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many other places, feudalism, the guilds, and the nobility were per-
manently destroyed or weakened. For instance, even after the French
left,in many cases the Code Napoleon remained in effect.

Allin all, French armies wrought much suffering in Europe, but
they also radically changed the lay of the land. In much of Europe,
gone were feudal relations; the power of the guilds; the absolutist
control of monarchs and princes; the grip of the clengy on economic,
social, and political power; and the foundation of ancien régime,
which treated different people unequally based on their birth status.
‘These changes created the type of inclusive economic institutions that
would then allow industrilization o take root in these places. By the
‘middle of the nineteenth century, industsalization was rapidly under
way in almost al the places that the French controlled, whereas places
such as Austra-Hungary and Russia, which the French did not con-
quer, or Poland and Spain, where French hold was temporiry and
limited, were stil largely stagnant
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slave plantations economically viable. The slave trade was tllvibrant
in the 17805, and New South Wales could have been filled up with
slaves had it been profitable. It wasn'. Both the Virginia Company
and the soldiers and free setlers who ran New South Wales bowed to
the pressures, gradually creating inclusive economic institations that
developed in tandem with inclusive poliical instittions. This hap-
pened with even less of a stuggle in New South Wales than it had in
Virginia, and subsequent attemps to put this trend ino reverse failed.

AUSTRALIA, Like TiE UniTep STATES, experienced a differ-
ent path (0 inclusive institutions than the one tzken by England. The
same revolutions that shook England during the Civil War and then
the Glorious Revolution were not needed in the United States or Aus-
talia because of the very different circumsiances in which those
countries were founded—though this of course does not mean that
ve insitutions were established without any conflct, and, in
the process, the United States had to throw off Briish colonjalism. In
England there was a long history of absolutist rule that was deeply
entrenched and required a revolution o remove it. In the United
States and Austrlia, there was no such thing. Though Lord Baltimore
in Maryland and John Macarthur in New South Wales might have as-
pired to such a role, they could not establish a strong enough grip on
society for their plans 1o bear fruit, The inclusive insttutions esiab-
lshed in the United States and Australia meant that the Industrial
Revolution spread quickly to these lands and they began (o get rich
The path these countries took was followed by colonies such as Can-
ada and New Zealand,

There were still other paths o inclusive institutions. Large parts of
Western Europe took yet a third pah to inclusive institutions under
the impetus of the French Revolution, which overthrew absolutism in
France and then generated a series of interstate conflits that spread
institutional reform across much of Western Europe. The economic
consequence of these reforms was the emergence of inclusive eco-

inclus

nomic institutions in most of Western Europe, the Indusirial Revolu-
tion, and economic growth.

ThE Dirrusion oF PROSPERITY _

BREAKING THE BARRIERS:
TuE FRENCH REVOLUTION

For the three centuries prior to 1789, France was ruled by an absolut-
ist monarchy. French society was divided into three segments, the
so-called estates. The aristocrats (the nobility) made up the Second
Estate, the clergy the First Esate, and everybody else the Third Estate
Different estates were subject to different laws, and the first two es-
tates had rights that the rest of the population did not. The nobility
and the clergy did not pay taxes, while the citizens had o pay several
different taxes, as we would expeet from a regime that was largely
extractive, In fact, not only was the Church exempt from taxes, but it
also owned large swaths of land and could impose its own taxes on
peasants. The monarch; the nobility, and the clergy enjoyed a luxusi-
ous lifestyle, while muich of the Third Estate lived in dire povery.
Different laws not only guaranteed a greatly advantageous economic
position to the nobility and the clergy, bu it also gave them political
power.

Life in French cities of the eighteenth century was harsh and un-
healthy. Manufacturing was regulated by powerful guids, which gen-
erated good incomes for their members but prevented others from
entering these occupations or starting new businesses. The so-called
ancien régime prided tself on its continuity and stabiliy. Entry by
entrepreneurs and talented individuals into new occupations would
create instability and was not tolerated. If lfe in the cities was harsh,
lie in the villages was probably worse. As we have scen, by this time:
the most extreme form of serfdom, which tied people to the land and.
forced them to work for and pay dues to the feudal lords, was long
in decline in France. Nevertheless, there were restrictions on mobility
and a plethora of feudal dues that the French peasants were required
o pay 10 the monarch, the nobility, and the Church.

‘Against this background, the French Revolution was a radical af-
fair. On August 4, 1759, the National Constituent Assembly entirely
changed French laws by proposing a new constitution. The frst arci-
cle stated:
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The National Assembly hereby completely abolishes
the feudal system. It decrees that, among the existing
sights and dues, both feudal and censuel, all those
originating in or representing real or personal serfdom
shall be abolished without indemnification.

s ninth article then continued:

Peconiary privileges, personal or real, in the payment
of taxes are abolished forever. Taxes shall be collected
from all the citizens, and from all propety, n the same
hall be consid-
ered by which the taxes shall be paid proportionally
by all, even for the lastsix months of the current year. |

‘manner and in the same form. Plans

Thus, in one swoop, the French Revolution abolished the feudal
system and allthe obligations and dues that it entailed, and it entirely
removed the tax exemptions of the nobilty and the clergy, But per-
haps what was most radical, even unthinkable at the time, was the
eleventh article, which stated:

Al ciizens, without distinction of birth, are eligible o
any office or dignity, whether ecclesiastcal, civil, or
miltary; and no profession shall imply any derogation.

S0 there was now equality before the law for all, not only in daily
life and business, but also in politics. The reforms of the revolution
continued after August 4, It subsequently abolished the Church's au-
thority to levy special taxes and turned the clergy into employees of
the state. Together with the removal of the rigid poliical and social
roles, crtical barriers against economic activities were stamped out.

The guilds and all occupational restrictions were abolished, creating
amore level playing field in the cities

These reforms were a first step toward ending the reign of the
absolutist French monarchs. Several decades of instability and war
followed the declarations of August 4. But an ireversible step was
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taken away from absolutism and extractive instiutions and toward
inclusive poliical and economic insttutions, These changes would be
followed by other reforms in the economy and in politcs, ulimately
culminating in the Thitd Republic in 1870, which would bring ©
France the type of parliamentary system that the Glorious Revolution
put in motion in England. The French Revolution created much vio-
lence, suffering, instability, and war. Nevertheless, thanks 0 &, the
French did no et trapped with extractive insttutions blocking eco-
nomic growth and prosperit, as did absolutist regimes of Eastern
Europe such as Austra-Hungary and Russia

How did the absolutist French monarchy come ( the brink of the
1789 revolution? Afte al, we have seen that many absolutst egimes
svere able to survive for long periods of time, even in the midst of
cconomic stagnation and social upheaval. As with most instances of
revolutions and radical changes, it was a confluence of factors that
opened the way to the' French Revolution, and these were intimately
related 10 the fact that Britain was industrializing rapidly. And of
course the path yas, as usual, contingent, as many atempts o stabi-
lize the regime by the monarchy failed and the revolution turned out
0 be more successful in changing insttutions in France and else-
where in Europe than many could have imagined in 1769.

Many laws and privileges in France were remnants of medieval
imes. They not only favored the First and Second Estates relaive (o
the majority of the population but also gave them privileges vis-a-vis
the Crown. Louis XIV, the Sun King, ruled France for fifty-four years,
betwveen 1661 to his death in 1715, though he actually came to the
throne in 1643, at the age of five. He consolidated the power of the
monarchy, furthering the process toward greater absolutism that had
started centuries earlir. Many monarchs often consulied the so-called
‘Assembly of Notabies, consistng of key aristocrats handpicked by the
Crown. Though lasgely consultative, the Assembly stillacted s 2 mild
constrafnt on the monarch's power, For this reason, Lovis XIV ruled
without convening the Assembly. Under his reign, France achieved
some cconomic growth—for example, via partcipation in Atlantic
and colonial trade: Louis's able minister of finance, Jean-Bapliste Col-
ber, also oversaw the development of government-sponsored and
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government-conirolled industry, a type of extractive growth, This lim-
ited amount of growth benefited almost exclusively the First and Sec-
ond Estates. Louis XIV also wanted to rationalize the French tax
system, because the sate often had problems financing its frequent
wvars, its large standing army, and the King's own luxurious retinue,
consumption, and palaces. Is inabilty (0 tax even the minor nobility
put severe limits on its revenues

Though therc had been litle cconomic growth, by the time.
Louis XVI came o power in 1774, there had nevertheless been large
changes in society. Moreover, the earlier fiscal problems had turned
into a fiscal crisis, and the Seven Years' War with the Britsh between
1756 and 1763, in which France lost Ganada, had been particularly
costly. A number of significant figures attempted o balance the royal,
budget by resiructuring the debt and increasing taxes; among them
were Anne-RobertJacques Turgot, one of the most famous"econo-
mists of the time; Jacques Necker, who would also play an important
role after the revolution; and Charles Alexandre de Calonne. But none
succeeded. Calonne, as part of his strategy, persuaded Louis XVI to
summon the Assembly of Notables. The king and his advisers ex-
pected the Assembly to endorse his reforms much in the same way as
Charles 1 expected the English Parliament to simply agree 1o pay for
an army to fight the Scottish when he called it in 1640, The Assembly
ool an unexpected step and decreed that only  representative body,
the Estates-General, could endorse such reforms

The Estates-General was a very different body from the Assembly
of Notables. While the ltter consisted of the nobility and was largely
handpicked by the Crown from among major aristocrats, the former
included representatives from all three estates. It had last been con-
vened in 1614. When the Estates-General gathered in 1789 in Ver-
sailes, it became immediately clear that no agreement could be
reached. There were irreconcilable differences, as the Third Estate
saw this 2s its chance (0 increase s poliical power and wanted to
have more votes in the Estates-General, which the nobiliy and the
clergy stcadfastly opposed. The meeting ended on May S, 1789, with-
out any resolution, except the decision (o convene a more powerful
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body, the National Assembly, decpening the political crisis. The Third
Estate, particularly the merchants, businessmen, professionals, and
artisans, who all had demands for greater power, saw these develop-
ments s evidence of their increasing clout. In the National Assembly,
they therefore demanded even more say in the proceedings and
greater rights in general. Their support in the streets all over the coun-
ry by citizens emboldened by these developments led o the recon-
stitution of the Assembly as the National Constituent Assembly on
Juy 9.

Meanwhile, the mood in the country, and especially in Paris, was
becoming more radical. In reaction, the conservative circles around
Louis XVI persuaded him to sack Necker,the reformist finance minis-
ter. This led to further radicalization in the streets. The outcome was
the famous storming of the Bastille on July 14, 1789. From this point
onward, the revolution started in earnest. Necker was reinstated, and
the revolutionary Marduis de Lafayetie was put in charge of the Na-
tional Guard of Pars.

Even more remarkable than the storming of the Bastille were the
dynamics of the National Consituent Assembly, which on August 4,
1789, with its newfound confidence, passed the new consitution,
abolishing feudalism and the special privileges of the First and Sec-
ond Estates. But this radicalization led o fractionalization within the
Assembly, since there were many conflicting views about the shape.
that society should take. The first step was the formation of local
lubs, most notably the radical Jacobin Club, which would later take
control of the revolution. At the same time, the nobles were flecing
the country in great numbers—the so-called émigrés. Many were also
encouraging the king o break with the Assembly and tzke action,
either by himself or with the help of foreign powers, such as Austra,
the native country of Queen Marie Antoinette and where most of the
émigrés had fled. As many in the streets started (0 see an imminent
threat afainst the achicvements of the'revolution over the past two
years, radicalization gathered pace. The National Constituent Assem-
bly passed the final version of the constitution on September 29, 1791,
turning France into a constitutional monarchy, with equality of rights
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for all men, no feudal obligations or dues, and an end o all rading
restrictions imposed by guilds. France was still a monarchy, but the
king now had lie role and, in fact, not even his freedon.

But the dynamics of the revolution were then ieversibly altered
by the war that broke out in 1792 between France and the “frst coali-
tion,” led by Austria. The war increased the resolve and radicalism of
the revolutionaries and of the masses (the so-called sans-culottes,
‘which transiates as “without knee breeches,” because they could not
afford to wear the style of trousess then fashionable). The outcome of
this process was the period known as the Tertor, under the command
of the Jacobin faction led by Robespierre and SaintJust, unleashed
after the executions of Louis XVI and Marie Antoinette. I led to the
executions of not only scores of aristocrats and counterrevolutionaries
but also several major figures of the revolution, including the former
popular leaders Brissot, Danton, and Desmoulins E

But the Terror soon spun out of control and ulimately came to an
end in July 1794 with the execution of its own leaders, including
Robespierre and Saint-just. There followed a phase of relative stabil-
ity, first under the somewhat ineffective Directory, between 1795 and
1799, and then with more concentrated power in the form of a three-
person Consulate, consisting of Ducos, Sieyés, and Napoleon
Bonaparte. Already during the Directory, the young general Napoleon
Bonaparte had become famous for his military successes, and his in-
fluence was only to grow after 1799. The Consulate soon became
Napoleon's personal rule.

“The years between 1799 and the end of Napoleon's reign, 1815,
witnessed a series of great military victories for France, including
those at Austerlitz, Jena-Auerstadt, and Wagram, bringing continental
Europe to its knees. They also allowed Napoleon to impose his will,
his reforms, and his legal code across a wide swath of teritory. The
fall of Napoleon after his final defeat in 1815 would also bring a pe-
riod of retrenchment, more restricted politcal rights, and the restora-
tion of the French monarchy under Louis XVITL But all these were
simply slowing the ultimate emergence of inclusive political institu-
tions.

The forces unleashed by the revolution of 1789 ended French ab-
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solutism and would inevitably, even if slowly, lead to the emergence
of inclusive institutions, France, and those parts of Europe where the
revolutionary reforms had been exported, would thus take part in the
industrialization process already under way in the nineteenth century.

EXPORTING THE REVOLUTION

On the eve of the French Revolution in 1789, there were severe re-
swrictions placed on Jews throughout Europe. In the German city of
Fankfur, for example, their lives were regulated by orders set out in
a statute dating from the Middle Ages. There could be no more than
five hundred Jewish families in Frankfurt, and they all had o live in a
small, walled part of town, the Judengasse, the Jewish ghetto, They
could not leave the ghetto at night, on Sundays, or during any Chris-
tian fesival.

‘The Judengasse was incredibly cramped. It was a quarter of a mile
long but 50 more than twelye feet wide and in some places less than
ten feet wide. Jesvs lived under constant repression and regulation.
Each year, at most two new families could be aditted to the ghetto,
and at most twelve Jewish couples could get married, and only if they
were both above the age of twenty-five. Jews could not farm; they
ould also not trade in weapons, spices, wine, or grain. Until 1726
they had to wear specific markers, two concentric yellow rings for
men and a striped veil for women. All Jews had to pay a special
poll tax.

As the French Revolution erupted, a successful young business-
‘man, Mayer Amschel Rothschild,lived in the Frankfurt Judengasse. By
the early 17805, Rothschild had established himself as the leading
dealer in coins, metals, and antiques in Frankfurt, But like al Jews in
the city, he could not open a business outside the ghetto or even live
outside it

‘This fvas all to change soon. In 1791 ihe French National Assembly
emancipated French Jewry. The French armies were now also occu-
pying the Rhineland and emancipating the Jews of Western Germany.
In Frankfurt their effect would be more abrupt and perhaps some-
‘what unintentional. In 1796 the French bombarded Frankfurt, demol-
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ishing half of the Judengasse in the process. Around two thousand
Jews were left homeless and had to move outside the ghetto, The
Rothschilds were among them. Once outside the ghewo, and now
freed from the myriad regulations barring them from entrepreneur.
ship, they could size new business opportunities, This included
contract to supply grain to the Austrian army, something they would
previously not have been allowed t© do.

By the end of the decade, Rothschild was one of the richest Jews
in Frankfurt and already a well-established businessman. Full emanci.
pation had to wait untl 1811; it was finally implemented by Karl von
Dalberg, who had been made Grand Duke of Frankfurt in Napoleon's
1806 reorganization of Germany. Mayer Amschel told his son, “IYlou
are now a citizen.”

Such events did not end the struggle for Jewish emanciation,
since there were subsequent reverses, particularly t the Cihgress of
Vienna of 1815, which formed the post-Napoleonic political settle-
ment. But there was no going back to the ghetto for the Rothschilds
Mayer Amschel and his sons sould soon have the largest bank in
nineteenth-century Europe, with branches in Frankfurt, London, Paris,
Naples, and Vienna.

‘This was not an isolated even. First the French Revolutionary
‘Armies and then Napoleon invaded large parts of continental Europe,
and in almost al the areas they invaded, the existing institutions were
semnants of medieval times, empowering kings, princes, and nobility
and restricting trade both in cities and the countryside. Serfdom and
feudalism were much more important in many of these areas than in
France isel. In Easter Furope, including Prussia and the Hungarian
part of Austria-Hungary, serfs were tied 10 the land. In the West this
strict form of serfdom had already vanished, but peasants owed to
feudal lords various seigneurial fees, taxes, and labor obligations. For
example, in the polity of Nassau-Usingen, peasants were subject to
230 different payments, dues, and services. Dues included one that
had to be paid afier an animal had been slaughtered, called the blood
tithe; there was also a bee tithe and a wax tithe. If a piece of property
was bought or sold, the lord was owed fees. The guilds regulating all
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Kinds of economic activity in the cities were also typically stronger in
these places than in France. In the western German cites of Cologne
and Aachen, the adoption of spinning and weaving textile machines
was blocked by guilds. Many cities, from Berne in Switzerland to Flor-
ence in Italy, were controlled by & few familes

“The leaders of the French Revolution and, subsequenty, Napoleon
exported the revolution to these lands, destroying absolutism, ending
feudal land selatibns, abolishing guilds, and imposing equality before
the law—the all-important notion of rule of law, which we will dis-
cuss in greater detail in the next chapter. The French Revolution thus
prepared not only France but muich of the rest of Europe for inclusive
institutions and the economic growth that these would spur.

As we have seen, alarmed by the developments in France, several
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European powers organized around Ausiria in 1792 to attack France,
ostensibly to free King Louis XVI, but in reality to crush the French
Revolution. The expectation was that the makeshift armies fielded by
the revolution would soon crumble. But after some early defeats, the
armies of th

new French Republic were victorious in an initially de-
fensive war. There were serious organizational problems to overcome,
But the French were ahead of other countries in a major innovation;
mass conscription. Introduced in August 1793, mass conscription al-
lowed the French to field large armies and develop a military advan.
tage verging on supremacy even before Napoleon's famous miliiary
skills came on the scene.

Inital military success encouraged the Republics leadership to
expand France’s borders, with an eye toward creating an effective
bulfer between the new republic and the hostile monarchs of Brus-
sia and Austria. The French quickly seized the Austrian Nether-
lands and the United Provinces, essentally today's Belgium and the
Netherlands. The French also took over much of modern-day S
land. In all three places, the French had strong control through the
1790s.

Gemany was initially hotly contested. But by 1795, the French
had fiem control over the Rhineland, the western part of Germany
Iying on the left bank of the Rhine River. The Prussians were forced
0 tecognize this fact under the Treaty of Basel. Between 1795
and 1802, the French held the Rhineland, but not any other part
of Germany. In 1802 the Rhineland was officially incorporated into
France

Laly remained the main seat of war in the second half the 17905,
‘with the Austsians as the opponents. Savoy was annexed by France in
1792, and a stalemate was reached until Napoleon's invasion in April

itzer-

1796. In his first major continental campaign, by carly 1797, Napolcon
had conquered almost all Northern laly, except for Venice, which
‘was taken by the Austrians, The Treaty of Campo Formio, signed with
the Austrians in October 1797, ended the War of the First Coalition
and recognized a number of French-conirolled republics in Northern
Taly. However, the French continued to expand their control over
Ttly even after this treaty, invading the Papal States and establishing
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the Roman Republic in March 1798, In January 1799, Naples was con-
quered and the Parthenopean Republic created. With the exception of
Venice, which remained Austrian, the French now controlled the en-
tire lalian peninsula either directly, as in the case of Savoy, or through
satellte states, such as the Cisalpine, Ligurian, Roman, and Partheno-
pean republics

There was further back-and-forth in the War of the Second Coali-
tion, between 1798 and 1801, but this ended with the French essen-
tially remaining in control. The French revolutionary armies quickly
started carrying out a radical process of reform in the lands they'd

conquered, abolishing the remaining vestiges of serfdom and feudal
land relations and imposing equality before the law. The clergy were
stripped of their special satus and power, and the guilds in urban
areas were stamped out or at the very least much weakened. This
happened in the Austrian Netherlands immediately after the French
invasion in 1795 and in the United Provinces, where the French
founded the Batavian Republic, with political institutions very similar
1o those in France. In Switzerland the situation was similar, and
the guilds as well as feudal landlords and the Church were defeated,
feudal privileges removed, and the guilds abolished and expropri-

e

What was sared by the French Revolusonary Arics was contin-
ued, In one form or anoihes, by Napolcon. Napoleon was firt and
foremost ntersted in establishing firm control over the temtores he
conquered. This sometimes involved cuting deals with loca eles oc
putting his family and associates in charge, a5 durng his brief control
of Spuin and Poland. But Napoleon also had a genuine desie to con-
tinue and deepen the reforms of the revoluton. Most imporant, he
codified the Roman las and the idess of equaly before the aw into
2 legal system that became known as the Code Napoleon. Napoicon
Saw this code a his gretest legacy and wished to impose it in every
tertory he controlled 3

Of course, the reforms imposed by the French Revolution and Na-
polcon were not imeversible. In some places, such @ in Hanover,
Germany, the old elts were reinstated shortly afie Napoleon's fal
and much of what the French achieved was lost for good. But in




