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Preface

This study began as an inquiry into the historical roots, causes and effects
of individualism and economic liberalism. The motivating idea was sim-
plistic, but instrumental in getting the project ahead. I believed that insti-
tutions thrive to the extent that they are useful and decay when a viable
and better alternative emerges. This familiar idea has often been abused
or trivialised, or both, so I decided to confront it by analysing an impor-
tant case of institutional change: the demise of the system of grain market
regulation that developed in medieval and early modern Europe. The
uniformity of the European experience is striking, as is the subsequent
integration and deregulation of grain markets during a century or so of
reform, which began with the Enlightenment in continental Europe
(though earlier in England). The logic was this: the integration of markets
can do what regulated markets are supposed to accomplish and some-
times do accomplish — make markets perform better. Improved perfor-
mance refers to the waning of market power and, more importantly, the
suppression of price volatility. Prohibitively high transport costs ruled out
market integration but when technological progress in the transport of
goods and information lowered costs the integration of markets was stim-
ulated. As a consequence, we should expect both market power and
volatility to decline and centuries of price-stabilising regulation to come
to an end.

In a previous book, Pre-Industrial Economic Growth (1988), I conjec-
tured that the size of an economy — or, better perhaps, the number of
people participating in an economy — fostered economic freedom. The
reason for this presumption was that as the number of agents increased
the opportunities for, and adverse effects of, collusion and market power
dwindled. The alleged use or abuse of market power was a repeated com-
plaint against markets and unrestrained individual economic freedom in
the medieval and early modern periods. It also provided the motive and
excuse for regulating markets, grain markets in particular. It was the
specific combination of market power and self-seeking behaviour that was
opposed because of its detrimental effects on the welfare of others. In this

XV
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historical context, the connection between integration and deregulation
became paramount. One important aspect of integration was that the size
of the economy increased from a regional to a national and finally an
international network. The number of agents therefore also increased and
the impact of purely local events — such as a local harvest failure — on local
outcomes — prices — was weakened. (If there are economies of scale inter-
nal to firms the size of the firms might increase when markets are inte-
grated. Consequently the number of agents or firms might not change at
all. The risks of market power will therefore remain a threat in the
modern economy, and that is why there is still regulation out there.)

That market integration effectively halted collusion was one of the
favoured themes of the eighteenth-century critique of the prevailing
market regulation. This is the focus of chapter 1 of the present book.
While contemporaries often identified any price increase as the result of
monopolistic price-rigging, reformers vigorously asserted that an
increase in the number of merchants was antithetical to market power.
However, the evidence suggests the combination of harvest shocks and
poor integration as the immediate and most important cause of price
rises. The free trade which the eighteenth-century political economists
favoured was a solution — provided transport costs fell — because harvest
shocks were local and independent. Trade could therefore cancel out
excess supply and demand between regions and nations and exploit the
advantages of largeness. A good harvest in one region was usually
matched by a shortage somewhere else, a poor harvest in one year was fol-
lowed by bumper harvests in the near future. Free trade and arbitrage
between high and low price regions consequently contributed to price
stability and inventory adjustments, or carry-over, would stabilise prices
over time.

The advantage of price and consumption stability — which was a per-
manent and important theme in pre-industrial political economy — has
attracted renewed interest from the modern analysis of poverty and
famines in underdeveloped nations. This line of thought is discussed in
chapter 2, in which it is argued that the quest for price stability was a
quest for consumption stability which had welfare-increasing effects.
Consumption stability was a central theme in popular agitation as an
integral part of the ‘moral economy of the crowd’.

However, it is argued — we are now in chapter 3 — that local supply
shocks were substantial and had a great impact on local prices when
markets were poorly integrated and because grain storage was not great
enough to smooth variations in harvests. The obvious question, then, is
why markets could not do the job by means of inter-regional trade and
intertemporal inventory adjustments. High transport costs, as has already
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been mentioned, prevented an adequate level of trade and the extremely
risky nature of carry-over speculation made inventories of grain storage
too low. Chapter 4 continues the argument by suggesting that ancien
régime markets were performing inadequately because of the negative
externalities generated by price instability. Price shocks threatened the
entire fabric of early modern society, by leading to an increase in crime
and contributing to the spread of epidemics when dearth triggered off
waves of migrants. Although private trade and storage led to some price-
stabilising effects, the private economic incentives and rewards for mer-
chants were not incorporating the social gains from price and
consumption stability. This discrepancy between private and social gains
revealed an externality which provoked a market failure: the market
outcome was not the desired outcome.

But market integration steadily improved over the centuries, as shown
in chapter 5. Markets can be said to be integrated, it is argued, if there is
some stable price ratio between the price of identical goods in different
markets. If the price differential is stable it can be interpreted as the trans-
port cost between the two markets, the market with the lower price being
the net exporter. But it is also rewarding to analyse the extent of market
integration by studying the speed of adjustment back to that stable price
ratio between markets after a shock in one market experiencing, say, a
harvest failure. It turns out that we can document increasing European
market integration from the seventeenth century and a very dramatic
transformation in the nineteenth century. The Enlightenment intuition
suggesting the price-stabilising effects of market integration can also be
corroborated.

Did the improved performance of integrated markets bring down regu-
lation when markets could deliver price stability? In a way it did, though
perhaps not in the straightforward way I had imagined when I embarked
upon this project. Exactly how regulation was dismantled is discussed in
chapter 6. The title of that chapter reveals an interesting paradox, and
perhaps one with wider implications: liberalism needed authoritarian rule
to get established and a long experience and acknowledgement of well
behaved markets to become widely accepted.
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