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Abstract

Impersond exchange is centra to economic growth; yet, we know surprisingly little about the historical
development of indtitutions that supported it. This paper utilizes historica evidence and game theory to
present the Community Responsibility Systemn (CRS) that supported impersond exchange throughout
Europe during the late Medievd period. The CRS supported exchange that was impersond up to

one' s community affiliation despite merchants finite life-gpans, the cost and asymmetry of informetion,
and the lack of impartia legd enforcement. At its center were merchants communities which were
organizations of overlapping merchants cohorts. The behavior and expected behavior of communities
and merchants caused each community to interndize the cost of one of its members cheating in inter-
community exchange. Hence, each community was endogenoudy moativated to employ its partid
enforcement indtitution to digpense impartid justice and punish a member merchant who cheated anon-
member. A community’s reputation served as a bond that enabled a merchant to commit to honesty in
inter-community exchange despite his finite life-gpan, his partner’ sinahility to verify his pagt actions, and
the lack of impartia lega enforcement. The CRS declined during the late thirteenth century, and
ironicaly, it was the processes the CRS fostered that reduced its economic efficiency and (intra-
community) political viability. (JEL Classfication: NO, N2, C7.)
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Introduction:

This paper examines indtitutions that facilitated impersona exchange during the late medieva
Commercid Revolution. In this developmenta epoch stretching from the eeventh to the fourteenth
centuries, Mediterranean and European long-distance trade reemerged after an extended period of
decline (e.g., Pirenne 1956; Lopez 1976). In many trade centers merchants from various parts of
Europe, who seemed to have few persona and repeated relationships, entered into exchange
characterized by separation between the quid and the quo over time and space, such as credit,
contracts for future delivery, negotiable securities, and maritime insurance. The &hility to conduct
impersona exchange enhances efficiency. But what were the indtitutions, if any, that enabled such
exchange in the late medieva period? How could a creditor from one corner of Europe, for example,
trust a debtor from another corner about whom he knew little and who could avoid interacting with him
in the future to pay his debt? This paper consders the indtitutions that enabled impersona exchange
characterized by separation between the quid and the quo over time and space during the late medieva
period. It argues that understanding these indtitutions requires studying how someone could have
committed to fulfill his contractua obligations in such exchange despite hisfinite-life span, his partner’s
inability to directly verify his past conduct, and the lack of an impartid legal system with authority over
the interacting individuds.

Combining hitorica evidence and indgghts from an overlgpping generation, repeated game with
imperfect monitoring, this paper presents the indtitution that facilitated impersona exchange
characterized by separation between the quid and the quo over time and space during the late medieva
period. (Henceforth, | will refer to such exchange Smply asimpersond exchange) Thisingtitution - the
Community Respongbility System (CRS) - functioned throughout Europe - in Itdy, France, Germany,
England, and Flanders - from as early as the twelfth century.® 1t enabled large-scale impersona
exchange despite the finite-life spans of merchants without requiring thet a merchant verify his current

1 An earlier generation of scholars have noted the operation of this system (e.g., Santini 1886; Arias 1901;
Maitland and Bateson 1901; Patourel 1937; Moore 1985). By and large, these scholars did not analyze the system
and concentrated on the inter-community disputesthat it entailed. Hence they viewed it as an archaic and barbaric
system - arelic of the past that hindered, rather than advanced, trade.
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partner’ s past actions and in the absence of an impartial legal system with authority over the interacting
individuas

At the center of the CRS were communities which were on-going organizations of overlapping
merchants cohorts. The community enabled impersona exchange despite its members finite life spans
because the behavior and expected behavior of other communities and merchants induced it to
internalize the cogt of cheeting imposed by one community-member merchant on the others. Hence,
each community was endogenoudy motivated to utilize its community enforcement inditutions to
discipline a merchant member who chegated in inter-community exchange.

Thus, these community enforcement indtitutions included courts or tribunas with coercive
powers that acted, on the equilibrium path, as dispensers of impartia justice. Unlike courts-of-law,
however, their behavior neither reflected adherence to principles of justice nor incentives provided by a
third party. Instead it reflects the incentives generated by the operation of an inter-community
reputation mechanism which was possible because of, rather than despite the partidity of these
community tribunas. These tribunas concern with the ability of their merchant membersto trade in the
future induced them to dispense impartia justice. Findly, the CRS dtered the information required to
sugtain impersona exchange. On the equilibrium path, one did not have to know the past conduct of his
current partner in order to exchange, only his partner’s commund &ffiliation. The way in which inter-
community trade was organized was aimed at facilitating the transfer of this information.

The theoretica importance of on-going organizationsin inducing cooperation based on a
reputation mechanism among agents with finite lives has been noted before. (E.g., Camerer 1986,
Kreps 1990.) These, and the more empiricaly-oriented theoretical anayses of such organizations (e.g,
Taddis forthcoming), concentrated on either contract enforcement among members of the organization
or on adverse selection. The CRS, however, highlights the importance of on-going organizationsin
providing contract enforcement in bilateral exchange among members of different organizations, as well
asther rolein reducing the information required for this exchange.

During the thirteenth century, the CRS was on adecline. 1t was gradudly replaced by a system
based on Individua Legd Responghility. In Itay various city-states contracted to abolish the CRS and



replace it with individua legd contract responsibility. Why did the CRS decline? A theoretica and
higtorical examination of the trangtion away from it suggests that the this decline reflects an amplification
of the system's deficiencies brought about by the growth of trade, aswell as socia and politica
developments within and among communities. Ironicaly, it was the same processes that the CRS
fostered - processes through which trade expanded and merchants communities grew in size, number,
and economic and socid heterogeneity - that reduced the economic efficiency and the intra-community
politica viability of the CRS. Y, the communities ability to replace the CRS with an dternative
inditution based on Individua Legal Responsibility depended on their political environment. In England
and France the political systems were conducive to such atrangtion but in politicaly fragmented Itdy it
was not the case.

This paper contributes to the growing literature that combines micro-theoretic and historical
andyses to examine the historica development of indtitutions that supported market expanson during
the late medieva period. This literature focused on ingtitutions that supported long-distance trade by
fadilitating agency relaionships (Greif 1989, 1993, 1994), fogtering capita mobilization (Gonzalez de
Lara 2000), and securing property rights abroad (Greif, Milgrom, and Weingast 1994). This paper
adds to the literature by considering indtitutions that supported a different kind of transaction requiring
digtinct andytica focus. Previous works focused on how information about past conduct was
distributed because they considered contract enforcement within reatively smal groups. Contract
enforcement among large numbers of traders not personaly known to each other, could not have rested
on the transmisson of such information. Studying the CRS thus implies focusing on what information is
to be trangmitted. In the CRS, on the equilibrium path, the bulk of the information that was transmitted
was regarding community affiliation rather than past conduct. Similarly, previous works focused on
how either reputation or the use of the stat€’ s coercive power motivated behavior. Studying the CRS,
however, requires examining the integration of the two. Findly, the contractua problems associated
with finite life spans were margind to the previous analyses but centrd to the CRS?

2 A marginal aspect in Greif, et al. 1994, isthe use of coercive power within the merchants’ community in the
context of a broader reputation-based institution that motivated rulersto respect their rights. Greif (1989, 1993) noted
that inter-generational relationships among the Maghribi traders mitigated the finite horizon problem, while in Greif,
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The focus on the content of the information transmitted on the equilibrium path, the combination
of reputation and coercion, and the implications of individuas' finite life spans differentiate this sudy
from the only other one that utilized game theory to study impersond exchange during late medieva
trade. Milgrom, North and Weingast (1990) have argued that merchant tribunals at the late medieval
Champagne fairs can be analyzed as an indtitution which supported impersond exchange over time.
Their analysis concentrated on the tribund's ability to activate a multilateral reputation mechanism by
controlling information regarding past conduct, thereby highlighting the role of organizationsin facilitating
reputation mechanisms. Thisandyss, however, assumes that individuds have infinite life spans. Hence,
it falls to provide a convincing account for an inditution that facilitated impersond exchange during this
period.

The paper proceeds as follows. Section | discusses the issue of exchange characterized
separation between the quid and the quo during the late medieval period. Section Il discussesthe issue
of impersond exchange during the same period. Section I11 presents atheory of the community
respongbility sysem. Section IV utilizes the ingghts of the theoreticd andysis, aswdl asinformation
from contracts, tribunal records, charters, and roya and community regulations, to evauate the extent
to which acommunity respongibility system indeed functioned in Europe during thet time. Section V
examines, theoreticadly and higoricaly, the deficiency of the community respongbility and the attempted
trangtions to an dternative system based on individua responghility. Conclusions follow.

1 Exchange Characterized by Separation between the Quid and the Quo during the
Commercial Revolution
The higtorical records indicate that exchange characterized by a separation between the quid
and the quo over time and space was common in Western Europe during the late medieval Commercid
Revolution, perhaps for the first time since the fal of the Roman Empire. In towns, fairs, and
marketplaces, merchants provided and received credit, bought and sold through contracts for future

Milgrom, and Weingast (1994) the player who could cheat was aruler - adynasty.
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ddlivery, and insured the cargo they shipped over the sea® While we cannot quditatively measure the
efficiency contribution of such exchange reations, their contributions were arguably great. Lopez
(1976), the eminent historian of the Commerciad Revolution, has viewed credit as a necessity for the
occurrence of commercia expanson in a period with a monetary system based upon alimited supply of
precious metd. The "take-off (of the Commercid Revolution) was fueled not by amassive input of
cash, but by a closer collaboration of people usng (commercid) credit” (p. 72).

The historical records aso reflect the identity of the individuas who entered into exchange
characterized by a separation between the quid and the quo over time and space during the
Commerciad Revolution. This exchange was often conducted among people who lived near each other.
(E.g, Herman Van der Vee (1977), p. 300). It ismoreintriguing to note, however, that exchange
characterized by a separation between the quid and the quo was dso established from as early asthe
twelfth century among merchants who did not live near each other. For example, around the middle of
the century traders from Agti regularly sold Northern textiles imported from the Champagne fairs on
credit to Genoese traders (Reynolds (1929, 1930, 1931); Face (1958)). Credit arrangements among
individuals from other locdlities are frequently mentioned in Genoas higtorica records. 1n 1190, for
example, two Genoese traders, Bonifacius della Volta and Nicola Malonus, bought goods from a
Piacenzan merchant for 120 lirawith one year to pay. On the 28th of March, 1210, Rubeus de Campo
of Genoa paid a debt of one hundred marks sterling in London on behdf of Vivianus Jordanus from
Lucca’ Credit transactions among individuas from distant locdlities were not confined to Italy during
thistime. Such transactions were common in England during the twelfth and thirteenth centuries among
English merchants from different locdities and among English merchants and French, FHemish, and

German traders.®

% For adescription of these developments, see, for example, Lopez and Raymond (1955), pp. 157-238; de Roover
(1963), pp. 42-118; and Postan (1973).

4 Obertus Scriba (1190), No. 669 and see also Nos. 138, 139. Lanfranco Scriba (1952), vol. 1, No. 524: 234.

5 E.g., Calendar of the Patent Rolls Preserved in the Public Record Office. 1266-1272: 20. English Historical
Documents, val. I1: 1012-3. Postan (1973).



Smilarly, contracts for future ddlivery among individuds from distant locdities were common in
Italy, England and France. For example, in 1191 a Genoese merchant named Ugo Mdlonus bought
from a Pavian and a Roman 5 baes of fustian of Paviaat 40 pieces per bae, including 13 vermilion, 6
green, the rest brown, and contracted to buy 3 more bales at mid-Lent and another 2 at Easter. At the
Fairs of Champagne, where much of the trade between northern and southern Europe was conducted
during the twefth and the thirteenth centuries, merchants from different localities frequently entered into
contracts for future delivery.®

Contract enforceability is necessary for any exchange but enforcement is particularly important
in exchange characterized by separation between the quid and the quo. In the absence of appropriate
indtitutions, a borrower, for example, can enrich himsdf after obtaining aloan by not repaying his debt.
Expecting such behavior ex post, a borrower would not lend ex ante. Smilarly, amerchant who is
paid to ddliver goods in the future will find it optima to retain possession of these goods, implying that
the buyer would not be willing to pay ex ante. Hence, exchange characterized by separation over time
and space between the quid and the quo requires contract enforcement inditutions that enable the
transacting parties to ex ante commit to carry out their contractua obligations ex post.

What were the indtitutions that enabled such exchange during the Commercia Revolution?
How could a twefth-century borrower from Lucca, for example, commit himsdlf ex anteto repay ex
post a debt to alender from London? Did late medieva Europe develop contract enforcement
indtitutions that enabled impersona exchange? Or was exchange confined to persona exchangein
which repeated interactions or family relationships mitigated the commitment problem? Given the
avallable higtorica evidence, we cannot address this question by tracing the exchange relationships of
individua merchants over time. Hence, to examine the extent to which impersona exchange was
possible in pre-modern Europe, one has to determine whether an indtitution that enabled it functioned
then.

6 Ugo: Guglielmo Cassinese (1190-2), no. 250. With respect to England and France, see Moore (1985), and
Verlinden (1979).



In the early days of the period under consideration there was no lega system in Europe that
could have effectively supported impersona exchange among individuas from digtant locdities. Even
within ardatively wel-organized palitical unit (such as England), there was no lega system that could
provide the required enforcement.” Loca courts existed throughout Europe and they could supervise
and enforce contracts executed in the areas under their authority. They had the ability to provide
contract enforcement for exchange among individuas present in the (limited) territorid area over which
they had legd jurisdiction. Yet, theseloca courts were not, by and large, unbiased agents of a centra
legal authority. Rather, they were the embodiment of local interests and are known to have been
prgjudiced in their judgments againg foreigners. (E.g., Hanawdt1974). Similarly, late medievd
communities probably had informal contract enforcement indtitutions of the kind that often emerge
among individuads who live in close proximity. Such loca forma and informa contract enforcement
ingtitutions, however, could not govern impersona exchange characterized by separation between the
quid and the quo among individuds who lived far awvay from each other.

The absence of alega system that could have supported impersonal exchange characterized by
separation between the quid and the quo among merchants from distant locdities led to the perception,
common within economic history, that prior to the rise of the state, such exchange was not feasible.

Y &, this assertion ignores the observation that late medieva trade actualy occurred in the particular
socia context of communities. Trade was not conducted among individuals without any socia
afiliation; on the contrary, it trangpired among individuas with particular community affiligtions.

Evidence of the fact that long-distance traders were identified as members of a particular
community can be found in the many commercid contracts that survived from the late medieva period.
Since during this period last names were not yet common among non-nobles, individuas often had
surnames or nicknames indicating their profession, place of origin, particular features, etc. In contracts
related to long-distance trade it is common to find merchants whose surnames or nicknames reflect their

places of origin (Emery 1952 and Lopez 1954). Furthermore, such contracts were signed in the

" Plucknett (1949), p. 142; Ashburner (1909); Postan (1973); and the information contained in Select Cases
Concerning the Law Merchant, A.D. 1239-1633. 2: Central Courts.
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presence of witnesses whose names were registered on the contract. 1t is common to find that
merchants from one community witnessed a contract that a member of their community entered into
when they were abroad, indicating their close association.

Individual merchants were identified with particular communities and these assumed various
forms. The most common ones were a hometown, a borough, and a merchant guild. In any case, all
these communities seem to have shared the particular festure that their members (socia, economic, or
legd) relations were such that the community had the ability to impose punishment on each of them.
This ahility reflects the broader socid and lega environment of the period. The economic and socid
cods of leaving on€ s community were relively high.

Individual merchants were identified with communities that had enforcement mechanisms. Isit
theoreticaly possible that this provided the foundation for an inditution supporting the inter-community
contract enforcement required for inter-community exchange characterized by distance between the
quid and the quo? And if S0, did such an indtitution prevall in late medieva Europe? To addressthe
first question and to help address the second, the next section builds on game theory to explore the
factors condraining impersona exchange and the possible role of communities in overcoming these

condraints.

2. The Community Responsibility System: Theory

Theoreticaly, communities with partid enforcement ingtitutions with jurisdiction within alimited
territory could have supported inter-community impersond exchange. To highlight the function of the
community, the analyss begins by examining the necessary and sufficient conditions for impersond
exchange without communities or alega system. It proceeds by daborating on how communities and
thelr intraccommunity, partia enforcement mechanisms could have supported impersond exchange.
For ease of exposition, technical details are suppressed.

Congder an economy in which there are N, lenders and N borrowers who are engaged
(WLOG) in credit transactions. Such exchange, asis generally the case, is best modeled as a one-

Sded prisoners dilemmagame (Greif 2000). Each borrower can decide whether to initiate exchange



with alender (travel to trade) or not. Every borrower who initiates an exchange is matched with a
lender (N, > Ng). A lender who was matched with a borrower can decide whether to lend (afinite
amount) or not. The payoffs of aborrower who did not travel and alender who did not lend are zero.
A borrower who receives aloan can decide whether to repay it or not. Repaying yidlds the payoffs of i
> 0 to the lender and g > 0 to the borrower. Not repaying, however, yields the payoffs of | # O to the
lender and G > g to the borrower wherel + G # i + 9. The above impliesthat lending is efficient and
profitable to both parties, conditiona on the borrower paying his debt, but the borrower is better of by
not repaying than repaying.

To complete the above description of the game, we need to specify the number of periods each
lender and borrower play, the matching process, and the information available to players. Not much
should be said about the gppropriate assumption regarding the number of periods. After dl, if thereis
one thing we know for sure about medievd tradersit is thet they thair lives were finite and their
probability of (naturdly) dying increased with age. Hence, it seems correct to assumethisand that in
each period equa numbers of cohorts of borrowers and lenders die and a new one replaces them. A
borrower plays the above stage game for T -1 periods. He “retires’ and does not trade in period T.8
The time discount factor isa. To examineif individuas can enter into impersona exchange, assume for
the moment that matching is random and al information is private, thet is, alender knows who cheated
him in the past but can not tranamit thisinformation to others.

In this game, there is no sub-game perfect equilibrium with lending on the equilibrium path.® As
iswell known, the assumption of afinite life span is sufficient for thisto be the case® A borrower’s
best responsein period T-1 isto not repay implying that the lender will find it best not to lend to begin
with, and so the game unravels to the first period.

8 Works on games with overlapping generations of players are surveyed in Fudenberg and Tirole (1991) pp. 168-
72.

% Because the game is OSPD, contagious equilibria (Kandori 1992, Ellison 1994) do not exist.
10 Telser (1980) established that the equilibrium set in finite games with an uncertain date of termination is

qualitatively equivalent to the equilibrium set in infinite horizon games only if the probability of termination is non-
declining each period. Thisisclearly not the case among individuals.
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To highlight the distinct hindrance of exchange implied by the finite horizon and private
information considerations, however, consder the above game but assume that players have infinite life
gpans (and hence there is only one cohort of players). If we maintain the assumption of private
informetion, there is no sub-game perfect equilibrium (SGPE) with lending on the equilibrium path
because N, > Ny and matching is random, implying that alender who was cheated cannot impose a
cost on the cheeter by refusing to trade with him in the future. 1gnoring the possibility of such persona
retaiation reflects both theoretical and historical consderations. The focus of interest here is the ability
to conduct impersona exchange and hence we want to exclude persond retaiation. Furthermore,
higoricdly, the number of medievd traders was very large implying that the cost that one could have
imposed on another by refusing to trade with him in the future was minor.1*

If past conduct is public informetion, however, there can be a SGPE with lending on the
equilibrium path. Specificaly, it is straightforward to show thet if borrowers' identities and past actions

G&g

are common knowledge, for & $ , the following strategies congtitute such a SGNE: a borrower

choosesto travel, but repays if and only if he has never defaulted before; alender lends only to a
borrower who has never cheeted before. In this case, amultilateral reputation mechanism can support
impersond exchange.

But how could alarge group of merchants be informed about actions taken in bilatera
exchange? The technologica and strategic difficulties associated with transmitting information about
cheaters without supporting inditutions in medieva trade are rather obvious. To have thisinformation
be known would require transmitting the identity of a chester in an age prior to last names, passports,
driver’ s licences, and photographs. It would require motivating a chested lender to inform enough
other lenders about the transgression despite the high cost of information transmission in an age prior to
printing, phones, faxes, and email. And what would motivate alender to bear thiscost? If the above
game captures the essence of the Stuation, alender who was cheated would have no incentive to

inform others about transgressons.

1 In the twelfth century, there were several thousand Genoese |ong-distance traders (Krueger 1957, 1962).
Thousands of individuals crowded every major fair in England (Moore, 1985). It has been conjectured that the
merchant classin Western Europe numbered in the hundreds of thousands by 1200 (Berman, 1983).
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For a contract enforcement ingtitution to enable impersond exchange, it has to smultaneoudy
mitigate the problems of merchants' finite life spans and information asymmetries. It must endble a
borrower to commit to repay, dthough chesting is his best responsein hisold age. It hasto help a
lender verify the identity of aborrower he never met before so that a punishment can be inflicted if
necessary. And, the inditution has to provide the appropriate incentives for acquiring information and
punishing cheaters.

To see how communities can underpin an inditution that achieves the above, consder the
following dteration of the basic moddl. There are two communities®® All borrowers are members of
community B, and dl lenders are members of community L. Denote a generic lender and buyer, by A,
and Ag respectively. Because a community is composed of overlapping generations of individuds, they
exig forever. (Having afix probability that a community will cease to exist each period does not
change the results) A community is conceptudized as having two features: aterritory and an
enforcement indtitution effective within thisterritory. All lending and payment of loans are made in the
lenders territory. Denote the lenders' enforcement ingtitution LC and the borrowers' enforcement
ingtitutions BC. Before consdering the courts' action sets, consider their objective function and
payoffs.

Following the historical evidence, it seems ingppropriate to consder these courts as dispensers
of impartid jugtice. Furthermore, it aso seemsingppropriate to consider them independent decision-
makers with their own interests. With the exception of fairs (as discussed below), the structure of
courts and the incentives faced by decison-makers within them were such that they aggregeted the
interests of a community’s living members. They resembled bodies for collective decison-making
whose leading members did not gain private benefits from inter-community exchange in away that was
different from that of other members of their community. In Florence, for example, prior to
1250, initiating actions over disputesin inter-community exchange was the responsibility of the city
adminigtrator and his council. By 1325 to take such actions the city administrator had to make two

2 The analysisis robust to multiple borrowers communities but is sensitive to assuming multiple lenders’
communities. See below.
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requests to the Commune to get approva. 1n 1415 the statute detailing the rules for such actions
specifies that they were under the authority of consuls responsible for crafts and trade and no longer
under the authority of the city’s administrator. Y e, for these consulsto initiate actions in inter-
community disputes the actions had to be gpproved by two additiona bodies, the Consuls of the
Popolo and the Consuls of the Commune. (Santini 1886, 168-72.)

The socid and politica context of medievd trade was such that communities controlled their
enforcement ingtitutions. Decisions over disputes in inter-community exchange were made by a
community’ s representatives and involved many decison-makers. Accordingly, assume that a
community court’s payoff isthe sum of the payoffs of its living members, and assume away the
possibility of bribes. Thisimplicitly assumes, as abench mark case, that each community member’'s
payoff has equa weight in the court’s payoff function. As before, assume that past actions are priveate
information but they can be ex-post verified by the courts. The cost of verification for LCisC_ anditis
Cg for BC. Assume for the moment that courts' actions are publicly observable and that lenders and
borrowers' identities are known. Below | will return to examine the appropriateness of these
assumptions. It iseasest to present the players  actions and their sequences using the following time

line
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Borrowers Borrowers Cheated lenders decide

travel to L returnto B to complain or not.
Complaining costs ¢
A A A
A A A
Matching occurs. Borrowers LC can verify complaints.
Lenders decide who decide Can impound® goods of
to lend or not to pay return lg(t) ¥ Ng. Can demand
tolL. compensation x from BC
BC verifiesLC'scomplaint.

Decidesiif to imposes a punishment, f, on
asubset of borrowers and if to

pay LC O or x
A
T
L C choose whether to return
impounded goods.
Can ditribute proceeds from B

The vaue of the goods the LC impoundsis g per borrower. A borrower whose goods were
impounded bears the cost of d (damage) > 0 whether the goods are released or not. The fine that the
BC can impose on a borrower (f) and the cost for alender to complain (c) are positive. 15(t) can be
empty and has to be smaller than the number of borrowersin the lenders’ territory.

Is there a SGPE with lending on the equilibrium path? The following definitions will be helpful in
exploring thisissue. The gameisin Cooper ation State if (1) there has been no impounding without
default, (2) BC has never refused to pay compensation after default, and (3) LC has never refused to
return impounded goods after receiving compensation from BC. If ether of these conditionsfails, then

18 “Impound” (namely, to take legal or formal possession of goods to be held in custody of the law) and
“confiscation” (namely, seizure under public authority) seem appropriate here.
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thegameisin Conflict State.'* Consder the following strategies: A borrower travelsif and only if the
two communities are in cooperation state. He borrows if he is given aloan, and returnsto pay his debt.
If he defaults, he pays compensation whenever it is demanded by BC. If he ever travelsto L during
conflict and obtains aloan, he defaults. A lender lendsiif heis matched with a borrower during
cooperation, and does not lend during conflict. He complainsif and only if heis chegated.

LC never demands compensation when thereis no complaint. LC verifies every complaint only
in cooperation state, and if the complaint isvalid, it impounds the goods of borrowers present in its
territory and demands from BC compensation equd to the total cost of default, complaining, and
verifyingtothelenders(x =i -1+ c+ C)). If BC provides compensation, LC compensates the lender
who was cheated, and returns the impounded goods. |If BC does not provide compensation, LC
continues to impound goods from members of B who arein L territory. LC impounds the goods of al
borrowersin itsterritory if it ever impounded goods without complaint. BC verifies any complaint and
if the complaint is found vaid, BC imposesafineof f=x+ C; onthe defaulter and paysx to LC.™ If
LC furnished acomplaint that BC findsinvalid, it does not furnish compensation.

Under what conditions is the above strategy SGPE and how exactly does it mitigate the various
problems that hinder impersona exchange in the absence of a community?

Given the strategies of the lenders, the LC, and the BC, it is a borrower’ s best response to
travel, return, and repay if and only if the state isthat of cooperation. In astate of cooperation,
borrowing and paying implies the payoff of g > 0, and cheating implies the net pendty of paying for
complaints and verification (- ¢ - C_ - Cg). Furthermore, in amore redistic modd of the Stuation
(discussed below) with imperfect monitoring, and hence impounding on the equilibrium path, it is clear
why a borrower would be willing to acquire the information about whether the sate is cooperation or

conflict aslong as the cost of doing so isless than d.

14 Because we assume, so far, that all complaints are perfectly verifiable. The probability of disagreement between
LC and BCiszero.

15 For simplicity, it is aassumed that borrowers can pay f. In reality, when thiswas not the case, members of his
community paid. Arguably, it wasdifficult for aLC to verify if indeed a borrower was really bankrupt or not.
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Given the strategies of the borrowers, the LC, and the BC, it isalender’s best response to lend
if and only if the state is cooperation (and sSmilar to borrowers, lenders have an incentive to learn what
the dateis). Because alender has to bear the cost of an invaid complaint (c) but is rewarded for
presenting avaid one (x > C,), alender’s best responseisto complain only if cheasted. BC's best
response is to verify any complaint, impose the above fine, and compensate the LC if condition 1 holds:

T&l
g_tjo (Ng &ty ga™ %l ()ig$ x % Cy.

This condition isthat if the value of future lending and that of the impounded goods to the living
members of the borrowers community are more than the vaue of the amount demanded by the LC (x
=G-g+c+Cyandthecos of verification.”® Itisclear that LC's best responseisto verify a
complaint and demand compensation. It is aso motivated to return the impounded goods and not to
impound without avalid complaint if condition 2 holds:

T&l
i_tiO (Ng &) fa™ $ gNg
That is, the value of future trade to the living members of the lenders community is higher than what
they can gain from impounding dl the goods and foregoing future trade. The linchpin in making this
drategy an equilibrium is the incentive provided to the borrowers community. The BC's best response
isto verify acomplaint, impose afine on a chester, and compensate

Theoreticaly, a CRS can support impersond exchange in the absence of impartial contract

enforcement provided by anon-strategic player.t” The CRSis asdf-enforcing indtitution: al behavior
and expected behavior, including that of courts, is generated by each decision-makers best response

18 |1f we wereto allow coordinated cheating by all the borrowers, the condition would have been:

T&l
gjo (Ng&t)§a™ g $ N (x % Cp)-
4

17 Fearon and L aitin (1996) explored how communities can be motivated to discipline their members to achieve
interethnic political cooperation.
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to the behavior and expected behavior of others. Itslinchpins are the affiliation of individuals with
communities that have contract enforcement ingtitutions.  Although communities are self-interested and
their courts represent only the interests of their living members, they enable overcoming the commitment
problem inherent in exchange despite the finite life span of each of these members. The community
condtitutes an on-going organization that internalizes the cost inflicted by the default of one borrower on
others. In particular, if aborrower’s cheatsin his T-1 period, the lenders credible threat not to lend
again implies that the borrowers community isworse off. The younger borrowers thus find it optima
to punish achester. A borrower, even a T-1 borrower, finds it optimal to repay his debt. Anticipating
that thiswill be the case, lenders can lend despite the borrowers finite life goans. Although the
community aggregates the payoffs of only itsliving members, each of whom has afinite life span, it
becomes, de facto, a subgtitute for asingle infinite horizon player. At the same time, the Strategies of
the playersimply that alender does not benefit from furnishing false claims and courts are motivated to
examine the vdidity of dams

In addition, the CRS reduces the information required to conduct exchange thereby enabling
impersona exchange and motivating individuas to provide and acquire the needed information. One
does not need to know the past history of his current partner to enter into exchange. Rather, dl one
needs to know is his partner’s community affiliation and whether there is a state of cooperation or
conflict. Relative to the multilaterd reputation mechanism, for example, the CRS requires much less
information which, in the historica episode under consderation, was much easier to obtain (as further
discussed in the next section). Furthermore, the CRS provides lenders and borrowers with incentives
to provide and acquire the information required for the functioning of the system. A lender is motivated
to furnish avalid complaint because doing so is profitable while furnishing an invaid complaint leaves
him worse off. Lenders and borrowers dike are motivated to acquire information regarding whether
the state is conflict or cooperation because this knowledge is vauable. Traveling to borrow in a conflict
date costs one d while lending costs one l.

3. The Community Responsibility System: A History
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A systematic examingtion of the extent to which a Community Responsibility System functioned
in pre-modern Europe has not been undertaken yet, but it was clearly widespread. In every economic
unit whose primary or secondary records | have examined, thereis ample historical evidence indicating
that by the twelfth century the CRS supported inter-community, impersona exchange. Thisisthe case
with respect to Italy, England, France and Flanders. The CRS thus prevailed in the most populated
and commercia aress of the period (Italy and Flanders), in the largest palitica unit (France), and in the
best organized country (England). While the origin of the CRS has not yet been reveded by the
historica records, it may have emerged during the ninth and tenth centuries when merchants from the
same locality traveled togther in armed bands to trade abroad. The following discussion draws
particularly on evidence from England and Forence.

Direct and indirect evidence supports the claim that the CRS prevailed. Direct evidenceis
explicit statements on rules, regulations, court cases, €tc., reflecting the strategies and actions associated
with the CRS. In addition, arationa and consstent explanation can be advanced for trade-related
phenomena, ether as providing the organizationd framework required for the functioning of the CRS,
reflecting its operation, or reflecting the process of its declining operation. Thisindirect evidence further
suggests that the CRS indeed governed inter-community exchange.

Part of the Strategy associated with the CRS called for holding a person’s community members
liablefor his default in inter-community exchange. This part of the srategy iswel reflected evenin
documents related to inter-community exchange among members of communities within the same
politica unit. Consider some of the evidence contained in twelfth-century English documents. Ina
charter given to London sometime between 1130 and 1133, the King, Henry |, announced that "all
debtors to the citizens of London discharge these debts, or prove in London that they do not owe them;
and if they refuse ether to pay or to come and make such proof, then the citizens to whom the debts
are due may take pledges within the city ether from the borough or from the village or from the county
in which the debtor lives."® Such community responsibility could have even been invoked in response

18 English Historical Documents, vol. 11: 1012-3, and see discussion by Stubbs in Selected Charters and Other
Illustrations of English Institutional History fromthe Earliest Timesto the Reign of Edward the First: 128-30. In
this charter Henry exempted the L ondoners from the Community Responsibility System, an issue which is discussed
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to illegd taxation imposed on Londoners. "If anyone has taken toll or custom from the citizens of
London, then the citizens of London may take from the borough or village where toll or custom has
been levied as much as the man of London gave for toll, and more also may be taken for a pendty.®

The above charter focuses on the relations among members of different communities within the
same palitica unit, namely, England. It explicitly defines on€e' s rdevant community as ether his
borough, village, or county. A digtinct definition of one's community is found in the English legd
documents presented in the Select Pleasin Manorial and Other Seigniorial Courts (1889). They
indicate that at times one’s guild was congdered to be the relevant community for the operation of the
CRS. Henoted that in England, in generd, the ruling was that members of the same merchant guild,
rather than residents of a particular borough, were held responsible for each other.® "Every member of
the guild ... guaranteed the debts contracted by every member in the way of histrade ) issubsdiary
liable for those debts. Y ou are amember of the commonality of X: ) itisacourse of action for me
againg you that A, who isyour 'peer and parcener,” your 'fellow commoner,’ (or) ‘at scot and lot' with
you, has contracted a trading debt with me and has not paid it" (p. 134).

The same drategy is mentioned in agreements regarding exchange between merchants from
England and other politicd units. Consder, for example, a satement made by King Henry 111 in 1266.
The king granted "to his burgesses and merchants of Lubeck, that during the king'slife, they or their
goods within the king's power shall not be arrested for any debt whereof they are not sureties or
principa debtors; unless the debtors are of their commune and power and have failed to pay in whole
or part and the said burgesses of Lubeck, by whom the said town is governed fail in justice to the men

of the king's land and power, and this can reasonably be proved."?

below.
19 English Historical Documents, vol. 11: 1012-3.

2 Notwithstanding the fact that in many towns the mercantile and municipal organizations wereidentical, since
the merchant guild was the governing body of the borough.

2L Calendar of the Patent Rolls Preserved in the Public Record Office, 20, pp. 1266-1272:.
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Similar strategy isreflected in a 1252 document from Flanders. Thisis a statute drawn up by
Countess Margaret regarding the operation of foreign merchants visiting the Flandersfairs. Foreign
merchants were held liable for debts assumed by their peers. Y et, condstent with the interpretation that
such liability was utilized to ensure punishing those who defaulted, only a principa debtor or his
guarantor could be imprisoned for debt. Other members of the defaulter’s community could be
punished only by impounding their goods. (Verlinden (1979), p.135).

The above rules reflect a particular part of the strategy associated with the CRS: holding a
member of one s community responsible for his contractud obligations in inter-community exchange.
But evidence ds0 reflects the complementary part of strategy: holding one liable for the cost thet his
actions abroad imposed on other members of his community. Intra-community punishment is reflected
in the thirteenth century "Discorso intorno al governo di Firenze dal 1280 al 1292" which dates that
in response to accusations of cheating a member of another community, the Commune of Firenze was
to press on the culprits to pay the damages himsdf (Santini (1886), p. 166). Smilarly, some English
boroughs went so far as to have the palicy that once aforeign creditor could establish that a member of
the borough had failed to repay his debt, the authorities would pay him out of the borough's funds and
later they would seek double indemnity from the debtor (Plucknett (1949), p. 137).

The nature of the transactions to which these rules were gpplied is dso congstent with the
operation of the CRS. For the CRS to function, courts had to have away to verify complaints about
cheating. The ability to ex-post verify, however, depended on the nature of the transaction under
condderation. Itiseader in transactions - such as credit and contracts for future ddivery - in which the
obligations of each party arerelaively clear. Ex post verification is much harder, however, in
transactions - such as agency relationships - in which the obligations of the parties are not that well
defined. Indeed, rules regarding the CRS redtrict the applicability of the system to transactions of the
latter kind rather than the former. Agency rdations during the Commercid Revolution, for example,
were governed by ingtitutions other than the CRS. (Greif, (1989, 1993, 1994).)

Apart from rules corresponding to the CRS drategies, the organization of medievd trade
exhibits various peculiar features that can be consgtently and rationdly explained as reflecting the needs
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of the CRS. Congder, for example, the Champagne Fairs. They were not organized as a meeting place
in which individua merchants from different locdities interacted. On the contrary. They were
organized as amesting place for individuds from different communities, each one having its own place
of resdence, permanent representation, and scribes. Communities even had legd authority over their
members. Safety consderations would have accounted for acommuna place of residence but cannot
account for other aspects of these arrangements.

But the rationale beyond these arrangementsiis clear once one recognizes that they were part of
the organizationd foundations of the CRS. If acommunity is held ligble for the actions of its members,
it has to have the representation required to verify who its members are, and the ability to discipline
them when needed. Similarly, thefairs authorities must have had the ability to identify members of a
particular community and its representatives in order to approach them when necessary. Indeed, in
1260 the wardens of the Champagne fairs had the right to pronounce a sentence of exclusion from the
farsfollowing a default, and this excluson was extended to the compatriots of the defaultersif the
judicid authorities of their own town or principality did not compel them to fulfill their obligations.
(Verlinden (1979), p. 131.) The contractual problems that developed because one' s identity was not
common knowledge were resolved through such organizationd arrangements.

If the CRS indeed governed inter-community exchange, we would expect organizationd detalls
and rulesto change to facilitate it in amanner consist with the functioning of this inditution. We would
expect, in particular, that it would respond to opportunities to achieve the same leve of enforcement
while avoiding the cost of confiscating goods and imprisonment. This opportunity emerged once trade
expanded. To see why this occurred, note that if the value of future trade in the borrower’ s community
is sufficiently high, confiscation or impounding goods is not required to support exchange. To
demondtrate this point, suppose for the moment that the LC cannot impound goods. In this case, for
the CRS to support exchange, the present value for the BC from future trade must be more than the
gain from not compensating and retaining the amount defaulted upon. (Since otherwise the BC would
prefer that trade cease and hence forgo compensation.) This condition is more likely to hold if the
number of borrowersislarge or the vaue of trade is high, since then the present vaue of future trade
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will be higher aswell, ceteris paribus. Conversaly, this condition is not likely to hold when communities
are smal and the trade value low. When thisis the case, impounding goods is required to support
exchange since it increases the cost to the BC of not compensating. In deciding whether to compensate
or not, the BC takes into account that afailure to do so will dso imply the loss of the impounded goods.
Hence impounding goods enables exchange a ardatively low leve of trade.

Thus, theory implies that in the early stages of the Commercid Revolution when communities
and their trade were rdatively smal and growing, the CRS was likdly to require actud confiscetion. As
time passed and trade increased, however, the value of future trade was likely to iminate the need for
actua confiscations. Consstent with this theoretica prediction, thirteenth-century historica records
from Italy and England reflect thistrangtion. While the evidence regarding the operation of the CRSin
Italy during the twelfth century mentioned above reflects the threat of impounding goods, by the
thirteenth century this was no longer the case. A treaty signed between Pisa and Florence in 1214, for
example, contains the provison that if one community refused to compensate the other, members of the
latter would be alowed 40 days to leave town. More than a century later, in 1325, asmilar clause
appearsin a FHorentine statute. It required the podesta to wait one month between declaring and acting
upon any impounding of goods under the CRS. (Santini (1886), 165, pp.168-72.)

Rules, their evolution, and organizationd features during the late medievd period indicate that
the CRS could and did govern inter-community exchange. But did it realy? In particular, were the
rules reflecting the CRS effective in influencing behavior or were they only agreements that did not
achieve this? In other words, is there evidence that the CRS actudly functioned? Do we see, for
example, acourt following the above rules? Thiskind of evidence is not predicted by the above modedl
in which disputes leading to court cases are not supposed to occur on the equilibrium path.

This result, however, reflects an unredlistic assumption. The modd assumed perfect ability to
monitor past actions. parties to the exchange observed each other’ s actions and the courts could verify
their actions. Redlity, however, is characterized by commercid disputes in which both parties disagreed
about whether contractua obligations were fulfilled or not. Furthermore, different courts (and even

judges and juriesin the sametria) can reach different conclusions based on the same evidence. Further
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evauating the extent to which the CRS prevailed, therefore, requires extending the mode to capture
this aspect of redity.

Accordingly, consider the following dteration of the modd. Assume that lender-borrower
relations are characterized by imperfect monitoring ) the lender receives asigna which isarandom
variable that depends on the action taken by the borrower. Particularly, even if cheating has not
occurred, the lender's signal may indicate that he was cheated.?? Further assume that each court also
has an independent imperfect monitoring ability ) if adispute occurs each court receives asigna
indicating whether chesting has occurred. Each court's signd is private, non-verifiable information and
the signds are not perfectly correlated.® In other words, courts can sincerely disagree about whether
chesting took place.

The first observable implication of the above formulation is that we should observe court cases
basad on the CRS. A more intriguing implication is thet any equilibrium implying exchange will be
characterized by casesin which individuas will sue each other based on the CRS. Furthermore, we
should observe periods of inefficient inter-community “retaiations' followed by their “suspension.”*
During retdiation, impounding would occur and exchange would cease, imposing codts on both
communities. Such retaigions, however, would last for afinite number of periods following which
retdiation would be suspended and exchange would resume.

Despite the fact that no cheating occurred (in the sense that a borrower chose not to pay), these
coslly periods of inefficient retdiations are required to provide the communities and the contracting
individuas with the appropriate incentives. Specificaly, the only possible equilibrium drategies (thet
enable exchange) specify confiscation and period(s) during which inter-community exchange ceases
when the LC concludes that cheating occurred and the BC concludes that it did not. Such periods of

2 The historical records suggest that disputes were more likely to occur when one of the contracting parties
passed away, the debt was old, the contract was not clearly defined, or the contracting obligations were allegedly
fulfilled by the agents of one of the parties rather than one of the parties themselves.

2|t isassumed, for simplicity, that if thereis no dispute, the courts have perfect monitoring ability.
2 This conclusion qualitatively holds even if one complains of cheating although a dispute did not occur and the

courts have imperfect monitoring ability in the sense that in positive probability each court would reach a distinct
conclusion following the complaint.
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retdiaion are required ance if the BC' s strategy cdls for compensating the lender dthough it concludes
that cheating did not occur, the LC's best responseisto claim that a dispute occurred even if it did not.
Similarly, if the LC's srategy cdls for not confiscating when it maintains that cheeting occurred, the

BC' s best response is not to furnish compensation even if its signal indicates that cheating occurred,
thereby motivating borrowers to cheat. Thus, for inter-community impersona exchange to be feasble
despite imperfect monitoring, inefficiencies (in the form of forgone exchange) must be incurred by the
communities®

These two theoretical predictions - observing court cases based on the CRS and periods of
retdiations following disputes and disagreements among courts - are well reflected in the historica
records. Cartularies, chronicles, and court cases reflect disputes that were handled according to the
rules of the CRS. | will mention here some of the earliest evidence from Italy. Ample cases from
England are presented in Moore (1985), Plucknett (1949) and some other English cases are presented
later in this section.

The earliest comprehensive cartulary available from late medievd Itay isthat of a Genoese
scribe named Giovanni Scriba. One of its entries, registered on July 22, 1164, reved s the operation of
aCRS. Thisentry indicates that shortly before 1164 a Genoese trader, Amicus Zostro, received aloan
from Xecha Bohadie, aMudim trader from Tripoli. While Amicus had evidently aready arranged to
pay Xechas brother or son in Sicily, Xecha claimed that no such payment had been made. In duly,
1164, following Xecha's assertion that payment had not been made, Amicus sent an agent named
Badezonus from Genoato Tripoli carrying Six cantras of copper. Badezonus was ingtructed to sdll the
copper and pay Xechaif the latter would swear in the presence of reliable witnesses that he would hold

neither Amicus nor any other Genoese merchant for ransom.

% |f retaliations reflect the inability of two communities to objectively verify the conflicting claims made by their
citizens, rather than the communities desire to gain compensation or to get revenge, costly retaliations are
unavoidable. Even arbitration will not resolve the dispute. If arbitration ischeap, it will not provide the appropriate
incentives. The LC, for example, would be induced to submit claims regarding disputes even if it was aware that they
were groundless.

% Giovanni Scriba, no. 1245. By the fifteenth century this procedure was institutionalized. Asan Arabic writer

noted, "the consuls are the chiefs of the Franks and are hostages for each community. If anything happensin any
community dishonoring to Islam, the consul is answerable" (Lewis 1988: 76). Any sin, including cheatingin a
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Another mention of actions based on the CRS in Itdian sources of the twelfth century,
however, indicates that its operation was confined neither to the relations between Chrigtian and Mudim
traders nor to Genoa at that time. According to the chronicler of the Emperor of the Holy Roman
Empire, Frederick Barbarossa, when the Emperor visited Bolognain 1155, the students of Bolognas
famous law school expressed their dissatisfaction with the CRS to him because the city of Bolognawas
holding them liable for debtsincurred by members of their origind communities. (Munz (1969), 77)

Retdiation and its termination, as predicted by the theory, are dso mentioned in the historical
records. For example, in 1238, Bestrice, wife of Marcovaldo of Florence, requested aretaliation
againg the properties of the people and the Commune of Pisg, for a sum of 2,000 and interest of 750
dinar piccoli of Genoa, to be paid by the heirs of Ubado Viscount and Torritano, the son of the late
Lamberto, and by two Pisans who had posted a guarantee for them. The retdiation was granted by the
podesta after the Commune of Pisa, which had been asked for retitution (according to the Statute),
denied cooperation. Such denid, according to the above modd, would occur when the two courts
differed in their assessment of the situation. Various commercid treeties reflect that contemporaries
indeed consdered retaliation to be unavoidable in cases of disagreement among courts. A treaty
between Pisa and Horence signed in 1214, specifies that retaiations would follow if the judges were
unable to settle the dispute. (Santini (1886), pp.165-8.)

Disputes were not uniqueto Italy. A disputein 1270 may have been the reason that
"Gottschak of Almain, burgher of Lynn, complains (in the court of S. Ivesfar in England) of the
communities of Ghent, Ppoeringen, Doual, Y pres, and Lide as subjects of the countess of FHanders, for
that whereas the said Gottschalk caused 14 sacks of wool worth seven score marks to be brought from
the realm of England to Flanders to trade with it there and hosted thiswoal at the house of a certain

Henry Thurold on Sunday.” The wool, however, was detained in Handers and the loss amounted to

business matter was considered as dishonoring to Islam.
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about 200 marks. Y et, the countess of Flanders refused to provide justice. Accordingly, Gottschalk
requested that the court impound the goods of members of the above communities present at the fair.?’

Retaliations were a cal culated response aimed at fostering exchange rather than acts of revenge.
Thisis suggested by attempts to confine them only to inter-community commercid matters. A 1325
datute from Horence, for example, explicitly enumerated the cases in which it was appropriate to grant
retdiation. It could be granted in casesin which there were losses in currency or goods, damage to
property, tax extortion, or persond detention. No retaliation was alowed in cases involving persona
bodily offenses. (Santini (1886).) Further evidence that retdiations were a means to ensure proper
incentives rather than compensation per-se is suggested by the observation that they indeed lasted for a
finite number of periods, and communities terminated aretdiation period by announcing a " suspension”
without making it conditiona on full compensation. Retdiations were not necessarily carried out until
full compensation was achieved, but lasted long enough to inflict the gppropriate cost to the other Sde
exactly as predicted by the theory.?

The above theoretica and historical discussion emphasizes the association between
communities and courts. Y et, fair courts that were not affiliated with a particular community also
applied the principa of community responsibility during the late medieva period. An examingtion of
their casesindicates that fair courts acted like the LC, holding one member of a community responsible
for contractual obligations assumed by another member.?® As mentioned above, the Champagne fairs
held acommunity responsible for the contractud obligations of each of its member. English fairs acted
amilarly. For example, sometime in the thirteenth century at the fair of S. Botulph in England, a certain
James complained that severd merchants of Brussds had cheated him.  After verifying his complaint,
the fair bailiff impounded wool beonging to the merchants from Brussals who were present a the fair.*

27 Pro SC 2/178/93: 14 May 1270 published in Select Cases Concer ning the Law Merchant: A.D. 1270-1638, 1:
Local Courts: 9-10.

2 For adiscussion of suspension, see Arias (1901), pp. 177-88. See also Santini (1886), p. 165.
2 For many examples of using the CRSin the courts of English fairs, see Moore (1985).

% Selected Cases Concerning the Law Merchant, vol, 11, no. 7: 11-12.
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How were fair courts motivated to apply the LC strategy and demand compensation, or the BC
grategy and punish a person who defaulted on his obligations? The way that the court case from S.
Botulph evolved indicates that motivation was provided by the fair courts legd obligations to the king
or another lord. James believed that the bailiff of the fair neglected to adhere to the CRS so0 he entered
apleaagang the bailiff before the "lord king" of England. In the plea he complained that the "bailiff of
the fair aforesaid, had wrongfully ddlivered sacks of the wool aforesaid to the aforesaid merchants (of
Brussdls) to the grave damage and manifest loss of James himsdlf, inasmuch as the same commune has
not yet satisfied him in respect to the debt aforesaid.”

An interegting fegture of late medievd trade is that its main centers did not have an afiliated
community. Thisistrue, at least for the Champagne fairs, the important trade center of Bruges which
replaced the Champagne fair as northern Europe’ s trade center, and one of England’ s most important
fars, that of S. Ives. These trade centers were places where merchants from various communities met
and there were probably many reasons for their prominence. But one of their unexplained and peculiar
features is that their own merchants only traded locally and did not trave to other trade centers. Why
was thisthe case? Recognizing the importance of the CRS in governing inter-community exchange
provides a congstent and rational explanation for this observation.

Running a successful fair or internationd trade center was a profitable business. Hence, those
who held the rights to the fair and its court stood to gain from the increasing the volume of trade e the
fair under ther jurisdiction. Providing inter-community impersona contract enforcement increased the
far' satractiveness to dien merchants. In providing this, trade centers without an affiliated trading
community had an advantage over those that did have one. The incentives to provide inter-community
enforcement are diluted if the trade center’ s court was a'so a community court since, in that case, the
community’ s own merchants might have to bear the cost of retdiation in cases of dispute® Fairswhich
did not have an affiliated merchant community might have been better able to promote impersond
exchange.

%1 These concerns are explicit in Florentine legal documents that explicitly restricted the right to demand reprisals
from itsown citizens. SeeVecchio (1975), pp. 14-5.
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During the Commercid Revolution, the CRS enabled inter-community exchange that was
impersond up to one s community affiliation. One did not have to know the persond history of another
community member to exchange or to rely on expectations for future exchange with that individud. Its
novelty isthat it took advantage of the existing commund structure and its enforcement mechanisms to
support inter-community impersona exchange. Information was limited and each community member
had afinite life span. Impersona exchange was neverthdess possible based on one sidentification asa
member of aparticular community and a srategy that motivated communities to punish amember who
defaulted on his obligation toward non-members. It was thisingditution that facilitated the Commercia
Revolution by enabling contracts for future ddivery and credit arrangements between individuas from

various corners of Europe.

3. Ingtitutional Decline and Transition: From CRSto Individual L egal Responsibility
During the late medievd period the CRS enhanced efficiency by supporting impersond
exchange. Y&, the higtorical records of the late thirteenth century reflect attempts to abolish the system

in Italy, France, and England. Indeed, at that time it was replaced, at least in England, by contract
enforcement provided by the state, based on the concept of individud legd responsbility. What led to
the decline of the CRS? This section argues that this decline reflects intra- and inter-community
economic, socid, and political processes that reduced the system’ s efficiency and undermined its intra-
community political viability. Ironicaly, decline of the CRS was fostered by the process of trade and
community expansion, and inter-community interactions that it hed facilitated.

To subgtantiate this claim, this section integrates theoretical and higtorical analyses. It
theoreticaly daborates on how trade and community expansion, and inter-community interactions
influenced the economic efficiency of the CRS and its intrascommunity paliticd viability. The
observable implications of these analyses are then confronted with historical evidence such as court
cases, regulations, legal changes, and traders actions. Finally, two dternative hypotheses are

examined.
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Theoreticdly, if the CRS fostered the rise of trading communities and inter-community
interactions, it thereby eroded its own efficiency. Growth in trade and extensive interactions made it
ease to fasfy one's community affiliation and harder to verify it. The more prevaent falsfication of
identity and difficulty of community verification became, the more inefficient the CRS became because
more disputes occurred.

In the early days of the Commercid Revolution, cities may have been sufficiently smdl and
merchants communities sufficiently few that fasfication of one s community was difficult and
verification of dleged afiliation was easy. Y, the late medieva period was atimein which
communities grew in size and number. For example, between 1200 and 1300 the population of Genoa
increased from about 30,000 to 100,000, while that of Venice increased from about 70,000 to about
110,000. In England there were alittle more than 200 boroughs at the turn of the thirteenth century,
but there were about 500 at itsend. (Bairoch et d. (1988) and Beresford and Finberg (1973).)

By the second hdf of the thirteenth century the ease of fasfication and the difficulty of
verification seem to have hindered the operation of the CRSin England. AsMoore (1985) has noted,
"this procedure (of the CRS) apparently worked well enough in many cases, but it could be
cumbersome and time consuming, both for the creditor and the court: it usudly seemsto have involved
long disputes over whether or not the origina debtor and/or the men actually being sued for the debt
were truly members of their town community or gild, with everyone scurrying to disclam responsbility
for the obligation” (p. 119). Similarly, Plucknett (1949) noted that "... there seems to have been much
trafficking between foreign merchants and natives whose mercantile status was doubtful, and whose
assets and persons were by no means entirely within the territorid jurisdiction of aloca court” (pp.
137-8).

The ability of individuasto fasfy their identities and the Srategic use of this ability iswell
reflected in a case brought before the court of the St. Ivesfair "on Wednesday next after the feast of St.
John before the Latin Gate in the eight year of Abbot William," which happened to be the year 12753

%2 The case: pro. SC 2/178/94: 8 May 1275. Parts of the document appeared in the Select Pleasin Manorial and
Other Seigniorial Courts, Reigns of Henry 111 and Edward I, 155, pp. 145-6,
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On that day William and Amice of Heetbridge brought a complaint against Thomas Coventry of
Leicester. But since he was not present at the fair, several of Thomas other “ peers and parceners,”
namely other merchant members of the community of Leicester, were summoned to the court. William
and Amice clamed that Thomas owed Amice money for asack of wool he bought three years ago
from her (late) father, who lived in Leicester, and for which Thomas had promised to pay in the
following year but had not. To prove their case, William and Amice produced ataly from the court of
Leicester.®

Lecester's merchants, who were present at the court and held responsible for the debt, denied,
however, "any breach of the peace of the lord Abbot and the balliffs or the fair and the damage of the
sad William and Amice' and were "ready to verify in such manner as the court shal award that the sad
Thomas Coventry was never peer or parcener of theirs or at scot and lot with them or a member of the
commonadlity of Leicester.” The court refused to accept their clam and judged in favor of William and
Amice. Yet, shortly after these proceedings, Thomas of Coventry appeared at the fair and did not
deny being from the commonality of Leicester. He did dlaim, however, that William and Amice had
brought a fase accusation againgt him, causing him "no smal damage,” mogt likely by the response of
the merchants of Leicester whose goods were impounded by the fair court. William and Amice could
not defend themselves but claimed not to be under the jurisdiction of the court since they were from
London.**

Anacther way in which the CRS could theoreticaly impact its own efficiency was by influencing
the numbers and implications of digputes and retdiations. Retdiations are unavoidable transaction costs
due to limited ex-post verifigbility of actions; imperfect monitoring implies retdiaions on the equilibrium
path. The CRS contributes to the growth of communities and their trade. And as the number of traders
increases, so does the probability of dispute and hence retaiations. More trade implies a higher
probability of retdiation a any given point in time.

% Onthetally and its use, see Select Pleasin Manorial and Other Seigniorial Courts, Reigns of Henry 111 and
Edward I, p. 133.

34 See below regarding the exception of London from the CRS.
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An increase in the number of traders and the probability of retdiations had two implications for
the cost of the CRS in terms of the uncertainty it imposes on an individud trader. More tradersimply
that if adispute occurred, the probability that a particular trader’s goods will be confiscated is lower.
On the other hand, more traders imply more disputes and retdiations. Together these imply that goods
of a(risk averse) merchant are more likely to be confiscated or impounded, he himsdf is more likely to
be taken hostage, and his trade is more likely to be interrupted, even if he fulfilled al his contractud
obligetions.

Theoreticaly, the net result of increased trade on the Strategic uncertainty atrader facesisthus
unclear and depends on the details of the Situation. More traders imply that a particular trader’ s goods
are lesslikely to be captured but more traders aso imply more disputes. The historical records
indicate, however, that in the historical episode under consideration the net result was increasing costs
(Arias, (1901)). Increasing cogts seem to reflect that courts could impound goods only from traders
present in ther jurisdiction. Whenever retdiation loomed on the horizon, merchants attempted to
ensure that their own goods would be spared by departing.

Florence s historica records, for example, indicate that once a retaliation was expected,
merchants of the communities involved would refrain from trading in eech others cities, while merchants
who lived permanently in the other communities would leave their residences with their merchandise®
Recognition of this problem and attempts to mitigate it are reflected in agreements aimed at reducing the
inefficiency associated with retaliations. Communities agreed to restrict the pendty that could be
imposed on a particular individud or to alocate the costs more evenly. In 1251, Genoa contracted
with Florence to warn its merchants at least two months prior to aretdiation so that Florentine
merchants could leave Genoain an orderly manner. (Arias (1901), p. 52.) In other cases, attempts

were made to use taxes on members of acommunity to dlocate the costs of retdiation.® Yet, the

% For this behavior and its costsin Italy, see Arias (1901), pp. 156-8.

% For example, on 22 February, 1296, Florentine merchants petitioned their city to agree that Bolognawould
impose atoll (pedaggio) on Florentine goods entering Bolognain order to settle aretaliation. Arias(1901), p. 165.
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uncertainty implied by the CRS could not be completely avoided and as the Sze of communities grew,
the cost of retdiations and uncertainty seem to have increased aswell.

Another way in which the CRS undermined its own economic efficiency is the following.
Theoreticdly, by fostering community growth a CRS will lead to increases in retdiations relative to the
number of traders, and hence it will increase the pre-trader cost associated with retaliation. This effect
is due to the adverse effect that the CRS has on the mora hazard problem associated with credit
financing, the main transaction for which the CRSwas used. Theoreticdly, by increasing the sze of
communities, the CRS intendfied this mord hazard problem, causing an increase in retdiations rdlaive
to the number of traders.

Under credit financing, the lender assumes dl downside risks while the borrower retains dl the
gains above a certain amount. Hence, credit financing encourages borrowing for high-risk ventures.
Appropriate incentives to lenders to evaluate ex ante the creditworthiness of the borrowers mitigates
this problem, but the CRS undermines such incentives. Even when, as assumed in the above modd,
matching is random and one does not know his business partners past actions, alender can il
evauate the creditworthiness of a borrower based on other signals. In the historical episode under
congderation, these dgndsincluded the borrower’ s age, type of clothing, number of servants, the
quality and nature of the goods he carried, etc. But a CRS provides insufficient incentives to lenders to
screen aborrowers creditworthiness by considering these signals. Under the CRS the future trade of
al members of the borrower's community are the de facto collaterd for the loan, and hence alender
has ardaively weak incentive to verify a borrower's ahility to repay it.3” The incentives are not zero
because of the cost associated with recovering aloss from members of other communities, but they are
much less than they would be if only borrowers had been held responsible for their debts. Hence,
credit financing under the CRS attracts borrowers with “bad” projects which are likely to fail, and thus
are more likely than other projectsto lead to retdiation.

7 Almost 100 years prior to the rise of Information Economics, Arias (1901), p. 166, noticed this adverse effect of
the Community Responsibility System.
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Theoreticdly, the extent to which the CRS undermines incentives to check creditworthiness
increases with the number of borrowers. The larger this community is, the more likely it is that one will
be able to obtain the goods of one of its members. Also, the more likdly it is that the borrowers
community will prefer to pay the lender rather than forego the benefit of future trade. Thus, the CRS
increases the probability that adispute will occur after a borrower failed to pay hisdebt. Thisimplies
that other members of the borrower’s community will have to pay for him or that the dispute will lead to
retaliation. Hence, theoretically, the growth in the Size of communities increases the per-trader costs
under the CRS.

While the above discussion indicates a theoretical possibility, to influence lenders behavior
during the late medieva period they had to have been aware that this possibility existed. Interestingly,
lenders during this period clearly understood this mora hazard problem. On February 8, 1281, severd
citiesin Tuscany agreed not to retdiate againgt each other. In announcing this agreement to their
merchants, the authorities stated that the merchants should start paying more attention to the persond
creditworthiness of merchants from the other towns with whom they would be dedling. This extra
precaution was required, it was argued, since from now on “a chui dato, a colui rechesto" (that is, "to
whom it is given, from him it will be asked") because retaiation would not be permitted. (Arias (1901),
pp. 166-7.)

Recognition of the above mora hazard problem and its relationship to the CRSis reflected in
the seemingly puzzling changesin laws and rules related to the CRS that took place around thistime. In
Italy and England, the authorities increased the cost of default to the lender by demanding that prior to
requesting justice from his community’s legal authorities, alender had to trave to the borrower’s
community and make his case there. Only if justice was not provided could he apply to hisown
community’ s court requesting retaiation.

For example, the City of Cambridge received a charter and the right to establish a merchant
guild as early asthe middle of the twefth century but only later charters reflect rules increasing the cost
of default to lenders. In a charter given to the city by King Henry 111 in 1256 thereisaclause
increasing the cost to lenders. It Sates that the “beloved burgesses of Cambridge’ will “have this
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franchise, namdy that they themselves or their goods, wheresoever found in our dominion, shdl not be
arrested for any debt of which they shal not be the sureties of principa debtors, unless perchance the
debtors shdl be of their commonality and power and shdl have to make satisfaction for their debtsin
whole or in part and the said burgesses shall have made default in justice to the creditors of the same
debts and this can be reasonable proven.” (Maitland and Bateson (1901), pp. 14-5.)

Another interesting legal change that occurred during this period is the emergence of territoria
law. Alien merchants who were previoudy under the jurisdiction of their communities while abroad
were increasingly placed under the authority of the community within which they were present.
Congder the following treaty signed on April 7, 1279, among Florence, Genoa, and most of the other
towns of Tuscany, Lombardia, Romana, and March Trevigiana. It established that merchants fleeing
with money belonging to other people could be imprisoned in the territories of the towns who signed the
treaty and that they would be kept there until brought to justice. (Arias (1901), p. 100.)

Such changes are puzzling. Why punish alender who was not paid? Why the trangition to
territoria law? The nature and timing of these changes, however, is cons stent with the argument that
the CRS was contributing to its own demise by fostering the mora hazard problem and increasing the
ease in which one could move from one city to another. The logic behind increasing the cost of default
to the lender is trangparent in light of the above discussion of the relationship between the CRS and the
morda hazard problem. The increased cost to lenders was aimed at mitigating the mora hazard problem
and providing lenders with better incentives to evauate the creditworthiness of their borrowers.
Smilarly, increasng mohility reduced the effectiveness of the community’ s enforcement ingtitutons
necessary for the CRS to function. Following bankruptcy, one could now more easily escape to
another city. Mitigating this problem required the trangtion to territoria law.

The ability to mitigate the problem of runaway defaulters, however, was limited probably
because of the courts limited ability to check the identity of non-residents (as discussed in section 2).
Even in the well organized kingdom of England, the authorities were known to have been usudly unable
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to locate an individua who escaped from his place of residence®® In England, as amatter of fact, one
did not even have to escape in order to avoid paying adebt. During this period English law precluded
sling one's house or real estate to repay aloan, or even punishing a borrower who defaulted with
imprisonment. (Jones, (1979).)

Theoreticdly, implications of the CRS on intra-community socid and economic heterogeneity
are likely to reduce its intra-community politica viahility. By fostering trade, the CRS contributed to
growth in intra-community heterogenety. Intra-community heterogeneity implies that maybe some
segments of the community will be bearing the cogt, but not the benefit, of the CRS. These former
segments of the community will then be motivated to act within the commune to abolish the CRS. Thus,
the CRS, by fostering intra-community heterogeneity, can undermine its own political support.

The prediction of thistheoreticad consderation is that rich members of a community and
heterogeneous communities are likely to attempt to abolish the CRS. Rich, well-established merchants
who aready have the connections, reputation, and wealth required to conduct persond trade, gain less
from the CRS than others. Y et, they have to bear its cost even though the CRS better serves those
less-well-to-do merchants whose trade depends on it. Similarly, the non-mercantile part of a
community is likely to bear the cost implied by the abxsence of dien merchantsin the community during
retaliations without directly gaining much, or anything, from the CRS,

Indeed, consstent with the above argument, the historica records reflect that, in England and
Italy dike, wedthy traders and large communities sought exemptions from the CRS or wanted to
abolish it altogether. Moore (1985) examined cases brought before the court of the St. Ivesfair in
England and noticed that in the second haf of the thirteenth century there “was an increasing number of
individuds ... able to respond to ... suits (related to the CRS) by producing roya licenses of immunity
from prosecution for any debts except those for which they were principa debtors or pledges’ (p.119).

In England large communities sought exemptions from the king from the CRS. With about
25,000 residents, twelfth-century London was the largest city in England and alarge city by Western

% Plucknett (1949), p. 142. Aslate as the seventeenth and eighteenth centuries, "afelon could consider himself
distinctly unlucky if he was captured by the authorities.” (Bellamy (1973), p. 201).
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European standards of that time. (Bairoch et. a. (1988), p. 33.) In 1133, Henry | declared that the
citizens of London "shal gppoint as sheriff from themsdves whomever they may choose, and shal
gppoint from among themselves justice whomsoever they choose' and "no other shdl be justice over
the men of London." Indeed, as mentioned above, William and Amice clamed that they could not be
judged at the St. Ives court. Y et, as cited above, Londoners had the right to apply the principle of
community responsibility to residents of other cities®®

Later, the king provided other large communities with various exemptions from the CRS. In
Flanders, Y pres was the largest city and about twice the Size of London. Indeed, sometime between
1225 and 1232, King Henry 111 assured the merchants of Y pres that none of them "will be detained in
England... nor will they be partitions for another's debts.” Only the debtor, or those who made a pledge
for him, would be liable for the debt. Y e, the King seemed to be aware of the need to induce the
community of Y presto ensure any merchant that he would recaive justice if acomplaint was brought
againg him. It was agreed that "if any aforesaid burger or merchant of Y pres were to offend the King
or other men or merchants from England, or if a digpute were to arise between another man of hisand a
man from England, it will stand by law in the courts of the king by the king, or by hisjudges, or by his
baliffsin that place where the offense was committed for the purpose of amending the mistake and
making proper payments."*

The higtorical records from Italy aso reflect the reduction in the intra-community political
viability of the CRS. Didtinct incentives among various segments of Horence regarding the CRS are
reflected in an appea made on 22 February, 1296, by some Horentine merchants to the authorities of
the city about a retdiation with Bologna. These were merchants whose livelihoods depended on being
able to pass through Bologna. They proposed setting up atoll (pedaggio) to be levied amost
exclusvey on their goods, judt to settle the retdiations in which they were probably not directly
involved. It seemsthat the rest of Florence did not care about settling the matter. (Arias (1901), p.
165.) Similar digtinct incentives are reflected in Florence s fifteenth-century regulations. In 1415 it was

% English Historical Documents, val. 11, no. 270, pp. 1012-3.

40 Calendar of the Patent Rolls Preserved in the Public Records Office, 460, pp. 1232-1339.
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forbidden to retaiate againgt foreign rectors, officias, or againg traders coming to Florence to sl
edibles. (Santini (1886), pp. 168-72.)

Indeed, attempts to abolish the CRS in Florence reflect the interests of particular ssgmentsin
the city. The mercatores of Forence were the city’ s affluent merchants whose business during the
thirteenth century was carried out over most of Europe, as far north as Sweden. While they may have
had the ability to exchange based on their own reputations, they had a great dedl to lose from
retdiaions. Indeed, once they secured politica control over the city, they entered into a sequence of
treaties aimed at moving Florence away from the CRS. (Arias (1901), pp. 170-6.)

On April 9, 1279, the cities of Florence, Venice, Genoa, aswell as most of the cities of
Tuscany, Lombardy, Romagna, and Marca Trivigiana, agreed "that from this day forth nobody of the
said city-states is able to be or should be, on behaf of another, detained or taken captive or disturbed,
in person or goods, but it should be demanded of him aone to whom it should be given, or of him who
by justice should be held." To enable impersona inter-community exchange, however, it was dso
agreed that each town would imprison any merchant in its territory who was fleeing with others people's
money and that his creditors would receive justice® That most of Itay’s large city-states aso sought
an end to the CRS in the second hdf of the thirteenth century suggests that by that time, the most
important Italian communities sought to abolish the system.

Hence, the above evidence both supports the claim regarding the relevance of the CRS during
the late medieva period and suggests that it planted the seeds of its own destruction. The CRS
fogtered inter-community economic interactions and facilitated the growth of trade, as well as growth in
the size, number, and heterogeneity of merchants communities. These processes diminished the
system’ s effectiveness, increased its economic costs, and undermined its politica viahility.

This account substantidly differs from the common explanations of smilar organizationa and
indtitutiona changes that occurred in the late medieva period. Thefirst explanation is thet they reflect
economies of scale associated with increasing populations and trade (North and Thomas, 1973). This

“ The Latin version of thistreaty is contained in Arias (1901), pp. 400-404.

36



argument implies that once population and trade grew, the CRS became less efficient than a centrdized
legd system with higher fixed costs and lower margind codts.

Thisthess, however, does not indicate the process through which efficiency enhancing change
occurred. The discussion of the decline of the CRS provides yet another example that understanding
indtitutional changes requires examining the costs and benefits to those who can take relevant actions.
An inditutiona change will not necessarily occur just because it is efficient. Furthermore, the economies
of scaethessimpliesareturn to the CRS following the great contraction of population and trade that
occurred in first half of the fourteenth century and lasted for generations, but this return did not occur.
In any case, we have no way to measure and compare the economies of scale or the relative efficiency
of the CRS or Individua Legd Responshility.

The second explanation of ingditutiona change, such as the one discussed here, isit reflects
attempits by the state to dominate communities and fill its own coffers (Benson (1989)). The evidence
indicates, however, that this thesisis not rdlevant asfar asthe CRSis concerned. Thisthess predicts,
for example, that the CRS should have been abolished as a part of a process through which a
centralized state would emerge. But, as discussed above, atranstion away from the CRS was dso
observed in Ity where such apaliticad change did not coincide with the decline of the CRS.
Furthermore, even in England, where such palitical changes did occur, there is ample evidence that the
trangition away from the CRS was not driven by the interests of the state but by those of the merchants.

We have seen that individuas and communities gpproached the sate to gain immunity from the
CRS. Furthermore, merchants declining confidence in the effectiveness of the CRSiswell reflected in
the Close Rolls. Throughout the period under consideration, merchants could have chosen to register
debts in these chancery ralls, thereby placing their transactions under the jurisdiction of the Common
Law. Thisimpliesthat property and goods could have been placed as bonds for repaying debts.
(Moore (1985), n.105.) Registration, however, was costly, and prior to 1271 few debts, if any, were
enrolled each year. Aslong as the CRS functioned well, traders relied on it and did not register their
debts. The number of registered debts, however, rose substantially by 1271, just before the CRS was
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abolished in England.*> On the eve of the change, traders were seeking aternative contract
enforcement inditutions.

Findly, thereis no indication that the state gained much from replacing the CRS. We have no
evidence that the legd system was profitable to the Crown. On the contrary, it seemsto have been a
financid ligbility. As noted by Bdlamy even aslate as the seventeenth and eighteenth centuries, "the
maxim” of contract enforcement by the English state “was not efficiency, but financid economy, making
the system of public order pay for itsdlf. A king with no proper permanent army, who could not pay the
members of his own household with regularity, was not likely to visudize or finance a proper police
system” ((1973), p. 201).

While smilar factors contributed to the decline of the CRS in England and Italy, the extent to
which communities could have abolished it depended on the existence of a central date. In Italy,
communities could not rely on athird party, aKing, to provide them with an dternative inditution.
Indeed, athough inter-community tregties to abolish the CRS in Italy were Sgned during the late
thirteenth century, retdiations continued in centuries to come. This was not the case in England, where
the state enabled the communities to abolish the CRS.

In 1275, King Edward | issued the Statute of Westmingter | that forbade applying community
respongibility to debts, and established the following ruling with respect to any "stranger who is of this
kingdom (namdy, an Englishman from one locality present in another).” Such an individua should not
"be digrant in acity, borough, vill, fair or market for what heis neither debtor nor pledge for, and he
who does thisisto be severdy punished and the distress is to be released without delay by the bailiffs
of the place or by the other, the king's balliffsif need be*® The Statute of Westminster | did not
edtablish any dternative inditution for contract enforcement and the results) in terms of inability to

42 Close Rolls of the Reign of Henry 111, pp. 1227-1272. 14 Vols. London: His Majesty's Stationery Office, years
1256-1272. Thereisoneentry for 1257; four for 1269; and 43 for 1271. For the high cost of amerchant of using the
common law court, see Plucknett (1949), p. 137.

43 English Historical Documents Val. 111, p. 404.
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contract ) were apparently severe A later satute in 1283 declared that ""merchants who in the past
have lent their substance to various people are impoverished because there was no speedy law
provided by which they could readily recover their debts on the day fixed for payment, and for that
reason many merchants are put off from coming to this land with their merchandise to the detriment of
merchants and of the whole kingdom."*® Edward seems to have abolished the system, recognizing its
cog, only to later redize its benefits.

The dternative contract enforcement ingtitution established by Edward | may have been
influenced by asmilar indtitution that had been enacted in France. This conjecture gains some support
from the observation that in England it was firgt established in the Channel 1dands, between England
and France, in 1279, and only later, in 1283, in the rest of England.*® The Statute of Acton Burndl of
1283 edtablished this dternative contract enforcement indtitution by enabling, though not requiring, a
creditor and debtor to appear before the Mayor of either London, Y ork, or Bristol, acknowledge the
debt, and haveit registered in aroll. The creditor would then be given the debtor's bond sedled by a
specia roya seal kept by these mayorsfor this purpose. In case of default the creditor did not need to
bring an action of debt, but could resort to immediate confiscation and sdlling of the chattels and
divisble property that were placed as bonds. Recovering the loan through aforced selling of the bond,
if necessary, was the respongbility of the mayor or sheriff in whose jurisdiction the bond was to be
found. If the proceedings from the bond were not sufficient to cover the debt, the debtor would be
imprisoned.*’

Despite its intent, the Statute of Acton Burnell failed to provide an appropriate contract
enforcement mechanism, and two years later, in 1285, the Statute of Merchants had dtered some of its

4 Although the merchants could have used, as mentioned above, the costly and time consuming common law
court.

4 English Historical Documents, vol. I11, p. 420

46 See discussion in Patourel (1937), p. 97, who also refersto the work of Giry. Manuel de Diplomatique, (1925),
Paris, pp. 649-52, 835-54, discuses thisinstitution in France.

4 The Statute is published in English Historical Documents, vol. |11, no. 54, pp. 420-2. For adiscussion of this
Statute and other relevant devel opments, see Plucknett (1949), pp. 138-50; Moore (1985), p. 120.
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provisions because "merchants complained to the king that sheriffs misinterpreted his statute and
sometimes by malice and by misinterpretation delayed the execution of the statute to the great detriment
of the merchants*® The provisons of this statute indicate the difficulties in providing the gppropriate
incentives to those who were supposed to administer the lega procedures established by the Statute of
Acton Burndl. Among the provisions were the following: Instead of one adminigtrator, two were
required to produce aroll specifying a debt, one nominated by the king and the other by the local
authorities. Two rolls specifying the bond had to be made, and after being sedled by the sedl of the
debtor, each would be held by another administrator. Forced sales were abolished and the debtor was
imprisoned until the matter was settled but he was given three months to enter any contract necessary to
raise the money required for paying hisdebt. If hefalled to do that, the Statute of Merchants and the
Statute of Westminster 11 established that his chattels and his land could be handed over to the creditor
in compensation. The land, however, could not be dienated, but the proceedings from the land could
be used to pay the debt.*® Findly, the ability to register and seal contracts subject to this procedure
would be made available to merchants in towns other than London, Y ork, and Bristol, and & every fair.
The procedures established in England between 1283 and 1285 provided the basisfor a
contract enforcement mechanism that enabled impersond exchange based on a centrd legd system and
individua respongibility. The system did not mature overnight, and severd improvements were made
over the years to enhance its functioning. For example, in 1352, the common creditors were ranked
with the crown’ s creditors insofar as imprisonment of the defaulted debtors were concerned, and
outlawry was extended to debt and actions of account.® Y et, even aslate as 1543, the authorities
could not break into the locked house of a debtor who defaulted on his debt. (Jones (1979), pp. 13-

“8 This statue appears in English Historical Documents, vol. 11, no. 58 pp. 457-60.

“® For the Statute of Westminster |1 of 1285, see English Historical Documents, val. I11, no. 57, pp. 428-57 (and see
in particular c. 18).

0 Plucknett (1949), pp. 324-26, 343. Nor did the system enhance the ability to recover debt when the debtor was
an alien and landlessin England. See discussion in Moore (1985), p. 121.
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6.) A contract enforcement ingtitution based on individud responghbility, smilar to the contract
enforcement ingtitution based on collective responsbility which it replaced, developed dowly.

4. Conclusions

Was inter-community, impersona exchange possible during the late medieva commercid
revolution? The Community Responsihility System enabled exchange that was impersond up to one's
community affiliation. It enabled exchange that was impersond in the sense that the decison whether or
not to transact among individuas who did not expect to transact again was independent of knowledge
of one' s past actions or the ability to tranamit hisidentity to future exchange partners. The CRS
enabled impersona exchange despite the absence of centralized lega contract enforcement provided by
adate, thefinite life times of humans, the difficultiesin communicating one s identity, or verifying past
actions.

The CRS was a Hf-enforcing inditution in the sense that dl rdevant incentives - to individua
traders and their communities - were provided endogenoudy. Initidly, it was dso a sdf-reinforcing
indtitution, in that it led to processes that increased the range of parameters within which it was sdlf-
enforcing. While the CRS was based on the existing, community-based socid structure, it reinforced
this structure by motivating the community members to dearly define their communa membership, to
etablish the organizations required to indicate who their members were to the rest of the society, and
to strengthen ther intra-community enforcement indtitutions. Similarly, the CRS was reinforced by the
introduction of other supporting organizations, tructures, rules, and regulations.

But in the long run, the CRS was a sdf-undermining ingtitution.>*  Its own implications bred
processes leading to its destruction. The CRS contributed to the growth of long-distance trade and the
sze, number, and heterogeneity of communities and these changes undermined its self-enforcegbility. It
reduced the system’ s effectiveness, economic efficiency, and its intraccommunity political support.

Such processes made it eader, for example, to fasfy one's community affiliation, hindered verification

51 See Greif (forthcoming) on the rel ationships between self-enforcing, self-reinforcing, and self-undermining
institutions.
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of this affiliation, reduced the cost of inter-community mohility, increased the severity of the mora
hazard problem, and made some members of the community worse off under the system then they
otherwise would have been. By the late thirteenth century, certain members of communities sought
exemptions from the CRS and communities were |aboring to abolish it. Where possible, the state
stepped in to provide an dternative. The European economic ingtitutions moved closer to their current
gtuation in which individua legd responghility isanorm.

This study of the nature and dynamics of impersonal contract enforcement indtitutionsin pre-
modern Europe reved s the importance of understanding the inter-relations between socid, economic,
and paliticd factorsin determining the set of feasible and actua economic indtitutions. It indicates that
economic indtitutions supporting market exchange can be based on and postively reinforce a particular
socid dructure. At the same time, the dependency of an economic ingtitution on its socid and political
foundations implies that the inter-relationships between socid, palitica, and economic processes
influence their effectiveness and politicd viability.

In recent years there has been a growing interest in the extent to which communities or, more
broadly, groups that assume joint liability for each others actions, facilitate market exchange with non-
group members. Much of this research has been either theoreticd (e.g., Varian (1990), Tirole (1996),
Kranton 1996, Ball 2001) or dedlt with business associations and brand names (e.g., Bernstein 1992).
Its main focus had been on the ability to foster micro-credit in developing countries based on
communities and associations (e.g., Bedey and Coate (1995), Bouman (1995).)

Little attention, however, had been paid to the broader role of ingtitutions facilitating inter-
community impersona exchange based on intra-community enforcement mechanismsin contemporary
developed economies. In these economies bodies, such as nations and firms, discipline their members
for misconduct vis-a-vis non-members, thereby contributing to impersona exchange. Their exact
nature and the historica process through which they have emerged has not been examined. Y, itis
often argued that the ability to enter into impersond exchange is akey to the division of |abor and the

rise of market economies. If thisisthe case, comparative study of the dynamic evolution of such
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contract enforcement indtitutionsis likely to greatly enhance our understanding of the hitorical process

of economic development in various societies.
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