasunes 1

2 F m
G

-

2

o

Corporate Bondds

Hritish Consals jllf\\/\wm

1&
14
12
I French Remles Perpetuclles 'Illﬂ'-"ﬂ"-q,
21 Long-Term
ot Public Scctor
| 4 " Mationals
=
| ik
165
14
1z
1
= Dhrich Perpetaals
* | _’/JAF
i IS0 19014 1920 1930 140 1950 145 G0 190 1H) 1S

Figure 4.21 follows the rise of interest rates, which exceeded the pace of price inflation during
the twentieth century. The sources are Homer, History of Interest Rates, 343-63, 416-17, 434-
35, 448-49; Statistical Abstract of the United States, (1981-93); Annuaire Statistique de la
France (1984-93); Great Britain, Annual Abstract of Statistics (1984-93).

When real wages fell and real returns to capital increased, the social consequences were
inexorable. Inequality increased. In the United States this trend began circa 1968.22 Great
fortunes grew steadily greater, and the upper middle class also flourished, while poverty and
homelessness increased. The upper third of the nation gained ground; the lower two thirds fell
behind. The work force was increasingly polarized into two labor markets. The upper market



offered high pay, fringe benefits, and long tenure; the lower market was for jobs with low pay,
no fringes, and frequent layoffs.2°

The Price Revolution of the Twentieth Century
The Growth of Tnequality in the United States, 1968-1995
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Figure 4.22 shows the growth of equality before 1968, and growing inequality thereafter. The
graph includes annual Gini ratios for the distribution of income. The Gini ratio is a measure of
concentration in which .00 represents perfect equality and .99 is perfect inequality (the upper
percentile owns everything). The table to the right lists income shares for six specific years.

Data are from surveys by the Census Bureau, the oldest and best annual series on income
distribution in the United States. They are useful as trend-indicators, but understate levels of



inequality by omitting unrelated individuals (whose income is less equally distributed), and by
excluding capital gains (which in 1992 raised the top quintile’s share from 44.6 to 50 percent).

Sources are Current Population Reports, series P-60; Historical Statistics of the United
States (1976), series G85-90; Statistical Abstract of the United States (various issues); and
Lynn A. Karoly, “The Trend in Inequality among Families, Individuals, and Workers in the
United States: Twenty-Five Year Perspective,” in Sheldon Danziger and Peter Gottschalk, eds.,
Uneven Tides: Rising Inequality in America (New York, 1993), 27.

America in the late twentieth century was becoming two nations. In New York City, the
contrast between wealth and poverty had always been great. Now it became increasingly
visible, and more extreme than ever before. Studies by the author and his students found that
after 1975, Gini ratios of wealth inequality reached their highest levels in four centuries of
American history. Inequality of income also climbed steeply from 1968 to 1996.

On a bitter cold Saturday evening in the winter of 1986, the author remembers seeing crowds
of opulent shoppers strolling on Madison Avenue, while homeless men and women in filthy
rags lay silently on steam grates, next to battered shopping carts that held all their worldly
goods. In 1989, Manhattan boutiques sold mink coats for four-year-old children (“a steal at
$1,200”), while homeless children slept in the streets and subways. Similar sights were to be
seen in other cities.?

Growing imbalances of another kind weakened the powers of governments and private
institutions, when they were needed most. Fiscal and monetary disparities developed in public
and private institutions. In the United States, President Ronald Reagan repeatedly overruled his
advisors and refused to raise taxes, while he increased spending. As a consequence, the
revenue of the federal government lagged far behind its expenditures, and the national debt
increased at an unprecedented rate. In eight years, the Reagan administration increased the
national debt more than all previous presidencies combined.?

The American national debt, large as it may have been, was only a small part of total
indebtedness in the United States. While federal indebtedness soared above $1 trillion, private
individual debt rose beyond $2 trillion, and debts owed by business corporations—the most
profligate borrowers of all—exceeded $3 trillion. By 1987, the United States had become the
world’s leading debtor nation. This mountain of debt created dangerous imbalances in the
American financial system. In Illinois, Texas, California and New York, some of the nation’s
biggest banks failed during the 1980s. Government intervention succeeded in preventing a
general collapse, but by 1989 the American banking system had become the hostage of
economic fortune. Any sort of setback—an international crisis, an economic recession, a rogue
trader, or a run of bad weather—threatened major disaster.

Even more unstable than the banks were savings and loan associations. After deregulation,
these institutions were so badly managed that by 1988 more than 500 were near bankruptcy,
and the price of solvency was a huge taxpayer “bailout” which deepened Federal deficits.



Investigators calculated that half of the losses were caused in part by fraud.

Instabilities also developed in international trade. The economic policies of the leading
western nations differed profoundly in the 1980s. In the United States, the Reagan
administration adopted “supply-side” policies which sought to stimulate the economy by
deregulation, tax cuts and other incentives. Other nations such as Japan and Germany on the
other hand, pursued a policy of slow growth, balanced budgets, strict regulation, and
conservative management. These policies made a difference in rates of economic growth,
which in turn distorted international trade. The American economy imported vast quantities of
foreign goods, but found comparatively static or even shrinking markets abroad. As a
consequence, imbalances increased in American foreign trade.

These trade imbalances contributed to monetary disorders. The Nixon administration had
deregulated the international monetary system, destroying the Bretton Woods agreement in
1971-73, and allowing exchange rates to float. After it did so the international monetary
system became increasingly unstable. The Reagan administration drove down the dollar
relative to other currencies, in hopes of making American products more competitive. The
dollar lost more than half of its value against several major currencies. Exports from the
United States sluggishly revived, but Americans continued to import foreign products in large
quantity, and their cost in devalued dollars was greater than before. The result in 1988 was the
growth of imported inflation—a price surge led by rises in the cost of clothing (much of it
made abroad) and other imported goods. American trade policy thus contributed directly to
inflation and instability.

So also did monetary policy. Many government officials throughout the free world became
monetarists in the 1970s. Major efforts were made by the Federal Reserve Board in the United
States and the Bank of England in the United Kingdom to stabilize their disordered economies
by regulating the money supply. These efforts were not successful, and actually increased
instabilities. Economist Milton Friedman raged against the errors of his own disciples,
repeatedly accusing the governors of the Federal Reserve System and the Bank of England of
grievous incompetence. But John Kenneth Galbraith comments, “An economic policy, it might
be pointed out in response, needs to be within the competence, however limited, of those
available to administer it.” A major problem was the complexity of factors that constrained
monetary decision-making—domestic politics, international conditions, class interests, and
social policy.2

Other sources of instability in the world included the acts of well-meaning economic planners
who tried to stabilize the disordered world economy. Like generals trained to fight the last
war, they tended to think in terms of past crises while new ones developed around them. A
classic example was the Thatcher government in Britain. During the 1970s, that nation had
suffered from chronic slow growth, soaring prices, massive unemployment and industrial
disintegration. In 1986, recovery began at last. The British economy began to grow more
rapidly than it had done for many years, but only a few months into the recovery, the British



government became deeply concerned about the dangers of inflation. As the economy struggled
painfully to its feet after decades of decline, an editorial in the London Times asked, “Is the
economy in danger of overheating?” A few days later, the government deliberately drove up
interest rates to “cool” it. The cause of their concern was the memory of double-digit inflation;
the effect was to retard a fragile recovery and revive unemployment, in a nation where more

than 15 percent of the work force were without a job.2

Economic instability in general, and inflation in particular, took a heavy toll in human
suffering. Crime increased rapidly around the world during the period from 1965 to 1993. In
the United States homicide rates rose in a series of surges that peaked in 1974, 1980, and
1991. These movements correlated very closely with rates of inflation. Similar patterns also
appeared in theft and robbery. It should be understood that the primary cause was not inflation,
but the stress that inflation caused. In the United States, crime had also tended to increase in the
depth of the great depression, when prices were falling, but material stress was also very high.
Nevertheless, in the penultimate stage of every price-revolution, price-surges caused crime-
surges. This pattern appeared in the fourteenth century, the sixteenth century, the eighteenth
century and again in the late twentieth century. Periods of price equilibrium, on the other hand,
were marked by sustained decline in crime rates in the early years of each price-revolution.

Similar patterns appeared in the use of drugs and drink. In the United States, consumption of
alcohol and the use of drugs both tended to rise during the 1960s and 1970s in a series of
surges that correlated with the rate of inflation in consumer prices. Similar tendencies had
occurred in the United States during the price-revolution of the eighteenth century. The
Victorian equilibrium, on the other hand, was marked by a sustained decline in alcohol
consumption, and in the United States by a decline in drug use after 1830.
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Figure 4.23 compares rates of inflation in the United States (more precisely, the annual percent
increase in a fixed-weight price index of personal consumption expenditures), with rates of
homicide (annual cases of murder and nonnegligent manslaughter known to the police per
100,000 population), and with annual rates of theft (theft, larceny and burglary known to the
police, per 100,000 population). The sources include Historical Statistics of the United
States (1976) series H972; Statistical Abstract of the United States (1976), table 248;
(1981), table 293; (1988), table 263; (1993), table 300; and Federal Bureau of Investigation,
Uniform Crime Reports (1993-94).
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Figure 4.24 compares the annual rate of inflation in the United States with annual consumption
of distilled liquor per capita (population 18 and older); and also with the proportion of young
adults (aged 18-25) who described themselves as “current users” of marihuana. Broadly
similar trends (with variations) also appeared for the use of heroin, cocaine, hallucinogens,
and inhalants; and for beer and wine. The source for liquor consumption is the Economic
Research Service, U.S. Dept. of Agriculture; for drug use, the National Household Survey on
Drug Abuse. Both are reported in Statistical Abstract of the United States (1981), tables 199,
1429; (1981), tables 180, 186; (1993), tables 208, 220. Readers should note that liquor
consumption and drug use peaked when real incomes were falling rapidly, prices were surging
and unemployment was increasing. A comparable surge in drinking (to the highest recorded



levels in American history) occurred in similar circumstances during the climactic years of the
eighteenth century price revolution. A long decline in alcohol consumption coincided with the
Victorian equilibrium. See figure 3.30.

Another linkage appeared between price movements and family disruption. In the United
States, the proportion of children born outside of marriage increased in proportion to the
movement of consumer prices. This trend had also appeared in every earlier price-revolution
for which evidence survives. It was very strong in the eighteenth century, and appeared also in
fragmentary sources for the sixteenth century. Here again periods of price equilibrium were
marked by countertrends. Material instability, and high rates of inflation placed heavy stresses
on families as well as individuals. In short, the three trends that Americans identified as the
most urgent social problems facing the nation—crime, drugs and family disruption—all
correlated with rates of inflation.
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Figure 4.25 compares annual illegitimacy ratios (births to unwed women per 1000 total live
births in the United States) with consumer prices (1967=100). Sources include Daniel Scott

Smith, “The Long Cycle in American Illegitimacy and Prenuptial Pregnancy,” in Peter Laslett,

Karla Osterveen, and Richard M. Smith, eds., Bastardy and Its Comparative History
(Cambridge, 1980), 363-66; P. Cutright, “Illegitimacy in the United States, 1920-68,” in R.
Parke Jr., and C. F. Westoff, eds., Demographic and Social Aspects of Population Growth
(Washington, 1972), 383; Statistical Abstract of the United States (1993), tables 101, 102,
756; Historical Statistics of the United States (1976), series E135.



The Crisis of the Late Twentieth Century

In the 1980s and 1990s, material tensions approached the breaking point. Everywhere in the
world, established orders came under heavy strain. Entire systems began to collapse, in a
sequence of events that was similar to the climax of every other price-revolution since the
Middle Ages. The crisis took different forms from one region to another, but every part of the
world was caught up in it.

The people of Africa experienced the crisis in its most catastrophic form. Here the imbalances
had become most extreme. After independence, the growth of population had accelerated
sharply, and economic development had lagged far behind. In 1988, the twenty poorest nations
of sub-Saharan Africa all had negative rates of economic growth. Per capita product fell from
$324 to $270 a year. By 1990, much of Africa was in the grip of a classic Malthusian crisis, on
a scale that Europe had not known since the fourteenth century.2!

Sir William Osler observed that “humanity has but three great enemies: fever, famine and war.”
All were abroad in Africa. Famine stalked the Sahel. In Somalia, governments collapsed,
order disintegrated; a large part of the nation was reduced to starvation, while warlords
murdered relief workers who came to help. In Uganda and Zaire new epidemic diseases
appeared in forms more terrible even than the plagues of the 14th century. In Rwanda and
Burundi, tribal war led to mass murder of entire populations.

Even in the midst of crisis, there were countervailing tendencies. Nations such as Ghana built
strong institutions and maintained them. The people of South Africa ended their system of
apartheid, and struggled to construct a genuinely multiracial society. But in South Africa, half
the work force was unemployed, and social stresses were very great. By 1996 Africa below

the Sahara was in the grip of a general crisis as severe as any the world had ever seen.2?

In eastern Europe, the general crisis caused one of the most dramatic reversals in modern
history. In the 1980s, leaders of communist regimes found themselves under heavy stress in
many ways at once. They felt themselves to be threatened from abroad by an American
government that had become increasingly bellicose, and was spending heavily on armaments—
even what appeared to be first-strike nuclear weapons, designed to “decapitate” command and
control systems in the Soviet Union. At the same time, aging socialist economies were unable
to maintain earlier rates of economic growth, and their citizens were demanding higher
standards of living. The increasing ossification of the Soviet system coincided with the late
stages of a global price-revolution, and with growing scarcities throughout the world. The
result, as we have seen, was price-rationing in capitalist countries and state-rationing in the
communist nations. Price-rationing was cruel in the west, but state-rationing was worse. It
became grossly corrupt, and made a mockery of the ideals on which socialist systems were
founded. The ruling few lived well; the many subsisted miserably. The rapid growth of
corruption and inequality destroyed the moral legitimacy of the socialist states at the same time
that the great wave eroded their material base. Any one of these problems alone was a serious



threat to the standing system. All of them together were fatal.

The result was not reform but revolution. To the amazement of the West, Communist states
suddenly began to fall apart. The first was Poland, where a union of shipyard workers who
called themselves Solidarity founded a movement for national liberation. Their leader, Lech
Walesa, declared in his Nobel speech of 1983, “He who once became aware of the power of
Solidarity and who breathed the air of freedom will not be crushed.”

Then to everyone’s astonishment, the government of one of the world’s two superpowers
collapsed. In 1987 Mikhail Gorbachev tried to reform the Soviet system by perestroika, or
restructuring. “The new is knocking at every door,” said Gorbachev. Soon it was coming in
through the windows. His reforms ended in revolution, which destroyed the communist system.

Marxism was discredited, and the Soviet Union disintegrated.>2

In eastern Europe every other Marxist system came crashing down. A painful period followed.
Old ethnic rivalries that had been suppressed by Communist regimes exploded into war. A new
and very difficult economic transition from socialism to free market economics caused
negative rates of growth, hyperinflation, disorder, crime, and severe suffering. But open
institutions rapidly began to develop in eastern Europe. The new regimes were very shaky, and
suffered from the same stresses that had brought down their predecessors. Their future
remained in doubt.

In another part of the world, the crisis took a different form. From Afghanistan to Algeria, the
many nations of Islam were in turmoil during the 1980s and 1990s. After World War II, modern
secular elites had ruled them with a mix of Islamic and Western ideas. Rates of economic
growth were high, but the increase of population was higher. With the exception of oil-rich
Arab sheikdoms, Islam experienced the same economic stresses that were felt around the
world. The price-revolution took its toll. The cost of living surged. Real wages fell.

Inequalities increased. The teeming urban slums of this vast region were among the worst in
the world.
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Figure 4.26 shows levels of hyperinflation in five former Socialist nations, 1992. Sources
include United Nations, Demographic Yearbook (1993) 336-53; Grzegorz W. Kolodko, Danuta
Gotz-Kozierkiewicz, and Elzbieta Skrzeszewska-Paczek, Hyperinflation and Stabilization in
Postsocialist Economies (Boston and Dordrecht, 1992).

Many in Islam blamed their troubles on western values. Fundamentalist movements began to
sweep the Islamic world. One by one, the secular regimes were attacked, and some were
destroyed. In 1979, Iran’s Pahlevi dynasty fell from power. In 1981, Egypt’s secular leader
Anwar Sadat was assassinated. A secular socialist regime in Afghanistan was destroyed by a
fundamentalist revolution. Islamic insurgencies developed in six of the former Soviet



republics. In 1992, Algeria’s Islamic Salvation Front won an election, but was prevented from
taking power. The result was civil war, and the murder of hundreds of secular Algerian
leaders. In 1993, Islamic fundamentalists in Turkey set fire to a hotel where secular leaders
were meeting. Forty died in the flames. The Palestinian people turned to Islamic
fundamentalism. Their aging secular leaders in desperation made peace with Israel, but there
was no peace. In 1996, the general crisis had barely begun in the Middle East. Its outcome was
in doubt.

In Latin America during the Cold War, the superpowers had fostered the growth of client
tyrannies both of the left and right. These predatory regimes made war upon their own people.
The results included civil war in central America, a corrupt Communist dictatorship in Cuba,
revolution from the right in Chile, the “disappearances” in Argentina, and the boat people of
Haiti. The economics of tyranny in Latin America were catastrophic. The results were social
exploitation, political corruption, and some of the worst hyperinflation in the modern world.

In the 1980s, new trends began to appear. As the Cold War ended, the superpowers withdrew
their support of tyranny in Latin America. The people of the region rose against the systems that
had oppressed them. One by one, the tyrannies began to collapse. By 1996, all but one Latin
American nation were living under democracy and the rule of law. The general crisis in this
region destroyed a system of tyranny and oppression. But here again the new and more open
regimes were themselves very fragile, and the outcome was uncertain.

Even the strongest national economies showed signs of severe stress in the 1990s. A case in
point was Japan, which for a generation had been perceived to be the most dynamic and
successful economy in the world. In the early 1990s, signs of trouble began to appear.
Increasing pressure was brought on Japan by competitors in Asia, and trading partners in
America. A crisis of economic confidence developed within Japan itself. Labor costs were
high; productivity gains lagged behind those of other nations. By 1994-95, Japan had negative
rates of economic growth. The Japanese stock market fell sharply, and individual investors
suffered huge losses. By 1995, the economic stress was so severe that the nation as a whole
began to experience extended price deflation.

A growing spirit of cultural alienation began to develop in Japan, similar to that in other
nations throughout the world. Religious cults grew rapidly. A militant Buddhist cult that called
itself Aum Shinrikyo, who believed that the universe would end in 1997, began in their
madness to manufacture a deadly nerve gas called Sarin. In March 1995, they released some of
itin a crowded Japanese subway, killing eleven commuters and injuring hundreds more. The
police struck quickly. Cult leader Shoko Asahara was arrested, but the incident brought home
the vulnerability of modern industrial societies.

Supporters of Aum Shinrikyo included some of Japan’s most highly educated young people
who dedicated their talent and discipline to the destruction of their own nation. This terrible
event could have happened anywhere. That it happened even in Japan demonstrated the depth
and breadth of problems that existed in all industrial societies.



The events of the late twentieth century increasingly resembled price-revolutions in the past.
Once again, world systems were in crisis. This was a crisis not only in the conventional sense
of a time when things hang in the balance.

When these words were written in the Spring of 1996, the outcome was very much in doubt,
but some trends were clear enough. Environing conditions that had set the price-revolution in
motion were changing rapidly. Rates of population-growth were plummeting throughout the
world. Total numbers of people continued to rise, but rates of gain were coming down. By
1996, some nations approached zero-growth. Other nations from the West Indies to eastern
Europe had negative growth.2

As the pace of population-growth diminished, rates of inflation also fell in the 1990s, with a
speed that took experts by surprise. Inflation forecasts were repeatedly revised downward, but
not fast enough to keep pace with the new trends. In 1994, economic forecasters around the
world swallowed hard and predicted that prices would rise only 3.5 percent the next year. In
fact, they rose 2.6 percent. A journalist who studied the accuracy of economic forecasts
observed in 1995, “Over the past couple of years, inflation has been consistently lower than
expected in Britain and America.”2

So strong was the decline of prices by 1996 that several leading economists asserted that the
age of inflation was at an end. American economist Lester Thurow called it an “extinct
volcano.” British economist Roger Bootle wrote thoughtfully about “the death of inflation” and
a coming “zero-era.” Japanese economists and businessmen spoke more ominously of “price
destruction.” These judgments were premature. Prices continued to rise in most nations, though

at a slower pace. Inflation was still institutionalized in economic systems.2°

On the other side, central bankers continued to act on the belief that inflation was still the
greatest danger. When economic systems showed signs of reviving, they raised interest rates,
slowed expansion of the money supply, and “cooled” economies in other ways. For many
years, central bankers had functioned as heroic inflation-fighters. Reflexive inflation-fighting
was also institutionalized in economic systems—more so than inflation itself.

The results were the same as before. In 1996, inflation was declining, but far from dead. Anti-
inflationary policies added to the miseries that inflation itself had caused. The consequences
continued in the 1990s: falling real wages, rising inequality, diminished economic growth, and
increasing instability in political and social systems.

All that was happening in the Spring of 1996, when this book went to press. The end of the
story has not been written. It could end in many different ways. So fragile were the major
trends that contingencies of various kinds threatened to disrupt them. A major war in the
Middle East or eastern Europe or some other trouble spot could reignite inflation. A collapse
of overvalued security markets could cause panic, depression and deep deflation.

In a time of crisis, when so many possibilities were hanging in the narrow balance, much



depended on the wisdom of our choices. Wise choices in turn required intelligent leaders and
informed electorates. But intelligence and wisdom and even the information that we needed
most were not much in evidence in national capitals throughout the world.

As the great wave of the twentieth century approached its climax, the condition of many nations
called to mind a Melville novel, or perhaps a Masefield poem. The ship of state raced onward,
through high seas and heavy weather. All sails were set, and her helm was lashed to the course
that she had long been steering. On the quarterdeck, several parties of myopic navigators
squinted dimly at the dark clouds behind them. Somewhere below was their amiable captain,
who wanted mainly to be loved by his sullen crew. The first-class passengers amused
themselves in their opulent cabins, knowing little of the suffering in steerage, and nothing of the
dangers that surrounded them. On deck amidships, a lone bookish traveler turned his collar
against the wind, leaned precariously across the lee rail, and tried to read the signs in the sky.



CONCLUSION

Between Past and Future

Chaos, Cosmos! Cosmos, Chaos!
Who can tell how all will end?
Read the wide world’s annals, you,
and take their wisdom for your friend.

Forward then, but still remember how
the course of Time will swerve,
Crook and turn upon itself in many a
backward streaming curve.
—Alfred Tennyson!

WORKS ON THIS subject often end with a book of Revelations, or at least a chapter of
Jeremiah, in which the reader is warned that we are heading for disaster—unless the author’s
ideas are speedily enacted. These dark prophecies find a growing market with modern readers,
who appear to have an insatiable appetite for predictions of their own impending doom.

Even when prophecies fail, they are merely updated and sell briskly once again. They call
to mind the career of the Reverend Samuel Miller, a Baptist minister in nineteenth century New
England, who predicted that the world would end no later than December 31, 1843. When the
fatal day approached, the Prophet discovered an error in his computations. He announced that
the last trump had been rescheduled to March 21, 1844. His followers grew to many hundreds.
They donned special “resurrection robes” and gathered to await the day of judgment. But
Samuel Miller found another mistake in his arithmetic, and postponed the end of the world
once again, this time to October 22, 1844. The faithful were undeterred. Their numbers rose so
high that on the appointed day, business came to a halt in parts of New England. But Samuel
Miller revised his numbers yet again and went on prophesying until his end arrived—without
warning—in 1849.2

Those who believe that the economic future has been revealed to them should remember
the story of Samuel Miller. They might also reflect on the wisdom of John Kenneth Galbraith,
who observes that “the most common qualification of the economic forecaster is not in
knowing, but in not knowing that he does not know. His greatest advantage is that all
predictions, right or wrong, are soon forgotten.”>

Historians have special reasons for caution, for they will recall the fate of earlier
attempts to know the future. They also have problems enough with the past. Further, they
understand that predictions fail not because historical knowledge is limited, but because of the



nature of history itself.

We are not merely the objects of history but also its agents. The future is determined
partly by free choices that people willfully make, often in unexpected ways. These human
choices are not always rational. They flow from hopes and fears, truths and errors, memories
and dreams. They are unpredictable, and sometimes unimaginable, before they are made.

The history of prices offers many examples. No economic forecaster could have predicted
(or even imagined) that a president as conservative as Richard Nixon would become a convert
to Keynesian economics in 1971, or that a president as liberal as Jimmy Carter would adopt
conservative fiscal policies in 1978, or that any president in his right mind would have
embraced the “supply-side” nostrums called Reaganomics in 1981. Each of these individual
choices made a difference in the history of prices. All of them were freely made—sometimes
defiantly against reason, interest and the economic odds. As long as this is so, history will
never be a predictive science.*

Nevertheless, if powers of prophecy are denied to us, there are other important links
between the past and future. The study of history can never tell us with certainty what will
happen next, but it gives us the benefit of much hard-won experience in the past. It also helps
us to know our intentions for the future. To those ends, let us review the patterns that we have
found, and think of the choices before us.

Price Revolutions: Structural Similarities

This inquiry began with a problem of historical description about price movements in the
modern world. Its primary purpose was to describe the main lines of change through the past
eight hundred years. The central finding may be summarized in a sentence. We found evidence
of four price-revolutions since the twelfth century: four very long waves of rising prices,
punctuated by long periods of comparative price-equilibrium. This is not a cyclical pattern.
Price revolutions have no fixed and regular periodicity. Some were as short as eighty years;
others as long as 180 years. They differed in duration, velocity, magnitude, and momentum.

At the same time, these long movements shared several properties in common. All had a
common wave-structure, and started in much the same way. The first stage was one of silent
beginnings and slow advances. Prices rose slowly in a period of prolonged prosperity.
Magnitudes of increase remained within the range of previous fluctuations. At first the long
wave appeared to be merely another short-run event. Only later did it emerge as a new secular
tendency.

The novelty of the new trend consisted not only in the fact of inflation but also in its form.
The pattern of price-relatives was specially revealing. Food and fuel led the upward
movement. Manufactured goods and services lagged behind. These patterns indicated that the
prime mover was excess aggregate demand, generated by an acceleration of population
growth, or by rising living standards, or both.

These trends were the product of individual choices. Men and women deliberately chose
to marry early. They freely decided to have more children, because material conditions were
improving and the world seemed a better place to raise a family. People demanded and at first



received a higher standard of living, because there was an expanding market for their labor.
The first stage of every price-revolution was marked by material progress, cultural confidence,
and optimism for the future.

The second stage was very different. It began when prices broke through the boundaries
of the previous equilibrium. This tended to happen when other events intervened—commonly
wars of ambition that arose from the hubris of the preceding period. Examples included the
rivalry between emperors and popes in the thirteenth century; the state-building conflicts of the
late fifteenth and early sixteenth centuries; the dynastic and imperial struggles of the mid-
eighteenth century; and the world wars of the twentieth century. These events sent prices
surging up and down again, in a pattern that was both a symptom and a cause of instability. The
consequences included political disorder, social disruption, and a growing mood of cultural
anxiety.

The third stage began when people discovered the fact of price inflation as a long-term
trend, and began to think of it as an inexorable condition. They responded to this discovery by
making choices that drove prices still higher. Governments and individuals expanded the
supply of money and increased the velocity of its circulation. In each successive wave, price-
inflation became more elaborately institutionalized.

A fourth stage began as this new institutionalized inflation took hold. Prices went higher,
and became highly unstable. They began to surge and decline in movements of increasing
volatility. Severe price shocks were felt in commodity movements. The money supply was
alternately expanded and contracted. Financial markets became unstable. Government spending
grew faster than revenue, and public debt increased at a rapid rate. In every price-revolution,
the strongest nation-states suffered severely from fiscal stresses: Spain in the sixteenth century,
France in the eighteenth century, and the United States in the twentieth century.

Other imbalances were even more dangerous. Wages, which had at first kept up with
prices, now lagged behind. Returns to labor declined while returns to land and capital
increased. The rich grew richer. People of middling estates lost ground. The poor suffered
terribly. Inequalities of wealth and income increased. So also did hunger, homelessness, crime,
violence, drink, drugs, and family disruption.

These material events had cultural consequences. In literature and the arts, the penultimate
stage of every price-revolution was an era of dark visions and restless dreams. This was a
time of lost faith in institutions. It was also a period of desperate search for spiritual values.
Sects and cults, often very angry and irrational, multiplied rapidly. Intellectuals turned
furiously against their environing societies. Young people, uncertain of both the future and the
past, gave way to alienation and cultural anomie.

Finally, the great wave crested and broke with shattering force, in a cultural crisis that
included demographic contraction, economic collapse, political revolution, international war
and social violence. These events relieved the pressures that had set the price-revolution in
motion. The first result was a rapid fall of prices, rents and interest. This short but very sharp
deflation was followed by an era of equilibrium that persisted for seventy or eighty years.
Long-term inflation ceased. Prices stabilized, then declined further, and stabilized once more.
Real wages began to rise, but returns to capital and land fell.



The recovery of equilibrium had important social consequences. At first, inequalities
continued to grow, as a lag effect of the preceding price revolution. But as the new dynamics
took hold, inequality began to diminish. Times were better for laborers, artisans, and ordinary
people. Landowners were hard pressed, but economic conditions improved for most people.
Families grew stronger. Crime rates fell. Consumption of drugs and drink diminished. Foreign
wars became less frequent and less violent, but internal wars of unification became more
common and more successful.

Each period of equilibrium had a distinct cultural character. All were marked in their
later stages by the emergence of ideas of order and harmony such as appeared in the
Renaissance of the twelfth century, the Italian Renaissance of the quattrocento, the
Enlightenment of the early eighteenth century, and the Victorian era.

After many years of equilibrium and comparative peace, population began to grow more
rapidly. Standards of living improved. Prices, rents and interest started to rise again. As
aggregate demand mounted, a new wave began. The next price-revolution was not precisely
the same, but it was similar in many ways. As Mark Twain observed, history does not repeat
itself, but it rhymes.

Sequential Differences

Even as all price-revolutions shared a common wave-structure, they differed from one another
in duration, magnitude, and range. These differences were not random variations. They
comprised a coherent process of historical development from one great wave to the next. Since
the twelfth century, price-revolutions have succeeded one another in a continuous sequence of
historical change.

Several sequential patterns of this sort can be identified. The most obvious was a change
in rates of change. From one wave to the next, average annual rates of price-inflation tended to
increase geometrically: 0.5 percent in the price-revolution of the thirteenth century; a little
above I percent in the very long wave of the sixteenth century; nearly 2 percent in the shorter
wave of the eighteenth century; and at least 4 percent in the price-revolution of the twentieth
century. This acceleration was caused by the expansion of markets, and by the
institutionalization of price-increases.”

Second, as rates of change increased, a larger proportion of total price gains became
concentrated in the later stages of each price-revolution. In the medieval price-revolution,
absolute magnitudes of gain were comparatively even in their distribution through time. In the
price-revolution of the twentieth century, more than half of the total increase in prices from
1896 to 1996 happened after 1970. Nine-tenths of it came after 1945. This pattern was caused
by acceleration in rates of price-change from one price-revolution to another.°

Third, the range of annual fluctuations diminished from one wave to the next. In the
medieval price-revolution, these gyrations were very violent and dangerous, mainly as a
consequence of changing harvest conditions. Food prices tended also to be less stable when
people lived closer to the margin of subsistence. In each subsequent price-revolution, those
movements became less extreme, and fluctuations were damped down. The growth of



production created surpluses, which functioned as price-cushions. The expansion of markets
and the improvement of communications also diminished the disruptive effect of local
scarcities and seasonal oscillations.

Fourth, from one wave to another, the final stage of cultural crisis became progressively
less catastrophic. The medieval price-revolution ended in the massive famines and epidemics
of the fourteenth century. The second wave culminated in the general crisis of the seventeenth
century. This was the only period after the Black Death when the population of Europe
declined, but not as much as in the fourteenth century. The third wave had its climax in an age
of world revolutions (1776-1815), a time of many troubles, but population continued to
increase. The price-revolution of the twentieth century has yet to reach its climax.

Fifth, as each successive crisis grew less severe in demographic terms, it became more
sweeping in its social consequences. Every general crisis caused a social revolution, and the
radicalism of these events increased through time. The crisis of the fourteenth century did much
to end villeinage in western Europe, and to transform societies based on conquest and
subjugation into customary systems of orders and estates. The general crisis of the seventeenth
century transformed political systems and expanded the rule of law in Britain, America and
Europe. The revolutionary crisis of the eighteenth and early nineteenth centuries (1776-1815)
made public institutions in America and Europe more responsive to the will of the people, and
more protective of their individual rights. It also transformed systems of social orders into
classes. The great wave of the twentieth century has not yet reached its end, but it has already
caused the collapse of totalitarian systems of the left (eastern Europe) and the right (Latin
America), as well as sweeping social and economic reforms in many nations. Every general
crisis in modern history has improved the condition of ordinary people. It has also enlarged
ideas of human dignity, freedom, and the rule of law. This tendency has become more powerful
in each successive wave.

To summarize, each price-revolution developed through five stages: slow beginnings in a
period of high prosperity; a period of surge and decline; a time of discovery and
institutionalization; an era of growing imbalances and increasing instability; and finally a
general crisis. The climax was followed by a fall of prices, recovery of stability, and a long
period of comparative price equilibrium. The social and cultural impact of these movements
changed from one great wave to another. Velocity increased and variability declined. Each
successive price-revolution became less catastrophic in its demographic consequences, but
more sweeping in its social impact.

Problems of Cause: Seven Models

These descriptive patterns raise many causal problems. What set the price-revolutions in
motion? What processes shaped their distinctive structure? Fernand Braudel, one of the few
historians to consider these questions, pronounced them “impossible” to solve. Certainly it is
true that conventional models of explanation in history and economics do not work well when
applied to this problem.”

Seven causal models are dominant in the historical literature: monetarist, Malthusian,



Marxist, agrarian, neoclassical, environmental, and historicist. All have much to teach us, but
none has solved the problem of explaining the origin and development of price-revolutions in a
rounded way.®

The most simple and straight-forward explanation of price-revolutions is the monetarist
model, which holds that price levels are determined by the quantity and velocity of money in
circulation. This explanation has major strengths, and has made an important contribution to
knowledge. Much research has established beyond doubt that monetary factors make a major
difference in price levels. But when monetarist models are introduced as the first cause of
price-revolutions, difficulties appear. The timing is never quite right. The price-revolution of
the sixteenth century, for example, began as early as 1475, thirty years before the first
American treasure reached Europe, and fifty years before it began to flow in quantity.”

Further, a monetarist model cannot account for many aspects of a price-revolution. It
alone cannot explain the movement of price-relatives, or the disparity between prices and
wage movements, or the difference in returns to labor and capital. It does not help us to
understand why prices and interest rates tend to rise together in long inflations—the Gibson
paradox, which is a major problem for monetarists.

A monetary explanation cannot tell us why people choose to expand the money supply in
the first place, or why they do so in some periods more than others. Increases in the supply of
money are not suddenly visited upon history as Zeus came to Danae, in a shower of gold.
People deliberately decide to change the size of the money supply, for one reason or another. In
the history of these events there is always a prior cause.

Moreover, the monetarist model works better for some periods than others. It does well
for middle and later stages of price revolutions, but badly for early stages, and for periods of
price equilibrium. Its explanatory power increases when it is used as an historical variable
rather than a theoretical constant. In some periods, monetary forces are strong and overriding.
In others they are weak and secondary.

Altogether, Wilhelm Abel observes from long and careful study that “Long-term trends in
the price of grain . . . cannot be explained adequately by fluctuations in the circulation of
money, though that has been attempted since the time of Jean Bodin (1568). Even when
improved forms of the simple quantity theory are summoned to the rescue, the discrepancies of

time apparent in the course of the price movements remain inexplicable.”!”

In short, a monetary model is a necessary and important part of any causal explanation of
price-revolutions, but it is not a sufficient explanation. Monetarism alone won’t do.

A second causal explanation is the Malthusian model, which centers on imbalances
between economic and demographic growth. Here again, the approach of Malthus has much to
teach us. Correlations between price-movements and population-growth are strong in most
periods of world history. Many historians (not all of them) believe that a Malthusian model
closely fits the evidence of the medieval price-revolution, and especially the general crisis of
the fourteenth century. Some apply it with equal confidence to the general crisis in Europe
during the seventeenth century, and to Africa in the twentieth century.

But most scholars also agree that for the period after Malthus published his Essays on



Population (1798), his model no longer fits the historical facts in the Western world. From the
late eighteenth century to our own time, European crises tended to develop from structural
imbalances and systemic instabilities long before Malthusian “positive checks” came into play.
This difference suggests that population pressures operated in conjunction with other factors
that a Malthusian model alone does not consider. Malthusian (and neo-Malthusian) approaches
help to make sense of many aspects of the problem. Like monetary models, they are a necessary
part of any explanation of price-revolutions, but insufficient to the general explanatory task at
hand.

Third, Marxist explanations are still favored by many academic historians in America and
Europe, even after the collapse of Marxism as a ruling ideology throughout the world. At first
glance, some parts of the wave-pattern seem to fit a Marxist frame. Changes in systems of
production had a major impact on movements of prices, wages, rents and interest. Also, the
imbalances that developed in each great wave rose in part from class-differences, and
engendered class-conflicts in their turn. These patterns were strong in the late medieval and
early modern eras. Many scholars, Marxist and non-Marxist alike, believe that the climax of
the medieval price-revolution was part of a “crisis of feudalism” and a shift from one stage of
production to another. Others have offered similar interpretations for the price-revolution of
the sixteenth century, and some have tried to make sense of the long wave of the 20th century as
a crisis of capitalism.

On closer scrutiny, however, major difficulties appear in the Marxist model. Tests of
chronology show that the four waves of the modern era do not sit comfortably with the three
systems of production that dominate Marxist analysis. Patterns such as “price scissors” which
Marxist scholars believe to have been caused uniquely by the “crisis of feudalism” also
appeared in every price-revolution. Events in the twentieth century that Marxists called the
crisis of capitalism were a total catastrophe for socialism. Capitalist systems survived them;
socialist systems collapsed.

Further, much of the historic role that Marxists assign to systems of production belongs to
structures of exchange, and other material and cultural relations. Altogether, price revolutions
and price-equilibria do not correlate with Marxist models of change in the organization of the
means of production.

Marxist models remain heuristically useful in many ways. They prompt us to remember
that history is about all humanity, not merely small elites. They remind us that class-relations
are an important part of our problem, and they teach us to think in terms of long processes and
large systems. But in conceptual terms, Marxist models are too narrow. In terms of chronology
and historical fact, they are also mistaken.

A fourth model seeks an explanation for long waves in rhythms of agricultural production.
The leading work is that of Ernest Labrousse, who argued that price fluctuations in the French
economy were driven by the size of harvests, in which short crips sent up the price of grain,
reduced the income of farmers, and caused the poor to spend a larger part of their meager
wages on bread. These factors were thought to have caused the market for industrial goods to
shrink, and to have created a general depression, which continued until better harvests brought
lower prices and recovery. Other agrarian models of high complexity have been developed by



the great German scholar Wilhelm Abel. ™t

This approach has many strengths. It works best for the time and place where it was
invented: the history of rural Europe from the sixteenth to the eighteenth centuries. It helps to
explain the movement of price-relatives, rents and wages in every price-revolution, and adds
to our understanding of that distinctive combination of hard times and high prices which
occurred in every general crisis.

But it does not work for the great wave of the twentieth century, or for North and South
America in the early modern period. Another major weakness is its difficulty in explaining
why harvest variations had very different consequences according to their timing within each
great wave. Scarcities in early stages of a price-revolution, and in periods of price-
equilibrium, did not have results as catastrophic as in periods of general crisis. The short
harvests of the 1690s, though very severe, had nothing like the consequences of scarcity in the
1780s. To account for these disparities, one must move beyond the boundaries of an agrarian
model.!?

Yet another explanation might be sought in models of neoclassical economics, and
especially in its laws of supply and demand. This approach is helpful in many ways. The rise
and fall of prices may be understood as commonly the result of changes in levels of aggregate
demand. Monetary models also have a neoclassical foundation, in their organizing idea of
money as a commodity whose value fluctuates inversely with its supply. In these and other
ways, neoclassical models have much to teach us about how a price-system works.

They are less successful in explaining why its workings change from one historical period
to another. They help us to think clearly about price-movements as a function of supply and
demand, but they do not explain why demand changes. They can help to model a great wave,
but they cannot tell us why it begins, or why it develops its distinctive wave-structure, or why
it suddenly comes to an end.

A French scholar observes from long experience that no historical problem of the long
durée can be solved by economics alone. One might equally say that it cannot be solved by
history alone. History and economics must advance together, if either is to advance at all. The
nomothetic methods of economic theory and the idiographic tools of historical inquiry are
complementary. 3

Another approach to our problem is broadly ecological. It holds that great waves were set
in motion by changes in environmental conditions. Many scholars through the years have tried
to link changes in the earth’s climate and solar activity to price movements and general crises.
Recently in climate-history, there has been much learned discussion of a cold period in the
fourteenth century, of the Maunder minimum and solar flares during the seventeenth century,

and of the “Little Ice Age” in the late eighteenth and early nineteenth centuries.

All of these episodes appear at first sight to correlate with our major periods of crisis in
Europe, and also in Asia, Africa, America and Oceania. Earlier global crises of the same sort
have also been identified by ancient historians and paleontologists. Further research may
reinforce them.

But in the modern period, ecological models run into difficulties when they are studied in



detail. Chronology is the critical problem. The European crisis of the seventeenth century, for
example, overlapped with the period of the Maunder minimum, but began fifty years earlier. In
the late seventeenth, eighteenth and nineteenth centuries, the several distinct cold periods that
are collectively called the Little Ice Age show a strong correlation with short-run fluctuations,
but not with secular trends. In 1979, a gathering of meteorologists, paleobotanists, chemists,
physicists and historians at Harvard University generally concluded that changes in climate do

not correlate closely with long-term economic change.™

Beyond doubt, climatic events were precipitants of crisis in 1315, in the 1590s and in the
1780s. They also functioned as powerful catalysts at various points in the wave sequence. But
in light of present knowledge, environmental changes do not appear to have been the prime-
movers of price movements in the modern era. This may change with further research, but at
present ecological models are more useful in explaining fluctuations around the central trend,
than in accounting for the trend itself.

Finally, there are historicist models which seek to explain things in their particulars. They
begin with the idea that each historical event is unique, and seek to explain it in terms of
special circumstances, distinctive details, and inner complexities. When historicists try to put
the pieces together, they use a method of aggregation without generalization. The classic
example was British historian H. A. L. Fisher who asserted that all of history is one great fact,
about which there can be no generalization.

On the subject of price-revolutions, historicists have helped us to understand that each
great wave was a unique event, and that details made a difference. But historicism cannot
explain a general pattern that has recurred many times since the middle ages.

Each of these seven causal strategies helps to explain important aspects of our problem.
None suffices to resolve it. The explanatory task at hand requires another approach which
might combine their strengths and correct their weaknesses. Somehow, such an explanation
should integrate ecological, demographic, social, monetarist and economic factors. It should
do so without dissolving into an indiscriminate pluralism, or degenerating into ad hoc
explanations. It should account for both similarities and differences between price-revolutions.
How might this be done?

Another Causal Model: Autogenous Change

One promising possibility centers on the internal dynamics of price-revolutions themselves. It
begins with an idea of a culture as a complex web of causal relationships which link material
structures, cultural values, and individual actions. It also builds upon an idea of history as a
sequence of contingencies, in the special sense of people making choices, and choices making
a difference. Two vital elements in this approach are ideas of contingency and choice.

Let us begin in the late stages of a price equilibrium, when prices are more or less stable,
real wages are rising, rents and interest rates are falling, social stability is increasing, material
conditions are improving, and cultural expectations are growing brighter. In these periods,
people begin to make major choices in different ways. They decide to marry earlier. They
choose to have more children. They also make economic decisions in a different way,



expanding the scale of their ambition and the scope of their activity. These choices are made
not entirely or even primarily for reasons that can be explained in material terms, but because
of changes in cultural mood and expectation.

The result of these choices is that aggregate demand grows more rapidly than supply. As it
does so, the general price-level begins to rise. Some prices increase faster than others. Food,
energy, and shelter lead the trend, partly because their supply is less elastic, and partly because
demand grows more rapidly for life’s necessities. The prices of industrial products increase
more slowly, because they are more easily produced in greater volume. Price relatives show
their distinctive patterns. Rents and interest rates begin to climb, as demand grows for land and
money. Real wages keep up at first but then begin to lag behind, partly because population
growth has expanded the supply of labor, and partly because the dynamics of change favor
people with positional goods.

For a time these trends develop within the same range of fluctuations as in the preceding
period of equilibrium. When they move beyond that range, and become visible as a new
secular trend, individuals and institutions make another set of decisions. By and large, they
respond to inflation by making individual and collective choices that cause more inflation. The
stock of money is deliberately enlarged to meet growing demand. Capitalists charge higher
rates. Landlords raise the rent. Real wages fall farther behind. The cultural mood begins to
change in a new wayj; there is a growing sense of material uncertainty and moral confusion.

The combined effect of these tendencies is to create growing imbalances within the
cultural system. As returns to capital rise, and returns to labor fall, inequality increases in the
distribution of wealth and income. These inequalities in turn create a problem of poverty and
homelessness. They put a heavy strain on social relationships and intensify class conflicts.

This leads to another set of choices. Everyone tries to find a measure of protection or to
profit from changing circumstances. People who possess power and wealth are best able to do
so. For example, they demand tax-reductions and often receive them. Taxation becomes more
regressive and public revenues fall behind expenditures. Fiscal imbalances develop. Public
deficits increase, the cost of debt service rises, and governments are reduced to near-
insolvency, and the springs of public action are weakened. The cultural mood changes once
more, with a growing awareness of limits on human effort and a spreading sense of social
pessimism—even social despair. Other imbalances begin to have similar consequences as
people exercise choices in different ways.

These imbalances create instabilities. Prices surge and decline in swings of increasing
amplitude. Markets of many kinds—capital markets, commodity markets, labor markets—
become dangerously unstable. Production and productivity decline or stagnate, while prices
continue to rise; together these trends create stagflation. Political instability increases, and
with it comes social disorder, internal violence and international war. The cultural system
becomes dangerously unstable; internal conflicts of value and identity grow more intense.

Things are specially hard for young people, who find it difficult to get good jobs, or start
a family. They also have choices to make. Some decide to have children anyway, outside of
marriage. The proportion of children born and raised outside marriage increases rapidly. Other
young people turn against social institutions, or merely turn away from them. Crime increases.



The consumption of drugs and drink goes up. People of age and wealth have very different
experiences, and do not understand why their own children are so troubled. But the young and
the poor, especially the working poor, are driven to despair.

Finally, a triggering event that might have caused a minor disturbance in another era
creates a major crisis. The trigger itself might be a change in the weather—the heavy rains of
the early fourteenth century, or the cold years of the eighteenth century, or drought in the
twentieth century. It might be an epidemic or a war. It could be a malevolent monarch, or an
incompetent president, or an irresponsible demagogue, or a dictator who is driven only by his
own malevolence. More often—and most dangerously—it is a combination of disasters.
Whatever they might be, these small events have sweeping consequences. They disrupt a
cultural system that is dangerously unstable.

They tend to do so by straining the social fabric in several different directions at once.
Established social fabrics are very strong and tough, and tenacious of their being. They are
also highly resilient, and commonly deal successfully with stress. The danger comes when they
are stressed in several ways at once. This is what happens in moments of general crisis. The
result is a protracted period of political disorder, social conflict, economic disruption,
demographic contraction and cultural despair.

This general crisis relieves the pressures that set the price revolution in motion.
Afterward, the economic trends run in reverse. Demand falls and price-deflation follows. Real
wages begin to rise. Interest and rent fall. Inequality continues for a time (the lag of effect of
the last change-regime). There are other lag-effects, as people continue for a time to think in
terms of the preceding period. But the new trends quickly take hold. As they do so, equality
increases a little, or at least ceases to grow greater. A period of equilibrium develops, and the
cultural mood becomes more positive. Population increases, and aggregate demand begins to
grow. The pattern begins again.

Each of these stages develops from a sequence of choices that are framed by environing
conditions. The choices are freely made, but they become part of the context for the next set of
decisions. The interaction of individual choices have collective consequences which nobody
intends or desires. This is specially so in the later stages of price revolutions. In a free market,
individual responses to inflation commonly cause more inflation. Individual defenses against
economic instability cause an economy to become more unstable.

This process might be called the irrationality of the market. It is so in the sense that it
converts rational individual choices into collective results that are profoundly irrational. Far
from being a benign or beneficent force, the market when left to itself is an unstable system that
has repeatedly caused the disruption of social and economic systems in the past eight hundred
years.

In important ways, the structure of this contingent process has changed through time. The
balance between individual and institutional choices has tended to shift, and causal patterns
have become more complex. The earliest wave in the thirteenth century was primarily a matter
of population pressing against resources. In the second wave, monetary factors became more
powerful and added strongly to demographic pressures—a tendency that Bodin and others
were quick to notice. The third wave added yet another layer of institutional complexity in



structural determinants such as the Speenhamland system, the banking system and securities
exchanges, and also more complex dynamics of population growth and accelerating economic
growth. The fourth wave contributed other layers of institutional complexity in regulatory
floors without ceilings, administered prices, competitive inflation, wage-price spirals, other
things.

This pattern of growing structural complexity may be understood as a process of
increasing human intervention, with both negative and positive results. One consequence was
that price-revolutions tend to move more rapidly. Another was that their destructive
consequences are much reduced. Magnitudes of demographic disaster diminished from price-
revolution to the next, but the intensity of social conflict increased. The structure of
contingency is an historical variable, but it always operates as a web of expanding individual
choices within a cultural frame.

These complex processes, and the great waves that they set in motion, have had many
consequences. In material terms, they have been a powerful determinant of wealth and income
distribution—not the only factor, but one of the more important. The later stages of every price-
revolution were always a time when inequalities of wealth and income increased, primarily
because of disparities in the movements of prices, wages, rents, interest and production. The
late years of every price-equilibrium were marked by comparative stability in the distribution
of wealth and income, and sometimes by the growth of equality.'®

Other social consequences appear in rates of violent crime. In the late stages of every
price-revolution, and especially during general crises, rates of homicide increase sharply in
surges that correlate closely with price movements. The growth of crime in our own time has
commonly been explained in other ways—notably the failure of law-enforcement, and the
decline of moral values. These answers are tautological. The question is, why does
enforcement fail? Why do moral values decline? An answer may be found in material and
cultural conditions, and in processes of contingency and choice. In the latter stages of every
great wave, price movements and crime rates are so intimately linked that they appear to move
as statistical shadows.

Yet another social result appears in indicators of family decay, especially births outside
of marriage. In general these trends rise during price-revolutions, and fall during periods of
price equilibrium. The association is very strong in the twentieth century, and reaches as far
into the past as the evidence runs. It has been observed and measured from the sixteenth century
to the present.

The great waves, and the deeper movements which they represented, also have had a
major impact on the main lines of cultural history. The timing of major trends in intellectual
history coincided closely with the rhythm of price-revolutions. Periods of price-equilibrium
also correlate with the renaissance of the twelfth century, the renaissance of the fifteenth
century, the enlightenment, and the Victorian era. The causal relationship was complex.
Intellectual trends were certainly not mechanical reflexes of price movements. Rather, both the
history of prices and ideas were parallel expressions of cultural conditions in the broadest
sense, and of the individual choices conditioned by those cultures, that set the great waves in
motion and were the instrument of their development.



This model understands price-revolutions as autogenous, self-generating processes. It is
an historical idea. Each stage contains within itself the seed of the next stage, and the one after
that. The causal sequence is not fixed and rigid in its determinism. It develops as a chain of
individual choices, and as a consequence its structure changes from one great wave to the next.

Retrospect and Prospect

Still the hardest questions remain. Where are we heading? What does the future hold for us?
The study of history does not give us the answers to these questions. It cannot reveal the future.
But it helps us to understand the present and very recent past.

The evidence of this inquiry tells us that we are living in the late stages of a very long
price-revolution, perhaps in the critical stage. It also tells us that these are global processes.
Our destiny is now closely linked to the condition of all humanity. The patterns of the past also
suggest that what will happen in the future depends in no small degree on the choices that we
make. Human beings do not hold everything in our hands, but our collective power to shape
historical processes has grown enormously in the past eight hundred years. We can use this
power wisely or foolishly. Our choices will make a difference for our children and
grandchildren, and for generations yet unborn.

But what should be done? What individual choices should we make? What should we do
collectively? As always, some believe that the best policy is to do nothing and let the market
make its own correction. This argument was made as early as the fourteenth century. When
medieval civilization was collapsing around him, the Canon of Bridlington spoke against an
ordinance on prices. He believed that the “fruitfulness or sterility of all living things are in the
power of God alone, from which it follows that the fertility of the soil and not the will of man
must determine the price.” Much the same attitude is shared today by those who substitute the

theology of the free market for the Canon of Bridlington’s power of God.”

Those who believe in the beneficence of a free market are correct in one tenet of their
faith. It is true that the play of the market will in time correct almost any imaginable price-
distortion. But to put our trust in the market is to ignore some hard historical facts. The free
market restored equilibrium in the fourteenth century, but only after the Black Death. It did so
again in the seventeenth century, but not until a general crisis had destroyed the peace of
Europe. The free market recovered its equilibrium in the Victorian era, but only after the
slaughter of the Napoleonic Wars. In short, the laisser-faire prescription, “let the free market
take its course” has in the past eight hundred years created human suffering on a scale that is
unacceptable. It is also unnecessary.

A second historical fact also tends to be missed by believers in the free market. In
economic history, equilibrium is the exception rather than the rule. A free market restores
equilibrium only to break it down again, and to set in motion a new sequence of imbalances
and instabilities with all the troubles that follow in their train. In the full span of modern
history, most free markets have been in profound disequilibrium most of the time—often
dangerous and destructive disequilibrium.

A third fact is also frequently forgotten. In our complex and highly integrated modern



economies, there are no truly free markets any more. The free market in the twentieth century is
an economic fiction, much like the state of nature in the political theory of the eighteenth
century. Markets today are highly regulated and actively manipulated by both public and
private instruments. The real question is not whether we should interfere with the market, but
what sort of interference we should make, and who will make it, and what its extent will be.

If we must intervene in the operation of the market, the question changes. How and when
and to what ends should we intervene? Should we seek to suppress inflation as our primary
goal? Here again, learned opinion is deeply divided. On the subject of long-term inflation in
particular, many economists believe that rising prices are not necessarily a bad thing. Some
think that they may even be a good thing, or at least better than the alternative. A few are
convinced that fear of inflation has been more destructive than inflation itself, and that policies
designed to restrain rising prices have done major damage to modern economies. Others take
the opposite view, and insist that we have done too little to control a major scourge of modern
society.

To study this problem in historical perspective is to see it in a different light. Long
inflations, or more precisely the social and economic forces that long inflations represent, have
caused profound human suffering on a massive scale. The major problem is not inflation itself.
It is rather the imbalances, instabilities and inequities that have been associated with inflation.

The historical record of the past eight hundred years shows that ordinary people are right
to fear inflation, for they have been its victims—more so then elites. And ordinary people who
live in free societies have a special reason for concern. During the turbulent decade from 1963
to 1973, forty nations suffered from rates of inflation above 15 per cent. A recent study has
shown that thirty-eight of those forty countries abolished or abridged democratic institutions in
one way or another. A society that seeks to make its political decisions by open elections, and
also hopes regulate its economic decisions by the operation of the free market, is specially
vulnerable to the effect of unstable prices.!8

Price-revolutions and the long-term inflation that they engendered have caused major
social problems in the past eight centuries. But there is another difficulty. Recent anti-
inflationary policies have also done major damage in other ways, and sometimes even in the
same ways. If both inflation and anti-inflationary policies have caused trouble, what should we
do? Here are five suggestions.

Learning to Think of the Long Run

First, we should learn to think historically about our condition. History is not only about the
past. It is also about change and continuity. Most of all it is about the long run. The two leading
errors of economic planning are to impose short-term thinking on long-term problems, and to
adopt atemporal and anachronistic policies which do not recognize that the world has changed.
It is an axiom of military history that generals are trained to fight the last war. In economic
history, planners and managers are taught to prevent the last crisis from happening again. The
next one is always different.

When we think historically about the problem of price-revolutions in particular, two



important conclusions emerge. First, price-movements are historical processes; their
magnitude, structure, cause and consequences have been highly variable. Second, these
variations are patterned in ways that we are only beginning to understand. Many heads of
government, leaders of corporations, business managers, economic theorists, and private
investors have very little historical understanding of economic processes which they confront.
Ideas and solutions are drawn from one set of historical circumstances (often very recent) and
applied to others where they do not fit. The corrective is not merely historical knowledge. It is
also historical thinking.

To that end we need to educate our leaders in politics, business, journalism, academe and
every sector of society. We should help them to think in larger terms about the long run, and to
expand the horizons of decision-making. This is especially the case in the United States, where
we also need to educate every citizen to think in larger terms about the problems before us.

Expanding Contextual Knowledge

Second, we need more information about long trends and large contexts. Our world is
overwhelmed by information, but it is not the information that we most urgently require. Public
and private agencies churn out immense quantities of economic data, mostly to monitor short-
term movements within national boundaries. The vast statistical inquiries of United States
government center on events of the past week, or month, or quarter. Every month, new sets of
economic indicators are given to the public—producer prices, consumer prices, growth rates,
foreign trade, housing starts, automobile sales, boxcar loadings, pork-belly contracts.

In a world of increasing economic volatility, these reports become front-page stories. We
study them as closely as our ancestors examined their soothsayers’ bones, and with as much
effect. Last month’s indicators have little meaning until they are set within a context that is
broader than the month before. That sort of contextual knowledge is much neglected today. We
need more of it. At present, long-term research on a large scale is left to individual scholars
working alone in a primitive academic cottage industry. This division of labor makes no sense.
Our major institutions should take up the work of information-gathering on a larger scale.

Unhappily, as these words are being written, data-gathering of this sort is being reduced
rather than expanded. In the United States, Congress has cut the research budgets of the
Securities and Exchange Commission, the Bureau of Economic Analysis, the Bureau of Labor
Statistics, and other data-gathering agencies, at a time when information is needed most. The
New York Times observes, “the theory seems to be that if government does not know what it is
doing it will be tempted to meddle less with private industry. . . . More likely, it will still
meddle, only less wisely.” 1

Economic Policy

The growth of knowledge might help us to invent better instruments for the management of
modern economies. We have recently made much progress in that respect. During the past half-
century, many new regulatory tools have been put to work with high success.



Prominent among them are monetary tools. Major gains have been made in the design of
monetary policy, in the development of monetary institutions, and in the monetary education of
electorates and elites. The importance of all this is now very clear. A sound and disciplined
monetary policy, rigorously applied, is fundamental to the health of a modern economy.

Important progress has been made in the use of interest rates as a way of regulating an
economic system. This method was first applied on a large scale by the Federal Reserve
Board as recently as 1966. In three decades it has become an indispensable instrument of
economic policy throughout the world.

We have been less successful in the realm of fiscal policy—that is, the use of public
revenue and public spending as tools of economic planning. Here we were doing better a
generation ago. The fiscal problems today are more nearly intractable, and solutions remain
elusive. In the United States, the nadir of fiscal policy was reached during the Reagan
administration (1981-89), when a Democratic Congress and a Republican presidency
combined to create a larger national debt than did all other presidencies put together. We
learned painfully from that experience; both the Bush and Clinton presidencies have done at
least a little better. But major fiscal problems remain. They are compounded by demagogues of
both the right and left, by irresponsible and cynical journalists, and by millions of Americans
who demand low taxes and high services at the same time. We must urgently put our fiscal
house in order, if we wish to recover the use of an economic instrument that helps in many
ways.

Existing monetary and fiscal tools are all necessary instruments of economic policy—but
they are not sufficient to the task at hand. They are powerful weapons, and yet very blunt and
crude. Sometimes their use has been counterproductive. When inflation threatens, for example,
central bankers seek to “cool” the economy in various ways—commonly, by driving up interest
rates. The side effects of these methods are sometimes worse than the problems they are meant
to solve.

Part of the problem are the central bankers who have tried to control inflation by “cooling
an overheated economy” and even by creating deliberate “policy recessions.” They bring to
mind physicians in the eighteenth century who sought to heal their patients by bleeding,
sweating, blistering, and purging. The remedy was sometimes more destructive than the
disease. In Europe and America, anti-inflationary policies have reduced economic growth,
diminished real wages, and increased inequities of many kinds. We can do better.

An important first step is to study the historical dynamics of a price revolution. To do so
is to discover, for example, that great waves did their worst social and economic damage not
by long, slow inflations but by short, sudden price-surges, which always developed in the late
stages of every price-revolution. Wages commonly fell behind prices mostly in surge periods.
Crime waves developed in the same way. These surge-patterns are an opportunity as well as a
problem. They allow the application of strong but carefully targeted policies and tools for
short periods and specific purposes when surges are developing.

Two such tools come quickly to mind. Price surges of specific commodities could be
diminished by the use of commodity reserves. Stockpiles of major commodities might be
expanded on the model of the American strategic oil reserve, and used to cushion sudden price



shocks. Such an instrument would have little effect on long-term inflation, but it might dampen
destructive surges more effectively than indiscriminate methods of “cooling the economy” or
“policy recessions.” This is not merely hypothetical. During the Gulf War, President Bush used
successfully a small part of the Petroleum Reserve that way. President Clinton did so again on
April 29, 1996, in the face of surging gas prices. The amounts of oil released were small by
the measure of consumption, but the impact was larger than experts expected. We might
organize a new Federal Commodity Board, to deliver our political leaders from temptation in
election years.

Another tool of economic management would be a standby system of price controls,
carefully designed for limited, short-term use in periods of sudden price surge. It is often
repeated that price-controls “don’t work.” This economic dogma is very much mistaken. Twice
in the past half-century, short-term price-controls have worked very well in the United States
to diminish the momentum of dangerous price surges without disrupting economic growth.

With ingenuity and an open mind, economists should be able to refine these instruments
and invent others more appealing to neoclassical tastes. In a world of uncertainty we need
more refined, more controlled, and more flexible methods which in the phrase of historian
Daniel Boorstin are “open to the unexpected.” Their purpose should be to enlarge our capacity
for choice rather than to restrict it; to work with market forces rather than against them. The

important thing is to create better instruments than the crude tools we presently possess.?

Social Policy

Price-revolutions also create major social problems that require attention. Most dangerous are
material inequities that develop in the late stages of every great wave_never more so than in
our own time. From 1968 to 1996, inequality of wealth and income have increased rapidly—as
in every price-revolution since the thirteenth century. The results, then and now, were
disastrous not only for the poor who were the principal victims, but for entire social systems.
This is an urgent problem. If we neglect it, we shall pay a heavy price. The growth of material
inequality diminishes economic growth, disrupts social order, and does grave injury to the
social fabric. Everyone suffers from its effects—poor and rich alike.

All this is within our power to control. The laws and economic policies of every nation
have a strong impact on the distribution of wealth and income. One may observe their effect by
comparing one nation with another. During the mid-1980s, the poorest 20 percent of West
German families received 13 percent of household income. In the United States, the poorest 20
percent received 6 percent of household income.?!

In a dynamic economy, a more equitable distribution of income and wealth might be
achieved not by confiscation or direct transfer, but by more subtle and less intrusive means. It
is not necessary to make the rich poorer, so that the poor may grow richer. There are better
ways. Expanded educational investment would help people to acquire more marketable skills
and higher-paying jobs. Enlarged housing programs might help more people own their homes.
Revised health and social security programs might shift our primary reliance from income-
subsidies at the end of life to capital-accumulation early in the life cycle. Enlightened tax



policies might halt the shift toward regressive taxes that are now falling increasingly on the
poor. Inventive employment policies could protect the right to work and promote job security
within a free labor market. With a little imagination, all this can be done by mixed public and
private effort within the frame of capitalist, free-market economics—if we have the political
will to make the effort.

Everything hinges on our political will. That in turn requires a shared sense of collective
responsibility for our economic and social condition. We are all in this together. Our
prevailing ideology stresses individual freedom and a tradition of minimal government. This
way of thinking is central to our culture, and should be, but it represents only one side of our
American heritage. The founders of our republic often wrote of the “liberty of America” and
tried to manage its affairs by collective effort. Their idea of freedom was better balanced than
ours. Our ancestors clearly understood the vital role of collective action in the cause of
freedom. It is time that we remembered too.



APPENDIX A
Price Revolutions in the Ancient World

This inquiry centered on modern Western history from the twelfth century to the present,
primarily because the sources are still very thin for other cultures and earlier periods. Only
scattered data survive from the more distant past. These materials, however limited, clearly
show that price-revolutions occurred repeatedly in ancient and early medieval history.

In the valleys of the Tigris and Euphrates, price-records survive abundantly from the
civilizations of ancient Mesopotamia. “The vast majority of excavated cuneiform tables deal
with economic activities,” writes historian Howard Farber. These sources supply much
information about prices, wages, and money through a period much longer than the span of
modern history. Farber himself studied Babylonian price movements from 1894 to 1595 B.C.
He found evidence of a price-revolution, circa 1750-1684 B.c., which closely resembled
similar events in the modern world. Price-relatives and price-wage movements were much the
same as in the four great waves that we have studied. The reign of Hammurapi (circa 1793—
1750 B.C.) coincided with the later stages of price-equilibrium, which showed the same
combination of stable or declining prices and rising wages as in the equilibria of the modern
era (Howard Farber, “A Price and Wage Study for Northern Babylonia during the Old
Babylonian Period,” Journal of the Economic and Social History of the Orient 21 [1978] 1-
51).
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Figure 5.01 shows evidence of a price-revolution in Mesopotamia circa 1740-1680 B.C.,
when commodity prices rose sharply and wages lagged behind. This period was preceded by
an era of price-equilibrium (1840-1750 B.C.), when prices were stable or falling and real
wages rose. The last years of this equilibrium coincided with the reign of Hammurapi (1793-
1750 B.C.), with its great cultural and legal achievements. The price-index used here is
composed of prices for slaves, oil, barley, oxen, cattle, land, and house rentals. The wage
index is for wages in silver. Both indices are converted to the common base of 1750-40
B.C.=100. The source is Howard Farber, “A Price and Wage Study in Northern Babylonia
during the Old Babylonian Period,” Journal of the Social and Economic History of the Orient
21 (1978) 1-51.



In ancient Egypt, scholars have found evidence of great waves in population movements,
fluctuations of the Nile, the dynastic rhythm of Egyptian history, and the careers of individual
leaders. All of these patterns interlocked. See Angelo Segré, Circolazione monetaria e prezzi
nel mondo antico ed in particolare Egitto (Rome, 1922); Karl Butzer, Early Hydraulic
Civilization in Egypt (Chicago, 1976).

Other studies have been made of price movements and money in Greece. Here again
historians have found evidence of recurrent price-revolutions, punctuated by periods of price-
decline and comparative price equilibrium. Greek prices appear to have been comparatively
stable during the fifth century before the birth of Christ. The troubled fourth century
experienced a price revolution. (Lydia Spaventa de Novellis, I prézzi in Grecia e a Roma
nell’ antichita (Rome, 1934), 101-2.



A Price Revolution in Ancient Greece
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Figure 5.02 reports the results of two studies, both of which find evidence of a price
revolution in the ancient world during the fourth and third centuries before the birth of Christ.
These data for Greece are from Angelo Segré, Circolazione monetaria e prezzi nel mondo
antico ed in particolare Egitto (Rome, 1922), 164-173; and Lydia Spaventa de Novellis, I
prezzi in Grecia e a Roma nell’antichita (Rome, 1934), 49-53

The people of ancient Rome experienced repeated price-revolutions, which closely
coincided with the rhythm of Roman political history. One great wave reached its climax in a
major time of troubles for the early republic, circa 240-210 B.c. Another coincided with the




collapse of the republican institutions. In between, there was an intervening period of

comparative price stability.
The Roman empire experienced a great wave of inflation in the second and third centuries

A.D., when the price of wheat in some parts of the empire rose more than fifty-fold in less than
a century. A study by Richard Duncan-Jones found that maximum wheat prices in Lower Egypt
rose from II drachmas in private transactions before 100 A.D., to 200 drachmas, circa 201-300
A.D. Median prices increased more moderately from 8 to 16 drachmas in the same period. The
rate of increase declined at the end of the third century. It rose again in yet another price
revolution during the fourth century, from Constantine to Julian, circa 324-360 A.D., then fell

and rose once more in the fifth century.
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Figure 5.03 summarizes evidence of three price revolutions in Roman history. The first
happened in the Roman Republic, and coincided with similar events in ancient Greece, circa
300 B.C. (see figure 5.02). The second came at the end of the republic. The third occurred in
the Empire during the third century A.D., a time of political and economic collapse. Sources
are Lydia Spaventa de Novellis, I prezzi in Grecia e a Roma nell’ antichita (Rome, 1934)
101-102; Jacobs, “Preis,” 464.

Among many studies of Roman price movements is A. H. M. Jones, “Inflation in the
Roman Empire,” Economic History Review 2d ser. 5 (1953) 293-318; revised and corrected
in P. A. Brunt, ed., The Roman Economy: Studies in Ancient Economic and Administrative
History (Oxford, 1974), 187—229. More data are collected in Richard Duncan-Jones, The
Economy of the Roman Empire: Quantitative Studies (Cambridge, 1974); idem, “The Price of
Wheat in Lower Egypt,” in Structure and Scale in the Roman Economy (Cambridge, 1990),
143-56; idem, “The Price of Wheat in Roman Egypt under the Principate,” Chiron 8 (1978)
541-60. Also helpful are F. M. Heichelheim, “New Light on Currency and Inflation in
Hellenistic-Roman Times, from Inscriptions and Papyri,” Economic History 10 (1935) I-II;
Daniel Sperber, Roman Palestine, 200—400: Money and Prices (Ramat-gan, 1974); J. A.
Straus, “Le prix des esclaves dans les papyrus d’époque romaine trouvée dans 1’Egypte,” ZPE
11 (1973) 289-95; G. Rickman, The Corn Supply of Ancient Rome (Oxford, 1980); S. Bolin,
State and Currency in the Roman Empire up to A.D. 300 (Stockholm, 1958). Much price data
appear in Tenney Frank, ed., An Economic Survey of Ancient Rome (Baltimore, 1933-40; J.
Kolendo, “L’arrét de 1’afflux des monnaies romaines dans le ‘Barbaricum’ sous Septime-
Sévere,” Les Dévaluations a Rome (Rome, n.d.) II, 169-72.

After the fall of Rome, price-movements became more difficult to follow Scattered data
show a long wave of rising prices during the tenth century. Livestock prices in Portugal appear
to have doubled from A.D. 940 to 1000, and then to have stabilized in the eleventh century. If
this evidence is reliable, there was an early medieval price-revolution in the tenth century, and
a period of price-equilibrium in the eleventh century. One study finds supporting evidence in
England of the emergence of a market economy during the period between the accession of
King Alfred (871) and the death of Edgar (975). Thereafter, the quantity of silver coinage
increased very rapidly from 975 to 1010.



The Price Revolution of the Third Century
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Figure 5.04 shows evidence that the price revolution in the third century A.D. was felt in
Roman Egypt. Other inquiries have yielded similar results. The source is H.-J. Drexhage,

“Eselpreise im rémischen Agypten: ein Beitrag zum Binnenhandel,” Miinsterische Beitrdge

zur antiken Handelsgeschichte 5 (1986), 34-48.

See Claudio Sanchez-Albornez, El precio de la vida en el reino Astur-Leones hace mil
anos (Buenos Aires, 1945), 40—41; S.R.H. Jones, “Transaction Costs, Institutional Change, and

the Emergence of a Market Economy in Later Anglo-Saxon England,” Economic History
Review 2d ser. 46 (1993) 658—-78; P. Grierson and M. Blackburn, Medieval European




Coinage (Cambridge, 1986); P. Grierson, “Commerce in the Dark Ages, A Critique of the
Evidence,” Royal Historical Society Transactions 5th ser. 9 (1959) 123-40.

Islamic prices also appear to have moved in great waves from the founding of Islam to the
eleventh century. See Eliyahu Ashtor, Histoire des prix et des salaires dans I’ Orient medieval
(Paris, 1969); M. de Bouard, “Problemes des subsistence dans un état médiévale; le marché et
les prix descéréales au royaume angevin de Sicile,” Annales E.S.C. 10 (1938) 483; Robert
Latouche, Les origines de I’économie occidentale (Paris, 1956); A. Blanchet, Les trésors de
monnaies romaines et les invasions germaniques (Paris, 1910); Claudio Sanchez-Albornez,
El precio de la vida en el reino Astur-Leones hace mil afios (Buenos Aires, 1945); Marc
Bloch, “Le prob-leme de I’or au Moyen Age,” Annales 5 (1933) 1-34.
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Figure 5.05 follows the movement of prices through the most obscure period of Western
history. A price list (not a price series) for the early Middle Ages shows evidence of a price
revolution in the tenth and early eleventh centuries. The source is Claudio Sanchez-Albornez,
Elprecio de la vida en el reino Astur-Leone’s hace mil ano (Buenos Aires, 1945), 40-41. A
copy of this rare and charming work is in the New York Public Library. It shows similar trends
in Galicia, Castille, and Asturia.

Definitive conclusions require further study, but it is clear that price revolutions occurred
repeatedly through the past four thousand years. Their timing correlates with population
growth, cultural movements, and dynastic rhythms in ancient and early medieval history.



APPENDIX B
The Cirisis of the Fourteenth Century: A World Event?

Was the medieval price-revolution limited to Western civilization, or was it a world
movement? Learned opinion is divided on this problem, and the price-records that might settle
the question are very difficult to find outside Europe for the thirteenth century. But much
empirical evidence is now available for the crisis of the fourteenth century. It suggests that
Europe was not unique in its experiences. Parallel trends with similar timing appeared in many
parts of the world.

In China, the great Sung dynasty collapsed in a prolonged time of troubles during the late
thirteenth and fourteenth centuries. From 1279 to 1367, that country was ruled by Mongols
from the steppes of Asia. China had seven emperors in thirty-eight years (1295-33). Most
ruled by terror and died by violence. This time of troubles was merely a prelude to one of the
darkest and most disastrous periods in China’s history (1333—68), when a great empire
collapsed into anarchy.

The population of China fell sharply during the fourteenth century, in a decline that
coincided with the crisis in the medieval West. The leading causes of death in Asia appear to
have been different in detail from those in Europe. China experienced its own distinctive
combination of social violence, economic collapse, political chaos, massive famine, and
catastrophic floods.

Perhaps the leading cause of suffering were the depredations of the Mongols. Their great
leader Genghis Khan once remarked, “The greatest joy is to conquer one’s enemies, to pursue
them, to seize their property, to see their daughters in tears, to ride their horses, to possess their
daughters and wives.” A Mongol minister named Bayan proposed to restore order by killing
all people named Chang, Wang, Liu, Li and Chao—the most common names in China. This
intended holocaust was beyond the capacity even of the Mongols, but large numbers were
slaughtered.

The crisis of this era was a pivot point in the history of China. Historian Mark Elvin calls
it the great “turning point in the fourteenth century.” This was an era of sweeping
transformation in Chinese culture. It was also a moment of deep change that began a long
process of isolation and decline, which continued into the twentieth century. Through that
period, price-movements showed a rhythm of long waves that were similar, though not
identical, to those in the West.

Similar rhythms also appeared in other civilizations. In Africa, the great empire of Mali
collapsed during the late fourteenth century. Its trading center at Sigilmassa was destroyed by
Taureg warriors in 1362, and commerce with Europe was interrupted.
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Figure 5.06 finds evidence of great waves in the demographic history of China. Sharp declines
occurred in the fourteenth and seventeenth centuries. The timing was much the same as in
Europe. Sources include Ping-ti Ho, Studies on the Population of China, 1368-1953
(Cambridge, 1959).

In India, the Delhi Sultanate of Turko-Afghan rulers had grown from the eleventh century
to its maximum under Sultan Muhammad bin Tughluq (1325-51), when it ruled nearly all the
Indian subcontinent except the extreme south. After 1334, it rapidly disintegrated; by 1344, its
revenues had fallen by 90 percent, and the Delhi Sultanate disintegrated.

The fourteenth century was also a period of major discontinuity in American history. In




the Valley of Mexico, the classic Toltec culture collapsed in this period. The Aztecs, who like
the Mongols and the Taureg were violent barbarians from the north, took possession of Lake
Texcoco circa 1345. In South America, the pre-Inca states disintegrated in the fourteenth
century and gave the Incas their opportunity to begin to create their great empire in the late
fourteenth and early fifteenth centuries.

In the Pacific, the fourteenth century was also an important pivot-point for the history of
oceanic cultures. The expansion of Polynesia, which had begun as early as the ninth century,
came to a sudden end in the fourteenth century. The great Polynesian navigators had advanced
as far as New Zealand, but they were unable to go farther, and failed to reach Tasmania and
Australia.

There was no Black Death or Mongol horde in Polynesia. The research of New Zealand
scientist A. T. Wilson yields evidence that the cause may have been a change in climate. His
analysis of isotope ratios in calcium carbonate deposits shows evidence of an onset of an
unusually cold period, with increased Pacific storms of such a magnitude as to deter even
ocean voyagers as skilled as the Polynesians.

These global events tell us that their @tiology was not specific to a single culture, or to a
particular agent such as the Black Death. They must have developed from a larger cause that
affected virtually every part of the inhabited world.

Some historians find evidence of a change in world climate during the fourteenth century.
During the preceding three hundred years—the tenth, eleventh and twelfth centuries—the
weather had become increasingly warm. The growing season grew longer, crops became
larger, and the carrying capacity of the environment increased. In the later years of the
thirteenth century, these climatic trends reversed. The climate turned unusually cold, wet,
windy and unstable.

The fact that these trends appeared as far apart as northern Europe, eastern Asia, western
Africa and the south Pacific is evidence that the cause is unlikely to have been merely a change
in meteorological circulation patterns, as some have suspected. Others believe that it rose from
a change in the relationship between the earth and the sun—a decline in solar radiation, or
perhaps a thickening of the earth’s atmosphere, or possibly a cloud of cosmic dust that passed
through the galaxy and blocked the passage of energy from the sun to the earth.

Some cultures suffered more than others in this era of crisis and catastrophe. The
Christian West may have suffered worst of all. Here we find evidence that climate-events