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The sertes of financial measures introduced in Spain in 1899-
1900 by Raimundo Fernindez Villaverde have been widely
acclaimed by subsequent commentators. The commission set
up in 1929 to consider Spain’s adoption of the Gold Standard re-
ported that * perhaps no other political work in the history of
modern Spain has had such ample recognition as the reform of
our Treasury after the colonial disaster ”.1

More recently, in a contribution to the official history of
the Bank of Spain, Gabriel Tortella referred to Villaverde's re-
forms as “the only national regeneration which followed the

drama of 1898 .2

This posthumous acclaim, however, should not obscure the
fact that the Finance Minister’s own intentions were less ambitious.
In a speech to the Congreso on February 19th 1900 he declared

! *Dictamen de la Comisién nombrada por el real orden de 9 de enero de 1929,
para el estudio de la implantacién del patrén de oro’, Informacisr Comercial Espaiiola,
318 (1960), 62.

2 G.Torrerrs, * El Banco de Espafia entre 1829-1929: wna historia econdmica (Madrid,
1970), p. 295.
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his modest labours to be directed not towards the regeneration
of Spain but the simple reconstitution of the Exchequer.?

As a staunch advocate of the quantity theory of money,
then much in vogue in the financial circles of Madrid, Villaverde
believed that there existed an automatic relationship between the
exchange rate and the quantity of banknotes in circulation. Under
his guidance the aim of the Spanish Treasury was to liquidate
its debts with the Bank, many of them recently acquired in the
costly Cuban campaign, together with a reduction in fiduciary
circulation. In such a way Villaverde hoped to reverse the sharp
deterioration in the value of the peseta which accompanied the
final months of the Cuban war and its tragic aftermath. -

When Villaverde resigned from office in July 1900 his ambi-
tious programme remained incomplete. Above all, the continuing
depreciation of the peseta was to preoccupy his successors during
the following years.¢ In the short-run, moreover, Villaverde’s
obsession with balancing the budget, which led the ageing José
Echegaray to coin the phrase “ the holy fear of the deficit 7,5 un-
doubtedly proved an obstacle to the reconstruction of the real
economy.®

I

. Many of the fin de siécle financial reformers saw the origins
of the problems which beset Spain in a decree of March 1874,
later approved by the Restoration régime in july 1876, which
granted the Bank of Spain 2 monopoly of note issue. The decree

3 Cited in G. Soif VILLALONGA, La reforma fiscal de Villaverde, 1899-1900 {Madrid,
1967), p. 47.

4 See A. Garcia Aux, El presupuesto de reconstruccidn : politica comercial, banco y
tesoro, subsistencias (Madrid, 1%07), passim.

5 Cited in J. G. Cenarros Tepesi, Historia econdmica, financiera y politica de Espafia
en el siglhe XX, vol. 1, (1901-14) (Madnid, 1932), 178.

6 For an overall view of monetary policy in this period sce L. OLARIAGA, La po-
litica monetaria en Espaiia, new edition (Barcelona, 1977), pp. 94-96 and 108-13.
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Financial Reconstruction in Spain after the Loss of the Last Colonies

of Somorrostro, as it was known, which revoked an earlier Act
of 1856 allowing for “a plurality of issuing banks”, was con-
ditioned by the near bankruptcy of the state in the years after the
fall of the Isabelline monarchy. Between 1868 and 1874 the
level of public Debt in circulation nearly doubled, rising from
5,541 million pesetas to 10,184 million. In the latter year, following
the collapse of the ill-fated Federal Republic, interest repayments
on the public Debt accounted for 77 per cent of total Treasury
receipts.”

It was to combat this deteriorating situation that in 1874
Finance Minister Echegaray announced his decision *to create
on the basis of the Bank of Spain, and with the help of the pro-
vincial banks, a2 new financial force to come to the aid of the
Public Exchequer ”.3

Among the stated objectives of the reconstituted Bank two
stood out: “to create a single fiduciary circulation ” and “to
come effectively to the aid of commerce ”.* Yet to the growing
dismay of industrialists the former of the two objectives came to
prevail in the next quarter of a century as, in the opinion of one
financial historian, the Bank became the “ guardian angel ” of
the state.!® Behind this development lay the stagnated taxation
system of Spain, dating back to the reforms of Alejandro Mon
in the 1840s, which forced the state to meet its financial needs
through the creation of money.!! '

7 G. SoLE VILrAloNGA, La Deuda piblica espafiola y el mercado de capitales {Madrid,
1964), p. 27; J. MarTiN NiRo, La hacienda espafiola y la revolucion de 1868 (Madrid, 1972),
p- 99.

8 Coleccidn legisiativa de Espana, cxu {1874), p. 477.

9 Banco de Espafia, Memoria (Madrid, 1874}, p. 13, cited in R. Axes, * El Banco
de Espaiia (1874-1914); un Banco nacional’, in G. TorteiLa and P. ScHwamTz, eds.
La banca espaiiola en la Restauracién, 2 vols. (Madrid, 1974), 1, 130.

10 ], A. GALVARRIATO, El Banco de Espaiia: su historia en la centuria 1829-1929 (Ma-
drid, 1932), p. 121.

1 The absence of any major alteration in the source of the state’s revenue in the
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The decree of 1874 conferred upon the Bank the right of
note issue in Spain and the adjacent islands up to the sum of 750
million pesetas provided always that it maintained' one-quarter
of that amount in its vaults in the form of gold and silver bars.

Tapie 1

BANKNOTES IN CIRCULATION 1874-1901, IN MILLIONS OF PESETAS

Year Amount Year Amount
1874 "o 1888 719.7
1875 127.8 1889 735.5
1876 . 158.5 1890 7341
1877 154.6 1891 811.7
1878 174,4 1892 884.1
1879 1629 ] 1893 927.7
1880 2431 1894 909.7
1881 346.2 1895 5549
1882 333.6 1896 1031.4
1883 350.9 1897 . 1206.3
1884 3833 1898 14440
1885 469.0 1899 1517.%
1886 526.6 1900 1591.6
1887 612.1 1901 1638.8

Source: Danco de Espafia, Memorias, cited in R. Anes, op. «it.,, 1, 139,

As Table 1 shows, the limit of 750 million pesetas was almost
reached within a decade and a half. Between 1875 and 1889 the
amount of notes in circulation quintupled from 128 to 736 million

four decades after the Mon reforms is shown below:

Source of Revenue Year
) 1850 189%0-91
per cent )
Direct taxation . 28.1 32.0
Indirect taxation 32 356
Menopolies 274 203
State properties and taxes 6.4 4.3
Treasury reserves 6.9 7.8
100.0 100.0

Source: .M. Tallada, Historia de las finanzas espaiivlas en el sigle XIX (Madrid, 1946), p. 111,
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pesetas. Following pressure for increased military spending, two
years later in 1891 Cos-Gaydén renewed the Bank’s privilege
and extended the limitation on note issue to 1,500 million pesetas,
with a one-third guarantee in precious metals.

Cos-Gayén's actions prompted a further upsurge in fiduciary
circulation which continued practically unchecked for another
decade, apart from the recession year of 1894, From 1896 to 1898,
coinciding with the mounting campaigns in Cuba and the Phi-
lippines and the war with the United States, the annual rate of
increase averaged 15.1 per cent. Aided by the decree of Lépez Puig-
cerver of August 1898 which further raised the limit of fiduciary
circulation from 1,500 to 2,500 million pesetas, the upward trend
persisted until 1901 when the quantity of banknotes in circulation
reached 1,639 million pesetas.

The increase in fiduciary circulation, which was a matter
of some concern for politicians and financiers after 1891, can
be explained by a number of factors.

First of all, we must bear in mind that the statistics cited by
contemporaries refer to the Bank of Spain alone. After the 1874
decree the note circulation of the Bank expanded in order to com-
pensate for the removal of the provincial bank’s rights of issue.

~Secondly, the growing circulation of banknotes coincided
with the gradual disappearance of gold from the coinage. Gabriel
Tortella calculated that the stock of gold in the hands of the
public fell drastically from 1,131 million pesetas in 1874 to prac-
tically nil after 1897 when the only gold in Spain consisted of part
of the metallic cover in the vaults of the Bank.12 The disappear-
ance of gold was itself partly the result of a drop in silver prices
after the beginning of the 1870s. The Spanish Treasury bought up
large quantities of the depreciated metal which it minted at a
considerable profit to itself, thereby driving gold out of circu-

12 G. TorTEILA, ‘Las magnitudes monetarias y sus determinantes’, in TorreLLA
and ScHwaRTZ, eds., op. cit, 1, 472,
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lation. Over the same period Spain exported large amounts
of gold, particularly to France, to cover her massive trade deficit.
Between 1882 and 1895 imports exceeded exports by 877 million
pesetas while the international depression brought a substantial
reduction of compensating foreign investment after 1882.

Thirdly, as modern economists point out, fiduciary circula-
tion expanded as a natural consequence of Spain’s economic
development in the fimal quarter of the century. In the absence
of the widespread use of cheques, banknotes were in increased
demand for commercial transactions. Juan Sard4 argued that the
the expansion of the money supply after 1891 together with the
protective tariff of that year enabled Spain to overcome the worst
excesses of the international depression.!?

The beneficial consequences of the expansion of the money
supply, acknowledged by a succession of later writers,14 were
little remarked upon at the time. Contemporary commentators
tended to stress the apparent correlation between the rise in
fiduciary circulation and the depreciation of the exchange rate.
(See Table 2).

TABLE 2
THE AVERAGE ANNUAL PREMIUM OF THE PESETA ON PARIS, 1881-98

Year Premium Year Premium
1881 — 0.40 1890 4.33
1882 1.80 1891 6.56
1583 1.60 1892 15.32
1884 1.20 ' 1893 18.86
1885 2.50 1894 20.15
1886 2.20 1895 14.86
1887 0.82 1896 20.65
1888 1.68 1897 29.58
1889 3.25 1898 53.85

Source: E. Théry, La situation économique el financitre de I Espagne, (Paris, 1899), p. 26.

11 |, Sarpk, La politica monetaria y las fluctuaciones de la economia espasiola en el si-
glo XIX (Madrid, 1948), pp. 224-27,

14 See espec. OLARIAGA, op. cif, pp. 92-93; TalLapa, op. at., p. 151; ToORTELLA,
El Banco de Esparia, p. 156.
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Public opinion reacted strongly against what it considered
to be the deleterious effects of the higher rate of exchange, viz.
motre expensive imports, a rise in the cost-of-living due to the
increased cost of imported foodstuffs and a resultant demand for
higher wages. French observers, in particular, attacked these
developments: as sharcholders in the main railway companies,
they received their dividends, if at all, in devalued pesetas.!s

One critic of Cos-Gaydn’s Act of 1891, widely adjudged
responsible for this state of affairs, dubbed it the main cause of
Spain’s economic malaise. 6

i

The Treasury’s growing dependence on the Bank was high-
lighted by the Cuban campaign of 1895-98. With the excep-
tion of the Bangue de Paris et Pay Bas which briefly lent the Span-
ish state 50 million francs, foreign support for Spain’s overseas
adventure was almost entirely absent.!?

In the year preceding the outbreak of hostilities there was a
marked improvement in the country’s financial position. The
fiduciary situation fell by 19.8 million pesetas in 1894 (see Table 1},
the deterioration of the peseta against other currencies was tem-
porarily halted (see Table 2} while interest payments on the
public Debt of 6,823 million pesetas stood at 310 million or 40.1
per cent of total budgetary expenditure. Moreover, the budget
deficit, which had averaged 88.8 million pesetas for the previous

1s See for example E. Tufry, La situation économique et financiére de I'Espagne (Paris,
1899), pp. 7-9.

15 L. Roowicurz, Hacienda piblica y reconstitucion nacional (Madrid, 18993, p. 16;
for a verdict almost as harsh see G. Ropricuez, El crédito, los cambios y el presupuesto
(Madrid, 1892), p. 34.

17 J. M, JmmiNez v RobDricuez, Estudio critico de la crisis monetaria (Madrid, 1905),
p- 183; J. oE Dios Bras, La Deuda publica: wu unificacién y extincion {Madrid, 1898), p. 5.
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decade, fell sharply to 2 mere 25.2 million in 1894-95 (see
Table 3).13

TabLe 3

SPANISH BUDXGETS FROM 1884-85 TO 1894-95, IN MILLION OF PESETAS

Year Income Expenditure Balance
1884-85 772.5 8936 — 101.2
1885-86 7962 890.6 — 100.4
1886-87 814.6 940,1 — 1255
1887-88 760.7 843.2 — 825
1888-89 713.1 854.5 — 1414
1889-90 752.9 835,2 — 823
1890-91 753.9 831.2 — 773
1891-92' 7438 8235 — 747
1892.93 719.5 _ 767.9 — 484
1893-94 718.2 772.2 — 540
1894-95 754.3 779.6 — 252

Source: E. Théry, La situation donomigue et financibre de Espagne (Paris, 1899), p. 6.

The outbreak of hostilities in Cuba surprised the Finance-
Ministry in Madrid which dispatched 8.75 million pesetas to the
island’s Governor in February and March 1895. Shortly after-
wards an additional 25 million pesetas was placed at the Gover-
nor’s disposal provided by advances made on the 1890 issue of
Cuban 5 per cent bonds. This amount, however, fell far short
of the requirements of the Spanish commander on the island,
Marshall Campos, whose forces lacked even basic supplies.?9

As the war procecded, official sources in Madrid maintained
that, given her pcrennial budgetary deficits, Spain could contri-
bute only part of the total expenditure required to put down
the Cuban revolt, viz. the cost of naval and military preparations
in the Peninsula.20

1 THfRY, ap. cit., p. 6; Dios Buas, op. cit, p. 12; Soif Viialonca, La reforma
de 1899-1900, p. 98.

19 The Economist, May 11, 1895,

20 Jhid,
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The renewed deterioration in the exchage rate in 1895 and
1896 (see Table 2) brought a further appeal to foreign bankers
for resources to purchase ships, arms and supplies which were
fast absorbing the funds advanced by the Bank of Spain and the
sale of Cuban bonds. Yet the many requests met with no
response. 2! '

~ In February 1896 The Economist calculated that the war in
Cuba was costing Spain £ 1 million (25 million pesetas) a month,
while three months later, as reinforcements arrived on the island, this
figure rose to £ 1.2 million (30 million ‘pesetas). The same paper
reckoned that the first eighteen months of the struggle cost the
imperial power £ 16.5 million (413 million pesetas).?

Great difhiculties were encountered by the Spanish auth-
orities in their attempts to obtain additional finance for the mili-
tary campaign in the second half of 1896. _

An authorisation of the Corfes of June 1896 enabled the Gov-
ernment to raise another 372 million pesetas on Interior 5 per
cent bonds redeemable in 8 years which were issued at 93 per
cent of their nominal value (400 million pesetas). This operation,
guarantccd by the PrOCCCdS Of thf: Peni_nsular Customs, was laun‘
ched on, November 3rd 1896. Its success far exceeded the most
optimistic forecasts, enabling the authorities to cover further
expenditure in Cuba as well as to reimburse advances from
domestic banks and the Bangue de Paris et Pays Bus.??

In July 1897 one hundred million pesetas of Philippine 6
per cent bonds were issued in Manila, redeemable in 40 years.
This sum was later doubled.2¢

However, the costs of the war continued to escalate. By
the start of 1898 The Economist estimated that monthly expenditure

2t Ibid,, 5 Nov. 1895,

22 Ihid., 8 Feb. 1896, 9 May (896,

23 Jbid., 13 March 1899; Parliamentary Papers, Diplomatic and Consular Reports
on Trade and Finance (hereafier P. P.), Report on the Spanish Estimates and Finances for
the Year 1898-99, cu (1899), 419; Jivénez y Ropnlcuez, loc. cit.

2 JimENEZ y RobricuEz, loc, cit.
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had risen to £ 1.6 million (40 million pesetas) while a further
£ 800,000 (20 million pesetas) was required to pay part of the nine
months back pay owing to the troops. In near despair the Treasury
again appealed to the Bank of Spain.?s

As a temporary solution to the nation’s impecuniosity, on
April 26th 1898 Finance Minister Lépez Puigcerver introduced
an extraordinary budget containing a bill to provide ways and
means of fighting the wars in Cuba and the Philippines which
by then occupied a quarter of a million men. The aim of the
bill, which received the royal assent on May 17th 1898, was to
supply the exact amount necessary to meet ordinary expenditure
without increasing the floating Debt. To achieve this, Lépez
Puigcerver imposed an additional war tax of 20 per cent on a
wide range of goods and services. He also ordered an export tax
assessed at 2, per cent ad valorem and a 5 per cent stamp tax on
all letters and telegrams in circulation in the Peninsula and Spanish
possessions. 26

Although it is impossible to calculate with any exactitude
the costs of the three year campaign along with the Spanish Amer-
ican War, The Economist estimated at £ 120 million (3,000 million
pesetas). This figure coincides with the calculations of the banker
Jiménez y Rodriguez and that arrived at in Rafael Anes’ recent
study. A significant proportion of the funds obtained came from
the Bank of Spain which, according to The Economist, advanced
nearly £ 48 million (1,200 million pesetas) during the course of
the war.??

HI

The colonial wars seriously exacerbated Spain’s financial
situation which, as we have seen, was already causing alarm to

25 The Economist, 15 Jan. 1898.

2 Ihid, 7 May 1898; P. P., op. cit., pp. 399 and 415-18.

21 The Economist, 18 Feb. 1899; 20 May 1899; Jiménez y RoODRiGUEZ, op. df., P
184; R. AnEs, op, ¢it, p. 147,
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financial observers in the early nineties. The 3,000 million pesetas
which the war cost the Iberian nation were reflected in the ex-
pansion of the public Debt which stood at 8,517 million pesetas
at the end of the financial year 1898-99 when interest payments
accounted for 42 per cent of budgetary expenditure.?s
Spanish Exterior Debt, which stood at 79.25 in Paris in March
1895, fell to 29.75 after the sinking of the Spanish squadron on
May 6th 1898 after which it rose steadily to reach 46.50 by the
end of the year. The foreign exchanges were similarly hit. In
March 1895 the peseta had recovered from its earlier plight to
stand at 7 per cent premium on Paris. On the news of the naval
disaster it rose to 115 per cent, falling to 29 by the end of the
year.?
In the aftermath of the débdcle neither the Liberal Government
of Sagasta nor the Conservative opposition appeared to possess
any overall plan with which to tackle the financial crisis, Press
reports quoted Overseas Minister Romero Girén, faced with
the widespread belief that it was beyond the nation’s capacity
to raise additional revenue, as declaring his support for repudiating
the Cuban debt and indefinitely suspending amortization. In
similar vein, his colleague at the Exchequer, Lépez Puigcerver,
informed the lower house that Spain was under no obligation
whatsoever to settle its colonial debts.® Inevitably this state-
ment was immediately criticised by Spanish bondholders who
held the bulk of such debts. The Bank of Spain in particular
held in its portfolio over one thousand million pesetas of Cuban
bills issued by the Overseas Ministry. '
Even so, an improvement occurred after the Treaty of Paris of
December 1898 by which the islands of Cuba, Puerto Rico and
the Philippines were taken away from Spain. The United States’

2% Sorf VIEEALONGA, La Denda publica espafiola, pp. 28 and 39.

29 JiviNez y RopriGuez, op. cif., p. 180; R. FerNANDEz Viciavemok, El problema
del cambio en Espaiia (Madrid, 1901), p. 5.

0 La Estafeta, 27 Feb. 1899,
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government paid Spain an indemnity of 20 million dollars for the
Philippines while Germany handed over 25 million pesetas as a
purchasing price for the Caroline Islands. The ailing peseta was
also fortified by the repatriation of savings by returning emi‘grés
from Cuba. Moreover, between October 1898 and May 1899
Spaniards sold off 275 million pesetds of External Debt to syn-
dicates and speculators' in Paris, Brussels and Berlin, thereby dri-
ving up the quotation from 41 to 61 within the space of seven
months, 3!

On March 4th 1899 Villaverde entered office in Francisco
Silvela’s so-called Government of National Regeneration. He
immediately impressed observers by the enormous encrgy he
put into preparing his programine for the reconstructton of
Spanish finances.

Villaverde did not lack advice. Probably the most signi-
ficant recommendations, measured by the amount of press cover-
age, camc from the editor of the Economiste Frangais, Paul
Leroy Beaulieu, who had been a respected commentator on
Spanish financial affairs for almost a decade.

Leroy Beaulicu did not underestimate the enormity of the
task confronting Villaverde. Yet, he noted with satisfaction the
recent improvement in the economic indicators. Selecting data
which turned out to be overly pessimistic, Leroy Beaulieu cal-
culated that Spain had incurred additional debts of 4,000 million
pesetas during the colonial wars. Assuming a rate of interest
of 5 per cent, this would require a further 200 million pesetas
to be added to the expenditure side of the budget to prov1de
for interest payments.

The minister had, therefore, two alternatives in his forth-
coming budget in order to reduce the possibility of an increased
deficit; to bring in further revenue or, as the nation’s farmers

3 The Economist, 20 May 1899; Jiménez y Ropricuez, op. «it., p. 191,
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and industrialists were increasingly urging him, to cut expen-
diture.3?

On the first of these options, Leroy-Beaulieu estimated that
could push up her revenues only slightly to bring in no more than

800 million pesetas whereas expenditure looked like approaching
1,050 million. 'This left a shortfall of 250 million pesetas.

An energetic government, he argued, might expect to ob-
tain economies in expenditure of between 50 to 60 million pes-
etas. This could be achieved by cutbacks in mﬂitary spending
and by curbing flagrant abuses in the administration. The navy
might be restricted to a fleet of cruisers and. torpedo boats while
the army was capable of reduction in size to a ﬁghting force of
80-90,000 men. Although the taxpayers would rejoice at such
reductions, Leroy Beaulicu, in a line of argument which anticipated
subsequent developments, judged this politically inexpedient. The
very best that could be hoped for was a diminution of budget-
ary expenditure by some 30 million pesetas which still left the
Exchequer with a deficit of 220 million.3?

On the basis of these and similar estimates the editor of the
Economiste Frangais advised the Spanish government to reduce
interest ont all Debt, Interior and Exterior, by 40 per cent.

Unfortunately the authorities let slip this splendid oppor-
tunity. It was not until the following year that the two-man de-
legation of Comyn and Laiglesia journeyed to Paris in a desperate
attempt to obtain some concession from foreign holders of
stamped Exterior debt. However, by that time, the quotation

32 On the demands of the farmers and industrialists see J. Harmison, * The Regene-
rationist Movement in Spain after the Disaster of 1898 ', Ewropean Studies Review, 9
(1979), 1-27.

3 Leroy Beauliew’s views received wide coverage in the financial press, see El
Economista, 8 April 1899; Revista de Economia y Hacienda, 9 April 1899; La Estafeta,
10 April 1899.
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" of Exteriors had risen sharply while Villaverde’s budget for
1899-1900 had, almost miraculously, brought in a surplus.34

Villaverde’s own programme was revealed to the nation
in his budget speech of June 17th 1899, three and a half months
after he had assumed the portfolio of Finance.

His main aim was to liquidate the effects of the war by bal-
ancing the budget. As he was to declare in a speech to the Sen-
ate on November 29th 1899:

“the heart of the problem, behind all my speeches, may
be summed up in what abroad is called ‘ balancing the bud-
get ', le. a policy which causes the state to live off its own
income, where the budget is in equilibrium, strong enough
to support itself, with normal resources, without recourse
to the use, or rather the misuse, of credit .35

As an orthodox financier, he firmly rejected Lépez Puig-
cerver's resort to the extraordinary budget, likening his own
policy of balancing the budget to constructing a dyke in order
to hold back “a sea without a shore ”.36

Villaverde, who had done his sums better than Leroy Beau-
lieu, announced that he intended to raise 937 million pesetas in his
budget, compared with the normal revenue of 750 million. He also
expressed the hopc of obtaining a small overall surplus.

"The additional 187 million pesetas to be obtained were in-
tended to go part of the way to servicing the debts accumulated
since 1895, the cost of which he put at 211 million pesctas. To
this should be added a further 48 million pesetas required to

cover items previously included in the colonial budgets. -

M Jmménez y Rooefcuez, op. «it., p- 197; F. DE LAIGI.F.SIA, Una pagina de la historia
contempordnea (Madrid, 1913), passim.

35 R. FERNANDEZ VILLAVERDE, Una campafia parlamentaria: discursos pronunciades so-
bre el presupuesto de 1900 {Madrid, 1900), p, 221.

36 Thid, p. 284.
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Villaverde also admitted in his budget speech that he had
set out to make a substantial retrenchment in ordinary expenditure
but that his colleagues had dissuaded him from such a goal. This
understatement of the facts was in reality a sad reflection of the
minister’s inability to inipose his will on the big spending depart-
ments, above all on the War and Navy ministeries.3?

How then did Villaverde propose to achieve his objective
of raising over 900 million pesetas — which many deemed im-
possible — while at the same time balancing the budget?

As he viewed matters, two options remained open. On
the expenditure side, Villaverde could achieve considerable
savmgs by reducing the amount of interest payments needed to
service the public Debt. Additionally, he could aim to augment
revenues by a policy of tax reforms.3

The first of these options was to preoccupy the hard-pressed
Finance Minister until March 1900 largely because an irrate
Cortes refused to ratify his measures as long as the government
prevaricated on the emotive issue of economies. Meanwhile, his
Proposals for changes in the types and levels of taxation, debated
in 1900, were still not fully approved at the time of his resigna-
tion in July of that year.

Reducing the burden of Debt was central to Villaverde's
plans as he was repeatedly to inform the recalcitrant politicians. ¥
An Act of August 2nd 1899 set out to achieve this aim in two
ways: by the suppression or temporary suspension of all amor-
tizations of colonial and imperial redeemable debts and by a tax
of 20 per cent on the coupon of all Spanish debts, except Ex-
terior 4 per cent bonds held by foreigners. The latter were not

37 Revista de Economta y Hacienda, 25 June 1399 The Economist, 8 July 1899.
3 ViIAveRpE, Una campafia, pp. 69 and 16-21,

3% Ibid., pp. 151 and 161; Proyecto de ley sobre conversién de Deudas del Estado (Ma~
drid, 1900}, p. 7.
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only exempted but were also entitled to payment in gold. Later,
by an Act of March 27th 1900, Villaverde was authorised to con-
vert into 4 per irredeemable consols all the redeemable debt
suspended by the Act of August 1899.4

The exemption of foreign bondholders from the 20 per cent
tax was much criticised in the Peninsula.4! Yet, as The Economist
reported in May 1899, the Spanish Treasury was not entirely a
free agent in this matter.

“A communiqué from the semi-official Havas agency , it
stated, *“ has intimated to all concerned that ‘ the French govern-
ment has informed the Spanish Government that it would re-
gret to see any tax laid upon or reduction made in the coupon
of the Exterior Debt. It has also pointed out in a friendly way
that as a greater part of the Spanish securities are in the hands
of French holders, such a measure would naturally make difficult
any negotiation with the French market, should Spain be obliged
again to seek its assistance’. It is an open secret that for some
time past the French Foreign Office had been much pressed by
the same powerful financial, banking, railway and bourse interests
that were more or less exercising unofficial pressure on the pre-
sent and late Madrid cabinets for the same purpose ”.42

Despite the- earlier grumbles, the conversion was widely
acclaimed as a success. When Villaverde left office in July 1900
one reliable source estimated that the burden of debt had been
reduced by some 2,000 million pesetas.43 Table 4 shows a more
recent calculation by Gabriel Solé Villalonga which put Villa-
verde’s achievement even higher at 2,200 million pesetas.

40 The Ecomomist, 3 Feb. 1900, 28 April 1900; R. Angs, op. cit.,, pp. 174-75; Sord
VILLALONGA, La teforma de 1899-1900, pp. 103-106; TALLADA, op. cit, pp. 147-50.

4 Sec for example Jiminez y Robpricuez, op. ct., p. 196.

42 * French Interference with the Reorpanisation of Spanish Finance ', The Economist,
20 May 1899,

4 Revista de Eronomia y Hacienda, 15 July 1900. See also the appraisal of Vilka-
verde’s work in The Economist, 14 July 1900.
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_ TaBLE 4
VILLAVERDE'S REDUCTION QF SPANISH DEERT, IN MILLION OF PESETAS

Type Amount

4 per cent Redeemable Debt 1197
Cuban bonds 622
Philippine bonds 173
Unstamped Irredeemable Exteriors 228
2220

Source: G. Solé Villalonga, La reforma fiscal de Villaverde, 1899-1900 (Madrid, 1967}, p. 220.

The effect of the conversion upon the budget for 1899-1900
was impressive. The annual burden of interest on the Debt which
stood at 464.4 million pesetas beforehand was reduced to 287.7
million, a net saving of 176.7 million. 44

Another indication of Villaverde's achievement was a mar-
ked increase in public confidence. Despite the 20 per cent tax
on 4 per cent Interiors, their quotation rose from an average of

63.06 In 1899 to 71.46 in 1900.43

The reduction in the burden of Debt interest, which then
accounted for approximately two-fifths of budgetary expendi-
ture, was all the more crucial to Villaverde's plans because of the
difficulties he encountered in his attempt to secure from his col-
leagues the long awaited economies.

In peace time the various departments of defence accounted
for between one-fifth and one-quarter of public spending (see
Table 5). This was the area where the advocates of retrench-
ment urged upon Villaverde the most substantial savings.

4 TALLADA, op. cit., p. 148; Sorf Viraronga, La reforma de 1899-1900, p. 105,
45 TALLADA, op. cit., p. 149
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Tanie 5
CLASSIFICATION OF PUBLIC EXPENDITURE

Type per cent

Debt Charges 37.9
Civil pensions 1.9
Political Organisation {King, Cortes, Prime Minister’s Office, Ministry of State} 1.6
Military Expenditure (Army, Navy, Pensions) 221
Justice, Security and Police 39
Catholic Worship and Clergy 41
Home Office, General Expenditure, Posts and Telegraphs 1.7
Charities ) 0.1
State Education and Fine Arts 1.8
Agricalture, Industry, Commerce and Public Works 6.7
Treasury Administration 16.6
Other Costs 111

ToTaL ' _ 100.0

Source: 1. Piernas Hurtado, Tratado de Hacienda publica y examen de la espafiole, 2 vols., 5th ed.
{Madrid, 1901), II, 136. The year is not specified.

The financial periodical, La Estafeta, which was in the van-
guard of the campaign for cutbacks in military spending in the
post-colonial era, considered Spain in a Buropean context. Under
normal circumstances, the paper calculated, the Spanish army
‘absorbed 18.5 per cent of the budget, compared with a mere
12.7 per cent in Italy. Among her European neighbours only
France spent a greater proportion of the budget on the army. 4

Considerable attention was focused on the top-heavy nature
of the Spanish armed forces. Spain, the public was informed,
had one officer for every six ordinary soldiers in 1898, compared
with ratios of 1:14 in Belgium, 1:15 in Roumania, 1:17 in Italy
and 1:20 in France (see Table 6).

4 La Estafera, 28 Aug. 1898.
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TABLE 6
THE ARMY BUDGET IN FIVE EUROPEAN NATIONS
Cost of Army

officers in Budget in Number of
Number of million of millions of ordinary
Country Officers pesctas pesetas soldiers
Spain 23,000 68 160 130,000
Iraly 14,500 48 280 240,000
France 29,000 90 640 573,000
Belgium 3,500 — — 48,000
Roumania 3,900 — — 57,000

" Sewurce: La Revista Nacional, 15 May 1899.

In the year that the Iberian power lost Cuba, her army con-
tained 21 lieutenant generals on active service, 15 on half pay
and 11 on reserve. In addition, Spanish taxpayers had to support
42 divisional generals, 147 brigadier generals, 4 captain generals
and 49 military governors.4?

Also singled out by critics of the administration for cutbacks
in public spending were the navy and the Catholic Church. Out
of the naval budget of 25 million pesetas, it was pointed out,
no more than one-third of that amount was destined for the fleet.
Spain’s archbishops, meanwhile, received stipends over two-
and-a-half times as large as their French counterparts.4®

Despite pressure from various quarters (the Liberal Party,
the Chambers of Commerce and the newspapers included),
Villaverde made the serious tactical mistake of refusing to face
up to cabinet pressure with sufficient resolution. Far from yielding
to popular demands for a reduction in defence spending War
Minister Polavieja sought an increase in the army estimates from
144 million pesetas to 174 million. His grounds for extra cash

47 Thid.
48 Ihid., loc. cit.,, and 27 Nov. 1899.
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were that the permanent establishment of regular forces in Spain
would need to be angmented by 28,000 men to prepare against
the possibility of Republican and Carlist revolts at home and to
take account of political complications in Europe. The Navy
Minister, Gémez Imaz, similarly demanded an increase of 3
million pesetas, bringing naval expenditure in 1899-1900 to 28
million.# Not only would there be no cutbacks in Villaverde’s
budget but the minister was forced to propose an overall increase
in ordinary expenditure of 40 million pesetas, of which 33 million
was for defence purposes.™

So great was the hostﬂity within the Cortes to his refusal to
placate the mounting tide of pro-retrenchment sentiments with-
in the country that Villaverde was forced to take the unpre-
cedented step of withdrawing his budget.5! Indeed, at the end
of the parliamentary session, the politicians only approved the
bills for the conversion of public Debt (the centre piece of Villa-
verde’s reforms) on condition that during the summer recess
considerable retrenchment would take place in the original esti-
mates. 32 '

On October 30th 1899 Villaverde informed the Cortes of
his intentions to reduce the original estimates by 61 million pe-
setas, thereby cutting expenditure for the financial year 1899-1900
from 937 million pesetas to 876 million. His new proposals,
which did little to bring down military expenditure, aimed to
to make substantial savings in a number of “ softer ™ areas, for
example, in civil service pensions. The Liberal opposition led
by Moret, however, accused him of refusing to tackle honestly
the issue of economies. In consequence, the proposals were drop-

4 The Economist, 8 July 1899,

50 Ihid., 6 Jan. 1900.

st ‘ The Financial Deadlock in Spain’', The Economist, 29 July 1899.
52 Jbid., 11 Nov. 1899.
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ped when Patliament entered the Christmas recess. They were
never to be reintroduced.s3 ,

Frustrated in his endeavours to reduce expenditure, Villaverde
turned his attention to the revenue side of the budget, a task
which was to occupy him during his final months in office.

Unlike the Mon reforms of 1845, which were rooted in the
new liberal economic theory, the reforms of 1900 associated
with the name of Villaverde were conceived in a more pragmatic
sense. New taxes were introduced and existing ones modified
largely in the overriding attempt to raise additional revenue.
Indeed, Villaverde announced his intention “ not to fundamentally
alter the taxation system ” in his budget speech of June 1899.34

Villaverde's proposed tax reforms were contained in ﬁfty
four separate bills not all of which were approved. They covered
a number of areas, among them production, consumption, per-
sonal taxation and inheritance.

Undoubtedly the most far-reaching of his reforms in the
long-term was the so-called ley de contribuccion de wutilidades of '
March 27th 1900 which aimed to tax personal income and the
profits of industrial companies. The law, which was approved
by the Cortes with little opposition, proved remarkably unpop-
ular in the country as it was widely thought to be an attempt
to introduce the British * income tax ™ into Spain. However,
Villaverde's proposals were more modest in scope and included
only two of the five British schedules, D and G.. Nevertheless,
the new tax brought immediate short-term benefits. In the first
eight years that it was in operation, the ley de utilidades brought in
between one-tenth and one-cighth of all revenues (see Table 7).5°

s3 Ihid., 11 Nov. 1899, 6 Jan. 1900, 14 July 1900; Revista de Economia y Hacienda,
& Nov. 1899, 10 Dec. 1899, 17 Dec. 1899; VILIAvERDE, Una campadia, p. 620.

5¢ VILLAVERDE, Una campafia, p. 18; L. V. Parer, Modificaciones que en el actual
sisterma tributario espafiol exigen las condiciones de la vida social moderna (Madrid, 1918),
p. 163

55 On the ley de utilidades see TALLADA, op. ¢if., pp. 156-59; Soif ViLLALONGA, La
reforma de 1899-1900, pp. 165-86.
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TapLe 7

CONTRIBUTION OF THE LEY DE UTILIDADES TO TOTAL BUDGETARY
REVENUE, 1960-1907

Year Per cent
1900 i1.4
19 116
1902 10.7
1503 10.7
1904 12.1
1905 12.1
1906 12.6
19G7 12.4

Source: Solé Villilonga, La reforma de 1899-1900, p. 169.

Another important source of revenue was the official stamp
tax. Villaverde managed to double the income from this tax
from 25.7 million pesetas in 1899-1900 to 54.4 million in the new
financial year of 1900; thereafter revenues from this tax rose
steadily, increasing to 72.7 million in 1907.56

To compensate for the loss of revenues from import duties
on sugar cane from the Antilles, Villaverde introduced a new
tax on sugar. Whereas the previous tax brought in about 15
million pesetas annually, the new tax raised only 1.6 million in
the first year of its imposition.’” However, Villaverde’s sugar
tax was not primarily intended to raise revenue but as a stimulus
to the indigenous sugar beet industry. 8

Much discussion surrounded Villaverde’s attempt to intro-
duce an inheritance tax, modelled on Sir William Harcourt’s
Death Duties Act of 1894. The minister aimed to gain accep-

56 Intervencién General de la Administracién del Estado, Estadlstica de los Presu-
puestos Generales del Estado y de los resultados gue ha ofrecido su liquidacién : afios 1890-91
a 197 (Madrid, 1909), vol. 117, pp. 300-301.

57 TALLADA, op. cit., p. 160

st On the progress of sugar beet at this time sec G. RouTIER, * L'industrie sucriére
en Espagne’, Revue Politique et Parlementaire {1900). '
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tance of the principle of a progressive rate of taxation. His
intended scale began at one per cent on fortunes of less than 10,000
pesetas rising to 2.5 per cent on fortunes of 150,000 pesetas and
above. However, his bill was only approved with important
amendments. 5

Others among Villaverde's taxation bills were rejected al-
together. For example, his attempt to raise revenue from sales
of alcoholic liquor was defeated following an assault on it by
vested interests led by the Duque de Almoddvar.6

v

The incompleteness of Villaverde's programme of financial
reconstruction is most clearly demonstrated with respect to mon-
etary policy. Over the next decade this was to become the main
concern of a long line of finance ministers including Urzdiz,
Rodrigifiez, Gonzalez Besada, Osma and Navarro Reverter.

Although Villaverde saw as his immediate task the liqui-
dation of the war he nevertheless hoped that his budgetary re-
forms would have the effect of restoring confidence at home
and abroad in the depreciating peseta. Moreover, the eradication
of the perennial budgetary deficit had important long-term con-
sequences. Villaverde’s successors built up a series of budgetary
surpluses over the next eight years. Between 1900 and 1908
the state’s revenue exceeded its expenditure by 533 million pe-

setas. (See Table 8).

This run of surpluses allowed the Treasury to substantially
reduce its dependency on the Bank by gradually withdrawing
part of the 1,111 million pesetas of Overseas Treasury bills which
the Bank held in its portfolio in 1899. By 1909, when Maura’s

55 TALLADA, op. cit, p- 163; SoLE Viiaronga, La reforma de 1899-1900, pp. 205-206.
% SoLE VILLALONGA, La reforma de 1899-1900, pp. 234-36.
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TapLx B

THE SPANISH BUDGET, 1900-1908, IN MILLIONS OF PESETAS

Year Revenue Expenditure . Balance
1500 094 8 906.1 88.7
1901 1,023.4 987.3 36.1
1902 . 1,020.3 973.4 46.9
1903 1,039.0 1,016.7 22.3
1904 1,039.2 985.2 54.0
1905 1,032.5 966.3 66.2
1906 1,110.3 968.6 i01.7
1907 1,085.7 1,015.2 705

1908 1,072.1 1,025.9 46.2

Source: A. Morta, Presupuestos generales del Estado : datos sobre la diseusidn, desarrollo y liguidacidn
de los correspondientes a los gjercicias de 1900 a 1923-24 (Madrid, 1923), 2, pp. 36-37. -

naval programme again caused the budget to go into deficit,
only 100 million pesetas of Overseas bills remained in the Bank’s
portfolio.s!

Despite the patriotic actions of the Bank of Spain in rescuing
the state from the verge of bankruptcy during the Cuban cam-
paign, the loss of the last colonies led to an upsurge of recrimi-
nations towards the Bank, whose share-holders were generally
considered to be profiteering from Spain’s tragic predicament.5?

In a widely acclaimed agreement between the Treasury and
the Bank signed on August 2nd 1899, Villaverde succeeded in
reducing the limits of the fiduciary circulation from 2,500 mil-
lion pesetas to 2,000 million and brought down the interest paid
on the Overseas bills from 5 per cent to 2%, per cent.5?

61 TALLADA, op. cit., p. 149; SoLf VILLALONGA, La reforma de 1899-1900, p. 249.

62 See for example the Revista de Economia y Hacienda, 1 Jan, 1899. For an expres-
sion of anti-Bank sentiments see L. Roperigusz, La actual erisis financiera: historia mal-
dita (Madrid, 1902), esp. pp. 6-15. A defence of the Bank is provided by Jminez y
Roprfciez, op. «it., pp. 184-86.

6 La Gaceta de Madrid, coxexvmn, Vol C, 216 (4 Aung. 1899}, 430, Remsfa de
Economia y Hacienda, 13 Aug. 1899; The Eronomist, 19 Aug. 1899. '
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Given the conciliatory stance of Villaverde, the Bank was a
willing collaborator in these measures. In addition, the Bank
also assisted the Finance Minister in his endeavours to reduce the
general level of interest rates so as to encourage a revival of bus-
iness activity.5 '

Unfortunately, Villaverde's cheap money policy ran counter
to his hopes of reducing the fiduciary circulation. Between De-
cember 31st 1898 and December 31st 1900 the quantity of bank-
notes in circulation increased by more than 10 per cent from
1,444 million pesetas to 1,592 million. In addition, the average
annual premium of the peseta on Paris rose from 24.80 in 1899
to 29.55 in 1900.65

The continued depreciation of the peseta throughout 1901
gave rise to a passionate debate among politicians and economists.
On one side was a lobby, including a number of French experts,
which attributed the deterioration situation to the excessive
fiduciary circulasion which it blamed largely on the privileged
position of the Bank of Spain. Aligned against this prestigious
group was an assortment of Spanish commentators who, while
“not altogether ignoring monetary factors, placed greater emphasis
clsewhere, above all on the balance of payments. This second
school, moreover, emphasised the benefits to the business commu-
nity of a depreciating peseta. They likewise remarked upon the
self interest which motivated the majority of foreign commen-
tators. In the midst of the polemic stood Villaverde, equidistant
from the extremes of the two schools, awaiting the opportunity
to return to office.%¢

o4 R. ANEs, op. cit,, pp. 176-77.

65 E, ]. Lacomsg, Etudes sur le change espagnol (Paris, 1905), p. 47; D. ViLrar
Grancer, El problema de los cambios (Madrid, 1906), p. 54; B. Nogaro, ‘Le probleme
du change espagnol’, Revue Economigue Internationale (Oct. 1910, p. 64; G. Roux,
Le change espagnol et son amélioration actuelle (Montpeﬂier, 1911), p. 22,

¢ On the position of Villaverde in this debate see Sarp&, op. ¢it., p. 217, For an
indication of the reverence of the financial press for Villaverde at this time see El Eco-
nomisia, 13 Dec. 1902. '
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The monetarist case was well put in an article of January
1901 in the Parisian daily Le Temps, much quoted south of the
Pyrenées. In no uncertain terms the French paper argued that
the depreciation of the peseta was the product of the insufhicient
metallic guarantee of the currency and of the strong links between
the Treasury and the Bank of Spain.s

Even greater impact was made on Spanish financial circles
by a book written in February 1901 by Edmond Théry, editor
in chief of the Economiste Européen. s

Théry claimed that in the seven months since the resignation
of Villaverde not a step had been taken to reverse the deprecia-
tion of the peseta.® Nevertheless, most people agreed that the
deteriorating rate of exchange was prejudicial to the majority
of national interests. He singled out for attack the Bank of Spain,
accusing it of neutralising government attempts to reduce fi-
duciary circulation.™

To remedy the situation Théry urged the Spamsh govern-
ment to liquidate, as rapidly as the state of the market permitted,
those advances not already reimbursed by the Bank, to ban the
minting of the depreciated silver (which was to all intents and
purposes fiduciary money) and to maintain a balanced budget.
He also suggested that the railway companies be permitted to
collect part of their receipts in gold.”!

Théry was joined in the debate by his colleague, Paul Leroy
Beaulieu, editor of the Economiste Frangais, who also lent his sup-
port to the call for a reduction in fiduciary circulation. The de-
preciation of the peseta, he argued, discouraged imports of foreign

67 Cited in the Revista de Economfa y Haciends, 3 Feb. 1901,

6¢ E. Tuiny, Le probiéme du change en Espagne (Paris, 1901), passim. Sce also the
criticism of this work by R. FERNANDEZ ViitaverDg, El problema del cambio en Espafia,
passim.

¢ TrERY, Le probléme du change, p. 5.

T Ibd., p, 70

7 [bid.,, pp. 98-101.
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capital without which Spanish industrial development would be
impeded.”2

Another Frenchman, Eugéne Lacombe, vice president of the
Association Nationale des Porteurs Frangais de Valeurs Etrangers,
likewise emphasised the dangers of a high rate of exchange for
Spain, since it involved an increase in the cost of imported raw
materials, a rise in the cost-of-living, unstable foreign trade (due
to fluctations) and a lack of incentive to French railway companies
whose investment in the Spanish railway network was, he ar-
gued, much needed.”

Unlike most of his compatriots, Lacombe played down the
effects of the rise in the fiduciary circulation — by which he meant
note issue — but called for a ban on the minting of silver.?

This neighbourly advice was echoed in the Madrid financial
press. In the Revista de Economia y Hacienda Enrique Mercader
attacked the excessive printing of bank notes which, he suggested,
was the main cause of the depreciation of the exchange rate.?5
José Ceballos, editor of El Economista Hispano-Americano, criticised
the unchallenged minting of silver and the insufficient metallic
cover for the depreciating peseta, calling for the demonetisation
of the white metal and a reduction in the size of the Banks’
portfolio. 76

The anti-monetarist case also got an airing in the press, of-.
ten with a disclaiming editorial note. Foremost in this cause was
was .Pedro Corominas who rejected the view that fiduciary cir-
culation was overlarge, arguing instead that additional amounts
of banknotes were necessary in an expanding economy for
the purpose of transactions. Corominas maintained that it was
a mistake to single out the Bank of Spain as the villain of the

72 Revista de Economia y Hacienda, 7 April 1901,

™ E. Lacomeg, Le change espagnol (Paris, 1901}, pp. 10-14,

 Ihid., p. 69.

15 Remsta de Economia y Hacienda, 10 Feb. 1901, 24 Apnl 1901, 4 Aug 1901,
76 Bl Economista Hispano-Americano, 3 May 1901,

343




Joseph Harrison

piece. The Bank, he argued, had little influence on fluctuations
in the rate of exchange. If blame had to be apportioned, then
he pointed ‘to the poor performance of Spanish exporters and
the massive purchase of foreign vessels, which together had con-
tributed to a trade deficit of 151 million pesetas in 1900 (See
Table 9).77

TABLE 9

THE FOREIGN TRADE OF SPAIN 1898-1913, IN MILLIONS OF PESETAS

Year lmports Exports Balance
1898 661.6 865.4 203.8
1899 9898 815.1 — 174.7
T 1800 944.5 794.0 — 150.5
1901 908.7 7571 — 151.6
1902 886.8 . 813.7 — 731
1903 934.0 901.4 — 3206
1904 921.2 9175 S — 37
1905 1059.1 954.3 - 104.8
1906 1015.4 8979 — 1175
19067 9478 043.6 - 4.2
1908 981.6 896.3 — 853
1909 957.0 925.9 — 3a
1910 1000.0 970.5 : — 295
1511 : 994.9 - 976.4 — 185
1912 10522 1045.7 — 63
1913 1305.1 1079.3 ~— 229.8

Source: Anuario Estad(stico de Espaiia (Madrid, 1948), pp. 633-34.

The argument over the balance of payments was taken up

by Emilio Riu in the same journal who called for Spain to adopt

- the Gold Standard.on the grounds that it would force deflation-

ary policies on the government, thereby making Spanish goods
more competitive in world markets.”s

77 Revista de Economia y Hacienda, 17 March 1901, 9 June 1901.
7 Jhid., 25 Aug, 1901,
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Other writers stressed the advantages of a high rate of ex-
change in that it benefited Spanish producers of wine, fruit, min-
erals and manufactures while at the same time restraining im-
ports. Little wonder, argued the economist Francisco Godinez,
that foreign interests were up In arms.”

At the level of policy making, however, the monetarists
won the day and were soon to attempt to introduce a series of
measures aimed at restoring the value of the peseta.

In March 1901 Sagasta appointcd Angel Urzdiz as Finance
Minister in his Liberal administration. Urziiz immediately an-
nounced that he considered excessive fiduciary circulation as an
issue of extreme gravity requiring urgent study.s0

To tackle the situation Urziiz introduced a bill for the
suspension of mintings of silver which was estimated as havmg
a circulation of 800 million pesetas. Only after strong oppos1-
tion in the Cortes did he withdraw from his bill a proposal calling
for the removal from circulation of all five peseta pieces (silver
duros). 8!

In order to meet the Trcasury s needs abroad as well as to
obtain gold to boost the reserves, Urziiz next announced a bill
for the payment in gold of part of all customs duties.?2

In May 1901 he mooted the idea of establishing a new rela-
tionship between the Treasury and the Bank with the expressed
intention of reducing the fiduciary circulation.3

Before long the press detected a new spirit abroad at the Ex-
chequer: balancing the budget was firmly replaced as the first
priority by ame]iorating the rate of exchangc.“

Despite Urzdiz's frenzied activities, this claim proved little

79 Ibid., 7 April 1901, For similar responses see El Economista Hispano-Americano,
7 July 1901 and Ef Economista, 1 Feb. 1902,

30 Revista de Economia y Hacienda, 10 March 1901.

8t Jbid., 17 March 1901; The Economist, 14 Dec. 1901.

82 The Ecomnomist, loc. .:i.-:., SampA, op. cit., p. 230,

83 Revista de Economia y Hacienda, 19 May 1901.

% Ibid,, 8 Sept. 1901,
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more than wishful thinking. During his first seven months in
office, from March to September 1901, the premium on Paris
actually rose from 34 to 43.85

Finally, on January 22nd 1902 Urzdiz presented his bill to
create an issuing department at the Bank of Spain entirely se-
parate from its other operations. The Bank’s liabilities would
be the notes issued while its assets were to consist of the gold and
silver in its vaults plus 900 million pesetas in treasury bills bearing
an interest of 2/, per cent.

Although the bill dealt exclusively with the creation of a
separate issuing department, Urzdiz made no secret of his in-
tentions of imitating the English Bank Act of 1844 which di-
vided the Bank of England into note-issuing and banking de-
partments. 8¢

Faced with insurmountable opposition, not least from the
Bank’s directors, Urzaiz was obliged to modify his original pro-
posals. No mention was made of fiduciary circulation. The Mini-
stet had wanted to fix a limit of 500 million pesetas whereas
the Bank, which would have preferred no limit at all, refused
to go below 750 million.87

As soont as the bill was announced the Governor of the Bank,
Gullén, tendered his resignation while the board of the Bank
declared the bill unacceptable to the interests not only of its own
shareholders but also of the general public.s

Few supporters could be found for Urzéiz’s bill, which was
a radical departure from Villaverde’s conciliatory attitude. It
was attacked in both the Spanish and foreign press as incomplete
and impractical.39

& JimENez y RobpricuEz, op. cit., p. 205,

8¢ Revista de Economia y Hacienda, 21 Jan. 1902; El Eronomista, 25 Jan. 1902; The
Economist, 1 Feb. 1902,

87 The Economist, loc. cit., SARDA, op. cit, p. 230.

88 The Economist, loc. cit.,, and 15 March 1902,

8% Revista de Economia y Harienda, 26 Jan. 1902, 9 Feb. 1902; E! Economista, 1 Feb.
1902; R. Anes, op. cit., p. 179.
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In the Cortes two counterbills were tabled by opposition
elements prominent among whom was Villaverde, while a par-
liamentary commission, set up to discuss Urzdiz's proposals,
considerably modified them %0

Urzdiz was left with little alternative but to resign. He was
replaced by Tirso Rodrigifiez who himself further diluted the
recommendations of the Commission.9!

The Act of May 13th 1902 concerning the relationship bet-
ween the Treasury and the Bank involved a compromise bet-
ween all parties. The Bank was granted ten years to divest itself
of its 4 per cent Interior bills while the proposal to create an
issuing department was dropped. At the same time, Rodrigifiez
announced his intention of restricting fiduciary circulation by increa-
sing the level of the metallic cover held in the vaults of the Bank.

Somewhat belatedly, the Act also compelled the Bank to
develop its commercial relations as originally stipulated in the
1874 decree. This was intended to further distance the Bank
from the Treasury. Observers noted, however, that the Bank
had been moving in this direction over the past three years as
the establishment of new branches bore witness.?2

As Sard4 points out, the main aim of Rodrigifiez’s Act was
that, in the long—term, open market operations would drain
money out of circulation and hence improve the exchange rate.?

Yet, when Rodrigifiez left the Finance Ministry in Novem-
ber 1902 his measure was quietly forgotten. For a brief period
he was replaced by Eguilor, a former governor of the Bank.
On December 2nd 1902 Villaverde was again offered the Fin-
ance portfolio.

%o El Economista, 1 March 1902; Revista de Economia y Hacienda, 2 March 1902;
JimEnez y Robricuez, op. cit., p, 207,

9 El Economista, 22 March 1902,

92 Revista de Economia y Hacienda, 13 April 1902; 20 April 1902; The Economist,
4 April 1903; R. AnEs, op. cir., pp. 181-82.

9% SARDA, op. cit.,, p. 222,

% El Feonomista, 22 Nov, 1902,
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The passing of Urzaiz and Rodrigifiez heralded a new era
at the Exchequer. No longer did the authotities hope for panaceas
to stave off the deterioration of the peseta. Futire measures
were presented as mere palliatives.

Villaverde was to serve as Prime Minister for brief spells
in 1903 and again in 1905. In a pamphlet published in June 1903
he announced his intention of re-establishing the circulation and
free minting of gold. This he presented as a bill to the Cortes
on October 21st 1903.93

The bill saw the adoption of the gold standard as a distant
ideal, unatpainable in the short-term. To curb speculation against
the peseta which Villaverde considered the main factor pushing
up the rate of exchange, he created a Burgau of Exchange “ with
a view to make foreign exchange more stable and to reduce by
degrees the gold premium .96 The bill again required an ac-
tive collaboration between the Governor of the Bank, the Dir-
ector General of the Treasury and the PBinance Minister. The
bureau would buy and sell whenever it was deemed expedient with
the operation guaranteed by the production of the Almadén
mines to the extent of 75 million francs.

Although Villaverde’s bill was never approved, the adoption of
the gold standard remained the long-term objective of Finance
Ministers until the First World War while a commission was
set up to study the matter as late as 1929.97

The peseta, meanwhile, made a spirited recovery on world
money markets after 1906, when the average premium on Paris

95 R. FERNANDEZ VILLAVERDE, Proposicitn de ley para regularizar y mejorar el cambio
exterior y para procurar el restablecimionto dv la circulacin y libre acubacidn de la moneda
de oro {Madrid, 1903); E! Economista, 25 July 1903, 1 Aug. 1903, 24 Oct. 1903; The
Economist, 5 Sept. 1903
. 9 The Eeonomist, loc. cit., in July 1901 the deputy Gémez Acebo claimed that there
existed in Madrid 400 establishments which survived by speculating against the peseta;
see LACOMBE, Etudes sur le change espagnol, p. 73.

97 See Dictamen de la Comisién nombrada para el estudio de la implantacién del patrén
oro, passim. :
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fell o 12.75; by 1910 it was down to 6.55. Contemporaries
noted wrily that this improvement was achieved without restrict-
ing the fiduciary circulation which increased by 228 million
pesetas between 1899 and 1910. At the same time, the volume
of silver coinage in circulation also increased.?®

The main factor which brought about the improvement
in the position of the peseta was an upturn in the international
trade cycle after 1906 which led to increased amounts of foreign
capital bcing invested in Spain, above all from France, Great
Britain, Belgium and Switzerland. Between 1905 and 1913
Spain received over 500 million pesctas of foreign investments
which brought a dramatic improvement in her balance of pay-
ments situation.

In conclusion, the financial policies of Villaverde after the
colonial disaster, although unpopular at the time, brought a ra-
pid improvement in Spain’s finances. However, the blind or-
thodoxy of his successors often resulted in misconceived measures
which in the short-term at least were to have detrimental effects
on the real economy.!%

% Roux, ep. cit., pp. 34 and 82

99 SARDA, op. cit., p. 242.

Lo On the failure of proposed agrarian reform mcasures at this time due to lack
of finance, see my article * The Spanish Famine of 1904-1906°, Agriculeural History, 47
{1973), 300-307, .
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