Abst ract

During the 1861-1930 period, Argentina was under a virtual gold-exchange
standard reginme in the 1867-1876; 1883-1884 and, 1900-1913 years. In the
remai ni ng periods, a nmanaged paper standard was in place, always with the aim
to restore convertibility.

I show that currency substitution was already an econom ¢ phenonenon in the
Argentine econony. If currency substitution prevailed, then the notion that
Argentina, by abandoning the CGold-Standard rule, could nanage an independent
nmonetary and banking policy to insulate the level of econonmic activity from
shocks arising from the rest of the world should be qualified if not
dismissed. In the medium run donestic attenpts to inflate (or deflate) the
econonmy were nmainly reflected in changes in the foreign exchange rates and/or
prices.

The evidence marshalled in the paper suggests that the 1890-1891 fi nanci al
collapse -known as the Baring Crisis- had its roots in the design of
i nconsi stent donestic nmonetary and fiscal policies. D sinflation and econonic
adj ustnment was the strategy inplenented by the authorities during the nineties
to restore the Gold Standard regi me which was internally perceived as the nost
efficient nonetary arrangement to take advantage of international trade and
finance.

For 1900-1913, sinple econonetric tests support the nonetary theory of the
operation of the classical gold standard. It is shown that gold reserves tend
to accumulate in the Conversion Ofice to bring the actual growmh in the noney
supply closer to the desired donmestic demand for noney.

In 1914, the Conversion Ofice worked in an asymmetric fashion: gold inflows
could increase international reserves which were, correspondingly, nonetized
at the 1899 original parity; gold outflows (that is an excess in the demand
for foreign exchange) were not satisfied by the Ofice |eaving unchanged the
guantity of noney.

In the interwar years, nonetary decisions were severely handi capped by the
changes in the world economic scenario. By the end of W\, Argentina
experi enced sizeable balance of payments surpluses with the ailing european
nati ons together but chronic deficits with the raising economc power, the
Uni ted States.



|. From Paper Money Disarray to Appreciation: the Mtre Adm nistration (1862-
1868)

.1 The Monetary and Banki ng Regi ne

The annexation of the province of Buenos Aires in 1860 to the Argentine
Republ i ¢ changed the econonic and fiscal perspectives of the confederation. To
restore confidence in the failing nmonetary, banking and fiscal institutions,
the federal government had to tackle, what historians characterized as a
chaotic currency regine.

In the rich province of Buenos Aires, economc agents did use paper
nmoney, predomnantly issued by the Banco de la Provincia de Buenos Aires
(BPBA), for their daily transactions. In the remaining provinces, bolivian
chil ean, peruvian and other specie coins circulated as noney together wth
reduced anounts of inconvertible provincial paper notes. Since those
provi nces were not specie producers, coins and nmoney in circulation varied as
a function of their bal ance of paynments situation

In 1862, Mtre's adnministration decreed that only paper noney issued at
the Banco de la Provincia de Buenos Aires (BPBA) was to be accepted as |egal
tender by the Custom Ofice at a parity of 20 pesos papel per 1 peso fuerte
whi ch was the specie nuneraire of the econony. This nmeant a forced "financial
i nnovati on"” to encourage the use of paper nobney as a mean of paynent. However,
in the foreign exchange market the nomnal rate still quoted 24 paper pesos
per peso fuerte. By 1862, BPBA, the single bank of issue, was still under
provincial jurisdiction and with a charter specifying neither a maxi mum size
of paper note issues, nor the the type of assets to be held against its paper
notes. To redress devaluationary expectations in the foreign exchange narket
was not an easy task. Menories of reckless paper printing were fresh: during
the 1859-62 period the paper noney supply increased by 88 per cent to secure
mlitary equi pment for the on-going civil wars.

The governnment announced in 1863 that consolidated budget deficits would
be covered with issues of convertible bonds and presented two alternatives for
the future status of BPBA. Either the Nation would take over the privil ege of
i ssui ng paper notes from BPBA;, or, the governnent would favor the project to
establish a regine of conpetitive banks of issue for isssuing bond-backed

converti bl e paper notes.® None of the projects passed in the Congress and
BPBA retained, at least formally, the control of nonetary policy. The Nation
will have to wait until 1890 to centralize the issues of fiduciary currency.

.2 Mney and Interest Rates
The period from 1862 to 1868 might be divided in tw subperiods: (a)

8 See Cortes Conde (1989), p. 31.



1862- 1864, a period dom nated by inflationary expectations and (b) 1865-1868 a
period characterized by the revaluation of paper nobney and the increase in
nom nal and real interest rates. As indicated below in Table 1, paper noney
depreciated rapidly from 22.1 paper pesos per peso fuerte in 1861 to 29 in
1864. BPBA had expanded considerably the quantity of paper noney to finance
the 1859 and 1861 wars with the comrtnment to buy-back the notes at the end of
the war conflict. Until 1863, the national administration could not negotiate
with Buenos Aires the anortization of paper notes consistent with a targeted
exchange rate of 20 pesos per peso fuerte.

In 1864, the governnent connived with BPBA to establish a Conversion Law
(Ley de Conversion de 1864) to be in force on July 1st 1865. Specie reserves
to back convertibility could not be raised postponing the "specie-exchange-
standard" for 1867. Wile the strict convertibility regime failed due, this
was an inportant step towards a limt of the quantity of paper notes on the
part of BPBA In 1864, the provincial bank began the anortization of paper
notes to seek stability in the noney market. The credit crunch was
unavoi dabl e: during the 1864-1867 period |oans in paper pesos declined by 51
per cent. The illiquid nonetary situation peaked in 1865 when outstandi ng
credit in paper pesos declined by 27 per cent in one year while donestic
activity, proxied by the sem -sum of exports and inports, increased by 21 per
cent.

The export sector (the "hacendados"), debated wth the nopnetary
authorities the inconvenience of a contractionary nonetary policy conbined
with a floating exchange rate reginme. At the height of the business cycle,
they favored a fixed exchange rate regine that would stop the appreciation of
currency because specie inflows would have increased the quantity of noney.
The appreciation of currency is correlated with the wupsurge in donestic
interest rates as shown in colum (10) of Table 1. Mbst inportant, the annua
ex-post real interest rate in the econony skyrocketed: it went from 6.2% in
1864 to 18.5% in 1865. It attained an all-time high of 29% in 1866 before
receding to an average of 7% by the end of the decade. °

The behavior of real interest rates pronpted the government to put an
end to the appreciation of paper noney. By 1867, two nonetary |aws passed: (1)
BPBA was authorized to issue netallic notes up to a maxi mum of 100 mllion
paper pesos 10; (2) an Ofice of Exchange (Oicina de Canbi os) was established

to exchange paper notes for specie at a fixed exchange rate set at 25 paper
pesos per hard peso.

® The ex-post real interest rate is calculated as
(1 +1i)/(1 + de) - 1 where i = domestic nomnal interest rate, de =
rate of deval uation.
19 gpecie reserves backing the so-called netallic notes were to be set at
33 per cent of outstanding circul ation, see Cortes Conde (1989), p.50.



From 1867 to 1876, Argentina fornmally adhered to the international Gold
St andar d.

TABLE 1
REAL ACTIVITY, MONETARY VARI ABLES AND | NTERES RATES
1861 - 1882
YEAR EXCHANGE EXPORTS | MPORTS MONETARY  SPECIE DEPCSI TS MONEY  LOANS i* i YI ELD
RATE BASE RESERVES  PAPER PAPER
(D (2) (3) (4) (5) (6) (7 (8) (9) (10) (11)
1861 22.1 - - n. a. n. a. 263 n. a. 179 9.8 7.9 n.a
1862 24.0 16.1 22.1 n. a. n. a. 296 n. a. 154 8.0 6.8 n. a.
1863 28.0 18.2 25.2 354 14.0 344 711 241 11.3 10.6 n. a.
1864 29.0 18.8 21.8 342 32.0 334 718 252 10.0 10.0 15.0
1865 27.4 22.0 27.1 347 48. 3 321 679 183 10.5 12.2 15.0
1866 24.3 26.7 37.4 431 112.3 251 762 129 9.8 14.2 14.7
1867 24.9 33.2 38.8 536 30.0 296 978 123 .0 7.0 11.6
1868 25.0 29.7 42. 4 588 90.0 324 1045 260 7.5 8.0 12.6
1869 25.0 32.4 41. 2 558 15.0 348 1157 307 7.0 7.0 10. 4
1870 25.0 30.2 49.1 639 45.0 367 1247 372 n. a. n. a. 9.2
1871 25.0 27.0 45.6 802 92.5 372 1423 449 n. a. n. a. 8.7
1872 25.0 47.3 61.6 964 137.5 486 1824 581 6.0 6.0 8.0
1873 25.0 47. 4 73. 4 827 62.5 487 1653 687 6.0 6.0 7.6
1874 25.0 44.5 57.8 787 110.0 457 1563 569 - - 7.8
1875 25.0 52.0 57.6 717 85.0 615 1619 544 8.0 - 8.9
1876 29.4 48. 1 36.1 895 4.2 622 1835 546 8.0 - 12.8
1877 29.5 44.8 40. 4 790 3.6 734 1832 675 - - 10.6
1878 32.4 37.5 43.8 870 4.2 744 1862 704 - - 10.7
1879 31.9 49. 3 46. 4 853 9.9 801 1937 775 - - 9.2
1880 28.6 58.4 45.3 864 3.7 814 1836 820 - - 7.9
1881 25.0 57.9 55.7 828 128.0 - 1921 785 - - 7.0
1882 25.0 60. 4 61.2 740 22.0 959 2065 1005 - - 6.9

Not es and Sources:

(1) The exchange rate is the quotation of the paper-peso in terns of the peso fuerte; for 1861-1867 from
del l a Paol era (1983), p.30; for 1868-1882 from Cortés Conde (1989), Apéndice I.

(2) and (3) Exports and Inports in millions of gold-pesos; for 1862-1866 from della Paolera (1983), p.9;
for 1867-1882 from Extracto Estadistico de |a Republica Argentina (1915).

(4) through (7) Figures in mllions of paper pesos; from Cortés Conde (1989).

(8) Figures in mllions of paper pesos; for 1861-1867 fromdella Paolera (1983), p.18; for 1868-1882 from
Cortés conde (1989).

(9) Specie deposit interest rate in annual percentage rates; for 1861-1867 average of the Banco de la
Provincia de Buenos Aires della Paolera (1983), p.28; for 1868-1882 from Cortés Conde (1989).

(10) Paper peso deposit rate in annual percentage rates; for 1861-1867 average val ues of the Banco de la
Provincia de Buenos Aires fromdella Paolera (1983); for 1868-1882 from Cortés Conde (1989).

(11) Yields of Public Bonds in annual percentage rates from Cortés Conde (1989), Appendix Il, Table IV.

1. A Mnaged Cold-Exchange Standard Regine at W rk: from Resunption to
Col | apse (1868-1880)

Most of President Sarmento's termin office between 1868 and 1874 can,
certainly, be characterized as years of a definite econom c expansion. From
1868 to 1872, exports and inports increased on average by nore than 50 per
cent. Aggregate demand, mainly driven by public investnents, was expandi ng:

the cumulative deficit of the national adm ni stration for 1868- 1872

11

represented 2.5 tinmes the amount of fiscal receipts. Deficits were covered

with external |oans and bank advances.

" Deficit is neasured as fiscal receipts nminus total outlays of the
public sector and is equivalent to the so-called "Uso del Credito". Figures
from Cortes Conde (1989), P.86.



Interestingly enough, public expendi t ures had no si zeabl e
cont empor aneous crowdi ng-out effects. Yields on financial assets were
declining throughout the convertibility period. From an average |evel of 15
per cent in 1866, domestic interest rates stood at 7.5 per cent in 1872. In
1871, conmercial paper rates and yields on public bonds started to converge
towards | evels observed in the USA econony.12 The dynam cs of adjustnent were
characteristic of an inport-capital econony within a convertibility regine:
si zeabl e bal ance of paynments surpluses increased the stock of noney in the
econonmy which in turn reinforced the downward pressure on donestic interest
rates.

From 1868 to 1872, the nonetary base increased at an average annual rate
of 16 per cent. The form dable increase in the demand for nobney was only
surpassed by the bank created noney (defined as noney supply m nus noney base)
whi ch grew at an average annual rate of alnost 20 per cent in the sane period.
The conposition of the sources of expansion of the nonetary base reflects that
all noney injection was not solely the result of the automatic Gold Standard
mechani sm During the expansi onary period, alnost 68 per cent of the increased
in the noney base is explained by gold inflows to the office of exchange. Bank
isues of metallic notes explained 17 per cent of the growh in the nonetary
base. Wile this was not quantitatively inmportant in 1872, it reflected a
fundanment al weakness in the nonetary and banking institutional arrangenents.

BPBA and the newly founded Banco Naci onal could "nanage" two instrunents
of nmonetary policy: (1) the reserve-deposit ratio and (2) the supply of
fractionally backed netallic notes. Rules of the game were clear for the
O fice of Exchange; roomfor discretion to "undo" the automatic adjustmnment was
al l owed at the banking |evel.

Figure 1 displays the annual growh rate of the nonetary base, of the
office of exchange notes and of the netallic notes. During the 1868-1872
peri od of econom c expansion and capital inflows, all nonetary variables co-
nmoved together on average, suggesting that banking policies put sone
additional fuel on an already liquid noney market. Adverse donestic and
international conditions started in 1873. The governnent reacted to the
contraction in the gol d-backed nmoney supply by expanding the stock of netallic
notes. The attenpt to sterilize the negative effects of gold outflows on the
nmoney stock failed at each successive step and convertibility was abandoned in
May 1876. The expansi onary nonetary policy was not just thought to prevent the
fall in the domestic noney stock but to replenish the exhausted banking
reserves of the system At the initial stage of the nonetary crisis, the

2 1'n colum (10) of Table 1 we show the commercial deposit rate which

stood at 6 per cent in 1872; call noney rates (lending rates) in USA stood at
8 per cent in the same year (Figures from Table 4.8, colum 7 in Friedman and
Schwartz (1982), p. 122.



banks tried to decrease the level of vault reserves. However, the externa
drain quickly becane an internal drain in which depositors tested the
convertibility of deposits into cash. The reserve-deposit ratio declined from
20 per cent in 1872 to 3 per cent in 1876. Then, the issue of nmetallic notes
prevented the banks from col |l apsi ng.

The Avellaneda's admnistration (1874-1880) had to cope wth a
depreciating currency conbined wth capital outflows and a precarious
budget ary situation.™® The real sector of the econony adjusted al nost
i nstantaneously to the credit rationing situation: trade deficits transl ated
into sizeable surpluses nmuch needed to cope with the burden of the externa
debt service. This result was achieved through the inplenentation of
restrictive nonetary and fiscal policies: public expenditures were reduced by
40 per cent in real terns in 1877, noney base remained fixed and the nom nal
exchange rate declined to its previous gold-exchange standard |evel of 25
pesos per hard peso. Again, econom c adjustnent prepared the scenario for a
new nonetary experinment.

[1l. The Institutional Framework and the Use of Gold during the Internationa
Gol d Standard Years: 1881-1913

[11.1 The Monetary System and the Use of Specie by Banks:

In 1878, Congressnen of all provinces of the Argentine Confederation
di scussed the establishnment of a national nonetary system In 1881, the
Congress voted a currency reform | aw The nonetary |law of the 5th Novenber
1881 introduced a binetallic standard system the units to be the gold peso,
of 24.89 grains, 9/10 fine, and the silver peso, of 385.8 grains, 9/10 fine
(Art.1). At those gold definitions of content, the legal ratio of gold to
silver was 15.5 and the following gold parity rates were established: one
British pound = 5.04 gold pesos, one US. dollar = 1.04 gold pesos, five
Francs = 1 gol d- peso.

Only national nminted coins and "accepted national noney" could serve as
| egal tender for all debts, private and public (Art.5). A mnt was to be
created and foreign netallic coins were to be accepted at their bullion val ue
i n exchange for gold and silver pesos.

By 1881, the outstanding paper notes represented 73 percent of the

currency in circulation.* The problem was how to replace the mass of 822
mllions of inconvertible pesos for the new paper notes exchangeable at par
with the gold-peso. The law only contenpl ated an accounting device: banks of
i ssue were, within two years fromthe passage of the law, to renew their paper

13 I'n 1876, the budget deficit anpunted to 93 per cent of fiscal receipts.
Cal cul ati ons were made from Cortes Conde's (1989) figures, p.112
14 See P. Agote (1882), p.212.



notes in accordance with the new nonetary unit at the prevailing market rate
of 25 old paper-pesos to 1 new gol d-peso. The privilege of issuing the new
notes was restricted to five banks: the Banco Nacional, BPBA the Banco
Provincial de Santa Fe, the Banco Provincial de Cordoba and the O ero&Co,
whi ch was the only private bank. *°

The law was silent with respect to the specie that banks would have to

hold to back their paper notes. Rul es regulating the relationship between
paper notes and specie would be the ones stated in the respective charters of
the Banks of Issue. For exanple, wunder its 1872 charter, the issue of

convertible notes by the Banco Nacional could not exceed double of its
capital; the bank should always mmintain a specie reserve equivalent to a
fourth of all notes.'® The charter of BPBA specified neither a maxi mum size
of note issue, nor the type of assets to be held against its notes. On March
1883, the Board of Directors passed a special notion stating that "the specie
held by the bank will be increased to a mninmumof a third of the circulating

bank notes...".%’

Noti ce that under such a schene, any supplenentary note
issue did not require a 100-percent marginal bullion reserve as under the
British specie standard.*® In addition, specie was not to be solely confined
to back the paper note issues. Since national mnted coins were to be |egal

tender, the banks could choose to make | oans and di scounts in netallic coins

as long as they did not violate the nonetary reserve requirements. 1In short,
speci e holdings were to have a double purpose: first, as an asset held to
ensure convertibility and, second, as an asset held to neet liabilities

payabl e i n specie.

By July 1883, the Argentine mpbnetary standard was a practicable m xed
specie and fiduciary standard in which the paper-peso exchanged at par wth
t he gol d-peso. The period of convertibility |asted only seventeen nonths. By
the end of Decenber 1884, the banks of issue did not stand ready to sell gold
at par to all who offered the netallic notes. In March 1885, the federal
Government decreed "curso forzoso", that is, the inconvertibility into gold of
paper noney and stated that resunption would be restored in Decenber 1886.
But, resunption was never achi eved; when Decenber 1886 arrived, convertibility

15 See John Wl lians, Argentine Trade Under Paper, p.35.

6 See Norberto Pinero, La Mbneda, el (redito y Tos Bancos en |a Argentina
(Buenos Aires, Ed. Jesus Menendez, 1921), p.247.

' See Horacio Juan Cuccorese, Historia del Banco de la Provincia de
Buenos Aires (1972). The sentence quoted in the text i1s ny translation from
Article 3rd p.297.

8 For the remmining banks of issue a simlar fractional specie reserve
requi renent was established by their respective charter. For the Banco de
Cordoba specie reserves were to be 45 percent of the issue, for the Banco de
Santa Fe "the bank could increase the em ssion, proportionately to its capital
and resources". See Pedro Agote, Report on the Public Debt, Banking
Institutions, and Mnt (Buenos Aires: Stiller & Laass, 1887), p.218-225 and
p. 212- 215.




was suspended indefinitely; what happened afterwards is better captured by
Figure 2. From 1884 to 1899, the Argentine nonetary reginme was a de facto
paper standard in which the paper peso floated against gold and hence agai nst
the major key currencies. The gold premium remained stable in the two years
that followed the suspension of convertibility but, after then, it skyrocketed
until 1891; so did the price level. After the 1891 financial crash that neant
the denmise of the Banco Nacional and BPBA, the governnment committed to a
strict disinflation policy in order to reestablish a commbdity system As it
is apparent fromthe figure, deflation took place until 1899.

In Novenber of the sane year, the Congress sanctioned a conversion |aw
proposed by the Executive. A redenption bureau, nodelled exactly as the issue
department of the Bank of England, would mechanically exchange national paper
notes for gold, and gold for national paper notes on demand and at a fixed
exchange rate of 2.27 paper pesos for a gold peso. That rate, being the
market rate, meant that Argentina, instead of debasing her gold peso as
created in 1881, opted to devalue its paper currency as a nethod to achieve
convertibility. Convertibility was successfully maintained until the outbreak
of the First Wrld War in 1914.

In short, Argentina legally had adopted gold and silver as the basis for

its nonetary system in 1881. The establishnent of a credible comodity
standard in which specie coins would circulate side by side with paper notes
failed in 1884. In 1899, Argentina reentered the gold standard system

However, the Argentine gold standard was to be a gol d-exchange standard far
different fromthe initially intended gold and silver specie standard.

[11.2 The Role and Use of Gold and Silver by the Public:

A useful starting point to appraise how the institutional structure and
changes in that institutional structure inpacted on the expectations of the
public, is to assess the role and use of specie by the people. Although there
are few quantitative nmeasures of public holdings of gold and silver,
contenmporary scholars reported that gold and silver coins were never wdely
used in donestic nonetary transactions.

For the period after the demse of the comvodity standard, recent
scholars endorsed the fact that specie in circulation was insignificant
relative to the currency stock. For exanple Al ec Ford (1962, p.93) states:

"... By 1896 when the coinage of gold ceased, gold coins to the val ue
of 31.7 mllion gold pesos had been issued (nearly four times the
original issue planned), yet in 1896 no gold coins circul ated, any nore
than they did in 1881..."

However, the relative inportance of specie as neans of paynments does not
tell the relevant nonetary story for the interim 1885-1896.
In order to assess the inmportance of specie for the public we have to



di stinguish its use as means of paynents fromits use as a store of value
First, the fact that the mnpnetary authorities discontinued the nmint of
national nmetallic coins may have not precluded donestic residents from hol di ng
specie in the sane way as today the fact that the Argentine governnent is not
enpowered to issue U S. dollars does not preclude residents from hol di ng and
hoarding U S. dollars in significant anounts. Second, even if gold did not
circulate as a generalized nmeans of paynents one should not |eap from that
proposition to the conclusion that the role of gold as store of value was
i nsignificant.

To get an order of magnitude for the public holdings of specie, |
estimated the specie in hands of the public for the period 1884-1913.

The specie stock may be held by three categories of holders: the
nmonetary authorities, the banks and the public. El sewhere, | estimated the
hol dings of specie by the domestic financial system including nonetary

authorities;19

then as a residual, one obtains public hoarding of specie. The
results for 1883-1899 are displayed in the Table 2 and Figure 3 and they
reveal that public hoarding was due to the failure of the nonetary regine.
During all the years that preceded the financial crash of 1891, the public as
asset holders attenpted to restore their portfolio balance in the face of
expect ed paper noney depreciation, demandi ng gold as hedge against inflation

The inportant issue here is that if people attenpt to flee from the
paper peso and into gold and, the nmonetary authorities do not preconmt to fix
t he paper-gold exchange rate, under the assunption that the stock of gold is
st eady, one should expect the gold premumto rise. However, the historica
evidence is nore conplex than that. Especially striking is the acute
"real |l ocati on" of specie in between the public and the banking system for the
years 1888-1891. The demand of the public for gold was financed by the
banki ng sector, in particular by the banks of issue, who provided the stock of
specie in order to defend notes against expectations of devaluation. The
"dirty" float ceased once the bank's specie stock was depleted in 1890. By
1891, the year of the financial crash, public holdings of specie anpbunted to
90 percent of the stock, while at the beginning of the nonetary "experinment”
they represented 15 percent. For the remaining part of the century,
confidence on the banking systemwas not restored and al nost the sane rel ative
shares were mai ntai ned.

9 Explanation in della Paolera (quoted in the remaining as GDP (1988)
Colum 9, Table 29, Appendix C.



TABLE 2
ARGENTI NE SPECI E STOCK 1883-1899 (mllions of gol d-pesos, Dec. 31)

I NI TI AL NET TERM NALS SPECI E PUBLI C
SPECI E SPECI E SPECI E HELD BY HOARDI NG

YEAR STOCK I (t-1) FLOW STOCK I (t) BANKS OF SPECI E

(1) (2) (3) (4) (5)
1883 22.5 19.5 3.0
1884 22.5 0.4 22.9 20.7 2.2
1885 22.9 -2.1 20.8 17. 4 3.4
1886 20.8 12.3 33.1 26.5 6.6
1887 33.1 -0.1 33.0 21.9 11.1
1888 33.0 36.1 69.1 52.7 16. 4
1889 69.1 -16.7 52. 4 22.0 30.4
1890 52. 4 1.9 54.3 10.0 44. 3
1891 54.3 7.5 61.8 7.9 53.9
1892 61.8 4.5 66. 3 9.1 57.2
1893 66. 3 3.7 70.0 11.8 58.2
1894 70.0 2.9 72.9 10. 7 62.2
1895 72.9 4.6 77.5 13.0 64.5
1896 77.5 3.9 81.4 12.9 68.5
1897 81.4 -4.3 77.1 12.3 64.8
1898 77.1 5.7 82.8 13. 4 69.4
1899 82.8 1.7 84.5 18. 4 66.1

Sources: As in della Paolera (1988) Table 32, Appendix C.
During the gol d-exchange standard regine public holdings of specie |ost

relative inportance and this is a result one should expect from a credible
fixed paper-gold exchange rate.

I11.3 The Historical Evidence and the Money Supply Process

| initially focused on four different periods: a) the period follow ng
the convertibility suspension (1884-1889); b) the years 1890 and 1891, known
as the Baring crisis years; c) the period of stabilization and fiscal reform
followi ng the Baring crash (1892-1899) and d) the period when Argentina was on
an international specie standard with fixed exchange rates (1900-1913).

Subsequently, | subdivided the first period into the period 1884-1887 which
| call the return to convertibility scenario, and the period 1887-1889, the
banki ng reform period. Finally, | also considered 1884-1899 which was the
paper standard period, the post-crash period of 1892-1913, and the entire
peri od 1884-1913.

Table 3 and Table 4 present evidence about each of the periods and sub-
periods. In Table 4, | report the proximate deternmi nants of the Argentine
money supply for the 10 periods under consideration using the well known
framewor k pi oneered by Friedman and Schwartz (1963) and Cagan (1965).
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It contains: a) the percentage change in the proximte determ nants of
money; b) the fraction of the percentage change in the noney stock
attributable to its proximate determnants; c) the fraction of change in the
nmoney stock consisting of changes in the nonetary base and bank credit; d) the
fraction of total change in the nonetary base attributable to the nonetary
speci e and donestic assets. Figure 4 displays the proxi mate determ nants of
the noney multiplier.

TABLE 3
A DESCRI PTION OF THE PERI CD 1884-1913

Peri od 1884-87 1887-89 1884-89 1890 1891 1892-99 1884-99 1892-13 1900-13 1884-13
(1) (2) (3) (4 (9 (6) (7 (8) (9) (10)

Nunber of Years 3 2 5 1 1 7 15 21 13 29

A. Percentage change in:

(1) Money Stock 47.3 58. 2 105.5 11.1 -25.8 18.0 101. 2 146. 4 124.5 229.6
(2) Monetary Base 53.0 25.5 78.5 40. 4 6.4 3.4 136.1 107. 2 102. 6 239.9
(3) Bank created Money 42.7 80. 2 122.9 -8.1 -63.9 48.9 60. 6 208.8 151.7 220.6
(4) Real Qutput 17.2 25.3 42.5 -4.5 -11.7 30.6 65.5 109.0 80. 8 143.9
(5) Prices 19.7 18.4 38.1 33.9 44.5 -22.3 71.5 14.0 24.3 107.8
(6) Exchange Rate 30.0 28.8 58. 8 36.0 37.1 -38.0 81.1 -37.1 -1.7 82.0
(7) UK Prices -14.4 4.6 -9.8 -0.1 3.4 -9.2 -21.3 14.2 15.3 2.1
B. Percentage change
per year in:

(8) Money Stock 15.8 29.1 21.1 11.1 -25.8 2.6 6.7 7.0 9.6 7.9
(9) Monetary Base 17.7 12.8 15.7 40. 4 6.4 0.5 9.1 5.1 7.9 8.3
(10) Bank created Money  14.2 40.1 24.6 -8.1 -63.9 7.0 4.0 9.9 11.7 7.6
(11) Real Cutput 5.7 12.7 8.5 -4.5 -11.7 4.4 4.4 5.2 6.2 5.0
(12) Prices 6.6 9.2 7.6 33.9 44.5 -3.2 4.8 0.7 1.9 3.7
(13) Exchange Rate 10.0 14.4 11.8 36.0 37.1 -5.4 5.4 -1.8 -0.1 2.8
(14) UK Prices -4.8 2.3 -2.0 -0.1 3.4 -1.3 -1.4 0.7 1.2 0.1
C. Average Level of

(15) Miltiplier 2.1 2.6 2.4 2.2 1.6 1.5 1.9 1.7 1.9 1.9
(16) Inconme Velocity 1.8 1.5 1.6 1.7 3.1 2.8 2.3 2.5 2.3 2.3
(17) Cold Stock/Base(% 26.0 37.0 32.0 22.0 24.0 26.0 28.0 35.0 40.0 33.3
(18) Hoardi ng/ Base(% 5.0 13.7 8.6 18.0 20.0 22.0 16.6 16.4 13.3 15.0
(19) Non- Perforning 6.8 5.6 6.2 19.5 21.0 1.5 1.3 1.2

Asset s/ Loans (%

Note: All calculations conpare the initial year to the end year period.
Sour ces by Row.

(1)-(3) Mney stock, monetary base and bank created noney figures are as
in GDP (1988) Appendi x B Tabl e 30.

(4) For 1884-1899, | derived a real activity index by extrapolating the
1900- 1927 G oss Donestic Product at 1950 prices to those years on the
following tine series: physical volune of exports and inports; indirect trade
i ndexes that include: tons carried in railroads and in ships, passengers
transported in railroads; population; gross investnment figures including:
public sector construction, private non-agriculture construction and railroad
i nvestnments. For 1900-1913, Goss Donestic Product in 1950 Prices from
C.E P.A L., El desarrollo econom co argentino ( Santiago de Chile, m neograph,
1958), Cuadro 1, p.3. See GDP (1988) columm 6 Table 37, Appendix D.

(5) A Wiolesale Price Index for the period 1882-1913 was constructed based
on two inplicit indexes: the Dieguez's inplicit price of exports (Dieguez
1972) and the Ford's inmplicit price of inports (Ford 1955). The weights
applied are those of the budget in working-class fanmlies estimted by Roberto
Cortes Conde (1976) for the period 1883-1912. For a detailed discussion on
t he wei ghi ng schenme used see GDP (1988) Col um 4 Tabl e 37 Appendi x D.
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(6) The Exchange Rate is defined as paper-pesos per gold-peso. From J.

Al varez, Temas de historia econom ca argentina (1929), p.122-3.

(7) The UK Prices are the Board of Trade whol esal e prices indexes taken

fromB.R Mtchell, Abstract of British H storical Statistics (1971), p.476

(8)-(14) Continuously conpounded--the change in the natural |ogarithm of

the variable over each period was divided by the nunber of vyears
mul tiplied by 100.

(15) Sane as (1)-(3); the nmoney nmultiplier is defined as the ratio of
nmoney stock to the nonetary base.

(16) The incone velocity is defined as the real output divided by the rea

cash bal ances in 1950 pesos. Series underlying (1), (4) and (5).
(17) Total specie stock in gold-pesos divided by the nonetary base
paper-pesos; the ratio is calculated at par. Sources underlying Table 2.

(18) Hoarding is defined as the difference between total specie stock and
speci e held at banks (including Treasury bal ances). Series underlying Table 2

The ratio is calculated at par.

(19) This indicator is constructed for the two |eading banks: the Banco
Naci onal and the Banco de |la Provincia de Buenos Aires as a rough sol vency

i ndi cator of the state-chartered Banks.

TABLE 4
THE MONEY SUPPLY PROCESS 1884-1913

Per i od 1884-87 1887-89  1884-89 1890 1891 1892-99  1884-99  1892-13  1900-13
1884- 13
(1) (2) (3) (4) (%) (6) (7 (8) (9)
(10)
A Money Stock Change(%) 47.3 58.2 105. 5 11.1 -25.8 18.0 101. 2 146. 4 124.5
229.6

B. Proxinmate Determ nants of the
change in the Mney Stock:

(1) Monetary Base 53.0 25.5 78.5 40. 4 6.4 3.4 136.1 107. 2 102. 6

(22? ?llrrency Ratio 1.2 6.4 8.4 -31.9 -32.2 10. 4 -18.5 18.6 11.6

(3? :iR,eserve Rati o -6.9 20.3 14. 4 -2.6 -8.0 2.4 -27.4 9.3 6.9

(éllg Ent eraction of Ratios 0.0 6.0 4.2 5.2 8.0 1.8 11.0 11.3 3.4
C. Fraction of Change in Mney

Stock attributable to change in:

(5) Monetary Base 1.12 0. 44 0.74 3.64 -0.25 0.19 1.34 0.73 0. 82

(6)1' (()]‘}rrency Ratio 0. 02 0.11 0.08 -2.87 1.25 0.58 -0.18 0.13 0. 09

(7?' (F)?gserve Ratio -0.16 0.35 0.14 -0.23 0.31 0.13 -0.27 0. 06 0. 06

(8;; EEt eraction of Ratios 0. 00 0.10 0. 04 0.47 -0.31 0.10 0.11 0.08 0.03
D. Fraction of Change in Mney

Stock consisting of a change in:

(9) Monetary Base 0.51 0.17 0.28 1.44 -0.13 0.13 0.73 0. 42 0. 44
(102' ;égnk Creat ed Money 0. 49 0.83 0.72 -0.44 1.13 0. 87 0. 27 0.58 0.56
E. Fraction of change in Mnetary

Base consisting of a change in:
(11) Donestic Assets 0.84 1.62 1.15 1.08 1.00 1.00 - - 0. 00
(12)_anetary Speci e 0.16 -0.62 -0.15 -0.08 0.00 0.00 - - 1. 00

Notes: 1. For 1884-1887 nonetary base includes specie at hand in banks as a source of base and as a use of
base. For 1888-1890, specie is considered only a source of the nonetary base. See GDP (1988) Appendix B for
a definition of the nonetary base.

2. Bank created noney is defined as the noney supply | ess the nonetary base.

3. Al calculations conpare the initial year to the end year of the period.
Sources by line:
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1-8 Conputed as described in GDP (1988) Appendix B.

9-10 The total change in nonetary base and bank credit weighted by their initial year period share
di vi ded by the total change in the noney stock. Series from GDP (1988) Appendix C.
10-11 The total change in nonetary specie and domestic conmponent weighted by their initial period share

divided by the total change in the nonetary base. For 1884-1891, the nonetary specie is the specie held by the
banks of issue as in colum 6 Table 32; for 1900-1913, as in colum 7 Table 32

The boom years:
1884- 1890.

This is the period that J. WIlliams (1920) called one of "heavy
borrow ng":

"...The borrowing was maintained throughout the eighties,
culmnating in loans of such extent as have probably never
been equalled, by a country of so small a population as was

that of Argentina...."

Revi sed estimates confirnmed the inportance of the European capital
transfers to the Argentine econony: in between 1884-90 the country absorbed
11 percent of the new portfolio issues of the London nmarket; North America
with a population twenty tinmes that of Argentina absorbed 30-percent of the
new i ssues.?’ Most of the forei gn capital was used to finance changes in
the conposition of production of the new settled country. The bulk of the
investment went to the construction of social overhead projects, the
i nprovenent of cultivable [ands and the expansion of the railroad network.
VWhen by the middle of the eighties, European investors becane especially
enanored with Argentine stocks, federal and provincial gover nnent s
capitalized on the monentum and borrowed for fiscal purposes. During the
boom period, the federal adm nistration augnented the |evel of indebtedness
relative to real output froma ratio of 64 percent in 1884 to a 101 percent
in 1890.%% The ease with which Argentina acceded to the London capital
markets had inportant consequences for the fiscal debt nanagenent; the
possibility of floating governnent bonds externally enlarged the other, and
relatively restricted, sources of fiscal revenue, nanely foreign trade
taxes and inflationary finance.

20 gee Wllianms (1920) p.3.

2l Estimates for Argentina are fromA Ford, The Gold Standard, 1880-1914:
Britain and Argentina, p.148 defined as London issues for Argentina; total
London i ssues from Mat hew Si non, "The Pattern of New British Portfolio Foreign
I nvest ment, 1865- 1915", in The Export of Capital fromBritain 1870-1914, by A
Hal | 51968), p.38. North America includes Canada and U. S. A

2 The level of public debt is defined as the stock of outstanding funded
debt stipulated in pesos and hard currency. For 1884 it anounted to 197.6
mllions of gold-dollars or 3218.2 millions of 1950 pesos; real output can be
estimated at 4991.8 mllions of 1950 pesos. For 1890 funded debt is 361.3
mllions of gold-dollars or 7398.0 mllions of 1950 pesos; real output 7348.0.
Figures for Debt are nmy revised estimates from M= Menori as de Hacienda de |a
Republica Argentina and V. Vazquez- Pr esedo, Est adi sti cas Hi storicas
Argentinas, (Buenos Aires, Eudeba, 1971), p.93; real output was proxied as in
GDP (1988), Appendi x D. For annual figures see GDP (1988) Table 37, Appendi x
D.
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At the beginning of the period one of the ains of fiscal policy was
the resunption of the specie standard. The resunption was seen as a
necessary step that would encourage the inflow of private capital from
abroad by reducing the exchange rate uncertainty. Fromthe figures of the
Tables 3 and 4 one is tenpted to conclude that the "pre-commtnent” of the
nmonetary authorities to return to parity had a positive inpact in several
aspects: banks increased their level of reserves awaiting for the
convertibility period ( eg: from Table 4, for 1884-87 the reserve-ratio
contributed negatively to the gromh in Mney Supply, that is banks were
replenishing its vaults after the convertibility crisis of decenber 84);
despite the demise of the specie standard, the | evel of specie hoarding was
mai nt ai ned at around 5 percent of the nonetary base or 2.5 percent of the
nmoney stock; and finally, the donmestically created inflation was attenuated
because of the worldw de defl ation.

The Law of National Cuaranteed Banks

In 1888, the financial scenario drastically changed when the
government |launched a new nonetary experinent: The Law of National
Quar ant eed Banks. The framers of the law intended to create a national
banki ng systemthat would mrror the United States National Currency Act of
1867 in which any banking organization with a mninum required capital
coul d i ssue bond-secured notes.

In fact, the bill deviates from the American one in two fundanental
aspects: a) the Anerican bond-secured paper notes were redeemable in gold
while in Argentina the specie standard was not operating, and b) in the
United States, eligible public bonds came from active secondary markets
while in Argentina eligible bonds were to be specially created for the
pur pose of backing the new paper issues; this nmeant creation of new public
debt. The rules of the gane to start the business of issuing bond-secured
notes worked in the followi ng way: banks, could issue paper-noney, provided
that they purchase National Gold Bonds to the full ampunt of the notes to

be emtted; the bonds, and this is an inportant detail, were to be paid for
with bullion; and the bullion and the bonds were to be deposited in the
Banco Naci onal . If the banks renained solvent, they were entitled to the

i nterest paynments on the bonds; in the case of bankruptcy, the government
woul d sell the securities and reinburse creditors out of the proceeds.

By Decenber 1888, sixteen banks were given the right to issue 39
mllions of pesos in guaranteed notes attaining the ceiling prescribed by
the | aw The majority of these banks were provincial and m xed banks that
contracted foreign loans to purchase the guaranteed bonds w th gold.
WIlliams (1920) estimated that the |oans amobunted to 47 nmillions of gold-
pesos; | estimated that by the end of 1888 the stock of bullion in
guarantee of the notes at the Banco Nacional anounted to 33.4 mllions of
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gol d-pesos.23 The scheme was an arbitrage operation by which foreign
investors were inplicitly partners in the business of issuing paper-noney.
From the rmacroeconom c point of view, the schene acted as an inplicit

"one way road" gol d-exchange standard by which the issue of 39 mllion of
paper - pesos were backed with 33.4 mllion of gold-pesos in gold; the rules
of the ganme were strictly respected since alnost all the supplenentary note
i ssues were backed with a hundred percent marginal bullion reserve. But ,
early in 1889, foreign investors becanme reluctant to absorb nore Argentine
government debt and, even nore, a few of them were dunping Argentine bonds
in the London stock exchange mar ket . 24 It seenmed that Argentina had hit
its debt <ceiling; in Buenos Aires, the public started to attack
continuously the guaranteed paper-peso depreciating its value relative to
gol d. The governnent decided to intervene in the foreign exchange market
to cal m down the deval uatory expectations with part of the gold stock in
guarantee of the paper issues. |In March 1889, 5 mllion pesos in gold were
sold; by Decenber, the stock of gold remaining in the vaults of the Banco
Naci onal was only 5.8 mllions and the em ssion of "guaranteed" notes
amounted to 73.2 millions of paper-pesos. The governnent "sterilized" the
effects of their own open market operations by rediscounting the bills
initially absorbed, perpetuating then the excess supply of paper notes.

One ex-ante possible rationale for this policy was that, by "rigging" the
gold market to maintain a flat gold premium the government tried to signal

foreign investors that resunption was still a feasible outcone. In any
case, the governnent discounted the fact that by nmaintaining a steady
i nfl ow of specie the |lost stock would be easily rebuilt. But, the capital

fl ow ebbed by the end of 1889 and the governnent could not avoid using the
notes initially absorbed in order to buy gold exchange and service the
foreign debt. This sinply nmeant that the rules of the game of the Law of
Nati onal Guaranteed Banks were broken.

Fromthe Tables 3 and 4, the arithmetic of the period shows: a) there
is a dramatic change in the portfolio conposition of the issuing banks:
there is an inverse association between nonetary specie and paper. Banks
expanded their paper liabilities, which were nomnally backed with public
bonds, but there was no bullion backing the National Gold Bonds ; b) bank

# See John WIlliams, Argentine Trade Under Paper,p.58, and GDP (1988)

Table 29 Columm 1, Appendi x C

% |'n Charles Kindleberger's book A Financial History of Wstern Europe (
London, Allen&Unwi n, 1984) this is presuned : "...Grmans sold off Russian
bonds to France, and even unl oaded Argenti ne bonds in London in 1888 and 1889.
Various explanations had been given for dunping Argentine bonds: investors
becanme uneasy about Argentina and enanored of ganbling in industrial shares at
hone; or they were disturbed by instability in the Argentine exchange rate, at
a tine when British investors were slowto see its inplications..." p.258-259.
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created noney increased by 80 percent in the period 1887-1889 reflecting
also the multiplier effect of sustained entry of new institutions into the
banki ng system <c¢) the reserve-ratio contributed 35 percent to the growh
in the noney stock; a possible explanation for the fall in comercial
banki ng reserves could lay in one aspect of the banking regulation that
al l owed already established banks of issue to "dispose of half the specie
reserve provided by the law in order to purchase the public funds";25 and d)
the level of hoarding as a percentage of the nonetary base rose from a
steady level of 5 percent to 15 percent with the banking sector "financing"
the public's process of currency substitution away from paper noney and
into specie. One question that we must now consider is how did this
currency crisis spread into a real financial crisis, for that, | turn to

the analysis of the so-called Baring crisis.

V. The 1890-1891
Baring Crisis Years

By inspecting the noney arithmetics of the 1890-1891 years, one can
infer that the Baring crisis had severe macroeconomc inplications for the
Argentine econony. A notorious aspect that characterizes the two years as
crisis years is the discrepancy in the changes in the nonetary base and in
t he noney stock. In 1890, a 40 percent increase in the nonetary base
resulted in an increase of only 11 percent in the noney stock, the
contractionary effects emanating principally from the public's behaviour.
The currency-noney ratio contributed negatively to the noney growh and if,
it had changed alone, in that year the money stock woul d have been reduced
by 32 percent. A nore cautious behaviour of the commercial banks was al so
an offsetting el ement evidenced by a rise in the reserve-deposit ratio that
contributed negatively to the change in the outstanding stock of Mney. In
1891, there was a sudden reduction in the rate of growh of the nonetary
base to an annual rate of 6.4 percent, but the public's demand for nonetary
base was sustained and the noney stock fell by 26 percent. The noney
multiplier dropped from2.2 in 1890 to 1.6 in 1891. The denmise in 1891 of
the nost inportant commercial bank: the Banco de la Provincia de Buenos
Aires by itself explained a 31 percent of the decline in the noney
multiplier. At first, the Baring crisis clearly exhibited the synptons of
a typical banking crisis in which the noney stock is reduced through an
increase in the currency-noney ratio and in the reserve-deposits ratio and
,in addition, by the liquidation of some financial institutions that had
the effect of destroying deposits.

A crucial difference with other typical banking crises of the

% see Art.26 and Art.27 of the proposed Law in Agote (1887), p.421-422.
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ni neteenth century experienced in nore central countries is that, despite a
fall in the nom nal stock of noney, both the price level and the incone
velocity of noney, (defined as the ratio of real output to real cash
bal ances), rose. The velocity index abruptly changed from an average val ue
of 1.6 in 1884-1890 to 3.1 in 1891, a nunber clearly influenced by the
dem se of the banks of issue. This result is not sensible to our velocity
definition that stresses the role of nobney as an asset (that is the use of
M2 as the definition of npney). A transactions velocity of currency
redefined by using the nonetary base replicates the above pattern: from an
average value of 3.8 in 1884-1891, the velocity of currency circulation
rise to 4.9 in 1891 reflecting a sudden illiquid situation due to the
extreme inflationary situation. The fact that velocity did not nove in a
snooth fashion was a manifestation of the way the adjustnent in the
fiduciary system worked itself out once capital inflows stopped. In a
typi cal specie standard system in which specie is a main conponent of the
nmonet ary assets, hoarding generally increased as a reaction to a w despread
banking crisis and then the transactions velocity of currency (defined as
real output divided by the anmount of netallic currency held by the nonbank
public) fell?2®, In our experience, | already showed that, since 1887,
metal lic hoarding have been steadily increasing reflecting the failure of
the nonetary authorities to establish a m xed specie and fiduciary standard
in which paper would exchange at par with gold; on this ground, one may
al so say that the transactions velocity of hard cash defined as real output
divided by the netallic currency held by the public fell. The di vergent
nmovenent in the "paper" velocity and the "specie" velocity indicates that a
small open econony can only have in the very short run an independent
nonet ary policy.27 At sone point, currency substitution begins to nullify
t he expansionary actions of the government. The sterilization policies of
88-89 had the "benign" effect of inflating the econony wthout having
inflation in the very short-run but once, any source of outside noney
becanme depleted, nom nal variables adjusted upward from their "repressed"
val ues.

Fiscal Deficits, Inflation
and Public Debt: 1885-1893
The Baring collapse had its roots in the design of inconsistent

% See Mchael Bordo and Lars Jonung, The long-run behavior of the
velocity of circulation ( Canbridge, Canbridge University Press, 1987),
Chapter 3: "The Institutional Approach", p.22-28.

27" The "paper" velocity index took the followi ng values: in 1888 1.3, in

1889 1.4, in 1890 1.7 and in 1891 3.1. The transactions velocity of hard
currency index defined as real activity index divided by netallic hoarding
took the followi ng values: in 1888 20.2, in 1889 12.6, in 1890 8.1 and in 1891
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monetary and fiscal policies within Argentina. Table 5 shows that the
f eder al government did not collect enough revenues to cover its
expenditures and so ran persistent flow deficits from 1885 to 1893.

The fiscal scenario drastically changed by 1888 when, in only one
year, the fiscal expenditures corrected by the debt service paynents grew
by 41 percent and fiscal receipts remained at the |evel of the previous
year. Since then and until sone fiscal adjustment took place, the federa
government typically had to raise an additional in revenues equivalent to
al nrost two thirds of receipts to cover the flow deficits. During the 1892-
1893 reform years, the fiscal budgets converged towards balance when
expenditures were frozen in nomnal terns but there was an inportant upward
correction in the yield of receipts.

Table 6 shows evidence on the relationship anmong the exchange rate,
the budget deficit, the inflation rate and changes in the level of the
public debt and reserves. Unfortunately, there is no detailed evidence on
the paper notes directly advanced to the treasury by the banks of issue;
however, here, theory can substitute for facts. The figures in Colum (6)
of Table 6 were constructed under the assunption that in each year, federa
deficits had been completely financed with issues of paper notes. |In other
words, if fiscal deficits had been fully nonetized, yet other factors such
as the output and the velocity had renained approximately the sane, what
woul d have happened with the inflation rate 228 Several i nportant features
arise from conparing the actual inflation or devaluation rate with the
count erfactual one.

For the year 1885, the inflation rate is closely matched by the

6. 4.

% The counterfactual inflation rate is constructed as follows. First by
assum ng that the deficit is fully nonetized, | generate a hypothetical paper
money rate of growh u(t) for each year by dividing the deficit as in
colum(3) in Table 6 by the outstanding stock of paper notes existing the year
i medi ately before. Basically, the franework used is as in the author's Ph.D.
Di ssertation, GDP (1988), p.75-89:

(5.2)' DEF(T)= DO(t)-DC(t-1) = u(t)
DC(t-1) DC(t-1)

Then, economic theory tells that the paper money in circulation DC(t) timnes
the velocity V(t) nust be identical to the product of the real product Y(t)
times the price level P(t) as in (5.7):

(5.7) DC(t).V(t) = Y(t).P(t) ; expressed in rates of change, gives:
(5.7)" u(t) + v(t) =y(t) + p(t)

then, by assuming that output and velocity behave as they did, one can solve
for the counterfactual inflation rate p(t) in equation (5.7)". The val ues
used to construct the counterfactual are shown in GDP (1988) Table 38 Appendi x
D.
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count er f act ual fiscal inflation rate suggesting that the nonetary
authorities may have nonetized a considerable proportion of the budget
deficit. This possibility is well supported by the fact that the federa
government appeared to have been credit constrained and had to anortize
part of the public debt stock (see Colum 7).

In 1886 and 1887, the public funded debt played a leading role as a
mean to finance the deficit; consequently, as it can be seen from a
conparison of the nunbers in colums (5) and (6), there was no clear

correlation anong deficits and inflation rates. In colum (4), the
estimates for the deficit net of interest and anortization paynents for the
public debt (called usually the primary deficit) reveal that, in those

years, there was a tendency towards a healthier budgetary situation. The
primary deficit was brought into balance and this inpacted positively on
the people's perception of the governnent's ability to neet its service
obligations without resorting to inflationary finance, making nore credible

the conmitnment to return to parity.

TABLA 5
THE BUDGET 1885- 1893

(in mllion of pesos)

Recei pts 36.4 42.3 51.6 51.7 72.9 73.0 75.5 110.9 124.7

Expendi ture 55.1 55.5 67.7 75.9 107.3 95.7 127.2 128.0 122.5

Corrected Expenditure 55.8 58.0 67.9 85.8 121.0 115.2 127.8 128.0 122.5

Corrected Budget 19.4 15,9 16.3 34.1 48.1 42.2 52.3 17.1 -2.2
Deficit

(in mllion of gold pesos)

Recei pts 26.6 30.4 38.2 34.9 40.5 28.3 20.2 33.7 385

Expendi ture 40.2 39.9 50.1 51.3 59.6 37.1 34.0 38.9 37.8

Corrected Expenditure 40.7 41.7 50.3 58.0 67.2 44.7 34.2 38.9 37.8

Corrected Budget 14.1 11.3 12.1 23.1 26.7 16.4 14.0 5.2 -0.7
Deficit

Corrected Deficit as percent of

Recei pts 53.3 37.6 31.6 66.0 66.0 57.8 69.3 15.4 -1.8

Corrected Expenditure 34.8 27.4 24.0 39.7 39.8 36.6 40.9 13.3 -1.7

Not es and Sour ces:

The figures are derived from M= Menorias de Hacienda de | a Republica Argentina. See CGDP (1988) Tables
34, 35 and 36, Appendix D.

The corrected expenditures are defined as the reported expenditures plus the difference between the
debt service realized paynents and the budgeted pesos

TABLE 6
FI SCAL DEFI CI TS, | NFLATI ON AND PUBLI C DEBT 1885-1893

in MM Paper Pesos | in percent | in MM Gol d Pesos
PAPER- COUNTERF. CHANGE CHANGE SPREAD
YEAR GOLD TOTAL CORRECTED PRI MARY  RATE FI SCAL I'N IN YT ELD YIELD W TH
EXCHANGE PAPER  BUDGET DEFICI T OF I NFLATION PUBLIC SPECIE  INTERN EXTERN | TALI AN
RATE NOTES DEFICIT I NFLATION  RATE DEBT RESERVES BOND BOND RENDI TA
VAR 2
(1) (2) (3) (4) (5) (6) (7 (8) (9) (10) (11)
1885 1.37 74.8 20.1 5.4 22.8 24.1  -12.7 -4.8 7.90 6.09 1.53
1886 1.39 89.2 15.9 -1.0 3.1 8.8 23.8 9.1 7.86 5.93 1.79
1887 1.35 97.3 16.3 0.4 -4.0 3.3 10.5 -5.3 8.79 5.48 1.02
1888 1.48 129.5 34.2 15.1 0.0 7.9 34.0 23.8 8.02 5.18 0. 66
1889 1.80 163.7 48.1 18.9 19.8 31.2 43.1 -31.2 8.01 5.17 0.59
1890 2.58 245.1 42.2 12.8 40.9 19.7 11.8 -6.3 10.34 5.83 1.23
1891 3.74 261.4 52.2 8.8 56. 2 62.3 15.7 -0.8 10.28 7.58 2.87
1892 3.29 281.6 17.1 -15.7 -20.6 -21.8 56.7 0.4 9.15 7.51 2.85
1893 3.24 306.7 -2.2 -38.8 -6.0 -12.1 1.7 1.2 8.73 7.70 3.07



19

Not es and Sources by Col um:

1) Figures from GDP (1988) Table 37 colum 2, Appendix D.

2) Total paper notes in circulation are taken from GDP (1988) Table 30, colum 2, Appendix C.

3) The corrected budget deficit is as in Table 8.

4) The primary deficit is defined as the corrected budget deficit |ess service debt paynents.

5) The annual rate of inflation is the rate of change of the constructed Wl esale Price Index as
in GDP (1988) Table 37, Appendix D.

) The counterfactual inflation rate is as explained in the text.
) The Debt Stock is taken from GDP (1988) Table 36 col um 10.
) The Specie reserves of the guaranteed banks are from GDP (1988) Table 32 colum 6, Appendix C.
The percentage yield of a long term internal governnent bond (floated and yielding in paper
pesos) is taken from GDP (1988) Table 33 colum 2, Appendi x D.

(10) The percentage yield of a long term external governnent bond (floated and yielding in british
pounds) is taken from GDP (1988) Table 33 colum 4, Appendix D.

(11) The figures are defined as the excess of an Argentine external bond yield as in Col (10) over
a conparable long termltalian bond called the Rendita Italiana. Quotations of the Rendita Italiana from GDP
(1988) Tabl e 33 colum 8, Appendix D.

A~~~ S~~~
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This, in turn neant that the governnent could float nore public
bonds in the capital markets and at better prices. The reason for this to
happen is that there is a direct |ink between the market value of the

government debt and the prospective situation of the federal budgets.
Basically, it can be proved that the market value of the governnent funded
debt at each nmonment in tinme is equal to the present value of the governnent
pri mary surpluses.29 Initially, there was a positive reaction to the
Argentine fiscal and nonetary intentions and by 1888-1889 bond prices fared
much better and, consequently, yields required by investors to hold interna
and external governnent assets were reduced (see Colums (9) and (10)).
Anot her inportant feature was the inportant fall in the spread relative to
a conparabl e European long-term bond as is shown in Colum (11), evidence
of the government's good credit ratings in the international capita
mar ket s.

But the fiscal discipline was short lived and it was precisely in
those years when public finances got derailed. In 1888, despite a clear
worsening in the budget situation, the inflation and depreciation rates
were not closely associated with the counterfactual inflation rate. Recall
that 1888 was the only year in which the nonetary authorities respected the
rules of the game established by the |aw of guaranteed banks that provided
for a gold backed paper note issue. This is shown by the close association
between the increase in the paper notes stock as in Colum (2) and the
increase in the stock of specie as in Colum (8). In turn, observe that
specie reserves were matched by an increase in the level of public debt
since the banking reform was financed by an arbitrage operation involving
| oans negoti ated abroad. Basically, the expansion of a gold backed
nmonetary base paralleled the expansionary fiscal policy and no dranmatic
changes occurred with the price level and the paper-gold exchange rate.

However, the fiscal reginme clearly changed early in 1889 when the
Argentine governnment decided to pay off in paper pesos part of the funded

2 For a detailed theoretical discussion on the |inks between the market
val ue of public debt and the conduct of fiscal policy see Sargent (1985) and
Dor nbusch (1986) .
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debt service denom nated in hard dollars. The decision was tantanmount to a
parti al default on the Argentine contractual obligations and the
international financial centers reacted in anger. This change in the
Argentine political econony was stressed by The Economist ( My 25, 1889)
in an article titled "Argentine Untrustworthiness” when it stated that
"...That those who are now protesting against the claim of the Argentine
Government to pay off the Hard Dollars Loan in paper have justice on their
side is unquestionable...the claim of the Argentine CGovernnent cones as an
opportune rem nder that in its dealings with its creditors it is not to be
trusted, and it is well that this fact should be brought home to investors,
because it would appear that before long it will be attenpting to raise
nmoney here...but the experience that has lately been gained of its
financi al untrustworthiness, exenplified both in its dealings wth
bondhol ders and its refusal to respect its own laws, ought to nake
investors little disposed to respond to fresh appeals..."

If it is hard to find an economic rationale for this abrupt change
in the service of the debt regine, it is even harder to understand why the
government enbarked itself in a policy that conbined partial repudiation
with a protracted intervention in the foreign exchange market to stabilize
the value of the guaranteed paper notes. The intervention in the foreign
exchange market was a futile strategy because the public, anticipating that
the policy would shift gears froma currency resunption scenario to fisca
profligacy, flew away from paper currency into specie and produced an
intense currency substitution phenonenon. The nonetary and fisca
i nconsi stency becane apparent by the end of the year when the governnent,
already in a debt-ceiling situation and with its specie reserves al nost
depleted, had to switch from debt to noney creation to finance an ongoi ng
budget deficit (conpare the evolution of the stock of paper notes with the
fall in specie reserves).

Since then and until 1891, the nonetary policy becane endogenous to
t he budget deficit influencing the econony's inflation rate. For the 1889-
1891 period, the accunulated inflation rate (163.7 percent) and the
accunul ated depreciation rate (152.7 percent) are closely correlated wth
the accumul ated counterfactual inflation rate (154.9 percent) suggesting
that inconvertible paper notes were issued to finance accunul ated fi scal
deficits.

Anot her inportant feature that one can distillate fromthe Argentine
hi storical experience has to do with the dynamics of the inflation tax in
the presence of currency substitution. W said before that the
macr oeconom ¢ evi dence suggested that velocity did not nmove in a snooth
fashi on when available alternative assets |ike gold begun serving as store
of val ue. In this public finance context, the instability of velocity
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inplies that a given real fiscal deficit financed with noney creation can
be associated with nore than one inflation rate.

This result becanme clear with an economic policy that finally
exhausted all the avail abl e genuine neans of finance and suddenly heavily

relied on the inflation tax to finance the budget. The 1885 deficit
measured in 1886 pesos equalled 20.7 mllion of paper pesos and could be
financed with an inflation rate of 24.6 percent. The 1891 deficit was

exactly the same in real ternms ( 20.6 nmillion of 1886 pesos), but then it
required a 63.2 percent inflation rate. 3°

V. Stabilization, Deflation and the
ol d Standard Resunption (1890-1899)

In August 1890, Carlos Pellegrini replaced Juarez Celman as
president, in the mddle of a chaotic economic and political situation. On
the economic front, the domestic financial system was tunbling down, the
inflation rate was peaking to unprecedented |evels and the provinces and
the national governnent had virtually defaulted on their public debt
obligations. President Pellegrini tried to tenporize and nmade an inportant
concession to the noderate wing of the up coming political party, the Gvic
Union by appointing two of its nost promnent affiliates to crucial
positions in the Cabinet: Vicente Fidel Lopez as finance mnister and
Victorino de la Plaza as the nmiddle-nen for the renegotiation of the
ext ernal debt payrrents.31

The political class agreed in the diagnosis of an econony disrupted
by inflation and a conplete disarray in the public finances but their
agreements stopped just there. There was no unani nbus consensus anong
congressnmen and policynakers about the course of economic actions to be
taken to overcone the ongoing banking crisis and to arrange the foreign
debt situation.

This is an inportant starting point to understand the stabilization
and disinflation experience following the Baring crisis. These political
constraints had left inpregnate their mark in the design of the

% The 1885 deficit of 20.1 nillion of paper pesos is deflated by .97
while the 1891 deficit of 52.2 million is deflated by 2.53 (Annual Price Level
fi gur es from GDP (1988) as in Table 37 Appendix D).

H S. Ferns, Gran Bretana y Argentina en el siglo XIX ( Buenos Aires:
Sol ar/ Hachett e, 1979) p. 454.

%2 The nost corrpelling sentence that senses the political climte of the
monent is by President Pellegrini in his 1891 speech to the Congress in the
openi ng session May 25th of 1891: "... There is a great anarchy in opinion
about the neans to confront the difficulties in which we are imerse and this
anarchy does not surprise ne. " " Mensaje de Carlos Pellegrini al abrir
| as sesiones del Congreso en mayo 1891" in H. Mabr agana, Los Mensaj es (Buenos
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macr oecononi ¢ neasures of the early nineties.

Aires, ?, ?), Vol V.
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The Institutional Fiscal and Mnetary
Changes to Stabilize the Econony

Some timd elements to stabilize in gold pesos the fiscal revenues
collectible in paper pesos were already under way during the Juarez Cel man
government. In 1889, the Congress voted an additional inport tax of 15 per
cent to alleviate the fall in the fiscal revenues because of the paper peso
depreci ati on. In that sane year, fiscal revenues rebounded by 16 percent,
to stunble by 30.1 percent in 1890. 32

In 1890, a new custom | aw established that half of the trade duties
should be paid with gold pesos and the rest in paper pesos at par. In
January 1891, the government finally made a definite fiscal nove and the
| aw was supplenmented with the following tax measures: (a) custom duties
were to be paid in full with gold pesos or its equivalent in paper pesos at
the prevailing paper-gold market rate; (b) an ad-valorem tax of 4 percent
on exports of skins, wool and nmeat were to be established tenporarily and
(c) taxes on internal consunption were to be introduced for the first tine
at a federal |evel

This effort to rectify the fiscal regine was inplenented too l|ate
during 1891, the value of inports was reduced to a half of what they have
been the year before and fiscal receipts fell again by 31 percent.34 Wth
i mport duties representing 65 percent of the fiscal revenues, the yield of

tax receipts in gold pesos could not inprove in the i mediate short-run. A

full adjustrment towards a bal anced budget as a necessary pre-condition to
elimnate the inflation tax was already an unfeasible task; in 1891 it
woul d have required to cut expenditures net of interest by 62 percent.

Mor eover, the budget would worsen because the value in paper pesos
of the external debt service increased with further depreciations, making
fiscal expenditures to be partially indexed to the gold premium In 1890
the debt service amounted to 11.4 million gold pesos representing a fourth
of the fiscal expenditures; in 1891, service paynents were 11.6 mllion but
its share of expenditures rose to 34 percent. Wth approximately the sane
burden of debt service paynents in gold pesos for those two years and, if
every other expenses would have renai ned constant in paper pesos, the 1891
| evel of expenditures would have increased by 11.2 percent exclusively on
account of the paper peso depreciation

After all this is what happened in 1891: expenditures increased by
10.9 percent because little fiscal adjustnent could be acconplished.

¥ see MI 1890, in Sources of Revenue under heading: Adicional d
i mportacion 15 % , p.119; see A Martinez (1898) under Droit additionnel
I'inportation, p. 522.

* For value of total inports see GDP (1988) Table 37 Appendi x D

e
a
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The new admini stration also attenpted changes in the nonetary regine
to suspend the decentralized em ssions of paper notes. In October 1890,
the Executive Power and the Congress connived to settle the currency
situation and created for that purpose the Caja de Conversion (Conversion
Ofice), a body that would take over the note issue privileges of the
guar ant eed banks and "effect the gradual conversion and anortization of the
| egal tender currency".35

The Article 11 of the Conversion Ofice chart stated that the
government would not only aimat the stability of the paper noney but even
nore, the paper peso should be rolled back to a par value with gold: "Once
the anobunt of paper notes amortized woul d equal the anpbunt of paper notes
i ssued by the Banco Nacional, or when, the market value of the fiduciary
currency would be at par or near to par, the Board of Directors of the
Bureau of Exchange, in agreenent with the Executive, shall exchange paper
notes for gold, or viceversa, with the aim of fixing the value of the
fiduciary currency...". 36

There was the question of where the resources were to conme to
achieve such an anbitious deflationary plan and here, of course, the
proposals were far less clear-cut. To proceed with the paper currency
redenption, the project contenplated the creation of a Conversion Fund
conposed by the netallic reserves of the guaranteed banks (al nost exhausted
at the noment the |aw was passed), by the public funds issued to guarantee
the paper notes and by "all sums which, in virtue of other Ilegislative
enactmments, mght be destined to the conversion of bank paper, and
especially those proceeding from economes nmade out of the general
budget s”. 37

Needl ess to say that despite all these legal and institutional
"gymastics" to redress the currency situation, the 1890 short run economc
results were just the opposite to the intended ones. The continued
depreciation of the paper peso was the narket response to a governnent
that, by printing noney to acquire real resources, turned the back on its
own nonetary pledge; sinply put, in 1890 the fiscal refornms did not square
with an institutional arrangement that called for a swift control of the
nonet ary base.

To take the heat off the foreign exchange market, the governnent
attenpted to rollover the service of the external debt with a noratorium
for one year under the form of a funding loan of four mllion pounds but

% F. Sabsay, La Sociedad Argentina: Argentina docunmental (1806-1912),
"Caj a de Conversion - Ley 2741 , 7 de Cctubre de 1890", Articulo 1, p.615-616.

% F. Sabsay, p. 615-616.

3 A bert B. Mrtinez and Murice Lewandowski, The Argentine in the
Twentieth Century ( London: T. Fisher Unwin, 1911 ), p.343.
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the negotiations were interrupted when, in Novenber 1890, the Baring
Brothers failed.

On January 23, 1891, the Argentine middle-men Victorino de la Plaza
finally signed a contract with a syndicate of merchant banks, coordinated
by the Bank of England, who agreed to grant the Treasury a 6 percent
funding loan of fifteen mllion pound to cover in full the service of the
external debt to come due over the next three years. As wusual, the
external loan was granted conditional on several provisions, the nost
urticating one related with the conduct of the donestic nonetary policy.
VWile the Conversion Ofice included currency contraction as a matter of a
"desired" policy to be achieved at sonme point in tinme, the article 16 of
the funding loan agreenent set a precise redenption tinetable: the
Conversion Ofice would have to retire each year, for three consecutive
years, the anount of fifteen mllion pesos of bank notes from circul ation.

In April 1891, wth a tighter monetary policy in sight, the
government decided to suspend the convertibility of deposits into currency
of the official banks which were suffering a severe drain of deposits, and
announced that substantial refornms in the banking system would be
per f or med.

To proceed with the banking reform the Congress created in Cctober
1891, the Banco de la Nacion Argentina as a "sem-public" institution with
a capital of fifty mllion pesos, the shares to be offered for public
subscription. But investors - if there were at all - regarded the project
wi th apprehension and abstained from buying any shares. Utimately, the
government "backed" the capital with fictitious clains converting the bank
into a state institution. Initially, there were reasonable fears in the
forei gn exchange market that the banking project would degenerate as in the
previ ous experiences, but there were a couple of clauses intended to
prevent such an out cone. *°

First of all, in an effort to separate the conmercial banking
functions from the governnent finances, the project put severe linmts on
the anount of credit that could be extended to the National Treasury . The

3 3. Wlliams (1920), op.cit., p.117-118.

3 M, 1891, Anexo 15, "Contrato General para |la enision de una suma de
pesos 75 000 000", p.43-60.

“ To flavor the market climate and reaction to the project it is worth to

report here the quotations in the weekly magazi ne The Economist: "...The new
bank of the Argentine Nation will open its doors to the public on the 9th
(Decenber). Its 50 mllions of inconvertible notes will rapidly get into

circulation, as the provision for issuing themin series of ten mllions is
merely a blind, and the inevitable economic result of a battle between coin
and inconvertible and depreciated paper currency nmust issue. The inported
gold will be driven away faster than it cane, and our currency will be in a
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Banco de |la Nacion "may not |end noney to any public power or nunicipality
other than the National Governnent, whose credit with the Bank nust not
exceed two mllion pesos (Article 12) and the bank "would not use deposits
as the funding for public |oans" (Article 14).

Second, mninmum reserve requirenents were inposed to prevent noney
creation associated with an excessive credit expansion. Oiginally, a
m ni mum of 25 percent of its total deposits were to be maintained in the
vaults of the bank and in June 1892, a decree established that an
additi onal guaranteed fund equivalent to a 75 percent of the private
deposits were to be deposited in the Conversion Ofice. a1

In short, by md 1891, the package of neasures contenplated all the
dismantled fiscal and nonetary fronts: there had been a tax reform a
draconian adjustment in the banking regine with the liquidation of the
Banco Nacional and the Banco de l|la Provincia de Buenos Aires, the
establ i shnent of an independent body to control the nonetary base and a
renegoti ati on of the external governnent debt.

Deficits, Mney, Prices and The Level of
Busi ness Activity During The Disinflation Years

The figures in Table 7 show that the state of public finances
i nproved markedly from 1892 to 1894. The governnment noved towards a
bal anced fiscal budget and even a small budget surplus was obtained in
1893. Increased taxation and a sharp inmprovenent in the gold value of
fiscal revenues were nuch nore inportant for fiscal adjustment than cuts in
the level of fiscal expenditures. Yet the goal to separate the control of
the amount of currency from the state of public finances was again
threatened in 1895-1898 when the inmmnent possibility of a war with the
nei ghboring Republic of Chile (consequence of a border and territorial
di spute in southern Patagonia) produced a spectacular outburst in mlitary
expendi t ures. However, sone confidence in the capital markets was brought
back and the 1895-1898 resurgent budget deficits were entirely financed
with internal debt and short-term foreign loans and not w th paper noney
creation.

worse plight than ever...", 28 Novenber 1891, p. 1523.

“l For the Chart of the Banco de la Nacion fromE. Tornquist, The Econonic
Devel opnent of the Argentine Republic in the last fifty years ( Buenos Ares,
Conmpani a Sudanericana de billetes, 1919), p. 311-312. For the decree of June
1892 from Banco de la Nacion Argentina, B.A., Menorias y bal ance general del
ejercicio 1891-1892, p.3.
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TABLE 7
KEY FI SCAL | NDI CATORS 1891- 1899
CORRECTED
CONSUWP FI SCAL FI SCAL FI SCAL FI SCAL FI SCAL PRI MARY
YEAR TAX YIELD RECEIPTS RECEI PTS EXPEND. DEFIC T DEFIC T DEFIC T
IN MW INMI -
PAPER $$ QOLD $$ In MIllion of Paper Pesos
(1) (2) (3) (4) (5) (6) (7
1891 2.6 20.2 75.5 127.7 52.2 52.2 8.8
1892 4.1 33.7 110.9 128.0 17.1 17.1 -15.7
1893 6.8 38.5 124.7 122.5 -2.2 -2.2 -30.7
1894 7.0 34.0 121.7 142.9 21.2 4.4 -35.7
1895 7.6 38.2 131. 4 165. 8 34.4 19.8 -16.7
1896 13.6 43.6 129.1 179.1 50.0 41.2 4.6
1897 20.7 51.5 149.9 178. 3 28. 4 15.7 -17.2
1898 21.2 53.2 136.7 206. 4 69.7 69.7 38.8
1899 34.3 72.9 164.0 173.0 9.0 9.3 -48.9

Sour ces and Not es:

Colums 1 through 7 from GDP (1988) Tables 34, 35 and 36 in Appendi x D.

For the period 1894-1897, the service of the debt under the Romero agreenent was estinmated as
debt *Genom natbd I paper peces; a4 and a half 1nterest Applied on the iniernal debi denomnated in hard
Sl Ton” BT ti sh pound’ under theagr eement plus T mi11ion 9ol d pesos i paymenis for he perfermng exiernal
bonds not included in the agreenent. This adjustnent explains the difference between colums 5 and 6.

The figures in the first colum of Table 8 indicate that the
nonet ary base increased by 7.7 percent in 1892 and by 8.9 percent in 1893
but fell steadily from 1893 to 1899 by an average (conpounded rate) of 0.9
percent per year.

The increased nonetary base did not augnent the liquidity in the
nmoney market because the Banco de la Nacion's |legal reserve requirenents
and the private banks desires to build up reserves after the crash had an
of fsetting effect on the noney supply through the nmoney multiplier (Table
9). The nom nal noney supply increased secularly during 1892-1899 by an
average annual conpounded growmh rate of 2.6 percent, a nodest increase by
conparison to the 21.1 percent experienced during the 1880s boom years. The
i ncome velocity index, neasured by the ratio of the real output index to
the noney stock at 1886 prices, displayed a sonewhat erratic behaviour
during all the deflationary period. The intra period evidence suggest,
however, that three distinct patterns can be observed; first, a period of
profound decline in the noney velocity through 1893 and, after an upward
adjustment in 1894 and 1895, a time of alnost constant velocity (with a
slight declining trend by the end of the period). Except for 1892, the
velocity's behaviour is replicated by an alternative neasure presented in
Columm (8) of Table 8 defined as the ratio of the sem -sum of the gold peso
val ue of exports and inports -used as a proxy for the business activity
instead of the real output index- to the money supply measured in gold
pesos. The divergent novenent for 1892 is explained by the spectacul ar
recovery in the level of inports froma value of 67 mllion gold pesos in
1891 to 91 million in 1892.

Wth a tight nonetary base, a calm situation in the donestic

financial system and resumed econonmic growth, the income velocity of noney
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could only remain constant or even decline with a protracted deflation in
t he paper-gol d exchange rate and in donmestic prices.
TABLE 8

MONETARY BASE, MONEY SUPPLY, PRI CE LEVEL, EXCHANGE RATE
MONEY VELCCI TY AND THE LEVEL OF ACTIVITY, 1891-1899

Sem - sum

Monet ary Money Price Paper - Real Money Exports Money

YEAR Base Suppl y Level Col d Qut put Vel ocity I nports Vel ocity
———————————————————— (1886=100) Exchange in MM Var 1 in MM CGol d Var 2

in MM Paper Pesos Rat e 1950 pesos Pesos (1891=100)
(1) (2) (3) (4) (5) (6) (7 (8)
1891 261.4 417.3 252.7 3.74 6535 3.08 89.1 100.0
1892 281.6 387.0 201.3 3.29 7113 2.88 107.9 114.8
1893 306.7 415. 4 188.8 3.24 7466 2.64 112.7 110.1
1894 298.7 419.3 184.8 3.58 8040 2.76 118.8 127.0
1895 296.7 435. 4 220.5 3.44 8093 3.19 134.5 133.1
1896 295.2 437.0 187.2 2.96 8768 2.93 143.6 121.8
1897 292.7 439.9 194.1 2.91 8198 2.82 123.6 103.0
1898 292.1 442.6 187.0 2.57 8888 2.93 158.8 115. 4
1899 291.3 463.1 161.1 2.25 9666 2.62 183.6 111.7

Not es and Sources by Col um:
(1)-(6) as in GDP (1988) Table 37, Appendix D.
(7) the value of exports and inports are as in colum 8 and columm 10 of Table 37.
gol d exér?a)ngtehia\{? (;%idt)&i\\/lia&iegntbyzt rl]: r?t?rzéynesdupi)sl yt.he sem -sum of exports and inports multiplied by the paper-

The effect of the change in the nonetary regine (reflected in the
val orization of the paper peso) was reinforced by the worldw de
macr oeconomi ¢ situation. In 1892, with expectations stabilized and a swift
recovery in the level of business activity, enhanced by the stringent
situation in the international agricultural markets, there was an increase
in the quantity of noney demanded that was ultimately accommodated by a
20.6 percent decline in donmestic prices.

But this was a brief respite and after a period of relative price and
financial stability from 1885 to 1891, international finance and trade
difficulties followed the Baring crisis. The 1892-1894 years marked the
bottom of the so-called 1870-1895 G eat Depression. &l d world prices of
goods and services declined at rates never experienced before and an
endl ess nunmber of financial panics -the nost inportant being the 1893 U. S
banking panic triggered by fears that the United States would soon |eave
the gold standard regine under pressure from the silver interests-

depressed the international novenment of goods, capital and | abor . *?

TABLE 9
KEY MONETARY COEFFI Cl ENTS 1891- 1899
BANCO OTHER
END-OF CURRENCY RESERVE  NACION BANKS ~ MONEY
YEAR RATI O RATI O RESERVE ~ RESERVE MULTI PLI ER
(1) (2) (3) (4) (5)

2 M Friedman & A Schwartz, A Monetary History of The United
States, 1867-1960 (Princeton: Princeton University Press,1963), Chapter 3:
SiTver Politics and the Secular Decline in Prices, 1879-97, p.89-134.
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1891 0. 50 0. 26 0.03 0. 36 1.59
1892 0. 49 0. 47 0. 58 0. 45 1.37
1893 0. 45 0.53 0. 89 0.42 1.35
1894 0.41 0.51 0.84 0.41 1.40
1895 0.38 0.48 0.79 0. 40 1.47
1896 0.38 0.48 0. 66 0.43
1.48 1897 0.38 0. 46 0. 66 0.41
1.50 1898 0. 36 0. 47 0.70 0. 40
1.52
1899 0.35 0.43 0.62 0.38 1.59

Not es and Sources: GDP (1988)
(1)-(2) fromcolums 1 and 2 Table 31, Appendix C.
(3) fromcolum 1 Table 28, Appendix C.
(4) figures underlying Tables 26 through 29, Appendix C
(5) from colum 3, Table 31 Appendi x C

The world deflationary situation was transmitted to the Argentine
econonmy by nmeans of the comodity arbitrage and, from 1891 to 1894,
donmestic prices fell at an average annual rate of 9.3 percent while the
exchange rate appreciated on average by only 3.1 percent.

The international nacroeconom ¢ outlook radically changed in 1895
when the nmonetary liquidity in the central gold standard countries rose as
a consequence of the substantial augnentation in the world gold stock,
caused by the ~conbined effect of new gold mne discoveries and
technol ogi cal progress in the process of extracting gold from ore. From
then on, Argentina inported the external inflation: from 1894 to 1899
donmestic prices declined by 12.8 percent in spite of a cunulative paper
peso appreciation of 37.1 percent. In sum the nonetary authorities
succeeded to stabilize the nonetary base at sone fixed quantity and let the
price of the paper peso in terms of gold be determ ned by market forces.
As a result of this stiff nonetary growh rule and the ensued defl ation of
donmestic prices, the theme of an eventual return to gold that had been
di scussed for sone years took a definite formin 1898 and was hotly debated
in the Congress. The fluctuations in the value of the paper peso were
wi dely viewed as a disturbing factor for econonmic planning and the design
of long-term contracts. The political econonmy debate centered on whether
conversion should be pursued at the then market exchange rates, or if a
gol d standard regi me should be restored at the original 1881 parity.

The urban sectors and commercial interests favored the orthodox view
to convert at par while the producers of agricultural exportables and
domesti c manufactures favored conversion at a high paper-gold exchange rate
because, they argued, further deflation would continue to squeeze the
profitability of their i ndustries.*

The figures of the Colum (1) in Table 10 show the Argentine export

“3 H J. Cuccorese, Historia Econom ca Financiera Argentina (1862-1930),
(Buenos Aires, El Ateneo, 1966), p.73-82.
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profitability index measured by the paper-gold exchange rate, nultiplied by
the ratio of the external price of exports to the rural nonetary wages.
Rural monetary wages are used as a proxy for the evolution of the export

sector variable production costs. Thus, a fall (rise) in the index
indicates that the export profit margin is reduced (augnented). The
figures in Colums (2) and (3) suggest that the 1892-1894 worl d depression
was the main cause for the profitability index to decline. In the | ast

half of the decade, the trend of the profitability index is not clear:
nmonetary forces made the peso to appreciate but this negative effect on
profits was neutralized by a swift recuperation in the agricultural world
prices.

In Colum (4) an index, constructed by R Cortes Conde (1979),
measures the urban nonetary wages deflated by food prices; in Colum (5)
the urban wages are deflated by the constructed whol esale prices. It is
apparent that urban real wages steadily rose after 1895 but here, again,
real forces that significantly inproved the |abor marginal productivity may
have played an inportant role in addition to the nonetary deflationary
forces. A rise in the relative price of the wage services and a relative
fall in the export profitability may just reflect the inproved econonic
conditions of this newly settled country. It is rather doubtful whether a
mere change in the nom nal exchange rate regine would have a long |asting
effect on the equilibriumvalues of these real variables.

A nore conpelling argument against the rmaintenance of the
deflationary nonetary policies is the real interest rate problem The
behaviour in interest rates is a fact that, curiously enough, has received
no attention at all in the previous literature. The nom nal interest rate,
proxied by the yield of a long term internal bond and shown in Table 10,
had a definite declining trend over the period. Meanwhile, domestic prices
were falling nmore rapidly producing a regine of very high real interest
rates. The figures show that positive real interest rates were sustained
and got increasingly higher by 1898 and 1899. In this respect, the <claim
to shift towards a nore expansionary nonetary policy (that is, resunption
at the prevailing paper gold exchange rates) appeared as a nore appropriate
course of action.
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TABLE 10

INTEREST RATES, PRICES, EXPORT PROFITABILITY
AND URBAN REAL WAGES 1891-1899

Export Percent Percent Urban Wages
Profit Change Change deflated by Yield Domestic
YEAR Index Terms of UK. Food Wholesale Intern Rate of
(1891=100) Trade Prices Prices Prices Bond Inflation

@ @ ®) 4 ©) ® (@)
1891 100.0 19.7 35 100.0 100.0 10.28 56.2
1892 835 -8.6 5.4 116.9 128.6 9.15 -20.6
1893 n.a. -7.0 -17 1145 121.4 8.73 -6.0
1894 771 -11.1 -5.9 108.4 139.2 8.94 2.1
1895 146.8 52.2 -3.0 97.6 119.6 8.28 19.5
1896 729 -33 2.8 104.8 164.3 7.74 -15.4
1897 76.1 10.0 2.2 147.0 196.4 7.78 37
1898 88.5 12.3 35 201.2 230.3 7.87 -3.6
1899 67.9 9.0 11 2385 262.5 7.89 -13.9

Notes and Sources by Column: Data Base from GDP (1988).
(1) the export profitability index is defined as the implicit international price of exports multiplied by the
paper-gold exchange rate divided by the nominal rural wage. The
nominal rural wage is from Cortes Conde (1979), p.228.
(2) Argentine terms of trade from column 5 Table 37.
(3) U.K. Board of Trade price index from Abstract of British Historical Statistics (1971), p.476.
(4)-(5) nominal urban wages and prices of food from Cortes Conde (1979), p.230 and 226
respectively. Wholesale prices as in column 4 Table 37.
(6) the yield of an internal bond from column 2 Table 33.
(7) the rate of change of the wholesale price index.

In discharge of the tight nonetary rule inplenented after 1893 and
prevailing until the end of the century, one has to ask what were then, the
alternative policy choices open to the nonetary authorities?

The first policy choice may have been to seek conversion in 1893 by
means of deval uating the paper peso as suggested by Pellegrini and Ronero.

Yet, to inplenent convertibility, the government needed a substantial
external loan to place the outstanding paper currency on a gold cover. It
is hard to believe that such a loan, that would put specie in hands of the
Treasury, could be obtained from the international financial centers after
the catastrophic experience of the national banking system and especially

during those years of severe downturn in the international business cycle.44

A second option may have been, still in a regime of inconvertibility,
to choose a higher nonetary growh rule that would better accommopdate the

* The 1891 Funding Loan was conceived to avoid a mjor shake-up in the
London stock market and not as a nean to replenish the specie reserves of the
Argentine Treasury.
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needs of an expanding econony to avoid the protracted deflation. By
present nonetary theory standards, this course of action would have
represented a conscious optinmal monetary policy rule in the sense of
providing a stable price environnent, if only: (a) the governnent had the
rel evant information and the technical skills to know at which rate noney
had to be injected to the econony and (b) the econonmic agents would
correctly read the governnent's intentions to sinply avoid deflation and
woul d not perceive the increased supply of currency as a signal of a new
inflationary scenario. Again, a conscious design of such a nonetary policy
under a flexible exchange rate reginme is unthinkable in a period dom nated
by conventional views about the design of nonetary policies linked to the
gold standard and in which the economc doctrines in vogue mainly
prescribed return to gold at par.

VI. The Adjustment Mechani sm during the ol d- Exchange Standard Years (1899-
1913)

The 1900-1913 gold standard years are noteworthy for a sharp growh
in the Argentine real output and the mld inflation of domestic prices, a
reflection of the swift increase in the world' s noney supply during the so-

called "Colden Age" of 1902-1912 (see Table 11). For the student of
Argentine nmonetary history, the donmestic gold standard period is relatively
unevent f ul in the sense that wde fluctuations in the stock of

i nconvertible notes and in the paper-gold exchange rate were renoved as
i ndependent sources of econom c di sturbances.

Si nce Novenber 1899 and until the outbreak of the First World Var
the Conversion Ofice stood ready to automatically exchange paper pesos for
gold and, viceversa, on demand and at a fixed exchange rate of 2.27 paper
pesos for each gold peso. The figures in Colums (2) and (3) of the Table
11 show that the automatic issue mechanism was strictly followed by the
nmonetary authorities: in all years, the increase in the nonetary base was a
100 percent backed by the inflow of gold reserves to the Conversion Ofice.

By adopting the gold exchange rule, the Conversion Ofice surrendered
the control of the quantity of nobney which becane endogenously determn ned
in the noney market. A crucial assunption enbodied in the idea that, under
a gold exchange standard regime, gold inflows are a vehicle to restore the
equilibrium in the noney market by neans of an adjustnment in the noney
supply -rather than having an independent influence on other macroecononic
variables-, is that prices and interest rates are internationally
determ ned on world markets.

Results typical of the tests of purchasing power parity basically
have confirmed the idea that Argentina was reasonably well integrated into
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t he international market for commodities during the international gold
st andar d.
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TABLE 11
MONEY, DOMESTIC PRODUCT, MONETIZATION AND THE FISCAL BUDGET 1900-13

Conversion

Gross
Year Monetary Office Money  Money Price Domestic Money Fiscal Fiscal
Base Gold  Supply Multiplier Level Product Velocity Deficit/ Deficit/

Reserves 1886=100 in MM Receipts GDP
------------------------------ 1950 pesos
in MM Paper pesos in percentage
) @ @ @ 6 0 mn ©® O
1900

481.6 1.63 182 9430 2.78 51 0.6
1901 296 0.0 472.3 1.60 159 10220
1902 296 0.0 498.0 1.68 175 10020
1903 380 86.7 640.3 1.69 165 11450
1904 407 114.2 760.5 1.87 169 12670
1905 498 204.8 943.5 1.89 184 14350
1906 526 233.1 972.1 1.85 195 15070
1907 531 238.6 981.4 1.85 201 15390
1908 581 287.6 11213 1.93 193 16900
0.1

1909 685 391.6 1390.0 2.03 210 17730
1910 715 422.2 1580.2 221 227 19020
1911 722 429.0 1634.5 2.26 226 19370
1912 799 506.0 1774.7 2.22 231 20950
1913 823 529.4 1673.4 2.03 232 21160

Notes and Sources: GDP (1988).
(1) monetary base as in column 1 Table 37, Appendix D.
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(2) Conversion Office gold reserves are the figures as in column 7 Table 32 converted to paper pesos by the paper-gold peso exchange

rate.

3) money supply as in column 2 Table 37, Appendix D.

4) money multiplier as in column 3 Table 31, Appendix C.

5),(6),(7) as in columns 4, 6 and 7 respectively Table 37, Appendix D.

8) fiscal deficit (as in column 7 Table 36) divided by fiscal revenues (as in column 5 Table 36).
9) fiscal deficit deflated by wholesale price index divided by the Gross Internal Product.

(
(
(
(
(

Regressions for 1884 to 1913 of the Argentine price index against the
paper-gol d exchange rate and the United Kingdom prices are (al

in logarithms and standard errors in parentheses):
p(t) = -0.59 + 0.95.e(t) + 1.08.p*(t)
(1.64) (0.09) (0. 34)
R- Square= 0. 95 D.W= 2.06

vari abl es
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p(t) = -0.03 + 0.95.In[E(t).P*(t)]
(0.49) (0.09)
R- Square= 0. 94 DW = 2.10

In addition to the arbitrage in the international comodity markets,
recall that Argentina becane a substantial |ong-terminternational borrower
in the second half of the nineteenth century. Figure 5 which plots the
Argentine-European yield differential on an annual basis shows that the
required yield to hold an external Argentine bond was always higher than
the yield of a |ong-term European bond. For the whol e 1884-1913 period, the
Argentine long-rate averaged 2.8 percentage points higher than the United

Ki ngdom and 1.5 percentage points higher than Italy. However, the chart
does show remarkabl e changes in the magnitude and evolution of the spread
for the various subperiods of analysis. For exanple, whenever financi al

markets perceived that the Argentine government was not follow ng prudent
fiscal and nonetary neasures, the London stock exchange market rated
Argentine debt instrunents as poor risks, despite the explicit governnent
guar ant ee. From 1889 to 1894, the abrupt rise in the risk spread was
essentially connected with the Baring crash; the yield "surcharge" for the
Argentine external bonds (that were not in default) anobunted to 4 to 5
points in the London market. Since 1895, fears that Argentina would
repudiate its external debt commitnents vanished and the excess of the
Argentine long yield rate over the European rates abruptly declined until
1900, reaching a steady |low plateau during the gold standard years (wth,
however, a declining trend relative to the U K consol).

Figure 5 confirnms the fact that the abrupt fall in the spread |evel
that occurred from 1895 to 1899 was entirely dom nated by movenents in the
yields of the Argentine external bonds. After 1902, there is a clear
convergence of the domestic bond yield to the external interest rate
(external bond yield). VWhen the exchange rate and the default government
borrowing risk were mnimzed, capital nmarkets were again closely I|inked;
the Argentine long-term interest rate was alnost equal to the long-term
rate of the international capital markets.

If one accepts this prelimnary evidence in favor of goods and
capital markets arbitrage, a sinple test can be conducted to analyze the
operation of the gold-exchange standard in Argentina for the years 1904-
1913. The experinment consists in conparing the actual contribution of the
inflow of gold to changes in the domestic money stock with the residuals of
the change in the demand for noney mnus the noney stock produced by
donesti c sources.

The postulated noney demand function asserts that the demand for
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nmoney depends on the real incone and on the level of interest rates. The
result for 1900-1913 of regressing the logarithm of the real noney stock on
the logarithm of the real incone and the | ogarithm of one plus the |ong-run
interest rate is (standard errors are in parentheses):

(1) In (MP) -0.32 + 1.00.In(Y) - 8.86.In(1+)

(1.62) (0.14) (4.12)

0.98 Dur bi n-Watson = 1.58

R- Squar e

For the 1902-1913 period, a short donmestic banking rate is available; the
reesti mat ed noney demand using the short rate is :

(2) In (MP) = -3.72 + 1.30.In(Y) - 5.34.In(1+)
(2.27) (0.05) (1.23)
R- Square = 0.99 Dur bi n- WAt son = 1. 66

One mght conpare the actual effect of the specie reserve flows on
the donestic noney stock with the effect predicted by the nobney demands as
in (1) and (2).45 The correlations between the predicted and the actual
reserve flows seemto | end support to the monetary theory of the bal ance of
payment s. That is, the demand for noney in excess of the supply provided
by donestic sources is mainly satisfied by adjustments in the volune of
gold reserves, a reflection of the balance of paynments situation. The
second equation perfornms much better in predicting the path of the foreign
sources of noney growh: a regression coefficient of the actual on the
predicted flows was 0.81 with the use of that equation and 0.64 wth
equation (1).

VII. From Wrld War | to the Geat Depression: Looking for a Monetary
Standard (1914-1930).

In August 9th 1914, the full convertibility of the peso was suspended
and the government prevented specie exports out of the Conversion Ofice.
Since then and until 1927, the Conversion Ofice worked in an asymmetric

* The change in the foreign sources of the noney supply is sinply
S(t-1) . dS(t) were S is the ambunt of gold reserves at the Conversion
MB(t-1) S(t-1)
Ofice, MBis the nonetary base and the operator "d" represents the absol ute
rate of change. The predicted change in the foreign sources is defined as the
change in the nom nal demand for noney |ess the change in the donestic sources
of the noney supply defined as [dMt) - S(t-1) . dS(t)] where Mis the stock

Mt-1) MB(t-1) S(t-1)

of nmoney. The nethodol ogy closely follows D. MO oskey and R Zecher, "How the
ol d Standard Worked, 1880-1913" in The Mnetary Approach to the Bal ance of
Payments by J. Frenkel and H Johnson, (London, AlTen & Unw n, 1976), p. 357- 385.
For the Argentine results see GDP (1988) p.122-131.
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fashi on: noney base augnented automatically when specie reserves increased
but gold extractions were not allowed |eaving exogenous the quantity of
nmoney. Table 12 shows that nonetary base grew by nore than 9 percent per
year between 1914 and 1919, and by alnost 16 percent in 1920. The noney
growmh of the early twenties was the result of an extraordinary increase in
the external price of exports46 which inproved the trade bal ance conbi ned
with capital inflows from Europe. In spite of the noney growh, donestic
output growh was below its historical |evel averaging 3 percent per year
bet ween 1914 and 1920.

Argentina inported the inflationary pressures of the inmediate
postwar years: for the 1914-1920 period, wholesale prices went up by 164
percent in the United Kingdom by 91.6 percent in the USA and by 80 percent
in Argentina.47 In colum (5) of the Table 12 we show the equival ent
exchange rate of paper pesos in terns of gold pesos. W defined an
equi val ent rate because when convertibility was suspended the gold peso was
still quoted officially at 2.27 paper pesos. Therefore, the equivalent
exchange rate is the paper peso valuation of gold through arbitrage wth
the USA dollar. “*®
nmoney market from negative shocks arising from the balance of paynents
situation. The state-owned Banco de la Nacién was permtted to redi scount
commer ci al papers presented by other banks which it could, in turn, deposit
(with the consent of the Executive Power) at the Caja de Conversion in
exchange for noney base, as long as the gold reserves backing currency
never fell below 40 percent of circulation. A quick conparison of absolute
changes in the noney base stock and in the stock of gold reserves shows
that, in spite of this rediscounting devise, the "asymetric" rules of the
ganme were respected.

The Argentine "Belle Epoque" vanished with the collapse of the United
Ki ngdom as the world financial and nonetary center in 1921. In 1920-21, the
British pound lost 25 percent of its value against the US dollar. At the
same time, Argentine nonetary authorities asked why the paper-peso, which
had an 80 percent gold-backing suffered in tw years a 40 percent
deval uation against the US dollar. The answer to that difficult question
may rely on wether the argentine nonetary system was characteristic of a
gol d-exchange standard regime or whether it was merely a unilaterally
pegged regime to the British pound.

The 1914 rediscount |law was designed to insulate the

% |n 1914-1920 external export prices increased by 86 percent. From

Estadi sticas de la evol uci 6n argentina (1986), p. 126.
“"For UK and USA, figures from Mlton Friedman and Anna J. Schwartz,
Monetary Trends in the United States and the United Kingdom (1982), p.120-138.
" See Harold Edw n Peters, The Foreign Debt of the Argentine Republic,
t he John Hopkins Press, 1934, Baltinore, p.b55.
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Carlos Diaz Alejandro (1970) advanced the idea that Argentina
suffered before the G eat Depression fromthe so-called "trilateral"” trade
problem the country experienced sizeable current account surpluses wth
the ailing european nations but chronic deficits with the rising econonic
power, the United States. In 1927, Argentina resumed convertibility but the
antici pated bonanza was short-lived. In 1928 noney base increased by only 2
percent; in 1929 the external drain dimnished the base by nore than 11.3
percent and the authorities decided to break away from the ol d-Exchange
St andar d.

VWile Argentina was one of the first countries that broke away from
t he Col d- Exchange Standard at the beginning of the depression, it foll owed

a nmuch nore conservative attitude towards the repaynent of its
i nternational debt. The country was the only major Latin Amrerican debtor to
honor the service on its external debt, only that, in 1931, this was

possible by wusing up alnost 60 percent of the gold reserves at the
Conversion O fice. Gold backing of the currency dimnished from 80 percent
in 1928 to 45 percent in 1931 and, imediately, the paper-peso suffered a
65 percent depreciation relative to the US dollar. Once nore, Argentina was
in a fiduciary system awaiting for a new challenging nonetary experinent:
Central Banking.

TABLE 12
MONEY, PRI CES AND | NTEREST RATES
(1914- 1930)

YEAR MONETARY GOLD WHOLESALE REAL EQUI VALENT GDP | NTEREST
BASE RESERVES PRICES MONEY EXCHANGE GROMH RATE

RATE RATE
(1) (2) (3) (4) (5) (6) (7)
1914 804 225 100. 8 1618 2.28 -10. 4 7.94
1915 988 305 107.5 1723 2.30 0.5 7.59
1916 1013 317 122.5 1666 2.27 -2.9 7.11
1917 1013 317 152.0 1554 2.20 -8.1 6. 84
1918 1154 379 166. 0 1904 2.16 18. 3 6. 33
1919 1177 389 171.0 1991 2.22 3.7 7.20
1920 1363 471 180.0 2114 2.45 7.3 7.79
1921 1363 471 143.0 2550 3.03 2.6 7.72
1922 1363 471 129.0 2955 2.67 8.0 7.70
1923 1363 471 135.0 2930 2.80 11.0 6. 50
1924 1320 452 144.0 2787 2.81 7.8 6. 49
1925 1320 452 146. 6 2782 2.39 -0.4 7.40
1926 1320 452 131.6 3153 2.37 4.8 6. 90
1927 1378 478 129.3 3390 2.27 7.1 6. 90
1928 1406 490 130.1 3708 2.27 6.2 6. 30
1929 1247 420 126. 3 3770 2.30 4.6 6. 90
1930 1260 426 121.0 3939 2.64 -4.1 7.20

Not es and Sour ces:
(1) and (2) Figures in mllions of paper-pesos and mllions of gold-pesos
respectively from Anuari o Geogréafico Argentino (1914) p. 420-430



(3) Base Year 1913=100. Figures from Estadisticas de la Evoluciodn
Econ6ém ca Argentina (1986). Document prepared by Roberto A Donenech in
Est udi os Econdm cos. Codrdoba. n.p.

(4) Real Mney is Mney Supply deflacted by the Wl esale Price I|ndex.
Figures from Sources as in col. (1) and col. (3).

(5) The equival ent exchange rate is defined as the theoretical nom nal
rate of paper-pesos per gold pesos through arbritage with the U S. dollar.
Figures as in col.(1) and (2) p.430.

(6) CGDP frowh rate in per cent. Figures from Estadisticas de la
Evol uci 6n Econdémica Argentina (1986), p.159.

(7) Interest rate is the "tasa de descuento" of banks. From Andlisis
Estadistico y Econdm co de al gunas series Bancarias y Afines en el periodo
1901 a 1927. (1929), p.38.



Figure 2
Price Level and Exchange Rate 1883-1912
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Specie Holdings in Argentina, 1883-1899
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Figure 4
Determinants of the Money Multiplier
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Figure 5 — Excess Yield over British
Consol and Rendita ltaliana, 1884-1913
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