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“[M]any students here struggle hard enough with the present, let alone with history. They just care about the world around them. […] How would you make history come alive?”.


“History isn’t something you need to bring alive. History already is alive. We are history. […] History is everyone. It is everything. It’s that coffee. You could explain much of the whole history of capitalism and empire and slavery just by talking about coffee. The amount of blood and misery that has taken place for us to sit here and sip coffee out of paper cups is incredible”.


“You’ve put me right of my drink”.


“Oh, sorry. But the point is: history is everywhere. It’s about making people realise that. It makes you understand a place”.


“Right”.


“History is people. Everyone loves history”. […]


“Are you sure about that?”


I offer a small nod. “It’s just making them realise that everything they say and do and see is only what they say and do and see because of what has gone before”.


Matt Haig, How to Stop Time.




Foreword


As head of the Department of Law & Humanities of ESIC Business & Marketing School —soon to become ESIC University—, I welcome this History of Spanish Institutions, which has been written by a team of renown professors of our department.


The modern didactic approach followed by the authors, their understanding of institutions in a broader sense than usual, paired with a notable effort of synthesis —condensing the relevant historical events to the minimum necessary for understanding their evolution— has resulted in a basic tool for the study of this subject that will give students fruitful results, even if they have very heterogeneous backgrounds in Spanish history.


Another significant advantage of this handbook —in my opinion probably the most outstanding one—, lies in the boxes at the end each chapter, which contain examples of “soft” institutions that allow students to easily project institutions from the past into the present, thus accomplishing one of the central goals pursued by the authors, namely, as can be observed in the opening quote, that readers may comprehend the direct effects of history on the way that we see, think, act, and understand the world surrounding us.


It is also worth mentioning that this handbook suits both undergraduate students from English and Spanish degrees, as the present volume is published simultaneously in a Spanish and an English edition, thus making its content accessible both to Spanish and foreign readers interested in the institutional history of our country.


The text very much benefits from the authors’ broad experience as lecturers and researchers in the fields of law, history and economics. Their interdisciplinary approach, which has become the prevailing one in the field of social sciences to which this handbook is ascribed, has allowed them to write a book that is, at the same time, a useful instrument for studying and a very enjoyable reading.


For all these reasons I congratulate the authors of this book, and especially its co-ordinator, the distinguished polymath Professor Thomas Baumert, who, together with Professors Carmen Paradinas and Andrés Sánchez, has written a monography to which I predict such an excellent reception by students as it has already received from their academic peers who, like me, have had the privilege of reading the manuscript.


ESTHER VALBUENA GARCÍA


Professor of Law


Head of the Department of Law and Humanities


ESIC Business & Marketing School




Preliminary note: On the structure and use of this handbook


The present book intents to offer students of Bachelor degrees in Management, Economics and other related areas, a succinct overview of the evolution of Spanish institutions, embedded in their corresponding historical background, ranging from the first human settlements on the Peninsula to the present time. Thus, each chapter is divided into two main sections: a first one in which the historical context of each period is exposed, followed by a second part in which the main institutions of that period are enumerated and briefly explained.


In order to facilitate the study, keywords are highlighted in bold letters, while additional —but in terms of a possible exam question less relevant— information is boxed.


Each chapter ends with a box explaining a soft institution, starting with the names of Spain, and continuing with its symbols, different heraldic, numismatic, phaleristic and bibliographic examples, an overview of some economic institutions such as the Spanish Central Bank, et cetera, —exception made of the national anthem which has been so aptly described by García-Mercadal (2019:179) as “a silent metaphor of a weakened national consciousness”—, which are complemented in most cases by some curious, less known facts about them, aimed to raise student interest in discovering the different ways institutions are not only present in today’s society, but play a role in each of their lives, shaping the way they see, talk, think, behave and act (see the opening quote).




Symbols, when strongly interiorised by citizens and adequately managed by policymakers, can constitute a rich factor of social integration and a very powerful intangible asset of a nation in its relations with the international community, business transactions included.


(García-Mercadal, 2019:27)





Also, in order to ease the reading and studying of the text —exception made of a few verbatim quotes in chapter 1 due to its strictly theoretical content—, no references have been included in the main body of the text. However, all relevant sources and materials employed in writing each chapter are listed at their end in order to enable the curious reader to further delve into any question of their interest. An important effort has been made by the authors to include a representative sample of both English and Spanish books and articles on each topic, although, for obvious reasons of specialisation, the Spanish literature occasionally prevails.1


Following the criterion adopted in the official English translation of the Spanish Constitution, we will use the Spanish term Cortes or Cortes Generales (to differenciate it from “Courts”) throughout the book.2


Regarding the organisation of the book, the different chapters have been designed in such a way as to present a similar structure and extension, although the timespans covered by them vary extremely (from 1.5 million years in chapter 2, eight centuries in chapter 5, to only 40 years in the chapters 11 and 12), as more recent historical periods not only count with many more sources —thus drawing a sharper picture—, but are also more relevant in terms of their impact on current Spanish society.


The history of institutions is the discipline that studies the laws and norms that regulate the way that political and administrative organisations work. These norms are those of public law, and as such, the history of a nation’s institutions originally equalled the history of its Public Law. In constitutional regimes these regulatory principles are established in the constitution, so that in older handbooks the history of institutions was described as Constitutional History, or, to use a well-suited expression of that time, as “an emancipated daughter of the History of Law”.


As will be shown in chapter 1, institutions are a crucial factor in explaining economic prosperity. Thus, it would seem appropriate to stress, even if only briefly, each period’s economic development. However, as this handbook is aimed primarily at students of Economics, Management and related degrees, whose syllabi usually include a specific course in economic/business history, we have intentionally omitted this area in order to avoid redundancies between both courses. Yet some obvious overlapping remains; hence, the general references included at the end of the book also list some basic works on Spanish economic history that complement the present text. That being said, the reader should always bear in mind that history, as any field of social science, only represents one aspect of a multidimensional reality, so that any attempt to compartmentalise it will be futile or will induce an undesirable bias. As the noted economist and sociologist Joseph Alois Schumpeter stated:


“Social facts appear to be unitary. From that immense stream the ordering hand of the researcher picks out violently aisled facts. […] But there is no exclusively “pure” reality [in social science]; there will always be other —often more important— facets to be considered”.3


Finally, and while the handbook has been conceived together by the three authors, each one has contributed specific chapters, according to the following scheme: chapters 3, 4, 6 and 12 have been written by Prof. Carmen Paradinas; chapters 5, 8, 9 and 10 are due to Prof. Andrés Sánchez; while the remaining chapters (1, 2, 7 and 11) have been written by the undersigner, who has also acted as co-ordinator of the work. All three authors would like to thank the team of the ESIC Press —especially Gema Bolaños, Arancha Rivero and Jesús Domínguez— for their support and good work, express their deep gratitude to Professor Pedro Galván for contributing the excellent drawing that accompanies and complements the opening quote, and are thankful to Laura Orbe Valls for reading the first draft of the book and for her careful revision of the final text.


THOMAS BAUMERT


Madrid, 16 January 2020




Chapter 1
Introduction: Why institutions (and their history) matter




1.1. Why institutions matter.


1.2. Institutions: definition and classification.


1.3. Non-institutional factors that affect development and growth.


1.4. References.





 


1.1. Why institutions matter


Institutions —we distinguish between economic, defensive/military, legal, socio-political and religious ones (Perpiñá, 1958)— matter. And not only by playing a crucial role in any nation’s political development, but also by significantly catalysing its economic progress, as has been proved by many empirical studies. The reasons for this are manifold, but may be summarised in the following points:


One of the first authors to refer to institutions in social science was Giambattista Vico in his Sciencia Nuova of 1725.


• Institutions may help to accumulate production factors (for example, favouring savings by stimulating citizens to invest in private pension funds).


• Through the education system, institutions will also affect the quality of those factors, such as labour (that is, human capital).


• Institutions not only determine the general economic model (for example a free market vs planned economy), but also set the specific rules for its functioning (e.g. by setting the legal opening times for shops, facilitating the creation and closure of firms, et cetera).


• In addition, institutions will favour —or, on the contrary, hinder— international commerce (for example, by levying taxes on imports, setting trade quotas and other barriers, et cetera), another crucial factor for economic growth and development.


• Institutions play a relevant part in setting the legal framework for favouring innovation through industrial and intellectual property rights (an often-cited “negative” example is the late introduction of the printing press in the Muslim Ottoman Empire which, due to a governmental decision, did not occur until 1726, that is, 290 years after its invention by Johannes Guttenberg! And even then, only 142 titles were published until 1838, thus heavily undermining the region’s scientific development).


• As economic development is not only a matter of growth but also of seeking certain equity, institutions will intervene in defining the mechanisms for income redistribution (for example, by imposing a progressive tax system).


• Institutions also play a significant role in limiting the political power by two means: through the separation of powers and increasing people’s participation in the political system (democracy). Doing so should, if not avoid, at least limit corruption.


• Finally, institutions create the necessary security required for a nation to flourish: legal security through the so-called “rule of law” and physical security guarantied by the army and police forces.


Generally speaking, institutions represent the “rules of the game” of social organisation —i.e., humanly devised constraints that shape human interaction— and as such will have a lasting impact on political, social and economic performance, becoming a major determinant in understanding the vast cross-country differences in prosperity.


Thus, in modern societies, and from an economic point of view, good institutions will boost investment in physical and human capital, as well as in technology, favour market expansion and integration and shape economic incentives and norms (through property rights, contract enforcement, et cetera); from a political perspective, they will promote greater equality of opportunity, strengthen civil political involvement, reinforce democracy, distribute political power, set constraints on political elites, fight corruption and stress international co-ordination in critical affairs; and from a social standpoint, they will encourage integration, steer demographic development, care for environmental and ecological issues as well as raising and aiming to solve health issues.


“Institutions are the kinds of structures that matter most in the social realm: they make up the stuff of social life. The increasing acknowledgement of the role of institutions in social life involves the recognition that much of human interaction and activity is structured in terms of overt or implicit rules” (Hodgson, 2006:2).


Despite everything said so far, it has to be stressed that public institutions (i.e., those who render a public service) are neither the sole nor even —according to some authors— the main actors that shape a society. On the contrary (a few exceptions made), their purpose is to set the adequate framework in which other agents —private companies, foundations, families, consumers— will act and interact. Governments have the purpose of promoting the public interest and providing the framework that produces the goods and services that society needs, while “private corporations are part of the attainment of that public purpose, and government establishes laws, regulations, taxation, and partnerships that align the private purposes of companies with the public well-being of societies. Through law, it enables corporations to promote their private purposes, through regulation it restricts them, through taxation it incentivises them, and through partnerships and public ownership it participates in them” (Mayer, 2018:8).


1.2. Institutions: definition and classification


As stated by North (1990:3-5), “institutions are the rules of the game in a society or, more formally, are the humanly devised constraints that shape human interaction. In consequence, they structure incentives in human exchange, whether political, social, or economic […] Conceptually, what must be clearly differentiated are the rules from the players. The purpose of the rules is to define the way the game is played. But the objective of the team within that set of rules is to win the game […] Modelling the strategies and skills of the team as it develops is a separate process from modelling the creation, evolution, and consequences of the rules”. Hence, on one side is the government, lawmakers and regulators setting the boundaries —the rules of the game—, within which, on the other side, companies play hard in the pursuit of their profit-led interest.


Institutions can be classified according to different criteria, the following being the most usual ones (observe that some of these classifications can occasionally overlap):


It is important to distinguish between formal and informal institutions (or formal rules vs. informal constraints). The former refers to the codified rules, that is, written laws, such as a Constitution or the Civil Code, while the latter are related to how formal institutions are used to distribute power, social norms, and equilibria. Although it may seem surprising at first sight, countries with very similar Constitutions, that is, very similar formal institutions —such as the USA and Mexico or Spain and Germany— might nevertheless present very different informal institutions, which thus might result in quite divergent economic, political and social performances. However, the difference between these two types of institutions is not shared by all authors, and another —more casual— definition would state that formal rules are imposed by the courts while informal rules are imposed by our peers or others who impose costs (or sanctions) on us if we do not live up to them.


Informal institutions very much coincide with spontaneous institutions —although it would be more proper to talk about spontaneous order— such as it was defined by Hayek (in opposition to intentional institutions). They include language, laws, money, morals and religion and are not established intentionally by the government but emerge spontaneously as a means to make social coexistence more efficient and smoothen social interaction. The spontaneous order favours people adopting certain patterns of common behaviour that make their decisions more predicable and comprehensible for the rest of society, thus favouring their co-ordination and cooperation.


“The significance for the individual of the knowledge that certain rules will be applied is that, in consequence, the different objects and forms of action acquire for him new properties. He knows of man-made cause-and-effect relations which he makes use of for whatever purpose he wishes. The effects of these man-made laws on his actions are of precisely the same kind as that of the laws of nature: his knowledge of either enables him to foresee what will be the consequences of his actions, and it helps him to make plans with confidence” (Hayek, 1960:153).


Another important classification refers to the difference between extractive and inclusive institutions. Extractive institutions are those in which a “small” group of individuals do their best to exploit the rest of the population, while in inclusive institutions “many” people are included in the process of governing. In this sense it could, for example, be argued, that one of the main extractive institutions —inherited from the Roman Empire— would be political corruption (cf. Fernández-Vega, 2015).


“Inclusive economic institutions […] create broad-based economic incentives and opportunities [while] extractive economic institutions do not. The source of these institutions is political. […] Inclusive political institutions have two dimensions: a broad distribution of political power and a strong (or effective or capable) state. When either condition fails —when power is narrowly concentrated or when there is a weak or ineffective state— we say there are extractive political institutions. In a nutshell, poor countries have extractive economic institutions as a consequence of extractive political institutions. Rich countries have the opposite combination, inclusive economic institutions underpinned by inclusive political institutions”. (Acemoglu and Robinson, 2019a:16).


According to Acemoglu and Robinson (2012), inclusive institutions enable innovation and lead to continued growth; extractive institutions, on the other hand, can only deliver growth when the economy is catching up to the technological frontier: hence, when innovation is needed to push the frontier the latter institutions will fail. More recently, these authors (Acemoglu and Robinson, 2019b) have pointed out the critical role played by institutions in accomplishing and maintaining liberty.


“By structuring, constraining and enabling individual behaviours, institutions have the power to mold the capacities and behaviour of agents in fundamental ways: they have the capacity to change aspirations instead of merely enabling or constraining them. Habit is the key mechanism in this transformation”. (Hodgson, 2006:7).


Another difference to be made is the one between hard and soft institutions. If we may define institutions as systems of established and prevalent social rules that structure social interactions, hard institutions would include all those which can either emit new codified rules or those from which those rules can derive (Parliaments, Governments, Constitutions, et cetera, i.e. mainly those who have their own legal personality), while soft institutions would include language, money, systems of weights and measures, table manners, but also recognised and respected symbols such as flags and national anthems. This point of view fits the beliefs of authors such as Searle (2005), who considers that the mental representation of an institution or its rules are partly constructive of that institution, since an institution can exist only if people have particular and related beliefs and mental attitudes.


The importance of language as an element of social integration and as an institution that facilitates political expansion was already pointed out by Antonio de Nebrija in the “Foreword” to his famous Gramática de la lengua castellana published in 1492, when stating that “Language has always been the companion of Empire […] the members and pieces of Spain, until now scattered over many different places, have been reduced and joined together in the body and unity of the kingdom. The form and bond of which, has been now ordered in such a way, that centuries, injuries and times will not break nor untie it”.


Another possible division of institutions consists in differentiating the source of power, that is, depending on whether they exercise the executive, legislative or judicial power; based on their field of action, they could be classified as political, economic, cultural, sports, etc., institutions. Finally, and according to their geographical scope, institutions could be divided into central, territorial (in Spain, the autonomous communities) and local, municipal and district ones.


To finish this section it seems worth reviewing some relevant definitions as presented by Hodgson (2006:17-18):


• Social structures include all sets of social relations, including the episodic and those without rules, as well as social institutions.


• Institutions are systems of established and embedded social rules that structure social interactions.


• Rules in this context are understood as socially transmitted and customary normative injunctions or immanently normative dispositions, that in circumstances X do Y.


• Conventions are particular instances of institutional rules.


• Organisations are special institutions that involve (a) criteria to establish their boundaries and to distinguish their members from non-members, (b) principles of sovereignty concerning who is in charge, and (c) chains of command delineating responsibilities within the organisation.


• Habituation is the psychological mechanism by which individuals acquire a disposition to engage in previously adopted or acquired (rule-like) behaviour.


1.3. Non-institutional factors that affect development and growth


As has already been stated, formal institutions are not the only relevant element that affects a nation’s development and growth, although recent studies have stressed their increasing relevance over other aspects, such as geography, latitude —and, closely related to it, climate—, religious beliefs and culture, the availability of natural resources, the tightness of social bonds, “national character”, etc. Although numerous authors have studied one or more of these factors, five of them might be highlighted:


Charles Louis de Secondat, Baron de Montesquieu (who lived from 1689 to 1755), considered that geographical aspects, such as latitude, determined human attitudes, believing that a hot climate, such as around the Mediterranean, would weaken people, robbing them their strength to work and making them passive and lazy. People living in colder climates, on the other hand, would not only be braver but also work harder and be more productive. Montesquieu also thought that people in hot climates would be more inclined to accept authoritarian and despotic regimes, while people from cold regions would favour democratic systems. Although there is still an ongoing debate about the degree to which Montesquieu’s hypothesis might have been historically true, today any differences in productivity on account of climate differences have become obsolete due to the use of technology (such as air-conditioners). This notwithstanding, other closely related aspects, such as the daily number of sunlight hours, might still be significantly relevant.


Max Weber (1864-1920), among other important works, studied the influence of religious beliefs on economic development. In his pathbreaking book The Protestant Ethic and the Spirit of Capitalism (the first German edition was published in 1905), Weber argued that capitalism in Northern Europe evolved when, as a result of the Lutheran reform, the Protestant ethic (specifically in its Calvinist version) spread, influencing large numbers of people to engage in work in the secular world, becoming entrepreneurs and engaging in trade and the accumulation of wealth. Thus, faith would have become a key determinant in the spreading and consolidation of capitalism.


Jared Diamond (1997) pointed out the importance of geographic and ecological differences in agricultural technology and the availability of crops and animals. Diamond tries to answer the question of why Eurasian peoples conquered and/or displaced Native Americans, Australians, and Africans, instead of vice versa. He argues that this outcome was not due to biological advantages of Eurasian peoples themselves but instead to features of the Eurasian continent, in particular, its high diversity of wild plant and animal species suitable for domestication and its east/west major axis that favoured the spread of those domesticated people and technologies throughout long distances with little change in latitude.


Natural experiments in history: In 2010, Diamond co-edited (together with James Robinson) Natural Experiments of History, a collection of seven case studies illustrating the multidisciplinary and comparative approach to the study of history that he advocates. The book’s title stems from the fact that it is not possible to study history by the preferred methods of the laboratory sciences, i.e., by controlled experiments comparing replicated human societies as if they were test tubes of bacteria. Instead, one must look at natural experiments in which human societies that are similar in most respects have been historically perturbed, either by different starting conditions or by different impacts. In the case of the relevance of different institutions on such aspects as development and economic growth, there are several nations that serve as natural experiments in history, because after having shared a common history, beliefs, culture, language, climate, etc., opted for different institutional paths: North and South Korea, the Federal and Democratic Republics of Germany, China and Hong Kong, etc. These cases allow for a direct comparison of the outcome due to different institutions, as the risk of an omitted variable bias is minimised. The satellite image pictured in Figure 1.1 shows the drastic difference in the luminescent concentration —a good proxy for economic development— between North and South Korea after five decades of opposite economic regimes.


FIGURE 1.1
AN EXAMPLE OF A NATURAL EXPERIMENT
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Source: NASA.gov.


Jeffrey Sachs et al. (1999) have defended that economies in tropical ecozones are nearly everywhere poor, while those in temperate ecozones are generally rich because certain parts of the world are geographically favoured. Geographical advantages might include access to key natural resources, access to the coastline and sea —a factor that was already pointed out as significant for economic development by Adam Smith—, advantageous conditions for agriculture, better settings for human health, et cetera. Sachs points out two examples: (a) Tropical agriculture faces several problems that lead to reduced productivity of perennial crops in general and of staple food crops in particular; and (b) the burden of infectious diseases is significantly higher in the tropics than in the temperate zones.


However, Sachs’s arguments have been criticised by authors such as Easterly (2006) and Banerjee & Duflo (2011), as history shows that an institutional reversal is indeed possible and that foreign aid does often not help to overcome poverty: they do so by pointing out a series of examples of richer societies which ended up with worse institutions, while also the opposite holds true, regions which shifted to better institutions were able to overcome the “poverty trap”. In this context, the example of different institutions imposed by colonial powers might be considered: Europeans introduced relatively good institutions in sparsely-settled and poor places but implemented or kept previously-existing bad institutions in densely-settled and rich places (e.g.; slavery in the Caribbean, forced labour in South America, tribute systems in Asia, Africa and South America). In this context, one interesting question to be studied is whether having been colonised by Spain, Great Britain, the Netherlands, France or Germany —and having inherited their institutional system— might have had a lasting and differentiating impact on their social and economic development (see, for example, Lange et al., 2006).
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