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Fact #1: Most of the World Was Colonized by Europe

Former European Colony

FALSE

TRUE

NA
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Fact #2: Different Countries Had Different Experiences with Colonialism

Former European Colony

Belgium

France

Germany

Italy

Netherlands

Portugal

Spain

UK

NA
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Fact #3: Colonialism Altered Who and What Exists Today
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Fact #3: Colonialism Altered Who and What Exists Today

Share Descended from Colonizers

0.00 0.25 0.50 0.75
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Fact #3: Colonialism Altered Who and What Exists Today

Over 50% Non−Indigenous

FALSE TRUE NA
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What Is the Treatment? What Is the Counterfactual?

Economists refer to the thing that didn’t happen, but could have, as the counterfactual

• If I want to know the impact of X , I have to estimate outcomes if X didn’t happen

▶ The (unobserved) thing that didn’t happen is the counterfactual

• Estimating causal impacts always involves comparing treated to untreated (or more treated
to less treated), hoping they are otherwise similar or (would have been w/o treatment)

▶ Example: Nathan Nunn compared places more exposed to slave trade to less exposed places

The paradox of colonialism: no uncolonized (low-income country) comparison group

• In some cases, less colonial engagement might be worse than more engagement

• The best we can do (usually) is to compare colonial experiences (?)
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How Did Colonialism Impact Development?

1. La Porta, Lopez-de-Silanes, Shleifer, and Vishny (1998):
“Law and Finance”

2. Acemoglu, Johnson, and Robinson (2001):
“The Colonial Origins of Comparative Development: An Empirical Investigation”

3. Sokoloff and Engerman (2000):
“Institutions, Factor Endowments, and Paths of Development in the New World”
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Why Would Colonial History (Still) Matter?

Institutions: “the rules of the game in society” (North 1990)

• Formal institutions: government, laws, constitutions, etc.

• Informal institutions: cultural norms, beliefs, rules-of-thumb, etc.

• Influence incentives to invest and trade (through property rights, trust, etc.)

Institutions change slowly (“institutional inertia”)

• Many current borders reflect colonial boundaries

• Most countries did not completely replace court systems, tax codes, etc. at independence

• Cultural practices are typically passed from one generation to the next
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Legal Origins

Legal Origin

Civil Law

Common Law

Socialist System

NA
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The Legal Origins of Investor Protections

Common law (British system) vs. civil law (Roman/Napoleonic/German/Scandinavian)

• Common law is based on legal precedents, civil law on legislation and written statutes

• La Porta et al. (1998): laws protecting investors (vis-a-vis managers) and creditors are
stronger in common law countries than in civil law (esp. French system) countries

• Greater investor protections ⇒ more access to equity financing for firms (?)

Are former British colonies are wealthier than other former colonies (today)?

• If so, is it because of stronger investor protections?

Can the identity of the colonial power be used as an instrument for investor protection?

Economics 204 (Professor Jakiela) Colonialism, Slide 13



Do Legal Origins Explain Economic Development?

Former Former Former

Countries: All Colonies Colonies Colonies

(1) (2) (3) (4)

Common law -0.071 0.514∗∗ 0.184

(0.184) (0.211) (0.331)

British colony 0.536∗∗ 0.376

(0.209) (0.327)

Observations 180 96 96 96
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Settler Mortality

Log Settler Mortality

3 4 5 6 7
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Settler Mortality and Protection of Property Rights

Colonial settlers created institutions that protected (their) property rights

• Disease environment → settler mortality → extractive institutions

• Acemoglu, Johnson, and Robinson (2001) use settler mortality as an instrument for
good institutions (specifically, protection of property rights, lack of expropriation risk)

• Argue settler colonialism led to good institutions, extractive colonialism to bad institutions

Proposed causal pathway:

• ↓ settler mortality → ↑ settlers → institutions to protect settlers’ property → growth

What are the potential problems with their argument?
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Factor Endowments and Wealth Inequality

Motivating example: Jamaica vs. Canada

• Jamaica was a British colony, economy based on sugar plantations staffed by slaves

• Settler mortality in Jamaica was just above the mean/median in AJR sample of countries

• Agroecological conditions made it suitable for sugar cultivation (using slave labor)

• Jamaica was the most unequal place on Earth in 1774 (Panza et al. 2017)

Engerman and Sokoloff (1997) argue that plantation agriculture was individually profitable for
landowners, but led to the development of “bad” institutions that preserved wealth inequality

• Geography → sugar plantations → land/wealth inequality → lack of inclusive institutions

• Example: more limits on the franchise in the 1900s in former plantation economies
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Factor Endowments and Wealth Inequality

Evidence that does not support Engerman and Sokoloff’s hypothesis:

• Looking across Caribbean island economies, Nunn (2008) finds that both plantation slavery
and non-plantation slavery are associated with lower income per capita in the present

• Acemoglu, Bautista, Querubin, and Robinson (2008) find that 19th century land inequality
in Cundinamarca, Colombia, is positively correlated with school enrollment today

• Consistent with Dell and Olken (2020), who find that areas of Java where Dutch built
sugar factories, forced farmers to grow sugar are wealthier today than surrounding areas

Potential interpretations:

• Slavery is bad (for long-run development), whether or not it involves plantations

• When institutions are weak, ruling elite can lobby for public goods provision

• Dynamic effects of inequality on long-run growth/development are context-specific
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Colonialism: Natural Experiments

Three studies estimating the impacts of colonialism:

• Feyrer and Sacerdote (2009): islands

• Banerjee and Iyer (2010): land revenue systems in British India

• Donaldson (2018), Burgess and Donaldson (2012): railroads in British India
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Islands as Natural Experiments

Feyrer and Sacerdote (2009): compile data set on 81 small, tropical islands

• Colonized between 1492 (Haiti) and 1916 (Funafuti)

• Earliest colonies (particularly in the Caribbean) were dominated by sugar plantations

• Earlier colonization meant more years of imperial trade

Empirical specification: regress log income in 2000 on years as a colony

• Treat years colonized as plausibly exogenous (natural experiment)

• Control for ocean absolute latitude, land area

• Also show results using wind-related variables as instruments for discovery
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Islands as Natural Experiments
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Islands as Natural Experiments

source: Feyrer and Sacerdote (2009)
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Islands as Natural Experiments

source: Feyrer and Sacerdote (2009)
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Islands as Natural Experiments

source: Feyrer and Sacerdote (2009)
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Islands as Natural Experiments: Takeaways

An additional century as a European colony is associated with (and may have caused)
an approximately 50 percent increase in income per capita in 2000

• Effect driven by years as a colony after 1700

• Years as a Spanish or Portuguese island colony did not increase income

• Effects driven by British, French, and Dutch colonies

• Implication: in some cases, colonization was good for economic development

There are some important caveats, however:

• Generalizability: result is specific to small, island colonies

• Describes incomes of people alive today, not incomes of indigenous populations
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