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s is known, Murray N. Rothbard was one of the theorists who

defended with the most creativity and coherence the need for

free banking subject to general legal principles, in other words,
banking with a cash ratio of 100 percent of demand deposits. Likewise,
he was one of the first theorists to stress the great influence which the
theoretical contributions of the Spanish scholastics of the University of
Salamanca in the sixteenth and seventeenth centuries were to have as
the direct predecessors of the Austrian School of Economics.’

We feel that perhaps one of the greatest tributes which can be paid
to Murray N. Rothbard is to show how the theorists of the School of
Salamanca, whose intellectual activity took place from the reign of
Carlos V in the sixteenth century onwards, developed an incipient the-
ory on the legitimate practice of banking which coincides, to a great
extent, with the contributions on this subject by the Austrian School
in general and, particularly, by Murray N. Rothbard.

The analysis of banking during the reign of Carlos V is paradig-
matic for several reasons. Firstly, because the massive inflow of pre-
cious metals from America caused the economic center of gravity to
move, at least temporarily, from the mercantile cities in the north
of Italy towards Spain, specifically Seville, and the other Spanish

*Jesis Huerta de Soto is professor titular de economia politica, Universidad
Complutense de Madrid, Spain.

!See Murray N. Rothbard, “New Light on the Prehistory of the Austrian School,”
Edwin G. Dolan, ed., The Foundations of Modern Austrian Economics (Kansas City:
Sheed and Ward, 1976), pp. 52-74. I have a letter from F. A. Hayek dated January 7,
1979, in which he states that, apart from Raymond de Roover, the researchers to whom
we owe the establishment of the link between the School of Salamanca and the Austrian
School are, chronologically, H.M. Robertson, Aspects of the Rise of Economic Individu-
alism (Cambridge: Cambridge at the University Press, 1933); Marjorie Grice-Hutchin-
son, The School of Salamanca (Oxford: Clarendon Press, 1952); and, especially, Murray
N. Rothbard in his above mentioned article.
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markets. Secondly, because Carlos V’s constant need for cash, which
was the result of his extravagant imperial policy, led him to continu-
ally finance his exploits through the banking system, taking advan-
tage of the liquidity which it provided him without any scruples. The
traditional complicity between bankers and governors which, although
there was some degree of dissimulation, had already become a general
rule was thus taken to its utmost limit by Carlos V. Moreover, he could
not avoid the bankruptey of the royal treasury which, logically, had per-
nicious consequences for the Spanish economy in general and, in par-
ticular, for the bankers who had financed him. All these events led the
sharpest minds of the era, the theorists of the School of Salamanca, to
begin to reflect on financial and banking activities and, as a result, we
have a series of enormously valuable theoretical analyses which
should be studied in detail. We analyze each of these aspects below.

The Development of the Banks in Seville

Thanks to the work of Ramén Carande,” we know about the develop-
ment of private banking in Seville during the reign of Carlos Vin some
detail. Carande explains that he was able to carry out his research as
a result of the list of bankers drawn up in relation to the confiscation
of precious metals by the Casa de Contratacién (Trade House) of
Seville in 1545. The unsatisfactory situation of the treasury meant
that Carlos V, violating the most elementary legal principles, resorted
to appropriating money from where it was most readily available: de-
posits in the safes of the bankers of Seville. It is true that these bank-
ers, as we will see later, also violated legal principles in relation to the
demand-deposit contract (i.e., deposit of fungible money) and used a
large part of the deposits received for their own business. However, it
is no less true that the inauspicious imperial policy, by transgressing
the most elementary principles of property rights and directly confis-
cating the stocks of money kept in the vaults, merely provided an even
bigger incentive for the bankers to invest the greater part of the de-
posits received in loans, which became a habitual practice: if, in the
final analysis, there was no guarantee that the public authorities
would respect the part of the cash reserve which was kept in the bank
(and experience showed that, when times were difficult, the Emperor
did not hesitate to confiscate this reserve and substitute it by compul-
sory loans to the Crown), it was preferable to devote the greater part
of the deposits to loans to private industry and commerce, thus avoid-
ing expropriation and obtaining a greater profitability.

“Ramén Carande, Carlos V y sus Banqueros, 3 vols. (Barcelona and Madrid:
Editorial Critica, 1987).
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In any case, this policy of confiscationis perhaps the most extreme
manifestation of the public authorities’ traditional policy of taking
advantage of illegitimate banking profits by expropriating the assets
of those who, by legal obligation, should best guard and preserve the
deposits of third parties. It is understandable, therefore, that the gov-
ernors, as the main beneficiaries of the bankers illegitimate activity,
ended up justifying it and granting it all kinds of privileges so that it
could continue to act, with a fractional-cash ratio, outside the frame-
work of general legal principles.

In his magnum opus, Carlos V y sus Banqueros (“Carlos V and his
Bankers”), Ramén Carande lists the most important bankers in the
Seville of Carlos V, specifically the Espinosas, Domingo de Lizarrazas
and Pedro de Morga, together with other, less important, bankers, such
as Cristébal Francisquin, Diego Martinez, Juan fﬁiguez and Octavio de
Negroén. All of them inexorably became bankrupt, basically due to having
insufficient liquidity to meet the withdrawal of demand deposits which
had been placed with them. This shows that they worked with a frac-
tional-cash ratio, thanks to the license or privilege which they had ob-
tained from the Municipality of Seville and from Carlos V himself. We
have no information on the percentage of reserves they held, but we do
know that, on many occasions, they invested in their own shipping busi-
nesses (fleets which traded with America) and the collection of taxes
which were a tremendous temptation because, if the conditions were
favorable, the profits were very significant. Moreover, the successive
confiscations of precious metals deposited with the bankers merely pro-
vided a greater incentive for their illegitimate behavior. Thus, the Espi-
nosas went bankrupt in 1579 and the main partners were imprisoned.
The bankruptcy of Domingo de Lizarrazas occurred on March 11, 1553,
when he could not meet a payment of more than six and a half million
maravedis. Pedro de Morga, who began operations in 1553, went bankrupt
in 1575, during the second bankruptcy of King Felipe II. The rest of the
less important bankers met the same fate and, in this respect, it is inter-
esting to note the presence and comment of Thomas Gresham, who travelled
to Seville with instructions to withdraw three hundred and twenty thousand
ducats in cash, for which he had obtained the necessary license from the
Emperor and from Queen Maria. Gresham was astounded to find that, in
the city which received the treasures of the Indies, money was very
scarce, as it was in the trade markets, and he feared that, upon withdrawal
of the funds to which the orders he was bearing referred, all the banks
of the city would suspend payments.® It is regrettable that Ramén

3Finally, with a great deal of effort, he managed to obtain two hundred thousand ducats
but, as he wrote, “I am afraid of causing the bankruptcy of all the banks of Seville.”
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Carande’s theoretical analysis leaves so much to be desired and that
his study interpreting the bankruptcy of these banks is based solely on
anecdotal “explanations,” such as “greed” for metals, which constantly -
placed the solvency of the bankers in a situation of crisis; the fact that the
bankers carried out risky personal business deals, which continually im-
plied heavy obligations (the chartering of vessels, overseas maritime
trade, insurance transactions, various speculative types of business,
etc.); and the royal treasury’s repeated confiscations and need for liquid-
ity. Nowhere is the true cause of the phenomenon mentioned: the inevi-
table recession and economic crisis resulting from the artificial boom
caused by the inflation of precious metals from America and the arti-
ficial credit expansion without an adequate base of real saving, de-
rived from the practice of banking with a fractional-cash ratio.

Fortunately, Carlo M. Cipolla has covered this gap in theory of
Ramén Carande, at least partially, and has made a study interpreting
the banking and economic crisis of the second half of the sixteenth cen-
tury which, although it refers strictly to the Italian banks, is also di-
rectly applicable to the Spanish financial system, as the trading and
financial circuits and flows between the two nations were, at that time,
intimately related. Cipolla explains that the monetary supply (what
is today called M1 or M2) in the second half of the sixteenth century
included a large amount of “bank money” or deposits created out of
nowhere by the bankers who did not keep a 100-percent-reserve ratio
of the cash which had been deposited with them at demand by their
clients. This led to a tremendous artificial thriving of the economy,
which inevitably reversed in the second half of the sixteenth century
when depositors began to experience economic difficulties and the
wave of bankruptcies felt by the most important bankers in Florence
began. ‘

This expansionary phase was started in [taly, according to Cipolla,
by the managers of the Ricci Bank, who used a significant part of the
bank’s newly created deposits to purchase public funds and grant credits.
This policy of credit expansion dragged the other private banks along
with it, if they wanted to be competitive and maintain their profits and
market share. A state of credit euphoria was thus created, which gave
rise to a great artificial expansion that soon began to revert. Thus, we

See Ramén Carande, Carlos Vy sus Banqueros, vol.1, pp. 299-23, and esp. pp. 315-16,
which deals with Gresham’s visit to Seville.

4See Carlo M. Cipolla’s important article “La moneda en Florencia en el Siglo XVI,”
published in E! Gobierno y la Moneda: Ensayos de Historia Monetaria (Barcelona:
Editorial Critica, 1994), pp. 11-142; esp. pp. 96 onwards. This book is the Spanish
edition of the work originally published in Italian with the title Il Governo della Moneta:
La Moneta a Firenze nel Cinquecento (Bologna: Societa editrice I1 Mulino, 1990).
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can read an edict of 1574 in which accusations are made against bank-
ers who refuse to return deposits in cash and which proclaims the fact
that they only “paid with ink.” They had increasing difficulties in return-
ing deposits in ready money and a significant money shortage began to
be perceived in the Venetian cities. The artisans could not withdraw their
money or pay their debts and there was a heavy credit contraction (in
other words, a deflation) and a deep economic crisis, which Cipolla ana-
lyzes in detail in his brilliant book. Cipolla’s analysis is, therefore, much
more solid from a theoretical point of view than that of Ramén Carande,
although it cannot be considered perfect, as it places the emphasis more
on the crisis and the period of credit contraction than on the preceding
phase of artificial credit expansion, which was the true origin of the evils
and of which, in turn, the most intimate cause of the bankers’ violation
of the obligation to guard and conserve intact 100 percent of the tan-
tundem or equivalent of the original deposits.’

The School of Salamanca and the Banking Business:
The Initial Contribution of Doctor Saravia de la Calle

The financial and banking phenomena that we are discussing made an
impression on the outstanding minds of the members of the School of
Salamanca who, according to the most reliable research, are the fore-
runners of the subjectivist conception developed by the Austrian
School of Economics.®

5Cipolla tells us how the Ricci Bank, from the seventies onwards, was not able to
meet the demand for payments in cash and, de facto, suspended payments, as it paid
simply “with ink” or “with bank policies.” The authorities of Florence, looking only at
the symptoms and trying, with typical good intentions, to resolve this worrying situ-
ation merely by decrees, imposed on bankers the obligation to pay their creditors in
cash without any delay, but did not attack the fundamental causes of the phenomenon
(the undue appropriation of the deposits as loans and failure to hold a 100-percent-cash
ratio). This meant that the successive decrees issued met with inevitable failure and
the crisis became gradually more serious until it broke out with its full virulence in the
mid-1570s. Ibid., pp. 102-3.

®Among others, the following have recently studied the contribution of the Spanish
scholastics to economic theory: Lucas Beltran in “Sobre los origenes hispanos de la
economia de mercado,” Cuadernos del Pensamiento Liberal 10, no.1 (1989): 5-38;
Marjorie Grice-Hutchinson, Economic Thought in Spain: Selected Essays of Marjorie
Grice-Hutchinson, Laurence S. Moss and Christopher K. Ryan, eds. (Aldershot, Eng-
land: Edward Elgar, 1993); Jesus Huerta de Soto, “Génesis, esencia y evolucién de la
Escuela Austriaca de Economia,” Estudios de Economia Politica (Madrid: Unién Editorial,
1994), pp. 17-55; and esp. and most recently Murray N. Rothbard, Economic Thought
before Adam Smith: An Austrian Perspective on the History of Economic Thought, vol. 1
(Aldershot, England: Edward Elgar, 1995), pp. 101-27. The intellectual influence of the
Spanish theorists of the School of Salamanca on the Austrian School is not, however, a
pure coincidence or a mere whim of history. It originates from and exists because of the
intimate histarical, political and cultural relations which, as from the reigns of Carlos V and
his brother Fernando 1, arose between Spain and Austria and which were to continue for
several centuries. In addition, Italy also played an important role in these relations, acting
as an authentic cultural, economic and financial bridge over which the relations between
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Chronologically, the first work we should mention, which is also, per-
haps, the most relevant to our purpose, is Instruccién de Mercaderes
(“Instruction of Merchants”) by Doctor Saravia de la Calle, which was
published in Medina del Campo in 1544.” Saravia de la Calle is ex-
traordinarily hard on the bankers, whom he describes as “hungry glut-
tons, who swallow everything, destroy everything, confuse everything,
steal and dirty everything, like the harpies of Pineo.” He tells us how
the bankers “come out into the square and road with their table and
chair and cashbox and book, like the whores to the brothel with their
chair” and, having obtained the corresponding license and guarantee
ordered by the laws of the kingdom, they devote themselves to ob-
taining deposits from the clients, to whom they offer bookkeeping
and cashier services, paying into their account and even paying inter-
est on such deposits.

With sound legal criteria, Saravia de la Calle says that receiving
interest is incompatible with the nature of a demand deposit and that,
in any case, a fee should be paid to the banker for keeping or guarding
the money under his custody. He even reprehends harshly the clients
of the banks who agree to enter into such deals with the bankers. He
states: “And if you say, merchant, that you do not lend it, but that you
place it (or deposit it), that is a greater mockery; who ever saw the deposi-
tary pay? He is usually paid for the safekeeping and the work of the de-
posit; much more than that, if you now place your money with the mon-
eylender as a loan or as a deposit, in the same way as you take your part
of the profit that the moneylender takes, you also take part of the blame,
and even the greatest part.” In Chapter 12 of his book, Saravia de 1a Calle
also correctly distinguishes between the two radically different transac-
tions which the banks carry out. On the one hand, the demand deposits,
which the clients give, without any interest, to the bankers “to have them
safer and to have them more at hand in order to deliver them to whom
they are owed, and to free themselves from the burden and the work of
reckoning and safekeeping, and also because, as thanks for this good
deed which they do to the moneylenders in giving them their money, if
it occurs that they have no money in the hands of the moneylender, the

the two furthest points of the Empire (Spain and Vienna) flowed. In this respect, Jean
Berenguer’s interesting book E! Imperio de los Habsburgos (Barcelona: Editorial Critica,
1993), should be consulted, particularly pp. 133-35. This book is the Spanish edition of
the French original which was entitled Histoire de Lempire des Habsbourg 1273-1918
(Paris: Librairie Arthéme, Fayard, 1990). ’

"Luis Saravia de la Calle, Instruccién de Mercaderes (Medina del Campo: Pedro de
Castro, 1544); republished in Coleccién de Joyas Bibliogrdficas (Madrid, 1949).

81bid., p. 180.

“Ibid., p. 181.
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moneylender accepts some overdrafts from them also without inter-
est.””® On the other hand, very different from these contracts are the
term “deposits,” which are true loans and are characterized because
they are given over a time period in exchange for interest. Saravia de
la Calle, following the traditional canon law doctrine, deeply con-
demns this practice. Moreover, he clearly indicates that, in the case of
the first type of demand-deposit contracts, the clients should pay the
banker “because if they place monies in deposit, they must give for their
safekeeping, not receive the profits given to them when they deposit mo-
nies or goods which must be safely kept.”" Saravia de la Calle therefore
criticizes those clients who selfishly try to take advantage of the illegiti-
mate activity of the bankers, entrusting them with their money in de-
mand deposits and trying to obtain interest on it. He adds the following
illustrative words: “he is not free from sin, at least venial sin, because he
entrusted the deposit of his money to whom he knows will not keep his
deposit, but will spend his money, like he who entrusts the maiden to the
lecher or the delicacy to the glutton.”? Neither may the depositor clear
his conscience by thinking that the banker will lend or use the money of
others, but not his own as if “it is believed of him that he will probably
keep that money of the deposit and will not lend it; and this probability
cannot be thought of any of these moneylenders, but the contrary, that he
will immediately lend it and deal and obtain earnings with it, because how
can those who give 7 and 10 percent to those who give them monies leave
the monies which are thus placed with them in deposit idle? And even if it
were very certain that you do not sin (which it is not, but the contrary), it
is very sure that the moneylender sins lending your monies, and that he
steals the patrimony of your neighbors with your money.”"® The doctrine
of Saravia de la Calle is, therefore, quite clear: the use of money that is
deposited at demand with the bankers, which in their own interest grant
loans, is illegitimate and implies a grave sin. This doctrine fully coincides
with the doctrine which was established by the classical authors on Ro-
man Law and arises naturally from the essence, purpose and legal nature
of the contract for the demand deposit of money."*

Saravia de la Calle is also very emphatic when talking about the
enormous profits that the bankers receive from their illegitimate behav-
ior of appropriating the deposits of their depositors, instead of being

O1hid., p. 195.
UIpid., p. 196.
21hid., p. 197.
B1pid.

145ee Jesiis Huerta de Soto, “A Critical Analysis of Central Banks and Fractional-
Reserve Free Banking from the Austrian School Perspective,” Review of Austrian
Economics 8, no. 2 (1995): 25-38, esp. pp. 29-30 n. 6.
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content with the lesser remuneration which they would receive for the
simple safekeeping or custodial oversight of the deposits, like good fa-
thers of families. Let us see how vividly he expresses this: “And if you
receive wages, they should be moderate, for you to support yourselves,
and not such excessive robberies that you build superb houses and pur-
chase rich property, have excessive costs of family and servants, and hold
great banquets and dress in such a costly fashion, especially when you
were poor when you began to lend and left poor trades.””® Saravia de la Calle
indicates how the bankers have a great tendency to become bankrupt,
even making a brief theoretical analysis which shows that, after the
expansionary phase resulting from the artificial expansion of the cred-
its which these logreros (“moneylenders”) grant, there inevitably
comes a phase of recession in which the bad debts cause a chain of
bankruptcies among the banks. And he adds that, “if the merchant
does not pay the moneylender, it makes him bankrupt, and thus he
suspends payments and all is lost, of all which, as is notorious, these
moneylenders are the beginning, occasion and cause, because if they did
not exist, each person would trade with his money as he could and no more,
and thus things would cost their just price and more than the price in cash
would not be charged. And, therefore, it would be a great advantage if the
princes did not consent to them in Spain, as no other nation in the world
consents to them, and banished them from their court and kingdom.”®
As we know, it is not true that the governors of other nations had had more
success in controlling the activity of the bankers or lenders than in Spain,
as more or less the same was occurring everywhere and the kings ended up
by granting privileges for the bankers to carry on their activities using the
money of their depositors for their own interest, in return for also being able
to take full or partial advantage of a banking system from which they
obtained funds much more easily and rapidly than from taxes.

As a conclusion to his analysis, Saravia de la Calle states that “un-
der no circumstance should the Christian give his monies to these
lenders because, if he sins in giving them, as he always sins, he should
cease it because it is his own sin; and if he does not sin, he should cease
it in order to avoid the sin of the moneylender.” Moreover, Saravia de
la Calle adds that, if the bankers are not used, there will be the addi-
tional advantage that the depositors “will not be startled if the lender
suspends payments; if he becomes bankrupt, as we see so commonly
and our Lord God permits, they and their owners will be lost like an
ill-gained thing.”"” As we can see, Saravia de la Calle’s analysis, in

5Saravia de la Calle, Instruccién de Mercaderes, p. 186.
'Ibid., p. 190; emphasis added.
Ibid., p. 198.
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addition to its ingenuity and humor, is impeccable and has no contra-
dictions, except, perhaps, that it puts too much emphasis on the criti-
cismofthebankersforcharginginterest, whichviolated the canonical
prohibitim of usury, rather than for their undue appropriation of the
demand deposits placed with them by their clients.

Martin de Azpilcueta Navarro

Another writer who made a correct analysis of the contract for the de-
mand deposit of money is Martin de Azpilcueta, better known as “Doc-
tor Navarro,” in his book Comentario Resolutorio de Cambios (Resolu-
tory Commentary on Exchanges), first published in Salamanca at the
end of 1556. Martin de Azpilcueta expressly refers to “banking for safe-
> keeping,” which is the monetary demand-deposit transaction per-
formed by the banks. For Martin de Azpilcueta, banking for safekeep-
ing or the demand-deposit contract is completely fair and consists of
the banker being the “warden, depositary and guarantor of the monies,
which those who give him or send to him give to him or bank with him
for what may be necessary; and that he is obliged to pay to the mer-
chants, or to the persons whom the depositors wish in such or such a
way, for which he may licitly take his fair wage, either from the repub-
lic or from the depositors; because this trade and duty is useful to the
republic and does not contain any iniquity, as it is fair that he who
works earns his wage. And the banker works in receiving, holding in
deposit and ready the money of so many merchants, and in writing,
giving and keeping accounts with all of them, with great difficulty, and
sometimes danger of errors in reckoning and other things. The same
could be done with a contract with which a person committed himself
to the others to receive and hold their money in deposit, give, pay and
keep the accounts of all of them, as they tell him, etc., because this con-
tract is of hire to another and from another of his works and employment,
which is a designated, just and holy contract.”'® As we can see, for Martin
de Azpilcueta, the contract of a demand deposit is a fully legitimate con-
tract, which consists of entrusting the safekeeping, custody or deposit of
money to a professional, the banker, who should care for it like the good
father of a family, always keeping it at the depositor’s disposal and per-
forming the cashier services requested by the latter on his behalf. In re-
turn, he will have the right to receive the appropriate remuneration of

¥Martin de Azpilcueta, Comentario Resolutorio de Cambios (Madrid: Consejo
Superior de Investigaciones Cientificas, 1965), pp. 57-58. When studying the position
of Doctor Navarro, I have worked with the first Spanish edition published by Andrés
de Portonarijs in Salamanca in 1556, and also with the first Portuguese edition
published by Ioam de Barreyra in Coimbra in 1560 with the title Comentario Resolu-
torio de Onzenas. The quotes contained in the main text appear in the Portuguese
edition on pp. 77-80, and on pp. 74-75 of the first Spanish edition.






