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Little is known about the role of capital in economic growth before the late 19th century.

This column provides the first estimates of investment and the capital stock in Britain as

far back as 1270. Although important changes did occur in the role of capital, such as the

growing importance of fixed capital relative to working capital and a substantial increase

in the investment share of GDP, growth accounting analysis shows that productivity

growth was more important than capital deepening in explaining the growth of output per

head.
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The British Industrial Revolution of the 18th century is arguably the most important

turning point in world history. The debate about the transition to ‘modern economic

growth’ that occurred during this period has recently been linked to the study of patterns

of per capita GDP over the very long run (see Bolt and van Zanden 2014 for an overview).

Building on a rich new set of data, Broadberry et al. (2015) show that Britain developed

into the most prosperous and dynamic part of Europe. However, the classic period of the

Industrial Revolution was preceded by two earlier growth spurts during the second half of

the fourteenth century and the second half of the 17th century. 

Economists and economic historians have often speculated about the role of capital in

economic growth during the rise of capitalism, but until now they have lacked the data

needed to conduct a systematic analysis of the phenomenon. For Britain, data on physical

capital accumulation have been available only from 1760 onwards (Feinstein 1978, 1988),

making it impossible to provide long run growth accounts for the first economy to achieve

modern economic growth. 

In a new paper (Broadberry and de Pleijt, 2021) we provide estimates of capital formation

and the stock of physical capital in Britain, reaching back to 1270. The gross stock of fixed

reproducible capital is estimated using the perpetual inventory method to ensure stock-

flow consistency. Building on the previous work by Feinstein (1978, 1988), we estimate

fixed capital for the three main sectors of the economy – agriculture, industry and
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services – and combine them into aggregate fixed capital. Fixed capital is then combined

with working capital (farm stocks and non-farm stocks), land and overseas assets to

provide a series of national wealth. 

This new dataset first of all allows us to chart the changing composition of national

wealth. Our findings suggest that there was a sharp decline in the share of land and a

corresponding rise in the share of domestic reproducible capital and overseas assets.

These trends partly reflect the growing importance of industry and services relative to

agriculture as well as the increased importance of reproducible capital in all sectors,

including agriculture. The growth in the share of domestic reproducible capital was driven

by the growing importance of fixed capital relative to working capital, while the growing

importance of overseas assets was a relatively late phenomenon, beginning in the 1750s. 

Second, we analyse trends in the capital-labour and capital-output ratios (see Figures 1

and 2). They move broadly in line with Kaldor’s (1963) ‘stylised facts’, with the capital-

labour ratio trending upwards but the capital-to-output ratio remaining stationary. It

should be noted, however, that these trends are dependent on the use of fixed capital.

Using reproducible capital, the capital-labour ratio was stationary until the 19th century

and the capital-to-output ratio trended downwards. 

Figure 1 Capital per head of the population, 1270–1870 (£ at constant 1700 prices)

Figure 2 Capital-to-output ratio at constant 1700 prices, 1270–1870
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Third, these new data on capital and investment are combined with estimates of per

capita GDP and labour input to assess whether economic growth came from the use of

more factor input or from the more effective use of existing inputs. Growth accounting

developed out of the work of Solow (1957), as a way of distinguishing between shifts of

and movements along the aggregate production function. Accounts are provided in both

extensive and intensive form, accounting for the growth of output and output per head,

respectively, using both fixed capital and reproducible capital. Table 1 presents the results

of the growth accounting exercise in extensive form, using fixed capital excluding

dwellings,  but the findings are similar for reproducible capital. They suggest that output

growth was driven largely by the growth of factor inputs. The one period which does not

conform to this strong dominance of factor inputs was between the 1640s and 1690s,

when TFP growth made a much larger contribution to output growth. The intensive form

accounts, depicted in Table 2, show that the growth of output per head was driven more

by the growth of efficiency (TFP growth) than by capital deepening. 

Table 1 Accounting for the growth of British GDP, 1340s to 1860s (% per annum)
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Notes: Results for fixed capital excluding dwellings. Output and capital stock data are in constant 1700 prices.

Weights for labour and capital are 0.6 and 0.4, respectively. 

Table 2 Accounting for the growth of British GDP per head, 1340s to 1860s (% per

annum)

Notes: Results for fixed capital excluding dwellings. Output and capital stock data are in constant 1700 prices.

Weights for labour and capital are 0.6 and 0.4 respectively.
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McCloskey (1981: 108), believing in the faster rates of output growth suggested by Deane

and Cole (1967), and hence in a much larger Solow residual or TFP growth, wrote

“ingenuity rather than abstention governed the industrial revolution”. To some extent,

that picture is confirmed here in the intensive form growth accounts, with capital

deepening accounting for over three-quarters of GDP per head growth between the 1690s

and the 1830s, although capital deepening then becomes more important between the

1830s and the 1860s. However, taken together with the growth accounts in extensive

form, it may be more accurate to say that abstention or thrift (savings = investment) and

industriousness (growth of labour supply) as well as ingenuity (growth of TFP) governed

the Industrial Revolution. This would also be consistent with the findings for other

countries (Juhasz et al. 2020, Prados de la Escosura et al. 2020)

Finally, we examine the changing role of investment in the economy. The investment

share of GDP increased substantially during the transition from pre-industrial to modern

economic growth, but in a much more gradual way than suggested by Rostow (1960), with

the domestic investment rate barely reaching 10% by the 1860s, when the total

investment rate including overseas investment was just 14%.
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