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Overseas Silver, Initial Institutions,
and the Stagnation of the Orient:
A Conjecture on Why China Missed
Economic Takeoff in Late Ming Dynasty

YuyvyaN ZHANG CHENG GAO
(Chinese Academy of Social Sciences)

Abstract This paper tries to explain the great divergence between China and West Europe
through an analysis of the initial institutions when overseas silver provided a potential for changes
in both regions. Our hypothesis is that the Chinese bureaucracy did not provide enough incentives
for innovation and the high volatility of the bureaucracy put property right protection in an unsta-
ble position. Under this circumstances it was impossible for China to develop the financial market
that is necessary for long-run economic growth. A corollary to this conclusion is that the persis-
tence, scopes and direction of the impact of an unexpected outside shock on the institutional
change in a jurisdiction largely depend on its initial institutions and its sensitivity to the shock.
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