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During the sixteenth and seventeenth centuries, Spain experienced a tremendous rise in its economic and military power, followed by an equally dramatic decline.  This decline had causes and impacts both inside and outside the country and its colonial empire, though this paper will not discuss this decline in the seventeenth century, as it is too large a topic to be covered in a short paper.  


This paper will examine the impact of Spain’s declining fortunes on its royal finances, and how those impacts affected the running of the Spanish navy.  The paper will be divided into three parts.  First, a brief historiography will discuss some of the dissenting opinions about the decline of the Spanish navy in the seventeenth century.  Second, some of Spain’s financial problems in the 1589 - 1665 time period will be detailed, with the measures undertaken to try to rectify them.  Third, where most of the analysis will be, will be a discussion of how these financial problems and attempted solutions affected the running of the Spanish navy.  What will be shown is that Spain’s financial difficulties of 1589 - 1665 affected its ability to float an effective navy: from shipbuilding; to supplying and victualling the ships; to recruiting and retaining seamen.  Most of the discussion will be concerned only with the Iberian peninsula.  There will be occasional references to Flanders and the Indies (Caribbean and Peru).


There is no disagreement that Spain did suffer serious reversals in fortune and power in the seventeenth century, but there is disagreement as to the causes of the decline and its effect on the Spanish fleets of the time.  Goodman argues that overall, naval preparations were poor largely because of inadequate funding: “Spain’s naval preparations were hindered throughout this period by the crown’s persistent financial difficulties.  That was a constant.  Whether one considers 1600, 1630, or 1660 the same difficulties are evident.”
  Phillips agrees with this assessment, that the Spain crown exhausted every available resource, human and material, to try to build and maintain its naval ships.
  Stradling disagrees, arguing that Spain remained a major naval power for nearly a century after the defeat of the 1588 Armada,
 and that the fall in Philip IV’s revenues “did not drastically affect the Monarchy’s ability to wage war.”


Brightwell takes a different approach and argues that the decline of Spain and its naval efficiency had more to do with Spain trying to maintain its territorial integrity, and thus convince the world that it was invincible, in circumstances that now made the efficient working of its system difficult.  Glete supports this systematic view of the decline of Spain, that its rulers and military could not adapt to new and changing demands.
  He also questions Goodman’s arguments of depleted natural resources as an explanation for Spanish decline.


Hamilton gives monetary disorder as one of the most important factors in the decline of Spain,
 but that other social causes including primogeniture, mortmain, vagabondage, redundance of ecclesiastics, contempt for manual labour, and indiscriminate alms-giving were also responsible.
 


Spain’s royal revenues came from a number of sources, and throughout the seventeenth century they were generally decreasing.
  The ones that will be discussed here are: ecclesiastical revenues; the millones; and silver from the Indies.


Ecclesiastical revenues consisted of one-time payments from the pope, such as the one million ducats that the pope provided to Philip II for the 1588 Armada,
 and the continually renewed “Three Graces” funds.  These “Three Graces” - cruzada, excusado, and subsidio - were ecclesiastical contributions that were paid to the Spanish crown to fund the galley fleets of Spain and Genoa for the defence of the faith (the Roman Catholic church) by military means.
  The cruzada was the sale of indulgences.
  The excusado was a tithe paid to the Spanish crown instead of to the church.   The subsidio was a tax on the clergy in Castile and Aragon.
 These revenues were significant: in 1620 the “Three Graces” provided about 1.6 million ducats to the royal treasury, which was more than the amount coming from the Indies by that time.


Silver from the Indies was an important source of income for the royal treasury.  At the end of the sixteenth century, the 20% tax on silver production accounted for nearly one quarter of total income,
 but after the production of the Potosi silver mine peaked in the years 1591 - 1605,
 it dropped off so that by the 1620's this income had declined to less than half its peak amount.


There were also a number of taxes that brought in revenue, including the millones taxes agreed to by the Cortes of Castile.  These taxes included general sales taxes
 and taxes on specific goods such as salt, sugar, and food.


The Spanish crown’s biggest problem was that expenses were chronically well above revenues,
 leading it to declare bankruptcy in 1596, 1607, 1627, 1642, 1652, and 1662
.  It had other financial problems as well. The millones and other taxes were very difficult to collect and were subject to failure.  Towns and municipalities were supposed to collect them, but they were often delayed by local officials refusing to collect the hated taxes or embezzling the local treasuries.
  The millones also often cost more to collect than the revenue they generated.
  Most of these taxes were paid by the people of Castile.
  Attempts were made to expand the tax base to other Spanish provinces, but these attempts were defeated by the protests of the people and the long-established laws and exemptions of those provinces.
  The salt tax was an important source of revenue.  When this tax failed, as it did in 1632, 1640, and 1642 due to the bankruptcies of the tax farmers who collected it, programs and expenses that were counting on that revenue were left without funding.


To try to solve the problem of an unbalanced budget, the Spanish crown manipulated the money supply.  Governments in Europe had been manipulating the money supply for centuries, but Spain in the seventeenth century, and specifically Philip IV, took the practice to new heights.
  Starting in 1621, and occurring several more times throughout his reign, he ordered massive issuances of vellon money.


“Vellon money” was coins with the same face value as silver money, but with a reduced or nonexistent precious metal (silver) content, made of copper.
  Although this money allowed the Spanish crown to pay for its desired increased spending, it created two interrelated problems: silver coinage not being in circulation; and inflation.


Silver was nearly completely driven out of circulation: in the 1650's 92% of the money spent was vellon.
  Even though silver and gold were still coming from the Indies mines, both the public and private treasures in the shipments were kept separate by the crown for foreign payments
, for payments and contracts outside Castile in other Spanish provinces
  (vellon was only legal tender in Castile
), and for the repayment of loans.  When seeking security for future loans, the royal bankers preferred the silver from the Indies because of the higher quality of the metal compared to the vellon in which most ordinary taxes of Castile were paid.
  Use of both vellon and silver coins in circulation led to the creation of a silver premium.  The silver premium was the extra vellon cost for the equivalent face value of silver money.  The silver premium measured the people’s preference for its relative stability (as compared to the inflation and deflation of vellon) and the convenience of handling, storing, and transporting it.
   Vellon was often passed (in bulk) by weight with a loss of time in handling it and of space in storing it.


Issuing large amounts of vellon led to severe inflation.  The Spanish crown then would revalue the vellon to create deflation, which they thought would solve the inflation problem.
  As examples of the inflation and deflation cycles that occurred in Spain, from 1627 - 1661 vellon was inflated five times, deflated five times, and more vellon issued three times.
  These inflation and deflation cycles affected more than just the price of goods: they led to uncertainty and speculative behaviour.  When a vellon issue or revaluation was announced, the people had no incentive to turn in their money for restamping, because they would get back less than they turned in.
  When compensation was offered for the reduction in the value of vellon, usually in the form of bonds supported by a new tax,
 the crown’s credit rating and credibility was so low that holders of vellon preferred to take a loss in its denominational value rather than exchange it for Spanish crown bonds.
  The people trying to convert vellon to silver prior to an announced deflation also forced up the silver premium.


These financial problems severely impacted the Spanish fleet.  There was constant tension between the Council of War with their naval estimates and requests for funds and the Council of Finance who knew the availability of funds and requested them from the bankers.  The Council of War constantly felt blocked from fulfilling the Spanish crown’s policies by the stubbornness of the Council of Finance saying that no funds were available.
  Throughout the seventeenth century, there is an obvious difference between the naval policy statements from the Spanish crown and the Council of War about the navy being a funding priority and the actual subsidies to the fleet, which were often much lower than what was budgeted or demanded.
  For example, in the war with the United Provinces from 1621 to 1648, when the policy statements stated that the navy was to do the bulk of the fighting, the actual subsidies to the fleet were just 10% of the total military spending in Flanders.


The navy required its allocations at certain times during the year, for specific purposes and preparations.  In September funds were needed to start purchasing provisions for the following year’s fleet.  Funds were needed in January to repair the ships, and in May and October to pay the crews.
  But the bankers arranged payments with the Council of Finance in monthly installments.  They couldn’t be persuaded to concentrate their advances over a shorter time, because they liked to see the signs of repayment - the millones - accumulating in the royal coffers
 because their perception of the degree of security of crown revenues was low.  Monthly installments did not meet the navy’s preparations needs.


Victualling the fleet was significantly impacted by Spain’s financial difficulties.  It was a huge expense that required months of planning
, and sudden inflation or deflation could quickly ruin plans or make available funds insufficient for required purchases.
  Bulk purchases had to be kept secret or prices would rise quickly, so shrewd purchasing and ready cash were required.
 Often the needed money was not available.  The shortage of funds was often the cause of not enough victuals for the seamen.
 Contracts with a fixed silver premium would be abandoned by merchants when the silver premium changed too much,
 or merchants would demand to be paid only in silver.


Properly manning the Spanish crown’s ships was made extremely difficult by the non-availability of funds.  The navy was in direct competition with the fishing industry for labour, and in order to secure crews for the ships, seamen had to be recruited before they left on the fishing fleet.
  This required paying them a portion of their wages upfront.  Seamen often demanded to be paid in silver,
 which meant that crews were not recruited when money did not come to pay them,
 or, as was usually the case, the crews were not paid at all.
  When crews were not available in Spain, foreign seamen were employed, but they were frequently not paid either.


Shipbuilding in Spain was impacted by Spain’s financial difficulties.  Because of the general economic decline in Spain, many naval supplies had to be imported, including masts, tar, hemp, sailcloth,
 and copper and tin for artillery and munitions.
  These had to be paid for with silver.  Frequently money promised for shipbuilding would not or could not be provided by the Council of Finance.
  Many sources give evidence for the decline in the size of the Spanish navy as well as the decreasing tonnage of shipping being built year after year,
 beginning right at the beginning of the seventeenth century.  By 1620 Spain no longer possessed the shipbuilding capacity nor the merchant marine to supply her needs.
  Despite efforts to promote shipbuilding, hiring or purchasing ships already built always was an important way for the Spanish crown to satisfy its naval needs.


Money intended for naval funding was constantly being misappropriated.
  The “Three Graces” were regularly misappropriated from their intended purpose of funding the galley fleets, either to the bankers to secure loans for general Spanish crown uses, or were spent as a general revenue.
  This resulted in deprived galley squadrons of pay or victuals, so that the galleys sat idle in port.


Inadequate funding meant that shipbuilding, naval victualling, and crewing were liable to be delayed or halted completely.
  The size of the fleet would be reduced at the planning stage when it became apparent that the desired number of ships were either not available or could not be hired or purchased.  When victualling or manning the fleet was delayed, the fleet might sail for only a few days in a year or not at all.
  When silver wasn’t available, the armada had to be prepared in non-ideal ports and harbours of Castile because better ports, such as Lisbon, were more expensive since they required payments in silver.  This exposed the fleet to a higher risk of attack by enemy forces.


Given the difficulties in trying to pay its bills, the Spanish crown used loans and credit from bankers and merchants as one method to build and maintain its fleet.  Supplies would be acquired from a merchant, and then a repayment schedule to pay him back would be worked out.
  Loans were a regular part of the financing system, security for the loans coming from future expected revenues.
  As has already been stated, the revenues usually promised to the bankers were the Indies silver and the millones.
  When these revenues did not meet expectations (such as when the Indies fleet was captured by the Dutch in 1628
 or taxes weren’t collected), then bankers got a long-term state bond to secure loans.


The Spanish crown also paid for the fleet was through proceeds from naval actions.  In the war with the United Provinces from 1621 to 1648, privateering became a prime component of the naval policy against the Dutch.  Supported by Spain, private individuals attacked Dutch ships and turned over some of the proceeds from what they captured to the Spanish treasury, including cargoes and captured enemy vessels.
  They even sold broken-up ships for firewood.


When all else failed, and the Spanish crown could not afford to pay for ships or men or naval supplies, he let his subjects pay for them.  Shipbuilding contractors had to be rich in order to meet expenses while building the Spanish crown’s ships
 to cover instances when money promised by the Spanish crown didn’t arrive.
  Commanders of squadrons or individual ships sometimes had to draw on their own funds to maintain the forces they commanded.
   Even the armada-receiver and treasure-general of the Council of War Junta de Armadas occasionally had to supply his own funds when the Spanish crown didn’t provide what was needed.
   The Spanish crown did not always pay this money back.


Sometimes the Spanish crown would make reimbursements by non-monetary means.  Granting titles and honours was one way to repay a private citizen for services rendered to the fleet.
  For example, Martín de Arana, who had built six galleons for Philip IV from 1626 to 1628, was named Superintendent and Captain of War of Santander in 1631 for his service “particularly in the outfitting and construction of armadas, among others six galleons that sailed to bring the silver from the Indies.”


Spanish revenues, including the “Three Graces”, the millones, and Indies silver, were in decline throughout the seventeenth century.  The Spanish crown tried to fix its unbalanced budget problem by manipulating the money supply but instead created more financial problems.  Inflation, deflation, and the lack of silver in circulation caused many problems for the Spanish economy and the Spanish fleet.  The fleet was severely affected in its ability to build, supply, and crew its ships by the non-availability of money.  The fluctuating price of goods in vellon and silver money also affected naval purchases.  When revenues that were allocated to the fleet were used instead for other purposes, naval preparations were delayed or halted.  It was sometimes left to contractors and naval personnel to provide their own funds when money promised by the Spanish crown did not appear when it was needed.  Clearly, Spain’s financial difficulties of 1589 - 1665 affected its ability to float an effective navy.
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