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About a hundred and fifty years ago, the American historian and Harvard graduate John Lothrop Motley wrote the following in the preface of his book The Rise of the Dutch Republic: 

“To all who speak the English language, the history of the great agony through which the Republic of Holland was ushered into life must have peculiar interest, for it is a portion of the records of the Anglo-Saxon race- essentially the same, whether in Friesland, England or Massachusetts.”

(Preface, VI)

“For America the spectacle is one of still deeper import. The Dutch Republic originated in the opposition of the rational elements of human nature to sacerdotal dogmatism and persecution – in the courageous resistance of historical and chartered liberty to foreign opposition. ‘To maintain,’ not to overthrow, was the device of the Washington of the sixteenth century, as its was the aim of our own hero and his great contemporaries.”

(Preface,VI)

The Dutch Republic was the genuine historical predecessor of the libertarian institutions in England and the United States of America. Before the Glorious Revolution of the seventeenth century and the American Revolution of the eighteenth century, the Anglo-Saxon race already showed its libertarian propensity in the Dutch Revolt of the sixteenth century, with its own George Washington, namely William the Silent. 

Was Motley right or wrong by drawing such robust analogies between the Dutch Republican and the American institutions? Answering this question is not the aim of my lecture, but at least it is clear that there is tradition of ‘Dutchophilia’ in American historiography and political philosophy.

Some years ago, Ms. Annette Stott published a book on the so-called ‘Holland Mania’ in America during the second half of the nineteenth century.  Stott shows that during the last decades of the nineteenth century, Americans intellectuals were eager to connect the origins of their federal republic with the legacy of the Dutch Republic.  In this way, some distance could be taken from the former colonizer while at the same time upholding its roots in older federalist and libertarian European traditions. 

My lecture is in line with this ‘Dutchophile’ tradition within American literature and political philosophy. I will try to show that the radical decentralization of the Dutch Republic did not constitute a handicap for its development – as some authors contend – but that it was an essential condition for its survival and success. 

It is true that the institutions of the Dutch Republic did not survive. Towards the end of the eighteenth century, the signs of fatigue could not be ignored anymore, and led to an internal crisis with the revolution of the Patriots and, finally, to the complete overhaul of its institutions at the gunpoint of the French revolutionary troops. After the defeat of Napoleon at Waterloo, the Netherlands became a united, relatively centralized kingdom, including also the Southern Netherlands – which are now Belgium – as this was the wish of the victors at the conference of Vienna. 

Due to these foreign interventions, we will never know whether the Dutch Republic would have been able to modernize its decentralized structure endogenously and become a counterpart of the United States on the other side of the Ocean, or whether its internal crises would have led it to adopt centralized institutions, similar to most of its European neighbors.  This would be an interesting topic for counterfactual history.  My point here, however, is that the end of the Dutch Republic does not constitute proof of the inferiority of its institutions. 

Moreover, one can point at the fate of the other European Confederacy, namely Switzerland, which was able to survive the French wave and is still flourishing, in good economic health and in full political stability.

While it is impossible to sustain the inferiority of the institutions of the Dutch Republic by pointing to the way they faded, it is possible to sustain their superiority by pointing to the tremendous success on many levels, while they were in operation. 

So, this is the central position in my lecture: the institutions of the Dutch Republic were conducive to the social well being of its citizens in a way that significantly surpassed all of its contemporary nations. 

The notion of social well being that we use here is narrower than happiness, for institutions cannot cater to happiness; at most, they address some conditions of it. 

Social well-being is, however, larger than mere economic efficiency, as it also includes feelings of inclusiveness and participation: in short, the feeling that ‘everyone counts,’ as a former U.S. President used to say. 

To sustain this link between the Dutch Republican institutions and the social performances of this country during the period in question, I will rely on some theories of current political economy, more particularly the economic theory of federalism, mainly developed by American scholars. 

Historians might eventually furrow their brows at this methodological choice and argue that the success of the application of current economic theories to – let’s say – ‘pre-Adam Smith’ societies is precarious at best.  To eradicate this source of historicist skepticism would probably consume my whole lecture. To alleviate this skepticism, the following remark may eventually suffice: The explanatory potential of economic theories does not rely on the dominance of an explicit calculating behavioral pattern. It assumes only that people are always, except in very extreme conditions, led in their behavior by basic economic intuitions such as lowest cost and highest benefit considerations, time preferences, exploitation of entrepreneurial opportunities, etc. In this respect, I like to refer to the methodological work of Ludwig von Mises, who refused to see an unbridgeable gap between common sense and scientific reasoning.  Sure, the latter is more precise in its concepts and superior in its analysis, but it does not belong to another world. If we abandon the strong assumption of the ‘homo calculans’ and retreat to the weaker assumption of the Misesian ‘acting man’, the diachronic reach of economics becomes much more defendable.

In short, we do not claim that the politicians and the citizens of the Dutch Republic had a clear economic theory in mind when they designed, maintained and reshaped their institutions. Such a claim would be ridiculous. All we argue is that the Dutch were guided by economic common sense, not only in their private choices about trade, craft and agriculture, but also in their public choice about their institutions.

My lecture is structured as follows: 

First, I will guide you around in the relative Garden of Eden the Dutch Provinces were in seventeenth and eighteenth centuries. We quickly run through some historical and statistical data on the Dutch military, demographic, social, economic, cultural and scientific performance.

Second, without plunging ourselves into legal and historical details, I will give an outline of the institutions of what could be called the ‘disunited’ or, even better, the bickering provinces.

In order to establish a causal connection between successes and institutions, I will bring in some notions on the economic theory of federalism.

In the fourth, fifth and sixth parts of my lecture, I will attempt to show the causal connection concerning three important fields of Dutch politics: first, national defense; second, dike management and land reclamation; and third, the participatory character of the Dutch ‘res publica’.

Then, only some conclusions will separate us from the reception, offered by the Erasmus committee of Harvard.

Nobody did it better.  Indeed, if you would have to make a Rawlsian choice – that means under a veil of ignorance on your personal future position – about where to live in the seventeenth century, the Dutch Republic would have been the best choice. 

In the first place, the Republic was able to shield its citizens from outsiders’ threats. Tyrants and rivals of all sorts, aiming at destroying, annexing or paralyzing this anomaly in dynastic Europe, were, militarily, knocked their head off by this bunch of fishers, shippers, traders and craftsmen. 

During the Eighty Years war, the Dutch were able to gain their independence against the superpower of the time, Habsburg Spain. Certainly, the Dutch were lucky a couple of times, for instance when Philip the Second decided to divert his troops, lead by the triumphant Farnese, Duke of Parma, in order to intervene in the French religious wars. But luck alone doesn’t last for eighty years.  The credit for many Dutch victories goes, for instance, to the military genius of Prince and Stadholder Maurice of Orange, son and successor of William the Silent.  Prince Maurice revolutionized not only the military strategy but also disciplined his troops in their behavior towards the citizenry, which he combined with decent pay.

In the Anglo-Dutch wars, the Dutch were able to safeguard their seaborne Empire against the emerging naval power, England, which had to delay its ruling of the waves for a while.

The Dutch escaped, albeit narrowly, conquest by Louis the Fourteenth in 1673, by defeating the English at sea and by checking the French troops at their last line of defense frighteningly close to Amsterdam.

Other than the military genius of Prince Maurice, who found strategic inspiration in the advices of Simon Stevin, a mathematician familiar with Roman warfare, one must mention the brilliant naval commanders such as Van Heemskerck, Piet Heyn, Maarten and Cornelis Tromp and, above all, the tactical genius Michiel Deruyter.

As we will see later, the Dutch paid a heavy price for their military shield, but they were able to maintain their independence within an international environment overwhelmingly hostile to such a bourgeois experiment.

The Dutch Republic was also able to feed and to maintain a growing population. As shown on this table, population doubled between 1500 and 1700, an evolution only paralleled by Switzerland and England. The rise of the Dutch population had a dual origin. First, the huge influx of Flemish, Walloon and French Protestants, looking for a safe haven in this Calvinist retreat.  Second, the comparatively good living conditions, such as continuous food supply and healthy urban infrastructure. The Dutch Republic was also far ahead of other countries with respect to urbanization.  In the second half of the seventeenth century, more than sixty percent of the population of Holland lived in cities and were not involved in producing the food supply. No other country had such a high urbanization rate.

If we look to the evolution of GDP the same pattern emerges: GDP tripled in the sixteenth century and doubled once again in the seventeenth century, to stagnate in the eighteenth century. More relevant than mere GDP figures are the per capita GDP figures, which show that the Dutch Republic remained the richest country of the world until 1848, when it was definitively toppled by England, which was in turn toppled by the U.S. in the beginning of the twentieth century. In all likelihood, nobody in this audience will live long enough to see the U.S. toppled by other nations such as India or China. But you never know.

Also interesting is the evolution of real wages, providing an impression on the evolution of social conditions. In the years 1575-1615, the beginning of the so-called Golden Age, the costs of living rose from 100 to 165 while real wages rose from 100 to 268, a robust improvement. After a period of regression in 1615 to 1625, real wages rose again during most of the seventeenth century. 

The Dutch Republic was not only successful in producing wealth, its institutions also provided for an, until then, unseen stream of redistribution of wealth to the poorest in society. The civic chest of Amsterdam, for instance, supported 2500 families throughout the seventeenth century, which accounts for about 10% of the city’s population. To know more about Dutch civic institutions, there is no better source than the unsurpassable, colorful depictions in Shama’s Embarassment of Riches.

And finally, I should not forget to mention the prodigious explosion of artistic, literary, intellectual and scientific activity in this tiny spot of relative tolerance the Dutch Republic was in the Europe of the seventeenth century. 

In painting, names such as Rembrandt, Hals, Vermeer, Steen, Jordaens, Beuckelaer, Ruisdael and Hobbema are on everybody’s lips. Less known due to linguistic constraints are Dutch authors such as Vondel, Hooft, Bredero, Cats and Coornhert. In philosophy we mention Spinoza, Lipsius, Pierre Bayle and also Descartes, who fled intolerant France. In science we mention Stevin, Huygens and van Leeuwenhoek, while no lawyer can be taken seriously when ignorant about the great Grotius, as brilliant in natural and international law as in Dutch law.

In the hope of convincing you of the Dutch successes, let us have look to the institutions of this tiny-but-remarkable republic. We center our description on three grand principles upon which the Dutch republican institutions were built.

Very crucial is the principle that the sovereignty of the Dutch republic resides with the Provincial States. Oldenbarnevelt and other political theorists of the early Dutch republic uphold the version that after the abjuration of Philip the Second in 1581, his sovereign power devolved back to the states of the different provinces. These sovereign provinces had, largely for defensive purposes, formed a Union in 1579, but not a new, unitary state. The Provinces were united, stayed united, although often reluctantly, but were not unified. 

The States-General was by far the most important common political body. It resided permanently in The Hague. Delegates of the seven provinces, who always made their decisions by unanimity, composed it. 

By this, the constitution of the Dutch Republic should be qualified as confederal and not as federal. The citizens within the Dutch Republic were citizens of their provinces, and even more of their city, but not of a ‘Dutch country’. There was in effect no Dutch country; there were seven countries, which had, for some common purposes, tied themselves together. As we will see further on, the States-General had no regulating power on the citizens of the provinces and nearly no taxation power. The States-General was a derivative of the sovereign powers of the provinces, but incarnated no sovereignty in itself.

The stadholders, mostly recruited from the Orange family, were all but absolute monarchs. In theory, the function had become meaningless after the abjuration of the king, as the stadholders were the deputies of the king. Nevertheless, the founding fathers of the republic, such as Oldenbarnevelt, considered it wise to maintain the function. 

First, the stadholder could act as a military leader, by which the military institutions were personified.

Second, the princely origins of the Orange family provided the republic with at least some prestige among the European dynasties. The stadholderate was a provincial function. The provincial states appointed him, mostly on the basis of an ‘instruction’, i.e. a description of his tasks. Often several provinces appointed the same person as a stadholder, usually a member of the Orange family. Holland and Zeeland always had one stadholder. Only in the period of 1747-1795 did all the provinces have the same stadholder, prince William the Fourth.

Moreover, during long periods, Holland and Zeeland had no stadholder at all. If we have to draw a historical parallel, the Roman dictator, a temporary military leader, would be the best candidate. Cincinatus, the Roman dictator who returned, after some glorious victories, back home to plough his fields.

Second, as there was no inter-provincial centralization, there was no intra-provincial centralization either. The members of the states of the provinces were not directly elected by the population, but were appointed by more local institutions such as city councils, village councils and nobility. For instance, the States of Holland, by the heavy weight of the seven provinces: they were composed of a member of the nobility, by representatives of the six large cities, and by representatives of twelve smaller cities. Also, in most cases on this level, decisions had to be taken by unanimity. As such, one can characterize the Dutch Republic as a confederation of confederations. A pyramidal structure, in which decision-making required sometimes painful and time-consuming quests for a broad consensus among local elites. 

Third, the institutions of the different provinces and cities were asymmetric. The institutions were different from province to province, often also from city to city. Each political unit had, as an example, its own constitution and its own constitutive power. If we compare, for instance, the institutions of Holland I just mentioned to those of the province of Friesland, we can observe striking differences.

The Frisian states, were, together with some Swiss cantons, probably the most democratic institutions in Ancien Regime Europe.  They were composed of representatives of four quarters, Ostergo, Westergo, Zevenwolden and the city quarter. Village councils, the so-called ‘grietenijen’, elected the representatives of the first three quarters. All farmers who had property elected the latter bodies. 

So far some general features of the Dutch Republican institutions.  Of course, much more can be said about it, and will be said when I discuss some fields of Dutch policy-making, but for the purposes of my expose, this must, provisionally, suffice.

We now move to some theoretical insights, which might allow us to understand and to evaluate the high level of decentralization of the Dutch republic. 

The economic theory of federalism deals with the question how much competence and which competences should be, given a fixed number of separate political units, allocated to a common body (the federal government, the confederal council) or allocated to the separate units (the states, the provinces, the communities). The economic theory of federalism assumes that decisions on competence-allocation involve different, identifiable and quantifiable costs and benefits, so that it is possible to fix the optimum on the centralization-decentralization-continuum. 

As benefits of decentralization (or, in the mirror, costs of centralization), the economic theory of federalism currently distinguishes the following:

· decentralization allows for a closer participation on the part of citizens in political decision-making. As participation is a value of its own (the “every one counts” feeling), decentralization increases social-well being in society

· decentralization allows for smaller units. When these units are properly delineated, their population will be more homogeneous (culturally, linguistically, religiously, etc.) and will have more homogeneous preferences, which makes common decision making and compliance of the decision easier

· decentralization implies more political units, and as a consequence, a larger variety of public goods or public goods-baskets offered to the citizenry, who can choose among them by ‘voting with their feet’; this places a competitive pressure on public providers, allowing for more efficiency

· decentralization finally allows for innovative small-scale experimentation, from which the other units can learn

As benefits of centralization (and in mirror, as costs of decentralization) the economic theory of federalism distinguishes:

· economies of scale and scope in the provision of public services: by providing a public service on a larger scale of a wider scope average costs may fall allowing for lower taxes at a same quality level

· a more efficient coping with positive and negative externalities between the political units

· positive externalities: decentralized units may act as free riders when public services generate non-excludable positive side effects. A central authority can include all the political units, deriving benefits of this service in one contributory scheme.

· negative externalities: decentralized units may export some costs of their decisions to other units. A central authority will internalize such costs and will eventually anticipate such costs with preventive measures.

To complete our theoretical tools, we also have to mention some notions in regard to the economic theory of political decision-making. The question here is, what kind of decision-making rule would be optimal for a given community: unanimous-rule, qualified majority-rule, or a simple majority rule?

On the graph, a continuum of decision making rules is plotted going from the unworkable less-than-fifty-one-majority rules, to the fifty-one, to the qualified majority rules, to, finally, unanimous rule.
Two interdependent cost-categories are relevant in this case: first, the time-decision-costs, i.e., the costs necessary for reaching a majority. These are infinite when one has different majorities below the fifty-one level, these are the lowest at fifty-one to increase by moving to unanimity. Second, the spillover costs are the costs a majority can shift to the minority. These costs can be higher than the benefits the majority draws from the decision, resulting in a decrease of total wealth of the community. These spillover costs are nil under the unanimous-rule because nobody will agree to a decision the cost of which is higher than the benefits. They’re the highest at the fifty-one rule. 

As we have seen, the Dutch republican institutions were radically decentralized. If they were more or less rational- our contention- the benefits of decentralization (participation, homogeneity, voting with the feet, experimentation) must have been very high, while the benefits of centralization (economics of scale and internalization of externalities) apparently rather low. 

Also, Dutch decision-making relied on unanimity. Apparently time-decision-costs must have been rather low when spill-over-costs were rather high.

We will illustrate this by analyzing three important fields in Dutch republican politics.

We start with national defense.  

As we have seen, the Dutch Republic has been threatened in its independence and had to fight several bitter wars with Spain, France and England. During the period of 1568 until 1713, when a rather peaceful period started, the republic was at war during 89 out of 146 years – about 60% of the time!

This enormous war effort is reflected in the state finances.

A look at the States-General annual budget of 1641, a year at war, reveals that the central public expenditures went for more than 85% to defense (land army, navy, fortifications).  To translate this expenditure to the daily life of common people, the following figures are interesting:

The tax-burden for an unskilled worker in the seventeenth century republic is estimated to be 22.8%

His expenses on food were 56.6% of his wage.

This means that an average unskilled worker had to spend about 18% of his income, or 60% of his non-food expenditures, on the defense of the Republic. Without war, without taxation for the army and navy, life would have been much more enjoyable for the average Dutch. 

The rebellious Dutch provinces apparently perceived benefits of pooling national defense because this was exactly the purpose of the Union of Utrecht in 1579. The rebellious provinces, more than seven at that time, also because parts of the Southern Netherlands were still involved, formed the union to assist each other in the struggle against their archenemy, the king of Spain. This type of Union fits with historical and economic intuition, for in most federal republics, defense is shifted to the central, federal level. However, things become more complicated when analyzing the structure of the military in the Dutch Republic and the way in which military decisions were made.

I will begin with the Dutch Navy, a force that strikes the imagination of all Dutchophiles in the world.

In fact, there was no Dutch navy, but there were five quite independent navies, led by an admiralty. There were admiralties in Amsterdam (by far the most important), Rotterdam, Enkhuizen alternating with Hoorn, Middelburg and Dokkum. All coastal provinces had a navy while Holland had two. If we add to these the navies of the East-Indian Company and the West-Indian Company, also independent, we total seven navies in this small country. The admiralties made decisions about extension or contraction of the fleet, about building, repairing and selling ships, and the admiralties levied the taxes (convoys, licenses) for the financing of the fleet. The states-general only had the power to appoint the supreme commander, the admiral general and the higher officers. Often, it had to supply the fleets with additional money through subsidies.

The same level of decentralization can be perceived in the organization and financing of the land army. Originally the Provinces had to pay their quota to the States-General, which then spent the money to finance the levying of troops.

Apparently, the Provinces did not trust the States-General in its spending and introduced a more decentralized system: the Provinces became competent to levy troops at the level set by their quota, and then offered these troops to the States General, who had the right to appoint the supreme commander, the captain-general and the higher officers. This system was not without risk, as conflicts between the provinces could extend to the military level.

For instance, in 1650, the states of Holland, arguing that the prevailing level of troops was way too high, decided unilaterally to dismiss a substantial number of its troops without the approval of the States-General. Stadholder William the Second, not pleased at all, marched to Amsterdam in order remove the rebellious city authorities. Fortunately for Amsterdam, William the Second got ill and died. For the next twenty-three years, Holland preferred not to have a stadholder anymore, as this institution was perceived as too authoritarian and too militaristic.

How can we explain this radical decentralization in the military, a decentralization that is constantly lamented by many historians of the Dutch republic. Did the Dutch ‘fail’ by not setting up a unified army, or was this system rather appropriate given the circumstances? Some economic analysis may lend support to the latter position.

National defense, most economists agree, is a public good because it provides non-excludable benefits to all citizens. One cannot defend Washington without defending New York, so in order to prevent free-ridership Washington – and here I mean the federal government – must have the power to tax New Yorkers into the defense expenditure.

This is, however, not the whole story. Even when we admit that defense can generate non-excludable benefits for the citizens, it does not follow  that the benefits for all citizens, or for all units in the federation, are the same. Suppose, for instance, that the benefits of national defense of the Dutch republic are at 55% for Holland and far less for the other provinces (which might be a quite realistic figure), an equal spreading of the costs would then constitute a huge redistribution of wealth, a redistribution which is not rooted in whatever concerns of social justice.

Through the decentralization of the financing and the organization of defense and the unanimous rule, concomitant with it, the provinces could prevent such redistributive shifts and pillaging majorities. Often, military plans involved only, or very unequally, the safety of one province or another. Through he unanimous rule and the organizational grip the provinces had on the military, provinces, which saw little or no defensive utility in these plans, could block the measure or negotiate an alternative share of the burden.

We illustrate this position by analyzing five examples:

· the financing of the fortifications, 

· the payment of the garrisons, 

· the financing of the navy, 

· the financing through the licenses, and, finally, 

· the creation of city directorates for naval protection.

Do fortifications of a city have a public good character in the relationship with other cities and the rest of the country?  It depends on the strategic location of the city. Fortifying a city, situated at a border of the country, on a mountain pass or at the mouth of a river, provides defensive benefits for the inhabitants further inland, or at the other side of the mountains, or for the cities and traders living upstream of the river. In other cases, the fortifications are mainly helpful for the inhabitants of the city itself. 

These variations in the consumption of a public good like fortifications were reflected in their financing in the Dutch Republic. The general rule was that cities bore the entire costs of the fortification. The States-General only subsidized the fortifications of the cities located in border areas, like in State Brabant, Gelderland and Overrijssel. By fortifying these cities, the advance of the invading enemy was retarded, which allowed the heartland of the Dutch Republic to take more defensive measures.

The payment of the garrisons, located within the cities, provides us with another example of a quite rational financing of this public good. Unlike fortifications, garrisons can be moved, so their financing should be less connected with the city where they were stationed. In general, the garrisons were paid from the general means provided by the provinces. Provinces were, however, allowed to make side-payments to other provinces when they deemed it necessary for their own safety to increase the number of troops stationed in the other provinces.

So for instance, the States of Holland subsidized a garrison, stationed in Harlingen-Friesland, in order to improve on safety within the Zuyderzee, an important naval throughway and fishing ground.

The States of Groningen and Friesland shared the costs of two important garrisons, stationed in Bourtange and Bellingwolde. Both garrisons were located in Groningen but Friesland, more situated to the West, had defensive interest in upholding the strength of these garrisons.

And what about the navy? Did it provide non-excludable benefits to the whole country?

The primary task of the navy was the protection of the merchant vessels of the Dutch traders. Spain in particular relentlessly attacked Dutch merchant vessels with regular ships, but also by commissioned pirates, located at Dunkirk.

The navy also had, however, a more general strategic importance. It could prevent seaborne invasions by enemy troops. For instance, by defeating the English fleet in 1673 off Texel, Michiel Deruyter could prevent the landing of a British expeditionary force. The French being already in Utrecht, the Republic would have been pulverized if the British had been able to set foot on the Dutch shores.

Also, these various defensive benefits were accounted for in the way the navy was financed.

In principle, the fleet had to be financed from convoys, licenses and prizes. The convoys were levied on the merchant vessels, protected by convoying military vessels, the so-called men-of-war. The licenses had to be paid by merchants willing to trade with the enemy. I will return later to this method of financing. 

The income derived from these sources was largely insufficient to maintain the fleets (there were seven fleets, I recall) at a necessary defensive level. At the resumption of the war with Spain in 1621 the fleets were faced with growing financial needs they were unable to cover. In the States-General, it was proposed to cover the difference with subsidies, paid by the provinces according the general quota. The inland provinces opposed this idea vigorously, as they perceived no benefit for themselves in this. After a long bickering, the States-General agreed upon the following scheme.

In general the province where the admiralty was located provided most of the subsidies. Because Amsterdam as a city benefited a lot from naval defense, it paid an extra 11% of its admiralty. The admiralties of Zeeland and Rotterdam, deemed necessary for the defense of the long North Sea coastal line, received a lot of subsidies from the other provinces. 

The outcome of these difficult negotiations, doubtless delaying the necessary investments in the fleets, nevertheless resulted in a redistribution of the financial burden, acceptable for all concerned. Decision-making on this was of course much easier in England, where King Charles the First unilaterally decided in 1627 to spread the burden of the fleet around the whole country. This decision antagonized the coastal and inland communities a lot, an antagonism perceived by some historians as an important cause of the ensuing civil war.

Licenses (‘licenten’) were levied on merchants trading with the enemy. At the beginning of the war with Spain, trade with the enemy was simply forbidden, which resulted in high rates of smuggling. Turning the vice into virtue, Zeeland had already started in the fifteen seventies with a system of licenses. Merchants who wanted to trade with the enemy had to ask for a license, for which a duty was charged. Zeeland, situated at arms length from the Spanish Netherlands, of course suffered substantially from the trade ban. In 1573, the system was copied by Holland, which generated a lavish source of income for the fleet, often twice as much as the convoys.

It is interesting, however, to draw your attention to the regional differentiation of the duties, to be paid for the licenses. As a general pattern, the duties varied with the perceived threat from the enemy: the higher the threat, the higher the duty. 

The highest rates had to be paid for trade with the enemy in the area of Breda and den Bosch, where many Spanish troops of the famous Army of Flanders were located. Second highest were the licenses for trade with mainland Spain, then for trade in the area of the Meuse, Rhine, Waal and Ijssel, then in the area of Boulogne and Calais, while they were the lowest for trade in the area of Emden, Bremen and Oldenburg, as divided and largely protestant Germany did not mean a serious threat.

This varying is rational, as trade with the enemy also involves a defense cost. The trade with the enemy could strengthen the enemy, as the traded goods could be used for military purposes, or for providing the troops with food supplies. These defense costs were reflected in the price of the license.

Suppose, for instance, that the defense cost of a license was D and the revenue the trader derived from trade with the enemy was R, then the public authorities had to charge a duty L which had to be higher than D, otherwise the license was an additional burden for the Republic. The trader would then only purchase such a license when his revenue R was higher than L, and if L was rightly assessed, also higher than D. In this case, the license generated a mutual benefit: the public authorities, which received a duty higher than the marginal defense cost, and the trader who earned the surplus of R- L. 

Finally, we mention the development of city directorates of naval protection. In the beginning of the sixteen thirties, the traders of Amsterdam and the so-called North Quarter (more or less present North Holland) suffered a lot from the war operations raging in the East See and the Sound (the strait between Sweden and Denmark.) These operations were part of the Thirty Years’ War between the Habsburgs on one side and Sweden and protestant Germany on the other side. Amsterdam first asked for more subsidies to the States-General but they were not willing to grant them. As a consequence, Amsterdam asked in 1631 to start with a city directorate that would establish an independent system of convoy protection for its ships traveling through the Sound and the East See. This was done with ships much smaller than the so-called men-of-war from the established fleets of the Navy. The naval protection was financed by a levy of 0.5% on the freight value. The appointment of the captains had to be approved by the admiral-general and all military vessels had to be registered. The system functioned quite well until it was abolished in 1650, when the war in the concerned area had ended with the treaty of Munster. 

By way of conclusion on this chapter on national defense: these five examples illustrate quite well that the very decentralized system the Dutch had in this field allowed for a rational apportioning of defense benefits and defense costs. No province or city was able to exploit its majority position in a central decision-making body and to shift costs to a minority or to appropriate for it disproportionate benefits. 

A next field of policy-making in our review is land reclamation, dike building and dike-maintenance and drainage.

In the first chapter of his book, the Embarrassment of Riches, Shama brushes for us a colorful painting of the intense relationship the Dutch have with water. This relationship is threefold: 

First, the Dutch founded a world-wide seaborne trade-empire, 

Second, the Dutch had to protect their land against floods and storms, and this not only in the coastal provinces, but also inland due to the mighty rivers, such as the Meuse, the Rhine and the Waal, always threatening to submerge the neighboring areas.

Third, large parts of the Netherlands were reclaimed from the sea. The surfaces involved are impressive. In the period 1500-1815, the period before the introduction of steam engine-power, the Dutch reclaimed about 250,000 hectares from the sea or inland lakes, thereby increasing their arable stock of land by one third. The period of 1590-1665, the so-called Golden Age, was the most intense, as half of the reclaimed land was won then.

Before analyzing the Dutch institutions on dike-building and land reclamation, let us first bring in some notions of political economy, relevant for this subject.

As is illustrated by the drawing on the top of the slide dike building often involves cooperation between concerned owners, whose lands have to be protected against flooding. 

When neighbors own land, bordering the sea or a river, like A and B on the drawing, dike building by A and B is complementary. The dike of A is worth nothing when B does not build his dike and vice versa. Both partners can play hold up and threaten not to build the dike in order to extort a side-payment from the other partner. The Nash-equilibrium, resulting from this game could be no dikes at all, which could be a sub-optimal outcome.

For C, apparently not involved in the dike-saga, the construction of the dike by A and B could yield benefits, because the dike, built by A and B could also protect his land. C could try to play free rider by not contributing to the building of the dike and yet enjoying the protection by it. A and B could threat not to build the dike in order to enforce contribution by C. Also this could result in a suboptimal equilibrium with no dike building at all. 

The digging of drainage canals, as important as dikes for the protection of low lands against flooding, involves other problems of cooperation, as shown on the lower drawing on the slide. To dig the canal A and B, the most vulnerable owners, have to ask permission to inland owners D, E, F, G, etc. As the consent of each owner is complementary, they are all in a strategic position to withhold their consent in order to extort benefits from the most concerned. Again the failure of an agreement could again lead to a suboptimal equilibrium with no drainage canal at all. 

The risks of non-cooperative behavior, connected with such situations, are often considered as market-failures and reasons to involve government intervention. A central authority will then be given the power to force people into cooperation or to tax them, by which they would be better off than in the case of voluntary non-cooperation.

Charles the fifth attempted the latter solution. In 1544 he went ahead with organizing a centralized superior body of hydraulic administration, which could order hydraulic works and tax the population for it. This initiative, however well intentioned, met immediately with fierce resistance from the local population. After the Dutch revolt the reform was given up and the Dutch continued to rely on their ancient institutions which were communal and decentralized

In the Middle Ages, dike building and repair were organized on the level of village 

communities. The local councils, the so called ‘heemraden’ appointed an officer, a 

‘schout,’ who inspected the dike and apportioned the labor dues across the concerned 

farmers (the so called ‘verhoefslaging’). The resolution of conflicts on these matters was   

one of the competences of the local council. 

Later on, as the hydraulic system required more sophistication, special drainage boards, so called ‘waterschappen,’ developed. 


As dike-building, maintenance and drainage canals became the more and the more interconnected with impacts, sometimes far extending the local level, hydraulic management bodies on the regional level developed, the so-called ‘hoogheemraadschappen’. These bodies inspected dikes and canals, stretching across the territories of the villages, apportioned the labor dues across the different concerned villages. As dike building became increasingly a matter of specialization, labor dues were gradually replaced by monetary contributions. The apportioning was often the outcome of long discussions among farmers and villages, but the result was mostly quite rational. So for instance, labor or money dues varied with the value of the land. Owners of infertile or barren lands were, for instance, exempted from any contribution because the dike-system did not affect the value of their land.  

This bottom-up-system of local and regional dike-management lasted until far in the nineteenth century. Apparently, the Dutch were able to deal with the risks of non-cooperative behavior on these matters without relying on a central regulatory and taxing authority. 

To explain this from an economic viewpoint, we have to refer to notions such as ‘tit for tat’ – strategies, repeated games and closed-knit societies. Societies like these Dutch rural villages were knit together by a multiplicity of social relationships. This allowed for the effective social sanctioning of non-cooperative behavior by retaliating with non-cooperation in other relationships. Farmers in Dutch rural villages were repeat players in many respects and had many opportunities to punish free riders or hold up-players. A centralization of these institutions and a staffing of them by outsiders, as was the intention of Charles the Fifth, would have dramatically changed the incentives of the farmers. They would have tried to minimize their contribution and to maximize their benefits by systematically cheating on labor dues or escaping the charges, over representing the need for investment as far as one’s own lands were concerned. By leaving this competence by the directly concerned, efficient provision, without much reliance on formal enforcement remained guaranteed.  

The enterprise of land reclamation involved fewer public good and cooperation problems, but required huge investments to finance these operations. The local farmers did not have and could not mobilize the capital required for large-scale operations of land reclamation. Again, we would expect the involvement of government to accomplish such huge operations, but this was not the case. Land reclamation was done by entirely private initiative, albeit in close cooperation with public authorities.

During the fourteenth and especially during the fifteenth century, a lot of land had been lost to the sea. Notorious was the Saint-Elisabeth-flood in November 1421, flooding 500 square kilometers, mainly in Holland. This is the reason why we speak about reclaiming instead of claiming land from the sea.

In the first decades of the century, spectacular land reclamation projects were developed, such as the Beemster (1607-1608), the Purmer (1622), the Wormer (1625) and the Schermer (1631). 

In these large operations, a new technology was introduced by using windmill-driven power to drain water to higher land levels. The windmills used in these ventures were different from the traditional ones as only the top of them had to be turned to the wind direction (the so-called ‘bovenkruier’). Turning a ‘bovenkruier’ required much less work than turning a traditional one. Usually, windmills up to three subsequent land levels drained the water. If Holland is a land of windmills, it is due to these picturesque ‘bovenkruiers’ and not to the traditional grain grinding mills. An engineer, Jan Adriaenszoon, earning by this the nickname ‘Leegwater’, ‘Empty Water’, developed the technique.

The land reclaiming operations were financed by moneyed city elites, investing in the project for a return in property on the reclaimed land. As the population was rising fast, they expected good prices from the crops and from the cattle, grown and raised on these newly won lands.

Land reclamation was also looked upon with a favorable eye by the political authorities of Holland. Tax revenue for the States of Holland derived mainly from property taxes (‘de verponding’), so new land meant new income.

Even when organized and financed by private initiative, the political authorities, more precisely the States of Holland, supervised land reclamation. Often, the reclaiming of land could have negative side effects as, for instance, waterways, important for naval trade, could be cut off. The investors needed a license (‘octrooi’) from the States of Holland. As most of the cities were represented in these states, land reclamation projects had to be negotiated with the concerned cities that could block the project or ask for compensation. Again, the confederate structures, based on unanimous consent, may have delayed sometimes-efficient projects, but they prevented at the same time that one community could shift costs, which might have been higher than the benefits, to another community.  
The last chapter on the Dutch republican institutions is devoted to the subject of popular participation and the way this contributed to the viability of the Republic.

In their theory on federalism, Inman and Rubinfeld contend that participation in political decision-making has a value on its own because it induces broad layers of the population to identify themselves with public institutions. It stimulates the ‘our’-feeling on institutions and limits the ‘their’-feeling on them. Such an ‘our’-feeling is easier to reach in smaller jurisdictions and in more or less homogeneous ones. 

As shown on this graph, Inman and Rubinfeld perceive at first an increase of efficiency by decentralizing institutions, but at a certain point, the gains of decentralization start to decline to become negative, due to diseconomies of scale and scope and due to increasing transaction costs, linked to positive and negative externalities. The other curve, however, indicates the benefits of higher participation, which are constantly rising the more the system is decentralized. They would be the highest under libertarian anarchism, requiring a ‘Wicksellian’ unanimous consent from each citizen for all collective decisions. This participation-variable means that the institutional optimum is situated to the right of the point where the efficiency-variable is at its highest value.

Departing from this theory, we raise the question whether the Dutch reached the optimum? An accurate answer on this is difficult to provide, but my contention is that they were much closer to it than most of their counterparts in Europe at that time.

It is true that the participatory policies of the Dutch Republic caused many difficulties in reaching sometimes-vital decisions.

There were often huge difficulties in financing the necessary defense efforts, as each province was quarreling about its contribution and about the necessity of some investments. In particular, the financing of the navy proved to be a hopeless enterprise.

There were huge difficulties in coordinating the defense efforts, again concerning the navy, as five separate fleets were involved.

The dissent between the nearly independent cities sometimes led to real mini-wars within the Dutch republic. For instance, in 1619 Rotterdam sent a couple of war-ships to Dordrecht in order to force this latter city to agree on a conflict on duties. In fact, we can barely pretend that the Republic of the United Provinces exerted a monopoly of violence on its territory and that it would fit the Weberian definition of a state. 

The high level of participation in the Netherlands, however, accounted in the first place for a high sense of civic duty across broad layers of the population.  Holland, for instance, had one of the highest tax levels in Europe, and yet there were few tax revolts. Most tax revolts in the United Provinces occurred in the poorer inland provinces such as Drenthe, where in 1612, troops had to be sent and hostages had to be taken.

The tax base of Holland was very broad, as the upper classes also had to pay their proportional share. As mentioned before, the main tax resource was property tax, by which the richer classes were taxed in proportion to their fortune. The urban upper classes were in fact proud to be able to pay so many taxes, as high taxes were seen as a sign of high wealth, commercial success and, to add a Weberian flavor, predestination by the All Mighty. 

This is in full contrast with France, for instance, where the upper classes, such as the clergy and the nobility, were exempted from taxes. To be a taxpayer in absolutist France was tantamount to be of mean, and vulgar origin, to be a ‘roturier’.

To quote an eyewitness: sir George Downing, the English ambassador in Holland in the first half of the seventeenth century, reported:

“…it’s strange to see with what readiness this people do consent to extraordinary taxes, although ordinary taxes be yet as great as they were during the war with Spain….”

Secondly, even with this high participatory system, providing numerous instances with a veto power, the necessary decisions were made when the republic was in real trouble. A few examples may illustrate this.

In 1625, the pirates commissioned by Spain and safely entrenched in Dunkirk, had become a real threat to the fishing fleet of the Dutch. In one year they destroyed 84 fishing vessels. After fierce discussion, an agreement within the States General was reached to substantially increase the number of military vessels to protect the fishing fleet, as shown on the graph, indicating the number of military vessels.

When war resumed in 1621 after the twelve years’ truce, a substantial expansion of the number of troops was necessary. As shown on the graph plotting the strength of the Dutch land army, the number of troops was indeed increased, and rose from 32,000 soldiers to 55,000, to be increased with the continuation of the war up to 75,000. After the Peace of Munster, the number of troops was more than halved.

The figures on the troops and on the military vessels show that the Dutch republic did not develop a military-industrial complex, expanding military expenditures on its own logic. The Dutch expenditures followed more or less the evolution of defensive needs, caused by exogenous international circumstances. This again has to be explained by the consensual character of the Dutch institutions.

A last remark regards the question of whether the highly decentralized Dutch institutions also reflected a pre-political heterogeneity among the population and contributed as such to the long-term stability of the system.

Several chapters in Shama’s book would lead us to believe that the Dutch Republic was built on the solid rock of a common national spirit, a belief in a common destiny, a belief of being a chosen people. Quite artificial attempts, to create a common feeling were undertaken as, for instance, relating the different provinces to the common ancestry of the Batavians, a Celtic people living in Roman era. The present Dutch historians are rather skeptical on this point. Marjolein ‘t Hart, for instance, remarks that the common patriotic feelings across the provinces were very thin, and that allegiances of citizens were first to their city or rural community, then to the provinces, and then eventually to the common republic. Johan Huizinga, the famous Dutch historian points to the circumstance that the different provinces came ‘capriciously together’ at the time of the Dutch revolt. Even concerning language, the Dutch Republic was not homogeneous, as an important province such as Friesland did not speak Dutch but Frisian, a different language.

Another example illustrating the heterogeneity of the Netherlands: the troops, raised by the provinces, were mostly recruited from foreigners, often Germans and Swiss. This was particularly the case for the troops raised by Holland, by far the most important province, as Holland was profoundly non-militaristic and mercantile in its mentality. This was, however, far less the case with the provinces Friesland and Gelderland that remained predominantly rural and perceived the military as a good opportunity for jobs of their male youngster. The troops raised by these provinces had to be recruited exclusively from their own province. 

Local particularities were certainly not typical for the Dutch Republic. Historians date the genuine break-through of a national feeling among the deep layers of the population in the nineteenth century, with the construction of railways, which made people much less dependent on their local environment. The Dutch institutions, however, reflected well these local particularities and allowed a live-and-let-live rule. This in contrast to other countries like France, where the centre was perceived as exploiting the periphery of the country.

Ladies and Gentleman, 

By way of conclusion, let me emphasize that I have no intention of claiming any sanctified status for the citizens of the Dutch republic. 

There were also dark sides on this picture. 

Among them I mention for instance:

The outbursts of Calvinist fanaticism involving the killing of the Gorcum martyrs in 1572, the persecution of the liberal Arminians at the beginning of the seventeenth century and the beheading of Johan van Oldenbarnevelt, one of the Founding fathers of the Republic, who was tried for high treason in a trial one could barely call fair.

I mention the discriminatory treatment of the catholic population of the so-called Generality lands, for whom the principle ‘No Tax without Consent’ did not apply at all and who were treated more or less as second rank citizens.

I mention the deep involvement of the Dutch in the intercontinental slave trade. It is estimated that the Dutch slept about 550,000 Africans to Suriname, Central America and the American Colonies.

I mention the ruthless exploitation of the colonies by the Dutch East- and West- Indian Companies by imposing monocultures for export, and harsh labor conditions on plantations.

In many respects, the Dutch were no exception compared to their contemporaries. As other countries, they exploited their technological and intellectual advantages to submit other peoples, to exploit them, to enslave them. In this way, they were not better than the British, the French, the Spanish, and the Portuguese.  

If the Dutch were exceptional, it was with respect to their thoroughly decentralized institutions, allowing for a liberal, and flourishing intellectual and artistic climate, for a high level of popular participation and for a thriving economy.

I finish with a remark comparing the Dutch experience with the evolution of the institutions of the European Union. 

Until the end of the twentieth century, the European Union bears some striking similarities to the United Provinces. It was founded for one precise common goal, i.e. the creation of an internal market without monopolies. It had a confederal structure and decision-making was mostly based on the unanimous consent of the members. The Union did very well in this respect and was conducive to the creation of an efficient economy, closing the gap with the economy of the United States. 

During the last decades, the European Institutions are evolving towards more centralization and a replacement of unanimous decision-making by majority decisions. Unanimity is considered as a prohibitive hurdle for further integration. Studying the Dutch experience may question this position. The Dutch maintained a stable, political and economical successful system during two hundred years while based nevertheless on unanimity. I wonder whether the European Union, once operating under majority rule, with the ensuing bitterness of members voted into minority, will last another 10 or 20 years. 

Before passing the floor to the audience for questions, let me first mention that I owe a lot, for the preparation of this lecture, to excellent researchers on the Dutch republic, such as Simon Shama, Jonathan Israel, Jan Devries, Marjolein ‘t Hart and other researchers of the ‘Centrum voor de studie van de Gouden Eeuw’ of the Amsterdam University. Without their profound research, my lecture would have been impossible.

Secondly, I would like to thank the Erasmus Committee of Harvard for giving me this wonderful opportunity to reside here in Harvard and to contribute to the knowledge and eventually the fame of these two tiny countries in the heart of Europe, Flanders and the Netherlands.

I would like to thank also Ms. Janet Hatch of the History Department for the logistical support and Mr. Adam Hardy, my assistant, for the help on the linguistics and the power point-presentation.

And finally, I have to thank you for your presence, patience and attention.

