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"frade, Conflict, Institutional Reform, and Econamic Growth:

The Long Eighteenth Century Expansion and the Therian-American Frontier™

by Mario H. Pastorel!

The basic theorems of international trade lead economists to expect
secular world trade expansions and contractions to directly affect damestic
economic performance in the same direction. These theorems, however, assume
that trade leaves unaffected the institutional framework assumed at the
outset. Yet, the record abounds with cases which suggest that trade expansion
may eventually lead to institutional changes that will in turn reinforce the
domestic effects of the original trade expansion, and conversely. In addition,
from the recent theoretical political economy literature on changing trade
exposure and coalitions, as well as on trade and conflict, one can hypothesize
that trade expansion and contraction may also affect economic performance
indirectly, by way of their effects on coalitions and international conflicts,
which may induce institutional changes from below and above that may reinforce
the direct effects of expanding or contracting trade. Both available evidence
and econamic theory suggest, then, that trade and institutions may much as
aggregate demad and suply do in Keynesian income determination models, lead
to a simultaneous economic and institutional equilibrium.:

However, to support the contention that the theoretically specified

relationship between changing trade exposure and coalitions has in fact

! Address to the Academia Paraguaya de la Historia, Asuncién, given in Spanish on induction as Académico de
Nuimero, on 23rd March 2000. Text published in Spanish, in Historia Paraguaya, Anuario de la Academia Paraguaya
de la Historia, Volume XLII, 2002, pps 123-158, but for the tables, graphs, and maps included here.
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obtainéd its proponents have offered evidence fram the nineteenth century
world trade expansion to the end of WWI and the subsequent contraction to the
end of WWII. They have advanced little if any evidence from the previous
secular expansion and contraction of world trade, that of the long eighteenth
century and the early decades of the nineteenth, more important in some
respects. Similarly, though a recent study has found the notion that trade may
exacerbate conflict between countries witbh similar endowments and tastes that
compete for the same export markets to be consistent with the evidence for
major South American wars of the nineteenth and twentieth centuries, little
has been said about the influence that the long eighteenth century expansion
and the early nineteenth century contraction of world trade may have had in
unleashing international conflicts and, through them, bringing about
institutional changes that may have reinforced the domestic economic effects
of the original expansion and contraction.

I will focus here on the long eighteenth century expansion of world
trade and its effects on a paradigmatic Spanish American frontier colony,
distant and isolated Paraguay, on both the Indian and Portuguese frontiers.
Here, the long eighteenth century world trade expansion led to a domestic
expansion which in turn resulted in attempts to effect institutional change
from below. Thus arose the first serious expression of creocle nationalism in
the Spanish American colonies, the so-call~d "Comuneros Revolts” of 1720-1735.
However, these revolts were repressed by the Bourbons, who, after their defeat
in the Seven Years' war, recentralized political power. The so-called
Bourbonic Reforms of the late eighteenth century ensued, and have recently
been credited with bringing about an econonic boom in frontier Paraguay .’

I will argue here, therefore, that the long 18th century world trade
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expansion, in addition to inducing a damestic economic expansion through

channels that the staples growth model would lead one to expect, also led in

«
Paraguay to changes in domestic political «leavages and to opposing attitudes
regarding protection and liberalization that led to internal conflict in a
manner consistent with Rogowski's analysis of changing trade exposure on
domestic political coalitions. I will also contend that the early 18th century
rise of anti-colonial creole nationalism had military origins, consistent with
North's view that the state requires physical and ideological coercion to
curtail the free rider problem and assure compliance.’ I will furthermore
argue that the long eighteenth century expansion of world trade, by
encouraging more rapid growth in the British than in the Spanish empire, led
by way of a Gerschenkronian, game-like challenge-response mechanism to Britain
and Spain's entry into the Seven Years War, which ended with the defeat of
Spain. This is consistent with the notion I have elsewhere suggested with
Carlos Seiglie, that though competitive trade according to comparative
advantage may be expected to lessen international conflict, imperfectly
competition in international trade will lead to strategic behavior that may
encourage international conflict. In turn, international conflict can lead, as
Olson has shown, to changes in domestic political institutions and in economic
policy that by altering incentive systems for private agents and establishing
a more proper sphere for public sector activities may reinforce the positive
direct effects of trade expansion on economic performance.' Spain's defeat in
the Seven Years' war directly resulted in the Bourbonic Reforms of the 1770s
and 1780s, which recentralized political power after the Comuneros revolts.
Even so, many of the reforms proposed by the Commeros were later incorporated

into the late colonial Bourbonic Reforms.
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Following the Reforms, Paraguay's domestic economic expansion appears to
have turned into a veritable economic boom that lasted until the first decade
of the nineteenth century. However, shortly after the Napoleonic wars caused
‘world trade to begin to contract and the French invasion of Spain in 1808 led
to the collapse of the Spanish empire, creole political entrepreneurs in
Paraguay seized political power in what eventually became a new Latin American
"province-state." The world trade contraction of the first half of that
century induced a damestic contraction that together with the coalitional
change that ensued turned the contraction into a depression that ushered in
that country's 19th century experiment with "state-socialism” so called, which
really was a creole version of Bourbonic mercantilism.’ The peak that the
late colonial economy reached in the late eighteenth century was not attained
again in the national period for another century.

The portait I will offer here of the eighteenth century econamic
performance of this isolated backwater of the Spanish American empire will
differ substantially from those the best known historians of Paraguay -armed
with a different conception of what role colonies generally fulfill in an
imperial system- have preferred.’ T will also suggest that nationalism had
military origins in early 18th Century Spanish America, even though the
consensus is that it originated in nineteenth century Europe and that -
contrary to what most economists raised on the traditional/modern dichotomy of
economic development textbooks would not expect- institutional innovation did
take place in a Spanish American frontier colony in the early eighteenth
century. This paper and my earlier one on the effects of the trade contraction
of the first half of the nineteenth century -if taken together- offer a view

of the effects of changing trade exposure during the late eighteenth century
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expansion and the contraction of the first half of the nineteenth century.

In the following sections I will examine in detail the record of the
long eighteenth century, which I define as extending from 1680 to 1808. The
neoinstitutionalist staples growth model within which the analysis is
conducted will be developed in the process. Section One will discuss the
segment stretching from 1680 to 1750 that is, from the first signs of trade
revival late in the seventeenth century to the end of the Commneros Revolts
and the middle of the eighteenth century. Section Two will consider the last
six decades of the late colonial period, and will focus in particular on the
military, administrative, and commercial policy aspects of the post Seven
Years war Borbonic Reforms. Section Three gathers the conclusions and draws

some contrasts with the British American continental colonies.’

Section One.

Trade Expansion, Internal Conflict, Institutional Reform fram Below, and
Imperial Repression: Late Seventeenth to Mid Eighteenth Century Paraguay.

Economic activity quickened in Western Europe as the seventeenth century
crisis lifted, earliest of all in Holland and England, where momentous
institutional innovations obtained. Particularly important among these
innovations was the exchange of revenue for rule-making power between
sovereign and Parliament, central to the transition from absolute to
constitutional rule that first appeared in England in the late seventeenth
century. Parliamentary rule raised the costs of séeking mercantilist
regulations and consequently led to a more competitive economy. It also led to
greater stability of tax rates that increased the ability of individuals to

commit and encouraged the development of capital markets, and in those and
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other ways helped the Industrial Revolution eventually get under way.!

Dutch and British contraband trade with the peripheral Spanish colonies
of the southern cone of South America increased since late in the seventeenth
and early in the eighteenth centuries, and helped to erode the generalized
economic depression that had characterized that region for much of the
seventeenth century. The vitality of contraband trade is suggested by the 1680
founding of the Portuguese colony Sacramento on the so-called eastern bank of
Spanish South America. As Lynch puts it: "Sacramento became a huge entrepot
for English contraband: what Jamaica was to the Caribbean, Sacramento was for
the Rio de la Plata.'™ In addition, discoveries of gold and its mining in
Brazil in the late seventeenth and early eighteenth centuries and the recovery
of silver mining production in Potosi after the 1730's increased demand for
mules, cattle, and cattle by-products from the grazing lands centered on the
mesopotamia of the Parana, Paraguay and Uruguay rivers, which include parts of
today's Southern Brazil and Paraguay, Uruguay, and eastern Argentina, as well
as for yerba mate from the area north of the mesopotamia straddling the
current borders of Argentina, Brazil and Paraguay.”’ Increased exports of
yerba mate led to rising demand for cattle -which yielded the hides in which
the yerba mate was packed and the meat with which the crews that gathered it
were fed- and land. The center of gravity of the colonial economy began to
shift from the inland mines of Potosi to Buenos Aires, the port through which
the resource intensive silver and other output of the region could most easily
be traded for comparatively more capital and labour intensive European
manufactures.*

In Paraguay, increased regional demand led in the first half of the
eighteenth century to the construction of forts that improved security against

equestrian Indian attacks from the west. Greater security facilitated navigation
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downriver towards the River Plate and generally encouraged economic activity."
Paraguay had a comparative advantage in resource-intensive goods produced by
using abundant resources like yerba mate forests and grazing land. Higher exports
of these goods led to increased demand for the natural resource inputs needed for
their production, which were extracted under different property rights regimes.
Yerba mate was extracted from royal forests by private entrepreneurs licensed by
the crown, but the yerba mate forests themselves remained state property, that
is, private property rights were not defined over them. On the other hand,
prospective cattle ranchers could obtain royal grants of lands on which to
graze their heards. The grantees could become private proprietors of the lands
they initially received in usufruct by fulfilling certain conditions. The first
royal grants of land for private cattle raising made in Paraguay coincidentally
date from the 1670's. Recipients of these land grants subdivided them and rented
them out to owners of cattle stocks. That is, a form of share tenancy arose.
Finally, the commonly-owned lands of Paraguay's pueblos de indios were also
sought after by non-Indians. These "forasteros” so-called married into the
indigenous commumities to obtain access to their lands b

The population at the beginning of the period was made up -at one end of
the ethnic spectrum- of the indigenous people who had survived the drastic
population decrease of the sixteenth and early seventeenth centuries, the African
and black slaves reexported to Paraguay from Brazil, and the manumitted free
blacks and mulattoes. At the opposite end were the Spaniards, the Spanish
American "criollos” (American-born children of 'Spaniards), and the mestizo
offspring of Spanish and Indian unions. Many mestizos in effect became "criollos™
during the seventeenth century, because Spanish migration to Paraguay was very

small. Spaniards, Spanish-American criollos, and mestizos could hold encomiendas,
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restricted grants of indigenous labor made by the crown to private Spaniards in
exchange for the payment of taxes and for military service contributions, but
these encomenderos were now a distinct minority. Those who did not hold
encomiendas largely made up the peasantry, which was now the majority of the
population.®!

Most of the indigenous people were confined to towns of their own ("pueblos
de indios”) for collective taxation and other purposes. Those entrusted to
Spaniards and confined to towns founded by Franciscan friars early on were
relatively fewer now than those living in the Jesuit missions that were founded
beginning in the early seventeenth century. Neither the privately owned African
and black slaves nor the balck freedmen were to be confined to towns, but by the
end of the colonial period three towns of black freedmen ("pueblos de negros™)
had arisen, for public finance reasons similar to those that gave rise to the
"pueblos de indios.'

The population of the province rose as a result of both natural increase
and immigration. Surveys for 1682 and 1782*1792 allow us to closely approximate
the provinces' total population as well as its ethnic composition at the
beginning and the end of the period under consideration. The 1682 survey puts the
total population at 38,666. The administrative jurisdiction of Paraguay included
the Spanish towns, their towns of Indians subject to encomiendas, and the Jesuit
mission towns, most of which were not subject to the encomiendas.'' According
to the late eighteenth century surveys, after the expulsion of the Jesuits the
population approached 100,000, reaching 96,630 in 1782 and 97,480 in 1792.
Roughly speaking, therefore, the population of the province increased 2.5 times

over the course of 12 decades.

The indigenous population -as well as the population of the province
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in general- rose in the late seventeenth and early eighteenth centuries, largely
because the indigenous population of the Jesuit missions increased by more than

that of the Franciscan misions decreased. The Jesuit mission population increased

rapidly following the commutation of their encomienda labor services for money

payments and military service between 1660 and 1680. On the other hand, the
Franciscan mission population -which was still subject to rendering labor
servicies to some Spaniards and mestizos in lieu of the tribute they owed the
crown but was not required to render military services- continued to decline
until the 1730s.'! The mestizo population in particular and, therefore, the
mestizo peasantry, continued to grow.’! Spanish-American immigration from

adjoining provinces was also attracted to the province as demand for exports and

imported inputs increased.?



The military power of Paraguayan settlers was also relatively high and
comparatively diffused, because Paraguay was located on the empire's Portuguese
and Indian frontiers and because the absence of silver in Paraguay had led the
crown to delegate the provision of defense services onto the settlers,
respectively.? In addition, from its very inception the province of Paraguay
had enjoyed a "special dispensation,” that of electing its own governor when the
office was left vacant by the individual the crown had designated, subject only

to eventual royal confirmation.?’ This most unusual expansion of the rights to
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self government in Spanish America is attributed to the fact that great distances
separated Spain from Paraguay and transportation and commmication difficulties
kept local officials from consulting with the crown before making pressing
decisions. Having both the legal right to a measure of participation in
government and the means to enforce it, settlers of Paraguay frequently exercised
the special dispensation in the sixteenth and seventeenth centuries. On occasion,
settlers would forcefully depose sitting governors in order to exercise their
special dispensation. Settlers of Paraguay, therefore, earned a well deserved
reputation as an unruly lot.

Confrontations between governors and settlers arose as a result of
frictions traceable to a number of sources. Particularly relevant in the case at
hand were the sale of gubernatorial and mmicipal offices as well as the conflict
between recentralizing Bourbon viceroys eager to assert their authority over
regional courts of appeal (the Audiencias) and municipal councils. The purchase
of offices gave governors an incentive to recover the investment they made in
acquiring the office by using their rule-making power for personal gain.
Municipal office holders found a way of begueathing the offices they had
purchased through the simple subterfuge of letting outgoing members of the
municpal councils elect the incoming members. While the governor's commercial
excesses sparked the Comuneros revolts in the 1720s, the conflict between Bourbon
viceroys and governors on the one hand and the Rudiencias and municipal councils
on the other led to the spread and radicalization of the revolts in the 1730s.

The Comumneros revolts were in fact sparked by ‘the actions of a governor who
was seeking to recoup the investment he had made to purchase the office and whom
the settlers contended favored the Jesuits at the settlers' expense.”’ When he

sought Jesuit support the settlers’ revolt turned into a conflict with the




o

12

Jesuits as well. These had became a military power of consequence after Jesuit
mission Indians were exempted from the encomienda and were allowed to carry
firearms. The Jesuits became, to the settlers, a2 state within a state.

gettlers and Jesuits had struggled before. In the seventeenth century,
however, they had fought over control of indigenous people. Now they fought over
1and rather than labor, and what they regarded as unjust tax exemptions that the
crown had granted the Jesuits and which diminished the caompetitiveness of
Paraguayan products in the regional market. A similar revolt arose in the
neighboring province of Corrientes.

Relatively larger landowners led the first phase of the Comuneros revolt,
consistent with Rogowski's framework. The settlers primarily demanded the
expulsion of the Jesuits from the cattle raising lands between the Parana and the
Tebicuary rivers, liberalization of trade restrictions with the Jesuit missions
that the colonial administration had imposed, and the curtailment of preferential
tax treatment granted to the Jesuit missions. During the second phase, however,
leadership of the movement passed onto the hands of the lower rank leaders of the
militia of poor and landless peasants laden with military duties, and the revolt
changed aims. It ceased to primarily seek liberalization, and began advocating
wealth redistribution towards smaller landowners, who had become more numerous
as a result of population growth and made up the bulk of the militia.? It also
demanded that the sale of provincial offices be ended, and that these offices be
reserved for natives of the province who would be elected to their posts by
residents of the province, a demand that would‘be echoed by the independence
movement of the early nineteenth century. In the process, the settlers asserted
the supremacy of the common folk over the king, challenging the authority of the

crown to the point of appointing a Junta CGubernativa and executing the governor
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the crown sent to dissclve it.

Significantly, this is the first time that lower rank leaders of the
militia took independent action of this kind.'" Though the settlers earned a
military victory over the colonial administration and the supporting Indian
armies from the Jesuit missions, the colonial administration eventually defeated
the revolt and exemplarily punished its leaders.!

Local militia leaders furnished the defense services whose provision the
crown had shirked for umprofitable. In effect, then, the settlers were
alternative providers of these services and, in a sense, competitors of the
crown. Creole public entrepreneurship in Paraguay, therefore, may be said to be
military in origin. Conversely, the military origins of Paraguayan public
entrepreneurship has a lot to do with the formation of Paraguay's sense of
nationhood and the development of a separatist conscience there. This observation
may also be applicable to other Spanish American frontier colonies.?

Theoretical reasons would lead one to expect just such a connection between
providers of public goods like defense and ideologies of nationalism. National
defense providers must have a comparative advantage in the supply of coercion,
which is also a required input to enforce property rights and curtail the free
rider problem that arises when governments tax individuals to finance the
provision of defense and other services. However, physical coercion alone does
not suffice to curtail the free rider problem and has to be supplemented by
ideological means. Collective action entrepreneurs, therefore, are likely to seek
to persuade the individuals they defend of the'desirability of the defense
services they provide and of the need to comply with the taxes levied to finance
their provision. To that end, they may stress an us-versus-them attitude. That

is, they are likely to give rise to an ideology of nationalism, and to use that
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ideology as an ingredient in the formation of a nation out of the different
groups that settle the area defended and taxed. The ideclogy of nationalism,
therefore, may be expected to precede the nation rather than to follow it.”

Were the Comuneros a modern phenomenon similar to other eighteenth century
rebellions or should we conclude from the fact that they had an antecedent in the
sixteen fourties that they were an anachronism? To the extent that the Comuneros
Revolts were a consequence of increased exposure to world trade during the long
eighteenth century they belong with other similar phenomena of the eighteenth
century and are a modern phenomenon. The fact that settlers and Jesuits also
fought during the seventeenth century crisis should not lead to the conclusion
that they were an anachronism, for the earlier confrontation was over indigenous
labor and its protection, i.e., was of a different nature. Under conditions of
world trade contraction we would expect owners of scarce factors to actively seek
greater protection. The crown owned indigenous labor in the sense that it had a
claim to collecting part of its earnings as tribute, and the colonial
administration actively sought the spread of Jesuit missions.

Following the province's ill-fated "Commeros Revolt,” however, the crown
did away with the special dispensation and otherwise recentralized political
power. From then on, only the colonial administration named and removed
governors. The practice of selling both gubernatorial and municipal offices
appears to have ended. Furthermore, the colonial administration began enforcing
a seventeenth century policy to grant no new encomiendas and force vacant ones
to revert to the crown. Coincidentally, the population of the Franciscan missions
began to increase, albeit slowly, just as it had happened with the indigenous
population of Jesuit mission after it was exempted from encomienda services

between 1660 and 1680.' In the absence of a standing army, the policy not to
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grant new encamiendas and to force vacant ones to revert to the crown would
necessarily mean that the population of the province would be forced to bear a
greater military burden.

Let us now turn to the consequences of the Camuneros revolts on the Jesuit
missions. The two major Comumero onslaughts against the Jesuit misions are
clearly corrrelated with two episodes of drastic population decline in the
missions, the precipitous one observable in the 1730s from nearly 150,000 to
close to 75,000 in particular. The Jesuit mission population recovered in the

1740s, but exceeded the 100,000 mark only slightly, and very briefly.

Section Two. -

The Seven Year's War, Institutional Reform from Bbove, and the Late
Colonial Boam, 1775-1810.

In the second half of the eighteenth century the British econamy grew more
rapidly and the Industrial Revolution got underway, which led to greater imperial
competition and to the Seven Year's War. Maria Therese of Austria joined France
and Russia against Frederick the Great of Prussia, whom Britain then supported.
Although the French were defeated by the British at Quebec in 1759, suggesting
what the war's final outcome would be (i.e. that the French would be out of the
New World and India), Spain belatedly entered the war on France's side, in 1761.
In 1762 Britain took Havana and Manila. Spain lost Florida to Britain but in
compensation received Louisiana from France. Britain encouraged emancipation of
the Spanish American colonies. To the British challénge Spain responded with the
Bourbonic Reforms, which were both military, administrative, and economic.?*

The fall of the indigenous population of the Jesuit missions decreased the

missions' usefulness to the crown as a source of tax revenues and military
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services. Perhaps for that reason the crown made a serious effort to solve
eastern boundary problems with the Portuguese. The settlement of these boundary
questions, however, required dividing administrative jurisdiction over the Jesuit
‘missions between the Spanish and the Portuguese, which provoked the so-called
Guarani wars. Bs a consequence of these wars, the population of the jesuit
missions declined again.

The indigenous populaton decreases resulting from Comumneros revolts and the
Cuarani wars, as well as the prospective settlement of the eastern boundaries
contributed to the Jesuit's expulsion in 1767. It is perhaps no accident that few
years separated the expulsion of the Jesuits from the signing of the 1777 Treaty
of San Ildefonso between Spain and Portugal, by which the frontiers in the area
under consideration were agreed.

Administered after the expulsion by the colonial government, the former
mission system began progressively to disintegrate, as can be seen from Table 1.
"Mission Indians" did not return to the forests, as some argued, but spread all
over. Many former mission Indians became free artisans and peasants.” Though
large numbers of indigenous people then became potentially available for
entrustment, privately held encomiendas did not regain their past importance. The
Jesuit ranches devolved to the care of the state as well.

As more indigenous people left the former Jesuit missions, monitoring their
adherence to social restrictions imposed on them to enforce racial distinctions
and privileges became more difficult. By simply wearing Spanish clothing, for
example, indigenous people could evade a number of bbligations. This contributed
to the continued decrease of the proportion of people considered indigenous,
which Table 1 shows fell considerably. Some of these former Jesuit mission

Indians, who had become skilled artisans in Mission workshops, migrated to the
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urban areas, but many settled on the land, because demand for land intensive
products, yerba and tobacco most prominently among them, was high. The post
Cammneros recentralization of political power, therefore, had numerous
implications much before the reforms of the late 1770s and 1780s.%*

The Bourbonic reforms created the Viceroyalty of the River Plate out of
part of the Viceroyalty of Perti, with Buenos Aires as its seat. The Buenos Aires
garrisons were reinforced by larger silver subsidies from the Potosi treasury and
men from the outlying provinces, Paraguay among them. The Edict of Free Trade
(1778) lifted some of the inter-provincial trade hindrances imposed by the
Habsburgs in the seventeenth century and further encouraged economic activity in
Paraguay. Also, government by Intendants improved tax collections and the
delivery of government services, defense included: to that effect the military
structure was reformed, which in turn implied the reform of the encomienda
system. As the encomiendas progressively disappeared, the self-financed
encomendero-led militias gave way to a semi-professional, salaried officer corps
largely paid out of royal revenues. In Paraguay, the old "urbano” system was
strengthened by the "filiado” system, a corps of semi-professional, salaried
officers drawn from among the scions of old land-owning families that took over
the leadership of the militias in 1801.% As already noted, the encomiendas were
outlawed shortly thereafter, in 1803.%

In addition, to defend the northern frontier against perceived Portuguese
territorial expansion, the two largest fortresses of the colonial period were
built in Paraguay during the last decade of the eighteenth century.’ There were
also twenty guard posts in 1806, River patrols complemented forts and
guardposts.'' The secured area expanded considerably, and allowed the settlement

of the entire littoral of the Paraguay river.'' Command of the peasant militias
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was now in the hands of a salaried semi-professional officer corps paid from
revenues derived from increased interprovincial and foreign trade as well as from
land rent. From among these military officers arose most of the leaders of the
movement that seized political power when Spanish rule collapsed in 1811.%

The Reforms centralized political power in the colonial bureaucracy and
reorganised the military structure so that it more closely resembled a standing
army. Absolutism increased and coercive power became more concentrated in the
hands of the state. As a result, no revolt comparable to that of the "Comuneros”
again arose during the remainder of colonial rule. Only after the British
invasions of Buenos Aires and Napoleon's invasion of Spain undermined Spanish
imperial power did grumbling against trade restrictions similar to those that had
surfaced during the Comuneros revolts arise, but there is no evidence that
anything remotely like the second phase of the Comuneros revolt again obtained.

The liberalization of trade of the late 1770's, by eliciting greater
regional trade, called forth still greater production of yerbamate in the north,
of tobacco in the east and, in the south and southeast, of cattle, used as an
input in the yerba industry.!” Exports of yerba mate, Paraguay's main staple,
increased particularly rapidly; those of hardwoods and tobacco increased as well,
but more slowly. Asuncién yerba mate exports were only 26,429 arrobas in 1776
but averaged 195,102 arrobas per year from 1792 to 1796 and 271,322 arrobas per
year from 1803 to 1807. Foreign demand for exports of hardwoods was also high
due to the fact that the rising regional trade increased demand for riverain as
well as overland transportation, and the populatién of Buenos Aires was growing
rapidly. Imports also increased but they remained substantially below exports.

Increased production and exports attracted capital from outside the

province and raised the demand for financial services. The Church had previously
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played a role as a financial interrhediary, even though it was never very strong
in this poor frontier colony, but in the wake of the Reforms the state itself
strove to furnish several types pf financial services, among them the so-called
"]ibranzas." The resulting competition between Church and state suggests that
frictions between them may have developed.

Paraguay was the main source of yerba mate, hardwoods, and tobacco for the
viceroyalty; both yerba mate gathering and logging thus increased at several
points along the Paraguay river, as did shipbuilding and cartbuilding. Costs to
the government of enforcing the terms of the licenses it issued to private
entrepreneurs who exploited yerba mate and hardwood forests were high. These,
therefore, were exploited much as a commonly owned resource, which led to
deforestation, in a manner consistent with expectations based on the economic
theory of common property resource use.! On the other hand, tobacco was the
rﬁain cash crop of mestizo, guarani-speaking small peasants, who grew it alongside
subsistence crops on farms that in effect were privately owned, even though few
peasants had clear title to the lands they cultivated.

Yerba production and hard-wood logging also required large inputs of
cattle and, therefore, grazing lands, which were still available in the south
east and were now availabe in the north as well. Privately owned ranches were
formed, in the south from lands and cattle abandoned by the Jesuits. The state
also sought to establish royal cattle ranches, to help defray the costs of
defense arising from the expansion of the yerba and cattle frontiers; two
"estancias del Rey" (royal ranches) thus emerged where troops could raise horses
and cattle and grow crops, to help equip and feed themselves, one on the "Lower
Coast,” the other on the "Upper Coast" of the Paraguay river.!’ The colonial
administration remunerated military commanders in land, granted according to
rank. For this reason, as well as because of their access to indigenous labor,

military commanders became relatively prominent among northern cattle
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ranchers.! Azara observed that "ranches in Paraguay were smaller than in
Argentina, and the cows tamer and fatter." However, the absence of surface salt
("barreros”) and the climate itself made cattle raising relatively more
difficult in Paraguay than in more southern provinces of the viceroyalty. Thus,
late colonial Paraguay was a net importer of cattle.!

The greater domestic and foreign demand and the greater derived demand for
land and labor helped expand the land frontier. Voluntary migration to the more
rapidly growing yerba mate and cattle ranching areas of the north from within and
without the province accelerated as well. A comparatively large intra-provincial
migration is observed, of landless peasants from the southern mission towns

abandoned by the recently expelled Jesuits to the yerba area in particular.
Immigration from other provinces of the Viceroyalty and fram Spain is also
evident. New towns were formed, the land frontier was pushed farther out.® More
free peasants tended to devote a greater part of their time to working for wages
in the yerba trade and progressively abandoned the old custom of growing two
crops per year.'

Involuntary migration also increased. Table 4 suggests that as the supply
of coerced indigenous labor available to private agents declined African slaves

were resorted to in greater quantities. The expansion of cattle production also

increased demand for chattel slaves, who were used predominantly as overseers of

cattle crews.’? Vértiz, second viceroy of the River Plate, first authorized the

import of African slaves and complete freedom to import black slaves into the
River Plate was granted in 1791." African slaves predominated in the private
sector. The colonial administration also owned black slaves. After the Jesuits
were expelled, the substantial number of :laves they owned -along with their
other assests- became state property and were assigned to the Colegio Seminario
de San Carlos. However, state enterprises :till relied more heavily on coerced

indigenous labour.’* The state had made use of indigenous corveé labor for a
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variety of purposes before it began to encourage public enterprises in the
eighteenth century, which according to Hamilton was the main difference betwsen
Spanish mercantilism before and after 1700, and it was only natural that it
should resort to coerced labor to staff these enterprises. Wages rose as well,
partly because the late colonial trade expansion had raised the demand for labor,
and the government sought to stimulate state-enterprise production of goods it
deemed important for military or public finance reasons. The holding of
encomiendas by individuals, though much diminished, was not abolished until 1803,
and use of coerced indigenous labor continued in state enterprises after
abolition of the private encamiendas.

Among state enterprises established as part of the Bourbonic Reforms was
the Royal Tobacco Monopoly. In the Viceroyalty of the River Plate tobacco
cultivation was allowed only in the province of Paraguay. The other provinces of
the Viceroyalty could only buy Paraguayan tobacco. The Real Renta del Tabaco then
established itself as the single buyer of export quality tobacco in Paraguay and
the single seller of this tobacco in the other provinces of the Viceroyalty. That
is, the Real Renta established a monopsony on export-quality tobacco as well as
a state tobacco factory to produce "black twist" with Indian labor from the
encomiendas that had reverted to the crown after the Comuneros revolts. Other
state enterprises were also established that used coerced indigenous labor, the

cable factory for one."

The colonial administration also assigned coerced
indigenous laborers to certain private firms it wished to encourage, shipbuilders
in particular.’* Thus, the use of coerced labor in state enterprises, therefore,
was simply a logical extension of a well established practice rationalized on
public finance grounds. That the colonial administration should have retrieved
the remaining encomiendas and used them in state enterprises like the "Fabrica

de cables” and the "Estanco del Tabaco’ is consistent with the notion that the

the colonial administration did not forfeit its right to collect tribute from
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Indians merely because it retrieved private encomiendas.

Consider now military implications of the interplay between tcbacco, the
small peasantry, and the colonial administration. The Real Renta del Tabaco
prohibited the cultivation of tobacco everywhere in the Viceroyalty of the River
Plate except in Paraguay. Bll other provinces of the Viceroyalty would be forced
to buy Paraguayan tobacco. The Real Renta the established a monoposony of the
vile weed inside Paraguay and a monopoly on the sale of Paraguayan tobaco in the
other provinces. Expecting a large volume of tobacco sales, the RR contracted
with Paraguayan producers to buy tobacco fram them at a price that was not much
higher than that these producers had previously been able to get for their ocutput
but that had the virtue of being fixed. In addition, the Renta did not initally
restrict the quantity of tobaco that its Paraguayan suppliers could produce. That
is, the Renta absorved some of the risk tobacco growers previously faced. This
led peasants to overproduce tobacco and forced the Renta to overstock it. When
the Renta could not sell its accumulated inventories it reneged on its previous
commitment to buy all output. Subsequent royal attempts to induce peasants to
furnish the Real Renta with tobacco succeeded only in 1800, when the Real Renta
offered those who would commit themselves to supplying it with a certain amount

7 predictably, numerous prospective

of tobacco exemption from militia service.
tobacco suppliers registered themselves with the Renta as prospective suppliers,
and were exempted from military service. However, they tended not to fulfill
their contracts. The game was to register oneself as a Real Renta tobacco
supplier, obtain exemption for militia service and then claim that the weather
destroyed the crop. The decreased reliability oﬁ the militia for provincial
defense purposes increased the relative importance of the filiado corps.

The greater demand for staples and the fixed price for tobacco together

with the concomitant exemption from militia service led to an increase of the

small peasantry and, therefore, of the land frontier, and increased the relative
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importance of small peasant proprietors even if it introduced a certain
concentration of land and greater social differentiation. Correspondingly, the
land market became more active: land prices rose, land rents, tenant-farming, and
landless laborers appeared, and the frontier was pushed farther out. During this
period, the lands of the pueblos de indios were increasingly encroached upon by
strangers ("forasteros™), but Indian towns continued to be formally segregated
until 1846, when they were formally dissolved.!

Rapidly rising exports led to a surplus in the balance of trade, which was
reflected in a net inflow of specie, and a conseguent increase in the money
supply, to which cash payments to the new provincial bureaucrats and
semiprofessional officer corps contributed. These increases in the money supply
were absorbed partly by the greater volume of trade and partly by a price level
increase. To the extent that yerba mate and other commodity moneys did not
function efficiently as media of exchange by comparison to silver coin, the
surplus in the balance of trade may have led to an increase in the volume of
final goods transactions. However, it is clear that increased economic activity
predates the reforms of the late 1770s and that the market was fairly extensive
despite the relative absence of silver coin, which suggests that commodity moneys
served fairly efficiently as media of exchange.”’

That a considerable inflation may have been observed is suggested by the
fact that landowning families appear to have held significant hoards of silver
plate. Conversely, such hoarding -by decreasing the stock of money- may have kept
inflation below levels it might otherwise have reached.®

The old land-owning families and the newly afrived immigrants entered into
a mutually beneficial division of labour and intermarried. The landowners raised
cattle in the countryside while the immigrants concentrated on the yerba mate
trade and urban commercial activities, though neither appears to have specialised

completely. However, the immigrants' influence on the Asuncidn cabildo tended to
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increase at the expense of the landowners who had formerly dominated it, which
resulted in same conflicts between them. The colonial economy continued to boam
until the European wars disrupted trade.®

Clearly, economic conditions had improved substantially in Paraguay in the
first decade of the nineteenth century relative to the late 1770's, when a royal
inspector reported that the Province "needed redemption.” It can also be affirmed
withou hesitation that late colonial economic activity far outstripped that of
the early national period."

The nature of provincial political intercourse changed as a result of
the late colonial economic expansion. The expansion of foreign trade altered
traditional political cleavages. Increased yerba harvesting and cattle ranching
improved the fortunes of pursuers of those activities, but had deleterious
effects on agriculture, that of tobacco in particular. Rising wages in the yerba
industry bid some labourers away from tobacco growers while the royal tobacco
monopoly lowered domestic tobacco prices. Also, expanding cattle herds could not
but have negative externalities on peasant plantings in the era before barbed
wire." Furthermore, by reforming the military system, the Bourbons helped to
create a simiprofessional military that relied on government revenues for its

support.

Section Three. Conclusions.

The long eighteenth century world trade expansion, therefore, had positive
economic and institutional effects even in distant, isolated Paraguay, leading
to both institutional reform movements from below'and from above. Most of the
characteristics of the movements for institutional innovation from below
observed towards the end of the first third of the eighteenth century can be
accounted for by changing exposure to world trade and relative factor

proportions, but a part was also played by conflicts that arose from attempts to
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redefine rights over resources that were accruing rising rent, and by public
finance policies. However, the Bourbons quashed the Commeros uprising and
recentralized political power. They were not again similarly challenged until the
Spanish Pmerican empire collapsed.

The Bourbonic recentralization, however, did have some positive economic
and even institutional effects. The sales of offices ended. The expulsion of the
Jesuits essentially opened the missions to commerce with outsiders and allowed
the settlers to penetrate the lands between the Parana and the Tebicuary. This
fulfilled two of the main demands of the Cammeros: it increased the supply of
land to the settlers and liberalized the markets for goods of the Mission towns.

The Bourbonic reforms properly speaking also had liberalizing aspects. For
example, the abolition of the repartimiento de mercancias in Indian towns
eliminated the monopolistic and monopsonistic control that Spaniards previously
exercised on those markets. In addition, the military reform did away with the
encomienda and freed numerous non-Indians from the requirements of military
service, even if at the same time it set up the basis for what would become the
first early national standing army that buttressed the dictatorship of Jose
Gaspar Rodriguez de Francia. Although the Indians freed from the encomienda
continued to owe tribute to the state, which could therefore compell them to work
in state enterprises the Bourbons encouraged, the 1803 abolition of the
encomienda liberalized the labor market. State enterprises like the Royal Tobacco
Factory actually helped decrease the burden of military services on the
population. The military reform also helped increase security against Indian
attacks and policing against cattle rustlers in the‘country side. Rural dwellers
benefited from law and order. Themilitary reform and state enterprises, together
with the military reform helped increased the supply of labor.

The export-led economic expansion in turn benefitted owners and intensive

users of abundant resource whose demands for further liberalization are clearly
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evident in the beginning of the transition to the early national period. But as
I have suggested elsewhere, this progressive coalition collapsed in short order,
because the world contraction world trade gave political impetus to conservative
social sectors that benefitted fram protection and led the transition to the
early national state socialism, which further accentuated the recession and must
be regarded as an institutional regression.®

Whether the Commeros could have been successful or would have followed a
political path similar to that the thirteen colonies British Continental colonies
did is difficult to say. It is, however, clear that contrary to what was the case
in British America, the Bourbonic recentralization reimposed political absolutism
in Paraguay. It is also clear that after a brief interlude following the collapse
of the Spanish empire Bourbonic absolutism and mercantilism reappeared in early
national Paraguay as the country's "state socialism” so-called. This neoborbonic
early national regime contributed to the collapse of regional federative
attempts, which together with the contraction of world trade of the first half
of the nineteenth century brought about the Paraguayan Great Depression of the

19th Century.
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Main Settlement Areas North and East of Asuncidn, ca. 1628
Source: Garavaglia (1983, p. 123)
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Table 1
Paraguay's Population, Indigenous and Non-Indigenous: 1682-18

16o2 1761 1795 1646
Popuiation considered 30323 52647 32018 1200

indigenous

Population considered o943 30531 76052 237662
nen-indigenous

Total population 20266 BS178 108070 258eel




Legend:

Figure 2

Indian Towns and Franciscan Reductions, 1635-1670.
Source: Garavaglia (1983, p. 137)
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Figure 3
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Las misiones jesuiticas en Sudamérica fueron principalmente de frontera.

A las relacionadas con el territorio de Brasil cabe agregar las del Orinoco.

{Cfr. Bruno, o. cit., pig. 254.)
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Towns Founded in Paraguay in the Late Colonial Peried {1780-1800).

(4 4]

Name of Town  Year of Founding  Population

Lambare 1766 8es
Limpio 1785 1769
Cconcepcion 177G 1551
lcuamandivu 1736 979
Hiaty 1773 1232
Yacaguazy 1725 hot
Boby 1785 4z7
Arrovos 1781 1287
Cariy 1770 654
Ibitymifi 1700 o0
Caacups 1770 733
Cuarepoty 1783 540

L]
i}
]
o
]
)
el

|
[

A1
oo

|

San Lorenze 1775 172

Femolinos 17T 58
Quiguihc 1777 1146
Acaay 1783 252
Caapucy 1767 G55
Neembucu {Filar 1775 170
Laureles 1756 e 1
Tacuaras 1751 520

Source: Azara (1961), cited in Mora Merida (1974}, p.76
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