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Chapter 2: Arbitrage, China, And World Trade In The Early 

Modern Period 

A. Introduction 

Beginning in the 1570s, silver initiated significant and continuous trade at the 

global level. Conservative, official estimates indicate that Latin America alone produced 

about 150,000 tons of silver between 1500 and 1800 (Barrett 1990, p.237), perhaps 

exceeding 80% of the entire world's production over that time span and virtually all of 

this silver engaged in intercontinental trade. (Cross 1983, p.397) Explanation for the 

spectacular dominance of silver in the early-modern world economy requires analysis of 

both the demand and the supply sides ofthat industry. On the demand side, China was by 

far the most significant end-market customer. China's paper-money system suffered a 

crisis in the fourteenth century and had virtually collapsed by the middle of the fifteenth 

century and silver imports provided a stable substitute for fiduciary money. (Yang 1952, 

p.67) Thus, a partial explanation for significant demand for silver in China dates to the 

fifteenth century when silver helped satisfy the void created by worthless paper money. 

China's multi-century appetite for silver did not stem, however, solely from the monetary 

sector; rather, it grew from a mix of fiscal (government revenues and taxation), monetary 

(medium of exchange), and private-sector developments. The private sector favored 

silver and, increasingly, taxes became payable in that medium. This trend spread to the 

government sector, culminating with the Ming Dynasty's 'single lash-of-the-whip' tax 

system, which consolidated numerous Chinese taxes and specified payment in silver in 

the middle of the sixteenth century.26 

On the supply side of the equation, silver originated mostly from Peru and Mexico 

in the West and Japan (especially in the late 16th and early 17th centuries) in the East. 

Supplies were controlled by the Spanish Emperor and the Shogun. Both Japanese and 

Western producers indirectly sold to China. Political hostilities precluded direct official 

26 See Liang (1970). A more detailed account can be found in Huang (1974). 
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trade of Japanese silver into the Chinese market by merchants of either country, although 

private Chinese merchants did call on Nagasaki.27 That role fell to European and other 

Asian intermediaries in the Sino-Japanese silver trade. 

Europeans were also middlemen in the silver trade between Spanish America and 

China. New World silver traversed the Atlantic and passed through Europe — following 

countless trade routes via the Baltic, the Levant, and the Cape — and eventually on to a 

Chinese destination. Attman's 'minimum estimates' of bullion flows through Europe and 

on to Asia are 2-3 million rix-dollars in 1550, 4.4 millions in 1600, 6 millions around 

1650, and 8.5 millions by 1700 [one rix-dollar = approximately one peso]. (Attman 1986, 

p.78). The Pacific Ocean furnished an alternative, the direct trade route from America to 

China. Silver-laden Manila Galleons sailed out of Acapulco to the Philippines, where the 

cargo was transferred to junks for shipment to China. 

The contention of this essay is twofold. First, the amount of silver flowing to 

China via the Manila Galleons was far larger than is generally recognized; at times it may 

have equalled the volume of silver passing to China via Europe. Looking at the 

seventeenth century as a whole, these Acapulco-Manila galleons seem to have carried as 

much silver to Asia as the Portuguese Estado do India and the Dutch and English East 

India Companies combined. Second, the demand for silver in China implies immense 

repercussions in terms of Western history: there would not have been a Spanish Empire28 

in the absence of the transformation of Chinese society to a silver base, nor would there 

have been the same sort of 'Price Revolution' (i.e. inflation) around the globe in the early 

modern period.29 

27 Tashiro (1982,pp.288-292) explains that Chinese and Dutch merchants dealt directly with the 

Bakufu in the seventeenth century, rattier than through normal foreign relations: From "the 

Chinese point of view, the Nagasaki trade was an exercise in smuggling." (p.288) 

28 See Flynn (1982) and Flynn (1984) 

29 Kellenbenz (1981, p.325) and others have claimed that China did not experience a Europe-style 

Price Revolution in the early modern period. Cartier (1981) and Goldstone (1991, pp.359-360) 

show that Chinese prices did, in fact, exhibit an inflationary trend like Europe and the rest of the 

world, once Chinese rice prices are converted to "silver-content prices" (as in Europe and 
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The use of paper money was widespread in China dating from at least the 

eleventh century. The state sought to fix the value of paper money to coins, but such 

efforts were futile because the paper was inconvertible. As a result, a promissory note 

with a nominal value of one liang of silver in 1375 (= one thousand copper coins) fell to 

less than one-thousandth of a liang (= less than one copper coin) by the year 1445: 

"Instead of paper currency, silver had become the major medium of exchange. The note 

practically ceased in circulation from the sixteenth century." (Yang 1952, p.67) Atwell 

has correctly pointed to China's transition to silver-based money as a significant source of 

demand for silver. (Atwell, 1977, p.4; Atwell, 1982, pp.79, 83). 

It is noteworthy that the Ming never did mint silver coins in any serious way after 

the collapse of their paper money system. (Yang, 1952, Ch.VI) Copper cash was used for 

normal day-to-day purchases. Increased use of silver ingots for larger transactions 

evolved in the merchant community early in the fifteenth century, especially in 

commercial regions like Kwangtung and the Lower Yangtse. Demand in these regions 

alone must have been significant considering that Nanking contained over one million 

inhabitants and Peking around 660,000 in the late Ming period.(Rodzinski 1979, p.201). 

Payments in silver emerged in a somewhat disorderly way, but the trend toward silver 

gained momentum in the second half of the fifteenth century. The emergence of local 

silver production within China and the clandestine trade with Japan (the main source of 

the white metal) resulted from this conversion to silver in the private sector, which 

ultimately had a profound effect on the Ming fiscal structure. 

elsewhere). Wilkinson (1980, p.27) is careful to distinguish between "cash" (copper) prices and 

"tael" (silver) prices in Suchow prefecture between 1628 and 1690. 

30 Fairbank (1992, p.135) provides the following description: "In the clumsy circulation of pure lump 

silver, the unit ofaccount (the ounce or tael) varied from place to place and also as between trades 

and between agencies of government. Twenty different silver tael units of account might be in 

common use in one city at one time, requiring a different 'currency' for each commodity, like salt 

or cotton cloth, and for payments going to certain other places. Each ingot had to be weighed and 

also assayed for its purity." 
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The Ming tax structure may be characterized as 'decentralized'. Taxes themselves 

came to be collected in silver, not because it was "planned but merely resorted to out of 

necessity in the failure of all other currencies." (Fairbank, 1992, p.135) Taxation in silver 

grew in popularity in the second half of the fifteenth century. This evolution of the fiscal 

structure continued into the sixteenth century and was systematized in the 1570s under 

the name of the 'Single-Whip Reform', "the most significant innovation in fiscal policy 

during the entire Ming and Qing periods." (Moloughney and Weizhong, 1989, p.55) The 

Single Whip unified numerous taxes and specified that virtually all duties and taxes were 

to be paid in a specific medium: silver! It took a long time to fully implement the single-

whip tax reform, however, as Ming treasury income rose from 2.3 million taels of silver 

in 1570, to 4.4 million taels in 1577, to 6 million taels in 1618, about 9 million in 1630, 

12.2 million in 1631, 20 million in 1639, and 23 million in 1642: "This continual increase 

is in part a reflection of the shift from a grain tax to a silver tax with the gradual 

implementation of the Single Whip Reforms." (Moloughney and Weizhong, 1989, p.67) 

It was necessary to collect taxes in silver; for one thing, salaries had to be paid in this 

medium (Geiss, 1979, p.l56): 

The Ming government began to pay official salaries in silver during the 
1450's. At that time the treasuries held insufficient amounts of paper notes 
to meet payment deadlines, so the Peking military officials received silver 
bullion in lieu of paper notes. At the beginning of the sixteenth century the 
practice had become institutionalized; official salaries were paid in a 
mixture of silver and copper coin with ten per cent paid in copper and the 
remainder in silver. For the rest of the century silver dominated the 
marketplace. Copper coins were used for small transactions, although in 
some places everything, even the smallest purchase was paid for with 
silver. 

Tribute payments were also converted to silver. As the center of Asian 

civilization, the Chinese monarchy collected tribute from neighboring vassal states. 

Tribute missions to China were irregular and not designed as sources of revenues (those 

bearing gifts often received more than they gave). What is crucial for our purposes is to 

recognize that the system came to be based on payments in silver: 

To sum up, the entire tribute and interregional trade zone had its own 
structural rules which exercised a systematic control through silver 
circulation and with the Chinese tribute at the center. This system, 

54 



encompassing East and Southeast Asia was articulated with neighboring 
trade zones like those of India, the Islamic region and Europe. (Hamashita, 
1988, p.18) 

The payment of tribute in silver implied that the major trading routes of Asia were 

heavily impacted by the flow of bullion toward Peking. In the case of Korean tribute, for 

example, Tashiro has shown that Japanese silver exports via Tsushima and Korea 

matched chronologically with the schedule of tribute payments from Korea to imperial 

China.31 

To reiterate the main points, the gradual conversion of imperial China to a "silver 

zone" was initiated by merchants in south-east China — the center of foreign trade — 

when the fiduciary money system collapsed. Local and regional taxes came to be paid in 

silver: 

The commutation of land tax and labor service payments to silver was an adaption 

on the part of the state to the expanding market economy and, in turn, promoted the 

further commercialization of the economy.... Not only merchants and landowners but also 

poor peasants were involved in the empirewide commercial network partly because of the 

tax system, which demanded payment in silver. (Kishimoto-Nakayama, 1984, p.244) 

Imperial tribute became payable in silver too, but not necessarily by Ming design. 

On the contrary, the dynasty at times attempted to thwart the pro-trade and pro-silver 

forces of trade and industry.32 Regulation of the tribute-trade system did indeed stifle 

31 Tashiro (1989). We do not dispute the claim of scholars that even the regular tribute payments of 

Koreans — in silver — may have been more than offset by reciprocal Ming gifts. In other words, 

we do not claim "net gains" on the part of the Ming. We simply point out that China absorbed 

massive amounts of silver, irrespective of whether the Ming were net financial winners or losers in 

particular tribute relationships. 

32 The Ming may have had good reason to resist the country's conversion to a silver-based economy, 

according to Goldstone, because land taxes were 'fossilized' (i.e. fixed) in terms of payments in 

silver, while imperial expenses (in terms of silver) mushroomed. Inflation-adjusted taxes fell at the 

central-government level, in other words, leading ultimately to the overthrow of the Ming in 1644: 

"The outcome was a political crisis rooted in fiscal bankruptcy. The crisis was not due to over

taxation relative to the available resources of the society. In fact, the government's share of 
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private trade, but this policy alienated merchants who sided with the Manchus in 

overthrowing the Ming Dynasty in the mid-1600s. According to Hamashita, it was the 

private-sector challenge to the traditional tribute-trade monopoly which nudged a 

reluctant China into the silver camp. The Ch'ing Dynasty, successor to the Ming, also had 

to accommodate the rise of the merchant class: 

'Modernization' in Asia was generated as a negative reaction to the all-
inclusive superior-subordinate relations of the traditional tribute system. 
Mercantilist control over tribute by the Ch'ing dynasty led overseas 
Chinese merchants to oppose the trade policy and expand their own 
private trade. As a result, the Ch'ing dynasty was in turn compelled to shift 
from the role of monopolistic trader-merchant to that of tax collector [in 
silver]. (Hamashita, 1988, p.23) 

According to this interpretation, China began to modernize when the central 

government was forced to reduce its role as imperial trader in favor of collecting taxes 

from the private sector. 

The important point for our purposes is to establish that China's demand for silver 

was vast and growing over time. China contained over a quarter of the world's population 

national wealth diminished. Rather, the crisis was due to an overall under-taxation as inflexible 

land-tax systems failed to capture growing output and tax evasion became increasingly common 

among influential elites." (Goldstone 1991, pp.374-375)Goldstone's claim of Ming fiscal 

bankruptcy is not contradicted by trends reported in Moloughney and Weizhong (1989, p. 68) to 

the effect that silver income of the Ming administration by 1642 was "a five-fold increase from 

1570... The state certainly did not suffer a decline in its silver income in the late Ming years." 

These seemingly-contradictory positions are, in fact, compatible since the purchasing power of 

silver was declining at the very time that Ming revenues were increasingly converted to payment 

in this medium. According to our reading, Moloughney and Weizhong do not argue that total taxes 

rose as a percentage of national output; they say that a larger proportion of taxes were paid in the 

form of silver. Yet it was specifically silver which was losing value. Again, it is crucial to think in 

terms of silver's value versus the value of total tax revenues, rather than focus solely on quantities 

of silver receipts. 
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late in the Ming period3-* and it was the center of the largest tribute/trade system in the 

world: "Even in late Ming times the Chinese economy was huge, and... silver use was 

expanding at this time..." (Moloughney and Weizhong, 1989, p.68) When such a large 

percentage of the world economy is committed to purchase of a specific commodity that 

is high in value and transportable among continents, the impact on that industry is bound 

to be global. The early-modern silver industry was no exception. 

It was the conversion of China's economic structure to silver that caused its value 

to soar above that of any other location in the world. Relative bimetallic ratios are 

perhaps the clearest indicator of silver's high valuation in China. 

From 1592 to the early 17th century gold was exchanged for silver in Canton at 

the rate of 1:5.5 to 1:7, while in Spain the exchange rate was 1:12.5 to 1:14, thus 

indicating that the value of silver was twice as high in China as in Spain. (Chuan, 1969, 

p.2) 

Divergent bimetallic ratios imply that one could theoretically use an ounce of gold 

to buy, say, eleven ounces of silver in Amsterdam, transport the silver to China and 

exchange the eleven ounces there for about two ounces of gold. The two ounces of gold 

could be brought back to Europe and exchanged for twenty two ounces of silver, which 

could again be transported back to China where its value was double again. This process 

of "arbitrage" would continue until China's silver stock rose sufficiently to lower its value 

there to the value prevailing in the rest of the world. What we are describing here is a 

Ricardian-type mechanism for the transfer of silver, previously explained in detail in 

Chaudhuri's (1978) classic account.34 By the same process, sufficient gold was 

33 Fairbank (1992, p.128) estimates Chinese population at 160 million by 1644. Moloughney and 

Weizhong (1989, p.69) claim that China's population declined between 1600 and 1650 from 160 

million to 123 million; China's 'silverization' continued despite significant alleged depopulation 

and "the late Ming years saw an unprecedented volume of foreign silver flood into China, and 

these were years of dynastic decline." (p.68) 

34 See Flynn (1986) for an unconventional microeconomic theory in support of Chaudhuri's (1986, 

pp.77-78) argument against Kristof Glamann.For discussion of David Ricardo's specie-flow 

argument, see Chaudhuri (1978, pp.156-157); Ricardo essentially argued that each precious metal 
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simultaneously exported to Europe and America to lower its value there to that of the rest 

of the world. The same arbitrage mechanism which attracted silver from the West, of 

course, attracted silver from other Asian countries. In the 1590s the bimetallic ratio was 

about 10:1 in Japan and 9:1 in Moghul India, significantly higher than in China, which 

Boxer says "was the basic reason why China remained for so long the suction-pump 

(bomba-aspirante) which absorbed silver from all over the world..." (Boxer, 1970, p.461) 

The arbitrage mechanism for attracting silver to the Chinese "suction pump" 

explains part of the story. What we are suggesting is that institutional changes in the 

private sector within China, along with fiscal and monetary developments, are what 

created the arbitrage potential itself. 

Did reality conform to the arbitrage-theory prediction that the profit motive would 

eventually integrate world markets in terms of price? The answer is yes. By 1640 

bimetallic ratios around the world had converged.-*5 Silver's high valuation in China 

caused the white metal influx from production sources around the world (mostly Spanish 

America and Japan) because it was profitable to satisfy China's vast demand. The 

relocation of the product from low-value to high-value areas roughly equalized its price 

everywhere; silver became more abundant in the scarce area and more scarce in the 

must be analyzed independently, focusing on the cost of producing each metal and the price of 

each one separately. When one of the metals — say, silver — experienced a drastic drop in 

production costs, its price would gradually fall in the region surrounding production. The resulting 

low price of silver (in the West and Japan, during our period) relative to its price elsewhere 

(China) would lead to opportunities for profit from arbitrage; this was a driving force behind 

intercontinental trade. This type of Ricardian logic has guided Chaudhuri (1978)(1986) and Flynn 

(1986), both of whom view disequilibrium in the silver market as a primary cause — rather than 

effect — of East-West trade in the early-modern period. Conventional macroeconomic approaches 

talk about trade imbalances; gold and silver are combined as 'money' in macroeconomics, which 

automatically precludes the kind of cost-of-production analysis we advocate. 

35 See, for example, Yamamura and Kamiki (1983, p.352). Atwell (1982, p.82) shows clearly that 

bimetallic ratios in China, Japan, and Spain had converged by 1644. 
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abundant areas. The arbitrage-dominated phase of the silver trade had ended around the 

middle of the seventeenth century. 

If simple arbitrage explains the flow of silver to China up to about 1640, then 

what mechanism explains the continued flow of thousands of tons of silver to China after 

that date, when arbitrage profits had diminished? The answer is that arbitrage represents 

only one avenue of business profit. Normal, non-arbitrage profits are commonplace today 

and always have been. Products are often sent to expanding market areas, not because 

they offer higher prices, but because they offer more buyers at the same price. Products 

have always gravitated to growing areas, places where imported items share roughly the 

same prices they command in low-growth areas. Businesses often extend into new 

markets, in other words, even though per-unit profit may be normal. Turning back to 

early-modern China, there is evidence of an expanding market in the later Ming period.36 

Silver continued to gravitate to the Chinese market in the second half of the seventeenth 

century, therefore, not because silver was more valuable there than elsewhere, but 

because there was a huge number of buyers at a relatively stable world price.3 ' There 

was a general recovery of economic productivity during the early Qing period and silver 

imports again surged after the (1660s) coastal trade ban was lifted in 1684-1685. 

(Wakeman, 1986, pp.18-19) 

In sum, it seems clear to us that one cannot understand the global nature of the 

silver trade in early modern times ~ that is to say, the birth of the world economy -

without reserving a central place for China. Silver simply flowed to the area offering the 

best price. When its price there subsided to the world price, extensive and growing 

36 Within China, large-scale production of ceramics, silk, and cotton cloth accompanied the spread of 

trade in salt and cereals, the growth of cities, and of a more affluent merchant class engaged in 

interregional trade. The flow of silver into China was only one factor in this growth. A number of 

historians point to late Ming achievements in literature, art, and urban life as harbingers of a 

dynamic renewal in society and culture as well as in the economy. (Fairbank, 1992, pp.141-142) 

37 In terms of theory, Flynn (1986) explains the arbitrage portion of the West-to-East flow of silver 

via demand and supply analysis. For a more complete discussion of "non-arbitrage world trade" in 

silver, including a graphical depiction of the process, see Flynn (1991, pp.343-347). 
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demand assured the continued importation of silver into China; there just were no longer 

such unusual profits per unit of product. 

B. The Manila Galleons 

On the production side, Peru and Japan dominated the silver market in the late 

sixteenth and early seventeenth centuries. Japanese production fell off after the 1630s, 

although the drop may have been less pronounced than once thought.38 Peruvian output 

fell in the second half of the seventeenth century too, but the decline was gradual and the 

combination of Peruvian and Mexican output was larger in the seventeenth century than 

it had been in the sixteenth. (Barrett, 1990, pp.242-243) The preponderance of 

scholarship has focused on the Atlantic/European leg of American silver's journey to the 

Far East. Little attention has been paid to the Pacific route to China via the Manila 

Galleons. 

The American side of the Pacific experienced a momentous innovation in the 

1570s. The previously-booming mines of Potosi were experiencing financial crisis by this 

time, when implementation of the mercury-amalgam method for extracting silver reduced 

production costs suddenly and dramatically.39 Thereafter Potosi became the most prolific 

silver producer the world has ever known. Despite an altitude of nearly three miles (over 

15,000 feet) and transportation of two-and-a-half months by pack animal from Lima, the 

population of Potosi surged to nearly equal that of London or Paris by the early 

seventeenth century. It may have been world history's most spectacular boom town. 

Profits were gigantic because the cost of producing silver had fallen suddenly, while its 

38 Goldstone (1991, p.373). Also see Moloughney and Weizhong (1989, p.61), who summarize 

Japanese silver exports and conclude that "the late Ming years saw...(imports of Japanese silver to 

China) reach its zenith." 

39 According to Cross (1983,p.402), registered output in Potosi fell from 68,759 kg of silver in 1565 

to 28,633 in 1572. There was a radical transformation of the area in 1573 with implementation of 

the mercury amalgam process. 
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world price declined only gradually.40 In other words, at the same time that the complex 

of forces culminating in the 'single whip' caused silver's value to rise on the Asian 

mainland, the cost of producing it in the New World fell dramatically. Extensive demand 

explains the high value of silver in China, while low-cost supply explains its low value in 

America. The potential for extended arbitrage profits had never been greater. 

Spain was arguably the most powerful force in Europe at the beginning of the 

seventeenth century. And it was a Spanish product that was sent from Europe to Asia — 

American silver -- but ironically the Portuguese, the Dutch, and the English controlled 

the Europe-Asian trade. Spaniards were excluded. Spain was also excluded from the 

lucrative inter-Asian trade, at times an even greater source of enrichment for European 

rivals. The only avenue available for Spanish participation in Asian trade was via 

Mexico, over the Pacific Ocean. 

The most important product imported into Mexico from the Philippines was silk, 

a portion of which was re-exported to Europe. Mexican merchants preferred direct trade 

with Asian silk suppliers rather than operating through Spanish intermediaries; 

transportation was cheaper, they could avoid taxes, and the Crown could not confiscate 

Pacific silver, as was done inside Spain. (Yuste Lopez, 1984, p.41) During the initial 

years of commercial relations between America and Manila there was no official control. 

A highly profitable business was organized amongst Manila, Mexico and Peru, taking 

advantage of cheap luxury prices for Chinese goods (from the American perspective) and 

cheap New World silver (from the Chinese perspective). 

In 1571 something dramatic clearly happened, as a huge increase is registered in 

the Ming central government's silver revenues. This occurred, it should be noted, four 

years after the Ming government had relaxed its restrictions on maritime trade, one year 

after Sino-Japanese trade was boosted by the founding of Nagasaki, and the same year in 

which Sino-Spanish trade began in earnest with the establishment of Manila as the 

Spanish capital of the Philippines. (Atwell, 1982, p.81) 

40 See Doherty and Flynn (1989) for explanation of the cause of this gradual decline in the value of 

silver. 
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Fleets of Peruvian ships, the "peruleros," joined the Mexican galleons in search of 

oriental products. A letter from a Spanish official in Lima to Philip II in 1594 explains 

the motivation for this frenzied activity: "A man can clothe his wife in Chinese silks for 

two hundred reales, whereas he could not provide her clothing of Spanish silks with two 

hundred pesos." (Quoted in Borah,1954, p.122) An eight-to-one price differential is no 

doubt an exaggeration (a ratio of three-to-one is more common in the literature), but any 

sizeable price disparity was not about to go unnoticed; the Pacific commercial network 

seriously disrupted the Atlantic monopoly of the Casa de Contratacion because silk was 

supplied much cheaper. 

By the mid-1570s, silver which had been mined in New Spain and Upper Peru 

was circulating in Amsterdam and Peking, while silk and other textiles from Chiang-nan 

and Andalusia were competing side by side in the markets of Lima, Mexico City, and 

even Seville. (Atwell,1988, p.318 

Merchant complaints in Seville persuaded Philip II to issue a series of decrees to 

control the Pacific trade. In 1591 commercial relations between Peru, Guatemala, Panama 

and the Philippines were forbidden. In 1593 a limit of 300,000 pesos on merchandise 

from Manila and 600,000 pesos from Acapulco was imposed. The trade between Peru 

and Mexico was interrupted by a 1631 order; the order was repeated in 1634. Profits were 

formidable, however, and illicit relations between the two viceroyalties continued with 

the port of Realejo serving as the trading port. (Yuste Lopez, 1984, p.30) The Pacific 

trade provided such lucrative profits that every conceivable means of corruption and 

smuggling was invoked to evade Crown control. 

The Crown also attempted to interdict the silk-silver trade in Asia. In 1633, after 

the King had issued a decree forbidding trade between Macao and Manila, Spanish 

galleons used any pretext to visit Macao to buy silks and "a single galleon usually 

brought about half a million silver dollars for this contraband." (Boxer, 1968, p. 136) This 

amount of silver in a single ship — equal to conservative estimates of an entire year's 

exports out of Acapulco (to be discussed in the next section) — hints at a vigorous 

commercial relationship between merchants in Mexico and Manila. The secretary of 

Portuguese India observed in 1634-1635 that the trade between Macao and Manila was 

permanent. (Magalhaes Godinho, 1984, Vol. 1, p. 133) 
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Entrepreneurs overlooked no avenue by which to profit in transporting silver to 

China, including via the direct Pacific route. Spain maintained legal control over the best 

ports on either side of the Pacific: "Manila had probably the best harbor in the Far East, 

as excellent a western terminus of the navigation as Acapulco was the eastern." (Shurz, 

1959, p.29) The problem was that great distance precluded actual Crown control over the 

Pacific trade. Smuggling and corruption ran rampant. * Spanish merchants had trouble 

competing in the Atlantic, but attempts at prohibiting competition in the Pacific were 

futile and prodigious quantities of silk flowed eastward out of Manila. In exchange, 

thousands of tons of silver shipped westward out of Acapulco and into the Asian 

marketplace in the seventeenth century. 

C. Quantities Of Silver 

Atlantic trade has been studied extensively, yet controversy persists concerning 

estimates of the amount of silver flowing to (and through) Europe during the early-

modem period. The Pacific trade has mostly been ignored by historians, on the other 

hand, so it is not surprising that reliable estimates of quantities of silver flowing to (and 

through) the Philippines during the sixteenth and seventeenth centuries do not exist. 

Many authors recognize that the Manila trade was significant, especially in the late 

sixteenth and early seventeenth centuries. A large portion of the trade was contraband, 

however, which explains the problem of measurement. John J. TePaske has surveyed this 

41 Atwell (1977, p.10) cites the Ecclesiastical Cabildo of Manila in 1632 to the effect that "Spanish 

officials in Mexico were permitting between four and five times the legal amount of silver to be 

shipped from Acapulco to Manila, and this at a time when bullion remittances from the New 

World to Spain were in sharp decline." See also Boxer (1970, p.474-475), who cites Antonio 

Dominguez Ortiz (1958). In their studies of production in Mexico and Peru, Brading and Cross 

(1972, p.574) likewise find evidence of smuggling in the seventeenth century: "During the 

desperate years of 1630-45 when the Spanish monarchy lurched from one financial expedient to 

another, Peru consumed more mercury than ever before. It follows therefore that Hamilton's 

import figures simply reflect official inefficiency and corruption; they bore little relation to the 

realities of silver production." 
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literature and concludes that the contraband trade was substantial: "That the Philippines 

siphoned off large sums of silver from the New World cannot be denied, but measuring 

that flow is virtually impossible." (TePaske, 1983, p.437) Official records by definition 

exclude contraband, so how is one to estimate the size of the overall Philippines trade? 

TePaske's figures, taken from Earl J. Hamilton's work, are divided into two 

categories. First is the "situado," a subsidy sent in silver by Mexican authorities to 

support the Manila administration. Situado payments averaged 200,000 pesos annually 

overall, although in the first half of the seventeenth century the Philippines received a 

quarter of all bullion shipped out of New Spain "and during the 1640s, perhaps in 

response to the Dutch threat in the islands, over 40% of Mexican surplus income" flowed 

to Manila as situado payments. (TePaske, 1983, p.434) Also based on Hamilton's work, 

TePaske estimates private remittances alone to the Philippines at 316,693 pesos annually 

(8,095 kilograms) between 1591 and 1660. In a recent survey of the literature, Ward 

Barrett uses TePaske's tables and figures from Humboldt's Political Essays to generate a 

higher estimate of private remittances to Manila, 463,281 pesos (11.86 tons) annually 

between 1581 and 1700. (Barrett, 1990, p.249) Basically, TePaske estimates overall (both 

the situado and private) remittances at about 517,000 pesos per year while Barrett 

elevates the total to about 660,000 pesos per year. Barrett does point out a glaring 

discrepancy, however, between production figures in Spanish America (based on figures 

from Humboldt, Soetbeer, Merril and Ridgeway) and Morineau's upwardly revised 

shipments to Europe.42 Production exceeded exports over the Atlantic by 40,000 tons, 

which converts to 5.5 million pesos (135 tons) per year. Barrett reasons that the 5.5 

millions must have either remained in America or gone to the Philippines. (Barrett, 1990, 

p.236) We have previously discussed the powerful institutional magnet in Asia, attracting 

silver from all parts of the globe. No comparable silver magnet existed in America, on the 

other hand, so China-via-Manila is the likely candidate for receipt of millions of pesos 

42 That is, even if we accept Morineau's larger figures for silver exports via the Atlantic and Europe, 

there is still a substantial amount of silver output left over. The question is: Where did this extra 

silver go? We claim that its ultimate destination was China (as was the case of the silver passing 

through Europe) and that much of it passed over the Pacific via Manila. 
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annually. One should keep in mind that 5.5 million pesos per year to Manila is roughly 

ten times greater than the conservative estimates of TePaske and Barrett. 

Is it possible that over 5 million pesos per year traversed the Pacific? Supporting 

evidence does exist for such lofty figures around the turn of the century. In 1602 the 

Cabildo of Mexico City claimed that 5,000,000 pesos (127.8 tons) annually went to 

Manila and that an astonishing 12,000,000 pesos (306.7 tons) was shipped in the single 

year of 1597. (Borah, 1954, p. 123) It is important to remember that these figures have not 

been confirmed by other sources and that the Cabildo of Mexico City may have 

exaggerated for his own political reasons. In any case, most authors seem to have 

accepted as fact that the large shipments of the early period declined dramatically as the 

seventeenth century progressed. This assumption appeared plausible for a couple of 

reasons: First, people used to think that New World production declined dramatically 

during the seventeenth century and, second, the Pacific trade suffered disruptions because 

of war with the Dutch.43 This line of thought seemed to be confirmed by Pierre Chaunu, 

based on his study of the "almojarifazgo" taxes, who identified three phases in the Manila 

trade: (1) Continuous increase until 1616-1620, (2) a high plateau with slight decline after 

1620, and (3) a precipitous fall after 1640. (Chaunu, 1960, p.250) His estimates were 

consistent with the old idea that there was a general decline in the production of silver 

mines in Peru and Mexico. (Chaunu, 1951, p.460) 

American production did not of course decline throughout the 1600s. It mostly 

grew; and when decline did come late in the seventeenth century, it was far more gradual 

than had been customarily reported in the literature. The work of Morineau and others 

has taught us that silver flows over the Atlantic grew over the seventeenth century (taken 

as a whole). It seems logical to consider the possibility that the Pacific trade may have 

grown as well - rather than shrinking - during the seventeenth century. Not all Western 

scholars accept the conservative TePaske/Barrett estimates of 515,000 to 600,000 pesos 

per annum. According to Cross, an average of 2-3 million pesos (53,000 kg to 79,000 kg 

pure silver) was sent with official sanction from Peru to Mexico between 1580 and 1610. 

43 The argument that war with the Dutch disrupted trade in Asia cannot be applied after 1647; Spain 

settled with the Dutch then and silver shipments resumed. (Glamann, 1981,p.52) 
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(Cross, 1983, p.412) According to Borah, inclusion of the contraband trade at that time 

raises the total to more than 100,000 kg annually (i.e. more than 4 million pesos). (Borah, 

1954, pp.88, 123) There was no reason to ship silver from Peru to Mexico, other than to 

forward it on to Asia via the Manila galleons, so there seems to be indirect evidence of 

millions of pesos in silver annually over the Pacific in the seventeenth century. 

Research from the Asian side of the Pacific support the contention that the Manila 

trade may not have declined over the seventeenth century. Chuan Han-sheng, using 

documents collected by Blair and Robertson (1903-1909), provides figures which 

indicate that the quantities of silver crossing the Pacific did not decline. Chuan quotes 

letters and reports sent by friars and Spanish officers to the central government in 

Madrid. He offers the following estimates: (Chuan, 1969, p.79) 

Silver Exported to Philippines 

YEAR AMOUNT IN PESOS AMOUNT IN METRIC TONS 

1598 1,000,000 pe 25.56 tons 

1601 2,000,000 " 51.12" 

1602 2,000,000 " 51.12" 

1604 2,500,000 " 63.90 " 

1620 3,000,000 " 76.68 " 

1633 2,000,000 " 51.12" 

1688 2,000,000 " 51.12" 

1698 2,000,000 " 51.12" 

1699 2,070,000 " 52.50 " 

Chuan's figures are somewhat higher than those of Schurz, who stated: "There can 

also be little doubt that the average for the more prosperous periods was about 2,000,000 

pesos or even more were quite possible, though not common." Schurz recognized that 
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during the war with the Dutch, and when there were other adverse circumstances, the 

silver cargo could have fallen under 1,000,000 pesos. (Schurz, 1959, p.190) Chuan's 

numbers do not indicate a secular decline in shipments of silver to the Philippines; rather, 

there is a steady yearly average of around 2,000,000 pesos throughout the century. The 

absence of a downturn in Chuan's work is consistent with other trends and indicators of 

the Manila trade. 

The city of Manila was an entrepot with no purpose other than the silver-silk 

trade. If the trade experienced secular decline, then why did the city contain 42,000 

inhabitants in the middle of the seventeenth century, (Wolf, 1982, p.153) approximately 

the same population as Barcelona, Valladolid, Danzig, Vienna, Marseille, and other 

major trading centers with broader-based economies? (Mols, 1977, pp.42-43) Of Manila's 

42,000 people, around 30,000 were Chinese and 12,000 Spaniards. (Schurz, 1959, p.81) 

The trade must have been huge because there were only 6,000 Portuguese male nationals 

who went out to the Estado da India, by comparison, and only 10,000 Portuguese male 

nationals overseas in the entire world. (Boxer, 1969, pp. 19-20) No doubt more than half 

of the Spaniards in Manila were males, so they must have at least equaled their 

Portuguese counterparts in Asia in the seventeenth century. But the Spaniards were 

concentrated in Manila and there were two and a half times as many Chinese in Manila as 

Spaniards! Considering the strict dependence between the galleons and the prosperity of 

the city, it had to have been the periodic arrival of silver during the seventeenth century 

that sustained the community, partly supplied by Philippine natives but mainly by 

Chinese merchants. Fernand Braudel situates the Philippines in a global perspective: 

"The centre of gravity of this huge super-world-economy became stabilized in the East 

Indies, with their busy ports of Bantam, Atjeh, Malacca and — much later — Batavia and 

Manila." And he continues: "We are gradually becoming more and more clearly aware of 

'a network of maritime traffic comparable in volume and variety to that of the 

Mediterranean or of the northern and Atlantic coast of Europe." (Braudel, 1986, Vol.3, 

pp.486-487) 

Chuan's claim that an annual flow of 2+ million pesos in silver persisted through 

the seventeenth century seems reasonable. If anything, future research will render these 

numbers overly conservative. Nor do we take issue with scholars providing evidence of 
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declining overall Chinese silver imports in the second half of the seventeenth century.44 

Japan was China's dominant Asian supplier and we know that Japanese silver production 

fell substantially late in the century. This reduction of supplies from Japan would have 

stimulated trade via Manila, where merchants must have been pleased to be rid of such 

formidable supply-side competition. In other words, robust trade via Manila is consistent 

with reduced overall silver imports into China during the second half of the seventeenth 

century. 

It may be helpful to digress momentarily to gain perspective by comparing the 

magnitude of the annual Pacific trade (i.e. +51.12 tons of silver) with that flowing 

simultaneously to Asia out of Europe at that time. According the Steensgaard, Portuguese 

exports "for the projected pepper purchase at the end of the 16th century lay at 150-

200,000 cruzados," which converts to a maximum of 8.47 metric tons of silver per year. 

(Steensgaard, 1973, p.87) According to Gaastra, (Gaastra, 1983, p.451) during the second 

half of the seventeenth century the Dutch East India Company sent 1.6 million florins to 

the Orient; Morineau's calculation is 50% higher, at 2.4 million florins, which is 

equivalent to 24.93 tons of silver. (Morineau, 1974, p.773) The English East India 

Company sent a total of 702,852 kgs. of silver to Asia between 1660 and 1700, an 

average of 17.57 tons per year. (Chaudhuri, 1978, p.177) If we sum the figures for 

Portugal in the early period with those reported for the Dutch and British East India 

Companies combined for the later period, the total is just over 50 tons of silver per year. 

This is approximately the same as the amount Chuan estimates for the Manila trade 

throughout the seventeenth century (2,000,000 pesos or 51.12 tons). While the average 

quantity of silver passing onto Asia via all of Europe was probably at least triple this 

Manila estimate, (Attman, 1986, p.78) the Pacific trade may have been equal to the 

Europe-Asia trade of the Portuguese and English and Dutch East India Companies 

combined. 

44 See, for example, Atwell (1988), Moloughney and Weizhong (1989), and Wakeman (1986). 
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D. Summary And Conclusions 

Silver's migration in the early modern period constituted the genesis of 

intercontinental trade at the global level. The cause of this phenomenon on the supply-

side is obvious: Extraordinarily rich mines were discovered in Japan and Spanish 

America and new technologies for extraction of the metal were implemented. Production 

costs dropped and a boom surged. There would be no boom without customers, however, 

and the biggest collective buyer of all was giant China, whose paper money system was 

no longer in operation since the fifteenth century. 

What should be emphasized is the fact that by 1500 the population of the Ming 

empire probably exceeded 100,000,000 and the Ming economy was once again beginning 

to expand with some vigor. With domestic production of bullion clearly insufficient to 

meet that economy's monetary needs, it is hardly surprising that foreign traders found the 

Chinese demand for silver almost insatiable when they appeared off the country's south

eastern coast during the sixteenth century. Fortunately for the Chinese, of course, foreign 

demand for Chinese goods was equally intense and an extraordinary expansion in 

commercial activity ensued. (Atwell, 1982, p.79) 

First the Chinese merchant sector converted to silver, followed by local tax 

jurisdictions. Eventually, the Ming government faced up to the importance of silver by 

incorporating the Single-Whip tax system in the second half of the sixteenth century. 

[The Single Whip method of taxation] essentially meant that most land taxes, 

labor service obligations, and extra levies were commuted into silver payments. Given 

the depressed state of Chinese domestic bullion production at the time, it seems 

reasonable to assume that commutations on this scale would only have been possible with 

regular and substantial imports of foreign silver. (Atwell, 1982, p.84) 

The white metal had 'conquered' the world's largest economy. 

China's shift to a silver base affected, not just domestic affairs, but its entire Asian 

tributary economy, one which coexisted symbiotically with commercial trade relations. 

Private trade and tribute activity were so intertwined, in fact, that it was sometimes 

difficult to distinguish between them. For our purposes, the important point is that the 

entire Chinese tribute/trade system evolved into the silver camp: 
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...the tribute trade zone [of East and Southeast Asia] formed an integrated 
"silver zone" in which silver was used as the medium of trade settlement. 
The key to the functioning of the tribute trade as a system was the huge 
'demand' for commodities outside of China and the difference between 
prices inside and outside of China....On the whole, this tribute trade 
system took on the attributes of a silver circulating zone with multilateral 
channels of trade settlement in which silver was used as medium. 
(Hamashita, 1988, p. 17) 

So, Asian demand for silver encompassed more than China's quarter of the world; 

perhaps one-third or one-half of the world's economy had converted to a silver system. 

Perhaps most important of all, the conversion of China's fiscal system to silver continued 

through the seventeenth century, even during times of economic crisis. Small wonder that 

silver migrated to East Asia in such massive quantities! 

Silver poured into the mainland through all important trade routes. China's 

primary source in the late sixteenth and early seventeenth centuries was Japan, which 

shipped as much as 200 tons per year at times, but fell off in the second half of the 

seventeenth century.45 Attman's conservative figures indicate that the flow of silver 

through Europe into Asia averaged at least 150 tons annually in the seventeenth century. 

Chuan says that an average of over 50 tons per year traversed the Pacific via the Manila 

galleons; and his numbers may be low. 

The economic and political impact of this silver trade around the globe was 

immense. The worldwide 'Price Revolution' would not have occurred in the absence of 

the Chinese factor.46 Silver affected all corners of the globe, but none like Japan or 

Spain, the two countries controlling silver-mine production. Under the circumstances 

outlined above — high initial value relative to low production costs — the mines produced 

prodigious profits. American profits financed the Spanish Empire; when the inevitable 

evaporation of mining profits occurred, Spain faded as the dominant power in 

45 See Innes (1980), especially Chapter VI. 

46 See Doherty and Flynn (1989) for explanation of the production-point-of-view interpretation of 

the price revolution. Without Chinese demand for silver, its value would have fallen much faster 

to cost of production; that is, the rate of price inflation would have been higher, but of far shorter 

duration. 
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Europe. (Flynn, 1982) Japanese mining profits helped finance consolidation of that 

country under the Tokugawa Shogunate. This was instrumental in Japan's withdrawal 

from China's tributary system; market-oriented reforms were implemented, followed by 

centuries of Pax Tokugawa. (Flynn, 1991) Imperial Spain used mining profits to attack the 

emerging capitalistic powers in Northwest Europe. Tokugawa Japan used her mining 

profits to establish capitalism in Asia. It is hard to see how either of these developments 

could have occurred in the absence of Chinese demand for silver. Elimination of the 

world's largest customer would have devastated profits at points of production. 

William Atwell has for years emphasized the importance of New World silver on 

commercial/political developments inside of China.47 Moloughney and Weizhong have 

challenged what they characterize as Atwell's "Seville-centred world economy" view, 

pointing to evidence of relatively large Chinese imports of silver during the late Ming 

crisis, in contrast with relatively small silver imports during the following Qing 

consolidation. (Moloughney and Weizhong, 1989, pp.67-68) These authors feel that such 

evidence is inconsistent with Atwell's linkage of silver imports with Ming decline. 

Goldstone also challenges portions of Atwell's interpretation, insisting that domestic and 

inter-Asian influences — rather than those from the West - explain structural changes 

inside of Ming/Qing China. Specifically, Goldstone argues that Chinese population 

growth caused domestic price inflation; since Ming expenditures were forced up along 

with the inflation rate, while taxes were fixed in terms of certain quantities of silver, a 

fiscal crisis emerged which ultimately led to overthrow of the Ming dynasty. (Goldstone, 

1991, p.371) In sum, (1) Atwell roots Ming crisis in American conjuncture, (2) 

Moloughney and Weizhong say that silver imports subsided only after the Ming 

overthrow in 1644, and (3) Goldstone argues that domestic inflation (not international 

trade) undermined the fiscal foundation of the empire. Is our cost-of-production view 

compatible with the main arguments of these diverse and seemingly contradictory views? 

We think the answer is yes. 

Granted that it took a long time to fully integrate the world silver market via 

arbitrage trade, silver's value in China was eventually the same as in the rest of the world 

47 See Atwell (1977; 1982; 1986; 1988). 
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(and regional markets were linked throughout the period under discussion). Since Latin 

America is said to have produced perhaps 80% of the world's silver between 1500 and 

1800, (Barrett , 990, p.237) we cannot fault Atwell's insistence that Ming fortunes were 

linked to American silver. Since Japanese mine output constituted a major supply-side 

challenge on world markets as well (particularly in the late-sixteenth and early-

seventeenth centuries), however, we should avoid conceptualizing the problem in 

"Western-versus-Asian" terms. Atwell has long emphasized the importance of Japanese 

silver exports to China, yet he is justified in insisting that events in Ming China were 

intimately linked with Spanish America. Saudi Arabian oil production today impacts oil 

prices worldwide, irrespective of whether a particular area purchases any Saudi oil. So 

too with early-modern silver: Spanish American production played a critical role in 

driving down the value of silver throughout the world. The value of silver in China was 

heavily influenced by American production, irrespective of the fact that Japanese mines 

furnished more silver to China during particular periods. There was a world silver market 

and America was the biggest supplier. 

Moloughney and Weizhong point out that silver imports were huge during late 

Ming times, rather than having fallen off; decline in silver imports occurred only later, 

when the Manchus were consolidating and restoring China's economic stability. The 

crucial issue has to do with silver's value, however, not with quantities imported per se. It 

was the accumulation of many generations of silver imports that drove the value of silver 

down in China. It was the relentless imports of silver which reduced its value. This 

decline in value, in turn, created fiscal problems for the Ming, so large imports of silver 

during the latter years of the Ming empire are compatible with our argument that silver 

was linked to that decline. 

We disagree with Goldstone's contention that population pressure caused price 

inflation in Ming China. ° Our model is consistent with the reasoning of James Geiss, 

who believes that early-modern price inflation is rooted in the silver market:^ 

48 Flynn (1984b) shows that the "population thesis" explanation for Europe's price revolution is 

consistent with neither the empirical evidence nor with economic theory. 
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Such massive infusions of silver diminished the purchasing power of the 
metal. Silver, like any commodity, lost its high value when supply 
exceeded the usual demand. This in turn affected the prices of almost 
everything in the empire, for the structure of prices was tied to the value of 
silver. 

Ignoring the issue of the cause of price inflation in China for the moment, let's 

analyze the remainder of Goldstone's argument (from the inflation component onward). 

He says that many tax payments were fixed in terms of the quantity of silver paid.50 

Since the value of silver declined up to around 1640 (i.e. there was price inflation), fixed 

quantities of silver taxes implies that the purchasing power of government tax revenues 

must have fallen. In modern terminology, Ming taxes were not indexed for inflation; 

collecting constant (or slowly increasing) revenues in terms of a money which itself 

suffered significant decrease in value was bound to spell fiscal trouble. It was in this way 

that price inflation produced fiscal crisis, according to Goldstone; the Qing attained 

supremacy over a Ming dynasty which could no longer finance its defence. We simply 

add that reduced cost of producing silver in Japan and distant America was the base cause 

of silver's worldwide loss in value. 

We believe that our argument complements the main themes of Atwell, 

Goldstone, and Moloughney and Weizhong. During silver's era of global center-stage, 

developments inside Asia impacted the West even more profoundly than any reciprocal 

Western influence on Asia. Just as both blades of a scissors are required for cutting, 

49 Geiss (1979, p.158). Goldstone's (1991,p.) criticism of monetary explanations for price inflation in 

China is twofold: (1) Western silver comprised an insignificant fraction of China's silver stock, 

and (2) there was a 'chronology problem', in that periods of silver imports did not match at all with 

Chinese price trends. For discussion of why such silver-and-price trends are consistent with our 

(unconventional) microeconomic view of silver, see Doherty and Flynn (1989), Flynn (1986), and 

Flynn(1991). 

50 According to Liang (1970, p.22): "Moreover, once the commutation price of silver was fixed by 

law there were few changes over a long period. After a sufficient length of time had passed, both 

the government and the taxpayers logically and easily forgot the original meaning of the 

commutation of taxes, and payment was effected entirely in terms of silver, at fixed rates." 
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silver's demand side (China) and its supply side (New World and Japan) require a global 

perspective in order to view the interface. Trade in silver affected the entire world. 

Scholars should continue to debate the impact of the West on Asia, but it is also time to 

consider the profound impact of China on the West. 

Wallerstein51 and other advocates of 'world systems' thinking would have us 

believe that the early modern economy was not yet global. There are purported to have 

been several 'world systems', connected only superficially via inconsequential 'luxury' 

trade. Our analysis contrasts sharply with this image. Integration of the world economy 

embraced all continents for the first time beginning with global silver trade in the 

sixteenth century. This trade played an integral role in worldwide price inflation, the rise 

and fall of Spain, the emergence of Japan as an independent political power, the birth of 

the Pacific Rim Economy, and a host of other structural developments. 

That intercontinental trade mainly involved luxury goods is a truism. Given the 

state of transportation technology, how else could expensive voyages be financed but by 

shipping high-value, non-perishable goods?52 The same principle holds for long-distance 

trade today; falling transportation costs keep bringing ever lower-priced goods into the 

fold. In general, trade from the late sixteenth century to today is best viewed as a 

technological and economic continuum. Early modern silver trade around the globe 

represented the birth of the "world economy." Much of what passes for isolated, local 

history was in fact determined by forces which can only be understood in the context of 

world history. 

51 Wallerstein (1974). For criticism of Wallerstein's treatment of Imperial Spain and the origins of 

Capitalism in Europe, see Flynn (1984a). 

52 While it is generally true that long-distance trade involved high-value goods, lower-value goods 

were sometimes shipped great distances too. Japanese copper, for example, competed with 

Swedish copper in seventeenth-century Europe. (Glamann, 1981, p.174). 
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