CHAPTER 5

THE CASE FOR
LIBERAL EMPIRE

Imperialists don't realize what they can do, what rhey can create! They've
robbed this continent [Africa] of billions, and all because they are too short-
sighted to understand that thejr billions were pennies, compaied to the pos-
sibilivies! Possibilities that must jnclude a berter lite for the people who
inhabit this land.

FRANKLIN D. ROOSEVELT, 1943

It would be ignorant, dangerous nonsense to talk about grants of full seli-
government to many of the dependent terrizories for somne ome to come. In
those instances it would be like giving a child of ten a latch-key, 2 bank ac-
count, and a shot-gun.

HERBERT MORRISON, 15432

NO TO EMPIRE?

Nation-states are a novelty compared with empires, for there have been
empires since the beginning of written records. Colonization—the estab-
lishment of new settlements by large and organized groups of migrans—
is of course a process that predates recorded history. Civilization—the
emergence of complex social structures with urban cenrers—can be traced
back to the fourth millenninm before Christ. Empire, however, denotes
something more sophisticaced still: the extension of one's civilization, usu-
ally by military force, to rule over other peoples. Iris one of history’s tru-
isms that empires rise and fall. One less commonly understood implication
is that there are periods in history in which there is no dominant enipire,
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indeed sometimes no empire at all. In the 19%0s the world faced this pos-
sibility. To put it starkly, the choice after the collapse of the Soviet Empire
was between a wotld of independent nation-states, some but not all of them
democracies, and an American fmperium. Those opponents of the Bush ad-
ministration whaose slogan in 2003 was “No to Empire” took it for granted
that the former was and remains a viable world order. Tronically, this was also
the view of President Bush himself and indeed of most of his most senior
advisers. As we have seen, though willing to use American military power to
effect changes of government in rogue regimes and failed states, they had lit-
tle appetite for “nation building,” a eupheinism for a new kind of “multilat~
eral empire” in which the United States and United Nations together took
over and ran countries in the aftermath of regime changes. In theoty, this
imperialism of internationalism could last indefinitely in countries palpably
incapable of stable self~rule. But as far as Bush was concerned, the American
presence in Bosnia, Kosovo, Afghanistan and Iraq was no more than a tem-
porary expedient; this was not nation building in the Clintonian sense but
merely an interim, provisional form of administraton, paving the way
back to self-government for the countries in question.

In short, both opponents and proponents of war to overthrow Saddam
Hussein agreed that a swift return to full political sovereignty for Irag was
desirable; the same applied to the other countries under international ad-
ministration. The question this chapter addresses is whether or not it is
correct to regard national independence—what Woodrow Wilson called
self-determination—as a universally viable model. Might it not be that for
sorne countries some form of imperial governance, meaning a partial or
complete suspension of their national sovereignty, might be better than
full independence, not just for a few months or years but for decades?
Paradoxically, might the only hope for such countries ever to become sue-
cessful sovereign states {especially if we regard dernocracy as a key criterion
of success) be a period of political dependence and limited power for their
representative institutions?* To answer that question, we need to compare
the costs and benefits of both empire and independence in the modern
period.

"
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FROM EMPIRES TO NATION-STATES

The age of empires reached its zenith in the century stretching from the
1880s until the 1980s. For most of that period a relatively small number of
empires governed nearly all of the world. On the eve of the First World
‘War, Britain, France, Belgium, Holland and Germmany, whichh among them
accounted for less than 1 percent of the world’s land surface and less than
8 percent of its population, ruled in the region of a third of the rest of the
world’s area and more than a quarter of its people.® All of Australasia, 90
percent of Africa and 56 percent of Asia were under some forn of Euro-
pean rule, as were nearly all the islands of the Caribbean, the Indian Ocean
and the Pacific. And although only around a quarter of the American con-
tinent—mainly Canada—found itself in the same condition of depend-
ence, nearly all the rest had been ruled from Europe at one time or another
in the seventeenth and eighteenth centuries. In both the north and the
south, the polities of the American republics were fundamentally shaped
by the colonial past.

Nor do these caleulations about the extent of the West European mar-
itime empires tell the whole story of nineteenth--century empire. Most of
Central and Eastern Burope was under Russlan, German or Austrian im-
perial rule. Indeed, the Russian empire stretched from the Baldic to the
Black Sea and from Warsaw to Viadivostok. And sull intact, though in a
position of increasing inferiority to the European empires, were the Ot-
toman Empire in the Middle East and the Chinese empire in the Far East,
Independent nation-states, in short, were the exception to a worldwide
imperial rule. Even Japan, the best-known example of an Asian state that
had resisted colonization (though its economy had been forcibly opened to
trade by the United States), had itself already embarked on empire build-
ing, having conquered Korea. And as we have seen, the United States,
though forged in the crucible of anti-imperial war, had taken its first steps
on the road to empire, having annexed Texas in 1845, California in 1848,
Alaska in 1867 and the Philippines, Puerto Rico, Hawail and Guam in
1898. Indeed, its nineteenth-century history can be told as a transition
from conunental to hemispherical imperialism.
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Yet the twentieth century rejected empire, in principle, if not in prac-
tice. The rejection may be said to have begun with the publication of one
of the most influencial of all anti-imperialist tracts, J. A. Hobson’s Imperial-
ism: An Bssay, the ceptral thrust of which—that the British Empire was a
racket, run for the sole benefit of 2 tiny elite of financiers and their
clients—later inspired Lenin’s tract Imperialisme: The Highest Stage of Capital-
ism. To Lenin, the First World War was a direct result of imperialist rival-
ries. Its consequences were, however, to overthrow no fewer than four
Central and East European emperors (though Lenin himself ensurved that
the Romanov empire was rehorn in a mere malevolent form under Bol-
shevik rule). The five surviving West European empites limped through the
1920s and 1930s but were shattered in the 1940s by the German, [talian and
Japaniese bids to build new empires in Europe, Africa and Asie, The two su-
perpowers that emerged victorious from the world wars, though empires in
all bur name, were both decidedly anti-imperial in their rhetoric. Elaborat-
ing on his predecessor Woodrow Wilson’s first draft for a new world order,
Franklin Roosevelt conceived of the Second World War as a war to end
empire. The Soviet Union, for its part, consistently equated fascism and
imperialism and did not take long after 1945 to accuse the United States
of sponsoring one and practicing the other, Both these anti-imperial em-
pires believed they would derive strategic advantages from decolonization.

Rooosevelt envisaged a system of temporary® trusteeships for all former
colonies, as a prelude to their independence on the basis of the Wilsonian
principle of self-determination (which the peacemakers after the previous
world war had emphatically ruled out for non-European peoples). Despite
the best efforts of Churchill, he got his way.” Decolonization happened af-
ter the Second World War in a succession of great waves, postponed only
where (as in the Middle East or Indochina) the Americans were willing
to subsidize European colonial governments 2gainst Communist “insur-
gency”™® The First World War had already dismantled three empires—the
Habsburg, Hohenzollern and Ottoman—but many of their possessions
had ended up in the hands of other empires, having enjoyed only the most
fleeting tastes of independence. After 1945 it was different. Not only the
British but also the French, Dutch, Belgian and Portuguese empires were
wound up, rapidly in some regions of the world, slowly and painfully else-
where, until by the 1970s little more than vestiges remained. Qunly three
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empires endured: the R ussian and Chinese {which Roosevelt conceived of
as somehow different from the West European einpires because their
colomies were not overseas and, perhaps, because their ideologies were
avertly egalitarian) and, of course, the unspoken American empire. The
result was a leap in the nuinber of independent states in the world, which
more than doubled. [n 1920 there were 69 sovereign states in the world.
By 1950 the number had risen to 89, and in 1995, by which dme the
Russian empire had fnally fallen apart, there were 192, with the two
biggest increases coming tn the 1960s (mainly Africa, where no fewer than
25 new states were forined between 1960 and 1964) and the 1990s (mainly
Eastern Europe).'?

Thus, impelled forward by a combination of European exhaustion,
non-Eurcpean nationalism and American idealism, the world embarked
on an epochal experiment, an experiment to test the hypothesis that it was
imperialism that caused both poverty and wars and that self-determination:
would ultimately pave the way to prosperity and peace.

WHY DECOLONIZATION FAILED

That liypothesis has been largely proved false. The coming of political inde-
pendence has brought prosperity only to a small minority of former
colonies. And although the former imperial powers no longer fight onz an-
other, decolonization has in many cases been followed by recurrent conflice
between newly independent states and, even more often, within them. This
has been the great double disappointment of the sixty years since the end of
World War I1. Nor has the disappointment ended there. Self-determination
was supposed to go hand in hand with democracy. But decolomzation has
often led not to democracy but, after the briefest of interludes, to indige-
nous dictatorship, Many of these dictatorships have been worse for the peo-
ple hving under them than the old colonial structures of government: niore
corrupt, more Jawless, more violent. Indeed, it is precisely these characteris-
tics that explain why standards of living have actually worsened in many
sub-Saharan African countries since they gained their independence."!
Most of the former colonies of the Middle East are wealthier only be-
cause nature endowed some of thein with underground deposits of o1, full
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exploitation of which came only after they had gained their independence.
But with few exceptions their polities are little better than despotisms.
Colonialism was nor all good, of course, and independence has not been all
bad. But it is not convincing {though it is certzinly convenijent for the hkes
of the Zimbabwean despot Robert Mugabe) to blame all the problemns of
the developing world today on the malign after-effects of colonial rule. In
the words of the Aftrican Development Bank’s 2003 report, “More than
four decades of independence . . . should have been enough time to sort
out the colonjal legacies and move forward *!* The experience of much of
Africa and the Middle Eastsince 1945, as well as large parts of Asia, makes
it clear that Roosevelt’s faith in decolonization was Ewmwﬁnm&.

Take poverty. Although historical statistics for per capita incomes are
very far from complete or exact, it is possible to measure approximately how
former empires and former colenies have fared in the period from kigh
imperialism to post-imperialism. Long-run per capita gross domestic product
figures are available for forty-eight countries, eight of which can be consid-
ered empires before the world wars and fourteen of which were colonies.
Two things are immediately apparent from table 6, which compares both sets
of countries in 1913 and in 1998. The first is that only one former colony
has significantly improved its relative economic position: Singapore, which
in 1913 had a per capita GDP of a quarter of that of the United States, but
which by 1998 had overtaken all the former Buropean imperial powers.
The other ex-colony to improve its position, Malaysia, has done so only
modestly, raising its per capira GDP from 17 percent to 26 percent of the
American level. All the others have fallen farther behind the United States
than they were in 1913, in some cases very far behind. The second point,
which follows ffom the first, is that the gap between the world's former
empires and most of their former colonies has widened sharply. In 1913
the Philippines, Egypt, India, Vietnam, Ghana and Burma all had per capita
GDP of between 13 and 20 percent of the American level. In 1998 the av-
erage income in all six was less than a tenth of the average U.S. income. By
comparison, all the former empires have remained within sight of the
world’s economic leader, with the exception of the United Kingdom,
which is distinctly worse off in relative terms than it was in 1913.

Yet these figures understate the extent of the global divergence be-
tween rich and poor, because they omit many of the poerest countries in
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TABLE 6. PER CAPITA GROSS DOMESTIC PRODUCT OF
EMPIRES AND COLCNIES DURING AND AFTER THE AGE
OF EMPIRE (IN 1880 INTERNATI!ONAL DOLLARS)

ﬁ 1913 1998 + [Change in|

USA=100 Rank UUSA=700 Rank | Rawking
UsA 5,301 100 z 27,331 100 1 1
Singapore 1,279 24 28 22,643 83 3 25
Canada 4,447 24 5 20,559 75 7 -2
Australia 5,715 108 i 20,390 75 8 -7
Neilierdands 4,048 76 8 20,224 74 2 -1
Franee 3,485 66 iz 19,558 72 H 2
Belginmn 4,220 80 7 19,442 71 11 -4
Untited Kingdom 4,921 23 4 18,714 68 14 -10
Germany 3,648 69 19 17,789 65 16 -5
Iraly 2,564 48 17 17,752 65 17 [0
New Zealand 5,152 97 3 14,779 . 54 19 -16
Portgal 1,244 23 29 12,829 47 21 8
Malaysia 899 17 36 7.100 26 29 7
South Africa 1,602 30 24 3,858 14 37 -13
Sri Lanka B50 16 38 3,349 12 39 -1
Indonesia 904 17 35 3,070 i1 41 -6
Philippines 1,066 20 32 2,268 8 43 -1
Egypt 732 14 45 2,128 8 44 1
India 673 13 47 1,746 6 45 2
Vietnam 754 14 42 1,677 6 46 -4
Ghana 736 14 44 1,244 5 47 -3
Burma 685 13 46 1,024 4 48 -2

Lo

Source: Angus Maddison, Tt World Economy. Rankings are based on the forty-eight countries
for which Maddizon provides dawa. The calculadons are for red GDP per capits, measured in
constart LS, dollars of 1990, adjusted for purchasing power parity.

the world for which historical data simeply do not exisc. When one con-
centrates on the period between 1960 and 1989, a critical erz for the post-
colonial states of Africa, Asia and the Middle East, it is possible to discern
more striking evidence of the economic fallure of independence. Among
forty-one former British colonies, only fourteen succeeded in narrowing
the gap between their own per capita GDP and that of their erstwhile
British rulers during those thirty vears.'® Indeed, in ali but two former
African colontes (Botswana and Lesotho), the ratio of Bridsh to former
colonial income significantly increased.'*

In one respect, this great postcolonial divergence may be slackening as
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Irndia, the most populous of all the former European colonies, enters a
long-overdue era of economic growth. However, most ex-colomes con-
tinue to lag ever farther behind the elite of wealthy countries. According to
the World Bank, there are only fourteen countries in the world with per
captta GDP of three-quarters or more of the American level. Of these, all
but two are European; the others (Japan and Hong Kong) represent the ex-
tremes of Asian experience, the former having never been a colony, the lat~
ter having remained under British rule for more than a century and a half.
At the other end of the scale, however, there are twenty countries where per
capita GDP is 3 percent or less of the American level. In more than thirty of
the world’s countries the average income is less than §1 a day.'> All bur six'®
of these are African countries that have gained independence since the Sec-
ond World War. In the poorest of the former British colonies, Sierra Leone,
per capita income is now $140 per year; the average Briton is more than two
hundred times better off. In 1965 the difference in income was a factor of
Just eight. Gambia, the condition of which so appalled Roosevelt in 1943,
has fared only slightly better. Incomes there are 0.8 percent of the British
level, a far wider differential than at the time of independence in 1965. Ac-
cording to the World Bank, its GDP per capita has grown in real terms by just
14 percent since 1970, despite the fact that it has received aid totaling $1.6
billicn since independence—equivalent, on average, to nearly 20 percent
of its national income.

In short, the experiment with political independence, especially in
Alfrica, has been a disaster for most poor countries. Life expectancy in Affica
has been declining and now stands at just forty-seven years. This s despite
aid, loans and programs of debt forgiveness. Only two sub-Saharan countries
out of forty-six, Botswana and Mauritius, have bucked the trend of eco-
nomic failure.”?

‘Why have so many newly independent countries failed so badly to
achieve economic growth? Why have only a tiny handful improved their
refative position since the days of imperial rule? There are those who claim
that the big divergence 1n per capite incomes between ricli and poor coun-
tries since the 1960s has been a direct consequence of globalizaton. But
this is a flawed argument. In theory, globalization, 1neaning simply the in-
ternational integration of international markets for commodites, services
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and capital and labor, should tend to maximize economic efficiency, yield-
ing gains for all concerned. The real problem of the early twenty-first cen-
tury is not globalization but its absence or inhibition. Indeed, the sad truth
about globalization is that it is not truly global at all.

Part of the problem is that world trade s still far from bemg truly free.
At least some of the blame for this can be Jaid at the door of the world’s
richest countries, which continue to pay subsidies to their farmers equiv-
alent to the entire gross domestic product of Africa.!® American producer
support still amounts to around 20 percent of gross farm receipts; the fig-
ure for the European Union is more than 30 percent.!” To give a single ex—
ample, the subsidies paid to American cotton producers reduce the value
of cotton exports from Benin, Mah, Chad and Burkina Faso by a quarter
of a billion dollars a year, equivalent to nearly 3 percent of their combined
national income.*® But it is not just rich conntries that are ar fault. Many
poor countries have hedged their economies around with a bewildering
variety of restrictions that tend to hamper commerce. It has been con~
vincingly shown that one of the principal reasons for widening interna-
tional inequality in the 1970s and 1980s was in fact protectiomism in less
developed economies. A comparison of per capita GDP among developing
countries found that the more “open” economies grew at an annual rate
of 4.5 percent, while the “closed” countries managed barely (.7 percent.®!
These findings have been widely interpreted as making the case for pres—

‘ent-day globalization—that is to say, demonstrating that countries that re-

duce impediments to rade are much more hkely to achieve rapid growth
than those that inchine toward autarky.

A similar point can be made with respect to flows of labor. It 15 now
well established that international migracion {(or the restriction of it) plays
a crucial role in determining the extent of international inequality. The
more free movement there is of labor, the more intérnational income lev-
els tend to converge. One reason that modern globalization is associated
with high levels of inequality is that there are so many restrictions on the
free movement of labor from less developed to developed societies. One
recent estimate suggests that a Hberalizadon of the global labor market
would yield aggregate benefits twenty-five times larger than the expected
benefits of further liberalization of flows of goods and capital
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Above all, consider the evidence on international capital lows, another
key component of globalization. Development economists have spent many
decades trying to work out how to raise the level of investment in backward
agranan societies. The most obvious solution has been for them to import
capital from where it is plendful—namely, the developed world. According
to the basic classical mode! of the world economy, this ought to happen of
its own accord; capital should automatically flow fom developed to less de-
veloped economies, where returns are Bkely to be higher. But as the INobel
laureate Roberr Lucas pointed out in a seminal article published in 1990,
this does not seem to happen in practice. > Although some measures of in-
ternational financial integradon indicate that the 1990s saw exceptionally
large cross-border capiral flows, in reality most of today’s overseas invest-
ment goes on within the developed world. In 1994 only 36 percent of for-
eign direct investment and 10 percent of portivlio investment went to poor
countries (defined as comntries with incomes a third or less of the QECD
average);*® by 2000 the poor countries’ share had fallen to around 12 per-
cent and 2 percent, respectively.?® The very poorest countries nowadays re-
ceive almost no investment from abroad.” Most cross-border capital flows
are in fact anong the United States, the Europear: Union and Japan. Quite
simply, investors in rich countries prefer to invest in other rich countries.
The large gross capital flows of recent decades thus have little to do with
widemng international inequaliries; the culprit is the absence of net capital
flows from rich countries to poor.

According to one school of thought, geography, climate and the inci-
dence of disease provide a sufficient explanation for the widening of
global inequalities. Countries that are far from major sea routes, locatad in
tropical zones where people are prey to diseases like malaria are more
likely, if not simply doomed, to be poot.?® However, there is good reason
to believe that the key to economic success lies in the adoption of légal,
financial and polirical institudons conducive to investment and innova-
tion—vegardless of location, mean temperature and the prevalence of
discase-bearing insects.? Thus investors prefer to put their money in
countries where rights of private property are effectively protected,
though that should be regarded as a minimum requirement. In The Wealth
and Poverty of Nations, David Landes summed up this view by postulating

that “the ideal growth-and-development” government would:
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1. secure rights of private property, the better to enceurage saving
and investment;

2. secure rights of personal hiberty . . . against both the abuses of
tyranny and . . . crime and corruption,

3. enforce rights of contract . . . .

4. provide stable government . . . governed by publicly known
rules. ..

5. provide responsive government . . .

&. provide honest government . . . [with] no rents to favor and
position

7. provide moderate, efficient, ungreedy government . . . to hold
taxes down [and] reduce the government’s claim on the social

surplus. .. 30

In a cross-country study of postwar economic growth, the economist
Roobert Barro concluded that there were six significant variables that cor-
related closely to a country’s economic perforniance. Among them were
the enforcement of the rule of law and the avoidance of excessive gov-
ernment expenditures and inflation.' It is widely accepted now that prop-
erry rights are more likely to be respected in a country where the sovereign
is constrained by a representative 2ssembly.® And constitutional vegimes
based on the rule of law are in tum more bkely to experience the finan-
cial revolubions thar encourage both foreign investment and domestic cap-
ital formation. A represencative legislature, a transparent fiscal systemn, an
independent mionecary authority and 2 regular market for securities create
the institutional environment within which all kinds of corporations, par-
ticularly limited liability companies, can flourish >> Democracy in the sense
of a universal suffrage-based legistature is not indispensable for growth;
witness the recent economiic success of China, Malaysia, Singapore, Souath
Korea, Taiwen and Thailend. Democratization may even slow a country’s
economuc development if an overhasty widening of the franchise un-
leashes popular demands for economically detrimental fiscal and monetary
policies. On the other hand, democratic societies are more likely to invest
in public education and public health, which also tend 1o enhance a soci-
ery’s economic performance. ™ Though authoritarian regimes in Asia have
fared well econonically, most in the rest of the world have not. Exceptions
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such as post-1973 Chile may have had the rule of law in the economic
sphere, but they certainly lacked it in the spbere of human rights; under
Augosto Pinochet’s dictatorship, property had more rights than people.

It 1s in this realm of economic, legal and political institutions that so
many poor countries fall down. There have been numerous attempts in the
past fifty years to address the problems of economic backwardness by means
of loans and aid. Indeed, Western countries gave away around $1 trillion {in
1985 dollars) in unrequired transfers to poorer countries between 1950 and
1995. But these efforts have yielded piriful results, in large measure because
the recipient countries lacked the political, legal and financial institutions
necessary for aid to be productive.®® Arbitrary and corrupt rulers bear a
large share of the responsibility for this economic failure*® Much of the
money that has poured into poor countries has simply leaked back ont—
often to bank accounts in Switzerland—as corrupt rulers have stashed their
l-gotten gains abroad.’” One study of thirty sub-Saharan African coun-
tries calculated that total capital flight for the period 1970 to 1996 was in
the region of $187 billion, which, when accrued interest is added, imphies
that Africa’ ruling elites had private overseas assets equivalent to 145 per-
cent of the public debts their countries owed. The authors conclude that
“ronghly 80 cents on every dollar borrowed oy African countries fowed
back "as capital flight in the same year”® There seems to be a close correla-
tion between sub-Saharan economic failure and the generalized absence of
the rule of law and political accountability; only five out of nearly fifty
countries can be classified today as Eberal democracies.?

Perhaps the best evidence for the institutional argument is that even a
poorly situated country can prosper with the right institutions. Botswana
has enjoyed the fastest rate of growth of per capita income in the world over
the past thirty-five years, despite being little better endowed in terms of ge-
ography, climate and natural resources than other sub-Saharan African
countries. According to a recent analysis, the main reason for Botswana’s
success is simply that it managed to adopt good institutions:

The basic system of law and conrract worked reasonably well. State and

private predation have been quite limited. Desgite the large revenues from

diamonds, this has not induced domestic political instability or conflict for

conirol of this resource. The government sustained the minimal public
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service structure that it inherited om the Brifish and developed itinto a
meritocratic, relatively noncorrupt and efficient bureaucracy. . .. More-
over, the government invested Leavily in infrastrucrure, education and
health. Fiscal policy has been prudent in the extreme and the exchange

rate has remained closely tied to findamentals.™

In particular, Botswana has managed to develop functicning institu-
tions of private property, “which protect the property rights of actual and
potential iuvestors, provide political stability, and ensure that the political
elites are constrained by the political systemn and the participation of a
broad cross-section of the society™!

Helpfully, controlled experiments were carried out in both Europe and
Asia after 1945 to see how practically identical populations—in terms of
environment, situation and culture—would fare ecenomically under quite
different institutional regimes. The widely divergent experiences of the
two Germanies and the two Koreas confirm that institutions do indeed
play the decisive role in development. So too did the experiment of keep-
ing one Chinese citv, Hong Kong, under Britains liberal imperial system
and one Chinese island, Taiwan, under a hot dissimilar American-sponsored
systerl, while the rest of the country endured the miseries of Mao’s Marx-
ist tyranny.

Most poor countries stay poor because they lack the right institutions—not
least the right institutions to encourage investment. Because they are not
accountable to their subjects, autocratic reginies are more prone to corrnp-
tion than those where the rule of law is well established. Corruption in turn
inhibits economic development in « multitude of ways, diverting resources
away frown capiral formation and the improvement of human capital through
better health care and education. According to the African Union, the costs
of corruption are ejuivalent to around ons-quarter of African GDP.?
Moreover, poor countries are more likely to succumb to civil war than rich
ones, naking them poorer still. In the absence of nonviolent mezns of
bringing dictators to account, political viclence is of course more hikely to
occur. Having begun, however, civil war can quickly become a way of life.
A truly vicious circle now exdsts in many poor countriss, as rival watlords
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fight for the control of rmineral deposits, narcotics plantations and even Leone, Butundi, Ethiopia, the Democratic Republic of Congo, Afghanistan
flows of foreign aid, recruiting cohott after cohort of poor, illiterate youths and Somalia, Besides extreme poverty and (in nearly every case) average life
with little prospect of employment other than warfare and even less expec- expectancy of little more than forty years, all these countries fall far short of
tation of long life.** The problem is not confined to Africa; Colombia is in being liberal democracies, and all have experienced in the recent past, or
the grip of just such a downward spiral. | continue to experience, some form of war. In miost cases, their.only hope

No doubt each of the “failed states” of the world has failed in its own for the future would seem to be ntervention by a foreign power capable of
distinctive way. But they also have much in common. Among the very f constructing the basic institutional foundations that sre indispensable for
poorest countries in the world are the Central African Republic, Uganda, i economic development.

Rowanda, Chad, Tajikistan, Niger, Eritrea, Guinea-Bissau, Libetia, Sierra

GLOBALIZATION
TABLE 7. POVERTY, UNFREEDOM AND CiVIL WAR

GNI Think, then, of liberal empire as the political counterpart to economic
P P P
Gwm_.a: HMHWW mmMHM: globalization. If economic openness—I{tee trade, free labor movement and
Atlas Political | Cieil
Method LINHDI Rights | Liberties TABLE B8: GLOBALIZATION: AN OGVERVIEW
(Current Vaise {Best I, | (Best 1, | —
Cotniry Us.g) (U.8.=0.937) | Worst 7) | Worst 7} Periods of War Given
Ceamal African More or Less) Fiorws Mechautsin Agency Dolicy
Republic 60 0.363 5 5 2001 Laws of physics: | Disease Nameal Nane Free Anarchic
Uganda 250 0439 | 6 q 197172, 1977-79, 1981-61, _ gravicy, secand migration
1994-95, 19962001 law of thermo-
Rowanda 230 0.422 7 5 1990-94, 1998-2001 dynanics ete.
Chad 220 0.376 6 5 1945-88, 1989, 1990,
1991-94, 19972001 Climate Goods Transport Corpuoradons Free mrade Liberal
Tajikistan 180 0.677 6 5 1992-93, 1994-96, 1598 wechnology
Niger 170 0.292 4 4 1990-92, 1994, 1996, 1997 {
Eritrea 160 0.446 7 6 1998-2000 Topography Capiral Communica- | Ocher Free capinl | Hegemnonic
Guinea-Bissan 150 0.373 4 5 196364, 1965-73, 1998, 1999 tons tech- nongosernmernal | Bows
Liberia 150 NA 6 6 1980, 1989-96, 200001 nolagy organizations
Sierra Leone 140 0.275 4 9 1991-2000
Burundi 100 0.337 6 5 1965, 1990-92, 1995-945, | Resource Labor Govermments Free Tmperial
19972001 endownent information
Echiopia 100 0.359 5 5 1960, 1962-67, 1968-73, . flows
1974-91, 199697,
1998—2001 Prevalence of Technology The role
Democratc organismy of law
Republic 90 0.363 5 6 1960-62, 196465, 1967, hosile ro nun
of Congo 1977, 1978, 1996, 1997, :
1998-2000, 2001 Humau biology | Services Fiscal Monerary
Afghanisun NA NA 6 6 19782001 1 transparency standards
Sorakia ™A MNA 6 7 1978, 1981-96 Insticutions
Scurce: World Bank, World Develap. Indicators database; United Nations Humian Develop- 4
ment Report, 2003; Freedom House; International Peace Research Instimee, Cslo (PRIOY, | H.Du.oein Ee
Deparmment of Peace and Conflict Research, Uppsalz University. Cises L L
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free capital Aows—helps growth, and if capital is more hikely to be mozﬂmw
where the rnle of law exists and government is not corrupt, then it is iin-
portant to establish not only how economic activity becomes globalized
but also how—=by what mechamisni—economically bemign institutions can
be spread around the world.

The fact that globalization applies to politics as well as economics is one
of the messages of table 8. The first colurnn lists what can be regarded as
givens about the globe we inhabit; the second, those things that can flow
aronnd it; the third, the mechanisms that facilitate such flows; the fourth, the
agencies operating these mechanisms; the fifth, the policies that aliow those
mechanisms to operate and the sixth, the possible international regimes.

Economists and economic historians alike tend to focus their attention
on flows of commodities, capital and labor when talking about the history of
globalization. However, there are other flows that can alse occur on a global
scale, not only flows of technology and services but also flows of institutions,
knowledge and culture. A particular event like a revolution or a bank failure
can also be transmitted by a kind of mimesis around the world.** And disease
was globalized before any of these. The history of the fourreenth century
would be incomprehensible without some knowledge of the bubonic
plague, just as the conquest of the Americas by Europeans from the late fif-
teenth century until the mid-nineteenth would not have happened so easily
without the export of infectious diseases, which more than decimated native
populations. As well as infections, the conquistadors and colomists brought
technology, institutions znd ideas: gunpowder and the horse, Christianicy and
its various churches, West European notions of property, law and gover-
nance. Slow and erratic though it has been, the process of global democrati-
zation since the 1770s illustrates the way both insdtutions and ideas can be
spread inrernationally as readily as goods can be waded across borders or
money invested abroad. And rhe phenomenon of contagion, familiar to stu-
dents of international financial markets, has its political counterpart in the in-
ternational revelutionary epidemics after 1789, 1848, 1917 and 1989.

If one leaves aside the mechanisms of che natural world, which can
only really transmit infectious diseases (and not very far without man-
made assistance), all these different things have been able to traverse the
wotld only because of advances in the technology of transport and com-
munications. It was above all improvements in the design of oceangoing
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ships, and increases in their number, that globalized the world economy int
the nineteenth century, though the foundations of this revolution were
laid earlier by advances in navigation, medicine and propulsion. Yet con-
tinued advances in the technology of transport and communications—the
advent of aircraff, wireless transmission and satellites in space—were by
themselves no guarantee of continued econcmic globalization. Much de--
pended, and still depends, on the private and public agencies that control
the means of communication. In the mid-twentisth century the en-
croachments of governments into econoniic life did much to reverse the
economic integration of the pre-1914 period as more and more regimes
adopted pohcies inimical to free international exchange.

Economic historians tend to pay more attention to the ways govern-
ments can facilitate globalization by various kinds of deregulation {the first
four items in the fifth column of the table) than to the ways they can pro-
mote globalization more actively. Yet the history of the integration of inter-
national comumnodity markets in the seventeenth and eighteenth centuries 1s
inseparable from the process of imperial competidon among Portugal,
Spain, Holland, France and Britain. The creation of global markets for
spices, textiles, coffee, tea and sugar were the work of monopoly companies
like the Dutch and English East Indian companies, simultaneonsly engaged
in a cormumercial and a naval contest for mnarket shates. In the same way, the
spread of free trade and the internationalization of capital markets in the
nineteenth century were intimately linked to the expansion of British
imperial power. On the other hand, the eclipse of globalization in the
middle of the twentieth century was in large measure a consequence of
the immensely costly and destructive challenges ro British hegemony
mounted by Germany and its alfies in 1914 and 1939. Nothing did more
than the world wars to promote alternative models of economic organiza-
tion to that of the internatonal free market. War was actively waged
against seaborne trade, while it was the various warame experiments with
the control of trade and foreign exchange, the centralized allocation of
raw materials and the rationing of consumpuion that provided the inspira-
tion for theories of peacetime economic planning in the Soviet Union and
elsewhere. The globalization of warfare in the twentieth century must bear
a large share of the responsibility for the midcentury breakdown of inter-
naticnal trade, capital Alows and migration.




186 COLOSSUS

-

It is certainly far from self-evident that an international order based on
a multiplicity of noticnally equal independent nation-states is the one best
designed to maximize econonric integration and to spread the institutions
conducive to the success of free markets.*® In an ideal world, of course,
free trade would be naturally occurring. But history and political economy
tell us that it is not. The period after the Second World War saw great
strides to reduce the tariff barriers that had arisen in the beggar-my-
neighbor mood of the Depression, but under the Bretton Woods systern,
international capital movements were tightly regulated and indeed stayed
that way even after the system of fixed exchange rates had broken down,
until the 1980s. Nor has the resistance to liberal economic policies wholly
disappeared even in our own era of globalization; there still remain formi-
dable barriers to the movement of workers and agricultural products. No
matter how persuasive the arguments for economic openness, it seems,
nation-states ching to their tariffs, quotas and subsidies. By contrast, in the
first era of globalization, from the mid-nineteenth century until the First
World War, econornic openness was imposed by colomal powers not only
on Asian and African colonies but also on South America and even
Japan.* To be more precise, free trade spread because of Britain’s power
and Britain’s example. It is to that first age of “Anglobalization” that we
now turn, in order to assess both its costs and its benefits.

ANGLOBALIZATION

From the 18405 until the 1930s the Brigsh pohitical elite and electorate re-
mained wedded to the principle of laissez-faire, laissez-passer—and the
practice of "cheap bread” That meant that certainly from the 1870,
Britain’s tariffs were significantly lower than those of its European neigh-
bors;® ir also meant that tariffs in much of the British Empire were kept
low. Abandoning formal control over Britain’s colonies would almost cer-
tainly have led to higher tariffs being erected against British exports in their
markets and perhaps other forms of trade discrimination; witness the pro-
tectionist policies adopted by the United States and India after they secured
independence, as well as the tarift regimes adopted by Britain’s imperial ri-
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vals from the late 18705 onward. Whether one looks at the duties on primary
products or those on manufactures, Britain was the least protectionist of the
imperial powers. In 1913 average tariff rates on imported manufactures were
13 percent in Germmarny, over 20 percent in France, 44 percent in the United
States and 84 percent in Russia. In Britain they were zero. " .
According to one estimate, the econamic benefit to Britain of enforcing
free trade could have been anywhere between 1.8 and 6.5 percent of GINEY
But what about the benefit to the rest of the world? In the words of the
Whig free trader Sir John Graham, Britain was “the great Emporium of
the commerce of the World™>! Its downestic market and much of its enipire
were more or less open to all comers to sell their wares as best they could.
The evidence that, in an increasingly protectionist world, Britain’s contin-
ued policy of free trade was beneficial to its colonies seems unequivocal.
Between the 1870s and the 1920s the colonies’ share of Britain’s imports
rose from a quarter to a third.*? More generally, British colonial authori-
ties resisted protectionist backlashes to the dramatic falls in factor prices

caused by late-nineteenth-century pglobalization.®® That said, a distinction .

needs to be made berween the majority of colenies, which had free trade
thrust upon them, and the elite few that secured, through the granting of
“responsible government,” the right to set their own tariffs. Canada did so
in 1879, an example soon followed by Australia and New Zealand ™
Moreover, there appears to have been a positive correlation between the
imposition of these tariffs and the economic growth of what became the
Doimnions—an apparently awkward finding for the proponents of uncon-
ditional economic “openness.””™® This has important implications for any
economic history of the British Empire. If Canada and the other Domin-
lons benefited from protection, then the quesdon bescomes: would lndia
have done better wich tariffs? Happily for economic liberals, there is a dif-
ficulty with this line of argument. First, the tariffs imposed by Canada and
others were designed to raise revenue, not to exclude imports. Canadian
growth came from exports of agricultural products, not import substitu-
tion by domestic rnanufacturers.® Secondly, the arguumient ignores the far more
damaging effects of unfree trade on primary producers during the 1930s.
The Depression was hard on everyone, but significantly harder on pramary
producers outside the system of imperial preference than those mnside it

ool
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The evidence looks incontrovertible, tlien, that the British Empire fos-
tered the integration of global markets for commodities and manufactures.
INor would there have been so much international mobility of labor with-
out the British Empire. True, the independent United States was the most
attractive destination for nineteenth-cenrury emigrants. But as American
restrictions on imumigration increased, the significance of the white Do-
minions as a destination for British emigrants grew markedly, attracting
around 59 percent of all British emigrants between 1900 and 1914, 75 per-
cent between 1915 and 1949 and 82 percent between 1949 and 196357
This had important distributional consequences. It is often argued that the
Hon’s share of the returns on empire flowed to a tiny group of politically in-
Auential investors. But the effect of mass migration to land-rich, labor-poor
colonies like Canada, Australia and New Zeealand was to reduce globat in-
equality.®® Nor should we lose sight of the vast numbers of Asians who left
India and China to work as indentured laborers, many of them on British
plantations and mines in the course of the nineteenth century. Perhaps as
many as 1.6 million Indians emigrated under this system, which lay some-
where between free and unfree labor.> There is no question that the ma-
jority of them suffered great hardship; some indeed might have been
better off staying at home.* Bur once again we cannot pretend that this
mobilization of cheap and probably underemployed Asians to harvest gum
or dig gold had no economiic significance.

Above all—and this is where Rooosevelt and other critics of empire got
it most wrong—the British Empire was an engine for the integration of in-
ternational capital markets. Between 1865 and 1914 more than /4 billion
flowed from Britain to the rest of the world, giving the country a histori-
cally unprecedented and since unequaled position as a global net creditor,
“the world’s banker” indeed, or, to be exact, the world’s bond market. By
1914 total British assets overseas amounted to somewhere between £3.1
and £4.5 billion, as against British GDP of £2.5 billion.*! This portfolio
was authentically global: around 45 percent of Bricish investment went to
the United States and the colonies of white settlernent, 20 percent to Latin
Americs, 16 percent to Asia and 13 percent to Africa, compared with just
52 Qut of all British capital raised through
public issues of securities, as much went ro Africa, Asia and Latin Amer-
ica between 1865 and 1914 as to the United Kingdom itself.** This pat-

6 percent to the rest of Europe.
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tern was scarcely changed by the effects of the First World War and the
Great Depression.® As is well known, British investment in developing
economies principally took the form of portfolio investment in infrastruc-
ture, especially railways and port facilities. But the British also sank consid-
erable (and not easily calculable) sums directly into plantations to produce
new cash crops hike tea, cotton, indigo and rubber.

It has been argued that there was therefore something of a Lucas effect
in the first era of globalization—in other words, that British capital tended
to gravitate toward countries with higher per capita GDP, rather than rela-
tively poor countries.®® Yet the bias in favor of rich countries was much
less pronounced than it is today. In 1997 only around 5 percent of the
world’s stock of capiral was invested in countries with per capits incomes of
a fifth or less of U.S. per capita GDP. In 1913 the proportion was 25 per-

cent.®

The share of developing countries in total nternational liabilities
was 11 percent in 1995, compared with 33 percent in 1900 and 47 percent
in 1938.7 Very nearly half the total stock of internarional capital in 1914
was invested in counwies with per capite incomes a third or less of
Britain’s,*® and Britain accounted for nearly two-fifths of the total sum in-
vested in those poor economies. The contrast between the past and the
preseut is striking: whereas today’s rich economies prefer to “swap” capi-
tal with one another, largely bypassing poor countries, a century ago the
rich economies had very large, positive net balances with the less well-off
countries of the world.

Investing money in faraway places Is always risky; what economists call
informational asymmerries are generally greater, the farther the lender is
from the borrower.®” Less developed economies also tend to be rather
more susceptible to economic, social and political crises. Why, then, were
pre-1914 investors willing to risk such high proportions of their savings by
purchasing securitles or ather assets overseas? One possible answer is that
the adoption of the gold standard by developing economies offered in-
vestors a kind of “good housekeeping seal of approval”™ In 1868 only
Britain and a number of its economic dependencies—Portugal, Egypt,
Canada, Chile and Australia—had currencies that were convertible into
gold on demand. France and the other members of the Latin Monerary
Union, as well as Russia, Persia and some Latin American states were on
the bimetallic {gold and silver) system, while most of the rest of the world
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was on the silver standard. By 1908, however, only China, Persia and a
handful of Central American countries were still on silver. The gold stan-
dard had becane, in effect, the global monetary system, though in prac-
tice a number of Asian econornies, notably India, had a gold exchange
standard (with local currencies convertible into sterling rather than actual
gold), while sonie “Latin” economies in Europe and America did not
techrrically maintain convertibility of notes into gold.”* This systerm of in-
ternational fixed exchange rates may have encouraged international trade.
Adherence to gold was also a signal of monetary and fiscal rectitude that
allegedty facilitated access by peripheral countries to West European capi-
tal markets. 1t was a commitment mechanism, a way of affirming that a
government would eschew irresponsible fiscal and monetary policies such
ag printing money or defaulting on debt.™ A commitment to gold con-
vertibility, according to one estimate, reduced the yield on a country’s
bonds by around forty basis points.™ To put it simply, that meant that
countries on the gold standard could borrow more cheaply when they
went cap in hand to the London bond market.

As a confingeni commitment, however, membership of the gold stan-
dard was nothing more than a promise of self-restraint under certain cir-
cumstances. Counrries on gold retained the right to suspend convertibility
in the event of an emergency, such as a war, a revolution or a sudden de-
terioration in the terms of trade. Such emergencies were in fact quite
common before 1914, Argentina, Brazil and Chile all experienced serious
financial and monetary crises between 1880 and 1914, By 1895 the cur-
rencies of all three had depreciated by around 60 percent against sterling,
This had serious implications for their ability to service their external debt,
which was denominated in hard corrency (usually sterling) rather than do-
mestic currency. Argentina defaulted in 188893, and Brazil in both 1898
and 1914. In other words, investors who pinned their faith in a country’s
adoption of the gold standard had no guarantee that the counay would
not default. {Indeed, some countries made the chances of a default more
likely by going on to gold during the years of relative gold shorcage be-
tween the mid-1870s and the md-1890s, since faling commeodity prices
made it harder for them to earn from exports the hard currency they
needed to service their external gold-denominated debts.)

Alrogether different was the kind of commitment that came with the
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imposition of direct British rule. This amounted to an unconditional “no
default” guarantee; the only uncertainty investors had to face concerned the
expected duration of British rule. Before 1914, despite the growth of na-
tionalist movements n colomies from Ireland to India, politica] independence
still seemed a distinctly remote prospect; even the major colomies of white
settlenent had been granted only alimited political autonomy. Moreover, the
Brirish iinposed a distinctive set of institutions on their colonies that was very
likely to enhance their appeal to investors: not only a gold-based currency but
also economic opetmess (free trade as well as fiee capital moverments) and bal-
anced budgets—to say nothing of the rule of law (specifically, British-style
property rights) and relatively noncorrupt adnunistration.” In other words,
while investors who put their money in independent gold standard countries
got littke more than a promise not to print money, investors who put their
cash in colomnies could count not just on sound money but on the fill range
of Victorian “public goods” It would therefore be rather puzzling if in-
vestors had regarded Australia as no more creditworthy than Argendna or
Canada as no more creditworthy than Chile.

We can measure the “empire effect” on international capital flows in
two ways: the volume of capital that went to British colomies and the inter—
est rates those colonies paid. According to the best available estimates, more
than cwo-fifths (42 percent) of the cumulative flows of portfolio invesunent
from Britain to the rest of the wotld went to British possessions. The impe-
rial proportion of stocks of overseas investment on the eve of the First
World War was even higher: 46 percent.”® 1t also seems clear that imperial
possessions were able to borrow at lower rates of interest than independent
countries (or the colormies of other powers). Britain and its principal posses—
sions had among the lowest average bond vields for the period 1870 to 1914
By comparison, the yields on bonds issued by the Latin American
economies, which also attracted substantial inflows of British capital with-
out actually coming under British rule, were significantly higher. Argentine
yields, to give just cne example, were more than two hundred basis points
higher than those on Indian bonds.”® Among twenty-three countries for
which bond yield figures are readily available for the period 1870 to 1914,
it Is very striking that the five states that were members of the British Em-—
pire had the lowest rates, all averaging less than 4 percent. Only Norway
and Sweden were able to borrow in London at rates lower thzn New
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Zealand and Australia. Egypt, which began the period outside the empire
but became a de facte colony in 1882, saw a dramatic decline in its average
vield from to 10.1 percent {1870~81) to 4.3 percent {1882~1914).77 The
differential was ever: more pronounced in the interwar period, which saw
major defaults by numerous independent debtor countries, including Ar-
gentina, Brazil, Chile, Mexico, Japan, Roussia and Turkey.”™ By the 1520s, at
the latest, membership of the empire was therefore confirmed as a better
“good housekeeping seal of approval” than gold.” Experience showed that
meoney invested in a de jure British colony such as India, or in a colony in all
but name hke Egypt, was more secure than money invested in an inde-
pendent country such as Argentina. In turn, the low-risk premium paid by
British colonies when they raised capital in London made it less likely that
they would fall into the kinds of debt traps that claimed other emerging
markets, whose interest payments out to foreign creditors exceeded the
amounts of money flowing in from new loans and being generated by the
toreign-financed investiments.

That imperial membership offered better security ro investors than
mere adoption of the gold standard should not surprise us. At the turn of
the century legislation was introduced, in tbe form of the Colormal Loans
Act (1899) and the Colonial Stock Act (1900), which gave colonial bonds
the same trustee status as the benchmark British government perpetual
bond, the “consol.”®® At a time when a rising proportion of the national
debt was being held by Trustee Savings Banks, this was an important boost
to the market for colonial securities.®' Moreover, after the First World
War, ir was agreed berween the Treasury and the Bank of England that
new bond issues by British possessions should be given preference over
new issues by independent foreign states ®* Even colonjal constitutions had
been drafted with at least one eye on crediror preferences.® It was incon-
ceivable, declared one colonial governor in 1933, that the interest due on
Gold Coast bonds should be compulsorily reduced; why should Bridsh in-
vestors “accept yet another burden for the relief of persons in another
country who have enjoyed all the benefits but will not accept their obliga-
tion"? When the self-governing dominion of Newfoundland came to
the brink of default in the early 1930s, a royal commission under Lord
Amulree recomunended that its Parhament be dissolved and its govern-

ment entrusted to a six-man comumission and royal governor appointed
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from London. Amulree’s report made it clear that he and his committee re-
garded the end of representative government as a lesser evil than default.®

Small wonder an increasing share of British overseas investment ended
up going to the empire after the First World War. In the period from 1900
to 1914, around two-fifths (39 percent) of British overseas capital went to
the empire. But after the First World War the balance shifted. In the 1920s
the empire accounted for around two-thirds of all new issues on the Lon-
don market.% Writing in 1924, John Maynard Keynes observed caustically
that it was “remarkable that Southern Rhicdesia—a place in the middle of
Africa with a few thousand white inhabitants and less than a million black
ones—can place an unguaranteed loan on terms not very differenr from
our own [British] War Loan” It seemed equally “strange” to him that
“there should be investors who preferred] . . . Nigeria stock {(which has
no British Government guarantee) [to] . . . London and North-Eastern
Railway debentures””®” Keynes's point was that this state of affairs was not
in the economic interests of Britain itself. With unemployment stubbornly
stuck above prewar levels and mounting evidence of industrial stagnation,
capital export seemed like a misallocation of resources. But Keynes did not
consider the benefits reaped by colomal economies from this kind of
cheap access to British savings. From an imperial rather than a narrowly
national point of view, it was highly desirable that savings from the wealthy
metropolis be encouraged to flow to the developing periphery. Besides en-
suring that British investors got their interest paid regularly and their prin-
cipal paid back, the imperial system was conducive to glebal economic
growth—more so, certainly, than an alternadve policy of the sort Keynes
had in mind, which would have prioritized the industrial production and
employment of the United Kingdom.

IMPERIAL SINS OF OMISSION

The results of irnperial globalization were Iir many ways astounding. The
combination of fiee trade, mass migration and low-cost British capital
propelled large parts of the empire to the forefront of world economic de-
velopment. In terms of rhe production of manufactured goods per head of
population, Canada, Australia and New Zealand ranked higher than Ger-
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many in 1913. Indeed, per capita GDP grew more rapidly in Canada than
in the United States in the ninety years before World War 1.9

But there is a problem. The performance of the Domimons was not
matched in the rest of the empire, and least of all in Asia, where the jewel
in the imperial crown was supposedly sitvated. This raises a crucial ques-
tion. Why was [ndian economic performance so much worse than that of
the domirions? India attracted £286 million of all the capital raised in
London between 1865 and 1914—18 percent of the total placed in the
empire, second only to Canada. Yet Indian per capita GDP grew at a mis-

erably slow rate. Between 1857 and 1947—between the mutiny and inde-

pendence, in other words—it rose by just 19 percent, compared with an
increase in Britain of 134 percent.®® Between 1820 and 1950 it grew at a
mere (.12 percent per annurm—Dbarely at all by the standards of the “white™
empire and slow even by comparison with British Africa.

Here is one of the central conundrums of modern econoemic history.
India, more than any other major economy, had free trade and Western com-
mercial norms imposed upon it. Yet the result was deindustrialization and
econoniic stagnation. The United States, by contrast, had thrown off’ British
rule and adopted the kind of protectionist tariff rates—averaging 44 percent
on imported manufactures—that we would now condemn in a developing
econony. The result? By the end of the nineteenth century the United States
had overtaken the United Kingdom by most measures of economic per-
formance. If India’s relative economic decline can be blamed on the British,
the case against liberal empire begins to look dauntingly strong.

The nationalist explanaton for Indian “underdevelopment” under
British rule has four essential components. First, the British deindustrialized
Indiz by opening it to factory-produced texciles from Lancashire, whose
manufacturers were initially protected from Indian competition untl they
had established 2 technological lead.”® Secondly, they imposed excessive
and regressive taxation. Thirdly, they “drained” capital from India, even
rmanipulating the rupee-sterling exchange rate to their own advantage. Fi-
nally, they did next to nothing to alleviate the famines that these policies
caused. One recent historian has gone so far as to speak of ‘“Late Victorian
Holocausts” in the 18705 and 1890s.** This nepative view of the British
role in India, which can be traced back as far as Naoroji Dadabhai’s Poverty
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and Un-British Rule ir India (1901), continues to enjoy wide currency”? It
is perhaps the single most powerful piece of evidence m the case against
hberal empire.

No doubt it benefited the Indian economy little to maintain one of the
world’s largest standing armies as, in effect, 2 mercenary force at Britain’s
disposal # Yet recent research casts doubt on other aspects of the national-
ist critique. The Indian historian Tirthankar Roy has shown that the de-
struction of jobs in the Indian textile industry was probably inevitable,
regardless of who ruled India, and that an equal, if not greater, nnmbec of
new jobs were created in new economic sectovs built up by the British.®*
Even in the case of textiles, by the 1920s the government of India was clearly
giving preference to Indian manufacturers over Lancashire’s mills. Tt s also far
from clear that taxation under the British was excessive, since the land tax
burden fell from around 10 percent of net output in the 1850s to 5 percent
by the 19305.% The supposed “drain” of capital from India to Britain turns
out to have been comparatively modest: only around 1 percent of Indian na-
tional income between the 1860s and the 19305, according to one esdmate of
the export surplus {which was what natioralists nsually had in mind).*® [nany
case, a large proportion of the notorious Home Charges remitted to Britain
were paying for services that India needed bt could not have provided for
itself.*” Finally, the famines that beset the Indian economy were far moxe
environmental than political in origin, and after 1900 the problem was in
fact alleviated by the greater integration of the Indian market for focd-
stuffs. The Bengal famine of 1943 arose precisely because improvements
introduced under British rule collapsed under the strain of the war.™

British rule had some distinctly positive effects in India. It gready in-
creased the importance of trade, from herween 1 and 2 percent of national
income to over 20 percetit by 1913.* The Briush created an integrated
Indian market: they unified weights, measures and the carrency, abolished
transit duties and introduced a “legal framework [that] promoted private
property rights and contract Jaw more explicitly?” They invested substan-
tially in repairing and enlarging the country’s ancient irrigation systemn; be-
tween 1891 and 1938 the acreage under irrigation more than doubled.!™
They transformed the Indian system of conununications, intvoducing a
postal and telegraph systern, deploying steamships on internal waterways
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and building more than forty thousand miles of railway track {roughly five
times the amount constructed in China in the same period}. This railway
network alone employed niore than a million people by the last decade of
Bridsh rule. Finally, chere was a significant increase in financial intermedia-
tion.'"” As Roy concludes: “The railways, the ports, major irrigation sys-
terns, the telegraph, sanitation and medical care, the universities, the postal
system, the courts of law, were assets India could not believably have ac-
quired in such extenrand quality had it not developed close political links
with Britain. . . . British rule appears to have done far more than what its
predecessor regimes and contemporary Indian regimes were able ro do1%2
It is alsc possible (and the British no doubt helieved) that their rule in India

tenided to veduce social inequality.'® Cercainly, by comparison with their -

counzerparts in the other big Asian econony, which remained under Asian
political control throughout the period, Indians fared quite well. Chinese
per capita GDP actually shrank by around 17 percent between 1870 and
1950, roughly the amount by which Indian incomes rose, Though China’s
troubles were in large measure due to the disruptive effects of informal Eu-
ropean imperiahsim. and then Japanese colonization, it is at least arguable
that the country would have fared better economically if formal Bridsh
rule had been extended beyond the outposts of the so-called treaty ports
like Hong Keng.

If one leaves aside their fandamentally different resource endowments,
the explanation for [ndia’s underperformance compared with, say, Canada
lies not in British exploitation but rather in the insufficient scale of British
interference in the Indian economy. The British expanded Indian educa-
tion—but not enough to make 2 real impact on the quality of human cap-
ital. The number of Indians in education may have risen sevenfold between
1881 and 1941, but cthe proportion of the population in primary and sec-
ondary educanon was far below European rates (2 percent in India in 1913,
cormpared with 16 percent in Britain). The Britsh invested in India—but
not enough to pull most Indian farmers up off the base line of subsistence
and certainly not enough to compensate for the pitfully low level of m-
digencus capital formation, worsened by the custom of hoarding gold.'™
The British built hospitals and banks—but not enough of them to make sig-
nificant improvements in public health and credit networks.'® These were
sins of omission more than commission. Unfortunately for indians, the na-
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tiopalists who came to power m 1947 drew almost completely the wrong
conclusions about what had gone wrong under British rule, embarking in-
stead on a program of sub-Sowiet state-led autarky, the achievemenr of
which was to widen still further the gap between Indian and Britsh in-
comes. This reached its widest historic extent in 1579,1%

LESSONS OF LIBERAL EMPIRE

Economic historians will doubtless continue to debate the causes of the

]

‘grear divergence” of economic forrunes that has characterized the last half

millennium. If environmental factors provide a sufficient explanadon for the

widening of global inequalities, then the policies and institudons exported

by Britsh imperialism were of marginal importance; the agriculcural, com-
mercial and industrial technologies developed in Europe fiom 1700 onward
were bound to work better in teinperate regions with good access to sea
routes. However, if—as seems more likely—the key to economic success lies
in rhe adoption of the right lega), financial and political institutions, then it
matters a great deal that by the end of the mineteenth century a quarter of
the world was under British rule. Even in the tropics, the Bridsh endeavored
to introduce the institutions that they regarded as essential ro prosperity: free
trade, free migration, infrastructural investment, balanced budgets, sound
money, the rule of law and incorrupt administradon. If the results were
much less impressive in Africa and India than they were in the colonies of
Bridsh settlement, that was because even the best insdtutions work less well
m excessively hot, disease-ridden, or landlocked places. There the invest—
ments that were needed to overcome geography, climate and its attendant
deleterious effects on human capital were beyond the imaginings of colo-
mial tulers schooled in the Victorian fiscal tradition of balanced budgets
with low taxes. Certainly, the very different policies adopted by postinde-
pendence governments have been more successful in only a tiny minoricy
of cases.

In November 2002 the British foreign secretary, Jack Scraw, told the New
Statesman magazine: “I'm not a liberal imperialist. There’s a lot wrong with
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liberalism, with a capital L, although I am a liberal with a small L. "And
there’s a lot wrong with imperialism. A lot of the problems we are having
to deal with now are a consequence of our colonial past.” Central to my
argument is that there was such a thing as hberal imperialism and that on
balance it was a good thing. From the 1850s until the 1930s the British ap-
proach to governing their sprawling global iniperium was fundamentally
liberal both in theory and in practice. Free trade, free capital movements
and free mugration were fostered. Colonial governments balanced cheir
budgets, kept tariffs low and maintained stable currencies. The rule of law
was institutionalized. Administration was relatively free of corruption, es-
pecially at the top. Power was granted to representative assemblies only
gradually, once economic and social development had reached a level
judged to be propitious. This policy “mix” encouraged British investors to
put a substantial portion of their capital in poor countries and to demand
relatively low-risk premiums in return. New technologies like railways and
steam power were introduced to poor countries sooner and at a lower cost
than if these countries had been politically independent. The results of Lib-
eral iimperialisin were mixed, no doubt. Not everywhere grew as rapidly as
the colonies of white settlement. But even those countries (like India) that
achieved only very slow increases in per capita income almost certainly
fared better than they would have under alternative regimes.

Two conclusions follow from all this. The first is simply that in many
cases of economic “backwardness,” a liberal empire can do better than a
nation-state. The second, however, is that even a very capable liberal em-
pire may not succeed in conferring prosperity evenly on all the territories
it adminiscers. With that ceveat, we may rherefore make what might be
called an altruistic argument for the United States to engage in something
reseinbling liberal imperialism in our time. A country like—to take just
one example—Liberia would benefit immeasurably from something like
an American colonial administration.'” Liberia is one of those countries
listed in table 7 where nearly everything has gone wrong. Misgovernment
and civil war have reduced it to the very bottom of the international rank-
ings tor human development. In 2003, as the country plunged sdll deeper
into anarchy following the flight of its dictator Charles Taylor, the United
States came under pressure to send troops to Monrovia to impose order
there. From one point of view, of course, this was precisely the kind of
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humanitarian intervention Republicans had previously criticized the Clin-
ton administration for undertaking; what was manifesily needed here was
nation building rather than mere regime change. Yet if there is one coun-
try in Africa for which the United States has a historic respousibilicy, it is
Liberia, the only African country to have been colonized by Americans in
the nineteenth century (so that former slaves could renirn “home” after
their emancipation). If liberal empire is a sericus possibility in the twenty-
first centry, where better for it to begin its work than in wretched Liberia,
a place where political independence has been a curse, not a blessing, and
self-determination has turned out in practice to mean self-destruction?

The fact that as I write, the American intervention in Liberia is already
being wound up brings us to the next—and in many ways the para-
mount—question: Is the Umnited States capable of the kind of long-term
engagement without which the liberal imperial project, by whatever eu-
phemistic name it goes, 1s bound to fail?
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