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1. Introduction

This article argues that the interaction between independ-
ent entrepreneurs and their social networks with state insti-
tutions made the former participants of the state-building
process. In this text, non-state civil actors are considered
state-builders because their agency in the process involves
more than bilateral contracts between the entrepreneur and
the central state apparatus. The analysis of the strategies that
the Genoese lending community employed between 1557 and
1559, when Philip II consolidated his short-term debt for the
first time and theoretically weakened his credibility before
financiers, demonstrates that private entrepreneurs collabo-
rated with one another because they depended on royal insti-
tutions.

This article looks at the correspondence of high-rank royal
officers together with financial reports and export duties to
reveal the convergence of private agendas in the aid of the
monarchy. Therefore, public service and private initiative in-
tertwine in this text to propose a history of the early modern
state construction that brings together “top-down” and “from
below” perspectives.

This second section of the article introduces the historiog-
raphy behind the state-building process of the Hispanic Mon-
archy to show the multiple existing approaches. The third part
of the paper examines the causes and immediate consequenc-
es of the debt reschedule of Philip II of Spain in 1557. The
fourth part brings together the connection between Genoese
financiers and Castilian wool exporters to analyse their mutu-
al role in the state construction. Finally, some brief conclusions
close this article to recapitulate about the importance of non-
state actors in the construction of the early modern state.

2. State-formation in the early modern period: The case of
the Hispanic Monarchy

Scholars have always struggled in their challenging task of
defining the multidisciplinary concept of state. In general
terms, state is understood as the result of human efforts to
organise themselves in community. However, the characteris-
tics of that state make it difficult to define with precision. Po-
litical sociologists, for example, use to base their studies on the
Weberian view of state, which defines it as the form of human
community (Gemeinschaft) which lays claim to the monopoly
of the legitimated use of physical force in a limited geograph-
ical area (Waters and Waters, 2015, p. 136). In other words, the
rule of law and violence characterizes what a state should be.
The two elements require the development of institutions,
either informal or formal ones, to be managed and enforce the
control of the Weberian limited territory. Whereas informal
institutions are based on norms of conduct, historical tradi-
tions or religious concepts usually enforced by private groups
such as family, business, and the church, formal institutions
are ruled by legal texts like constitutions and laws and en-
forced by judicial and administrative officials of the state
(Keefer and Shirley, 2000, p. 96; Greif, 2006, p. 37). In this
sense, states are born in territorial contestation with other
communities also organised in institutions.

The formation of the early modern Hispanic Monarchy as a
state has been object of study among scholars from multiple
perspectives. The Weberian territorial limitation plays a central

role in the definition of the Hispanic Monarchy. Traditional lit-
erature on this heterogeneous polity defined this state as a
“composite monarchy” in comparison with other European,
more centralistic, models (Elliott, 1992; Koenigsberger, 1978).
Each realm was organised through their own institutions, thus
legitimizing the management of resources, the distribution of
justice, and the use of coercion. Beyond the legal and institu-
tional separation of large polities, the Hispanic Monarchy con-
sisted of jurisdictional fragmented territories in each realm that
were interconnected with one another through the figure of the
sovereign. Jurisdictional fragmentation is here considered as the
contestation of sovereignty by local and regional powers, such
as cities, corporations, or feudal lords (Epstein, 2002, p. 14).

However, the close link between the institutional separation
of the Hispanic realms and the jurisdictional fragmentation in
each of them has been considered an element that prevented
its economic growth (ibid., p. 169). The main explanation for this
outcome is linked to the lack of centralism and absolutist prac-
tices from central authorities. Jurisdictional fragmentation in
the early modern Hispanic Monarchy thus contradicts the argu-
ment of North and Weingast regarding the cause of its “retard-
ed long-run economic growth”, which they based on absolutist
practices (North and Weingast, 1989, p. 808). From the fiscal
point of view, the existence of representative institutions, which
defended the interests of urban elites rather than those of com-
moners, was way of preventing predatory practices from the
sovereign. The Hispanic parliamentarism was the result of a
process of political aggregation rather than integration that
symbolised the existing polycentric division of effective power
(Mazin Gémez, 2012, p. 27). No central parliament represented
the interests of other territorial elites, though their decisions
might have an effect in the rest of the monarchy.

The parliaments of the Hispanic Monarchy did not have the
same importance in the political conglomerate of the monar-
chy. Although the monarchy embraced large parts of Europe
and America by the 1550s, the Cortes of Castile were the most
important representative institution of the ensemble. The rea-
son of this “privileged position” lay on the amount of generous
subsidies that these estates granted to the monarch and the
certainty of their collection to back new debt (Tracy, 2002, pp.
293-301). Figure 1 illustrates that the reign of emperor Charles
V marked a turning point for the Castilian parliament in which
it began to pass increasing pecuniary subsidies to the sover-
eign regularly, especially after the comunero revolt of 1520-
1521. Despite this clash of authority, Charles V preserved the
representative institution to support his foreign policy as a
resource provider, which evinces that representation was a
necessary concession for the good functioning of the state
(Ertman, 1997, p. 112).

With the aim of giving a comparative measure regarding the
Castilian subsidies, the servicio ordinario used to be estimated
in circa 54 million maravedis prior to the reign of Charles V.
The concession of 1504 of 102 million, however, was the result
of a contribution plus and advance of the following one to
cover the expenses of the war against France (Carretero Zam-
ora, 1998, p. 17). Notwithstanding this initial royal achieve-
ment, any increase in the ordinary fiscal pressure, even a sim-
ple renewal, required the approval of the Cortes. This
procedure, nonetheless, did not mean that Castilian Cortes
were a restraining institution of royal expenditure (Alvarez
Nogal and Chamley, 2014, p. 200; Stasavage, 2011, p. 147,
Carande Thovar, 1987, vol. 2, p. 493).
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Figure 1. Servicios ordinarios of the Castilian Cortes (1520-1595) in millions of maravedis. Source: Carretero Zamora (1998, p. 21).

The apparent limitation to impose royal desires on the Cas-
tilian Cortes was not an obstacle to govern. The Cortes were a
forum where the king and the main cities of Castile met to-
gether and discussed the problems of the kingdom, apart from
passing the mentioned subsidies. The king, looking for his own
benefit, always sought to keep a balance between the demands
of his subjects and the subsidies they granted. Tracy has clear-
ly defined the necessity for bargaining fiscal concessions that
Hispanic sovereigns had to face in their multiple territories,
such as Castile, the Habsburg Low Countries, and Naples (Tra-
cy, 2002, pt. 3).

Understanding how the royal and local agendas converged
is a question that still has much to offer. In the specific case of
the Castilian Cortes, urban oligarchies managed the local tax
collection of royal revenues, which granted them an important
bargaining power. The role of these elites, who channelled
funding to the monarch and assured his future incomes, pro-
vided him with steady cash and solvency to borrow from in-
dependent lenders in case of necessity. In this article, solvency
must be understood as the possibility of the sovereign to create
new sources of incomes and expenditure to make his finances
sustainable (Drelichman and Voth, 2014, p. 106).

Apart from the fiscal perspective, the Cortes was an impor-
tant social and economic institution. Whereas the sovereign
tried to resolve his financial problems through modifications
in the tax regime, urban representatives forwarded him their
critics regarding to issues such as currency, salaries, certain
offices, and much more. In other words, the Castilian cities
debated with the monarch about transaction costs that affect-
ed directly to the economy of the kingdom. Transaction costs
refer here to the economic costs of arranging and enforcing

contracts over time and space, which includes information
resources and involves the collaboration of formal and infor-
mal institutions (Dahlman, 1979, p. 148; North, 1997, p. 24).
The bargaining between the sovereign and urban representa-
tives, therefore, resulted in contractual agreements regarding
the protection of property, the enforcement of contracts, and
economic growth.

As a result of the research on this institutional bargaining,
gone are the times when monarchies like the France, England,
and the Hispanic Monarchy were considered “absolutist
states”. A classic example of this historiographical line is the
work by the Marxist historian Anderson (Anderson, 1974, p.
15; Miller, 1990, chap. Introduction, especially, pp. 6-7; Wilson,
2000, chap. Introduction). From the 1980s onwards, multiple
works have demonstrated that the Hispanic Monarchy, in par-
ticular, cannot be classified beyond a mere absolutist aspira-
tion (Grafe, 2012, p. 9; Thompson, 2002; Jago, 1981, p. 326).
Even American territories, legally bounded to Castilian juris-
diction, were self-administered. On this regard, the absence of
representative institutions like Castilian Cortes has been con-
sidered as “a dilution, not a devolution of power”. In other
words, central royal institutions did not embody the authority
overseas, but their colonial dependent institutions (Lynch,
1992, p. 73). A similar proposal is applicable to the European
territories of the Hispanic Monarchy.

While the monarch had the legislative prerogative to enact
new taxes and either raise or abolish the existing ones in cer-
tain parliaments, local elites hold the effective means of col-
lection. Both the emperor Charles V and his son Philip II con-
fronted these limitations to their demands, each of them in key
turning points of their reigns (1536 and 1575 respectively)
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(Blockmans, 2002, p. 29; Fortea Pérez, 1990, p. 221). The ques-
tion of absolutism was not a matter of authority but effective
power. Hispanic sovereigns were subjected to grant conces-
sions and mercies in exchange for collaboration at local level.

The institutional sociologist Thomas Ertman already em-
phasised this collaboration in his work about the role of local
governments, representative assemblies, and the rulers’ access
to resources in the shaping of modern states (Ertman, 1997, pp.
317-319). In this sense, Ertman remarked the viability of de-
centralised states, since local elites were the actual mangers
of territorial resources. As a result of his approach, the defini-
tion of “state” widened to include urban elites and their insti-
tutions. Going a step further, Braddick considered the “state”
as a coordinated network of territorially bounded offices ex-
ercising political power, thus stressing the role of local elites
in its development (Braddick, 2000, p. 19).

In this context of continuous negotiation with local elites,
the thesis of the predatory absolutist state, which instinctive-
ly seeks to extract the maximum revenue, is simply unsustain-
able. Recent research has stressed that the early modern His-
panic Monarchy did not fit in this model since its levels of
coercion were low compared to other early modern states of
the region, such as France or England. The protection of prop-
erty from private theft and public predation was relatively
respected, whereas coercive means such as forced loans, de-
preciations, and monopolies were exceptional (Irigoin and
Grafe, 2013, pp. 202-213).

The observance of the norms and rules of his unwritten
pact with local elites by the Hispanic sovereign created a
credible commitment, which economic historians have tra-
ditionally linked to economic growth. The concept of credible
commitment was popularised by the classic work by North
and Weingast of 1989, which stressed the requirement of two
elements to occur: a precedent of “responsible behaviour”
from the rulers and constraining tools to make them obey the
rules (North and Weingast, 1989, p. 803; Coffman and Neal,
2013, p. 1).

Their conclusion is not misleading because the collabora-
tion of local elites to raise taxes and channel them to royal
treasuries was not an easy task, unless those groups of power
had a private interest on that mechanic. Recent models of
state-building are emphasising this same point. Grafe and
Irigoin, for example, have suggested that the Spanish colonial
empire was based on a stakeholder model in which local elites
benefited from the correct functioning of the state administra-
tion (Grafe and Irigoin, 2012). In other words, local powerhold-
ers were part of the state administration.

Therefore, rulers and subjects played a decisive role in the
process of state formation. The recent concept of “empowering
interactions”, which refers to the communicative situation that
results from the convergence of the interests of state repre-
sentatives and local elites, illustrates this process (Blockmans
etal., 2009, pp. 25-27). This collaboration and its mutual ben-
efits was clearer during exogeneous and endogenous threats,
when there was a need for mobilising resources at local level
(Besley and Persson, 2009, p. 1240; Tilly, 1990). The multiple
wars and domestic conflicts in which the Hispanic Monarchy
got involved in the early modern period have drawn the atten-
tion of scholars in that sense (Glete, 2002, p. chapter 3, espe-
cially, p. 121; Torres Sanchez, 2007). Notwithstanding the ev-
ident role of warfare in the development of states, its overuse
shadow other “state shapers” (Boucoyannis, 2010).

However, the study of the relationship between conflict and
states has resulted in promising works on the model of “con-
tractor state”, which have moved the focus to private military
entrepreneurs together with their networks, thus incorporat-
ing those non-state people into the state apparatus (Maréchaux,
2017; Torres Sanchez, 2016; Parrott, 2012). The importance of
non-military actors and their role as state-builders, nonethe-
less, has drawn less attention from scholars. Economic histo-
rians use to dilute the agency of financiers in macro-econom-
ic analysis about the finances of Hispanic sovereigns, which
results in few individual studies on the way the relationship
of these individuals with state administrations and military
providers worked (Sanz Ayan, 2015). The following section
introduce the reader to the conditions in which is possible to
analyse the role of financial entrepreneurs as state-builders in
relation with their clientele, especially regarding their mutual
collaboration with the royal administration to preserve the
state apparatus.

3. The inheritance of Charles V and the Castilian economic
rhythm

Since mid-1554, the widow princess of Portugal, Joanna of
Austria, assumed the regency of Castile while her brother the
prince Philip departed on 13 July to England to marry with
the English queen Mary Tudor (Charles V, 1554). Two years
later, the emperor Charles V abdicated in favour of his son
Philip the rule of the Iberian kingdoms, Naples, Sicily and the
Habsburg Low Countries. The Council of State acknowledged
the transmission of powers in Castile by March 1556 (Council
of State, 1556). Princess Joanna remained in Castile adminis-
tering a very unstable treasury, while the new king Philip II
began to demand subsidies to fund a simultaneous war against
France, the Papal States, and the Ottoman Empire (Parker, 2014,
p. 50). Philip I had succeeded to his father’s wealthiest thrones
at the price of inheriting large-scale international commit-
ments and conflicts. The classic study of Rodriguez-Salgado
about this dynastic transition is still one of the best approach-
es to this period (Rodriguez-Salgado, 1988).

The hostile legacy resulted problematic for a royal treasury
that was unable to set enough funds for all the fronts in the
ongoing war. Some scholars have labelled this dramatic situa-
tion of royal finances as “a bankruptcy of succession”, a con-
cept still discussed in academia. Carlos Morales coined this
concept in the Spanish-speaking literature about this topic.
However, as he explains in his later works, Philip II did not
decree a bankruptcy, but a debt consolidation. In this sense, he
attaches to the main argument of the already mentioned Rod-
riguez-Salgado’s study (Carlos Morales, 2006, p. 331).

Since Hispanic and French monarchies experienced similar
financial problems, they agreed a truce on 5% February 1556
in Vaucelles. Notwithstanding the ceasefire, an armed peace
followed until January 1557. During the peace time, the fiscal
balance of Philip Il showed an increasingly worrying deficit.
Figure 1 provides a glimpse into the evolution of marginal
funds that the monarch received to satisfy its short-term debt
(grey line). Although the ordinary incomes of the Hispanic
sovereigns remained stable from 1552 to 1559, Charles V and
Philip II were progressively less able of servicing their debts
on time and interest accrued dangerously. Their long-term
debt (consolidated debt) left small margin to pay short-term
debt (floating debt), especially when Philip consolidated the
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Figure 2. Evolution of the financial statement of Charles V and Philip Il between 1552 and 1559 (in ducats).

Source: Ulloa, La Hacienda Real de Castilla en tiempos de Felipe II, p. 130.

latter in 1557. This event obliged to seek an increase in the
ordinary incomes to match the expenses.

Before the situation reached that turning point, regent Joan-
na wrote to Philip Il in June 1556 warning that only his return
to Castile could save the situation (Joanna of Austria, 1556).
Joanna wanted to summon the Cortes of Castile and negotiate
the renewal of traditional subsidies and a fiscal increase. In the
last years, scholars have tended to focus on the ability of the
Castilian Cortes to limit the royal spending and borrowing;
hence, negotiation was the common pattern (Alvarez Nogal
and Chamley, 2016; Carretero Zamora, 2010; Jeon, 2014;
Yun-Casalilla and O’Brien, 2012). The final motivation of Joan-
na was to increase the royal borrowing ceiling that was limit-
ed by the fiscal burden on the kingdom. Despite of the urgen-
cy of these agreements, they were not passed until 1559. In the
meantime, the king faced the penalty of Genoese lenders, who
refused to keep lending until Philip II fulfilled his liabilities
(Gémez Suarez de Figueroa, 1556).

After several failed strategies to raise more money, Philip II
ordered a financial reorganisation to increase his borrowing
ceiling in the last months of 1556. The plan consisted in the
creation of a system of factores reales, who would be deployed
in the main financial and commercial centres of western Eu-
rope under Hispanic control or influence: Antwerp, Valladolid,
and Genoa. The motivations behind this novelty seems to have
been the outbreak of the war in Italy against Pope Paul IV, the
retirement of Charles V to Castile, and the need of diminishing
the influence of merchant-bankers in royal finances (Carlos
Morales, 2008, pp. 36-37; Hernandez Esteve, 2003, p. 247,
Rodriguez-Salgado, 1988, p. 236).

The new system centralised the finances of the king in the
hands of four experimented businessmen, though only Fernan
Lopez del Campo became the factor general. His role obliged
him to move in Castile, where he arrived in October 1556 with
instructions to manage all royal finances and negotiate the
military supply for the Council of War. Thanks to the extensive
work of Hernandez Esteve on the accounts of the Factoria
General and the person of Lopez del Campo, we know that the

main instruction of Lépez del Campo was to restore the finan-
cial reputation of Philip Il (Hernandez Esteve, 2013, pp. 208-
214; 2010; 1984). In other words, all the powers that Lopez del
Campo received were intended to simulate the sustainability
of royal debts and an apparent solvency that the monarch
lacked.

Despite of some resistance in the regent government, Lépez
del Campo analysed the general situation and reported it to
Philip Il on 1% February 1557 (Fernan Lépez del Campo, 1557).
The factor general described that Castilian commerce was di-
minishing because of the royal decrees of November 1551
(prohibition on the issuance of bills of exchange within Cas-
tile), December 1555 (setting of the interest rates in external
exchanges) and March 1556 (prohibition of exchanges within
the Iberian Peninsula). These three edicts were the result of
protectionist policies that sought to prevent cash from leaving
the economic Castilian circuit, besides lowering interest rates
for new loans (Carlos Morales, 2008, p. 35). However, these
decrees were forcing merchants to borrow from speculators at
very high interest rates. According to the report of the factor
general, the royal policy was detrimental for economic growth.
Since that policy was implemented by formal institutions, this
episode contradicts North'’s theory regarding the need of for-
mal institutions rather than informal ones in large states
where transaction costs were higher (Keefer and Shirley, 2000,
pp. 96-97; North, 1990, pp. 120-121).

While the edicts that regulated the financial market were
not banned, wrote Lopez del Campo, the businessmen who
had moved to operate in Portugal, France, Italy or Flanders
might never return to Castile (Fernan Lopez del Campo,
1557)". The resultant diversion of capital was detrimental for
the economic circuits, especially to merchants who hardly
could find funding in the domestic market. The royal decrees
were, nonetheless, a political movement hardly dispensable

1 “[...]itwill be difficult to take them (from the other states abovementioned)
and bring them back (to Castile)”.
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since they were intended to fight against usury practices,
besides their financial goals. The spiritual characteristics of
these decrees is relevant in this episode because the regent
government and the assembly of the Castilian clergy (autumn
1555 - spring 1556) debated about the ecclesiastical contri-
bution to Philip II.

At this meeting, the loyalty of the Castilian clergy to Philip
Il or Pope Paul IV was undecided. Any action against the mor-
al principles of the clergy, such as the abolition of the edicts,
could mean a loss of influence in this estate. Nonetheless,
more work is necessary regarding this connection (Perrone,
2008, chap. 7). Apart from reporting, Lépez del Campo pro-
posed a less “state”—controlled financial market through a
masterplan based on restoring the domestic and external
money transfers, except for Portugal due to a currency issue.
The deregulation of the financial market would attract busi-
nessmen to Castile again and force Portugal to restore its
previous currency values.

Simultaneously, Lépez del Campo presented a joint project
to reorganise the royal debt. It suggested to stop payments on
the short-term debt of the king, which charged the highest
interests, and consolidate that debt through juros al quitar
(long-term royal debt bonds) at 5% of annual interest. With this
financial tactic, Philip II could recover the incomes earmarked
to pay short-term debt, thus enabling him to borrow again.
Foreseeing the general uneasiness of royal financiers because
of the financial shock, Lopez del Campo suggested to start
redeeming those juros as soon as possible to keep the royal
reputation high. Finally, although Philip Il sent the order to the
regency government on 17™ April 1557, it was not enforced
until the 10™ June of that year because of the resistance of
Joanna (Carlos Morales, 2016, p. 82; Rodriguez-Salgado, 1988;
Martin, 1968, pp. 114-118; Philip II, 1557).

When the news about the debt consolidation arrived in
Toledo (Castile), the problem became a European concern.
Several businessmen dispatched letters to Lyon, Germany and
Genoa reporting about the royal decision and enquiring how
they should react. Many Genoese lending houses could declare
bankrupt in the following fairs of payments if the sovereign
did not rectify his decision or reach individual agreements.
Notwithstanding the initial shock, Genoese financiers sought
to reach good terms with Philip II providing him with new fi-
nancial services in the following months. Among the condi-
tions these lenders negotiated with royal representatives, they
demanded to be paid in cash rather than to obtain debt shares
earmarked to future royal rents. In other words, they demand-
ed steady money with which satisfying their own creditors
(AGS, CJH, leg. 34, 56, 1558; AGS, CJH, leg. 34, 63, 1558; Coun-
cil of Finances, 1557 )

This situation changed on 22" May 1558, when a prominent
Genoese lender called Nicolao de Grimaldo signed a loan con-
tract with Lépez del Campo. Romano seems to have mistaken
the date of the contract as he claims it was signed on the 12th
May, while diverse sources confirm it was agreed ten days

2 There are some examples from the asiento with Daniel Spinola to
Costantin Gentil and the Centurione consortium between July 1557 and
March 1558. All their reimbursements were agreed in cash.

later (Romano, 1949, p. 243; Fernan Lopez del Campo, 1558).
The document shows that the king accepted to reimburse his
past debts through juros al quitar with higher interest rates
than those offered in the consolidation of debt. This practice
benefited the royal treasury because it had not to search li-
quidity immediately to fulfil its obligations®. Indeed, other fi-
nanciers such as Costantin Gentil, the representative of the
Genoese consortium of the Centurione family, imitated this
strategy in the following months.

The lenders sold in the secondary market of debt their juros
al quitar to third parties, with which they obtained liquidity to
keep doing businesses. The resale of juros was a financial strat-
egy that is currently drawing the attention of scholars (Alvarez
Nogal and Chamley, 2018; Sinchez Camacho, 2018). However,
many of those juros were earmarked to a new tax that charged
the exports of wool in Castile, a relation that opens a large field
of research in which Genoese high financiers and Castilian
wool merchants were more interconnected than could be ex-
pected at first sight.

4. The consolidation of royal short-term debt and the
new tax on exported wool: connecting people

In the decree of 17™ April 1557, Philip II also demanded the
enactment of a new tax on exported wool in Castile, which was
delayed for a year until the 30 April 1558 (Gonzalez Presbite-
ro, 1829, vol. 2, p. 112). The new fiscal imposition was part of
the masterplan that Lopez del Campo proposed in February
1557 to Philip Il abovementioned. If the exporter was Castilian,
the new tariff charged one ducat per sack of wool travelling
from Castile to Flanders and two ducats if the wool was ex-
ported to France or Italy. Instead, the duty doubled if the wool
exporter or his associates were foreigner. Apart from the tariff,
every destination had a different way of weighting the wool,
which varied the value of the final duty. The classic study by
Lapeyre on this topic is still valid and valuable (Lapeyre, 1981,
chap. IV).

Table 1 demonstrates that exporting to Flanders, in the
Habsburg Low Countries, was theoretically much more prof-
itable than to other places. This economic policy sought to
encourage domestic exports and divert the flux of wool to-
wards Flanders, which could also tax the entry of wool ship-
ments. The factor general foresaw that the fiscal novelties
could create unrest among the main groups of merchants
and, therefore, local elites with influence in the Castilian
Cortes. He was not mistaken. In the IX petition of the 1558
Cortes, urban deputies demanded the abolition of the tax
(Colmeiro, 1863, p. 735). They claimed that it was damaging
for the kingdom while also complaining about the aggression
that the new tax meant for tax-exempted social groups (ca-
balleros e hijosdalgo). In other words, local elites showed to
be more worried about themselves than those whom their
deputies represented.

3 There was a previous asiento signed with just one Genoese financier,
Daniel Spinola, in July 1557 that included old debts, but these would be
repaid in cash. The difference between this contract and Nicolao’s lies in
that the latter had to market juros to recover those old debts.
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Table 1

Comparison of the costs to export 100 arrobas of wool being
Castilian or foreigner.

Arrobas N Number
to export Destination of sacks Duty
100 (Castilian) 12 (sacks of 12 ducats
) Flanders
100 (foreigner) 8.5 arrobas) 24 ducats
100 (Castilian)  France, Italy, 10 (sacks of 20 ducats
100 (foreigner) ~others 10 arrobas) 40 ducats

Source: Henri Lapeyre, El comercio exterior de Castilla a través de las aduanas
de Felipe II, p. 171.

To counteract any resistance, Philip Il negotiated with the
two leading poles affected by the tax, Burgos and Seville. The
monarch offered the abolition of an old decree that obliged
wool exporters to bring clothes and lines back to Castile from
their businesses, a law that limited their commercial freedom
and conditioned their operations in France. The Castilian
merchant community had a long-term experience in that
monarchy. In the fifteenth century, for example, businessmen
from Burgos used to operate in important commercial hubs
such as Rouen, Nantes, La Rochelle, and Toulouse to import
fine clothes, wine, naval supplies, or pastel. They also used
these cities as intermediary points with the northern trade
(Casado Alonso, 2014, p. 284). Notwithstanding the apparent
preference for Flanders, Lapeyre discovered that some car-
goes went to Flanders to then return to Rouen because this
long round trip was cheaper than paying the duty exporting
from Castile to France directly (Lapeyre, 1981, p. 185).

Therefore, the abolition of the law to import clothes was
a convenient retribution to the business communities in
exchange of their collaboration with the new tax on wool
exports. The communication and empowering interaction
between formal and informal institutions, therefore, proved
to be essential in the correct functioning of the Hispanic
Monarchy. After all, the new duty promoted the exports to
the Habsburgs Low Countries, which simultaneously en-
couraged the imports of refined textiles from that region
instead of France. Apart from the intended commercial re-
organisation that directly attached the French industry, the
new tax should also provide funds to reimburse the out-
standing debts of the monarch. The factor general had made
clear this point in his letter to Philip II (Fernan Lépez del
Campo, 1557).

The literature about the new right is abundant and contains
rich information about its peculiarities and evolution (Basas
Fernandez, 1963, p. 253, 1961, pp. 329-330; Lapeyre, 1981, pp.
165-209; 1974, pp. 221-239; Ulloa, 1986, pp. 327-340). The tax
was implemented over one of the most profitable business of
the Hispanic Monarchy. The wool trade had its headquarters
in Castile, where flocks of sheep were bred, moved, and
sheared. Most of the fleeces obtained after shearing were ex-
ported to the main western European manufacture centres
(the Habsburg Low Countries and Italy, mainly Genoa and the
Duchy of Florence) rather than used by the Castilian industry.
Exporting wool was, nonetheless, an expensive and long pro-
cess that demanded of high investments from merchants. Ex-
porters used to purchase the fleeces to the shepherds about

one year beforehand, which especially increased transaction
costs related to information and contract enforcement. After-
wards, they could wash the wool in specialised places dis-
persed in Castile, an operation that was expensive though
generated higher profits in the international market (Girén
Pascual, 2011). Once the wool was ready, it was transported
towards the main ports of Castile, which could be organised in
four districts: North (Bilbao and the Cuatro Villas), East (Cart-
agena, Yecla, and Murcia), South (Seville and Malaga), and
Portugal.

When the new tax on exported wool was enforced, the
royal administration deployed tolls in those three districts and
began to collect the duties as soon as 1558. However, instead
of keeping the earnings from the tax, the king had already
decreed to forward most of them to Nicolao de Grimaldo, the
Genoese financier who accepted to be paid in juros al quitar
rather than in cash (Figure 2). Since its birth, the money col-
lected through the new fiscal imposition was intended to start
repaying old debts to royal lenders. This strategy aimed to
recover the royal reputation as solvent borrower, since Philip
Il had been able to create new sources of trustworthy and
regular revenue to back new debt.

The procedure of repaying them was complex. Financiers
like Grimaldo sold the juros al quitar, which the monarch is-
sued for them in each new asiento since May 1558, to Castilian
and foreign investors. This strategy helped to diversify risks in
case the royal rents earmarked to pay the interest of those
juros resulted not profitable. This resale also provided with
liquidity to the Genoese lender as he acted as intermediary
between the king and his subjects in the acquisition of those
juros. The Genoese financiers liked to keep some juros for
themselves as long-term investments that backed their sol-
vency. Finally, those investors who purchased juros al quitar
received their interest individually each year. Fortunately, a list
of the clients of Nicolao de Grimaldo in 1559 is available at the
General Archive of Simancas (AGS, CJH, leg. 35, 23, 1559).

Interestingly, Genoese financiers such as Nicolao de Grimaldo
and Costantin Gentil -real architects of the new financial struc-
ture- took care of keeping the wool market alive. If earlier in this
article it has been pointed that the Castilian commercial activity
was declining because of the royal edicts of the 1550s, the lending
services of Genoese high financiers to Castilian wool exporters
helped to keep the market of capital alive, notwithstanding its
previous damaged state. In other words, informal institutions
such as the Genoese lending community solved the problems
that formal institutions created and were causing an economic
setback. Were informal institutions viable in large states? Figure
3 shows the evolution of the tax collection until 1598, highlight-
ing a pronounced decline after the promulgation of the new fiscal
imposition in 1558 until January 1563 and June 1566, when the
king increased the tariffs alleging the need of counteract frauds.
Whereas informal institutions helped to keep the wool market
alive offering financial services to Castilian merchants, the royal
administration (formal institution) collected less revenue until it
applied coercive means. The clash between the interests of both
groups was evident at the Castilian Cortes of 1563, when urban
representatives asked to abolish the new increase in the tariff to
export wool and return to the initial fiscal policy of the tax (Di-
putados, 1861, p. 373). Although the sovereign rejected their pe-
tition, this episode reflects the constant bargain between two
economic models: one based on informal institutions that pre-
served economic activity; and another based on regulations im-



8 A. Sdnchez Camacho / Investigaciones de Historia Econémica - Economic History Research 16 (2020) 1-12

2,01%

13,39%

Figure 3. Beneficiaries of the new tax on exported wool (1558).
Source: AGS, (JH, 35, 172.

posed by formal institutions that sought to maximise revenue at
the expense of economic growth.

The evolution of this trade was not the same in the Atlantic
than in the Mediterranean. Northern exports were in serious
decline because of the rebellion in the Habsburg Low Countries
and the Anglo-Hispanic maritime conflict, in which the French
civil war played an important role. Whereas the French market
absorbed part of the Flemish imports of Castilian wool, it was
not enough and the importance of Burgos in the northern wool
exports practically vanished by the end of the century.

However, this decline linked to military and political events
was simply a transformation. Burgos and its neighbouring
regions, former core of the northern commerce, found new
opportunities trading eastwards to Italy. In effect, the Castilian
commercial oligarchies partially displaced to the Genoese
wool exporters in the Mediterranean area, which was simul-
taneous to the concentration of exports in fewer hands than
at the initial years of the new tax. According to Lapeyre, “the
gravity centre of Castile had moved southwards”, a tendency
recently confirmed for the last quarter of the century (Lapeyre,
1981, pp. 184-191; Girén Pascual, 2013, p. 119). This shift means
that informal institutions were dynamic, but also that a deci-
sion of a formal institution, such as the enactment of the tax,
could transform the former in unexpected ways.

Back to the beginning of the timeline, the role of Genoese
financiers such as Nicolao de Grimaldo or Costantin Gentil
funding Castilian wool merchants since 1558 is remarkable.
The analysis of a series of data from 1558 to 1560 sheds light
about this issue and allows to create connections among royal
lenders and Castilian merchants beyond the separated studies
that these figures use to have (AGS, CMC, 2 Epoca, leg. 207,
n.d.; AGS, EMR, leg. 440, n.d.; AGS, EMR, leg. 443, n.d.). For
example, graph 1 illustrates the multiple connections that
existed among wool merchants and lenders in 1559. Many
businessmen did not have many ties and are represented prac-
tically isolated cases. Apart from these cases, whose study is
left to further research, it is possible to identify up to five main
groups interconnecting five people together at least.

0,10%

® Nicolao de Grimaldo
Other expenses

Lépez del Campo, general factor

84,50% Diego de Guzman, notary

Within this “big league”, networks A and B show a higher
degree of clustering that emphasise the role of key lenders
interweaving multiple actors. Whereas group A is clearly mar-
ked by its predominant Genoese character, group B presents a
total absence of non-Castilian businessmen, either merchants
or lenders. The first network, nonetheless, allowed that some
Burgos merchants took part in their syndicated operations.
This permeable commercial strategy reinforces the traditional
literature claiming that Genoese lenders financed Castilian
merchants (Lorenzo Sanz, 1986, p. 25). This research empha-
sise that these ties did not collapse during the immediate
consequences of the royal financial crisis of 1557 and the new
fiscal imposition on exported wool.

Graph 1. Businessmen involved in the duty on exported wool (1559).
Grouped by colours: blue (merchant), green (lender) and red (merchant-
lender). Sized by number of connections.

Source: AGS, EMR, 440.
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Figure 4. Incomes of the new tax on exported wool (1558-1598).

Lapeyre (1981)

Sources: Modesto Ulloa. La Hacienda de Felipe II, p. 334 and Lapeyre In maravedis, El comercio exterior de Castilla a través de las aduanas de Felipe II, p. 195.

Note: the intervals of years reflect the annual average of the tax in that period. Ulloa and Lapeyre differ in some of their findings. For the periods 1569-1572
and 1580-1582, Lapeyre only registers the incomes from the northern coast, which renders the comparison to Ulloa’s estimation for those years impossible.

If the Genoese financiers stopped funding Castilian wool
merchants, these would have probably bankrupted because
of the new tax on exported wool, which reduced their com-
petitivity before foreign businessmen. The funding of Geno-
ese financiers became then an important tool for wool ex-
porters, who accepted the decrease of their earnings because
of the necessary financial backing. In addition, it is possible
to detect that the wool exporting companies had a longer
duration than before, and they were based on ties of kinship
and reputation. For example, Nicolao de Grimaldo funded a
Burgos company led by three of the most prominent mer-
chants of the city that had relatives in the local council (AGS,
EMR, leg. 440, n.d.).

The involvement of Genoese high financiers in the exports
of Castilian wool results promising. Scholars have often focused
on the necessity that the Genoese lending community had to
export the profits of funding royal enterprises (Ruiz Martin,
1990, p. 137). The main way of forwarding the benefits back to
Genoa consisted in licencias de saca, a royal permission to export
precious metal out of the Hispanic borders. Castilian legislation
from the thirteenth century banned the practice, a political
position that remained practically intact until the reigns of
Charles V and Philip II. While the prohibition was active, finan-
ciers had to purchase commodities and sell them outside the
Hispanic Monarchy to thus collect their profits in precious met-
al (Marcos Martin, 2006, p. 347). In few words, the royal legis-
lation prevented the money in circulation from exiting the
realm and promoted the domestic economic circuits.

The financial necessities of Charles V and Philip II, however,
obliged them to temporarily tolerate the exports of precious
metal in exchange of financial services. In the years of this
study, particulars could export precious metals from 1552
until 1560. The resumption of legal exports meant that lenders
like the Genoese Nicolao de Grimaldo and Costantin Gentil had
no need to invest in commodities to export the profits of their
financial services to the monarch. Therefore, the participation
of Grimaldo and Gentil in the exports of Castilian wool through
the funding of native merchants reflects the necessity of mak-
ing viable that commerce. The goal of those lenders was to
support the commercial activities to make possible the collec-
tion of the reimbursements of their asientos after the consoli-
dation of debt in 1557.

In the long-term, investing in the wool trade was a profita-
ble business still in the 1570s. When Philip Il declared another
suspension of payments and banned any exportation of bullion
from particulars in 1575, for example, the Genoese financiers
reinvested their profits in the wool market to resale the prod-
uct to thus obtain cash in foreign markets (Phillips and Phillips
Jr., 1997, p. 256). However, the situation was different to that
of 1559 because the Genoese lending community purchased
wool rather than funding Castilian merchants. In this sense,
the reaction to the problem of 1575 suggests a necessity to
transport the profits back to Genoa rather than making the
royal debts sustainable like in 1559.

Although the causes of this change of strategy were mul-
tiple, one of them might be considered as principal. The war
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against the rebels in the Habsburg Low Countries had in-
creased the prices of insurances and therefore the prices of
fleeces in the market, which made this product less compet-
itive than other alternatives such as the English wool. As the
war continued and worsened with the fall of key ports in the
English Channel before the rebels, the principal flow of wool
trade was diverted to Italy, which simply could not absorb it
entirely. The seventeenth century witnessed the slow down-
fall of this very profitable business that had achieved its gold-
en epoch in the mid-sixteenth century (Bilbao Bilbao, 1983).

5. Conclusions: early modern state-building process
through the convergence of private agendas among
non-state actors

The main goal of this article has consisted in highlighting the
interaction of independent entrepreneurs among one another
and with the jurisdictionally highest institution of the Hispanic
Monarchy to illustrate their agency in the state-building pro-
cess. The outcomes of the research have confirmed that the
stakeholder model of state might be promising to explain the
resilience of the Hispanic Monarchy in the early modern period.
Three perspectives, framed in a context of institutional analysis,
help to explain this conclusion: fiscal, financial, and political.

First, the Hispanic Monarchy was not an absolute state from
the fiscal point of view. Effective power to raise funds, rather
than authority, was constantly bargained with formal and in-
formal institutions alike. Among the former, the fiscal conces-
sions of representative assemblies like the Castilian Cortes put
a ceiling to the borrowing capacity of Hispanic monarchs.
Regarding informal institutions, the collaboration of local busi-
ness elites from Burgos and Seville to enact the new tax on
wool exports was necessary. As it has been stressed in the
fourth section, such bargaining was not an idea of the monarch
or any other high rank royal official. Instead, a former mer-
chant and financier, the factor general Lépez del Campo, was
the author of the strategy. In other words, a private entrepre-
neur at the royal service drafted a masterplan to overcome the
financial difficulties of the Hispanic central administration
minimising coercive means and opting for negotiating rather
than employ more predatory strategies.

From the financial point of view, Genoese financiers and
Castilian local elites joined efforts to sustain the royal admin-
istration that fuelled their private economic interests and en-
sured the protection of their properties. Informal institutions
in the form of business networks (ex. Genoese, Burgos, Sevil-
lian...) collaborated with the Factoria General, a formal insti-
tution, to sustain the monarchy. Without the help of private
entrepreneurs, the factor real would have failed to provide
resources at lower transaction costs. As a result of this strate-
gy of converging interests, which complements the thesis of
the decentralised character of the Hispanic Monarchy, formal
and informal institutions were practically identical.

The funded debt of the sovereign was the catalyser of the
agendas of all those entrepreneurs who benefited from the
enactment of the new right on wool exports. Without the cash
injections of Castilian private investors purchasing juros and the
resort of Castilian businessmen to the Genoese financial inter-
mediation, the survival of formal and informal institutions was
at risk. Funded debt was, therefore, a convenient tool that
grouped together public and private agendas to the extent of
avoiding a coordination failure. It is not possible, however, to

discern whether the convergence of public and private agendas
analysed in this study was sufficient to promote economic
growth in the long-term. At least, the Castilian wool trade sur-
vived for another half a century, though its fate was linked to
the political stability of Western Europe rather than new taxes.

Finally, war remains as a repetitive pattern present at the
development of institutions such as the Factoria General or in
the evolution of the Genoese lending strategies. However, the
external threat might be a distractor element in the process of
state formation, at least applied to this study. Whereas it is true
that the Habsburg-Valois conflict drained the resources of both
monarchies and triggered the institutional and financial re-
forms in the Hispanic Monarchy examined, it is equally right
that royal demands of resources to Castile simply magnified
the existing domestic problems inhered from the reign of
Charles V. Conflict was always there, both external (war) and
internal (institutional conflict), and therefore it must be con-
sidered as a contextual trigger rather than an actor with an
agenda. The convergence of private interests of non-state ac-
tors, such as the private entrepreneurs analysed in this article,
and state servants had a much larger influence in the state
development than any conflict.
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