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Abstract
Among countries colonized by Europ ean p owers during the p ast 500 years,
those that were relatively rich in 1500 are now relatively p oor. We document
this reversal using data on urbanization p atterns and p op ulation density,
which, we argue, p roxy for economic p rosp erity. This reversal weighs
against a view that links economic develop ment to geograp hic factors.
Instead, we argue that the reversal reflects changes in the institutions
resulting from Europ ean colonialism. The Europ ean intervention ap p ears to
have created an “institutional reversal” among these societies, meaning
that Europ eans were more likely to introduce institutions encouraging
investment in regions that were p reviously p oor. This institutional reversal
accounts for the reversal in relative incomes. We p rovide further sup p ort for
this view by documenting that the reversal in relative incomes took p lace
during the late eighteenth and early nineteenth centuries, and resulted from
societies with good institutions taking advantage of the op p ortunity to
industrialize.
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