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PREFACE
TO THE 2011 EDITION

This book, my first, was composed for the most part in 1969 and 1970
and published in 1971, exactly forty years ago. At that time, I was in my
mid-twenties and had just completed my work for the Ph.D. degree in
economics at the Johns Hopkins University. At Hopkins, I had been
trained entirely along the lines of the neoclassical synthesis that, at that
time, reigned supreme in the best U.S. universities. This approach to eco-
nomic analysis rests on a positivistic epistemological foundation: theory
serves as a source of empirically testable hypotheses and, in the event that
the data do not refute the hypotheses, as a framework for understanding
the empirical observations. This methodological understanding was not
so much taught as presumed, and students absorbed it by osmosis from
their teachers and from the articles and books their professors assigned.

The arguments presented in this book rest explicitly on such an ap-
proach. Indeed, its young author carries water for neoclassical economics
proudly, with no signs of any misgiving about the approach as such, but
only cautions about its misapplication or about unwarranted conclusions
derived from it. Even at a tender age, I had learned to be careful about the
data used in empirical tests and to take care not to claim too much for the
conclusions reached in such analysis. Yet, at that time, I entertained no
doubts—indeed, my teachers had never given me any reason for doubt—
about the correctness of this way of doing economic analysis.

Hence, the book brims with statements about theories from which
testable hypotheses may be derived and about the tests conducted to de-
termine whether the data refute the hypotheses and therefore call into
question the underlying theory, or “model.” Although the book presents
hardly any formal econometrics, much of its content represents my trans-
lation of formal econometric findings into language understandable by
readers untrained in economic theory and statistical inference.

When the book was composed, the so-called New Economic History,
or cliometrics, was riding high among academic economic historians, and
I was proud to go forth as one of the young knights doing battle in the
crusade to remake the study of economic history along more scientific
lines—to make economic history not the poor stepchild of economics, as
it had long been, but a field of applied economics fully entitled to stand
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alongside other well-established fields, such as labor economics, public
finance, and international trade. We cliometricians sought to correct the
many errors committed over the years by historians untrained in econom-
ics. Although, to be sure, many such errors cried out for correction, I later
came to see in retrospect that we were much too full of ourselves and that
we—certainly I—still had much to learn about many things.

As soon as I began my academic career, I started to learn these lessons.
In part, this self-education took the form of learning how to work as a
more skillful craftsman in the cliometric workshop. But in another part
my learning carried me on a long journey away from my initial training
in and commitment to the positivistic epistemological foundation of neo-
classical economics. Indeed, I would eventually conclude that my initial
acceptance of this approach was a mistake, and I would come to see the
methodological practice of mainstream, neoclassical analysis not as a form
of science, but as a form of scientism—a misapplication of methods suit-
able for studying material nature but unsuitable for studying human ac-
tion. My journey away from neoclassical epistemology began with my
reading of works by F.A. Hayek, which in due course led me to works by
Ludwig von Mises and other economists writing in the Austrian tradition.
Here I discovered an approach to economic analysis that I found far more
convincing than the one I had followed in the early years of my career.

So, reading through my Transformation of the American Economy after
forty years, I have the eerie feeling that despite its familiarity, it was writ-
ten by someone else. I no longer stand by the book’s methodological pro-
nouncements or by much of what it represents as “modern economic
theory.” Yet, I do not want to apologize too much. A great deal of the eco-
nomic analysis still seems sound to me; after all, in the area known as ap-
plied microeconomics, the neoclassicals and the Austrians hold similar
views in regard to their basic understanding of how many actions and
events are interrelated. And even in regard to the econometrics on which
I relied for the first fifteen or twenty years of my career, I have come to
believe that not all of my work (and others’ work along similar lines) was
for naught. I now believe, however, that inferential statistics—economet-
ric “tests of hypotheses”—have no defensible place in economics or the
other human sciences. However, if one views the econometric findings
not as a means of making inferences in testing hypotheses, but simply as
descriptive statistics, one may make valuable use of such findings in writ-
ing economic history. I urge the reader to understand the book’s presen-
tation in this light.

ROBERT HIGGS
August 2011
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74 THE RISE OF CITIES

cities of the late nineteenth century, where diffusion of technical knowl-
edge [was] highly reliant upon personal interaction, the possibilities for
invention ought to [have been] enhanced by the . . . network of inter-
personal communications and confrontations.”!* In the absence of well-
developed means of mass communication, the costs of acquiring informa-
tion depended heavily on spatial proximity. The expected search costs of
acquiring informational inputs were lower for the potential urban in-
ventor than for his rural counterpart simply because of the enormously
greater proximity of urban information carriers to one another. The
greatest handicap of rural persons was their spatial isolation from one
another. To the extent that urban people were better educated, their ad-
vantages were compounded.

Combining the assumptions about the expected revenue stream and
the expected total costs of inventing, we conclude that the expected rate
of return on inventive activity was higher in the city than in the country-
side. It is now easy to derive the testable hypothesis that, other things
being equal, an increasing linear relation existed between inventiveness—
that is, inventions per capita—and the proportion of the population in
cities.1?

A substantial body of evidence is consistent with this view of inven-
tiveness. One recent study found that among American states in the
1870-1920 period a difference of 10 percentage points in the proportion
of the population living in cities was positively associated with a difference
of 6—q patents per 100,000 population, even when the influences of manu-
facturing and regional differences were held constant.’®* Another study
found that within Connecticut, the nation’s most inventive state, ur-
banization and inventiveness were closely associated. Citizens of the
12 largest cities generally provided about three fourths of all the patented
inventions in a large random sample, and the number of inventions per

11 Allan R. Pred, The Spatial Dynamics of U. S. Urban-Industrial Growth, 18oo-
1914 (Cambridge, Mass.: M. I. T. Press, 1966), p. 96.

12 This proof requires only a little algebra. By definition, the total number of in-
ventions I is the sum of those made by urban people Iu and those made by rural
people Ir. Thus, I = Iu + Ir. Iu is proportional to the urban population Pu, and
Ir is proportional to the rural population Pr; but because of differences in the search
costs of information, and therefore in the expected rate of return on inventive activity,
the urban proportionality factor q is greater than the rural proportionality factor f.
Thus, Iu = ¢ Pu, and Ir = Pr, where o > f§ > 0. If we substitute these equations
into the definition of I and divide both sides of the equation by the total population P,
we obtain an expression for inventiveness: I/P = o Pu/P + f Pr/P. Since Pr|/P =
(x — Pu/P), it follows that I/P =f + (a — B) Pu/P, where (a — f) > o.

13 Robert Higgs, “American Inventiveness, 1870-1920,” Journal of Political Econ-
omy, LXXIX (May/June 1971).





















































































































































































































	Cover page
	Preface to 2011 Edition
	Original Preface
	Acknowledgments
	Contents
	List of Tables
	List of Figures
	Introduction
	I Making Sense of the Facts
	II Economic Growth and Transformation
	How Growth Began
	III The Rise of the Cities
	IV The Ups and Downs of the Farmer
	Growth and Inequality
	Appendix: Sources of Growth
	Bibliography
	Index



