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Towards a Theory of Institutions

- Extractive economic institutions: Lack of law and order. Insecure property
rights; entry barriers and regulations preventing functioning of markets and
creating a nonlevel playing.

- Extractive political institutions - in the limit “absolutism”:

Political institutions concentrating power in the hands of a few, without
constraints, checks and balances or “rule of law”.

- Inclusive economic institutions: Secure property rights, law and order,
markets and state support (public services and regulation) for markets; open
to relatively free entry of new businesses; uphold contracts; access to
education and opportunity for the great majority of citizens.

- Inclusive political institutions: Political institutions allowing broad
participation — pluralism - and placing constraints and checks on politicians;
rule of law (closely related to pluralism).

- But also some degree of political centralization for the states to be able to
effectively enforce law and order.

Source: Acemoglu and Robinson (2012), Why Nations Fail. London: Crown Publishing Group and

https://economics.mit.edu/files/8819



Medieval Shipping Lanes of the Eastern Mediterranean
Source: Puga and Trefler (2014)

By 1050, Vinice had a population of 45,000 people.
This increased by more than 50 percent, to 70,000, by 1200.

By 1330 the population had again increased by another 50 percent, to
110,000.

Venice was then as big as Paris, and probably three times the size of
London.
Source: Directly quoted from Acemoglu and Robinson (2012), Why Nations Fail. London:

Crown Publishing Group.



- One of the key bases for the economic expansion of
Venice was a series of contractual innovations
making economic institutions much more
inclusive.

- The most famous was the commenda, a
rudimentary type of joint stock company, which
formed only for the duration of a single trading
mission.

- A commenda involved two partners, a “sedentary”
one who stayed in Venice and one who traveled.

- The sedentary partner put capital into the venture,
while the traveling partner accompanied the cargo.

Source: Directly quoted from Acemoglu and Robinson (2012), Why Nations Fail. London:
Crown Publishing Group.
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- Typically, the sedentary partner put in the lion’s
share of the capital.

- Young entrepreneurs who did not have wealth
themselves could then get into the trading
business by traveling with the merchandise.

- |t was a key channel of upward social mobility.

- Any losses in the voyage were shared according to
the amount of capital the partners had put in.

Source: Directly quoted from Acemoglu and Robinson (2012), Why Nations Fail.
London: Crown Publishing Group.




- If the voyage made money, profits were
based on two types of commenda contracts.

- If the commenda was unilateral, then the
sedentary merchant provided 100 percent
of the capital and received 75 percent of the
profits.

- If it was bilateral, the sedentary merchant

provided 67 percent of the capital and
received 50 percent of the profits.

Source: Directly quoted from Acemoglu and Robinson (2012), Why Nations Fail. London: Crown
Publishing Group.




Colleganza between Zaccaria Stagnario and Giovanni Agadi, August 1199

Source: Puga and Trefler (2014)

Original parchment document (left),
reproduced with permission from Archivio di
Stato di Venezia (document identifier: San
Zaccaria, Pergamene, b. 35 pergg., n. 160).

Puga and Trefler (2014)’s translation from the
Latin (right), based on the transcription of the
parchment in (Morozzo della Rocca and
Lombardo, 1940, document 444).
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- Studying official documents, one sees how
powerful a force the commenda was in fostering
upward social mobility: these documents are full of
new names, people who had previously not been
among the Venetian elite.

- In government documents of AD 960, 971, and 982,
the number of new names comprise 69 percent, 81

percent, and 65 percent, respectively, of those
recorded.

Source: Directly quoted from Acemoglu and Robinson (2012), Why Nations Fail.
London: Crown Publishing Group.
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- This economic inclusiveness and the rise of
new families through trade forced the political
system to become even more open.

- The doge, who governed Venice, was selected
for life by the General Assembly.

- Though a general gathering of all citizens, In
practice the General Assembly was
dominated by a core group of powerful
families.

Source: Directly quoted from Acemoglu and Robinson (2012), Why Nations Fail. London:
Crown Publishing Group.




- These political reforms led to a further series of
institutional innovations: in law, the creation of
independent magistrates, courts, a court of appeals,
and new private contract and bankruptcy laws.

- These new Venetian economic institutions allowed the
creation of new legal business forms and new types of
contract.

- There was rapid financial innovation, and we see the
beginnings of modern banking around this time in
Venice.

- The dynamic moving Venice toward fully inclusive
institutions looked unstoppable.

Source: Directly quoted from Acemoglu and Robinson (2012), Why
Nations Fail. London: Crown Publishing Group.
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- But there was a tension in all this.

- Economic growth supported by the inclusive
Venetian institutions was accompanied by creative
destruction.

- Each new wave of enterprising young men who
became rich via the commenda or other similar
economic institutions tended to reduce the profits
and economic success of established elites.

- And they did not just reduce their profits; they also
challenged their political power.

Source: Directly quoted from Acemoglu and Robinson (2012), Why Nations Fail.

London: Crown Publishing Group. 17




- Political tensions mounted steadily in Venice between
1297 and 1315.

- The Great Council partially responded by making
itself bigger.

- In an attempt to co-opt its most vocal opponents, it
grew from 450 to 1,500.

- This expansion was complemented by repression.

- Apolice force was introduced for the first time in 1310,
and there was a steady growth in domestic coercion,

undoubtedly as a way of solidifying the new political
order.

Source: Directly quoted from Acemoglu and Robinson (2012), Why Nations Fail. London:
Crown Publishing Group.




- The switch toward extractive political institutions
was now being followed by a move toward
extractive economic institutions.

- Most important, they banned the use of
commenda contracts, one of the great

institutional innovations that had made Venice
rich.

- This shouldn’ t be a surprise: the commenda

benefited new merchants, and now the
established elite was trying to exclude them.

Source: Directly quoted from Acemoglu and Robinson (2012), Why Nations Fail. London:
Crown Publishing Group.
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- Another step came when, starting in 1314, the
Venetian state began to take over and nationalize
trade.

- |t organized state galleys to engage in trade and,
from 1324 on, began to charge individuals high
levels of taxes if they wanted to engage in trade.

- Long-distance trade became the preserve of the
nobility.

- This was the beginning of the end of Venetian
prosperity.

Source: Directly quoted from Acemoglu and Robinson (2012), Why Nations Fail. London:
Crown Publishing Group.




- Political and economic institutions became
more extractive, and Venice began to
experience economic decline.

*By 1500 the population had shrunk to one
hundred thousand.

-Between 1650 and 1800, when the

population of Europe rapidly expanded, that
of Venice contracted.

Source: Directly quoted from Acemoglu and Robinson (2012), Why
Nations Fail. London: Crown Publishing Group.
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Abstract

International trade can have profound effects on domestic institutions. We
examine this proposition in the context of medieval Venice circa 800-1600.
Early on, the growth of long-distance trade enriched a broad group of
merchants who used their newfound economic muscle to push for constraints
on the executive, that is, for the end of a de facto hereditary Doge in 1032 and
the establishment of a parliament in 1172. The merchants also pushed for
remarkably modern innovations in contracting institutions that facilitated

lano_Aictanra trada foar ovarmnla tha calloannza Uanratrar etartino in 4907 2

Source: https://academic.oup.com/qje/article/129/2/753/1868053
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International Trade and Institutional Change:
Medieval Venice’s Response to Globalization

- We [Puga and Trefler (2014)] now take an in-depth look at one
particular contracting innovation — the colleganza.

- This was a predecessor of the jointstock company and is viewed by
economic historians as one of the key commercial innovations of

medieval times, if not the key innovation (e.g. Lopez and Raymond
1967, p. 174).

- Our main aim is to draw out the implications of long-distance trade
for the evolution of income distribution and set the stage for the
empirical work to come.

- For further details on the colleganza and comparisons with other

contemporary commercial contracts, see Lopez and Raymond (1967),
Pryor (1987), and Gonza lez de Lara (2010).

Source: Directly quoted from Puga and Trefler (2014)
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International Trade and Institutional Change:
Medieval Venice’s Response to Globalization

- Initial wealth limits the occupational opportunities available to credit-
constrained individuals, and this in turn affects wealth dynamics.

- We [Puga and Trefler (2014)] tailor the occupation and investment

opportunities to our Venetian setting and also add in political economy
considerations.

- In the model, all Venetians can initially participate in international trade.

- Those without much capital of their own can either remain in Venice as
craftsmen or become traveling merchants by signing a colleganza contract
with a sedentary merchant, who will put up the required capital.

- Those with intermediate wealth can finance their own voyage.
- Finally, the very wealthy can be sedentary merchants in multiple colleganza.

- International trade is risky, and the success or failure of commercial voyages
drives economic and social mobility.

Source: Directly quoted from Puga and Trefler (2014)
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Figure IV: Evolution of the Wealth Distribution
Source: Puga and Trefler (2014)
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Marriage Network among Noble Families in 1400s
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Institutions for contract enforcement
and risk-sharing: From the sea loan to
the commenda in late medieval Venice

YADIRA GONZALEZ DE LARA
Ene Einand, Via Diue MaceS 7, Rome I-co0fy, by
My dissertation uses Iu:.mn:-l rnxnhmd mnleu npnﬂ mechanmin-
design model 1o i
that facilitated Iu:rdm:m:g (rld: n late medaﬂ'll \.'u:uo: T'h:md:lln.-
trade

tiom of capital and the sharing of risk in long-dis
promote economic prosperity, but it required that mmlunn were able 1o
commit ex-anie not 1o breach their financial contracts ex-post. Financial con-
eractung entails the exchange of wngible funds for the promise of future pay-
ments, but promises can be broken. Therefore, the set of financial relations
that acrually transpire in a society depends on the society’s institutions for
contract enforcement, Wmlhmhﬂ:ummmhmmm&

the p ised furare p ? Dristinct & enforce
dll'fmm sets of ommcﬂul forms, among which wmmhronn can be
chosen. The sclection of various contracts, and their underlying insti-
tunional ions, has signifi effi effects. The dissertation thus
integrates & historical instituticnal analyes of the emergence and transisen
of various contracts with the mdyclmmeﬁumqnmbum This
approach enables me to address the What i

for contract enabled the ians to commit 1o the sea loan
(a debr-like contract) and the commmemds (an equity-like contract)? Whar
caused the tramsition from the former o the latter? Did the Venetians attain
an efficient allocation of risk?

The motivation for this study is three=fold. First, long-distance trade in
Europe from the eleventh 1o the fouricenth centuries led o both econamic
growth and fundamental political, social and cconomic changes (Lopez
1976, and North 1990). Venice, in particular, became the richest city of the
time and the main European financial centre for hundreds of years while
tﬂlﬁ)ln' pullxﬂndmﬂmnwlm (Lane 1973). 'l'ei we know very linle
aboit the lying this and political success.

* This distertagion wes swarded by the Deparument of Economics at the Esropess
Undversity Institute under the inspirsg sapervisson of Professern Avmar Greif ansd Ramon
Marman with support from the Social Scienoe History Instirone ar Sunford Univerery, 1
i wish 0 thamk Andrea Dirgo, Gavin Wright, Jaime Rew, snd Leandro Prados 3¢ I
Eaconues e their help in various wars.

° e wiewd us o commit. For a defimiton
off insrmwonsons, see Cireif (forthooming) sand North (19907
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Abstract

This paper integrates a historical institutional analysis of the emergence and tran-
sition of various contracts with the study of their efficiency attributes. In particular,
it uses historical records and a context-specific mechanism-design model to investigate
the institutional and contractual arrangements that facilitated mobilization of capital
and risk-sharing in late medieval Venice. Institutional arrangements that enhanced the
State’s ability to verify information led the transition from the sea loan (a debt-like
contract) to the commenda (an equity-like contract). This implied a better alloca-
tion of risk and, arguably, further mobilization of capital. This empirically supported
explanation for the development of alternative contracts differs from both a simple
“reputation mechanism”— according to which exchange is done through networks—
and the standard static explanations of optimal security design— which focuses on the
efficiency of various contractual forms ignoring their underlying institutional founda-
tions. The paper also provides a rationale for the efficiency and observed co-existence
of debt and equity, as well as for the participation of merchants-entrepreneurs to the
funding of their own ventures (inside equity).

Source: Gonzalez de Lara, Y. (2002)
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FIGURE IV
Documented Sea Loan and Commenda Contracts and their Distribution over Time
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TABLE I
Contracts Financing Ventures to Egypt

Period sea loan commenda
twelfth century 91% 9%
1200-1214 6% 94%
TABLE 11

Relative Representation of Sea Loans (s.l.) by Place of Departure

% of s.l. over ventures % of s.l. over ventures
Period departing from Venice departing from outside Venice Total % of s.l.

1121-1180 79 % 77 % 76 %
1181-1220 A7 % 56 % 29 %
1221-1261 1% 71 % 4.6 %

Source: Gonzalez de Lara, Y. (2002)
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Economic History of
Amsterdam and Dutch East

India Company




Source: https://www.iamsterdam.com/en/see-and-do/things-to-do/canal-
cruising/reasons-to-see-amsterdam-from-the-water
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The return of the fleet of the ‘Oude Compagnie’, in Amsterdam in 1599.
This company, which later merged into the VOC, had issued shares, but had not
held an IPO.

r O hd ——— = "
- 7 5 A v 3
LY .

Painting by Hendrick Cornelisz. Vroom.
Rijksmuseum Amsterdam. License: CCO

Source: Directly quoted from https://www.worldsfirststockexchange.com/2020/10/15/the-worlds-first-ipo/
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The Dutch East India Company (VOC) held its ‘initial public offering’ (IPO) in
August 1602. It was the first of its kind in world history and therefore a key event
in financial history, and the history of the capitalist world.
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National Archives, The Hague, VOC archives. License: CCO.

The IPO had been announced in the
VOC charter—the company’s
founding document of March 20,
1602.

“All the residents of these lands,”
stated article 10, “may buy shares in
this Company.”

Subscribers could decide for
themselves how much to invest:
there was no minimum or maximum.
The next article stated that posters
would be put up announcing the IPO.

Source: Directly quoted from
https://www.worldsfirststockexchange.com/2020/
10/15/the-worlds-first-ipo/

Page 41



First page of VOC capital
subscription ledger (Amsterdam
branch; August 1602).

The introduction on this page
contains the provision that
shares in the VOC could be
traded.

At the foot of the page, the
entries of the directors Gerrit
Bicker, Reinier Pauw, Jan Jansz
Kaerel, Jacques de Velaer, Jan
Poppen, and Hendrick Buyck can
be seen.

They each invested 12,000
guilders—an amount of money
for which you could buy six
unpretentious canalside houses
in early seventeenth-century
Amsterdam.

Source: Directly quoted from
https://www.worldsfirststockexchange.com/20

National Archives, The Hague, VOC archives. License: CCO. 20/10/15/the-worlds-first-ipo/




- When the IPO closed on August 31, 1602, 1,143 investors
had subscribed to the initial capital of the Dutch East India
Company’s Amsterdam branch.

- The second to last subscription was made by Neeltgen
Cornelis.

- She was Dirck van Os’s maid and had seen investors
coming and going all month.

- She subscribed a hundred guilders, for which she had had
to work long and hard: her wages were less than fifty cents
a day.

- This seems to have inspired the bookkeeper Barent Lampe to
pay his servant a bonus.

- The very last entry in the book reads “Barent Lampe for
Dignum Jans __ 50 guilders.”

Source: Directly quoted from https://www.worldsfirststockexchange.com/2020/10/15/the-worlds-first-ipo/
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National Archives, The Hague, VOC archives. License: CCO.

When these last subscriptions
were registered, notary Jan
Fransz Bruyningh, embarked on
his closing statement in the
book.

He wrote that he and his two
witnesses had overseen how all
the amounts in the register had
been tallied, that on the stroke of
mid-night a total sum of
3,674,945 guilders had been
subscribed, and that not a nickel
or dime had been paid in after
twelve o’clock.

Source: Directly quoted from
https://www.worldsfirststockexchange.com/
2020/10/15/the-worlds-first-ipo/
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The Hendrick de Keyser Exchange. C.J. Visscher, c.1613.
Collection of the Capital Amsterdam foundation
Source: https://www.worldsfirststockexchange.com/2020/10/15/the-worlds-first-ipo/
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Dutch & English Silver Exports to Asia
1660-9 to 1710-9 in kilograms
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Source: Munro. J. (2012) (https://www.economics.utoronto.ca/munro5/)
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Exports of Silver to Asia by the Dutch East India Company

[Vereenigde Oostindische Compagnie], decennial means: in
Dutch Gulden (guilders or florins) and Kilograms of Fine Silver, 1602 - 1795

Decade Value in Gulden Kilograms Fine Silver Index: 1600-49 =
{guilders) 100

1600-09 6473750 69507 719
1610-19 065,800.0 10,3829 1073
1620-29 1,247.900.0 12,6108 1303
1630-39 §90,000.0 89040 029
1640-49 880,000.0 88020 019
1650-59 840,000.0 84887 877
1660-69 1,190,000.0 11,563.1 1195
1670-79 1,220,000.0 11,8546 1225
1680-89 1,972,000.0 18.847.0 1948
1690-99 2,900,500.0 27,7200 286.5
1700-09 3.912,500.0 373929 386.4
1710-19 3,882.700.0 37.108.1 3835
1720-29 6,602,700.0 63.104.0 652.1
1730-39 4,254,000.0 40,656.8 4201
1740-49 3.994.000.0 381719 3945
1750-59 5,502,000.0 52,5843 3434
1760-69 5,458,800.0 521714 5301
1770-79 4,772,600.0 45,613.2 4714
1780-89 4,804.200.0 450152 4745
1790-99 3,233,600.0 30,9045 3194

Source: Munro. J. (2012) (https://www.economics.utoronto.ca/munro5/)
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