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THE SCHOOL OF SALAMANCA

The theological roots of modern economic theory lie in sixteenth-century Spain.

In 1517, Spanish merchants operating in the bustling commercial hub of Antwerp sent a desperate consultation to Francisco de Vitoria, then lecturing at the Sorbonne in Paris. These men navigated an increasingly financialized global market, wrestling with a crisis of conscience: Was the pursuit of profit inherently sinful? The sacrament of penance required confessors to distinguish between legitimate commerce and the mortal sin of usury. Medieval doctrine had treated economic exchange with deep suspicion, often viewing it as a zero-sum game incompatible with Christian virtue. Vitoria’s response would reshape European economic thought.

The catalyst for this inquiry was not academic abstraction but immediate pastoral need. In the early sixteenth century, as Spanish silver from the New World flooded into Europe and global trade networks exploded in complexity, the moral frameworks inherited from medieval scholasticism simply collapsed under the weight of reality. Vitoria and his brilliant successors—including Domingo de Soto, Martín de Azpilcueta, Tomás de Mercado, Luis de Molina, and Juan de Mariana—synthesized the rigorous philosophy of Thomas Aquinas with both humanist currents from the Italian Renaissance and the geographic expansions of the Spanish Empire. This synthesis would produce the world’s first true economists, though their work remained hidden from later historiography by geopolitical rivalries and religious prejudice.

The historiography of economic thought has long been dominated by an Anglo-centric narrative. Adam Smith’s 1776 Wealth of Nations is traditionally dated as the birth of economics as a formalized science, with intellectual dominion then passing through David Ricardo, Karl Marx, and the Marginal Revolution of the 1870s. Yet centuries before the British Classical School, the Doctors of Salamanca had independently discovered and systematically articulated the foundational principles of modern economics: subjective value, monetary theory, purchasing power parity, the dangers of currency debasement, and the epistemological limits of central economic planning.

The University of Salamanca, founded in 1218, had long been a premier center of theological and jurisprudential study. Under Vitoria’s leadership, it experienced a vibrant neo-scholastic revival rooted in the application of natural law—lex naturalis, understood as universals built into the human condition—to the rapid commercial and monetary upheavals of the Spanish Golden Age. The impulse was not theoretical but deeply practical. Vitoria and his disciples realized that obsolete medieval views on commerce were entirely inadequate for understanding the merchant class of Seville, Medina del Campo, and Antwerp. The problem was not merely intellectual complacency but a genuine crisis of authority. Medieval doctrine, rooted in the static agrarian economy of feudalism, had little to say about the mechanisms by which a merchant could legitimately profit when buying low in one market and selling high in another, or when extending credit at interest, or when trading foreign currencies. These were not exceptional cases but the routine operations of sixteenth-century commerce. The confessors of Spain needed guidance, and Vitoria provided it.

They concluded that the natural order of the world is fundamentally based on the freedom of circulation of people, goods, and ideas. This was not merely a defense of commerce as permissible but as morally necessitated by the human condition itself. Just as it is natural for people to move, to seek trade, and to exchange what they have for what they need, it is natural that commerce occurs. Merchantry, rather than being parasitic or reprehensible, was a vital profession that served the general good by distributing resources from areas of abundance to areas of scarcity. A merchant who bought grain in a region of plenty and transported it to a region facing dearth was not exploiting hunger but fulfilling a crucial economic function. He bore the risk of spoilage, loss, and price fluctuation; he deserved compensation for that risk in the form of profit. The merchant was not a middleman extracting value but a coordinator of supply and demand across geographic space. His profit was the reward for bringing distant goods together at exactly the moment and place they were needed.

This defense of commerce was inseparable from a robust philosophical defense of private property. Building on Thomas Aquinas, the Salamancans universally agreed that private property stimulates economic activity and directly contributes to general well-being. Diego de Covarrubias, a prominent jurist, established the modern legal doctrine that individuals possess an exclusive right to benefit from their own holdings. Pushing this logic into behavioral economics, the Jesuit Luis de Molina identified an early, highly sophisticated understanding of what modern economists term the tragedy of the commons. Molina observed a simple but powerful mechanism: individual owners inherently take much better care of their personal goods and land than they do of property held in common. People respond to incentives. Unowned resources suffer from neglect and overexploitation because no individual bears the full consequence of degrading them. The same person who maintains a fence on his own plot will carelessly damage a shared pasture. This insight anticipated the modern understanding of how property rights align personal incentive with resource preservation.

The most profound theoretical achievement of the School of Salamanca was their articulation of subjective value. For centuries, the dominant question in economic philosophy was the determination of the “just price” (iustum pretium) of a good. This was not a trivial puzzle. It was a moral and social problem. If prices could be proven to follow objective, mathematical laws independent of supply and demand, then a magistrate could theoretically calculate the just price and prohibit merchants from charging more. Price controls could be imposed with moral authority, since they would merely enforce the natural law of value. The Scotist tradition, following Duns Scotus and his successors, held that just price should be calculated from labor, expenses, risks, and a reasonable profit margin. The mechanism was clear: add up all costs incurred by the producer, divide by units sold, add a moderate markup for the merchant’s trouble and risk, and that figure is the objectively just price. The cost of production determined the price; if a merchant was inefficient and incurred excessive costs, he still deserved compensation for his losses. A just price was one that covered all costs plus a set profit percentage. This framework seemed mathematically rigorous and morally defensible. It also authorized price controls, since authorities could theoretically calculate the just price and prevent merchants from violating it.

The Salamancans attacked this paradigm directly and devastatingly. Value does not reside in production costs, physical properties, or labor time. Instead, value is imputed to goods by the subjective desires and estimations of consumers operating within a free market. The just price cannot be calculated by adding up costs because prices do not exist to compensate producers for their expenses. Prices exist to coordinate supply with demand. A merchant who produces a good inefficiently and incurs excessive costs simply makes a loss—that is his penalty for poor judgment. Consumers do not owe him compensation for his mistakes. The price they will pay depends entirely on how much they value the good, what alternatives are available, and how much similar goods are selling for. This principle was expressed with striking clarity by Luis Saravia de la Calle in his 1544 treatise, in a direct repudiation of what would later become the labor theory of value championed by Smith, Ricardo, and Marx:

“Those who measure the just price by the labour, costs, and risk incurred by the person who deals in the merchandise… are greatly in error…. For the just price arises from the abundance or scarcity of goods, merchants, and money… and not from costs, labour, and risk.”

The implications of this shift were enormous. If value is subjective, then the magistrate cannot calculate a just price. No central authority can compute what a good is truly worth. This immediately delegitimizes price controls, not as immoral violations of a just price but as impossible impositions on a system too complex to be calculated from outside. The market is not merely an alternative to authority; it is a necessity, because only the market can process the distributed knowledge of millions of buyers and sellers about their subjective valuations.

The cornerstone of Salamancan value theory was the concept of communis aestimatio hominum—the “common estimation of the people.” Economic value is imputed to goods by subjective consumer desires operating within a free market. Because value is inextricably linked to consumer wants, even when those wants appear irrational or frivolous, economic value is inherently relativistic and subjective to each individual. Yet the aggregate market price that emerges from millions of individual subjective valuations reflects a genuine communal consensus, a coordination of preferences without any coordinating authority. The mechanism is elegant. Each person knows his own preferences intimately—he knows whether he would rather have a cloak or a bushel of grain, and roughly what price would make him indifferent between them. He does not know what others prefer, but he does not need to. He simply states his preference through his willingness to buy or sell at various prices. Merchants, observing these preferences expressed through actual purchases, adjust their supply. When many people want cloaks and few want grain, merchants producing cloaks raise prices and merchants producing grain lower prices. This induces grain producers to switch to cloak production. The system responds to preferences without any planner knowing what all the preferences are or how to aggregate them. The market clears not through command but through the organic interaction of supply, demand, and preference, with prices serving as the signal language through which all this coordination occurs.

By severing value from production costs, the Salamancans resolved the famous water-diamond paradox centuries before the Marginal Revolution. Why does water, essential for survival, command low prices while diamonds, merely ornamental, command high prices? The classical economists were baffled. The Salamancans understood that valuation depends on the intersection of utility and relative scarcity. A good, no matter how vital, loses its marginal value when supply becomes superabundant. Conversely, even frivolous goods command high prices when they are scarce relative to demand. Francisco García, a later inheritor of the Salamancan tradition, analyzed value precisely along these lines: it depends on abundance, scarcity, and the ratio of buyers to sellers. The Spanish scholastics brought marginal analysis to the brink of formalization centuries before Carl Menger, William Stanley Jevons, and Léon Walras developed the mathematical apparatus.

The Salamancan insistence that prices be determined organically by communis aestimatio led several prominent members, including Martín de Azpilcueta and Luis de Molina, to fiercely oppose government price controls. Azpilcueta made a pragmatic argument: price fixing by the state is completely unnecessary in times of plenty and ineffective or positively harmful in times of scarcity. When grain is abundant, merchants have no incentive to charge monopoly prices; when grain is scarce, price controls simply prevent supply from flowing to desperate areas. The schoolmen formulated a remarkable pro-market, anti-interventionist stance built on the realization that artificial price controls distort the vital signals sent by the subjective valuations of free consumers. Centuries before modern price theory, they grasped that prices are not arbitrary but contain information. Preventing prices from rising when goods are scarce obscures the need to ration, conserve, and produce more. Governments that attempt to set prices effectively blind themselves.

The School of Salamanca’s formulation of monetary theory was driven by acute empirical observation of a massive macroeconomic crisis. The sixteenth century witnessed the Price Revolution, a persistent, widespread rise in the general price level unprecedented in European history. Over approximately 150 years, prices rose roughly sixfold—an annualized inflation rate of about 1.2%, modest by modern standards but utterly disruptive in a rigid metallic monetary system where prices had been relatively stable for centuries. Medieval Europeans lived in a world where prices changed slowly. A merchant could reasonably expect that the price of wool today would be similar to the price of wool next year and ten years hence. This stability was not accidental; it reflected a stable money supply. When prices begin rising persistently and unpredictably, economic planning becomes nearly impossible. Long-term contracts become dangerous because no one can forecast future values. Wage earners on fixed salaries gradually become impoverished as their money buys less each year. Savers suffer as the real value of their accumulated savings erodes. The entire social fabric, which had adapted to price stability, becomes strained. The epicenter of this crisis was the Spanish Empire.

The brutal conquest of the New World resulted in an immense, sustained flow of precious metals—principally silver from the mines of Potosí and Zacatecas—transported via heavily guarded Spanish treasure fleets to the Andalusian port of Seville. All legitimate transatlantic trade entered Spain through this single chokepoint. The sheer quantities were staggering. In the century between 1500 and 1600, Spanish treasure fleets brought approximately 16 million kilograms of silver into Europe, with the vast majority entering through Seville. This was not a one-time injection but a sustained, increasing flow year after year. The initial view was that this wealth was a divine blessing, an inexhaustible resource allowing the Spanish Crown to finance its sprawling military and bureaucratic expansion across Europe without imposing crippling new taxes or incurring domestic debt. Monarchs saw the silver entering royal treasuries and imagined an economy of limitless resources.

The economic reality proved catastrophic. As silver flooded into Seville and permeated the Iberian peninsula, the purchasing power of currency plummeted and the nominal cost of basic agricultural and manufactured goods skyrocketed. But this was not a simple rise in prices proportional to the increase in money. The effect was uneven and destabilizing. Prices in Spain rose much faster than prices in the rest of Europe, since the silver flowed primarily through Spain. This created an incentive for silver to flow out of Spain to buy goods elsewhere. Spanish wages, fixed in nominal terms, fell in real purchasing power. A worker whose salary was 100 ducats a year in 1500 found his 100 ducats buying less in 1550. Landlords with fixed-rent tenancies suffered similar losses; the rent received in silver was worth less in real goods. Only those who could immediately convert silver into assets or goods that appreciated with inflation prospered. Merchants and those with flexible access to prices—precisely those best positioned in the market—could profit; peasants and wage earners could not. This severely impacted wage earners on fixed incomes and gradually degraded Spain’s export competitiveness. Spanish merchants, facing rising costs, could no longer compete with foreign merchants whose input costs had not risen as fast. The very inflow of wealth that seemed like a triumph became a trap, enriching the monarchy in nominal terms while impoverishing the productive economy.

Prior to the Salamancan breakthrough, the dominant belief was that money possessed a fixed, intrinsic value determined purely by the stamp of the sovereign or the physical weight of the metal. This view seemed to make sense. Money, it was assumed, had value because it was made of precious metal—the metal itself had value, independent of the quantity. Just as a pound of silver had the same value whether there was one pound in the world or a thousand pounds, money supposedly retained its value regardless of quantity. Monarchs liked this theory because it implied they could mint as much money as they wished without any consequences. The observable macroeconomic reality in Seville directly contradicted this convenient doctrine.

In 1556, the brilliant canon lawyer Martín de Azpilcueta, known throughout Europe as “Dr. Navarrus,” published his Comentario resolutorio de cambios (Commentary on the Resolution of Exchanges). Azpilcueta achieved a monumental leap: he applied the subjectivist theory of value directly to money itself. Money is not a magically fixed unit of account but a commodity—“merchandise”—subject to the exact same laws of supply and demand as wheat, cloth, or timber. The value of money, like the value of any good, depends on the ratio of supply to demand. When money is scarce relative to demand for it, each unit is more valuable. When money is abundant relative to demand, each unit is less valuable. This is not a moral or empirical claim but a logical necessity, following from the nature of subjective valuation itself.

In a revolutionary passage, Azpilcueta explicitly linked the rapid expansion of the money supply to the rise in prices:

“Money is worth more where and when it is scarce than where and when it is abundant… In Spain, in times when money was scarcer, saleable goods and labor were given for very much less than after the discovery of the Indies, which flooded the country with gold and silver. The reason for this is that money is worth more where and when it is lacking than where and when it is in abundance.”

The mechanism works as follows. When the supply of money increases while the supply of goods remains constant, each unit of money becomes relatively less valuable. To maintain equilibrium—that is, for the total value of money supply to equal the total value of goods—prices must rise proportionally. If you double the money supply, prices will roughly double, since the same quantity of goods now has twice as much money bidding for it. Azpilcueta’s formulation captured the core causality that would be expressed centuries later in the Fisher equation of exchange: MV = PT (where M is the money supply, V is velocity of circulation, P is the price level, and T is the quantity of transactions). By empirically observing that abundance of precious metals lessens their marginal subjective value, thereby requiring more units of metal to purchase the same goods, Azpilcueta demystified inflation. He proved logically that the inflation ravaging the Spanish Empire was not the result of greedy merchants setting unfairly high prices, not the result of monopolistic practices restricting supply, not the result of agricultural failure reducing goods, but a direct consequence of massive money supply expansion. The mechanism was transparent: more money chasing the same quantity of goods necessarily bids up prices. A merchant selling wheat cannot help but charge a higher price when he observes that money is abundant and buyers have more of it. The inflation is not a choice made by individual merchants but a mathematical consequence of monetary expansion itself.

The Salamancan understanding of money extended into the complex realm of international finance. The massive influx of American silver entered Europe exclusively through Spain, causing the money supply to increase—and the price level to rise—much faster in Spain than in France, England, or the Spanish Netherlands. Consequently, the relative purchasing power of precious metals was significantly lower in Spain than elsewhere. Spanish merchants quickly realized that their money could buy substantially more goods abroad than at home. A bushel of grain cost more in Spain than in France, which meant that a Spanish merchant could buy grain in France, ship it to Spain, and sell it at a profit, despite transport costs. But this is true only if he can acquire French money to purchase the grain in the first place. As individual Spanish merchants acted on this arbitrage opportunity, they needed to exchange Spanish silver for French crowns or English pounds. This created demand for foreign currency and supply of Spanish currency. As supply of Spanish money increased relative to demand for it on foreign exchange markets, the exchange rate moved: Spanish money became cheaper relative to foreign money. The Spanish peso that was worth one French crown yesterday is now worth only 0.95 crowns. The Spanish merchant must give more pesos to acquire the crowns he needs to buy grain abroad.

This is precisely how price differential-driven capital flows work mechanically. The high prices in Spain relative to the rest of Europe created an incentive to export goods from Spain and import goods into Spain. But that would have required Spanish money to flow out of Spain to purchase foreign goods. Instead, the opposite occurred: Spanish money flowed into Spain continuously from the New World, while Spanish goods became uncompetitive and Spanish merchants imported foreign goods. This reversed the natural capital flow pattern. To acquire foreign goods without exporting Spanish goods, Spanish merchants needed to exchange silver for foreign currency. The massive sustained outflow of silver to the rest of Western Europe—exporting the inflation to the rest of the continent—was not a coincidence or a failure of Spanish commerce but a necessary mechanical consequence of the monetary imbalance. A region with more money experiences higher prices, which makes its goods uncompetitive, which causes it to run a trade deficit, which causes its money to flow outward to pay for imports.

The Salamancans, observing this capital flight, correctly identified that exchange rates between geographic regions were determined not by arbitrary royal decree but by the relative purchasing power of money in those locations. This sophisticated understanding of foreign exchange dynamics remained unparalleled until the twentieth century. They grasped that exchange rates contain information about the relative scarcity of money in different regions. A currency will depreciate against foreign money when its supply expands faster domestically, as merchants naturally sell currencies becoming less valuable and buy those becoming more valuable. The process is spontaneous and self-correcting, not requiring any central authority’s intervention. No king needs to declare that Spanish money is now worth less; merchants simply reveal through their willingness to exchange at different prices that Spanish money is less valuable. If a Spanish merchant needs foreign money, he will offer more Spanish money for it because Spanish money is abundant and foreign money is scarce in his location.

The theoretical advancements of the School of Salamanca were deeply informed by direct engagement with the commercial realities of the Spanish Golden Age. Following Vitoria’s early consultations with Antwerp merchants, subsequent Salamancan scholars turned their analytical focus to the great commercial hubs of the Iberian Peninsula, particularly the port of Seville and the massive financial fairs of Medina del Campo. These fairs operated as early versions of stock exchanges and clearing houses, bringing merchants from across Europe to settle accounts, exchange foreign currencies, and trade on credit.

Tomás de Mercado, born into a prominent Sevillian merchant family, spent significant time in Mexico-Tenochtitlan during his adolescence before returning to Spain to study theology and philosophy under the Dominicans. This unique biographical background provided him with firsthand, transatlantic understanding of global trade and the financial mechanisms required to coordinate it across vast distances and time delays. In 1569, he published a celebrated handbook of commercial morality, which he later expanded and reissued in 1571 as Suma de tratos y contratos (Compilation of Deals and Contracts). Unlike most scholastic thinkers, Mercado wrote as an observer of actual merchant behavior, not as a theorist deducing principles from first causes.

Mercado’s work provides a vivid, granular, highly critical analysis of the inflationary economy and the complex financial instruments developed by merchants attempting to manage risk and coordinate international trade. He closely observed the evolution of the fairs at Medina del Campo, noting a troubling shift in their character. Originally designed as physical marketplaces for exchanging agricultural and manufactured goods, they had increasingly morphed into sophisticated, leveraged clearinghouses for credit and foreign exchange bills. These fairs served a crucial economic function in an era without modern communication. A merchant in Seville with wool to sell and an Antwerp partner needing the wool could negotiate a contract at Medina del Campo. Because physically shipping wool to Antwerp and receiving payment would take months, and because neither merchant wanted to wait, the fairs developed credit instruments—essentially promissory notes backed by reputation and surety bonds—that allowed them to settle accounts instantly. But this required that prices be agreed upon for future delivery at a fair held months in advance. This created speculation: merchants who thought prices would change between now and the future fair date could take positions, essentially betting on price movements. Mercado observed that a rich merchant was “no longer content to buy and sell, but tries to deal on the exchanges, so as to find ready in every place the money he so direly needs.” The fairs were becoming financialized in ways that created both efficiency—merchants could now operate across time and distance without physical goods moving immediately—and risk, because speculators might make losses they could not cover, cascading defaults across the credit system.

Through keen observation of banking practices in Seville, Mercado provided one of the earliest devastating critiques of fractional reserve banking. He focused on the paradox of bankers who accepted monetary deposits from merchants for safekeeping. According to traditional Roman law and the strict legal nature of an irregular deposit contract, bankers should have charged a storage fee for safeguarding the assets. This was the honest arrangement: the depositor pays the banker to hold his money safely, much as he would pay a blacksmith to repair a tool. Instead, Spanish and Italian bankers charged no fee and then secretly loaned out the deposits to borrowers at interest, earning profit from the spread between what they paid depositors (zero interest) and what they received from borrowers (5-8% depending on risk). This created a structural conflict of interest: the banker benefits when more money is borrowed and deployed elsewhere, earning him interest, yet the depositor expects his money to be available on demand whenever he needs it. The banker cannot simultaneously honor both obligations if depositors withdraw more than he has received in new deposits.

Mercado identified a mechanism that would resurface in every financial crisis thereafter. The banker cannot simultaneously ensure that deposits remain available on demand and deploy all deposits as loans earning interest. Imagine a banker with 1,000 gold coins on deposit. He loans out 900 of these, keeping only 100 in the vault to meet daily withdrawals. As long as total daily withdrawals never exceed 100 coins, the system works. Depositors believe they have 1,000 coins available on demand; the banker is earning interest on 900. But if many depositors lose confidence and attempt to withdraw simultaneously—a run on the bank—the banker can only pay 100 depositors in full. The remaining 900 depositors find that their money, which they believed was safely stored and available, is in fact lent out and not immediately recoverable. The banking system becomes fundamentally fragile, exposed to any shock that triggers mass loss of confidence: a rumor of insolvency, a major debtor defaulting, a harvest failure that forces merchants to withdraw funds, any event that causes depositors to fear they will not recover their money. Yet depositors are largely unaware of the risk they bear, believing their money is safely stored when it is in fact already lent out. This represents a form of hidden leverage disguised as safekeeping. The banker has, in effect, created money out of nothing—he has issued deposit liabilities totaling 1,000 while holding only 900 coins, and loaned the additional 100 units of purchasing power to borrowers. This expansion of credit seems profitable until confidence breaks.

As the School of Salamanca continuously refined its theories of subjective value, monetary dynamics, and natural law, they confronted the profound epistemological limits of economic planning. Having established that prices are driven by the subjective estimations of millions of consumers, fluctuating money supplies, and relative scarcity, the later Salamancans logically deduced that the market is far too complex to be mathematically modeled or centrally managed by any human authority.

The Jesuit theologian Luis de Molina championed this insight in his monumental De iustitia et iure (On Justice and Law), published at the turn of the seventeenth century. Molina analyzed the dynamic nature of market competition and forcefully rejected the possibility of calculating a static economic equilibrium. He observed that the exact, theoretical price that perfectly clears the market—what the scholastics termed the pretium mathematicum (the mathematical price)—depends on such an astronomical number of variables and particular circumstances that it can never be known to mortal man. The shifting subjective desires of buyers, the precise supply of goods in disparate locations, the local abundance or scarcity of money, the impact of weather on crops, and anticipations of future needs create a matrix of data too vast, decentralized, and fleeting for any human intellect or state bureaucracy to compute. Therefore, Molina concluded, the exact mathematical price is “known only to God.”

This theological phrasing masked a devastatingly modern economic insight. By recognizing that the data required to calculate equilibrium prices is deeply dispersed and practically inaccessible to a central planner, Molina anticipated the core arguments of the Austrian School’s Socialist Calculation Debate by over three centuries. Friedrich Hayek, in his 1974 Nobel Prize lecture “The Pretense of Knowledge,” explicitly cited Luis de Molina and Johannes de Lugo to critique twentieth-century macroeconomic modelers who falsely believed they could mathematically manage entire economies. The Salamancan realization that market phenomena are the result of human action but not of deliberate human design established a permanent philosophical boundary against price fixing, socialist calculation, and coercive state planning.

The profound intellectual achievements of the School of Salamanca were largely erased from the dominant historical narrative for centuries. This erasure was not the result of scientific refutation but of geopolitical biases, religious schisms, the anti-Spanish “Black Legend,” and the ideological state-building of the nineteenth century. The Black Legend—a systematic, centuries-long propaganda campaign initiated by Spain’s geopolitical rivals, particularly England, France, and the Dutch Republic—deliberately caricatured the Spanish Empire as exclusively illiberal, fanatical, backward, and tyrannical. This geopolitical narrative effectively discredited any intellectual contributions emanating from the Iberian Peninsula. The rich liberal traditions rooted in Salamanca were misattributed, ignored, or treated as imported concepts by Northern European academics. Thinkers like John Locke and Thomas Jefferson were deeply influenced by the anti-tyranny writings of Juan de Mariana, but this Hispanic connection was systematically obscured.

The religious schism of the Reformation played an equally significant role in diverting economic thought away from the Salamancan tradition. The Continental economic tradition—flourishing in France, Italy, and Spain—remained influenced by Catholic, Aristotelian-Thomist philosophy, which viewed utility and moderate pleasure-seeking as the legitimate center of economic action. This framework saw consumption as the ultimate end of production. A person works and produces in order to acquire goods that satisfy his desires. The measure of an economy’s success is its ability to deliver utility—satisfaction of wants—to the people. Economic value thus flows from the satisfaction that goods provide, which is inherently subjective.

The British economic tradition was profoundly shaped by Calvinism and Protestantism, which glorified physical work, toil, and labor as divine duties in themselves, not merely as means to consumption. Work was sacred; leisure and consumption were suspect. This theological bias predisposed British thinkers like John Locke, Adam Smith, and David Ricardo to fundamentally reject the utility-based subjective theories of the Continental scholastics. They embraced instead an objective, cost-of-production labor theory of value, believing that a good’s value must be tied to the sweat and toil required to produce it. Value flows from the effort expended, not from the satisfaction received. This choice, seemingly a minor theological preference about the meaning of work, fundamentally altered the trajectory of economic science for two centuries. Smith was familiar with Continental thinkers like Turgot and Grotius who carried the Salamancan torch, and he borrowed heavily from them, yet the British Classical School simultaneously marched down the blind alley of the labor theory of value. The contradiction would plague British economics: Smith accepted subjective utility in some contexts while advocating labor theories of value in others, creating internal tensions that his successors attempted to resolve by doubling down on labor theories. This ultimately provided the intellectual ammunition for Karl Marx’s theories of exploitation, which relied entirely on the labor theory of value to argue that workers were systematically cheated of the value their labor created.

The erasure was completed during the nineteenth-century independence movements in Latin America. As new Latin American republics sought to break from the Spanish Empire and forge distinct national identities, they actively erased their Spanish intellectual heritage, blaming all economic and political dysfunction on the caricatured illiberal culture supposedly transmitted by Spain. By internalizing the Black Legend, these newly independent states abandoned their own indigenous Hispanic liberal tradition—the defense of property rights, subjective value, and sound money—“in the fog of revolutions,” choosing instead to import less robust economic models from the French Revolution or Rousseau.

The intellectual resurrection of the School of Salamanca occurred in the mid-twentieth century when modern economists began recognizing the glaring flaws in classical labor theories and mathematical macroeconomic modeling. The revival was spearheaded by Joseph Schumpeter. In his monumental, posthumously published History of Economic Analysis (1954), Schumpeter stunned the academic world by praising the exceptionally high level of economic science present in sixteenth-century Spain. He declared that the Doctors of Salamanca, not Adam Smith, most deserved to be considered the true founders of economics as a science.

Schumpeter’s revelation was dramatically expanded by the meticulous archival research of the English historian Marjorie Grice-Hutchinson. Her 1952 monograph The School of Salamanca systematically documented the Spanish scholastics’ pioneering work on the quantity theory of money and purchasing power parity, proving these concepts existed centuries before their supposed British discovery. Scholars like Raymond de Roover, Alejandro Chafuen, and Murray Rothbard subsequently integrated Salamancan texts into the broader history of economic thought, bridging the gap between the sixteenth and twentieth centuries.

Rothbard, recognizing the profound theoretical alignment between the Spanish scholastics and the modern Austrian School, famously dubbed the Salamancans “proto-Austrians.” This was not merely a compliment but a straightforward observation of intellectual genealogy. Every significant contribution made by the Austrian School had been anticipated by the Salamancans. Where the British Classical School had lost its way in labor theories of value, the Salamancans had preserved the correct insight: value is subjective, derived from consumer utility, and cannot be calculated from production costs. Jesus Huerta de Soto further argued that Carl Menger’s greatest merit in founding the Austrian School during the 1871 Marginal Revolution was not inventing subjective value from scratch, but rather rediscovering, reviving, and elaborating upon this long-dormant continental Catholic tradition of Spanish scholastic thought. Menger had developed the formal, mathematical apparatus—marginal analysis—that the Salamancans lacked. But he had not discovered anything fundamentally new; he had formalized insights that had been expressed in literary and philosophical terms for three centuries.

The core tenets of the Austrian School—emphasis on subjective value, the dynamic nature of market processes, the importance of time preference and the theory of interest, the distorting effects of monetary inflation, the impossibility of mathematical price calculation, the theory of business cycles driven by credit expansion, and the unrelenting critique of fractional reserve banking—all serve as direct philosophical descendants of the School of Salamanca. Hayek’s famous assertion that central economic planning is impossible because the distributed knowledge required to run an economy is too dispersed for any planner to access, is a twentieth-century restatement of Luis de Molina’s fourteenth-century insight that the mathematical price is known only to God. The Austrian School did not invent these ideas; it inherited them, via a discontinuous and largely invisible chain of transmission through Continental thought, from the Spanish scholastics.

The School of Salamanca represents one of the most remarkable and unjustly obscured chapters in the history of economic thought. Forged in the crucible of the sixteenth century, surrounded by the theological upheavals of the Protestant Reformation and the unprecedented macroeconomic chaos triggered by the discovery of the Americas, a dedicated group of Spanish monks, jurists, and theologians systematically built the bedrock foundations of modern economics. They did not do this in pursuit of abstract theory divorced from reality. They began with a pastoral problem: confessors needed guidance on whether merchants were sinning when they pursued profit. This practical problem forced them to understand the mechanisms by which merchants actually operate, how prices actually form, how money actually works, what actually happens when authorities attempt to control markets. They worked through these questions with a methodology rooted in Aristotelian logic and natural law—the search for universal principles underlying human nature and social existence—but constantly tested against observable reality in the commercial centers of Seville and Antwerp.

Through a powerful combination of rigorous Aristotelian deduction, natural law philosophy, and acute empirical observation of Spanish trade fairs, they solved complex economic paradoxes centuries before the economists who traditionally receive credit. They recognized that economic value is inherently subjective, derived from human utility and relative scarcity, and that prices emerge from the aggregated choices of millions of consumers. They observed the Price Revolution in Seville and correctly formulated the quantity theory of money, explaining why the massive influx of American silver caused persistent inflation throughout the Iberian Peninsula and beyond. They penetrated the complexities of foreign exchange and purchasing power parity, explaining why Spanish money flowed out of Spain to the rest of Europe in response to domestic inflation. They recognized the inherent instability and moral hazard of fractional reserve banking, identifying precisely the mechanism by which banks that lend out deposits eventually face runs when confidence breaks. They mounted a robust natural law defense of private property against the predatory taxation of currency debasement—the hidden theft that occurs when monarchs expand the money supply to pay for their spending. Most profoundly, by recognizing that the mathematical price is known only to God—that is, that the prices that would perfectly clear markets are too dependent on dispersed, unknowable subjective preferences for any authority to calculate—they established an epistemological boundary that continues to challenge the dangerous pretensions of modern central planning.

The erasure of their legacy by geopolitical rivalries, religious prejudice, and the ascendancy of the Calvinist-influenced British Classical School derailed the progress of economic science for nearly three hundred years. British economics, though brilliant in many ways, spent two centuries developing the labor theory of value, which the Spanish scholastics had already dismantled. Marx used this inherited theory to construct theories of exploitation that would justify the Soviet experiment and countless horrors of the twentieth century. A different history of economics, rooted in subjective value, might have prevented this tragedy. We cannot know. But the counterfactual matters because it shows that intellectual history is not inevitable. The triumph of British economics over Spanish scholasticism was not an outcome of superior logic or greater empirical accuracy. It was an outcome of geopolitical power, religious conflict, and the accident of which nations printed books that survived.

The modern rediscovery of the School of Salamanca corrects a grievous historical injustice and powerfully reaffirms that the principles of sound money, free markets, subjective valuation, and the limits of state power are not recent ideological inventions or the products of twentieth-century thinkers operating in isolation. They are enduring universal truths discovered by scholastic scholars seeking moral justice and societal well-being in a rapidly expanding, profoundly complex global world. The path not taken in the eighteenth century—the Hispanic liberal tradition—remains available to us. Understanding how these Spanish thinkers worked, what mechanisms they identified, how precisely they explained inflation and credit and fractional reserve banking, and why their insights were suppressed offers more than historical interest. It offers a foundation for rethinking economic policy and institutional design in an age when central planners once again believe they can mathematically model and manage entire economies, when they have access to computers and vast datasets but lack the wisdom that comes from understanding the epistemological limits of centralized knowledge. The lesson of Salamanca is that these limits are not accidental features of our current state of knowledge; they are permanent features of the human condition. No amount of data or computing power changes the fact that the preferences that drive prices are subjective, dispersed, and constantly changing. Any system that relies on central authorities to calculate prices is doomed to fail, not because planners are corrupt or incompetent, but because the task is literally impossible.
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