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Jesús Fernández-Villaverde1

November 7, 2023

1University of Pennsylvania



1



The end of European imperialism

• The end of WWII is also the end of European imperialism:

1. Formal empires.

2. (Largely) informal areas of influence.

• British empire will be the paradigmatic case. Relatively pain-free (although the British Raj partition

causes tremendous suffering).

• More painful examples: France (Algeria, Vietnam) and Portugal (Angola, Mozambique).

• The Fall of the Soviet Union in 1991 is (mostly) the end of the last European colonial empire.

• The peculiar case of South Africa.
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The sun sets down on the British Empire I

• Colonies of European settlement (Canada, Australia, New Zealand, South Africa) become

progressively independent (Responsible government⇒Dominions⇒Commonwealth realms).

1. In fact, it is hard to pin down an “independence day” for them.

2. Case of Canada: British North America Act (1867), Statute of Westminster (1931), British North

America (No. 2) Act (1949), or Canada Act (1982)?

• Ireland becomes independent in 1922 (and a republic in 1948) after a partition and a civil war.

• Between 1945 and 1965, the number of people under British rule outside the UK collapses from 700

million to 5 million (out of which 3 were in Hong Kong).

• Today, there are 14 overseas territories left with a population of around 265,000, with the majority

living in the Caribbean Sea.
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The end of the British Raj, I

• British rule in the subcontinent has been under increasing pressure from nationalists (Indian National

Congress, All-India Muslim League).

• Already in 1935: The Government of India Act proposed the Federation of India.

• Elections of 1937.

• Troubles during WWII:

1. Quit India Movement.

2. Indian National Army.

3. Famine in Bengal in 1943.

• Increasing conflict between communities (particularly in Punjab and Bengal).
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The end of the British Raj, II

• New elections in 1945 and 1946 show growing opposition against British rule and deep divisions

among communities.

• The Labour government decides that they cannot keep India and agrees to its independence and

partition (Radcliffe Line):

1. August 14, 1947, Dominion of Pakistan (a republic in 1956, Bangladesh independent in 1971).

2. August 15, 1947, Union of India (a republic in 1950).

3. 1948: Dominion of Ceylon (the republic of Sri Lanka in 1962) and Union of Burma.

• Perhaps as many as 1 million deaths, 10 million people reallocated, four wars (1947, 1965, 1971, and

1999), plus ongoing skirmishes.
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Other colonies, I

• Most of the “supporting” colonies of the Raj lose sense (Cyprus, Oman, Aden, Suez Canal), and

Africa, by itself, was more of a burden than anything else.

• Malayan emergency (1948-1960).

• Middle East is more complex:

1. The British rather hastily leave the Mandate for Palestine in 1948.

2. Iran: Nationalization of Anglo-Iranian Oil Company in 1951.

3. Egypt: Suez crisis in 1956 after the nationalization of the Suez Canal.
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Other colonies, II

• “Wind of Change” by Harold Macmillan to the Parliament of South Africa, on 3 February 1960 in

Cape Town.

• Rhodesia: Unilateral Declaration of Independence on November 11, 1965.

• Withdrawl of military presence “East of Aden” announced in 1968.

• Hong Kong returned to China in 1997.

• The future of overseas territories?
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Reasons for decolonization

1. Increase in nationalism agitation.

2. Increase in financial problems in the U.K. and Fance.

3. Loss of interest among elites in the U.K. and (somewhat less) France. Special case of Portugal.

4. Pressure of the U.S.
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Intellectual foundations



So, now you are an independent country

1. “New” countries must decide their economic policy.

2. Catching up with Western economies seems a priority.

3. Democracy is usually not a priority.

4. How do we develop a country?

5. Central role of economists.
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The years of the high theory of development

• Worsening terms of trade of primary commodities relative to manufactured goods: Raúl Prebisch

(1901-1986) and Hans Singer (1910-2006) → Dependency theory and center/periphery.

• Big Push: Paul Rosenstein-Rodan (1902-1985).

• Forward and backward linkages: Albert Hirschman (1915-2012).

• Planning: W. Arthur Lewis (1915-1991).

• Skepticism: Peter Bauer (1915-2002).
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India vs. Singapore



India, I

• Leaders of the Indian National Congress deeply influenced by British Fabian socialism. Jawaharlal

Nehru (1889-1964) has studied at Harrow School and Trinity College, Cambridge.

• Deep distrust of markets.

• Policymakers and legal scholars thought poor Indians could not make good economic decisions (Roy

and Swamy, 2021).

• Legislation:

1. Agricultural tenancy prohibited in many states: a tenant would always be exploited by a landlord.

2. Private moneylenders are seriously curtailed.

3. Interest rate ceilings.

4. Forest-dwelling tribal people were restricted in their ability to transfer land to non-tribals.
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Nehru at Harrow
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India, II

• Set up five-year plans, but with more emphasis on indicative planning.

• Strong intervention, redistribution, investment in education (but often focused at tertiary level), and

big infrastructure projects.

• License Raj: industry is highly regulated, and tariffs close market to imports. Case of the automobile

industry after the 1952 Tariff Commission.

• “Hindu rate of growth” at 2.5%.

• Despite the abolition of the Zamindari system, agriculture is largely ignored for a long time: major

crop failure in 1966.

• Oil shocks of 1973 and 1979 hurt India deeply: constraints in international borrowing.
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Ricardo, specialization by comparative advantage increased welfare. India had
comparative advantage in agriculture and not in industry. Recent empirical
work on trade and growth finds evidence of a positive causal effect of trade
on per capita GDP using post-World War II data (Frankel and Romer 1999).
Historical data tell a different story. Pascali (2017) shows that in the first phase of
globalization, not all countries benefited from trade. Trade share had a positive
effect on per capita GDP for countries that had inclusive institutions. For others,
the effect of trade on per capita GDPwas negative.Many colonies are on this list.
Trade in this period was a source of the Great Divergence.
In the Indian context, opinion is divided on the effects of globalization. The

nationalists claimed that imperial connections destroyed the textile industry
and artisanal jobs and led to reliance on agriculture. Morris (1983), on the
other hand, has emphasized the positive effects of globalization. Similarly,
Tomlinson (1982) argued that globalization before 1914 brought an increase in
trade in cash crops and rising prices. This ended with the Great Depression of
1929. It is difficult to show that trade had a beneficial effect on Indian incomes
when there was only a short-lived increase in per capita GDP of less than
1 per cent per year during the late nineteenth century (Table 6.4).

Empire and Capital Flows

Lucas’s (1990) well-known paper, ‘Why Doesn’t Capital Flow from Rich to
Poor Countries’, used colonial India as an illustration of low capital flows

Table 6.4 Long-run growth: annual growth
rate in per capita GDP

GDP per capita (% per year)

1870–85 0.5
1885–1900 0.8
1900–1914 0.8
1914–45 −0.0
1900–1945 0.2
1950–80 1.4
1980–90 3.0
1990–2000 4.1
1950–2000 1.9

Sources: 1870–1900: Heston 1983: table 4.5;
1900–2000: Sivasubramonian 2000: table 6.11.

The Political Economy of India’s Development
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introduced, first in wheat, and then extended to rice cultivation. This raised
agricultural productivity and changed the way agriculture was organized.
High yielding seeds required greater use of water and fertilizers, leading to an
expansion in irrigation, but also the introduction of subsidies to cultivators
for water and fertilizers, and differentiation within the peasantry.
The inward-looking policies had consequences for India’s external sector.

From a share of over 10 per cent of GDP in the colonial period, India’s trade
share dropped to 5 per cent in 1960 (see Table 6.2). India moved away from
dependence on Britain. Britain’s share in Indian exports declined from over
25 per cent in 1950 to 11 per cent in 1971, as did the share of imports, from
18 per cent to 8 per cent. India’s trade links with the USSR were strengthened.
The import share of the USSR rose from 0.1 per cent to 7 per cent, and the
export share from 1 per cent to 14 per cent, indicating the uncompetitive nature
of Indian trade (Panchamukhi 1978: 30–32). India’s share of the world market
declined, at a time when countries in East Asia were improving their position.
Another aspect of retreat from the global economywas restrictions on foreign

investment. British companies were required to reduce share ownership by
foreigners to 40 per cent, except in some specified export sectors, such as tea.
New restrictions came in on foreign direct investment. Consequently, India
received a small share of foreign direct investment, but was one of the largest
recipients of foreign aid between 1960 and 1985. However, even at the peak in

Table 6.8 Capital formation and the public sector (%)

Gross domestic capital
formation as share of GDP

Share of the
public sector Saving rate

1850–51 5.0* 2.24 –
1880–81 4.8* 25.21 –
1900–1901 7.0* 21.59 –
1930–31 6.3* 31.95 (1930–39) 3.2
1940–41 6.7* 19.81 (1940–46) 3.3
1961–65 17.7 43.20 (1960) 6.1
1981–85 20.8 51.40 (1980) 12.5
1990–95 23.7 38.40 (1990) 21.5
1995–2000 24.8 29.20 (2000) 24.0

* Ratio to gross national income in 1980–81 prices.
Sources:Nagaraj 1990; Roy 1996: tables 7.9, 9.1, 9.4; Kohli 2006. Saving
rate up to 1947: Roy 2006: table 3.16; post-1960: World Bank database:
https://data.worldbank.org/indicator/NY.GDS.TOTL.ZS?en
d=2019&locations=IN&start=2019&view=bar (accessed
29 September 2020).

bishnupriya gupta
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INDIA’S TRANSITION FROM A COLONIAL ECONOMY 13

Table 3. Sectoral growth (% per year)

Primary Secondary Tertiary

1910–40 0.0 2.3 2.2
1950–64 3.0 6.8 3.8
1965–85 2.5 4.3 4.4
1986–2007 3.4 6.8 7.1

Source: Roy, Economic history, tab. 12.1.

cotton textile industry developed in western India, mainly with Indian capital. This
sector imported machines from Britain and set up factories in the Bombay region.
Indian trading groups from various communities, who had been involved in the
opium and cotton trades, now moved into industry. The cotton textile industry,
though always in conflict with cotton interests in Lancashire, had easy access
to British manufacturers of textile machinery. Despite the absence of protective
tariffs, the industry began to gain domestic market share from British imports.
By the early twentieth century, the modern cotton textile industry was the second-
largest industrial sector. The largest industrial processing sector was tea, which was
entirely British-owned and exported most of its output. The other modern industry
in the nineteenth century was jute, which was also in the hands of British business
and exported a large share of its output. British capital in industry was drawn to
the export sector, while Indian capital dominated the main import-substituting
industry, cotton textiles.46

Though case studies of these individual industries paint a picture of growth
and expansion, critics point to the absence of a machinery industry at the time
of independence.47 The railways did not generate significant backward linkages to
capital and intermediate goods industries, as most equipment was imported from
Britain.48 Unlike in countries such as Germany and the US, where the development
of the railway network had a significant effect on industrial development, in India
the railways did not play a similar role. The reliance on imports is only one part
of the story. India also lacked both the physical and the human capital needed to
exploit backward linkages from the railways. The kind of ‘useful knowledge’ that
had fostered the industrial revolution in Britain was missing. Workers with technical
training were scarce. Most workers came from agriculture and were first-generation
industrial workers. For technical skills, industries such as cotton and jute textiles
relied heavily on European technicians or members of the small community of
Parsis, who had unusually high literacy and were in urban occupations.

Industry in colonial India was the fastest-growing sector (see table 3). It
generated 12 per cent of GDP, but accounted for less than 10 per cent of
employment. Most of this employment was in small-scale manufacturing,
using traditional technology. The history of survival, technological change, and
persistence of small-scale manufacturing has been well-documented in the work
of Roy and Haynes.49 In 1900, large-scale manufacturing produced less than

46 See Gupta, ‘Discrimination or social networks’, for a discussion.
47 Morris, ‘Growth of large-scale industry’; Gupta and Roy, ‘Artisanal production’.
48 Parthasarathi, Why Europe grew rich, p. 256.
49 Roy, Traditional industry; Haynes, Small town capitalism.

© Economic History Society 2019 Economic History Review, 0, 0 (2019)
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on tertiary education from the 1950s has created a pool of skilled labour
that has assisted the growth of skill-intensive service industries (Kochhar
et al. 2006).

Conclusion

This chapter has traced the changes in the Indian economy following the
transition from colonial rule. The shift from the globalized economy of the
British Empire to a regulated one saw changes in trade and investment.
Migration patterns changed too, in response to changing international

Table 6.9 Sectoral growth in output and productivity,
1960–2000 (% per year)

Output
Output per
worker

Total factor
productivity

Agriculture
1960–80 1.9 0.1 −0.1
1980–2004 2.8 1.7 1.1
Industry
1960–80 4.7 1.6 −0.4
1980–2004 6.4 3.0 1.1
Services
1960–80 4.9 2.0 0.4
1980–2004 7.6 3.8 2.7

Source: Bosworth et al. 2007: table 6.5.

Table 6.10 Sectoral shares of GDP and employment (%)

Primary Secondary Tertiary
GDP Employment GDP Employment GDP Employment

1900–1901 66.2 75.0 10.8 10.6 23.0 14.4
1930–31 56.2 76.0 14.1 9.0 29.7 15.0
1950–51 53.8 73.6 15.9 10.2 30.3 16.2
1980–81 37.5 70.5 25.3 13.4 37.2 16.1
1999–2000 23.6 64.2 30.9 13.9 45.5 21.9

Source: Sivasubramonian 2000: tables 2.8, 6.11, Appendix, table 6.9(d).

The Political Economy of India’s Development
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INDIA’S TRANSITION FROM A COLONIAL ECONOMY 15

Table 4. Comparative enrolment rates (no.
enrolled per 1,000 school-age population)

India Brazil Japan France UK

Primary
1900 53 102 507 859 720
1910 78 123 599 857 729
1920 102 147 602 704 701
1930 142 215 609 803 745
Secondary
1900 10 0 13 11 7
1910 14 5 74 14 21
1920 20 6 108 24 44
1930 34 8 165 32 58

Source: Chaudhary et al., eds., New economic history, ch. 10.

Table 5. Changes in sectoral shares in India and Korea,
1910–2000

Primary Manufacturinga Tertiary

India Korea India Korea India Korea

1910 64.5 67.8 11.4 4.4 23.5 25.5
1940 53.7 42.0 13.6 13.7 32.0 32.0
1960 46.8 39.6 14.5 12.1 30.2 41.4
1980 33.2 16.0 19.9 24.6 38.2 48.0
2000 22.6 4.6 23.4 28.3 45.5 57.3

Notes: a Share of sectors other than manufacturing within the secondary sector are not reported.
1910–40 includes the combined regions of North and South Korea.
Sources: India: Sivasubramonian, National income (2000). Korea: Kim, ed., National accounts.

India followed a different path in developing human capital from the rest of
the world. Although overall public expenditure on education was low, expenditure
on secondary education was disproportionately high. Secondary school enrolment
was high relative to primary school enrolment and comparable to countries in
Europe. Nearly 60 per cent of the education budget was assigned to secondary
education in 1930, while in Japan it was less than one-third.52 In the middle of
the nineteenth century universities were set up in the large metropolitan cities of
Calcutta, Bombay, Madras, and Delhi. The colonial government aimed to create
an English-speaking elite who could run the administration. Education spending
reflected the elite bias of colonial education policy. This had implications for
development that lasted beyond the colonial period.

To summarize, GDP growth in colonial India did not keep pace with population
growth. As table 3 shows, agriculture stagnated. Large-scale modern industry
grew faster than any other sector, from a small base. Industrial workers did not
benefit greatly from the expansion of education, but many service sector workers
did.

52 van Leeuwen, Human capital and economic growth, pp. 276–84.

© Economic History Society 2019 Economic History Review, 0, 0 (2019)
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INDIA’S TRANSITION FROM A COLONIAL ECONOMY 21
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Figure 8. Cross country comparison of GDP per capita, 1910–2000
[Colour figure can be viewed at wileyonlinelibrary.com]
Source: Maddison Project Database version 2013, https://www.rug.nl/ggdc/historicaldevelopment/maddison/releases/maddison-
project-database-2013. Reported in 1990 Geary–Khamis $.

rural infrastructure for rice cultivation, often as a result of private initiative. Over
80 per cent of land under cultivation was irrigated in Taiwan by 1939, while for
Korea the figure was 68 per cent.81

New estimates of Korean GDP per capita show the colonial economy growing
at 2 per cent per year between 1911 and 1940.82 The share of agriculture in GDP
declined in colonial Korea, and the share of manufacturing industry increased.
Japan set up new industries in Korea in the 1930s. Most of Korea’s industrial
growth before 1930 can be attributed to rising total factor productivity in small
local firms.83 The share of industrial output at the time of independence was not
very different from that in India. Where East Asia and India mainly differed was
not in industry, but in the developments in agriculture and investment in human
capital.

Neither Korea nor Taiwan attained universal primary education under colonial
rule, but education policy targeted primary school enrolment. By 1940 Taiwan’s
enrolment rate was over 50 per cent and Korea’s over 30 per cent. A comparative
perspective does point to policy failures in agriculture and education in the largest
colonial economy in Asia. These differences put India at a disadvantage.

81 Booth, Colonial legacies.
82 Cha and Kim, ‘Korea’s first industrial revolution’.
83 Kim and Park, ‘Colonialism and industrialization’.

© Economic History Society 2019 Economic History Review, 0, 0 (2019)
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India: Positive aspects

• Democracy (except partially during “The Emergency” under Indira Gandhi from 1975 to 1977).

• Absence of famines.

• Green revolution: wheat output increases from 10 million tons in 1960 to 96 million in 2014. Work of

Norman Borlaug in Mexico spreads to India and Pakistan.

• Faster growth after 2000:

1. Exchange rates liberalized in the 1980s.

2. Tariffs reduced in the 1990s.

3. Industrial regulation liberalized and rollback of government investing.
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Re-integration- 1a
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Re-integration – 1b
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Re-integration – 2a
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Acceleration in growth

0

200

400

600

800

1000

1200

1400

1600

1800

2000

19
60

19
62

19
64

19
66

19
68

19
70

19
72

19
74

19
76

19
78

19
80

19
82

19
84

19
86

19
88

19
90

19
92

19
94

19
96

19
98

20
00

20
02

20
04

20
06

20
08

20
10

20
12

20
14

GDP per head (2010 US$) 1960-2014

Bangladesh India Pakistan

12

52



53



Singapore, I

• Singapore (the “lion city”) is the leading British naval base in Asia. Its lose to the Japanese on

February 15, 1942, is “the worst disaster and largest capitulation in British history” (Winston

Churchill).

• Complicated path toward independence (communist guerrillas, ethnic divisions, British hesitations,...).

• After several ineffective previous limited elections, the People’s Action Party wins the general election

in 1959, and Lee Kuan Yew becomes the first Prime Minister of Singapore.

• Enters into an ill-fated federation with Malaysia. Independence in 1965.

• Most observers think Singapore is not a viable state (too small, racial tensions...).
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Singapore, II

• Government takes a vigorous approach to development:

1. Sets up industrial parks with tax holidays for FDI.

2. Promotes the harbor.

3. Oil refineries.

4. Housing and retirement funds (Central Provident Fund).

5. Constant upgrade towards higher added value products (tourism, gambling, medicine hub biotech).

6. Efficient legal system, low corruption, excellent civil service.

• Today, Singapore’s GDP per capita is 75% higher than the US GDP per capita.
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Comparison

• First, the comparison is a bit unfair: a subcontinent with an island.

• Singapore has been several orders of magnitude more successful than India in economic terms.

• But it has come at a cost in terms of freedoms.

• 2021 Democracy Index compiled by the Economist Intelligence Unit:

1. India: 6.91, flawed democracy (U.S.: 7.85, Norway: 9.75).

2. Singapore: 6.23 (higher than in the recent past, when it was a hybrid regime).

• Even more in contrast with China’s experience.
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Did development theories work?

• Mostly no, they did not.

• Countries that grew the fastest did not follow the development consensus from the 1950s and 1960s.

• What did work?

1. Peaceful land reform.

2. Export-oriented growth.

3. Low distortions.

4. Focus on primary and secondary education, not university.

• Note: this was not a pure market-oriented model either!
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Figure 5: The Great Liberalization and Growth Accelerations 
 
Log income per worker (PWT) relative to 1975–89 trend in liberalizers and nonliberalizers 

 
 
Notes: The samples are as in Figure 4, based on changes in tariffs for capital and intermediate goods. 
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Two textbook cases: South Korea and Japan

• Clearer examples: South Korea and Japan.

• External pressure (Communists and the U.S.).

• Authoritarian regimes that move slowly toward democracy.

• Wage repression and heavy investment.

• Role of industrial policy.
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17Urban world: Cities and the rise of the consuming class
McKinsey Global Institute

United States. The rise of Japan helped change the direction, particularly in the 
1980s. However, it has been in the most recent decade of 2000 to 2010 that we 
have observed the fastest rate of change in global economic balance in history. 
During this period, the world’s economic center of gravity has shifted by about 
140 kilometers per annum—about 30 percent faster than in the period after World 
War II when global GDP shifted from Europe to North America.

In the past three years alone, a period in which recession constrained growth in 
the cities of developed economies even while urbanization proceeded at a furious 
pace in the emerging world, there has been a decisive shift to the East and South. 
Between 2007 and 2010, the GDP of large cities in emerging markets increased 
from 37 percent of their counterparts in developed economies to 50 percent 
(Exhibit 4). During the same period, in the East, the combined GDP of China’s 
large cities increased from 20 percent of that of large cities in the United States 
to 37 percent.19 Three more Chinese cities vaulted into the megacity bracket with 
populations of ten million or more—that’s one new megacity a year! Contrast 
this with the much slower pace of the mature urban shift in the developed world. 
In the period to 2025, developed regions are expected to create only one new 
megacity—Chicago in the United States. In the South, the GDP of Latin America’s 
cities has risen from 26 percent of that of their European counterparts to 
37 percent in these three years measured at market exchange rates.

In coming years, we expect this shifting balance of urban economic power to the 
East and South to continue, albeit at a slower speed.

19	 This change reflects the continuing urbanization and rapid per capita GDP growth in China 
during the years when the United States was in recession as well as the appreciation of the 
renminbi against the dollar. 

Exhibit 3
By far the most rapid shift in the world’s economic center of gravity 
happened in 2000–10, reversing previous decades of development
Evolution of the earth’s economic center of gravity1

AD 1 to 2025

SOURCE: McKinsey Global Institute analysis using data from Angus Maddison; University of Groningen

1 Economic center of gravity is calculated by weighting locations by GDP in three dimensions and projected to the nearest 
point on the earth’s surface. The surface projection of the center of gravity shifts north over the course of the century, 
reflecting the fact that in three-dimensional space America and Asia are not only “next” to each other, but also “across” from 
each other.
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