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Chapter 4: China and the Spanish Empire 

A. Introduction and Overview 

One cannot help but marvel that a small country such as Spain, with half the 

population of France, could have risen to become the Western Hemisphere's dominant 

power in the sixteenth century, only to suffer a precipitous and ignominious collapse 

during the first half of the seventeenth century. Certainly after the Treaty of Westphalia 

in 1648, the decline of Spain was clearly visible to all. While it is unclear whether Spain's 

rise was more spectacular than her decline, or vice versa, all agree that both the flowering 

and decay of the Spanish Empire had immense impacts on European history. What is 

generally not fully appreciated, however, is the depth to which the Spanish Empire was 

rooted in global — not just European and American — affairs. 

One responsibility of economic history is to explain how a worldwide enterprise 

such as the Spanish Empire was financed. Elucidation of the financial basis of Spain's 

rise might lead to a more complete understanding of Imperial decline as well, particularly 

if a direct linkage were established between erosion of the Empire's fiscal foundation and 

Castile's inability to sustain Imperial ambitions. Historians disagree, of course, about the 

financial basis of Imperial Spain's impressive rise. Some argue that Imperial finance was 

based on domestic resources. Taxes levied within Castile comprised perhaps 70% of 

Crown revenues (Elliott, ) and were certainly onerous for the average Spaniard: The 

"population of Castile was taxed more heavily than any other people in Europe...by 1590 

one-third of the average peasant's income in a good year was consumed in tax" (Parker, 

1979, p. 188); in particular, it is known that increasingly onerous taxation plagued 

Spanish peasants during both the Empire's rise and its fall. Despite the fact that taxation 

within Castile was heavy, others nontheless insist that the Spanish Empire was propelled 

by international factors."^ In short, there is fundamental disagreement in the literature as 

60 The classic "external" argument is Hamilton (1937), of course, but Flynn (1982), Kamen (1978), 

and others adopt approaches different from Hamilton. 
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to whether domestic or international factors were most responsible for the emergence of 

Imperial Spain. 

This essay attempts to take the debate one step further. Spain's domestic economy 

was intimately intertwined, not just with the economies of other European nations and 

America, but with the emergence of trade at the global level. In other words, both Spain's 

domestic economy and her worldwide Empire must be viewed from the perspective of a 

global economy. More specifically, the emergence of a new monetary and fiscal regime 

within Ming China was the driving force behind global trade in the early-modern period. 

It is the contention of this essay that the rise and fall of the Spanish Empire must be 

viewed in the context of a Sino-centered world economy. 

In Section II, we discuss the external, international basis for the rise and decline 

of Spain. Our argument is twofold. First, Castile's Empire was financed overwhelmingly 

out of profits from Mexican and Peruvian silver mines; much of the economic activity 

subject to taxation within Spain was either a directly or indirectly generated by the 

American trade."1 In other words, a non-European product — American silver — was a 

driving dynamic at the foundation of the Spanish economy. The fact that the primary 

point of tax collection was within Spain — rather than at alternative points of taxation in 

the New World, elsewhere in Europe, or in the Philippines — is entirely consistent with 

the statement that Mexican and Peruvian silver production dominated the Spanish 

economy. The central point is that Castile's ultimate source of profit was American silver 

production, irrespective of whether that industry's activities were taxed within Spain or at 

points somewhere else in the Spanish Empire. 

The second part of Section II's argument adds a new element to the debate, one 

which requires reinterpretation of cause-and-effect with respect to Europe's general trade 

with Asia in the early-modern period. We maintain that the motivation for East-West 

trade depended upon momentous events originating within Ming China, as opposed to the 

conventional emphasis upon dynamics emerging from within Europe. This 

reinterpretation of East-West trade's cause leads to a corrolary conclusion: The magnitude 

61 This portion of the argument summarizes a more complete statement already made by Flynn 

(1982). 
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and duration of Spanish America's silver-mining boom ~ and thus the Spanish Empire 

itself — depended upon changes originating within Ming China. 

Events which unfolded around and during the reign of King Philip IV (16..- 16..) 

are reviewed in Section III. The decline of Spain is viewed as an unavoidable 

consequence of the interplay of global economic forces in the silver market. Castile's 

decline cannot be properly blamed on Philip IV, or any other individual or group. 

Kingdoms, merchants and producers all danced to a new and unintentional tune. Directed 

by an impersonal global marketplace in which China played a crucial role, the logic of 

this new music yielded outcomes unique to this historical period — for example, the rise 

and fall of Spain. 

In Section IV, domestic-based arguments for the decline of Spain are reviewed 

from the China-centered vantage suggested in this essay. Where others have perceived 

domestic causation for the rise and decline of Spain, we instead perceive domestic 

reaction to unyielding global market forces which guaranteed decline. 

The significance of the city of Manila — an entrepot whose founding in 1571 

represented the birth of both Pacific Rim trade and world trade — is discussed in Section 

V's conclusion. Crown finances were bolstered, not drained, as a result of Spain's direct 

trade access to the Chinese market via the "Spanish Lake," the Pacific Ocean. (Spate, 

1979) Spain's reign as an early-modern superpower depended upon the sale of silver, and 

the Acapulco-Manila galleons represented Spain's only direct access to the world's 

dominant end-customer, giant China. 

B. The 'Single Whip Tax Reform' and East-West Trade 

The standard textbook explanation for the drain of precious metals from Europe to 

Asia in the early-modern period has mostly gone unchallenged: Europe's trade deficit 

with Asia is said to have led to Europe's loss of treasure. It seems Europeans became 

enamored with Asian products — such as silks, spices, and porcelain — while Asian 

demand for European products remained comparatively weak. Large European imports of 

Asian products, coupled with meager Asian imports from Europe, implied an overall 

European trade deficit with the Far East. Maintenance of Europe's Asian trade deficit 

required that precious metals flow from Europe into Asia. Europe's export of precious 
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metals is perceived as an effect, an unavoidable response which compensated for the root 

cause — Europe's trade imbalance. In the jargon of economics, the cause of the imbalance 

emanated from the "real-sector"; the effect was a "monetary-sector" flow of precious 

metals from Europe to Asia. Note that dynamism in this picture emanates from demand-

side forces within Europe; Europeans were the ones who were receptive to wares from 

strange lands. Europeans were open and adventurous. Asian attitudes were insular and 

static. European dynamics caused a trade deficit with Asia. Precious metals flowed 

eastward in response. 

The orthodox interpretation outlined above is simply wrong. First, it was a 

specific metal — silver — which flowed from America, through Europe (not from 

Europe), and on to the East. This point about a specific metal raises questions about 

fundamental categories within monetary theory itself. The propiety of aggregating silver 

and gold into a category called "precious metals" is not challenged by monetary 

historians, yet this practice is responsible for tremendous confusion in the early-modern 

literature. While it is true that prodigious quantities of silver flowed eastward out of 

Europe between 1550 and 1650, for example, it is also true that gold was shipped from 

China into Europe simultaneously.62 Moreover, Europe imported substantial quantities of 

Japanese copper later in the seventeenth century — much of which European mints 

monetized — at a time when Europe continued to export silver eastward. In other words, 

one specific type of monetary substance (silver) flowed Eastward in exchange for two 

other money substances (gold, then copper) which flowed in the opposite direction (into 

Europe). What sense does it make to aggregate items into a single category - labeled 

"money" or "precious metals" - when we know that prodigious quantities of the 

individual components comprising this category were bartered against each other for 

more than a century? The answer is that conceptual combination of gold, silver, and 

copper obfuscates their individual movements. Furthermore, the practice of aggregating 

metals with such dissimilar histories has unintentionally precluded discovery of the true 

basis for East-West trade in the sixteenth and seventeenth centuries. 

62 See, e.g. Flynn( 1986) 
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Understanding intercontinental trade during this period requires a microeconomic 

(as opposed to macroeconomic) approach to precious metals history. Each metal must be 

analyzed in terms of its own demand and supply conditions; which is to say, 

microeconomic analysis is required.63 The central demand-side question is why the 

specific commodity silver, out of thousands of potentially exportable products, dominated 

the eastward leg of Western trade with Asia in the early-modern period? Economic 

histories of Ming China have contained the answer for quite some time. The trick is 

simply to place China's silver history in a global context. 

A global perspective quickly reveals two dominant regions of silver production, 

Spanish America and Japan. Conservative, official estimates indicate that Spanish 

America (Mexico and Peru) 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. (Cross, 1983, p.397) Despite America's dominance in silver 

production over three centuries, Japan may have been the primary exporter of silver to 

China in the late-sixteenth and early-seventeenth century period, shipping perhaps 200 

tons per year at times, but falling off dramatically in the second half of the seventeenth 

century. (Innes, 1980, Chapter VI)64 Since all of the great silver mines in both 

hemispheres ultimately sold to the Chinese marketplace, it is natural to ask how China 

could have persistently absorbed tens of thousands of tons of silver from throughout the 

world over the entire early-modern period? 

There is no motivation to produce a commodity, of course, in the absence of 

customers willing to buy it. By far the world's dominant end-buyer of silver was China. 

An extensive paper-money system existed in China by the 11th century, half a 

millennium ahead of similar developments in Europe. As has happened so many times 

throughout history since, Ming rulers succumbed to the temptation to finance government 

projects via excess issuance of paper monies. Military expenses constituted perhaps the 

63 See Doherty and Flynn (1991). 

64 According to the calculations of Barrett (1990, p.225), Japan may have produced about 30% of the 

world's silver in the sixteenth century and around 16% in the seventeenth century. 
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most persistent drain on Ming revenues, but projects such as the movement of the capital 

to Beijing and geographical expeditions were also horrendously expensive. What cheaper 

short-run solution than to simply print money? 

Unchecked issuance of paper money led to more and more price inflation, of 

course, until the value of Chinese paper money fell (predictably) toward its cost of 

production; in other words, it became worthless. Business communities cannot function 

efficiently without a relatively stable monetary standard, of course, and Chinese 

merchants came to choose silver as the de facto monetary standard. "Silverization" of the 

monetary system gradually spread from the vibrant coastal trading areas of South China 

to the rest of the Ming Empire. Over time, the bulk of the merchant-sector portion of 

China's monetary system converted to a silver standard. Copper-based monies continued 

in use for everyday purchases by the common people, but business transactions 

ineluctably converted to payment in silver. 

It is of major significance that, concurrent with the silverization of it's monetary 

system, China's fiscal system also gradually converted to a silver standard. At first local, 

then regional government entities began demanding that taxes be paid specifically in 

silver. The Ming Dynasty initially resisted both the monetary and the fiscal 

"silverization" of China, but as it became increasingly clear that the silver movement 

could not be stopped, the Ming themselves abandonned resistence. Over time, more and 

more Ming taxes commuted to payment in silver. Silverization of the Ming fiscal system 

culminated in the so-called "Single-Whip Tax Reform" of the 1570s. The Single Whip 

consolidated scores of previously independent taxes into a single tax; moreover, it was 

mandated that this single tax be paid exclusively in silver, even for the peasant. Since 

China contained an estimated one-quarter of the world's population — well over one 

hundred million people — conversion of its monetary and fiscal system to a silver 

standard was bound to have a global impact of truly historic proportions. When we 

include China's numerous tributary states in the silver movement, perhaps one-third or 

even 40 percent of the world's populace had converted to a silver monetary-and-fiscal 

foundation. 

Not surprisingly, such a massive shift in the demand for silver caused its value to 

soar. Using bimetallic ratios as an indicator, silver's value within China jumped to about 
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double the levels prevalent in America, Japan, Europe, and much of the rest of the world. 

Since silver was durable and relatively high in value, the divergent value of silver in 

China vis-a-vis the rest of the world created enormous opportunities for profitable trade. 

Here was a classic case of arbitrage opportunity: One need merely purchase in markets 

where silver was cheap and sell it in markets offering a higher price. Since China offered 

double the rest-of-the-world price for silver, the white metal gravitated ineluctably to that 

region of the globe. China was such a giant "vacuum cleaner" or "suction pump" for 

silver (bomba aspirante), in Godinho's (1963,1, pp.432-465) colorful terms , that it took 

the importation of tens of thousands of tons of Japanese and American silver into China 

for about a century in order to finally eliminate silver-gold arbitrage profits. It seems that 

the main arbitrage phase of the silver trade ended around 1640, by which time bimetallic 

ratios around the world had converged. "~* The Chinese economy continued to attract 

significant (but reduced) quantities of silver during the second half of the seventeenth 

century, during what might be characterize as the "non-arbitrage phase" of this silver 

trade."6 China remained a major player in world trade during the later, non-arbitrage 

phase, but the global impact of China during the non-arbitrage phase was not as dominant 

as it had been during the arbitrage phase prior to 1640. 

If forced to choose a watershed for the seventeenth-century global economy, we 

would pick the years around 1640. Japan had escaped — or, according to some, had been 

expelled from — China's tributary system. The collapsing Ming were being supplanted by 

Manchus from the north, the Qing. The Price Revolution had ended because silver's value 

had fallen to its cost of production. Portugal seceded from Spain in 1640 and the Treaty 

of Westphalia (1648), representing a new order in Europe, rendered Spain's decline 

65 See, for example, Atwell (1982, p.82) and Yamamura and Kamiki (1983, p.352). 

66 The non-arbitrage phase of the East-West silver trade is discussed in Flynn (1991) and in 

Chapter....below. It should be pointed out that an episode of arbitrage arose once again in the late 

seventeenth century, when disruptions of the coastal trade by the Qing caused over-valuation of 

silver once again (as demonstrated in divergent bimetallic ratios), (von Glahn, forthcoming) Even 

though episodes of divergent bimetallic ratios like this do occur after 1640, we find it convenient 

to think of the post-1640 portion of the seventeenth century as a "non-arbitrage" phase overall. 
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clearly visible to all. We contend that a common thread connected all of these seemingly 

unrelated events around the world — silver. 

C. Culmination of Spain's Decline under Philip IV 

The Ming Empire's conversion to a silver standard -- in terms of both its monetary 

and fiscal systems - unintentionally provided the fiscal foundation for the Spanish 

Empire.67 Since Iberian power was based upon monopoly of its American silver mines 

(the richest the world had ever seen), and China predominated as silver's end-market, it 

stands to reason that Hapsburg Spain could not have risen in the absence of the 

silverization of China. 

Too much attention has been paid to the quantity of silver entering Spain. The 

important thing was not just the quantity of silver secured by the Crown, but its 

purchasing power. If we compare Crown silver imports during the interval 1591-1595 

with imports during the subsequent interval 1596-1600, for example, EJ. Hamilton 

reported a 9.5% increase in Crown imports of silver, from 10.023 million pesos to 10.974 

million pesos. Spanish prices (in silver-content terms) rose 12.85% between these two 

periods, however, so the Crown's inflation-adjusted receipts fell by over 3%. The logic is 

simply this: The Crown received roughly 10% more silver, but each piece of silver 

money had lost 13% of its purchasing power. Put another way, although the Crown 

collected almost a million more pesos in nominal terms during the 1596-1600 interval, 

the purchasing power of that greater quantity of silver fell by more than a quarter of a 

million pesos (Flynn, 1982, p. 142). The Crown's direct silver imports rose in terms of 

quantity while falling in terms of purchasing power. 

The secular decline in the purchasing power of Crown silver worsened in the first 

half of the seventeenth century and this was devastating in terms of fiscal viability of the 

Empire. Antonio Dominguez Ortiz considers the decline in the purchasing power of 

silver arriving to Seville (due to the actions of Dutch and British) as a permanent 

economic trend which eroded the Royal Treasury: 

67 See Flynn (1982) 
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Mencionadas las causas violentas de la disminución en el arribo de 
caudales, debemos referirnos a otras menos aparentes pero mas eficaes, 
por ser continuas y profundas. Una que no suele mencionarse, aunque 
cuenta entre las primeras, es la baja en el poder adquisitivo de la plata; las 
masas enormes que de este metal habian arribado a Europa habian saciado, 
en cierta medida, la tremenda escasez que a principios de la Edad 
Moderna se habia dejado sentir de especies metâlicas (1960, 284). 

[Having mentioned the violent causes for the decrease in the arrival of 
precious metals, we should make reference to other causes which are less 
apparent but more important because they are continuous and profound. 
One which is not usually mentioned, although it is among the most 
important, is the decline in buying power; the enormous amounts of this 
metal that had arrived in Europe had satiated, to some extent, the 
tremendous scarcity that at the beginning of the Modern Age had been felt 
in precious metals] (1960, 284) 

The decline in the purchase power of silver was related, as previously discussed, 

to changes in an international silver market centered far from Europe. The declining price 

of silver and the higher costs of production should be considered the main variables in the 

troubled financial situation of the Spanish kings during the seventeenth century. 

Crown debt had already been extraordinary during the second half of the sixteenth 

century; there were state bankruptcies in 1557, 1560, 1575, 1596. Braudel (1972, vol.1, 

p.53) reported Spanish revenue of 13 million ducats in 1577 versus 80 million ducats 

total debt in 1581. Koenigsberger (1958, p. 312) estimated Castilian debt at 20, then 50 

and 100 million ducats in 1556, 1573, and 1598 respectively; two-thirds of the 1598 debt 

was for interest payments. Castillo (1963, p.52) put the consolidated debt at around 85 

million ducats in 1598, as opposed to 9.7 million ducats total revenue. At the apex of the 

influx of American treasure (the 1590s), according to Vilar (1974, p.203) Crown 

expenditures exceeded not only the Crown's portion of the American treasure imported, 

but the total influx (both public and private). By 1623 Castile's debt had risen to 112 

million ducats, "the equivalent of at least 10 years' revenue," and by 1667 reached the 

staggering sum of 180 million ducats (Parker, 1979, p.188). Charles Wilson (1977, p.29) 

concluded that "in plain words, politically and militarily, Spain had bitten off more than 

she could chew." 

While it is true that Spanish fiscal policy was irresponsible in the context of 

Crown resources, the problem rested on the expenditure side. Government officials 
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cannot be blamed for shortfalls on the revenue side. Unprecedented production of New 

World and Japanese silver mines systematically (and inevitably) raised the world's silver 

stock (i.e. its supply). High levels of production were rational because it was required in 

order to collect silver-industry profits. No one can be blamed for the fact that the world 

silver supply grew faster than world demand; the gradual descent of silver's value to its 

cost of production was unavoidable. The fall in silver's value toward its production costs -

- and therefore the erosion of profits for silver mines - was so slow (a little over one 

percent per year) because of the dramatic demand-side growth in Ming China. The 

volume of Crown profits was largely beyond the control of the Spanish government; they 

controlled neither demand-augmenting events in China nor the laws of supply and 

demand which guaranteed eventual elimination of her New World profits. It can be 

argued that Spain's profits could have been used to build infrastructure - as was done so 

wisely by the Shogun in Tokugawa Japan ~ rather than wage expensive, multiple wars 

(Flynn 1991), but the withering of the profits themselves was unavoidable. 

According to Dominguez Ortiz the hegemony of Spain in Europe lasted until 

1618 and the Spanish Habsburgs were an important force during the Thirty Years War 

(1618-1648). Thus the few decades as an hegemonic power were followed by a longer 

period of time during which the king of Madrid mustered enough resources to be 

considered an enemy by the Dutch, French and English. The crucial reign of that period 

was that of Philip IV (1621-1665). His accession to power coincide with the renewal of 

the war with the Dutch in 1621 and the war with France in 1635 both entangled with the 

confrontations of the Thirty Years War (1618-1648). The financial pressures of the 

external war were accompanied by an array of costly conflicts and rebellions in the 

Empire's territories: The Catalan revolt in 1640 and the independence of Portugal were 

followed in 1641 by the conspiracy of the Duke of Medina Sidonia and the Marquis of 

Ayamonte to separate Andalusia from the Crown. Numerous popular uprisings prompted 

by rising prices for foodstuffs and higher taxes occurred in Vizcaya (1632), Evora (1637), 

Naples and Sicilia in 1647. External conflict and internal disintegration caused the 

dramatic twilight of the Empire: "From the end of 1640 Spain and Spain's international 

power were visibly crumbling" (Elliott 1970, 470). The territorial arrangements that 

followed the Thirty Years War recognized the defeat of Imperial Spain. In the treaty of 
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Munster in 1648 the King of Spain accepted the Netherlands' independence. The 

commercial preeminence of Amsterdam caused the ruin of Antwerp in the Spanish 

Flanders. The Peace of Westphalia sealed the defeat of the Habsburgs of Vienna and 

Madrid and a new European map was drawn based on independent states. "Until the days 

of the French Revolution, the Peace of Westphalia was considered to be the basis of the 

European state system" (Beller, 358). In addition to the losses in the Low Countries, in 

the Treaty of the Pyrenees with France in 1659 Spain ceded Artois, Roussillon and part of 

Cerdagne. Finally the treaty of Lisbon in 1668, during the minority of Charles II, 

acknowledged the independence of Portugal. The debacle of the Empire had begun in 

1621 with the expiration of the Twelve Years Truce. The relentless fiscal pressure to 

finance the war ruined the Castilian economy and was a powerful cause of political 

turmoil throughout the Empire. 

The army of Flanders had an annual expenditure of 1,500,000 ducats yearly, that 

rose to 3,500,000 ducats at the beginning of the hostilities: "Bringing the total 

expenditure for the year to well over 8,000,000 ducats" (Elliott 1970, 459). These costs 

on Spain's financial situation was disastrous. The expenditure for 1622 was evaluated in 

9,161,845 ducats, but putting together all the possible sources of revenue, the Council of 

Finance came up with the figure of 2,296,500 ducats until 1626 without counting the 

silver from America belonging to the merchants and bankers and the famous "millones" 

already assigned to a particular expenditures (Dominguez Ortiz 1960, 16). Confronting 

the dismaying situation Olivares wrote a memorandum to the king in which he outlined a 

plan to unify the different territories of the Spanish monarchy in a single administrative 

unit. That was the famous "Union de Armas" promulgated as a decree in 1626. Behind 

such administrative reform was the pressing need to collect higher taxes from the 

different territories of the Empire in order to finance the war in Europe. Aragon and 

Valencia reluctantly accepted the requirements. The Catalans refused to increase their 

contributions. The meeting of the 1626 Cortes was a failure and the assembly was 

adjourned in 1632 without any success for the Central government. The disorders caused 

by the war with France prompted the rebellion in Barcelona supported by Cardinal 

Richelieu. The fiscal pressure exercised by the Crown on Portugal and the Dutch attacks 

on the Portuguese Empire were the causes of Portugal's drive for independence, which 
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was immediately supported by French and English. The Portuguese desire to maintain 

their empire in Brazil and Africa was behind the peace treaty signed with the Dutch in 

1641. 

The confrontation with the Dutch was a global phenomenon and vast sums of 

American silver were sent to fortresses and outposts in the Caribbean and more so to the 

Philippines and the Moluccas. According to a Dutch source in 1630 the costs of Spanish 

defence in the Indies were the equivalent of 5,000,000 guilder (Israel, 295). Obviously 

these expenditures for fortresses and fleets contributed to the decline in the remittances of 

silver to the Crown. The heavy taxation in Spanish America was accompanied by an 

increasing fiscal pressure in Flanders, Portugal and Spanish Italy. Aragon and Valencia 

also sent subsidies to the war in the Netherlands. According to Geoffrey Parker, "the new 

resources of Spanish Italy [9.2 million of ducats between 1631 and 1643] could not 

compensate for the fall in the financial power of Castile" (157). However, in spite of 

partial success in spreading taxes in a more uniform way throughout the Empire, the main 

burden was carried by Castile. The war with France in 1635 and the conflicts in Portugal 

and Catalonia made the situation critical. The solution to this predicament was an 

increase in direct taxes. The Cortes were pressured to vote bigger quantities of money 

and increased duties on foodstuffs, the famous "millones", were raised. Also new fiscal 

devices were implemented. A tax on salt, the "media anata" implied that the Crown 

retained half of the new appointees' income during the first year, and there was a tax on 

the sale of paper. The nobility and the clergy gave loans and gifts "donativos", under 

relentless compulsion. The "hidalgos" were supposed to serve in the army at their own 

expense and the high nobility were expected to maintain infantry companies. Offices of 

the crown, rents, titles and villages were sold and royal pardons were granted to criminals 

after proper payment. In 1635 the Crown "confiscated half the yield of all juros held by 

natives, and the entire yield of those belonging to foreigners — a device imitated in whole 

or in part almost every year thereafter" (Elliott 1970, 465). To increase the revenues the 

Crown began the manipulation of the "vellon", the copper coins issued since 1603 by 

Philip III. The coinage and recoinage of copper was a desperate measure by the 

monarchy. According to Dominguez Ortiz, coining in the first six years yielded a benefit 

of 13,152,000 ducats; the recoinage of 1636 4,700,000 ducats; in 1641 benefits were 
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10,000,000 ducats; in 1643 6,000,000 ducats; in 1651 11,000,000 ducats. For the years 

1654 and 1658 there are no reliable data. In 1660 the war in Portugal prompt the minting 

of a coin with a certain amount of silver to finance the campaign. The benefits from four 

years minting were only 3,000,000 ducats (Dominguez Ortiz 1960, 272-273). 

The bankers who facilitated finance of the war, the famous "asientistas", were 

heavily affected by the scarcity of resources and many fortunes were lost. The silver 

carried by the fleets from 1638 through 1639 was not enough to pay the lenders, "the 

asientistas", and in 1640, "el mâs fatal de la Monarquia hispanica"["the gravest for the 

Hispanic Monarchy"], the "asientistas" provided only 6,361 escudos. Contrast this with 

requirements for payment of required 300,000 escudos per month for the troops in the 

Netherlands alone (Dominguez Ortiz 1977, 386). In 1642 the inflation was so high that 

the premium bankers commanded for payment in the medium of exchange (compared 

with silver) was 180 per cent during the first three months of the year (Dominguez Ortiz 

1960, 59). As a consequence, there were State bankruptcies in 1627, 1647, 1656 and 

1664. The inflation produced by minting great quantities of copper coins had several 

deleterious consequences: All kinds of merchandise became more expensive, salaries 

paid by the Royal Treasury increased, and silver rose relative to copper money by 300%. 

At the end of the seventeenth century 1 real of silver equalled 2 reales of vellon 

(Dominguez Ortiz 1977, 352). Sometimes, as in 1642 and 1651, there were attempts to 

implement deflationary measures, but with little effect. "De 1665 a 1680, la inflación 

adquirió caractères fabulosos. El abuso de las acunaciones de baja ley y la introducción 

de moneda fruaudulenta hicieron que el premio de la plata alcanzara la cota del 275%" 

(Regia 403). ["from 1665 to 1680, inflation acquired fantastic characteristics. The abuse 

of coinage with low quantities of silver and the introduction of fraudulent coins caused 

the value of silver to rise by 275%"]. The problem was that any short-term benefits to the 

Crown from recoinages were rapidly offset by the need to pay the "asientistas" in silver 

(which went for a premium): "como los impuestos se recaudaban casi ünicamente en 

vellón, al trocarlo por plata para los asientos destinados al exterior se experimentaban 

enormes pérdidas" ["Since taxes were collected almost exclusively in "vellon", upon 

exchanging it for silver for the "asientos" destined for the exterior, enormous losses were 

experienced"] (Dominguez Ortiz 1960, 273). In the pressing situation of the Monarchy, 
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the silver coming from America had tremendous import. According to Dominguez Ortiz, 

however, the average arrival to Seville consigned to the King during the reign of Philip 

IV was only around 1,000,000 ducats (Dominguez Ortiz 1960). The decrease in arrivals 

paralleled the decline in the trade between Seville and America. (Lynch vol.2, 193). 

Illegal trade between the colonies and contraband with other nations all contributed to the 

breaking of the Imperial tax system. 

The forced contributions of the Sevillian merchants and the confiscations of the 

silver consigned to particulars speeded the decline of the Casa de Contratación (whose 

business was taken over by Cadiz) and fueled fraud at great scale. Dominguez Ortiz 

commenting on the estimates made by Hamilton wrote: "Existen datos que hacen pensar 

si, al menos desde que la presión fiscal se hizo mäs dura, en forma de Averias, 

confiscaciones de plata, trueque forzoso por vellón, etc., no se rebasó ampliamente el 10 

y hasta quizâ el 50 por 100 algunos aftos" ["Data exists that makes one think that as fiscal 

pressure became stronger in the form of "Averias", confiscations of silver, forced 

exchange, contraband surpassed 10% and perhaps involved 50% of the silver declared 

some years"](Dominguez Ortiz 1969, 562). After the Munster treaty of 1648, war with 

Britain followed and the Dutch came to control the Spanish foreign trade. "During the 

Anglo-Spanish war of 1665-60, when English ships were excluded from Spanish ports, 

the Dutch ascendancy became almost total" (Israel 420). This commercial relationship 

provided the Republic with larger quantities of silver to finance the trade with the Baltic, 

the Mediterranean, Russia, and the Far East. 

It is a known fact that silver production did not decline during the seventeenth 

century but the economics of silver trade affected all the corners of the world. Rising 

costs of production and the decline of silver's price made this commodity less valuable 

and less profitable to produce. Philip TV needed larger quantities of silver to make up for 

decreased purchase power. What he got instead was a lower quantity of silver along with 

a lower value of silver to boot. This development increased the fiscal pressure to be able 

to withstand the expenditures of warfare that embraced all continents. The pressure of 

increased taxation efforts generated a tremendous increase in fraud on the fleets and in 

the commercial networks of the Empire; this increase in smuggling, in turn, reduced the 

portion of commercial activity which could be taxed. The Crown was caught in a vicious 
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cycle: The more onerous taxes, the more smuggling, but the more smuggling, the greater 

the pressure to tax. Silver revenues were also diverted to meet the enemy challenges in 

America and Asia. But each military challenge in America and Asia had to be financed 

via bankers, but they only accepted silver. It is not a coincidence that during the ominous 

decade of 1640s the value of silver became uniform throughout the world. Silver's value 

had finally descended to its cost of production, which means that excess profits had been 

totally squeezed out. The Spanish Empire had been financed out of these profits and they 

simply did not exist anymore. Spain quickly degenerated into a third rate power, which is 

all that could be afforded when reduced to reliance on domestic resources alone. Spain 

was domestically a poor country at the beginning of her rise to power. She could afford 

an Empire only because of her American silver mines, and because China cooperated by 

converting one third of the world's population to silver. It was a remarkable, global ride 

for a small underdeveloped country which temporarily became the dominant power in the 

Western world. Without internal development, however, it could not have lasted. 
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