
Announcements

Thursday office hours this week will be from 8am to
9am

Next quiz will be Wednesday, April 10th

We have our next COLL 300 visitor this week, Selena
Fox, co-executive director of the Circle Sanctuary (and
class of ’71)

The main event will be March 27th at 5pm in Sadler,
Commonwealth Auditorium

We will have an in-class visit Wednesday morning with
Prof. Maliniak’s class joining us

The tentative plan for the in-class visit is about a
ten-minute introduction and then student questions for
the rest of the class
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Academic Festival Project

Be certain to be working on your Academic Festival
projects

Everything is due April 17th

Don’t forget that at least one rule modification and two
action cards must relate to ceremony

For the action cards, keep in mind that the text of the
card will be printed on something business-card size

Be creative, think about all of the ways formal and
informal institutions impact big and small aspects of life

Take advantage of the spinner, also consider creative
ways to handle occupation and house cards
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COLL 300 and Institutional Change in the US

So in the case of a negative externality, we get
over-production in the absence of regulation

This is inefficient because total surplus is lower than it
could be

You could also argue that it is not equitable, consumers
and firms are imposing environmental costs on others

Direct regulation can fix the problem by making firms
(or consumers) take into account the externality
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COLL 300 and Institutional Change in the US

The environmental legislation of the 60s and 70s
provided this type of regulation

There are also a range of other relevant formal
institutions: property rights, civil litigation, freedom of
the press, campaign finance regulations, ...

But is there a role for informal institutions?

This brings us back to our COLL 300 visit

Three things I want you to think about:

Did social norms need to change before formal
institutions could change?
Can social norms lead us to efficient outcomes without
formal institutional change?
How might ceremony matter here?
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Trade, Trust and Religion

Back to our issues of institutional persistence

One thing we have seen is that past conflict can have
persistent effects on economies through distrust and
corrupt governance

Today we’ll walk through “Trade, Institutions, and
Ethnic Tolerance: Evidence from South Asia” by
Saumitra Jha to explore these ideas a bit more with one
of the cooler empirical papers in recent years

This will help also help us transition into the last main
section of our course, the relationship between religious
beliefs, religious institutions and economic behavior
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Trade, Institutions and Ethnic Tolerance

Jha is interested in the relationships between trade,
institutions and ethnic tolerance

Consider the words of Baron de Montesquieu (1748):

“Commerce is a cure for the most destructive
prejudices; for it is almost a general rule that
wherever the ways of man are gentle there is
commerce; and the wherever there is
commerce, there the ways of men are gentle.”

In contradiction to this quote is the experience of ethnic
Chinese in Indonesia, South Asians in East Africa, and
Jews in Europe

Jha’s main question: what conditions for trade lead to
ethnic tolerance?
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Trade, Institutions and Ethnic Tolerance
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Trade, Institutions and Ethnic Tolerance

Constructed by M Tracy Hunter using Crime in India 2012 Statistics, National Crime Records Bureau
(NCRB), Ministry of Home Affairs, Govt of India, Table 1.8, page 212.
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Trade, Institutions and Ethnic Tolerance

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

1951

1961

1971

1981

1991

2001

2011

Indian population by religion

Hinduism Islam Christianity Sikhism Buddhism Jainism Zoroastrianism Others/Religion not specified

J. Parman (College of William & Mary) Institutions and Development, Spring 2019 March 25, 2019 17 / 36



Trade, Institutions and Ethnic Tolerance
American Political Science Review Vol. 107, No. 4

FIGURE 1. Major Medieval Ports and Political Patronage Centres, ca. 8th century- 1707

Note: Muslims traded to ports across both coasts in the medieval period, spanning places that enjoyed long periods of Muslim political
control (shaded darker) and areas where such control was fleeting (lightly shaded). Many towns were also founded as centres of Muslim
political control and patronage in the medieval period, with mints established to monetize wealth.

of the local population for Muslims (Alberuni 1030;
Thapar 2004).

Yet, an inscription exists that shows that in 1262, the
authorities of the rebuilt Somnath temple made a large-
scale land grant of temple lands to a Muslim trader, Nur-
ud-din Firuz of Hormuz to settle in the adjacent trading
port of Veraval, aware of the commercial taxation and
prosperity that a colony of Muslims could bring (Sircar
1962; Thapar 2004, 84–85). Similar inscriptions sub-
stantiating mosque endowments by Hindu elites and
rulers have been found throughout Gujarat and the
west coast (Chakravarti 2000; Thapar 2004), as well
as on the eastern coast (Bayly 1989; Dasgupta 2004).
Tolerance towards Muslim traders operating beyond
Islam’s political frontiers was not unique to India but
appears to have been a common feature of oceanic

trade extending beyond the Indian Ocean to Indonesia
and even China.17

Muslim dominance of overseas trade continued for
close to a thousand years. The Portuguese discovery
of routes to the Indian Ocean in 1498 destroyed the
commerce of a number of key trading ports, often via
blockade. The end of Islamic trade dominance was fur-
ther expedited by increased competition by the Dutch

17 K. N. Chaudhuri (1995, 44) summarizes the evidence: “Although
Hindu India and the islands of the Indonesian archipelago were not
to be brought within the orbit of [the] Islamic world for another
four centuries, the commercial expansion of Muslim merchants and
traders across the Indian Ocean to South Asia and China is his-
torically recorded from as early as the eighth century. There is no
evidence of any religious animosity towards Muslims in either India
or China at this time. . . .”
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Academic Festival Project

Be certain to be working on your Academic Festival
projects

Everything is due April 17th

Don’t forget that at least one rule modification and two
action cards must relate to ceremony

For the action cards, keep in mind that the text of the
card will be printed on something business-card size

Be creative, think about all of the ways formal and
informal institutions impact big and small aspects of life

Take advantage of the spinner, also consider creative
ways to handle occupation and house cards
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Announcements

Remember that there is no class on Wednesday or
Friday

Those class periods would be a very, very good chance
to get work done on the Academic Festival projects

I hope to have response papers graded by Monday (it
will depend on internet access while I’m traveling)

Next quiz is on Wednesday, April 10th

It covers the Iyer article (“The New Economics of
Religion”) and lecture material starting with the
Hapsburg Empire study (the March 18th lecture)

J. Parman (College of William & Mary) Institutions and Development, Spring 2019 March 25, 2019 4 / 26



Announcements

Don’t forget to get your response essay for Selena Fox
turned in by 5pm today

Submit them through the ‘Assignments’ link on
Blackboard

Same grading rubric as before, be certain to bring in
specifics from either the morning class or the evening
event

Our last COLL 300 visitor will be Setsuko Thurlow,
April 10th at 5pm

We will not have a class visit for the last speaker, just
the main event
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Trade, Institutions and Ethnic Tolerance
Trade, Institutions, and Ethnic Tolerance: Evidence from South Asia November 2013

FIGURE 2. Medieval Legacies: Religious Composition and Hindu-Muslim Riots

Note: The pattern of modern religious demography mimics patterns of Muslim rule, medieval trade, and political patronage. Medieval
ports and major Muslim patronage centers (such as those that housed mints) continued to have greater Muslim populations relative to
nearby areas in 1931. Medieval ports, however, experience fewer religious riots relative to towns nearby.

annexation fixed effects (column 3), and select finer
coastal samples (columns 4 and 5). OLS also provides
consistent results (columns 6 and 7).

It may be that outlying towns that were highly riot
prone are driving these results. Columns 8–11 ad-
dress this by instead examining the probability that
a town experienced any religious riot between 1850
and 1950. The effect is again remarkably consistent
across specifications—medieval ports are around 25
percentage points less likely to experience a religious
riot.

I can evaluate a number of alternative explanations
and additional mechanisms. Otherwise similar coastal
towns do not appear more “cosmopolitan,” and the
propensity for natural disasters also does not appear
to affect ethnic tolerance by fostering risk-mitigation
institutions (Wade 1988). Nor does it appear that the
effect comes from simply “learning how to get along”
over time or other general survivorship effects: con-
trolling for whether a town was mentioned in the Ain-
i-Akbari or other medieval sources does not affect the
results, and towns with (often crowded and poor) me-

dieval precincts actually appear somewhat more prone
to violence on average.

Other useful medieval comparison groups include
towns where the Mughals established mints to mon-
etize wealth—as the theoretical framework suggests,
these towns, despite being historically wealthy, ar-
guably provided incentives for interethnic competition
between Hindus and Muslims rather than complemen-
tarity. Indeed, mint towns appear close to twice as riot
prone. Likewise, towns on inland trade routes, where
Hindus could locally replicate Muslim networks via
relays, also show increased probabilities of subsequent
ethnic violence. Thus, rather than historical trade per
se, it appears that it is the exogenous and nonrepli-
cable interethnic complementarities present in me-
dieval overseas ports that have lasting effects on ethnic
tolerance.32

32 Bayly (1985) and Prior (1993) argue that pre-Independence reli-
gious violence tended to occur when major (Shia) Muslim festival
processions—Urs and Muharram—tended to coincide with Hindu
festivals. Since both religions follow the lunar calendar, these
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Trade, Institutions and Ethnic Tolerance

Jha is going to focus on how medieval trade influences
ethnic violence between Hindus and Muslims

He motivates things with a basic theoretical model:

Think of two types of agents, local and nonlocal
(Hindus and Muslims)

Nonlocals differ from locals in that they have better
outside options

Nonlocals have access to information and networks in
other regions (think the Middle East, rest of the Islamic
world)

Resources of the locals (Hindus) are concentrated
locally
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Trade, Institutions and Ethnic Tolerance

Individuals have the following choices each period:

Stay or leave town
Produce a good for exchange
Attack any other agent

The potential benefits of each action depend on a
variety of factors
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Trade, Institutions and Ethnic Tolerance

Violence is destructive but may be useful for seizing
property and deterring or punishing actions

Strong individuals will likely prevail in an attack against
weak individuals

Peace and production would be efficient, but potentially
not the equilibrium outcome

This gets back to many of the things we’ve talked
about throughout the semester (North, Greif, etc.)
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Trade, Institutions and Ethnic Tolerance

Jha wants to think about when there is a peaceful
co-existence in equilibrium

This means a mixed population of locals and nonlocals,
full production, no out-migration and no violence

Such an environment will arise under very specific
conditions in Jha’s model
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Trade, Institutions and Ethnic Tolerance

When do we get peaceful, productive co-existence?

Nonlocals and locals should produce complementary
goods or services

If they produced substitute goods, strong locals would
force weak nonlocals out of town (ethnic violence)

The nonlocals’ contributions should be hard to cheaply
replicate

The nonlocals’ resources should be hard to violently
seize

There need to be mechanisms that redistribute surplus
between groups to reduce incentive to violently
expropriate

How do Muslim traders satisfy these conditions? Partly
through our COLL 300 theme of ceremony
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Trade, Institutions and Ethnic Tolerance
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Trade, Institutions and Ethnic Tolerance

There were Islam-specific advantages to trade across
the Indian Ocean

Pilgrimages to Mecca coordinated the development of
the world’s largest textile market during the Hajj

Muslim advantages in oceanic trade were hard to steal
or replicate

Trade networks enjoy increasing returns to scale
Oceanic trade can’t be split into short segments and
replicated by a local

There was a natural, decentralized mechanism for the
redistribution of surplus to locals

It was easy for any Muslim to enter into the Indian
Ocean trade (unlike kin-based trade networks)
Intra-Muslim competition would drive prices down for
locals
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Trade, Institutions and Ethnic Tolerance

Jha draws on a wide range of data to test his theory

He’ll use historical texts on trade patterns, geographic
data, datasets on ethnic violence, surveys on modern
attitudes, etc.

The basic thing that Jha wants to test is whether areas
that gave rise to the right kinds of trade end up having
lower levels of ethnic violence

In other words, were the places where medieval trade
functioned well the places with lower levels of violence
today?
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Trade, Institutions and Ethnic Tolerance

A key thing to look at then would be areas that are
medieval ports

You could regress modern rates of riots and violence on
an indicator for being a medieval port

There are two big problems with this approach related
to many of the econometric problems we’ve talked
about before

Why were particular ports chosen?

What if there are other unobserved variables correlated
with international trade?
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Trade, Institutions and Ethnic Tolerance

The first issue in Jha’s words:
A second potential concern...is that Muslim
traders may have chosen to trade at
geographically similar ports for unobservable
reasons, such as having a local population with
a proclivity for peace independently of trade.

Solution: don’t look at which towns did become ports,
look at which towns had the right geography to be a
port
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Trade, Institutions and Ethnic Tolerance

Jha identifies medieval natural harbors through the
following steps:

Use a 2001 atlas to identify water bodies within 10km
of the modern Indian coastline
If those bodies intersected the coast in a the medieval
period, they would have produced inlets or sheltered
harbors
Towns within 10km of those water bodies are defined as
potential harbors

These potential harbors provide an instrument for the
actual harbors, it should pick up variation in trade
driven solely by geography, not unobserved
characteristics of the local population
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Trade, Institutions and Ethnic Tolerance

The second issue, whether it is ongoing international
trade that drives peace, is trickier

We need some sort of exogenous force shutting off
trade to certain ports randomly

This is where Jha gets really clever

Jha notes that coast itself has moved over time due to
the effects of monsoon season

Certain ports that were active harbors in medieval times
have become inaccessible to shipping due to silting

This gives Jha natural variation in the viability of trade
within a town over time

J. Parman (College of William & Mary) Institutions and Development, Spring 2019 March 25, 2019 19 / 26



Trade, Institutions and Ethnic Tolerance
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Trade, Institutions and Ethnic Tolerance

So after all of this work, what does Jha find?

Medieval ports were five times less prone to
Hindu-Muslim riots between 1850 and 1960 (two
centuries after Europeans disrupted Muslim overseas
trade dominance)

Medieval ports remained half as prone to Hindu-Muslim
riots between 1950 and 1995
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Academic Festival Project

Be certain to be working on your Academic Festival
projects

Everything is due April 17th

Don’t forget that at least one rule modification and two
action cards must relate to ceremony

For the action cards, keep in mind that the text of the
card will be printed on something business-card size

Be creative, think about all of the ways formal and
informal institutions impact big and small aspects of life

Take advantage of the spinner, also consider creative
ways to handle occupation and house cards (optional)
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Announcements

Next quiz is on Wednesday, April 10th

It covers the Iyer article (“The New Economics of
Religion”) and lecture material starting with the
Hapsburg Empire study (the March 18th lecture) up to
and including today’s lecture

For the Iyer article, you are not expected to know what
each of the cited studies is about, you are expected to
understand the main points of each section of the paper
(think of it as being able to provide a two-sentence
summary of each section)

The lecture getting ready for Selena Fox is fair game
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COLL 300 Visitors

Setsuko Thurlow at negotiations for the Treaty on the Prohibition of
Nuclear Weapons
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COLL 300 Visitors

Aerial view of Hiroshima after the atomic bomb was dropped
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COLL 300 Visitors

Grades are posted for your Selena Fox response papers

Our final visitor is Setsuko Thurlow on April 10th at
5pm

Our last COLL 300 visitor will be Setsuko Thurlow,
April 10th at 5pm

I posted a speech by Thurlow and an article on
US-Japan reconciliation on Blackboard

One thing I want you to think about is how World War
II and the relationship between the US and Japan
compares to many of the other stories of conflict and
development we’ve seen
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Trade, Institutions and Ethnic Tolerance
Trade, Institutions, and Ethnic Tolerance: Evidence from South Asia November 2013

FIGURE 2. Medieval Legacies: Religious Composition and Hindu-Muslim Riots

Note: The pattern of modern religious demography mimics patterns of Muslim rule, medieval trade, and political patronage. Medieval
ports and major Muslim patronage centers (such as those that housed mints) continued to have greater Muslim populations relative to
nearby areas in 1931. Medieval ports, however, experience fewer religious riots relative to towns nearby.

annexation fixed effects (column 3), and select finer
coastal samples (columns 4 and 5). OLS also provides
consistent results (columns 6 and 7).

It may be that outlying towns that were highly riot
prone are driving these results. Columns 8–11 ad-
dress this by instead examining the probability that
a town experienced any religious riot between 1850
and 1950. The effect is again remarkably consistent
across specifications—medieval ports are around 25
percentage points less likely to experience a religious
riot.

I can evaluate a number of alternative explanations
and additional mechanisms. Otherwise similar coastal
towns do not appear more “cosmopolitan,” and the
propensity for natural disasters also does not appear
to affect ethnic tolerance by fostering risk-mitigation
institutions (Wade 1988). Nor does it appear that the
effect comes from simply “learning how to get along”
over time or other general survivorship effects: con-
trolling for whether a town was mentioned in the Ain-
i-Akbari or other medieval sources does not affect the
results, and towns with (often crowded and poor) me-

dieval precincts actually appear somewhat more prone
to violence on average.

Other useful medieval comparison groups include
towns where the Mughals established mints to mon-
etize wealth—as the theoretical framework suggests,
these towns, despite being historically wealthy, ar-
guably provided incentives for interethnic competition
between Hindus and Muslims rather than complemen-
tarity. Indeed, mint towns appear close to twice as riot
prone. Likewise, towns on inland trade routes, where
Hindus could locally replicate Muslim networks via
relays, also show increased probabilities of subsequent
ethnic violence. Thus, rather than historical trade per
se, it appears that it is the exogenous and nonrepli-
cable interethnic complementarities present in me-
dieval overseas ports that have lasting effects on ethnic
tolerance.32

32 Bayly (1985) and Prior (1993) argue that pre-Independence reli-
gious violence tended to occur when major (Shia) Muslim festival
processions—Urs and Muharram—tended to coincide with Hindu
festivals. Since both religions follow the lunar calendar, these
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Trade, Institutions and Ethnic Tolerance

Jha’s basic theory was that the right economic
conditions could create peaceful, productive cities with
multiple groups coexisting

Furthermore, that peaceful coexistence could persist
even after the initial conditions disappear

The Muslim oceanic trading network of the Middle Ages
(fueled in part by the ceremony of pilgrimage) created
these conditions

Medieval ports were five times less prone to
Hindu-Muslim riots between 1850 and 1960 (two
centuries after Europeans disrupted Muslim overseas
trade dominance)

Medieval ports remained half as prone to Hindu-Muslim
riots between 1950 and 1995
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Trade, Institutions and Ethnic Tolerance

Evidence from surveys suggest greater trust today for
Muslims in medieval port towns than non-port towns

This evidence is actually based on attitudes toward the
polio vaccine

Medieval port residents today are more likely to be
members of business groups and trade unions and join
credit and savings groups

Lots of parallels to the institutions papers we’ve studied
(think about the Hapsburg Empire work)

Let’s take a second to think about these trust measure
in a US context with Alsan and Wanamaker (2017)

J. Parman (College of William & Mary) Institutions and Development, Spring 2019 April 8, 2019 10 / 29



Trust and Institutionalized Discrimination

A Pakistani policeman guards a team of polio vaccinators during an
immunization drive in Karachi on January 22. Officials have stepped up

protection in the wake of the January 18 attack. Rizwan
Tabassum/AFP/Getty Images (2018)
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Trust and Institutionalized Discrimination
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Trust and Institutionalized Discrimination

Published: July 26, 1972
Copyright © The New York Times

J. Parman (College of William & Mary) Institutions and Development, Spring 2019 April 8, 2019 13 / 29



Trust and Institutionalized Discrimination

Tuskegee syphilis experiment subject blood draw, 1953
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Trust and Institutionalized Discrimination
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Trust and Institutionalized Discrimination
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Religion, Religious Institutions and Economics

Alsan and Wanamaker’s work demonstrates that the
same processes we’ve been discussing in other cultures
and other eras are at work within the US as well

They also point us to another important issue for this
class, individual behaviors that are shaped by
institutions

As we transition into our final section on religious
institutions, we’re going to start thinking more about
how individual behaviors and decision-making depend
on institutions

We’ll start looking at individual outcomes in addition to
the more aggregate outcomes we’ve focused on to date
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Religion, Religious Institutions and Economic

As a bit of motivation, let’s start out with another class
experiment

Unlike our Golden Balls experiment, we’re not going to
look at strategy or trust of others

Instead, we’re going to look at something even more
fundamental, individual preferences

In particular, we’ll think about heterogeneity in risk
preferences across different groups

It turns out that this is one area where religious
institutions have a very particular link to economic
behavior
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Measuring Risk Aversion

We’re going to go through a few poll questions to
measure differences in risk aversion across groups

These questions are pretty standard in the risk
literature, you’re choosing between a sure thing A
versus a lottery with payouts B and C where B < A
and C > B

More risk-averse people will tend to take the sure thing,
more risk-loving people will tend to take the lottery

Let’s give it a go...
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Measuring Risk Aversion

We can’t really trust your answers without real money
on the line, so let’s put real money on the line

I’m looking for six volunteers, each will come up and
make a decision between a sure thing and a lottery

We’ll roll a die to see which of the six participants
actually gets the real thing

If that participant chose the lottery, we’ll then have a
live dice roll to see what happens

If you want to participate, click on an element on the
periodic table (remember your element)

If you don’t want to participate, click on the white
space around the periodic table
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Measuring Risk Aversion

The sure payoff will be $10

The lottery will be the following:

If you roll doubles, you get $50
If you don’t you get $n where n is your contestant
number
Expected payoff ranges from $9.17 (n = 1) to $13.33
(n = 6)

Everybody makes their decision and then we roll a die
to see who actually plays (die number equals n)
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COLL 300 Visitors

Our last COLL 300 visitor will be Setsuko Thurlow,
April 10th at 5pm in the Sadler Center Commonwealth
Auditorium

The response paper essay prompt will be posted tonight
under ‘Assignments’

The response paper will be due Monday at 5pm but I
strongly encourage getting it written while the event is
fresh in your mind
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Academic Festival Project

Academic Festival projects are due April 17th

Don’t forget that at least one rule modification and two
action cards must relate to ceremony

For the action cards, keep in mind that the text of the
card will be printed on something business-card size

Rules can be submitted as a complete set of rules or as
a set of modifications that explain where to insert each
modification in the existing rules
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Academic Festival Project

Group presentations will be during the Monday and
Wednesday lectures in the last week of classes

Each group will have five minutes to talk about their
favorite rule changes and action cards

Not everyone in the group needs to present

You should use slides, send them to me at least a day
before your presentation
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Risk Aversion and Religion
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Risk Aversion and Religion

These choices between a sure payout and a bigger,
riskier payout are the same as those used in “Risk
Aversion and Religion” by Noussair, Trautmann, van de
Kuilen and Vellekoop (2013)

They set out to see how and why risk aversion may
differ across different religious groups

They asked survey respondents to choose between a
variety of different lotteries and sure payoffs

They then looked at how the revealed risk attitudes
varied by religious affiliation and religiosity

How are they measuring religiosity?
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Risk Aversion and Religion

One way is with a question about the degree of belief in
God

Responses were on a scale of 1 (“I do not believe in
God”) to 6 (“I believe without any doubt in God”)

Another way was a series of seven questions about
specific beliefs, things like “Do you believe in life after
death?”

The religiosity variable in this case counted the number
of affirmative responses

So what do they find?
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Risk Aversion and Religion
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Risk Aversion, Religion and Development

So Noussair et al. find a positive correlation between
risk aversion and religiosity

They have some suggestive evidence that this is not
about beliefs themselves but rather about the social
aspects of church membership

In that sense, it is very much about the institutions
surrounding religion

Why does this matter for economic development?
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Risk Aversion, Religion and Development

Risk aversion is related to savings behavior, healthcare
decisions and health policies, valuation of life, insurance
decisions, etc.

All of these relate to decisions that will impact
economic development

This creates the potential for religion to impact
economic development through individual
decision-making and support for different types of
economic and social policies

For the remaining lectures, we will be thinking about
the impacts of religion and religious institutions at the
micro and macro levels
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Quiz Time
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Quiz Time

Time for our fifth quiz

Before you open it, a couple of instructions/suggestions

The quiz is located in Course Files → Quizzes → Quiz
5 (4-10-19)

It has eight questions, for each choose the single best
answer

You have 15 minutes to complete the quiz

You may use scratch paper but no other resources

Answers and explanations will be posted tomorrow

Remember that I expect the typical student to get
roughly 6 out of 8 correct

Good luck!
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Announcements

Get your response papers for the Setsuko Thurlow talk
finished by Monday at 5pm (submit on Blackboard)

Academic Festival projects due by Wednesday at 5pm
(submit by email)

Feel free to email me any questions or stop by office
hours on Monday

The Academic Festival itself will be in Sadler on 4/24
from 5pm to 7pm

Plan to have two to three group members at your table
at any given time, the others can wander through the
rest of the festival

J. Parman (College of William & Mary) Institutions and Development, Spring 2019 April 12, 2019 1 / 34



Announcements

Here’s the game plan for the last two weeks

Next week, we’ll be talking religion and economics all
week (no required readings beyond the Iyer article)

Group presentations will be on Monday and Wednesday
of the last week (4/22 and 4/24)

Quiz #6 will be at the end of class on Wednesday of
the last week (4/24)

It will cover all of the religion and economics lectures,
starting with the 4/8 lecture

Last day of classes will be a review for the final
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Religion and Economic Attitudes

Let’s start by taking a look at a broader range of
economic attitudes than just risk aversion

We’ll briefly look at “People’s opium? Religion and
economic attitudes” by Guiso, Sapienza and Zingales

They are going to use the World Values Surveys to look
at religious beliefs and economic attitudes controlling
for country-fixed effects

First, what’s in the survey?
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Religion and Economic Attitudes

The World Values Surveys cover 66 countries from 1981
to 1997

They ask about religious affiliation, intensity of beliefs
(frequency of attending religious services) and whether
the person was raised religiously

For economic attitudes, the authors focus on people’s
attitudes toward: cooperation, women, government,
legal rules, fairness of the market economy, and
thriftiness

As an example, they measure attitudes toward legal
norms with questions on willingness to cheat on taxes,
avoid a fare on public transportation and pay bribes
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Religion and Economic Attitudes
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Religion and Economic Attitudes

So religiosity seems to be correlated with a whole host
of economic attitudes

This suggests that religious institutions could strongly
affect economic development

But is this really evidence of a causal relationship?

Let’s think about where we might have some
econometric issues here
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Religion and Economic Attitudes
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Religion and Economic Attitudes

Guiso, Sapienza and Zingales are taking care of
systematic differences across countries, but is this
enough?

It doesn’t take care of unobserved differences within
countries correlated with religious denomination or
religiosity as well as economic attitudes

Their regressions may be picking up the effects of these
unobserved characteristics, not religion itself

Up next we’ll think about whether we can find a natural
experiment giving us exogenous variation in religion
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Religion and Economic Attitudes

Max Weber, 1894
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Religion and Economic Attitudes

Both as ruling and ruled strata and both as a
majority and minority, Protestants ... have
demonstrated a specific tendency toward economic
rationalism. – Weber, The Protestant Ethic and
the Spirit of Capitalism, Chapter I
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Religion and Economic Attitudes

This striving becomes understood completely as an
end in itself - to such an extent that it appears as
fully outside the normal course of affairs and
simply irrational, at least when viewed from the
perspective of the ”happiness” or ”utility” of the
single individual. Here, people are oriented to
acquisition as the purpose of life; acquisition is no
longer viewed as a means to the end of satisfying
the substantive needs of life. Those people in
possession of spontaneous, fun-loving dispositions
experience this situation as an absolutely
meaningless reversal of a ”natural” condition (as
we would say today). – Weber, The Protestant
Ethic and the Spirit of Capitalism, Chapter II
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Religion and Economic Attitudes

Weber’s conception of the Protestant work ethic may
have received more attention from economists than any
other aspect of religion

We’ve had over a century of scholars trying to provide
empirical evidence to support or refute Weber’s thesis

However, it is very, very hard to avoid issues of
endogeneity

A paper by Basten and Betz, “Beyond Work Ethic:
Religion, Individual, and Political Preferences,” provides
a clever approach
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Religion and Economic Attitudes

Basten and Betz are going to look at a specific part of
Switzerland where there was an abrupt switch from
Catholicism to Reformed Protestantism

However, the neighboring area did not switch

Basten and Betz are going to claim that this switch to
Protestantism was rather exogenous, giving us a
reasonable natural experiment to test Weber’s
hypothesis
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Religion and Economic Attitudes
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Religion and Economic Attitudes

The Siege of Neuss during the Burdundian Wars, Konrad Pfettisheim
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Religion and Economic Attitudes

Swiss Federal Statistics Office, Popular Votes
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Announcements

Get your response papers for the Setsuko Thurlow talk
finished by today at 5pm (submit on Blackboard)

Academic Festival projects due by Wednesday at 5pm
(submit by email)

Feel free to email me any questions or stop by office
hours today

The Academic Festival itself will be in Sadler on 4/24
from 5pm to 7pm

Plan to have two to three group members at your table
at any given time, the others can wander through the
rest of the festival
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Announcements

Group presentations will be next Monday and
Wednesday (4/22 and 4/24)

Each presentation will be 4 minutes (with one minute
built in for transitions)

Sign your group up for one and only one slot here:

https://doodle.com/poll/r5vr7hxmzam3ueun

Send slides to me ahead of time by email (Powerpoint,
Google Slides, or pdf), no video/audio/crazy transitions
just to ensure compatibility
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Announcements

Quiz #6 will be at the end of class on Wednesday of
the last week (4/24)

It will cover all of the religion and economics lectures,
starting with the 4/8 lecture

There are no required readings for the quiz

Last day of classes will be a review for the final
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Religion and Economic Attitudes

The Siege of Neuss during the Burgundian Wars, Konrad Pfettisheim
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Religion and Economic Attitudes

Swiss Federal Statistics Office, Popular Votes
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Religion and Economic Attitudes

So here we have two adjacent regions that are quite
similar but end up having different religions because of
somewhat-random historical reasons

Basten and Betz can then see whether attitudes differ
between these two regions as a test of Weber’s
hypothesis

More specifically, they are going to look at
municipalities within 5km of a border point (a spot
where a road intersects the border between the cantons)

They want to see if votes on various referenda differ
across these municipalities
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Religion and Economic Attitudes

Examples of leisure referenda:

Prolong the length of legally required vacation (e.g.,
FSO 329)

Lower the official retirement age (e.g., FSO 352)

Cut weekly working time (e.g., FSO 354)
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Religion and Economic Attitudes

Examples of redistribution referenda:

Expanding old age and disability insurance (e.g., FSO
423)

Cutting unemployment benefits (e.g., FSO 438)

Introducing a capital gains tax (e.g., FSO 484)
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Religion and Economic Attitudes

Examples of market intervention referenda:

Price regulation in general (e.g., FSO 307)

Price regulation in the market for renting (e.g., FSO
342)

Price regulation in agricultural markets (e.g., FSO 418)
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Religion and Economic Attitudes

So Basten and Betz are finding systematic differences in
the revealed economic attitudes of Protestants and
Catholics

Reformed Protestantism reduces referenda voting for
leisure by 14 percentage points, redistribution by 5
percentage points and government intervention by 7
percentage points relative to Catholicism

Basten and Best also show that this translates into
greater mean income over 1980 to 2000 and greater
income inequality in 1996
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Religion and Economic Attitudes

Basten and Betz’s identification relies to a certain
extent on having state (or canton) religions

Their somewhat exogenous variation comes from
dividing up territory in peace agreements, one ruler
deciding to go Protestant and the other not, and then
the resulting affiliations being held canton-wide

Does this seem like a good, exogenous source of
variation in religion?

Are there complications by having the existence of a
state religion rather than individuals choice regarding
religious affiliation?
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Religion and Economic Attitudes

Let’s take a slightly different approach to looking at
where people opted in to the Reformation

Instead of thinking about the role of the state, we are
going to look at the role of technology

In particular, let’s look at Rubin’s “Printing and
Protestants: An Empirical Test of the Role of Printing
in the Reformation”

Rubin is going to link the geography of the Reformation
to the geography of the printing press
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A Brief History of Printing

Frontispiece of the Diamond Sutra from Tang-dynasty China, 868 AD
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A Brief History of Printing

Example of a woodblock for textile printing
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A Brief History of Printing

Revolving typecase for wooden type, Wang Zhen, 1313
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A Brief History of Printing

Moveable metal type during the Joseon dynasty in Korea
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A Brief History of Printing

Johannes Gutenberg, 1400-1468, Mainz
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A Brief History of Printing

The Gutenberg Bible, 1455, Mainz

J. Parman (College of William & Mary) Institutions and Development, Spring 2019 April 15, 2019 26 / 32



Printing and Reformation

So by the 1450s, Europe has moveable metal type
printing technology

Why will this matter for Protestantism?

Printing broadsides and pamphlets became a key way of
communicating Reformation ideas

This directly increased the supply and circulation of
Reformation ideas

There are demand-side arguments as well suggesting
that print culture transformed cities and gave the
bourgeoisie and middle classes greater social importance
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Announcements

Thank you for the response papers, I am hoping to have
them graded over the weekend

Academic Festival projects due by today at 5pm
(submit by email)

The Academic Festival itself will be in Sadler on 4/24
from 5pm to 7pm

Plan to have two to three group members at your table
at any given time, the others can wander through the
rest of the festival
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Announcements

Group presentations will be next Monday and
Wednesday (4/22 and 4/24)

Each presentation will be 4 minutes (with one minute
built in for transitions)

If you haven’t already, sign your group up for one and
only one slot here:

https://doodle.com/poll/r5vr7hxmzam3ueun

Send slides to me ahead of time by email (Powerpoint,
Google Slides, or pdf), no video/audio/crazy transitions
just to ensure compatibility
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Announcements

Quiz #6 will be at the end of class on Wednesday of
the last week (4/24)

It will cover all of the religion and economics lectures,
starting with the 4/8 lecture

There are no required readings for the quiz

Last day of classes will be a review for the final
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Printing and Reformation

So Basten and Betz give us pretty compelling evidence
that economic attitudes differ across religions,
particularly the divergence in religious beliefs ushered in
during the Reformation

Rubin offers evidence that these changes in beliefs
weren’t simply decisions of the state or other leaders,
rather exogenous shocks like the introduction of the
printing press could drive the changes

This same technological change also drives city growth,
hinting at more potential economic effects of the
Reformation
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Religious Restrictions on Economic Activity

Let’s move from thinking about religion influencing
economic attitudes to religion directly regulating
economic activity

This is another big area of research, particularly in
economic history

One question in the literature is whether differences
between Christianity and Islam in the approach to
commerce can account for differences in economic
development

We’ll look at two articles thinking about this,
“Institutions, the Rise of Commerce and the Persistence
of Laws: Interest Restrictions in Islam and Christianity”
by Rubin and “The Islamic Commercial Crisis:
Institutional Roots of Economic Underdevelopment in
the Middle East” by Kuran
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Religious Restrictions on Economic Activity

Usury laws are fairly common today, intended to protect
borrowers from unscrupulous lenders

It is also a topic that appears across a wide range of
religious texts, including Jewish, Islamic and Christian
texts

Typically, usury is considered immoral; you are taking
advantage of another’s misfortune

A big difference with modern statutes is that at some
points in history, some religions considered any interest
immoral

Think about what this does for economic development
(or even just for getting student loans)
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Announcements

Response papers are being graded, I hope to finish
grading this weekend

The Print Shop is hard at work on your Academic
Festival cards (all the websites are set up)

The Academic Festival itself will be in Sadler on 4/24
from 5pm to 7pm

Plan to have two to three group members at your table
at any given time, the others can wander through the
rest of the festival
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Announcements

Group presentations will be Monday and Wednesday
(4/22 and 4/24)

Each presentation will be 4 minutes (with one minute
built in for transitions)

If you haven’t already, sign your group up for one and
only one slot here:

https://doodle.com/poll/r5vr7hxmzam3ueun

Send slides to me by Sunday night by email
(Powerpoint, Google Slides, or pdf), no
video/audio/crazy transitions just to ensure
compatibility
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Announcements

Quiz #6 will be at the end of class on Wednesday of
the last week (4/24)

It will cover all of the religion and economics lectures,
starting with the 4/8 lecture and ending with today’s
lecture

There are no required readings for the quiz

Last day of classes will be a review for the final
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Interest Restrictions in Western Christianity

The Church bans taking interest in the fourth century
CE, it becomes official with Canon 17 of the first
Ecumenical Council in 325

The Church maintains the interest ban at the Second,
Third and Fourth Lateran Councils (1139, 1179, 1215)

Usurers were ineligible to hold public office, honours or
testify in court; they could be expelled, prevented from
renting property, and have their wills invalidated

However, in the thirteenth century, secular authorities
start permitting moderate interest

More and more types of loans become acceptable and
the religious stance against interest softens

At Lateran V (1512-1517) the Church officially
sanctioned the monte di pietà, the pious pawn bank
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Interest Restrictions in Islam

Prohibition of interest has always been a part of Islamic
doctrine

Unlike Western Christianity, this prohibition has never
disappeared

Does this mean that loans were never made in the
Islamic world?

Not really, there were often hiyal, devices that
facilitated the evasions of interest bans

One example, the mukhātara, the double sale

J. Parman (College of William & Mary) Institutions and Development, Spring 2019 April 19, 2019 8 / 22



Interest Restrictions in Islam

The art of the double sale:

I want to borrow $100 from you and pay you back in a
week

You want to charge me 10% interest

I sell you a trinket for $100, you pay me in cash

You then immediately sell me the trinket back for $110

I’ll give you the $110 next week
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Interest Restrictions and Economic Development

So with things like the double sale, do interest
restrictions matter?

Probably, making business transactions convoluted is
likely inefficient

Having to do things somewhat outside the rules also
makes it hard to scale up business dealings to involve
more people and bigger deals

It also potentially makes it harder to enforce various
contracts if they are built around evading formal rules
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Other Limitations on Commerce

Kuran (2003) points to even bigger restrictions on
commerce under Islamic rules

These other restrictions can’t be solved by something as
simple as a double sale

In particular, Kuran is going to focus on rules
surrounding inheritances and business partnerships

The main issue is that Islamic law did not incorporate
the concept of the corporation
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Other Limitations on Commerce

Articles of Incorporation of a Virginia Nonstock Corporation
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Limitations on Commerce

Kumar’s characterization of potentially useful aspects of
business partnerships under Islamic law:

Family enterprises or partnerships, not corporations

Single-venture partnerships (mudāraba), say between a
sedentary investor and a merchant

Financing could be done by one or both partners

Partners negotiate how profits will be split in advance

Merchant was not liable for losses unless he contributed
to initial investment

All kinds of profit-sharing and restrictions on the
merchant’s mandate were possible
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Limitations on Commerce

These all sound like good things for promoting
commerce

Kuran notes the similarities to partnership rules in the
maritime cities of Italy (commenda) which have similar
features intended to promote commercial activity

He contrasts the mudāraba with the ‘isqa, a contractual
form found in the Talmud

The ‘isqa required equality between investor and
merchant in terms of either profit shares or liability

Here we see fairness potentially clashing with efficiency,
with different religions taking different approaches that
will impact economic development (see also
Abramitzky’s research on the kibbutz)
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Limitations on Commerce

So if these Islamic partnership rules are designed to
facilitate productive partnerships between investors and
merchants, where is the problem?

As Kuran notes, it gets back the idea of the corporation

Obligations almost always fell on individual partners,
not the partnership as a whole

Even more problematic, Islamic partnership ended with
the death of any one member

Think about what this would mean for a large, modern
day corporation or for entering any long-term contracts
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Limitations on Commerce

Wellington R. Burt, 1831-1919, and his Golden Egg
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Limitations on Commerce

One more feature of Islamic law Kuran points to is the
inheritance system

Islamic law restricted the way you could distribute your
estate, limiting the individual’s testamentary privileges
to one-third of his or her estate, reserving the rest for
family

On the positive side, scholars note that this has tended
to equalize the distribution of wealth and reduce
intrafamily tension

But it also makes it difficult to make increasingly large
business ventures if wealth must be divided with each
death

Once again, the lack of the corporation constrains the
development of large-scale commercial enterprise
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Institutional and Economic Divergence

So the disappearance of interest bans in Western
Christianity and their continued presence in Islam may
have conferred an economic advantage to Western
Europe

But if both started with bans, why did they follow
different paths? What’s causing what here?

Likewise, the development of the corporation facilitated
economic growth in Europe

But the incentives to develop the corporation would
have been similar in the Islamic world

Why did the concept of the corporation not take hold?
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Institutional and Economic Divergence

Rubin thinks the answer is in part about where political
authorities derived their legitimacy from

He argues that early Islamic political authorities were
more dependent on religious authorities for legitimacy
than European political authorities

Europe benefited from a feedback mechanism in which
the rise of commerce led to a relaxation of interest
restrictions and diminished the Church’s ability to
legitimize political authorities

This ultimately led to more commercially beneficial
rules and regulations in Europe
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Institutional and Economic Divergence

Kuran focuses on a slightly different feedback
mechanism

The more durable partnerships in Europe and the
possibility for more complicated ways to transferring
estates necessitated the development of organizational
complexity (think accounting, laws, financial
institutions, etc.)

This complexity then aided the development of bigger,
more complicated commercial ventures
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Institutional and Economic Divergence

By contrast, the Islamic rules led to ventures staying
smaller and more personal

Investors relied on personal relations more heavily,
making them less likely to develop the impersonal,
complex commercial institutions fueling modern growth

This brings us full circle, right back to the very issues
raised by North in our first weeks of class
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