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opportunities to participate in trade to a broader array of merchants who 

could expand trade with more flexible responses to market opportunities.  

Between the late medieval and modern eras there was a general European 

shift from long-distance trade through closed networks of traders to more 

open exchanges regulated by state-supported property rights regimes. 

 It is of course unwise to imagine that European long-distance trade 

simply moved toward a neo-classical ideal of free market exchange between 

a myriad of buyers and sellers whose choices were determined by laws of 

supply and demand as states limited themselves to the provision of the 

general legal frameworks within which transaction costs du458.56274 537.90016 Tm
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over time Europeans would develop a broader array of strategies to force or 

encourage the production of crops they desired.  Second, a focus solely on 

the varied European structures for Asian trade and their economic 

implications neglects the motivations for and contexts within which European 

policies and institutions were forged—in general terms European states 

shared a common interest in increasing state revenues from long-distance 

trade in Asia and differed in their bargaining relationships with merchants 

and thus their preferred strategies for exploiting commercial possibilities.  

When we turn to trade with the Americas, the importance of politics for 

defining the purposes and possibilities of commercial exchange was well 

understood by contemporaries; even Adam Smith, so closely associated 

with the idea of free trade, conceived trade with colonies to be “vent-for-

surplus,” the colonies providing the home country with a protected market on 

which to sell excess production.   



territory with European state policies affecting trade across Europe.  The 

former comparison brings into focus the ways in which states affect trade 

relations between very distinct economies and ecologies.  The latter 

considers instead the ways in which government policies can help facilitate 

private sector development, at the ba



something must be working as obstacles to development and that something 

is easily labeled the political actions of officials. 

These arguments begin from an assumption that they must explain 

some failure of commerce to develop. Yet, there is also abundant evidence 

that commerce, both long-distance and local, expanded across much of the 

empire from the sixteenth century forward.  Much of the documentation for 

this commercial expansion in Chinese and Japanese scholarship sees the 

dynamics to be basically a private sector process with which the state is not 

much involved.  Belonging to a style of analysis predating the new 

institutional economics, these studies don’t find officials turning up very often 

in their relevant documentation and it thus is easy both empirically and 

conceptually to dismiss much role for the state. 

The literature does address the state’s control over salt production 

and trade as well as its policies regarding foreign trade.  Salt production was 

undertaken by households registered for this kind of work who were required 

to sell their product at an administratively set price to merchants who had 

purchased licenses to buy, transport and sell the salt at markets in a 

particular region.  Government control was largely intended to be a revenue 

raising mechanism.  The situation regarding foreign trade was more 

complicated.   The Qing state in the mid-eighteenth century confined 

foreigners seeking trade in China to the port of Canton where they had to 

deal with one of 13 licensed merchant groups; this number was down from 

some 36 licensed groups in the previous dynasty.  The state’s purposes 

were two-fold—as with the salt monopoly, to raise revenues for the central 

government and in addition to achieve some control over the numbers and 

activities of foreign merchants in the empire, fearing that foreign merchant 

communities could become disruptive socially.  Quite separately there were 

periods during the Ming dynasty when the state limited the overseas 
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sojourns of Chinese merchants engaged in maritime trade, sometimes by 

imposing maximal periods of absence from their homes and at other times 

by labeling trade as illegal, thereby turning merchants into pirates.  After the 

Manchus consolidated their control over the coast and no longer feared 

resistance, they allowed Chinese to engage in maritime trade.  Moreover, 

they made little effort to control and tax the profits made in this trade.  In 

other words the maritime trade by Chinese in the eighteenth century was 

much like domestic trade generally—it grew without much restriction 

imposed by the state.  

Fouc3.02   Tw 10wf



Zhejiang, as well as others also located along the Yangzi River, including 

Jiangxi, Hubei, and Hunan.   

Those who recognize the growth of ngngi o w t h T j 
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long-distance trade.  More generally, the information we currently have on 

merchants’ use of law to adjudicate disputes almost all come from the 

second half of the nineteenth century and none concerns the problem of 

honoring contracts in long-distance trade, the topic basic to the new 

institutional economics’s explanation of commercial expansion.  There are 

two large problem areas here, the limited reliance on law by Chinese 

entrepreneurs generally and the state’s contribution through law to the 

expansion of long-distance trade.  For present purposes it is only the second 

and more specific issue that is of direct concern.    

From the sixteenth to the early eighteenth century the standard 

Chinese process for long distance trade involved brokers in between the 

buyer and seller of goods.  It was the broker who arranged for the goods at 

market to be stored and then sold to the merchant taking the goods 

elsewhere; at the other end of the trade route it was a broker who acted as 

middleman in the sale of the transport merchants’ merchandise to shops.  

The broker then guaranteed the quality and price of the goods being bought 

and sold.  In the fifteenth century, the Ming government used its own officials 

to act as brokers in their two capitals; others who acted as brokers outside 

the capitals were considered “private” (si).  Under the early Qing 

government, however, a “government broker” was one who was licensed by 

the state and a “private” broker one who did not have a license. The number 

of brokers grew in the early eighteenth century as commerce expanded.  

The government wanted brokers to be local people of upright moral stature 

who could be entrusted with assuring that market exchanges proceeded 

smoothly and fairly.  But increasingly there were complaints about brokers 

controlling market conditions.   

First in Jiangnan and then in other commercially active parts of the 

empire the brokerage system was replaced when merchants sojourning from 
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the same area, in the same occupation or both, organized associations 

through which merchants bringing goods to the market made their sales.  

Usually these transport merchants had the native place or occupational 

connections that led them to use of a particular huiguan as an obvious 

choice.  Some direct or indirect knowledge of the people with whom the 

transport merchant was trading helped to reduce the uncertainties of dealing 

with complete strangers.  When there were disputes over the prices between 

transport merchants and the wholesalers, the huiguan mediated them.  Stele 

inscriptions record examples of such decisions; they served as explicit 

reminders of practices deemed worthy of remembering and emulating 

(Zhang Zhongmin 1996: 248-51).   How frequently these kinds of activities 

were carried out is not, however, clear.  In fact the author of a recent 

Chinese book on Jiangnan commercial development in the Ming and Qing 

dynasties does not even discuss this mediation role in his analysis of 

huiguan (Fan Jinmin 1998: 241-76).   

A likely important difference with European commercial practices may 

have made the use of law and courts less desirable in late imperial China.  

Chinese transport merchants appear in general to buy goods in one place 

and then sell them at another, making exchanges in each case for either 

money or for a bank draft redeemable at another location.  They did not, in 

other words, have the kinds of contracts that would be more meaningful if 

enforced by courts.  Thinking of how European commercial courts often 

began under merchants themselves whose authority to make judgments 

became delegated from governments, there doesn’t seem to be any parallel 

or even broadly similar relationship and process in late imperial China.  From 

my reading of the relevant literatures to date I have yet to find any examples 

of huiguan regulations regarding the settlement of contract disputes that 

depend on the extension of credit between buyer and seller.  Nor have 
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contracts ensured future payment for present exchange of goods, with an 

implicit if not explicit an interest charge for the use of capital over the length 

of the contract.  In fact examples of similar practices can be found in the 

Ming and Qing dynasties (Liu 2000: 292-95).  We also know that transport 

merchants could deal with the seasonal nature of their capital needs by 

taking loans from pawnshops (Liu 2000: 305). For the pawnshops, the 

government set maximum legal rates of interest, but these were in fact quite 

high--20% month.  The reason for setting interest rate ceilings was because 

poorer people in need of seasonal loans often used these pawnshops for 

consumption credit.  The high rates likely reflected a default rate among the 

poor that made the interest rates particularly high.1     Merchants certainly 

had cheaper credit options; by no later than the early nineteenth century so-

called “native banks” (piaohao) made loans at 4-7% per month and at annual 

rates of 10% (Zhang Zhongmin 1996: 127).   Scattered data assembled to 

date have led one scholar to assert that over the course of the Qing dynasty 

interest rates tended to converge and to drop (Liu 2000: 207).  What is 

missing in studies of long-distance trade and of merchant capital, as well as 

in the legal history literature is evidence of officials being involved in 

enforcing long-distance trade contracts or credit operations for such trade.  

Moreover, the huiguan or “guild” literature has been equally silent.     

It could of course be that we’ll discover new sources shedding light on 

the use of contracts for long-distance trade and their enforcement.  For the 

moment it seems we should consider the possibility that while institutions 

like pawnshops could give merchants credit, much of the smaller amounts of 

credit used in Chinese 



relatives and friends and that it was expectations and mediations within 

those networks that led to agreed upon practices.  Here I would like to 

distinguish between the size of the network from which merchants borrowed 

money and the network within which they actually transacted business.  We 

might think that loans between close kin or friends would be a reason we 

don’t see contracts and disputes over commercial transactions.  But in fact 

there are numerous legal cases involving loans that have survived.  These 

virtually all concern land transactions or loans for consumption.  The cases 

involving loans that have been discussed to date do not include those 

financing long-distance trade.  It seems possible and even likely that the 

loans for long-distance trade took place on a frequent enough basis between 

groups of agents that the desire to do future business with the same people 

encouraged individuals routinely to meet their obligations; failure to do so 

would plausibly lead to other people in the network no longer lending or 
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people to reduce the uncertainty of doing trade by increasing the trust 

parties could expect in exchange relations.  Transaction costs for 

commercial expansion were effectively lowered without state specification 

and defense of property rights.  But even if this is true, it doesn’t mean the 

Chinese state didn’t play a considerable role in making possible the Smithian 

growth China experienced over the sixteenth through eighteenth centuries.   

We can appreciate the Chinese state’s contributions by considering 

other factors recently examined for European cases by Larry Epstein in his 

book Freedom and Growth.  In his introductory review of various 

explanations of early modern European economic growth, Epstein notes the 

difficulties involved with measuring transaction costs and identifying those 

political arrangements that in principle will be more efficient economically 

than others.  In particular he notes the economic problems that obtain under 

conditions of fragmented sovereignty, when in particular various groups can 

defend their “freedoms” against their governments.  These abilities often 

lead to jurisdictional fragmentations that obstruct the growth of markets.  

Thus, the weakness of corporate freedoms in England may well have been a 

key enabling factor for subsequent market growth in that country.  Epstein 

considers economic growth to be Smithian and innovation to come from 

selecting practices from an existing repertoire.  He identifies state predation 

and coordination failures to be main reasons that the costs of trade are 

raised. 

Epstein’s analysis effectively evaluates European political institutions 

and economic practices at the same time as it suggests ways in which 

Chinese similarities and differences can be identified.  Economic growth in 

late imperial China resulted from the same general principles of specialized 

production for markets that are basic to European expansion.  Regarding 

innovation, the Chinese state played a considerable role in the eighteenth 



century in disseminating information about best technologies from the more 

developed parts of the empire to the technologically less advanced.  It is the 

third factor, the state’s role as predator and the related role of fragmented 

sovereignty in obstructing commercial growth that is worth comparing with 

the Chinese situation for our theme of “states and market formation”.   

Epstein stresses the importance of the negative economic 

consequences attending jurisdictional fragmentation.  There are higher costs 

of fiscal extraction and higher barriers to trade, including tariffs.  Market 

failures are more common, especially due to prisoners’ dilemmas.  The 

problem to be explained in Europe is how to increase state sovereignty so 

that it can provide public goods necessary to facilitate market expansion.  

When the sovereign cannot stop those below him from setting up formal and 

informal barriers to trade, when elites can defend privileges that stymie the 

entry of others into markets, Smithian principles of economic growth face 

constraints.   

Viewing the Chinese agrarian empire with an eye for the challenges 

that late medieval and early modern European states had to overcome in 

order for economic growth to become more widespread, it is difficult not to 

be struck by the absence of some of the basic problems that Epstein has 

analyzed.  From the European sovereign’s perspective, these are the 

challenges of centralizing authority; from our vantage point as analysts of 

political change these are themes basic to the creation of territorial states 

and a European state system.  In economic terms, these are difficulties that 

the Chinese empire first solved in the third century BCE and elaborated 

upon the set of strategies for securing centralized rule—a rule that covered 

not merely a large country like France but the equivalent of several Frances.  

In other words the Ming and Qing imperial states supplied peace and 

security over far vaster spaces than any European state could sensibly 
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imagine let alone achieve. Dynastic transitions disrupted trade networks and 

much else, but warfare was a less pervasive fact of life for Chinese than 

Europeans between 1500 and 1800.  The scale of peaceful domestic space 

secured by Chinese imperial rulers meant that the key public good required 

to promote commerce over long distances was provided by the state. During 

the eighteenth century, the central government also intervened in specific 

situations when lower level officials blocked trade in grain.  Those officials, 

anxious to protect supplies in their areas against potential shortfalls were 

instructed by higher-level authorities to allow grain to flow freely according to 

supply and demand conditions.  More generally, the Chinese state’s 

approach to promoting trade across its agrarian empire differed from 

European notions of “law and order” since the Chinese state did not use law 

and courts to specify and defend pr



market exchange.  Second, it expected local elites to shoulder the costs of 

some infrastructural and welfare projects such as repairing roads and 

temples or building granaries and schools; merchants along with wealthy 

landlords supported these activities and thus were in a sense “taxed” without 

the logic or nomenclature being employed.  Third, it could keep taxes light in 

poor areas by transferring resources from wealthier areas that could more 

easily bear higher tax burdens; in spatial terms the empire engaged in what 

we might consider progressive taxation.  Finally, the central state had its 

own reasons to keep commercial revenues limited; it already had 

procedures in place to direct and track the flows of revenues from 

agriculture, but adding commercial revenues of any sort added new items to 

be monitored.  One possible problem of increasing commercial revenues 

would be their collection and retention by lower level officials who could, in a 

worst case scenario from the center’s point of view, have some resource 

base separate from whatd more 
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privileges, referred to as “liberties”, in exchange for agreeing to various fiscal 

obligations.  This led to problems of what Epstein calls “fragmented 

sovereignty” that simply did not occur in China because there were no 

equivalent relationships between ruler and merchants, in part because the 

fiscal demands put on Chinese merchants were generally lower and more 

episodic than the chronically rising demands successful sovereigns put upon 

their commercial elites.  Of course, the capacity of elites to negotiate with 

sovereigns was also basic to the elaboration of ideas and institutions that 

provided the possibilities for the articulation of principles of representation 

and policies of democratic participation in the nineteenth and twentieth 

centuries.  The English managed to get the best of both the political and 

economic worlds by having liberties adhere to the individual and not the 

corporate group.  On the continent, however, having powerful elites who 

could defend on a corporate basis their privileges often put constraints on 

Smithian dynamics of commercial expansion that did not exist in the Chinese 

empire.   

 The achievement of conditions favoring the development of long-

distance commerce that exceed those typical of Europe in this period 



situation more like the Chinese, we would see powerful merchant groups 

leave Prussia or the Balkans and establish long-distance trading networks 

through both Western and Eastern Europe.   

 The contrast matters because it suggests yet another way in which the 

Chinese state could promote long-distance trade that was unavailable to 

European states.2  The fact that merchants from poor parts of the agrarian 

empire could develop long distance trade means that they did not have to 

depend on their local or regional governments to provide them with 

advantages over others.  Chinese merchants didn’t need strong urban 

political authorities backing them in order to prosper.  This meant that 

access to opportunities to develop long-distance trade were therefore more 

widely available to people in both rich and poor areas in China than they 

were in Europe.  This then made the widespread development of long-

distance trade easier. 

A final set of contrasts between the Chinese state’s political economy 

of foreign trade and European maritime empire begins with a partial parallel.  

The movement of merchants from poorer parts of the agrarian empire to 

richer areas where they could make money in trade seems at least 

somewhat similar to the Portuguese merchants who go the South and 

Southeast Asia in order to create long-distance trade.  In both cases the 

trade is initiated by people who are from relatively poor areas who discover 

ways to make money they could not find in their native locales.  Of course, 

much else differed in these two cases.  For pre



overseas of merchants tied to their governments in a variety of ways but all 

sharing the hope of creating some sort of monopoly conditions that would 

allow them to reap great profits from some particular commodities.   There is 

no equivalent in the Chinese empire.  Indeed, in Southeast Asia where 

Chinese and European merchants actually meet and share markets 

beginning in the sixteenth century, the organization of the spice trade back 

to Europe and to China are quite different.  In contrast to the variations upon 

the European chartered company, Chinese merchants were organized in 

ways for maritime trade that resembled the ways in which other Chinese 

merchants did business within the agrarian empire.  We see the same 

contrast of Chinese merchants traveling with their goods and European 

merchants signing contracts 



 In sum, the Chinese state’s policies toward long-distance trade, both 

domestic and foreign, promoted Smithian growth in ways that exceeded 

contemporary European practices.  The ways in which this was achieved 

and the reasons for following chosen policies differed in the two parts of the 

world.  Some of the impacts of state policies on economic growth were 

unintended, the results instead of political concerns that were quite different 

at the two ends of Eurasia.  The Chinese state supported private commerce 

throughout its agrarian empire and allowed private maritime trade with 

Southeast Asia most of the time, and when it declared such trade illegal, its 

limited enforcement capacities could not severely restrict exchange.  We can 

consider the different agendas and achievements of states in China and 

Europe to lead to parallel or similar economic effects within the universe of 

pre-industrial production possibilities.  Successful Chinese and European 

states before 1800 both promoted Smithian growth, intentionally and 

otherwise.  The differences of political economy at the two ends of Eurasia 

remain significant, especially for later transformations.  Within the realm of 

the pre-industrial world and recognizing similar impacts of successful states 

on Smithian growth, however different their motivations or intentions, it 

seems likely that the Chinese state did at least as much to promote private 

sector commercial growth as European states did. 
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