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Chapter 5: The Philippines as an Imperial Profit Center in the 

Sixteenth and Seventeenth Centuries 

A. Introduction 

Historical consensus claims that the Philippines were a financial drain for 

Imperial Spain during the sixteenth and seventeenth centuries. Costs to mother-country 

Spain are alleged to have far outweighed Imperial benefits.68 Religious and political 

goals must therefore have superseded financial considerations; otherwise, why would 

Spain have continued to subsidize these islands for centuries? 

The Philippines never provided Spain with the fabulous riches which it received 

from the gold and silver mines in America. But it was perhaps because Philip II of Spain 

was able to rely on a steady source of revenue from the Americas that he was willing to 

tolerate the losses sustained in the Philippines and magnanimously offer to make it 'the 

arsenal and warehouse of the faith'. (Andaya, 1992, v.l, p.357) 

This essay challenges the conventional depiction of the Philippines as a 'profitless 

archipelago' (Bauzon, 1970, p.172) during the 16th and 17th centuries.69 Instead, we 

contend that the Spanish state enjoyed substantial net financial benefits from the 

Philippines. We estimate the Spanish Crown's net Philippine profit at some 218,415 

pesos/yr throughout the 17th century. Around 125,000 pesos (57.2%) in Philippine profit 

was collected inside of America prior to the loading of silver onto Manila galleons in 

Acapulco. We term this 125,000 pesos/year "indirect profit." 

The methodology used to generate estimated yearly profits is explained in Section 

II. It should be emphasized at the outset, however, that our 125,000 pesos/yr Philippine 

'indirect profit' is described as American mining profit in the mainstream literature. At 

68 See, for example, Zaide (1979, pp.264, 324), Phelan (1959, pp.93-94), and Legarda (1955, p.371) 

69 We focus only on Crown profitability in the 16th and 17th centuries. The 18th and 19th centuries 

deserve independent analysis. We also avoid discussion of private profitability (e.g. merchants, the 

church, bureaucrats, "obras pias" etc.). 
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issue is whose methodology is most appropriate for allocation of overall Crown profit to 

specific geographical locations within Spain's global silver-trade network. Rather than 

attributing high profits solely to Spanish American mines, we contend that a significant 

fraction of the profit normally attributed to Spanish American mining should be viewed 

as 'indirect profit' stemming from the Philippine trade. We feel that the silver-economy 

dichotomy between (1) silver mining, and (2) shipment of the white metal through 

Manila, is misleading. Mine activity and trade across the Pacific comprised aspects of a 

multi-faceted global marketplace. American mine profits were impossible without silver's 

dominant end-market customers in China.70 Manila was the Pacific's linchpin, 

connecting silver's American supply-side (and silk's demand-side) with silver's dominant 

Chinese demand-side (and silk's supply-side). Therefore, assessment of the magnitude of 

Philippine profitability for the Spanish Crown requires a global perspective. 

B. Profit From A Global Perspective 

Debate over the rise and decline of the Spanish Empire has traditionally been 

restricted to "Western" (Spanish American, European, Spanish) issues. By contrast, we 

contend that Imperial Spain can be fully understood only within the context of an 

emerging, silver-centered global economy. (Flynn and Girâldez, 1996) Spanish American 

and Japanese silver mines dominated on the supply side; China contained by far the most 

important customers on the demand side. The sixteenth-century value of silver in China 

was double that of the rest of the world because China's enormous monetary and fiscal 

systems had gradually become 'silverized'. (von Glahn, 1996) High silver prices in China, 

in conjunction with low production costs in Japan and Spanish America, created 

enormous merchant profits throughout the world. And no entity profited more from the 

silver industry than did the Spanish Crown, which received up to 40% of the non-

smuggled treasure shipped into Spain.71 But we argue that, in the absence of Chinese 

70 See Flynn and Girâldez (1995b) for citations of the literature in this field. 

71 In summarizing sixteenth-century Spanish finances, Steele (1986, pp. 151-152) puts the King's 

portion of treasure landing in Seville at 40%, compared with Hamilton's (1934, pp.89-91) 27.5%. 
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demand for silver, there would have been no Spanish Empire; profit for every entity 

along silver's global mercantile chain - including Spain's central government - depended 

upon high silver prices offered by end-customers in China. (Flynn and Girâldez, 1996a) 

C. The Pacific Leg of the Global Silver Trade 

More than any other entity, the Spanish Crown controlled the Atlantic leg of silver's 

journey,72 but Spain did not control subsequent legs of the continuum - vast networks of 

trade connecting European entrepots with silver-hungry marketplaces in Asia, especially 

China. The earliest Europeans to establish maritime-merchant empires in Asia were the 

Portuguese and Dutch; Spain was thereby blocked from the lucrative intra-Asian and 

Asia-Europe trade vectors. Thus, silver's Pacific route to China via Manila was Spain's 

only direct access to Asian marketplaces. Spaniards circumvented competing European 

middlemen by trading directly with (mostly) Asian merchants through Manila; the core 

Philippines trade bartered American silver for Chinese silks. Relatively direct access to 

the Chinese marketplace explains rates of Acapulco-Manila-China commercial profit 

which "probably ranged from one hundred to three hundred percent."73 (Legarda, 1955, 

p.362), The goal of this essay is to assess Crown profits, however, not private profits. 

Analysis of Crown profits from the Philippines trade requires two steps: (1) establishment 

of a realistic estimate of the magnitude of trade passing through the Philippines, and (2) 

provision of a global perspective on Crown benefits and Crown costs stemming from 

trade via the Philippines. 

72 For discussion of massive silver smuggling via America's "Back Door" to the Atlantic, however, 

see Moutoukias (1991). 

73 Also see Zaide (1979,p.514), Legarda (1955,pp.352), Borah (1954, p.122), Boxer (1963, p.170), 

Jara(1979,p.67). 
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D. The Volume of Pacific Trade 

Most historians seem to accept, as if facts, Chaunu's (1960, p.250) three-phased 

Manila trade: (1) continual increase until about 1620, (2) high plateau and slight decline 

after 1620, and 

(3) precipitous fall after 1640. Chaunu's estimates were based upon almojarifazgo 

records, an ad valorem tax on legal imports/exports. Unfortunately, Chaunu's numbers 

misrepresent Philippine trade volumes. We know that an ever larger share of the 

merchandise traversing the Pacific was contraband over time; smuggled goods were not 

recorded in almojarifazgo tax documents, of course, so reliance upon almojarifazgo 

records led to seriously underestimation of commodity values aboard the Manila 

galleons. Eschewing details of this debate (Flynn and Girâldez, 1994; Flynn and 

Girâldez, 1995b), suffice to say that Chaunu's estimates seriously understate the vitality 

of the Philippines trade. We find plausible, on the other hand, Chuan's (1969, p.79) 

estimate of a two-million pesos annual Philippine trade throughout the 17th century.74 

The Manila trade essentially boiled down to a barter of American silver for Chinese silks, 

so Flynn and Girâldez (1996b) investigated Mexican-bound Chinese silk exports via 

Manila and Macao; the silk-trade literature buttresses Chuan's contention that the annual 

Manila trade equalled at least 2 million pesos.75 The trade did not drop off after 1620, 

nor precipitously after 1640, as mistakenly reported by Chaunu. 

E. Conceptualizing Crown Benefits from the Manila Trade 

Based upon sustained silver imports into China via Manila at 2 million pesos/year 

throughout the 17th century, estimation of Spanish Crown benefits from this trade can be 

74 See Reed (1967) for data on galleon passages and shipwrecks. 

75 Caution is warranted in interpreting this figure of two million pesos/yr. First, each million pesos of 

Chinese merchandise departing Manila became two million pesos of merchandise upon arrival in 

Acapulco (e.g. Zaide, p.514), so the port of measurement must be specified. Second, the value of 

the silver peso declined steadily between the founding of Manila in 1571 and 1640; two million 

pesos in trade in 1571 was greater than in 1640. 
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attempted. Most silver passing through Acapulco was contraband and therefore not fully 

taxed, however, so estimation of the Crown's percentage share of silver exported via the 

Pacific is bound to be tentative. 

Rampant smuggling is a widely-acknowledged characteristic of the Pacific trade. 

(Schurz, 1959; TePaske, 1983, p.437) Smuggling avoided payment of the almojarifazgo, 

a 15%-17.5% customs duty on merchandise at Acapulco (Lynch, 1969, p.163), and 

circumvented quotas protecting Atlantic-trade interests from Chinese products offering 

intense competition through Manila.7" 

While Pacific smuggling permitted circumvention of almojarifazgo taxes, other 

Crown taxes collected in Spanish America prior to silver's export via Acapulco were 

more difficult to avoid. There were severance taxes on mined silver, sometimes a quinto 

(20%), sometimes a diezmo (10%). There were profits from mercury mining (a Crown 

monopoly). There were also Indian tributes (6 pesos per capita), the cruzada, the alcabala 

(a sales tax raised to 4% in 1627), donativos ('gifts' to the Crown which were really 

payments in exchange for favors), sales of offices, 'extraordinary taxes' like the 600,000 

ducat annual assessment imposed on Peru and Mexico for 15 years by the Union of Arms 

in 1627, and so on. During truly desperate times, the Crown outright confiscated millions 

of ducats of private treasure on the Atlantic side. (e.g. Lynch, 1969, p. 165) The threat of 

confiscation, of course, provided additional motivation to smuggle. 

Even during years of crisis, Lynch (1969, pp.164-65) and Hamilton (1934, p.34) 

have estimated the 'surplus' generated for the Spanish Crown by America under Philip III 

and Philip IV ~ remaining Crown revenue, after subtracting American administration and 

defense costs — at roughly 1.15 million pesos per year. Since total annual American silver 

production has been estimated at 13.5 million pesos per year during the seventeenth 

century,77 and since the Manila galleons trade carried an estimated 2 million pesos of this 

76 Spanish silks in Peru were reportedly eight times more expensive than Chinese silks (Borah, 1954, 

p.122). 

77 Barrett (1990, p.225) estimates overall Spanish American silver production at 34,000 metric tons 

for the entire seventeenth century. Three hundred forty metric tons per year equals approximately 

13.5 million pesos in annual silver production. 
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total, approximately 14.8% (a little over one-seventh) of estimated Spanish American 

silver production passed through Manila. Since 14.8% of American silver production 

traversed the Pacific, perhaps we can assume that the Manila galleons were also 

responsible for 14.8% of the 1.15 million pesos annual Crown surplus estimated by 

Lynch and Hamilton. This would mean that the Manila galleons were responsible for 

14.8% (170,200 pesos) of the 1.15 million annual Crown surplus from America. Since 

tax-avoiding smuggling was probably more pervasive in the Pacific than in the Atlantic, 

and since we wish to estimate only taxes collected prior to the exportation of silver from 

Acapulco, we arbitrarily reduce our estimate of the Manila-portion of Crown surplus 

from 170,200 pesos per year to 125,000 pesos per year. This 125,000 pesos annual 

Crown surplus from the Manila leg of the global silver trade implies an effective tax rate 

of 6.25% collected on the 2 million pesos Pacific commerce prior to silver's exportation 

via Acapulco. 

Without claiming accounting accuracy, we simply wish to emphasize that any 

credible cost-benefit analysis must acknowledge indirect (i.e. not counting taxes collected 

at ports around the Pacific) Crown benefits from the Manila trade. Admitting that 

125,000 pesos/year provides only a rough (but perhaps conservative) estimate of indirect 

Crown benefit from the Pacific trade-leg, we next suggest that direct costs of, and direct 

benefits for, the Acapulco-Manila trade-leg must also be re-conceptualized. 

F. Attribution of Costs to the Manila Trade 

The Philippines were administratively subordinate to the viceroyalty of New 

Spain. As a result, the Spanish accounting system categorized revenues and costs in a 

way which misleads modern historians. The Philippine situado ~ monies sent from 

Mexico to Manila to defray costs of administration in the Philippines and elsewhere in 

Asia — is a case in point. The situado is often portrayed as if it were a "subsidy," a drain 

upon the Mexican viceroyalty.7° But the Philippine situado was at first only the returns 

78 The Philippine situado was not unique in any case: "Peru was responsible for defense in the mar 

del Sur, and also subsidized Chile, Panama, and distant Cumana. New Spain provided the situados 

for the coasts and islands in the Caribbean from Florida to Paria, and also for the Philippines. In 
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from the almojarifazgo duties collected at Acapulco.... In this context, the situado simply 

meant the income derived from the trading system... It was distinctly and unmistakably 

not intended to be a subsidy, as the word situado came to mean in later years.... the 

situado as income from the galleon trade [later] became half-subsidy and half-

commercial income, with the Mexican treasury making up from its own financial 

resources what the galleon trade could not adequately produce.(Bauzon, 1970, p. 129) 

Regarding the 50% of the situado which Bauzon calls "commercial income," it 

does not matter conceptually whether almojarifazgo taxes were (1) collected in Mexico 

and then sent back to Manila, or (2) collected and retained in Manila. Case #1 involves a 

situado, however, and hypothetical Case #2 does not. Both have exactly the same effect: 

receipts from tariffs on galleon commerce cover a portion of operating and administrative 

expenses. In no sense should these tax receipts be considered "subsidies"; rather, they 

involve partial self-financing of the galleon trade. Irrespective of whether the particular 

point of tax collection happened to have been in Mexico, half of the situado involved no 

subsidy. Collecting almojarifazgo taxes at the Acapulco end of the commercial exchange 

- prior to recycling back to Manila - did not alter the fact that the 'commercial' half of 

the situado involved a net cost to neither the Crown, nor to New Spain.79 

G. A Distinction between 'Philippine Expenses' and 'Non-Philippine Expenses' 

The remaining half of the Philippine situado - the portion not generated directly 

via galleon trade - might properly be classified as a 'subsidy'. But the Philippines were 

1664, for example, Lima was instructed to provide 105,150 pesos a year for the military defences 

of Panama; in 1673 this was raised to 275,314 pesos. A subsidy of 212,000 ducats a year for the 

army in Chile was also charged on the viceroyalty." (Lynch, 1969, pp. 199-200) 

79 Collection of taxes at the Mexican end of the trade may have been a matter of practicality. First, 

the value of Chinese merchandise in Acapulco was double the value of the same merchandise in 

Manila; therefore it was advantageous for the government to levy the ad-valorem almojarifazgo in 

Mexico. Second, if smuggling Chinese products into Mexico was more difficult than exporting 

contraband silver, this offers yet another incentive for authorities to tax imports at the Mexican 

end of the voyage. 
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not subsidized via the 'Philippines' situado. This situado financed Spain's battles with the 

Dutch over hegemony in Asian waters.80 What made the Philippines "more insolvent 

than ever" over time was the "ambitious enterprise undertaken by Spain, with the 

Philippines as the fitting-out point to gain mastery over the remunerative spiceries of the 

Moluccas, a concomitant of which was the prolonged Hispano-Dutch war..." (Bauzon, 

1970, p.129) The so-called Philippine situado financed war in the Moluccas; thus it 

should not be considered a 'Philippine subsidy': 

In the Moluccas, while the Dutch continued to hem in the Spanish forts on 

Ternate and Tidore and virtually monopolized the lucrative spice trade, little or no 

progress was made towards eliminating the unwelcome Spanish presence. Indeed, Dutch-

Spanish friction in the Moluccas continued longer than in any other region of the world. 

(Israel, 1982, p.336) 

In 1621, according to Hernando de los Rios Coronel (former procurator-general) 

receipts at Manila's real hacienda totaled 255,541 pesos, compared with expenditures for 

the Moluccas of 218,372 pesos. (Bauzon, 1970, p.158) In 1640, according to Grau y 

Monfalcon, procurator-general of the colony, total revenue was 256,000 pesos, while 

expenses for the Moluccas reached 230,000 pesos; thus, "only 26,000 pesos remained for 

the Philippines." (Bauzon, 1970, p.159) Receipts in these two years equalled 511,541 

pesos combined, in other words, while 448,372 pesos were expenses for the Moluccas; 

this means that only 12.35% of receipts (a mere 31,585 pesos per year) was available for 

application to Philippine expenses in those two isolated years. 

A rough sketch of Crown costs and benefits can now be attempted. We argued 

earlier that the Crown may have gained 125,000 pesos (6.25%) via taxes within America 

on the 2,000,000 pesos of mined silver before it entered the Pacific trade route. In 

addition, 50% (some 125,000 pesos/year) of the situado comprised taxes generated by the 

galleon trade itself; thus, this commercial-half of the situado should be viewed as a 

financial benefit from the government's point of view. While around 250,000 pesos per 

year were sent to Manila in the form of a situado, only about 31,000 pesos remained in 

80 Also, "the Dutch wooed the support of the Muslim Malays of Mindanao and the Sulu 

Archipelago" (Abella, 1974, p. 11) in an attack on Manila in 1616. 
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the Philippines;81 the rest financed operations in the Moluccas. A rough tally of the costs 

and benefits of the Manila trade indicates that the Philippines were a major profit center 

for the Spanish Crown. 

51 In a sense, the paltry 31,000 pesos/year may not even have 'remained' in the Philippines, a colony 

which itself helped finance war against the Dutch. Forced "polo" Filipino laborers had to be 

subsidized by village treasuries; even their token wages were seldom paid. There was also 

compulsory sale of products to the government under the "vandala": "Between 1610 and 1616 the 

treasury owed Filipinos some 300,000 pesos. By 1619 the sum had climbed to 1,000,000 pesos. 

These sums include both labor services and enforced sale of goods." (Phelan, 1959, p. 100) 
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Phillipine Costs vs Benefits for the Spanish Empire 

Benefits 

Indirect Crown Benefits 

Direct Benefits (Almojarifazgo) 

+125,000 pesos 

+125,000 pesos 

Costs 

Portion Of Receipts Retained In The Philippines 

(Remaining 224,186 pesos passed through to moluccas) -31,585 pesos 

Profit From Philippines 

Benefits Minus Costs= +218,415 pesos/yea 

While this Crown profit estimate is a crude approximation at best, it contrasts 

sharply with conventional views of a Philippine financial nightmare for the Spanish 

Crown; moreover, our position seems consistent with a contemporary 17th-century view: 

Another reasoned defense of the Philippine Islands was offered in 1637 by the 

procurator-general of the colony, Grau y Monfalcon, who showed that if it were not for 

the Spanish desire to own the Moluccas, the [Philippine] islands actually contributed 

more than they cost, since, in reality what they were producing was being spent in Spain's 

behalf in the Moluccas and not for the development of the Philippines...(Bauzon, 1970, p. 

159) 

But given the tentative nature of our estimates, does it seem reasonable that the 

Crown could have secured 218,415 pesos in net profit per year (in the form of various 

taxes) on the basis of the production and export of 2,000,000 pesos in silver annually 

across the Pacific? It seems plausible to us that the Crown may have earned a 10.9% net 

profit rate, based upon all aspects of the silver business from below ground in America 

through the port of Manila. But even if the readers prefers a more conservative 

calculation, we cannot imagine a global interpretation capable of causing a 
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metamorphosis of our 'cash cow' Philippines back into the 'financial alligator' portrayed 

in the current literature. 

H. Summary and Conclusions 

The early-modern Philippines must be pictured against a backdrop of the Spanish 

Empire's global struggle for economic and political hegemony against the Dutch — in 

Europe, Angola, Brazil, the Caribbean, Manila, the Moluccas, Taiwan, and the American 

Pacific. Spain's eighty-year war in the Low Countries was no doubt her greatest financial 

drain, but struggles against Dutch forces in America and Asia were also fierce and 

expensive. Battles in Asian waters siphoned off most of the so-called Philippines situado; 

costs on the Dutch side were no less daunting: 

Even during the truce, the cost of the [Dutch East India] Company's forts, 

garrisons, and battle fleet consumed most of the remittances sent from Holland as well as 

most of the profits of the Dutch inter-Asian trade. With the big offensive, the Company's 

costs inevitably had soared, rising in the three years 1620-2 to nearly 5 million guilders. 

(Israel, 1982, p. 119) 

The Dutch were perfectly aware that the exceptional harbors of Acapulco and 

Manila served as Spain's only direct gateways to China's lucrative, silver-hungry markets 

(and Spanish America's lucrative, silk-hungry markets). Why did the Dutch invest such 

prodigious sums to wrestle control of Manila — linchpin of the trans-Pacific economy — 

from Spain, if not for the prospect of immense trade profits? What motivated the Dutch to 

finance the attempted 1624 seizure of Acapulco itself? (Israel, 1990, pp.293-94) Scholars 

will continue to argue endlessly over the primacy of religious versus economic motives 

under colonialism, but we can think of no reason to consider Spaniards less interested in 

galleon-trade profits than were the Dutch, Portuguese, or others. 
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