The Nanking Treaty System: the limits to institutional change and improved economic performance

Kent Deng

London School of Economics

Before 1840, China had a traditional economy with three inter-linked components: customary, command and market in a structural equilibrium with which the customary component dominated the economy and dictated China’s growth trajectory. China’s markets were fragmented, currencies heterogeneous, merchants weak, commercial capital investment small, and transaction costs high. China’s foreign trade was for a long time ‘silver-pulled’ by the outside world.

The opium trade changed this pattern. China’s foreign trade became ‘consumer goods-pushed’. This did not go well with the Qing state and the Opium War was fought in 1839–40 by the British to remove China’s resistance. The real victory for the West was The Treaty of Nanking (1843) which assured commercial property rights and basic market conditions for foreign traders operating in China.

During the following decades until 1894, the consequences, some un-indented,  of the treaty included (1) a new liberal ideology which identified modernization with Westernization, (2) new institutions to recognize and protect commercial property rights, (3) new agents, new networks and new investment behavior to match a new market growth, (4) lowered transaction costs for the economy to operate with, (5) new production function to fuel the new trade growth, and (6) a new consumption pattern to cash in what the new market growth delivered.

In the end, the market component outperformed the other two components of the economy, becoming stronger.
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