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Abstract: The shift of comparative advantage in cotton textiles from India to Britain was a key episode in the Great Divergence of living standards between Europe and Asia. We offer a new, quantitative perspective on this pivotal development, centred on the interactions between the two countries. The growth of cotton textile imports into Britain from India via the East India Company opened up new opportunities for import substitution as the new cloths, patterns and designs became increasingly fashionable. However, high silver wages in Britain as a result of high productivity in other tradable goods and services, meant that British producers of cotton textiles could not use labour-intensive Indian production methods. The growth in British labour productivity that resulted from the search for labour-saving technical progress meant that unit labour costs became lower than in India despite the much higher wages in Britain. However, the full effects of the change in comparative unit labour costs were delayed until after the Napoleonic Wars by a temporary rise in the price of raw cotton in Britain.
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I. INTRODUCTION

During the early modern period, India was the world’s main producer of cotton textiles, with a substantial export trade, which was extended to Britain on a large scale from the seventeenth century (Baines, 1835: 55-83; Robson, 1957: 1). By the early nineteenth century, however, Britain had become the world’s most important cotton textile producer, dominating world export markets, and even exporting to India (Ellison, 1886: 57-70; Robson, 1957: 1-3). This dramatic shift of comparative advantage during the Industrial Revolution was surely one of the key episodes in the Great Divergence of living standards between Europe and Asia. However, the literature on the British cotton industry has traditionally focused on domestic production issues, and has had relatively little to say about interactions between India and Britain (Ellison, 1886: 14-70, Landes, 1969: 82-88; Rose, 2000: 22-37).
 To the extent that a comparative perspective has been taken at all, it has been conventional to compare Britain with other European countries or the United States (Landes, 1969: 159-169; Rose, 2000: 37-56).

The shift of comparative advantage is analysed here in terms of unit labour costs, and emphasising the interactions between Britain and India. The growth of cotton textile imports into Britain via the East India Company from the seventeenth century opened up new opportunities for British manufacturers via a strategy of import substitution and re-export substitution, as the new cloths, patterns and designs became increasingly fashionable (de Vries, 1993; Berg, 2002; Inikori, 2002: 428). However, high silver wages in Britain as a result of high productivity in other tradable goods and services, meant that British manufacturers could not use labour-intensive Indian production methods. Broadberry and Gupta (2003) show that an unskilled labourer in India earned little more than 20 per cent of the English unskilled wage as early as 1600, when Indian wages are converted to pounds sterling at the prevailing exchange rate. Low Indian wages acted as a spur to labour-saving technical progress in the British cotton textile industry. As British productivity increased, a point was reached where Britain’s higher wages were more than offset so that unit labour costs were lower in Britain and the shift in comparative advantage occurred. However, the shift was delayed in international markets during the late eighteenth and early nineteenth centuries by a war-induced increase in the price of raw cotton in Britain (Mitchell, 1988: 759-760). The shift in comparative advantage in the Indian market was delayed further by transport costs, which continued to give Indian producers an advantage in their home market until the 1860s (Ellison, 1886: 63; Twomey, 1983).


The paper proceeds as follows. In section II we set out the quantitative dimensions of the development of the industry in the two countries. We then examine comparative wages and productivity in section III, showing the shift in comparative advantage as productivity increased in Britain and stagnated in India. Section IV re-examines the issue of high wages and labour saving technical progress, while Section V concludes.

� This view is perhaps most memorably summarised by the anonymous schoolboy’s answer to a question on the Industrial Revolution which began with the phrase “About 1760 a wave of gadgets swept over England” (Ashton, 1948: 48).





