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Money, Financial Intermediation and the Level of Activity in 110 Years of Argentine
Economic History

Gerardo della Paolera
Universidad Torcuato Di Tella

Javier Ortiz
Universidad Torcuato Di Tclla

"South Americans... are always in trouble about their currency. Either it is too good for
home use, or as frequently happens, it is too bad for foreign exchange. Generally they have
too much of it, but their own idea is that they never have enough...The Argentines alter their
currency almost as frequently as they change their presidents...No people in the world take a
keener interest in currency experiments than the Argentines...""

"Does Money Matter? The first and most important lesson that history teaches about what
monetary policy can do--and it is a lesson of most profound importance--is that monetary
policy can prevent money itself from being a major source of economic disturbance."

Milton Friedman, The Role of Monetary Policy, December 29, 1967.

"Taken from The Banker's Magazine (1899) by Alce G. Ford (1962) and quoted by all of us who
have studicd the idiosyncracics of money and banking in Argentina.




L INTRODUCTION

Graph | shows the comparative cconomic performance of Argentina vis-a-vis the United States and
the United Kingdom in tcrms of the level of per capita real output from 1884 to 1994, The data has been
standardized in tcrms of 1884 in order to be able to obscrve a century's performance of a developing
country in rclation to the "rest of the world”, represented by the United States and the United Kingdom.
Obscrvations surpassing in valuc the unity indicatc a better accumulated relative performance by Argentina
("thc country is catching up"). Wc have also divided the graph in two parts using 1935, the vear of the
crcation of the Central Bank (Banco Central), to trace a biscctor which further divides the graph in four
quadrants. It is not comforting to obscrve that. in spite of occasional short-lived catch-ups. Argentina does
not demonstrate practically any periods of sustained accumulated growth, in particular during the post
Central Bank period.

With regard to this disappointing performance, our goal is to investigate what role did money and
institutional monctary and financial volatilitv have in this century-long depression in the relative living
standard of the Argentines. We would like to investigate the influcnce. if any. of financial and monctary
matters in cconomic growth. What we will try to convey in this paper is the idca that in a wide varicty of
circumstances. the country's policymakers have wiclded the "need” for monctary reforms as the solution to
any scrious cconomic and financial crisis. As we will attempt to show in this paper. therc were many crucial
situations which the country's policymakers had to resolve; gencrally, the palliative chosen was a reform of
the country's financial and monctary institutions.

In celcbration of the 60th anniversary of the Central Bank of the Argentine Republic (1995), this
paper presents the most pertinent cvents in Argentine monctary history, an arca which has provided (and
continucs to provide) an cxceptional rescarch laboratory to understand the varied implications that
institutional  fragility-in relation to monctary and financial policv-has excrcised on  Argentina's

macrocconomic behavior during a 110 vear period.

In 1921, Raul Prebisch, the cconomist who was the most influential mind behind the creation of the
Central Bank of the Argentine Republic, declared categorically:

"Monctary problems arc so intimatcly rclated to the development of our economy that what has
been written about the matter is cxtravagant. Fragmentary studics abound as do monographs of a
circumstantial or historical character about special points or aspcets of the qucstion, but our cconomic
titcraturc still docs not have a work which trcats the topic with the necessary sensc of synthesis to allow
us.to contcmiplate the devclopment of the currency in circulation in Argentina in its totality from a
dvmamically objective point of view, and attcmpt to understand the relationships of causality and the
interdependence of the events of the period in question...""

With the creation of the Central Bank of the Argentine Republic in 1935, the foundations were set
out for a radical change in the regulation of the country's financial and monctary affairs in relation to the
methods employed since the creation of the Caja de Conversion (Currency Board) in 1891, The principal

1 in "Anotacioncs sobre Nucstro Medio Circulante: A Propésito del Ultimo Libro del Doctor Norberto Pi-
cro”. p. 93, Raul Prebisch-Obras Completas (Complete Works) 1010-1048,



objcctive and. we might sav the only one. of the Caja de Conversion had been to guarantee the external
valuc of Argentina's money. Under this svstem. Argentine monctary policy insisted on giving priority to the
objcctive of maintaining the cxternal valuc of its moncy as a mcchanism which permitted the medium-run
anchoring of domestic pricc levels while imposing a strict degree of discipline on fiscal matters. As we will
sce further along. cven in periods when the currency was not convertible. previous to the creation of the
Central Bank. a conscnsus cxisted to rcturn to an cxternal monctary standard. when the extreme negative
shocks. which had provoked the abandonment of thc monctary parity, disappcarcd. We should, on taking
this into account. intcrpret the convertible monctary system as a body of contingent rules that also included
cscape clauscs. by which the commitment to adhere to a fixed exchange rate could be suspended in extremc

situations,

This system, whosc most singular charactcristic was a strict relationship between the money supply
and the balance of pavments, was cspecially criticized during the yvears of the Great Depression. With the
crosion of thc Gold Standard rcgimes in central countrics. critics at that time, looking back in rctrospect,
madc a ncgative cvahluation of the country's financial and monetary systems stressing that: (1) the system
cemploved by the Caja de Conversion gave priority to maintaining "order in the external sector”, adapting an
extremely rigid plan for adjusting the moncey supply to the needs of the domestic cconomy. and (2) the Caja
did not have the monctary instruments nor the legal prerrogatives at its disposal to ncutralize the risks of
financial collapscs.”

In the nudst of a highly charged atmosphere. resulting from the devastating cffects of the Great
Depression. the Argentine Central Bank was born with the basic financial and monctary characteristics
common to modern central banking in the developed countrics, such as: (1) maintaining a sufficient stock of
international reserves to be able to moderate the conscquences of the fluctuations in exports and the
movements of capital on the currency's purchasing powcer: (2) regulating credit and adjusting the means of
payment to the volume of business: (3) promoting liquidity and the fluidity of bank credit and to centralize
the supervision and audits within the financial system: and (4) acting as the government's financial agent.

With the initiation of the Banco Central (BCRA)'s activitics, a change in the monctary system was
formalized. An institutional plan was approved that emphasized achicving stability in the domestic cconomy
through an active monctary policy. Fhis policy was to be managed in a countcrcyclical manner, first
adjusting the moncy supply to the nceds of the domestic cconomy and, sccond. making the moncy supply
morce clastic in order to facilitate the Bank's function as the lender of last resort of the financial system. This
vision of the goals of the country's monctary policy. which emphasized the "needs” of domestic economic
activity. was sharcd by onc linc of financial and monctary advisors. among which Prebisch himself could be
found. along with Robert Triffin. of the Federal Rescrve Bank of the United States, and representatives of
the Leaguc of Nations, among others.

The notion that a central bank could insulate the domestic cconomy from ncgative and incvitable
cxternal shocks. through the usc of a monctary sterilization policy. was the predominant opinion of the
cxperts. In Table 1 a summary of the cvolution and volatility of a sct of key macrocconomic variables bas

2 Sce the exceptional document by Racel Prebisch. "La experiencia del Banco Central Argentino, en sus
primeros afos”. (The experience of the Argentine Central Bank in its first vears). in El Banco Central dc la
Repecblica Argentina en su 50 Aniversario, 1935-1985. pp. 31-50.

3 Sce Diaz Alcgandro. Carlos (1087).
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been inctuded for the pre- and post-BCRA periods. In the period 1884-1935, moderate nominal variations in
both monctary aggregates and in the cvolution of prices and exchange rates can be observed. The inflation
ratc, ncvertheless, as well as that ratc’s volatility measured by the standard deviation of logged first
differcnces of the levels, arc supcrior to thosc of the central countries represented by the United States and
the United Kingdom during the same period. The rcal sector in Argentina grew at an average rate of nearly
4 per cent, well above the performance in the United States (2.7 per cent) and in Great Britain (1.6 per

cent).

This period ranks higher than thc macrocconomic performance achieved during the 60 years of the
Central Bank, which has been characterized by an inflationary bias clearly divergent with international
macrocconomic tendencics. The same Table shows that in the period of 1935-1994 there was a very high
ratc of cxpansion of monctary aggregates, price levels, and exchange rates, even when real monetary
balanccs. which indicated the degree of real liquidity in the economy. were not modified. It is important to
notc that thesc increases in nominal variables accelerate from two to three digits as of 1972, Economic
growth. in any case. was reduced to an avcrage of 3.3 per cent, offering a particularly disappointing
cvolution in the sccond sub-period of 1972-1994, cquivalent to 2.2 per cent. Even when a less cyclical
variation in the level of activity is obscrved. this apparent feat of leveling out the economic cycle also begins
to dcteriorate as of 1972 (scc Graph 1).

During these sixty vears. the charter of the BCRA underwent scven major reforms, and the bank
had 47 presidents (that is to sav. cach one had an average tenure of 16 months). We should not be surprised,
therefore. by Argentina's macrocconomic instability. But perhaps the person who best recognizes the
obvious and inborn inconsistencics in the macrocconomic objectives that arc included in the original charter

of the institution is Julio Olivcra (1985):

" .these dispositions in the Charter imply a system with a double monctary standard, with an external
clement as well as a domcestic clement. The domestic and external goals, nevertheless, have alternated
cyvclically in Argentina's monctary policy. not as unique objectives but rather as its dominant criteria. In this
scnse it can be said that a cvclical monctary standard has existed in the Argentine Republic since 1935, and
more precisely since the end of the Fourtics..."”

In this attempt to revicw more than 110 years of Argentine monctary history, we stress in this first
preliminary draft. the financial and monctary cxpericnce of the 1884-1946 period. In a second stage, when
the statistical rescarch and the time serics are prepared. covering the relevant macrocconomic variables, the
study of the period of 1946-1994 will be presented. The final objective of this study is to analyze 110 years
of Argentinc cconomic history. concentrating on the rolc and the impact of the country's monetary
institutions and their policics on Argentina's macrocconomic performance.

In the following scction we incorporate the theoretical and conceptual framework, accompanied by the
principal cvents representative of the entirc period of 1884-1994. Here we present some satient monctary

charactcristics for the first preliminary homogencous macrovariables we have constructed. In Section H we
offcr a succinct history of the evolution of the different institutional arrangements prior to the creation of the
Central Bank and identify the different sub-periods. In Section 11l we analyze: (a) the process of
inconvertibility and the experiment of national guarantced banks from 1884 to 1889 (b) the inception of the

4 Scc Julio Olivera (1985).




Baring Crisis and the financial and monctary crash of 1889-1891: (c) the institutional. fiscal and monetary
rcforms implemented to stabilize the cconomy during the presidency of Carlos Pellegrini (1890-1892); and
(d) the prolonged period of deflation needed to restore convertibility in 1899, In Section TV we study
Argentina as a peripheral country under the Gold Exchange Standard regime including the forcign exchange
ratc and financial crisis of 1914 In Scction V. we study the influcnce of the international events of the
1918-1935 period on the formulation of Argentine cconomic poticics. Finally in Section VI the creation of
the Central Bank is analyzed and the implementation of monctary sterilization policics until 1944 is studied.



SECTION 1. CONCEPTUAL & THEORETICAL FRAMEWORK AND SUMMARY OF
PRINCIPAL EVENTS

I.1. Money, Inflation and Monetary Aggregates

Moncy is any object that can scrve as a medium of exchange to comply with the traditional function
of being a gencrally accepted vehicle for the payment of cconomic transactions. Also money can also
constitutc a reserve of value in the degree to which cconomic agents permit. The history of different
monctary systems tcaches us the importance of the trustworthiness and the characteristic of durability of
money so that a socicty can manage to move bevond the primitive technology of barter and can, with the
introduction of moncy. increasc the cfficiency of current and long-term cconomic exchange.

The degree of monctary deepening and its interrclation with the economic development of nations
has frequently been studied through the prism of the transitory evolution of certain analogous measures that
represents money usually in tcrms of the level of prices, the level of economic activity, or in per capita
terms. An cconomic system becomes "more monctary” when it increascs the use of money in real terms, and
this occurs if the cconomic agents think that the qualitics of the moncy in question will be respected by the

pertinent monctary authority.

In this rclationship that economists make between moncey and prices and the level of activity, the
quantity thcory of money is brought into play. In analyzing Argentina's macrocconomic history. this theory
constitutcs a fundamental theorctical clement that in its most simple form proposcs that the real quantity of
moncy that a community wants to maintain is proportional to the level of rcal income of that community.
Academic discussion is concentrated on finding out if the coefficicnt of proportionality between income and
rcal monctary balances. known as the velocity of moncy, is a rcasonably stable figure or, on the other hand,
demonstrates a persistent degree of volatility over a certain period of time. Velocity. used when determining
nominal income, mcasurcs how many times moncy turns over in a vear.

Supposing. in its classical version, that the velocity of circulation is a rcasonablc multiple over a
period of time. the quantity thcory of money indicates that any incrcasc in the nominal money supply will be
reflected in its totality in a proportional incrcase in the general level of prices prevalent in that economy.
This simplc proposition is called the ncutrality of moncy and contains an cxtraordinary importance for the
design and the potentiality of monctary policy in that it recognizes that the nominal money supply is a key
variable in cxplaining inflation in priccs. Thus, the Fricdmanian declaration: "inflation is always and
cverywhere a monctary phenomenon”. taking inflation. of course, as a stcady increase in the gencral price

level.

This robust association betsween money and inflation is onc of the topics that must be treated in any
macrocconomic history. In Graph 2.1 and 2.2 the clearcut rclationship between the price level and the
monctary basc (using a logarithmic scalc so that all of Argentina's monetary history can be shown in the
same graph) can be scen. In a preliminary illustration of the quantity thcory of money, in Graph 2.1, the
corrclation of the two indicators. inflation and monctary expansion, controfled by changes in the level of real
activity with historical data for 1885-1994_ is analvzed. The obscrvations that have becn plotted on the
graph should fall. according to the quantity thcory of moncy, along a 45-degree line. The line is drawn in
such a way that it passcs by the average of the sample of the two sets of data under observation, but the
data docs not adjust cconometrically to it. It is intcresting to note the extraordinary results of the testing of
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this theory over a period of 110 vears with cxperiments that arc as varicd as they are antagonistical, ranging
from adopting orthodox monctary standards to cconomic policics that favored price, wage and forcign

‘
exchange controls.

As Lucas affirms (1980, 1986). this intcrprctation of the quantity thecory of moncy is in no way
inconsistent with the idea of Fricdmanian stability in the sensc that it is nccessary to obtain a function of the
demand for moncy. defined more broadiy. which is absolutcly stable in rclation to classical arguments, such
as the nominal interest rates and the real level of activity. We can appreciate this in Graph 3 where the
temporal cvolution of the vclocity of circulation of the monctary basc and the velocity of money defined as

M3 is shown.”

In the first place a decisive change in the behavior of the velocity of transactions can be obscrved.
with more crratic variations since 1929 As of 1935/40 the "clectro” behavior of the velocity reflects.
without any doubt. the cyclical monctary modcl identificd by Olivera. In sccond place, trends can be
identificd in the velocity of comprehensive money that are related to the deepening of the financial system.
We can obscrve a temporal fall. with intracyclical oscilations, in the velocity of comprehensive moncy from
a maximum valuc of 3.61 in 1891 to a valuc of 1.92 in 1930, when an acute process of demonctization

begins in the cconomy as Graph 4 indicatces.

Manv cconomists have analvzed the intcraction between financial intermediation through the
rclationship between monctary supply and the level of activity as a simpler indicator of financial depth.’
During the period 1884-1994 an analogous preliminary estimate of the stock of moncy M3 composed of the
currency in the hands of the public and sight deposits. term deposits and savings accounts can be calculated.
In this dcfinition we have decided to include the domestic "components” of the money supply. The clearcut
demonctization of the Argentine cconomy responds to various factors which we must analyze, such as: (a)
periods of financial repression with controlled interest rates and with the phenomena of currency
substitution: (b) periods of domestic financial innovation with "ncar-monics” not included in traditional
definitions of moncy (this is perhaps a problem which could worry more the Federal Rescrve in the United
States than a Central bank in a small open cconomy) and (c) an intense process of substitution of monics by
which the agents can sclect means of pavment and reserves of value in a way that is not controlled by
monctary authoritics.

Recent financial criscs have revived the study of the process of the formation of the money supply.
Special consideration is given to the so-called fractional- reserve financial system. This has brought about a
rebirth in the analysis of the components of the banking monctary multiplicr and the difference between the
so-called outside and inside moncey. These determinants of the money multiplicr can be dcfined as the
currcney-moncey and banking rescrves- deposit ratios. With these apparently simple relationships. we can
begin to sce the importance of understanding how interaction between the government and the economic
agents is crucial in determining the supply of money in the cconomy. Graphs 5.1 and 5.2 show the evolution

5 Even when one is considering a non-filtered indicator, the simple corrclation between the twin factors.
inflation and monctary basc controllcd by product, is 0.94,

6 To put it bricfly: "An analysis of the behavior of velocity is an analysis of the demand for money..." in
Fricdman and Schwartz (1982). Monctary Trends in the United States and the United Kingdom, Chapter 6
Velocity and the Demand for Moncy. p. 205.

7 In simpler terms. we are tatking about the inverse of the velocitv of moncy.,
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of the monctary multiplicr, and its potential volatility indicates the impottance of the financial system as an
additional factor which can. throngh the use of credit, excrcise a significant influcnce on the level of activity

in the cconomy',
1.2. Choosing a Monetary Standard

A premise which is implicit in the quantity: theory of money proposcs that a monctary standard can
be defined as a sct of transparent monctary rules designed to govern the evolution of key nominal variables
such as pricc levels, nominal cxchange rates and nominal interest rates. fn a monetary cconomy. the
capacity of the monctary authority to he able to anchor and stabilize the price level depends on the domestic
demand for moncy and on the degree of consistency in the future scquence of the government's fiscal
budgets, so that the rules chosen to govern monctary expansions provide a crediblc framework which
guarantccs a minimum of inflation,

It is now more clearly understood that monctary policy is not strictly independent of fiscal policy
and that both should be coordinated in order to be consistent in macrocconomic terims. To achieve this, the
monctary authority must be able to apply monctary rules consistent with price stability just as long as the
fiscal situation docs not require the process of creating moncy be significantly diffcrent from the evolution
of the demand for moncy in the community. There is an historic discussion as to the convenicnce of
maintaining an independent monctary authority as a guarantce against pro-inflationary policies. There is no
doubt that thc conncction between the monctary authority and the Treasury is potentially a very strong one.
In other words. the monctary authority also acts as the lender of last resort to its government

Until the cve of the First World War, the central countrics adopted the gold standard. This standard
required three basic policics to be able to function adequately: (1) the sctting by a statc monctary authority
of a fixed valuc for the domestic currency in terms of gold: (2) free mobility of convertible forcign exchange
or specic and (3) the establishment of rules that relate the quantity of moncy in circulation with the stock of
specic. For a small country, open to movements of goods and capital as Argentina was at the beginning of
this century. the adopting of a mctallic monctary standard signified sctting fixed exchange rates for the
currencics of thosc central countrics which operated under the international gold standard. In this situation,
the monctary authority, on guarantecing the cxchange rate (fixing the price of its currency in relation to
gold) "anchored” the domestic price level of internationally tradable goods. In order to give credibility to
this convertible standard. the government had to back its debts (and not just the country's money) with
specic or with a solvent fiscal position. In order to analvze convertible monctary standards. the key
indicators that should bc obscrved are the cvolution of the cxchange rate, the backing in specic and/or
international rescrves of the monctary basc. and onc of the indicators of fiscal performance. ideally the
cvolution of dcficits and the stock of public debt.

Under an inconvertible monctary standard, bills and coins issucd by the government or by
authorized institutions have no intrinsic valuc, nor arc they backed or guaranteed by any external "object".
They arc. however. legal tender and must be accepted by the public in cconomic transactions. Until the

8 This rclationship between the Treasury and. for example, the Central Bank is described in M. Friedman
(1959) A Program for Monctary Stability. Chapter 3: Dcbt Management and Banking Reform. For an
analvsis of the nced to coordinate monctary and fiscal policics, sec T. Sargent (1986) and for a study on the
independence of central banks, sce A. Cuckicrman (1994).
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period of the Great Depression in 1929-1923 these standards fell under the denomination of the Latin word
"fiat". which mcans to make or to create. for cxample. standards of inconvertible money.

Under inconvertibility, the monctary authority had total discrctionary powers over thc nominal
amount of money and the price or rate at which this moncy fluctuated in terms of gold and the currencies of
the central countrics. As of the Bretton Woods Agreement in 1944_ all the member countrics began to usc
fiduciary moncy within their borders. At that time. the financial community started to split into thosc
countrics that adopted a system of a fixed exchange rate in terms of a strong currency of onc of the member
countrics and thosc nations that opted for a flexible or floating ratc of cxchange.

In Graphs 6.1 and 6.2 we show the cvolution of the gencral price levels and the peso/dollar
cxchange rate from 1884 to 1994, We can identify the two longest and most successful sub-periods in terms
of rclative stability in nominal values. those with fixed exchange rates: (1) the period of 1899-1914 when
the Gold Standard was in cffect and (2) the period of the Convertibility Plan still in force today. In Graph 7
we include a preliminary proxy of the real cxchange ratc. measured as the ratio between the nominal
cxchange rate multiplicd by GDP deflator in the United States and the gencral Ievel of domestic prices. It is
interesting to note that during the period 1884-19234 the average level of Argentina's real exchange rate is
108 (with an arbitrary basc sct at 100 in 1884). whilc during the post-Central Bank period the average level
stood at 156, For this period. the volatility is three times greater than that in the period previous to 1935,
The highest peaks come in 1951 and 1975, vears that carried over the cffccts of price controls, and 1989,
when hyperinflation also carricd over a decade of depreciation in the moncey's purchasing power. The lowest
peak characterizes the moment when the peso was most overvalued in terms of the dollar--the phenomenon
referred to as the "tablita” (the so-called active crawling peg) from 1979 to 198 1. We arc going to scc along
that movements in rcal exchange rates always forced discussions on the design of monetary regimes: but Ict
us turn next to an analysis of some of the institutional arrangements prior to the Creation of the Central
Bank.

h



SECTION 11 INSTITUTIONAL ARRANGEMENTS PRIOR TO THE CREATION OF THE
CENTRAL BANK: 1884-1935

1.1 Forerunners of the Central Bank and the financial system

Argentina's monctary system functioned until 1935 without a formal Central Bank. The modern
conception of a central bank cntails an official bank which retains the monopoly to issuc moncy and which
has the capacity to rediscount the financial system's portfolio or commercial obligations in order to perform
the role of the system's lender of last resort. thus being ablic to influcnce the volume of bank money in the
cconomy through an official policy governing the financial system's reserve requirements.

A general characteristic of Argentina's monctary history is the predominant role of its official
banks. founded and patronized. by both the federal government and the country’s provinces. These banks
usually acted as fiscal and financial agents for the corresponding administrations. This profile is especially
pertinent to what occurred in the period from 1822 to 1881, when the crratic and cqually cphemeral
cxistence of the majority of the official banking institutions is illustrated by an exaggerated use of
inflationary financing and an cqually cxaggcerated casy access to cheap credit on the part of these same

. . . vl
administrations.’

During the period of 1884 to 1934 the National Bank, liquidated during the Baring financial crisis
in 1891 and rcfounded as the Banco de la Nacion (BNA) in 1892, became the government's principal fiscal
agent, whilc at the samce time the institution was transformed into Argentina's most important commercial
bank. After the catastrophic crisis in 1890-1891. thc government instituted a strict policy governing bank
reserves at its new Banco de la Nacion. to the point of limiting its rediscounting capacity with the
government itsclf and centralizing the capacity to issuc money with the Caja de Conversion. The BNA
fundamentally: maintained the characteristics of a commercial bank until 1914 when, as a consequence of
the intcrnational financial crisis. the Rediscount Law was cnacted and thc BNA was authorized to
rediscount the commercial obligations of other private banks, which at the same time could be rediscounted
at the Caja dc Conversion for cash. In other words. as of 1914, the BNA had the faculty to act as the lender
of last rcsort for the financial system. As we will sce later on, this prerrogative which, in addition, served to
sterilize the result of the balance of payments, was only put into practice in 1931."

9 The first private bank to be founded. the Banco de Descuentos (1822). for cxample, was obliged to offer
funds to the Legislature of the Provinee of Bucnos Aires. and was "provincialized" and merged with the
(first) Banco Nacional in 1826. This bank_ in turn. was dissolved in 1836 during thc Rosas administration
in order to create the Casa de Moncda (the Mint) which was then dissolved in 1852 so that the Bank of the
Province of Bucnos Aircs could be created in 1854,

In 1872, the (sccond) Banco Nacional was founded as a mixed entity operating until 1891. In 1892 this
bank was refunded as the (third) Banco de la Nacion as a state-owned commercial bank. For an analysis of
these different banks and their relationship to fiscal policics during the period 1822-1880 scc Prebisch
(1921). Miron Burguin (1969). Amaral (1989) and Cortés Conde (1989).

10 The Banco dc la Provincia de Bucnos Aires also had certain contral banking prerogatives in earlier
vears, especially from 1867 to 1876, with the cxistence of its Oficina de Cambios (Exchange Office). See

della Paolera (1994),




On reviewing past data. it is hard to affirm that thesc different official institutions have permitted, if
we apply the theory of Charles Goodhart (1988). a constant cvolutionary process toward what we consider
a central bank should be. There was no official policy. for example. until 1935 regarding the level of
rescrves (the relationship between cash and deposits) that should be maintained by the private banks in the
financial system. Not a single institution. for cxample, acted as a Comptroller of the Currency. as can be
found in the Unitcd Statces. to supcrvise banking institutions. It is intcresting to point out that until 1900, the
Memorias de Hacienda (Trcasury Reports) did not systematically include any consolidated monctary and
banking statistics which rcflected the condition of the banking system. The idca of the Central Bank, any
idca of cven regulating and supervising the financial system, were forcign to the thinking of monctary
authoritics as wcll as the banking comnumity itsclf, at lcast until the begimning of the First World War. In
1917. President Yrigoven. through his Minister of Finance Elcandro Lobo, made a first attempt to cstablish
a central bank and outlined a preliminary project. but the plan did not mect with the approval of Congress.

Whilc a tacit spirit of laisscz-fairc appeared to be the policy guiding the financial system, animated
debates sprung up over the need to choose an adequate monctary policy for the countrv. Sclecting and
implementing a credible monctary standard was a chronic problem in Argentina's cconomic history. In the
period that we arc to analyze next (1884-1935), Argentina alternated local hvbrids of convertible monetary
syvstems with fiduciary systems. "Purc” convertible systems with a fixed cxchange rate were attempted in
only 18 of the 50 vears we have analvzed: and the most long-lived monctary authority was thc Caja de
Conversion which functioned from 1891 to 1935, In 1931 the Uriburu provisional government named a
Commission to studv a possible rcorganization of the monctary system, including considering an eventual
rcturn to the gold standard. The Commission, headed by the Minister of Finance, Enrique Uriburu, prepared
a project which included the possibility of creating a Central Bank by decree, without it having to be
approved by Congress. In the years prior to 1929, the Rescarch Office of the BNA had been requested to
prepare a study on the Federal Reserve Bank of the United States and its possible application in Argentina.
At the beginning of 1932 the Commission was dissolved by the new Finance Minister of the rceently-
clected Justo administration. The finance ministry differed on one key point of the Commission's final
report. which recommended the creation of a Central Bank that centralized the diverse monetary powers of
such institutions as thc Caja dc Conversion, the BNA and the Ministry of Finance. The differcnce was on
the issuc of devaluing the paper peso based on the revaluation of the gold rescrves at the Caja de
Conversion. Even though the proposal to create a Central Bank was not approved in 1932, as we will sec
further along. the government had already started to usc the rediscount mechanism. permitting the BNA to
discount commercial paper for cash at the Caja de Conversion. Minister Huceyo convinced Congress to pass
a law that gave the government the power to place statc bonds (an issuc called the Patriotic Loan) at the
Caja dc Conversion in exchange for cash. In 1934, in the midst of a growing financial crisis, policymakers
favored the creation of a Central Bank.

11.2. Periodization and Empirical Evidence

We have identificd different sub-periods in which changes arc registered in the evolution of key
macrocconomic variables. such as the money supply. price levels, and the Ievel of economic activity. In
Graphs 8 through 12 the cvolution of significant variables between 1884 and 1934 can be observed: (a) in
Graph 8 monctary basc. banking moncy and the level of activity  (b) in Graph 9 the monctary base and the
moncy supply: (¢) in Graph 10 reat moncy supply and level of real activity: (d) in Graph 11 the velocity of
moncey: (¢) in Graph 12 a dcfinition of country risk. These graphs complement thosc presented in Section 1.
With this focus wc have identificd periods of marked cconomic expansion such as: (1) 1884-1889
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characterized by the creation of the National Guaranteed Banks: (2) 1899-1913 when the Gold Standard
was adopted as the country's monctary system: (3) 1918-1927 is a previcew of the phcnomenon of the Great
Dcepression: and (4) 1927-1929 covers the recstablishment of the Gold Standard. As mentioned before, in
Table 2 we include the cvolution of key macrocconomic variables for the period 1884-1934, and in Table 3,
the variables which explain the process of the creation of the moncey supply.

SECTION I THE INCONVERTIBILITY PERIOD 1884-1899
11.1. Monetary Reform and the National Guaranteed Banks: 1884-1899

Toward 1881 the administration of President Julio A. Roca (1880-1886) decided to establish a
bimctallic monctary standard. giving the Nation the right to mint currency in gold pesos and silver pesos.
This privilege did not include a monopoly: over the cmission of notes and paper bills that could be converted
to gold or silver. The facility to issuc paper pesos had been granted to numerous existing banks, which
were supposed to guarantee the convertibility of their notes and paper moncey at par with the gold peso at all

times.

The design of this decentralized svstem for issuing currency was a very fragilc onc becausc there
was no comprchensive and transparent monctary regulations that defined the degree of mictallic backing that
the diffcrent banks which cmitted banknotes should have on hand to guarantce the convertibility of these
bills."' The bimetallic system initiated in 1882 lasted only until the begiming of 1885, when the federal
government issued a decrec. in reaction to a generalized run on the banks that emitted bills, which imposed
the "obligatory circulation (Curso Forzoso)” of these bills and bank notes for a transitory period of a vear,
suspending the metallic convertibility of these instruments.

In 1887, the promisc to reestablish the convertibility of these bank notes in gold pcsos at par was
not respected. and the government opted to cstablish a system of national guarantced banks, which were
authorized to issuc paper moncy guaranteed by mctallic backing. By 1890 the experiment provoked the
famous financial collapsc known as the Baring crisis. which led to the resignation of Argentina's president
at that time, Migucl Juarcz Celman (1886-1890), who was replaced by Carlos Pclicgrini.

The vears prior to the Baring financial collapse came to be known as the ycars of "heavy
borrowing”. adopting the terminology of John Williams (1920) for the magnitude of the flow of capital
coming from Europe.'> The country absorbed |1 per cent of the total of new portfolio issues of the financial
markets of London during this period. This is a fantastic amount if we consider that North America,
including both -the United Statcs and Canada, with a population 20 times greater than that of Argentina,
absorbed 30 per cent of new cmissions in London in the same period. A great part of these international
loans werc uscd to finance infrastructure investment projects such as improving agriculturally-apt lands and
cxpanding the railway network.

I'1 Sce della Paolera (198R). pp. 4-6.
12 Sce John Williams (1920). p. 3. who points out: "... The borrowing was maintained throughout the
cightics, culminating in loans to such extent as have probably never been cqualed by a country of so small a

population as was that of Argentina, "
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Toward the middle of the cightics. intcrnational investors felt especially attracted to Argentine
bonds and sharcs at times when international interest rates were falling. These circumstances were
capitalized on by both national and provincial governments. which were able to float forcign debt bond
issues with great casc on the London financial market. During this period of expansion, the national
government increased its debt fevel to 82.8 per cent in specic, which clevated the debt/output ratio from 64
per cent in 1884 to 101 per cent in 1800." This access to intcrnational capital markets permitted an
incrcase in the country's fiscal resources that far exceeded the Treasury's tax collections, which came
basicallv from levics on forcign trade or by wav of monctary cxpansion.

Regarding monctary policy. authoritics announced insistently that the convertibility regime would be
restored. with the paper peso quoted at par with the gold peso. The reestablishment of convertibility was
scen as a nccessary ingredient for maintaining and increasing the flow of intcrnational capital into the
domestic cconomy. as the move would diminish exchange rate risk. At the end of 1887, the commitment to
reestablish convertibility. nevertheless. was replaced by the proposal of a new banking and monctary
cxperiment. the Law of the National Guaranteed Banks.

The architects of this faw tried to create a national financial system bascd on the modcl of the
svstem outlined in the United States National Currency Act of 1867, which cstablished that anv banking
entitv. with sufficient capital. could issuc moncy with the backing of convertible public bonds. The
mechanics of this system functioned in the following way: any bank could issuc moncy as long as it invested
its capital in the purchase of convertible public bonds in valucs equal to the nominal amount of money
1ssucd. These bonds had to be paid for with gold which was deposited in the National Bank. As long as the
bank remained solvent. it would receive interest on the bonds. but if the bank had to be liquidated. the
government would scll the bonds to pav the depositors. ™

Toward December 1888 sixteen banks (in their majority the provincial and mixed banks which had
taken on forcign loans to buy the bonds with specic) subscribed to a mechanism which authorized an issuc
of a maximum total of 39 million pesos with gold-bond backing. From a macrocconomic point of vicw, the
mechanism acted as an implicit "onc way" gold standard. since during the first year of its existence, all the
monctary cxpansion was completelyv backed by gold reserves at the Banco Nacional. This cquilibrium
between the quantity of money guaranteed and the country's rescrves in specic collapsed at the first sign of
credit rationing in the international financial markets, which occurred in 1889_ and impeded any further
financing of a decidedly deficit-oriented fiscal policy.

13 Sce della Paolera (1995). p. 12

14 The Law of Guarantced Banks had three fundamental differences with the above-mentioned system in
the United States: (a) the United States was under a convertible monctary system which was not the casc in
Argentina: (b) in the United States the cligible public bonds floated in the sccondary markets. while under
the Argentine law of bank guarantees. the cligible bonds had to be created especially for the purposc of
backing monctary cmission. and. thercfore. constituted-an increase in the level of the public debt: (c) the
National Curreney Act also established an explicit reserve policy in relation to deposits in specic and in
paper money. Sce della Paolera (1988). pp. 29-31 and Appendix A "Some Microcconomics Aspects of the
Law of National Guaranteed Banks", pp. 135-143. For the United Statcs. sce Bordo. Redish and Rockoff
(1995) "A Comparison of Stabilits and Efficicney of the Canadian and American Banking Systems 1870-
JO25"
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We can characterize this period 1884-1889, just prior to the financial crisis in 1890, by an
important cxpansion of monctary variablcs: the monctary basc rosc 78.7 per cent during the period, the
cquivalent of an annual rate of 17.1 per cont. while the money supply rosc at an accumulated rate of 111
per cent (sce Table 2). The level of activity also demonstrated an annual cxpansion of almost 9 per cent,
probably onc of the highest peaks in Argentine cconomic history. The feasiblity of reestablishing the Gold
Standard at par diminished. as the paper peso had depreciated almost 60 per cent in terms of the gold peso,
and the accumulated inflation for the period was substantially positive in a scenario of international

deflation.

In Tablec 3 the process of cxpansion of the moncy supply is analyzed, and it can clearly be seen that
an additional injection of liquidity in the cconomy had occurred through the expansion of the monetary
multiplicr. The cvolution of the monctary basc explains the 70 per cent growth in the money supply, while
the determinants of the monctary multiplicr. such as the currency/moncy and bank reserves/deposits ratios
grew 9 and 15 per cent respectively. The sccondary expansion of the money supply played a very important
rolc in the ascendent phasc of this cconomic cycle, which corresponded to a process of accelerated
decpening in the banking system. In 1884, the Banco Nacional togcether with the Banco de la Provincia de
Bucnos Aircs posscssced 78.9 per cent of the bank deposits in the country's financial system. By 1889, both
banks held 59 per cent of the total deposits, which had grown by five times in the five year period." As we
will scc next, this rapid financial cxpansion depended cssentially on sustained access to international capital
markets. a situation which depended on the credibility of Argentina's fiscal and monctary system.

H1.2 The Baring Crisis and the Financial & Monetary Crash (1889-1891)

The problems of the monctary system remained a pending problem for the Miguel Juarez Celman
administration. In 1889, international investors were no longer willing to absorb any more Argentine public
debt duc to the instability in the country's forcign exchange markets. An additional aggravation was the
crroncous dccision on the government's part to scrvice part of the forcign debt. which had been subscribed
in hard currency. in paper pesos. This decision implied a change in the fiscal and monetary rules, which
would make a return to a gold standard cven more difficult. and in addition significd a partial repudiation on
Argentina's part of its f‘ormgn obligations, which complicated the country's possibility for obtaining

additiona! credit cven more.'®

In March 1889, a spcculative attack on the guarantced paper peso was launched. and the
government was forced to intervenc in the foreign exchange market to calm inflationary fears, using part of
the gold rescrves that backed the stock of guarantced pesos  (see Table 3.17. During the same vear, the
government lost 85 per cont of its metallic reserves, as, in addition, it had to rediscount the guaranteed pesos
that it had initially absorbed in order to cover fiscal needs. While in 1888 the metallic backing for the peso
was cquivalent to 45 per cent of the monctary basc: by the end of 1889 this percentage had been reduced to
Just 6.4 per cent. In less than 12 months, Argentina passed from an almost-mctallic monctary standard to a
decidedly inconvertible monctary system. An intensc process of currency  substitution occurred, Icading to
the first great banking and monctary crisis in Argentina, known as the Baring crisis.

15 Sce della Paolera (1988), p. 151,
16 The Economist stressed this change in the country's economic policy in May 1889. in an article titled:

"Argentine Untrustworthiness”. sce defla Paolera (1988). p. 85.
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A simple inspection of the monctary arithmetic in the period 1889-1801 in Tables 2 and 3 allows us
to infer that the financial crisis had a scvere macrocconomic impact on the Argentine cconomy. A common
characteristic of the country’s various financial crisces is the different cvolution of the monctary base and the
moncy supply. In 1889-1891 an incrcasc of 46.8 per cent in the monctary basc could not be balanced by a
fall of 22.3 per cent in the quantity of money. In Graph 5.1 the sudden drop in the monctary multiplicr could
be scen clearly. duc to the sustained run on banks by depositors: thus. the cocfficient currency/money which
in 1889 was 017 grew drastically to 0.42 in 1891, contributing significantly to thc monctary contraction
which occurred. In the sccond column of Table 3 we sce that the increase of 86 per cent in the currency-
money. between 1891 and 1889 ncutralized the growth of the monctary basc. The result of this run on
deposits was a fall of 33 per cent in the deposits of the Banco National. 43 per cent in the deposits of the
Banco dc la Provincia de Bucnos Aircs. and an aggregate fall in deposits of the financial system of 32 per
cent in fess than 14 months. A morc conscrvative behavior on the part of the banks mcant an increase of
22.3 per cent (Column 3, Table 3) in the level of voluntary reserves, just a moderate variation. Any effort to
reestablish liquidity in the banking system was offsct by the public's run on deposits.

Toward the end of 1891, when the government revealed the country's financial problems and
announced the cventual liquidation of the Banco Nacidnal and the country's principal commercial banking
institution. the Banco dc Ia Provincia de Bucnos Aires, the financial panic caused by this declaration
intensificd the crisis. The situation was typical of the financial criscs that recurrently struck the Argentine
cconomy. in which the domestic quantity of money was reduced by an incrcase in the currency-moncy and
reserves deposit cocfficients. The liquidation of certain financial institutions. morcover. had the additionally
negative cffect of destroving deposits. The accumulated fall in the stock of moncy by 22.3 per cent in
nominal terms happened in a context that can be defined as hyperinflation, judging by the standards of that
epoch. The period's accumulated inflation rate rose 78 per cent, which implicd a fall in the rcal stock of
moncey of 56.3 per cent. and of 17.7 per cent in the monctarsy base measured in real terms. The contraction
in the level of activity was 16,1 per cent--an carly expericnee in stagflation. which is the combination of
high inflation combincd with recession.

A crucial difference in this particular financial and monctary crisis with respect to other crises that
occurred in the central countrics was that cven after the level of activity contracted significantly, the level of
prices and of the velocity of money income incrcased. The index of velocity changed abruptly from an
average of 1.84 in 1884-1889 to a valuc of 2.53 in 1890, reflccting a highly illiquid monctary situation. The
instability in the velocity of paper moncey income during these two vears of crisis is reflected in Graph 11
which shows a jump in the ratio of velocity until 1891, giving testimony: to the behavior of a fiduciary
monctary system in the presence of a profound phenomenon of currency substitution. In another study one
of the authors show that the cconomic agents gradually substituted the guarantced paper peso for other
stronger monics as rescrve valucs, encouraging the tendency to hoard specie. A divergent movement can be
obscrved between the velocity of paper money, which rose, and the velocity of specic money which fell. This
result shows us fundamentally that in a country that was wide open to the international markets in terms of
both goods and capital. as was Argentina's situation at the time. an independent monctary policy can only be
pursucd in the short term. The sterilization policics practiced by the government in 1888-1889 had the
"benign” cffect of inflating the cconomy without registering an inflationary tendency in the short term. But
when the speeic backing of the guarantced moncey ran out, the nominal variables changed quickly, no longer
rctaiming their artificially repressed values. as can be seen in Graph 6.1
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Argentina's cconomic and financial collapse of 1890 had its origins in inconsistently designed fiscal
and monctary policics. The fiscal deficits of 1886-1887, vears during which the national administration's
deficit. including payvments for amortizations and interest on the debt. cqualled only a third of genuine tax
revenucs, were not repeated in 1888, That vear the national public expenditure rosc 41 per cent, while tax
incomc remaincd stcady. These chronic deficits were financed by a combination of increasing the level of
public dcbt and decrcasing the level of specic reserves. By the end of 1889, rescrves were exhausted and
access to international capital markcts was tight. There was nothing Icft to do but to use the inflation tax in
order to cover the fiscal deficit. ' It is intcresting to point out here the presence of what is called the
dynamics of inflationary taxcs: the deficit of 1885 was equivalent in rcal terms to the deficit of 1891: the
first, ncverthcless, could be financed by gencrating an inflation of 24.7 per cent, while the second required a
63.2 ratc of inflation to cover it. The process of substitution of monies had simply reduced the tax base, so
that to achicve the same level of fiscal revenucs in real terms. a significantly higher rate of inflation was

1R
nceessary.

1.3, Institutional, Fiscal & Monetary Reforms for Stabilizing the Economy during the Carlos
Pellegrini Administration (1890-1892)

In August 1890 Carlos Pclicgrini replaced Migucl Juarcz Celman as President of Argentina in the
midst of a chaotic cconomic and political situation. In tcrms of the cconomy, thc domestic financial system
was menaced by frequent runs on deposits. The rate of inflation rosc to unprecedented levels, while the
provinces werce in a generalized state of default on both domestic and foreign dcbt. On the political front, the
Pcllegrini administration had little lceway, becausc there were only two vears Ieft of the presidential term. It
was nceessary to form some sort of coalition with the partics of the opposition to achicve a consensus for
rcsolving the crisis. Pcllcgrini made a coalition with the Union Civica, at that moment the most promising
opposition party, and placed scveral of its most important members in key posts in the cabinet. Vicente
Fidel Lopcz was named Minister of Finance and Victorino de la Plaza the ncgotiator of the Argentine
forcign dcbt. With a sufficient degree of conscnsus achicved on the political front, the government tried to
rehuild the Argentine cconomy through a scrics of fiscal, monctary and financial reforms, while at the same

time rencgotiating the forcign debt.
1. Fiscal Reform

in 1890 dutics on forcign trade represented 70 per cent of the governmient's fiscal revenues and
there was not a clcarly defined domestic tax system at the time. In January 1891 the government established
(a) the indexation of forcign trade dutics as a function of the evolution of the gold peso/paper peso exchange
ratc; (b) an ad-valorem tax of 4 per cent on all exports and (c) a tax on domestic consumption, which was
an carly antccedent of the federal valuc added tax. On the cxpenditurc side, Pcllegrini managed to reduce the
rate of growth of the Public Expenditurcs of the national government from an average of 19 per cent in the
period 1885-1889 to onc of 2.7 per cent in 1891

17 Sce della Paolcra (1994), pp. 16-21.
18 Sce della Paolera (1994). p. 21
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2. Monctary Reform

In the spring of 1890, Carlos Pcllegrini. with the approval of the Congress. decided to "nationalize”
and monopolize the issuc of money . establishing the Caja de Conversion as the monctary authority. Its task
was to centralise the stock of currency. "To carry out the gradual Conversion and amortization of the legal
cirrency in circulation™ was its principal objective. The Charter of the Caja de Conversion cstablished. in
Article 14, that the government must not only stimulate the stability of the country's paper money but also,
and cven morc importantly. it must bring the value of the paper peso to par with the gold peso."

Initially. the government tricd to insist on reestablishing convertibility of the paper peso at par, but
insufficient backing in specic and a lack of fiscal credibility meant that this plan was not feasible. The stock
of speceic represented just one per cent of the monetary base in 1890, In that same vear, the government was
obliged to incrcase the monctary basc by 404 per cent in order to cover fiscal nceds. which further
undermined any possibility of achicving convertibility. It was only in 1891 with the restructuring of the
pavments on the forcign debt and with banking reforms. that monctary authoritics managed to reduce the
rate of growth of money to a 6.4 per cent annual rate.

3. The Restructuring of the Public Debt

In order to put a stop to hyperinflationary cxpectations, which in any case were reinforeed by the
fact that the government would relv on inflation tax to service the debt. in August 1890, the government
seck consistency and tricd to restructure pavments on its forcign debt through a stand-by loan of 4 million
pounds (20 million gold pesos). These initial negotiations, however. were interrupted in November with the
announcement of the suspension of operations of the Baring Brothers in London. In January 1891, the
Argentine representative, Victorino de la Plaza. signed an agrecement with a syndicate of Europcan
investment banks. coordinated by the Bank of England. to grant Argentina a loan of {5 million pounds
sterling to cnable Argentina to avoid an all-accross-the board default on its forcign debt for a period of three

vears.

Onc of the most annoving conditions of the syndicated loan affected the management of the
domestic monctary policy. One of the articles in the Charter of the Caja de Conversion referred to the
desirability of a contraction in moncy as a prerrequisite prior to reestablishing convertibility. A clausc
included in the "General Contract” of the syndicated loan. taking the abovementioned article into account.
called for an annual contraction of 15 per cent of the moncy supply during the three vears covered by the
agreement. This was the equivalent of reducing cash in circulation by 6.2 per cent annually. This implicd a
trade-off between the external value of the money and. in the event of a financial panic, the internal
convertibility of deposits into cash.

4. Financial Reform

With an arrangement reached in the forcign debt scctor, the impact on the financial system was
instantancous. The agreement meant that the Caja de Conversion could no longer act as lender of last resort
for those banks that were in trouble. The agreement forced the Caja to work under a contractive monctary
system (the contraction had been sct at 6.2 per cent annuallv). The run on state banks reached

19 Caja de Conversion-Law 2741, October 7. 1890" in Sabsay. Fernando (1975), pp. 615-16.
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unprecedented levels, and the government decided to suspend the convertibility of cash deposits in April
1891 at its two largest banks: the Banco National, which was intervened and later liquidated. and the Banco
dc la Provincia dc Bucnos Aircs. at which operations were suspended. There were also a large number of
privatc banks which suffered the consequences of the run, such as the Banco de Carabassa, which was
absorbed by the Banco de Londres v Rio de la Plata and the Anglo-Argentine Bank. which suspended its

opcrations. among others.

In October 1891, Congress decided to crcate the Banco de la Nacion Argentina as a mixed
financial institution. but thc sharc subscription was not successful. and the bank's capital had to be raised
by a special issuc of pesos from the Caja de Conversion. The Banco de la Nacion Argentina was formed
with the prerrogatives of a commercial bank: (1) the bank could loan the government no more than 5 per
cent of its capital: (2) a policy was put into cffect sctting the minimum amount of cash on hand at the
cquivalent to 75 per cent of the deposits and (3) long term projects could not be financed with private

deposits.

By the middle of 1891 the package of economic measures had attacked all of the monetary and
fiscal problems. but the reaction of the markcets was. nevertheless, a negative onc. Even after the drastic
reduction in the ratc of monctary cxpansion, inflation continucd to incrcasc, perhaps because the public had
discounted the possibility of an cconomic policy based on such a harsh adjustment was unsustainable over
the Tong tcrm. Pcllogrini was faced with the typical problem of a government that makes adequate
tcchnocratic rcforms too late. and is. therefore, unable to regain credibility.

111.4. Stabilization, Deflation & Convertibility: 1891-1899

The appointment of Supreme Court Justice Luis Sacnz Peiia as the new constitutional president of
Argentina in October 1892 put an cnd to the nervous cxpectations of Argentina's cconomic agents as to the
viability of the cconomic reform package. The confirmation of Juan Joé Romero, an unconditional defender
of the convertiblility system and the gold standard. as his finance minister produced a rapid appreciation in
thc valuc of the paper peso on the forcign exchange market. Juan Jos¢ Romero favored the idca of
appreciating the market value of the paper peso. but he opposcd the policy of withdrawing paper pesos from
circulation in order to accclerate deflation and push the paper peso toward par with the gold peso. In a
report prepared for President Sienz Pefia in November 1892, Romero declared:

"...In spitc of the quantity of money in circulation, an appreciation in its value is occurring with an
unusual speed. and this. without doubt. ts an cncouraging sign for the country's cconomic futurc. But we
should not forget that the higher the value of the paper currency in circulation, the greater the amount of
gold that will be needed for its cventual convertibility, It scems to me that it is convenient to mention that
the administration of Dr. Pellegrini had manifested the possibility of Conversion of cash at 250 per cent.
The rate suggested by the government of Dr. Pclicgrini is, T belicve. a fair rate and a convenient one for the
country, and it sccms to mc that prudence recommends rapid and scrious consideration of this important

. 2[
suggestion..."™

The Caja de Conversion, nevertheless. did not possess sufficient rescrves in specie to try to reinstall
a system bascd on convertibility. nor was it in a position to negotiate a gold-bascd loan which could serve as

20 Scc dcHa Paolera (1988). pp. 107-08.
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initial backing for the paper peso. Romero understood that the monctary policy. in this case an eventual
return to the gold standard. could not be achicved without a prior coordination with fiscal policy. The
Minister criticized the terms of the De la Plaza-Bank of England Agreement. sustaining that Argentina
should pay its obligations in rclation with its fiscal capacity. He proposed a new agreement, which came to
be called the Romero Agreement. by which Argentina was permitted a reduction in intcrest payments and a
delay in meceting the duc dates of the loan itsclf. The repayment clauses of the foreign dcbt under the
Romero Agreement had the following characteristics: (a) between 1893 and 1898 the federal government
must pav half of the original forcign debt service that had been recognized in the De fa Plaza-Bank of
England Agrcement: (b) as of 1898 it would pav the totality of the debt scrvice: and (c) as of 1901
Argentina would start to make pavments on the amortizations as wcll,

With this arrangement. the shock of the domestic fiscal adjustment was alleviated, permitting ample
anticipation of the pavments that had to be made in 1894 by the Loan Funding Agrcement of 1891 Any
possibility of the "Ponzi Effect” was also climinated. This reaction occurs when debt payments must be
madc by issuing fresh debt obligations. but at cver-soaring interest rates. which eventually make the
transference of resourcees to creditors insufficient or unsustainable. ™

In Tablc 2 it can bec obscrved that the period from 1891 to 1899 was characterized by a very
moderate rate of monctary expansion. if we preclude the monctary expansion to finance the founding of the
Banco de a Nacion Argentina (an average of |1 per cont annually). Basicallv the monetary rule of thumb
used by the Caja de Conversion consisted in declaring a fixed moncey supply policy. The result of this
strategy was a fall in the exchange rate: from 3.75 paper pesos per gold peso in 1891 to 2.27 in 1899 under
a svstem of purc floating exchange rates. The money supph expanded by 10.8 per cont. due to the
cxpansion in the money multiplicr. This situation halted the involution in the process of financial deepening
and fundamentally improved the position of the official banks. after absorbing the negative consequences of
the Baring crisis which resulied in a fall of 34 4 per cent in the monctary multiplier with respect to 1889-

1891.

An important fiscal adjustment was achicved during the Romero ministry, permitting the Treasury
to post fiscal surpluses during four consceutive vears, starting with 1892, The government was practically
forced to cquilibrate the budget in cach consccutive years after the debacle of 1891-1892, due to the
tightening of credit in both the domestic and the international markets. In spite of contractive fiscal and
monctary policics. which the country’s cconomic agents had anticipated, an important recuperation in the
real level of activity took place. An average annual real rate of growth of nearly 5 per cent was reached. a
significant figure. although lower than the .S per cent rate that prevailed in the pre-crash years. and only
slightlyv inferior to the rates characteristic of the gold standard ycars.

It is interesting to point out that this increase in the level of activity produccd during the
deflationary period was experienced in the middle of an international recessive scenario. In 1892-1894
prices in terms of specic for goods and services were the lowest of any of the vears of the so-called long

21 1t can be demonstrated that the Romero Agreement was a successful attempt to avoid a dynamically
cxplosive situation. Sce detla Paolera (1988). pp. 109-10.
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phasc of declining international prices which lasted from 1870 to 1895.* This intcrnational deflationary
situation also affccted the Argentine cconomy through the arbitrage in the market for goods; between 1891
and 1894, for cxample, the nominal rate of forcign cxchange appreciated 3.1 per cent annually while
domestic prices fell by an annual rate of 9.3 per cent annually.

The international macrocconomic scene changed radically in 1895 as a conscquence of an
accentuated increase in monctary liquidity in the central countrics, caused by an increasc in the world stock
of gold. This incrcase was duc Lo a combination of factors, among them a wave of new discoverics of gold
deposits and a serics of technological advances in the refining of the precious mctal. As of 1894,
mternational inflation had its cffect on Argentina: in the sub-period of 1894-1899 domestic prices declined
by 12.8 per cent i spite of an cven greater appreciation of the paper peso by 37.1 per cent.

Argentina's monctary authoritics were successful in fixing the quantity of moncy and in allowing
the value of moncey to be freely determined by the cxchange markets. As a result of this cxtraordinarily
restrictive moncetary policy. nevertheless, 1897 a debate began as to whether a return to a convertible
monctary system would be advisable or not. Once again, the dcbate over cconomic policy was centered on
whether the paper peso should be convertible at par or at an cxchange rate sct by the markets. Urban scctors
and commercial interests favored a convertibility plan where the exchange rate was fixed at par, while
exporters and industrial scctors called for a high rate of cxchange becausc they sustained that any further
deflation of the cconomy would undermine the profitablility of the rcal scctor. The most solid argument,
perhaps. and at the same time the most fascinating, demonstrating the damaging cffccts of dcflation, was
writlen by Silvio Gescll (1909). In an article called La_Ancmia Monctaria dc 1898 (Monctary Ancmia in
1898). Gescll anticipated the problem of "debt-deflation-depression”, expressing:

"I money gets more expensive, debts incrcasc in the exact proportion of that risc in the cost of
money. Nominally nothing changes, but matcrially the debt load increascs...With the perspective of having
to pay triple what one received., who will darc to go into debt to start a new industry in the country..." »

In another work, once of the authors quantifics certain "pernicious” effects caused by deflation. In
the first place. a calculation is made on the basis of a constructed index of profitability in the cxport scetor,
defined as the exchange rate multipled by export prices divided by rural nominal wages. Analyzing the
cvolution of this indicator in the deflationary context of 1891-99, one finds that for the final years of this
sub-period, cspecially, there is a slightly declining tendency in the rate of profitability in the export scctor of
ucarly 8 per cent on the average between 1891 and 1898, Monctary forces had produced an appreciation of
the paper peso. but this negative cffeet was neutralized by an exceptional increase in intcrnational prices for
agricultural products as of 1895,

A more convincing argument for putting a stop to deflationary policics was the behavior of real
interest rates. which held at an average rate of 10.4 per cent during the period under discussion. In this
scnse, a move toward a more expansive monctary policy (adopting convertibility at the prevailing high rate
of exchange which was above par) scemed, in principle, to be the appropriate course of action to take. In

22 In 1893 the most important financial crisis cver occurred in the United States because of expectations
that the gold standard would be abandoned duc to the pressurcs of the silver standard advocates. Sce
Fricdman and Schwartz (1963). pp. 89-134.
23 Gesell (1909)
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defense of the rigid monctary policy which had been implemented as of 1893 and prevailed until 1899, we
might ask. what were the options in terms of the government's monctary policy, given the cconomic and
political restrictions at the time?

As we have already commented. a first option would have been to adopt convertibility in 1893,
sctting a high exchange rate for the paper peso as Carlos Pellegrini and J.J. Romero had suggested. To
implement convertibility in a scenario of clearly unfavorable expectations, the government would need a
forcign toan in specic to provide the necessary backing for the monctary basc. It is very hard to imagine that
the government at that time had the solvency and bargaining capacity to get a loan in the international
market. This is cspecially truc when one takes into account that at lcast 20 million pounds sterling was
needed to achicve total backing for the country's monctary base.*!

A sceond option could have been (under a convertibility system or onc of a flexible exchange ratc)
the adoption of a higher rate of monctary expansion in order to accomodate more adequatcly the monctary
needs of a growing cconomy. thus avoiding anv further deflationary pressure. In accordance with modern
monctary theory. this course of action would have represented an optimum monctary policy in the Gescll-
Fricdman sensc. by promoting a scenario of stable prices. if only: (a) the government had had the relcvant
information and the technical and Iegal flexibility to know at what speed it should inject money into the
cconomy and (b) that cconomic agents, just beginning to recover from the catastrophic crisis of 1891, could
read correethy the government's intentions to neutralize deflationary pressurcs and not read an increase in
the rate of monctary expansion as another return to an inflationary scenario. A monctary system of this kind
was probably unthinkable in a period dominated by the  conventional wisdom ticd to the gold standard, a
fixed exchange rate system. and to the cconomic doctrincs of the moment, which prescribed a return to
convertibility at par and not to a nominal exchange rate at a level higher than par.

SECTION IV ARGENTINA UNDER THE GOLD EXCHANGE STANDARD: 1899-1914
1V.1. The Adoption of Convertibility

Nine vears of adjustments in the financial and rcal sector and a profound pricc deflation was needed
to get Argentima back to external convertibility of its paper peso, now known as the peso moneda nacional.
The experience was considered by scholars as a classical success story of a peripheral country being able to
adopt a convertibility system for its money.™

In 1898, a heated political cconomy debate began as to which monctary system would be best in the
light of the circumstances of the then-current international financial situation. Many voiced their ardent
disapproval of the negative cffects on the country's cconomy of the paper peso's appreciation since 1895.

24 We should recall that the Stand-By Loan of 1891 had been granted to save Argentina from a default
sttuation and not as a linc of credit to increase the Treasury's specic reserves.

25 Earlicr. Argentina had adopted the gold standard in 1867 when the Exchange Office of the Banco de la
Provincia de Buenos Aires was established: that metallic system remained in effect until 1876. The
automattc mechanism applicd by the Exchange Office functioned until 1873 when a process to sterilize the
deficits in the balance of payments began and an exchange crisis developed together with a financial crisis.
Sce della Paolera (1994). pp. 1-5 and Graph I
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Oncce again. Gesell reviewed the situation and characterized the monctary phenomenon at that time as the
"monctary ancmia of 1898"_ analyzing "the incrcasc in the valuc of money as the common causce for all the
country's cconomic troubles”.™ Carlos Pellegrini in his initiative to implement a convertibility plan pointed
out that it would bc nceessary to climinate " that element of anarchy and destruction--inconvertible
fiduciary money..."*” A large scctor of the intclligentsia in money and banking circles, which included highly
respected ex-ministers of finance. defended a relatively sceptical position as to the possibility of imposing
the convertibility of the peso moneda naciénal on a system of fixed exchange rates with adequate backing

in specic. The doctrinal discussion centered on two principal aspects of the question:

(a) There was no agreement regarding what cxchange ratc should be legally fixed in order to make
convertibility applicable. The possibility of converting the peso moneda nacional - at par, after a period of
time during which a "sliding scalc” of adjustments in the value of the gold premium would be applied to
permit convergence, was also discussed.™ Senator Carlos Pellegrini recommended adopting convertibility at
the prevalent cxchange rate of 2.27 paper pesos per gold peso.” (b) Reasonable doubts existed regarding
the existence of adequate fiscal preconditions to assure the credibility of a Caja de Conversion that was to
exchange paper pesos for specic at a fixed cxchange rate. The level of specic rescrves was once again low,
and the mechanism. thercfore. could not be maintained in the casc of a speculative attack on the paper peso.

At the inauguration of Congress in 1899, President Julio A Roca declared:

"To achicve that result (convertibility), we recommend the formation of a significant specie rescrve.
Onc of the causes that has most influcnced the variation in the value of paper money is the lack of
confidence in the direction the Government is taking. Convertibility obliges us to reorganize and 'moralize’
the mechanisms of the administration. to introduce all the economics possibic in the budget, avoiding
cxaggerated expenditurces, reducing or climinating certain taxcs. and reestablishing equilibrium in the public
finances. Also the provincial governments have to play their part in this project. It is a fact that.the
administrative personncl in cvery province is more than superior to the nceds. The bulk of those employees
who dclay the progress of the public administration only represents uscless and harmful expenses and a
burden that must be subtracted from the productive work foree..."™"

The Law of Conversion (Law 3.871) was passed on October 31, 1899 by Argentina's Congress.
The Finance Minister at the time was Jos¢ Maria Rosa. As of that moment and during fifteen unintcrrupted
vears, Argentina was to maintain an cxchange rate sct at 2.27 paper pesos per gold peso.

26 Sce Silvio Gescell (1909). La plétora mongtarta de 1909 y la ancmia monctaria de 1898 (Monetary
Supcrabundance in 1909 and Monctary Ancmia in 1898), pp. 20-23.

27 Quoted by Carlos Movano Llcrena (1935) in La Ley de Conversion de 1899, pp. 48-9.

28 The minority on the Finance Committee in the Camara de Diputados presented a projcct by which a
scale of gradual reductions in the gold premium would be applicd, at a rate of § gold cents every six
months until rcaching par. It would take five and a half years to rcach par under the proposed mechanism.
Sce Movano Llcrena (1935), pp 62-3.

29 Cartos Movano Llcrena (1935) recognizes the intellectual and political influence of Senator Carlos
Pellegrini in the adoption of convertibility in 1899,

30 Quoted from the paper by Manucl Fernandez Lopez "Convertibilidad: Ydeas, Politicas y
Reflexiones"(Convertibility: Ideas. Policics and Reflections). presented September 23, 1993 at the Colegio
de Graduados de Cicencias Econdmicas.
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The first articlc of the Law of Conversion of 1899 cstablished a clear and simple monetary system:
The Caja de Conversion would be obliged to buv and scll pesos moneda nacional (paper pesos) for specie
at a rate of exchange fixed by law at 44 gold cents for cach peso moneda nacional. That is to say, any
cxpansion or contraction in thc amount of cash in circulation would reflect the variations in the lcvel of
specie reserves on hand at the Caja de Conversion.  With this inclastic rclationship between variations in
the stock of metallic reserves and variations in the stock of the monctary base, scveral othcr monetary policy
functions werc climinated. such as operating on the open market with public bonds in order to influcnce the
level of interest rates. rediscounts and. as well. any other type of guarantee, such as that of lender of last

H 3
resort to the financial system. "

The most pressing problem facing the government was that of creating an initial rescrve in specic
that could guarantce. minimally at least, the paper pesos in circulation. This was vital in order to produce
sufficicnt credibility to be able to defend the parity in the casc that the general public decided to test the
convertibility of its paper pesos into specic. The government's initial position was not very promising:
Column 19 of Table 2 shows that the level of specic rescrves at the Caja de Conversion, created in 1890,
throughout the period of 1891-1899. was zcro. Originally it was thought that the Caja dc Conversion should
have a reserve of approximately 30 million gold pesos, which initially could back almost 25 per cent of the
monctary base. Article IV of the Law of Conversion cstablished the need to generate fiscal revenuc for this
end. but time proved this to be impossible. and it was not until 1910 that this goal was achicved.” This
restriction . meant that in order to maintain convertibility in the carly vears of the law. it was nccessany to
generate positive flows of specic.

Another interesting aspect of the Law of 1899 was the degree of independence from political
interference granted to  the Caja. The Caja de Conversion was administered by a board of dircctors
composed of five members named by the Exceutive Branch, subject to approval by the Senate, with a term
in officc of five vears. Movano Llcrena (1935) cxpressed that: "the principal guarantce of the Caja is its
scparation from the Government and. in addition. that its administrators arc personally responsible for any

. . . « . LR}
illegal application of the Caja's funds "

The Caja de Conversion maintained strict independence from the Excecutive Branch, as it did from
the Banco de la Nacion Argentina. until August 1914, the date that cxternal convertibility of the peso
moncda nacional was suspended.

1V.2. Money, Prices and the Level of Activity under the Gold Standard: 1899-1914

During the period 1899-1914, the international cconomy was characterized by extreme financial
and monctary liquidity in intcrnational markets duc. to sustained increasc in the world stock of gold. This
expansion reached 2.5 per cent annually between 1890 and 1914, which was well above the 1.5 per cent
annual average between 1866 and 1890, Under the international system of the gold standard, these growth
rates produced a generalized increase in the means of pavment in the central countrics. which brought about

31 Sce Carlos Moyano Llcrena (1935). La Ley de Conversion de 1899, p. 85.
32 Scc Carlos Movano Llcrena (1935). op. cit.. pp. 85 & 88-90.

33 Movano Llerena (1935), op. cit.. p. 87,

34 Data formulated from Fricdman and Schwartz (1963), p. 137.
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an cxtraordinary increasc in the level of activity and in prices. In Great Britain in the period 1899-1913, the
rcal cconomy expanded at an accumulated rate of 16.8 per cent. while the price index grew at 12.3 per cent.
In the United States. the accumulated expansion of the cconomy and of prices was 51.9 per cent and 28.4
per cent respectively. Argentina also underwent an important period of expansion in the real sector of the
cconomy with the level of the domestic product incrcasing at an accumulated rate of 78.5 per cent, which
was cqual to an average annual ratc of 5.8 per cent in real terms. As an additional reflection of the increase
in the international stock of monev. Argentina imported external inflationary pressures: the price level
incrcascd by an accumulated rate of 36.3 per cent during this period. an average of 2.6 per cent annually.
Following the severe depression in prices at the beginning of the century (1899-1901) which brought with it
a fall of 15 per cent in price levels, the subscquent tendency for domestic prices to rise reflected the
cxtraordinary improvement in the terms of trade in the countrics that cxported agricultural goods. The
increase in exports plus the continued inflow of capital into Argentina had its corrclation in the country's

financial and monctary performance.

From the monctary point of view. the Caja de Conversion respected the rules of the game and
automatically cxchanged any paper pesos it reccived for specie at a nominal rate fixed at 2.27 paper pesos
per gold peso. In cach of the vears from 1903 to 1914, the only source of creation or contraction in the
monctary basc was the variation in the stock of specic at the Caja de Conversion. On adopting a fixed rate
of exchange svstem. the monctary authoritics lost control of the quantity of the monctary base, which was
left to be determined endogenousty by the domestic monctary market. The monctary focus on the balance of
pavments significd that. under a fixed exchange rate system. the movements of specic became a vchicle by
which to restore cquilibrium to the monctary market through adjustments in monctary supply.

In Tablce 3 we can obscrve in Columns 11 and 12 that the accumulated increase of 103.9 per cent in
the monctary basc could be completely explained by the variation in the level of specic rescrves at the Caja
de Conversion. The sceular cvolution of the monctary basc was surpassed by the cxpansion of bank money
which grew at an accumulated ratc of 161.5 per cent. or an annual ratc of 12.2 per cent. Bank credit. once
again. defined as the difference between the monctary supply and the monctary base, and the evolution of
the monctary multiplicr. clcarly showed pro-cyclical tendencics. Afler an accentuated fall in the post-Baring
period. the average level of the multiplicr rose from a minimal valuc of 1.23 in 1893 to a maximum of 2.2 in
1912, a figurc that could not match the financial decpening achicved in the period of the national guaranteed

banks.

Wce can be certain, nevertheless. that the degree of deepening of financial intermediation which
occurred during this period was more genuine than in the previous expansive experience. In this latter case,
the country’s cconomic agents made real use of bank deposits as an alternative monctary asset.

In the boom of 1889, for cach guaranteed peso held by the public, a little more than two pesos of
commercial deposits existed. By 1912, for cach peso in the hands of the public. therc were more than threc
pesos in private commercial deposits. Comparatively. in an cconomy with emerging capital markets--the
casc then of the United States--the relationship deposits/cash was 3.40 in 1890 and 6.78 in 1910, This
process of expansion of moncy or bank credit can be explained by the behavior of the level of reserves in the
financial system and the proportion cash/moncy in public hands.

Whilc the level of rescrves. defined as the relationship between bank rescrves and deposits remained
unexpectedly high in Argentina. as of 1901 the fevel fell from an average of 50 per cent for the previous

23




deeade to an average vatuc of about 30 per cent in 1910, Ths fall in the aggregate level of reserves explains
the ® per cent variation in the total monctary supply during this pertod of considerable economic and

monctary expansion,

It is interesting to note that cven when the Banco de la Nacion began to playv an impoitant role in
financial markets. the bank remained very conservative in terms of loans, maintaining maximum reserves i
the order of 61.9 per cent in 1903 and minimum levels of 31,1 per cent in 1912, The private banks in
Argentina maintained more redueed reserve levels with maximum percentages in the order of 21 per cent in
1901 and minimum levels of 238 per cent in 1911 1€ is important to stress that the financial system of
fractional reserves functioned in the absence of a lender of fast resort, since neither the Caja de Conversion
nor the Banco de la Nacidn had the prerogatives to advance rediscounted funds in the eventuality of »

massive withdrawal of deposits from banks.

This structural weakness could conccivably be justified had there been an clevated evel of reserves
in rclation to those held by banks in financial svstems which already had central banks with their respective
rediscount policics. The level of reserves in the Argentine financial svstem. nevertheless, during the gold
standard was three times superior to the average rescrves of the financial system in the United States, which
shared with Argentina the characteristic of not having a formal lender of last resort within a gold standard

svstem,

One marked difference with our country. however, were the clearing houscs in the United States,
formed to forestall future episodes of financial panic. Richard Timberlake (1978) cites the importance of the
Aldrich-Vrecland Act of 1908 as a point of inflexion on the degree of official intervention in the eredit
scctor mn the United States. In this Act. an association of a group of highly capitalized banks was
established. The group was called the National Currency Association. They were authorized to advance
cash temporarily against the rediscount of the portfolio of those banks which were suffering a run on
deposits by the public. The projeet authorized. within specific Hmits, banks with probiems to convert their
asscts into cash. to enable them to avoid suspending the repaviments of deposits. a move which, it was
sustained. would halt any generalized run by depositers and forestall any ensuing credit debacle. Several
authors sustain the the Aldrich-Vrccland Act provided the mechanisms by which to avoid an important

) . 1
finamcial crisis m August 1914

Neither  this contingeney mechamism nor private  clearing houses  of  the  above-described
characteristics existed in the Argentine financial svstem. a structural weakness that would become cvident in

the erisis of 1914,

We will now analyze how the general public behaved. illustrated by the evolution of the relationship
between cash and money. We have mentioned carlier that an important degree of financial deepening.
measured by the relative increase in private deposits. can serve as a vehicle to retain the monctary boldings
of the country’s monctary agents. The relationship between cash and money was 36 per cent when the

35 Fricdman and Schwartz (1963) describe the Act as an association of 10 or more private banks that had a
net relationship between labilitics and capital inferior to five and which could emit national currency
(dollars) up to a value of 75 per cent of their rediscounted portfolios. and up to 96 per cent of the market
value of the public bonds received from banks with problems. There was an incentive mechanism {o
amortize the emergency emission once the complex financial conditions were oversome. See pp. V7071
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Conversion Law was approved in 1899 As of that moment. with the cxception of 1901 in which the
proportion increased to 38 per cent, the ratio fell monotonically until reaching a platcau at 24 per cent in
1911, This sccular cvolution fed the sccondars expansion of money until 1912, the vear that the economy
began to feel the first symptoms of public and private financial fragility. Remembering that the stock of
moncy can be split into primary moncy and banking money, the latter explains the 55 per cent growth in the
stock of money in the cconomy during this period.

The credibility that was generated by the gold standard from 1899 to 1914 was reflected in the
important reduction of the so-called country risk, measured by the spread or difference between the yield of
national public bonds and the vicld of an cxternal assct such as a British Consol. Graph 12 clcarly shows
that the country risk fcll abruptly from a sprcad of 5.5 points in 1898 to a sprcad of 2.5 points in 1905,
This convergence of domestic interest rates with international oncs was bricfly interrupted in 1906-7 with
the financial crisis in the United States. The trend then recovered its doswwnward movement, to reach a record
low of 2 points in 1912, The resurgence of more cfficient capital and financial markets is shown by the
drastic fall in the real ex-post intcrest rates that prevailed during this period. From average real rates of 11
per cent annually which were common during the period of contractive monctary policy (1891-1899), the
values descended to an average of 5 per cent from 1899 to 1913, There was also a reduction in the degree of
variability in the recal rates of intercst with respect to historic periods, although it is intcresting to note that
in critical periods when international  criscs were "imported” such as was the casc in 1901, 1903 and 1908,
the rcal ex-post interest rates rosc by 25.2. 23 and 9.6 per cent respectively. These jumps were overcome by
the variations in the price index. since it was only in 1908 that a significant increase in the nominal intcrest
ratc occurred. while in the other years of crisis the rates actually fell.

It is intcresting to note that the dynamics of the real exchange rate and of the real interest rates
during this period of fixed exchange rates coincide with contemporary attempts of stabifization based on
anchoring the curreney to a fixed exchange rate. Strengthened by the phenomenon of credibility, domestic
moncey appreciated i relation to the pound sterling by 15 per cent for the period of 1899 to 1914,

In other words. the inflow of capital to the Argentine cconomy implicd an increase in the quantity of
moncy and. fundamentally, in the quantity of credit (the increasc in the level of bank money was 60 per cent
above that corresponding to the monctary basc), which produced a sustained increase in the aggregate
demand. generating a domestic risc in prices superior to the level of intcrnational inflation at the time. The
sustaincd cconomic boom was reflected tn the cvolution of the valucs indicated in a preliminary index of the
real cstate market. which measured the price in paper pesos per square meter of residential propertics in the
city of Bucnos Aircs. While clearly imperfect. the index resulted in an interesting proxy of the evolution of
priccs of nontradable goods. Duc to the significant mobility in the labor factor during this period. this
indicator of rcal cstate prices is perhaps a better thermometer of the cvolution of the level of aggregate
demand than the nominal salary.

The index shows a clearly pro-cyclical cvolution: (a) a real estatc boom during 1887-1890 with an
mcreasc of 210 per cent in the prices of propertics: (b) depression in 1890-1894 with a fall of 50 per cent in
rcal cstate prices: (c) stagnation between 1895-1903 and (d) an important increase of more than 350 per
cent in prices during the period of the gold standard from 1904 to 1913, Finally the sensitivity of these
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prices in relation to the phenomenon of the movement of capital can be scen during the financial crisis of
. . . . . . 36
1914 with the fallt of 32.9 per cent in the valucs of residential real cstate in a single vear.™

This dynamic situation was recognized 30 vears ago by Alec Ford (1962) who cmphasized the
importance of the international cconomic ¢y cle on the cconomy of peripheric countrics that had adopted the
gold standard. For this author. the gold standard maximized an cconomy’s credibility to attract intcrnational
ivestors in periods of international bonanza. but simultancousiy the intrinsic weakness of the model was
also being gestated. For Great Britain the adoption of the gold standard mitigated the conscquences of
unfavorable cxternal shocks. while for Argentina the convertibility system Ieft the cconomy scnsitive to
brusque shocks in the country's trade or to changes in intcrnational intcrest rates. In 1909 after the United
States recovered from the menace of financial crisis in 1907. Silvio Gesell (1909) expressed:

"..Our moncy is so intimatchy and solidly linked to gold. as the pound sterling is and cven more so
than the franc and the mark... If in some faroff country with a gold standard a crisis develops. this crisis
will have immediate repercussions on the Argentine paper currency... And it should be that way, as that is
what the Law of Conversion is all about. Te that enjoys the advantages of an intcrnational money must also

o . . , T 17
accept its inconvenicnees. the pro’s and the con’s of monctary solidarity. "

A vision of the gold standard that "amplificd” cconomic C\'C'CS is succinctly expressed ‘)\" A G.
g ! A A .
Ford:

"It is casy to understand the dislike of some Argentines for a svstem which dictated that a slump
must be aggravated by monctary rcactions, although. doubtless. they had forgotten that the same system

iR
scrved to enhance booms..."

By 1912 most macrocconomic indicators were at their best levels: (a) monctary circulation had
backing in spccic cquivalent to 63.3 per cent: (b) the country risk measured as the differential between the
viclds of domestic fixed income asscts and international oncs was 1.5 per cent annually: (c) there was a
stcady increasc in the real quantity of moncey. which had rcached 7 per cent anmnually: and (d) the Treasury
deficit was not higher than 20 per cent of genuine fiscal revenues, while the relationship between public debt
and the gross product was 35 per cent (we can recall that in 1891 this relationship was more than 100 per
cent). Taking all these factors into consideration. it is quite probable that the inhabitants of Argentina were
not prepared for the severe exchange and financial crisis which hit the country in 1914,

36 This unpublished indicator was prepared by della Paolera in 1987 from information taken from the
Anuario Estadistico de la Ciudad de Bucnos Aircs (Annual Report of Statistics for the City of Bucnos
Aircs) and in which detailed annual information is included on the number of propertics sold, squarc meters
sold and the prices obtained in paper pusos by Parish. A price index based on prices per squarc meter has
been prepared weighing the residential prices in 14 Parishes and in which thosc weights represent the
relative sales by Parish,

37 Sce Silvio Gesell (1909). La plctora monctaria de 1909 y Ia ancmia monctaria de 1898, (Monctary
Supcrabundance m 1909 and Monctary: Ancmia in 1898). Bucnos Aircs. April 1909 p. 56.

IRAG.Ford (1962). op. cit.. p. 188
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IV.3. The Foreign Exchange and Financial Crisis of 1914

The start of the First World War acted as a tremendously negative external shock to an cconomy as
open as Argentina's. maintaining fluid international cconomic relationships with both sides of the conflict,
but financially ticd to the arca of the pound sterling. This conflict would end by destroving the harmony of
the intecrnational monctary system bascd on the gold standard. With the cxeeption of the United States. the
other central countrics decided by mid-1914 to let the value of their monics depreciate. and Argentina joined

them by abandoning convertibility in August 1014.*

By the beginning of 1913, the contractive financial and monctary policics adopted in London had
their cffect on the domestic cconomy. The discount rate at the Bank of England rosc from 3.4 per cent in
1912 to 5 per cent toward the end of 1913, The ongoing incrcasc in the domestic monctary base was halted
and. for the first timic since the implementation of the convertibility law, a nominal reduction in the money
supply and in bank deposits occurred. reaching 4 8 per cent and 6.4 per cent respectively. These were clear
indications that Argentina was importing the deflationary pressurcs of pre-World War Europe. The level of
prices slovwed from 2.6 per cent annually to 0.2 per cent. while the growth rate of the cconomy scttled at a
discouraging 1.0 per cent. Bankruptcics increased by 20 per cent in relation to 1912, and we already
mentioned the 35 per cent drop in residential real cstate values in the city of Bucnos Aircs.

The sudden intracyclical deterioration in this group of financial indicators, including the values of
rcal cstatc and farm land. bankruptcics. and the contraction in the volume of deposits preannounced the
difficultics that the financial svstem was to face. In a deflationary atmosphere, there is a change in the
relative values of the banks' assets and habilitics.  With deflation, the cconomic agents look for liquidity,
which mcans an increasc in the relative value of eash in relation to deposits (bank habilitics) and a reduction
in the propensity to be invested in illiquid asscts (asscts that normally form part of any bank's portfolio).
This tendeney feads to a gencral deterioration in the indicators of liquidity and solvency of the financial

system.,

Another microcconomic ratio to keep in mind when considering a country facing such a delcterious
external shock to its cconomy is the relationship between the moncetary labilitics and the reserves in specie,
known as the ratio between inside money and outside money. At the beginning of 1912 the relationship
between M3 and reserves in specie was 28.5 per cent: that is to say that the quantity of domestic moncey was
three times supcerior to the specic on hand at the Caja de Conversion. In this relationship, two important
charactcristics of the Argentine monctary market are included: (a) the relationship between the monctary
basc and the reserves in specic. which provides an indicator of the solvency of the Caja de Conversion in
terms of being able to maintain the external convertibility of the peso, and (b) the relationship between
monctary supply (M3) and the monctary basc. i. ., the monctary multiplicr which reflects the existence of a
financial system with fractional reserves can be a source of instability due to changes in the supply of
deposit moncy'

If the money supply is a multiple of the base, the banks create sccondary moncy by means of the
deposits they hold. The Caja de Conversion assumed  decisively its macrocconomic  responsibility,

39 The United States imposed restrictions on the export of specic during 1917-1919, but maintained the
convertibility of dollars to gold within its borders. In Junc 1919, the frec movement of capital was

rcestablished. Sce Bordo and Kydland (1992), pp. 22-24.
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preserving the external value of money but has no instruments to assume the microcconomic responsibility
of guarantccing the stability of the financial svstem. The problem of "the inherent instability” of fractional
reserves occurs when the general public suddenlv pereeives that a peso in the pocket is better than one o
deposit and. simultancously. the banks must incrcase their own levels of liquidity, A contraction is thereby
produced in the monctary multiplicr. which reduces the quantity of moncy in the cconomy. The cconomy
moves from deflation to financial crisis when the public begins to panic. trying to convert all its deposits
nto pesos. With bank reserves constituting onhy a fraction of the cxisting deposits nceded to brake the
general run on the banks by a public who want to prove the convertibility of their deposits into cash, the
intervention of the monctary authority is needed to provide the liquidity necessary to preserve the stability of

the financial svstem.

It is casy to sce the trade-off created between stabilizing the domestic financial syvstem and
maintaming the monctary standard which guarantees external convertibility of the monev (we can recall
what happened during the Baring crisis). Facing the cventuality of a financial crisis. when the Caja de
Conversion acts as lender of last resort. the money market could absorb the fall in the nominal quantity of
moncy. avoiding the chain rcaction of bank closurcs. If the intervention of the monctary authority is,
nevertheless. of a magnitude that the relationship between the monctary base and intcrnational reserves
increases significantly. this could cxacerbate the cxpectations of an cventual devaluation of the peso. which
would feed a new run on bank deposits. but this time to convert peso deposits into specic.

This tension was illustrated in August 1914 when a generalized run on commercial banks occurred.
Any appreciation of the anatomy of the financial crisis of 1914 can be madc richer by the testimony of the
minutes of the then-called Banco de Londres v Rio de la Plata. Perhaps the most important privatc
commercial bank in the financial system in 1914, In the first place it can be noted that this bank alwavs
maintained a more conscrvative banking policy than that of the market average. Toward the end of 1913,
the level of aggregate reserves was 32 per cent (see Table 4). Toward April 1914, the Banco de Londres
mcreased the fevel of its rescrves considerablv to 53 per cent. in response to an increase in the rediscount
ratc of 3 per cent to 4 per cent by the Bank of Fngland. The bank also continually monitored the index of
commerctal bankruptcics in Bucnos Aires. From that data it could be inferred that in 1913, the annual
bankruptey rate surpassed that of the previous year by more than 20 per cent. but by the third quarter of
1914 an increasc at an annual rate of 175 per cent in bankruptceics was projected. In Table 4 we can sce that
the tendency had worsened toward the final quarter of that year. with the cstimated annual ratc increasing to
232 per cent. These statistics were used then as leading indicators «» = +mometers to test the evolution of
the level of activity. and transposc that information to the cvolution or tendencics of the financial situation
of the firms that were sccking credit. This information was public (the Bolsa de Comercio published it
regularly). so it was possible. thercfore. for cconomic agents to take it as a proxy of the change in the
quality of the portfolio of the consolidated system. In the cventuality of a strengthening of deflationary
tendencics. the cffect of the quality of bank asscts could act as a trigger in the expectations as to the future
solidity of the financial system.

On further study of the statistics in Table 4. we can sce that at the moment the First World War
began. Argentina’s financial svstem had a level of reserves equivalent to 33.8 per cent, while the United

40 The chronology of cvents arc based on BOLSA reports (Bank of London and South America) which
were consulted at the College University Library at the University of London in March-April 1994,
cspecially Folios 192-195.199-205_ and 286 of 1914,
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States maintained a level of bank reserves/deposits of 11.5 per cent. and nonc of the European countrics
surpassed 5 per cent in its fractional reserves. Argentina also had a morc accentuated preference for
liquidity. The ratio cash/moncey in the public's hands was almost 23 per cent; in the United States at the
same time. the proportion was 13 per cent. The Argentine financial system scemced. according to thesc
indicators. to be better prepared to face an cventual situation of illiquidity. In the carly days of August
1914, however. a run on deposits of uncxpected dimensions occurred. The principal institutions in the
banking svstem. under the leadership of the President of the Banco de la Nacion. pressured the government
to call a bank and forcign exchange holiday for the period of one week. Their reason was to put a stop to the
banking panic and avoid cessation of pavments by several commercial banks. ™!

The government acceded to the request to call a bank and forcign exchange holiday., and during the
week of August 3-8, a varicty of proposals were presented for resolving the crisis. The presidents of the
most important banks met dailyv and on August 4 they presented a proposal which suggested that the
Government make a transitory emergency issue of currency to cnable the Banco de la Nacion Argentina to
rediscount or make guaranteed advances to the banks. This proposal was put into cffcct together with
another one. to suspention withdrawals of specic from the Caja de Conversion and the Conversion of the
banks. " The minutes of the Banco de Londres commented that the Executive Branch opposed the idea of an

41 The run on the banks also put pressure on the degree of liquidity at the Banco de Londres v Rio de la
Plata. which had onc of the highest reserve levels in the entire system. ™. In the face of such unusual
circumstances we could not insist that our financial position was such as to withstand all the demands that
could be made upon us and we accordingly joined our collcagucs in the suggestion above referred to...".
BOLSA. Folio 193,

42 The complete proposal cstablished that: " in Bucnos Aircs on August 4. 1914 in the presence of
representatives of the Banco Aleman Trasatlantico, Britanico de la América del Sur, de Italia v Rio de la
Plata. dec Londres v Brazil, Nucvo Banco Italiano, de la Provincia de Bucnos Aircs, Suizo Sud-Américano,
Anglo Sud Americano and Banco dc Londres v Rio dc la Plata, after dissenting widcly on the convenience
or not of a proposal that the Government of the Nation dccrees a moratorium for the pavment of due
conmercial obligations_ and if this should be of a broad character or a lmited onc. the conclusion was
rcached by the above-mentionced. in view of the considerations heard, that this measurc would not only be
countcrproductive for the country. but also in a lesser degree for the banks themsclves, as none of thesc
could accept submitting to this measure and find themselves in a situation of having to meet their
obligations. finding themsclves mcapacitated to liquidate these commitments by which they would be ablc to
satisfy their respective clients.

In addition thosc present manifest that they believe that, given the current abnormal situation, it is necessary
and indispensable to ask the Government for measures in the gencral intcrest that benefit not only banks but
also the commercial scctor as well. to the end that the normal rhythm of business is not interrupted.

With this end in mind. it was considered. almost unanimously. that it would be convenient to recommend the
following measurcs:

1. Prohibit the cxportation of gold cxcept in limited quantitics than can be carricd by passengers cxhibiting
the required documents.

2. Prohibit withdrawals of gold from the Caja de Conversion and from the banks.

3. That the government authorizc a transitory cmergency emission so that the Banco de la Nacién Argentina
can rcediscount or make guaranteed advances to the Banks. ..

... The Banks consider that these measures will restore tranquillity to the general public and the commercial

and cconomic situation will rcturn to normality quickly... Folios 199-200, BOLSA.
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emergencey issuc. being more in favor of using the Fondo de Conversion (Conversion Fund) of 30 million
gold pesos 1o rediscount commercial paper of banks with problems. Congress approved a Presidential
decree declaring a moratorium of 30 davs on all financial obligations falling duc during that period and
cstablished that banks must respond with up to 20 per cent of the deposits that were to fall due. The Banco
dc la Nacidn was authorized to convert the stock at the Fondo de Conversion to paper and usc these funds
to rediscount commercial obligations. The possibility of cstablishing cmergency issucs was  finally
approved. in spite of the opposition of the Exccutive Branch. It was cstablished. however. that money in
circulation could never have a backing in specic of fess than 40 per cent. In the moment of voting on the
law. 72 per cent of the monctary basc had backing in specic. The prerogative, thercfore, offered the
possibility: of producing an cventual expansion of money with sufficient backing, which made circulation
morc clastic to the cventuality of sustained external shocks. This cmergency issuc was also to be used for
rediscounting commcrcial paper. but onlyv with the consent of the Exccutive Branch.

One of the most scrious problems that came on abandoning convertibility was how to confront and
scttle bank labilitics that were denominated in specic. The Government authorized banks to pay gold
deposits in paper pesos at the official rate of 2.27 paper pesos per gold peso. This prerogative was
voluntary. So when the depositor objected to this form of scttling his contract, he could wait until the
reopening of the Caja de Conversion to recuperate his metallic money. Some private banks. in spitc of this.
honored their monctary hiabilitics in the originally: contracted medium of pavment.

It is intcresting to note that the Government confronted the financial crisis by authorizing the Banco
de 1a Nacion to utilize two thirds of the 30 million gold pesos at the Fondo de Conversion to rcsolve
problems of transitory illiquidity at banks. but it did not authorizc any additional increasc in specie backing
for moncy in circulation. In this way. the Caja de Conversion. through the Banco de la Nacion, acted in a
limited way as the lender of last resort. modcerating the contraction in the monctary base by reducing the
backing in specic from 72.6 per cent to 66.3 per cent, In 1914, the money supply declined 9.5 per cent, and
deposits and sccondary expansion by 14.2 per cent and 16.3 per cent respectively. In spite of cstablishing
substantial cxchange controls by prohibiting the cxportation of specic. it is intcresting to note that the
exchange rate depreciated less than 2 per cent in 1915, This minor adjustment in the rate probably occurred
beeause the country's cconomic agents cvidently felt that any suspension in Conversion was clearly
contingent on intcrnational events. The recuperation of the financial svstem was a rapid one, while recovery

in the level of activity had to wait until 1916,

SECTION V. THE PERIOD 1918-1935: INTERNATIONAL EVENTS AND THEIR IMPACT ON
DOMESTIC MONETARY POLICY

At the end of the First World War_ the belligerent nations were unable to recstablish a convertible
monctary standard for their monics. The wartime cfforts demanded a strategy of very expansive fiscal
policics in order to cover the increase in military cxpenditures and, at the same time. the neccessitics of the
cconomic infrastructurc. The majoritv of the countrics resorted to their central banks to finance
discquilibriums in public accounts. sincc any capacity to take on debt in the capital markets had been
exhausted. ™' The lack of coordination in the monctary policics of the Europcan countrics delayed any hope

42 Between 1914 and 1919, the stock of domestic public debt in the United Kingdom had been multiplicd
by four in real terms. while the the German debt rose to 10 times the 1914 level. Sce Eichengreen (1922),
pp. 79-80.
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of rcestablishing an international gold standard. which led to the beginning of a sustained period of
divergent inflations. During this period. all of the industrialized countrics, with the exception of the United
States.* adopted fiduciary monctary svstems and allowed the value of their monies to depreciate. As a
result of the United States dollar appreciating T per cent in relation to the pound sterling during the War,
the international financial center moved from London to New York.

Most European nations tricd to aveid the negative conscquences hat the abscence of an international
monctary systcm which could provide coordinated discipline for fiscal a «d monctary policies presupposed.
At the beginning of the Twentics there was still a consensus iy many circt s of opinion as to the advantages
of rcturning to a system of fixed exchange rates. The principal attraction ‘aat such a system offered was the
hopc that by adhcring to this type of cxchange system and all that it implic |, the countries would achieve, as
they had i the past. the desired stability in their general price levels. Fer the enthusiasts of this system,
cxchange and price stability would be the prelude to financial stability and would permit a significant
recovery in international trade and a period of growth in a context of grea:er cfficicncy in the allocation of

recsources.

This outlook had an immediatc impact on the design and implementation of cconomic policy.
Deflation came to be accepted in hopes that it might contribute to reestablishing a cooperative intcrnational
mechanism for sctting forcign cxchange ratcs. Scveral years later, the majority of the industrialized
countrics were back on the Gold Standard. In Table 5 the dates when the gold standard prevailed in
different countrics in Latin America are listed. These countrics. by the sccond half of the Twentics, had, in
their majority. approved laws which cstablished the convertibility of their domestic money to gold.

As we have scen in the previous section, Argentina abandoned the convertibility of the peso in 1914
and prohibited the Caja dc Conversion to export specie. From then on and wntil 1927, the Caja de
Conversion acted in an assyictrical way. The monctary base incrcased automatically when the reserves in
specic grew. but exporting gold was not permitted. so that the quantity of moncy was exogenous when the
balance of payments was ncgative. Table 2 shows that the monctary basc grew more than 9 per cent a year
between 1914 and 1918: a process of financial deepening can be scen when the money supply began to
grow at a rhythm of 19 per cent annuallyv. The country. in any case, imported inflationary pressures during
the wartime years: in the period 1914-1918. wholcsale prices rose 504 per cent in the United States and
61.8 per cent in the United Kingdom. and 501 per cent in Argentina.

Some studics affirm that the Argentine Belle Epogue began to fade with the fall of the United
Kingdom as the world's financial and monctary center.** In 1921 the pound sterling lost 25 per cent of its

44 The United States abandoned the Gold Standard for a short period of time during the First World War.
I Junc 1919, the United States returned to fix the value of the dollar in terms of gold. Cuba, Panama,
Nicaragua and the Philippines followced this decision. Sec Kemmerer (194 1) and Kemmerer and Dalgaard
(1978).

45 In Alan Tasvlor's article (1994) "Three Phases of Argentine Economic Growth". NBER#60 Paper. the
author affirms that ".. Britain's hcgemonic power in capital markets was cffectively broken by enormous
war debts. and the new "bankers to the world" were the Americans, emerging into net creditor status; yet
Amcricans were less than enthusiastic about assuming this ncw responsibility as an international center for
finance. and the risc of New York as a trulv intcrnational capital markct was somcwhat slow and reluctant.

This was certainly the casc for the Argentines when trying to raisc capital abroad after the onsct of the war,
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value in terms of the United States dollar. Another positive cconomic cyvele was abruptly interrupted with
the fall in international prices for Argentina's exportable goods. In just one vear. wholesale prices fell 20.6
per cent: the exchange rate for the dollar felt 13 per cent. Under the prevailing system of inconvertibility, the
monctary basc remained fixed in nominal terms. but bank credit contracted by 6.6 per cent, gencerating a
reduction in the level of activity that, while rising 7.3 per cent in 1920_ was to increasc only 2.5 per cont in
1921, At the same time. the real rate of ex-post intercst rose to 35 per cent annually.

The recession. however. fasted little more than a year. In 1922 the world cconomy took off again.
with the United States posting a 7.2 per cent increase in its GDP. Icading thc new cycle of growth,
Argentina registered an 8 per cent growth in cconomic activity. With the help of Tables 2 and 3 we can
follow the most important indicators of the period 1918-1927. summarized as follows: (a) an annual
cxpansion in the level of activity which averaged 5.7 per cent annually: (b) deflationary pressures signified
an average fall in wholesale prices of 5.7 per cent annually: (¢) an important process of financial deepening
was maintaincd during the period: the sccondary expansion of moncy was morce than double that of the

cxpansion of the monctary basc.

With the world cconomy in full cxpansion. the Government decided to return to the Gold Standard
in August 1927, with thc nominal parity sct by the Law of 1899, In order to achicve this objcctive, it was
not neeessary this time to implement a contractive monctary policy. since the market exchange ratc was
alrcady fluctuating between the fevels of the fegal parity.™® This new attempt at convertibility was
maintained for two vears. and once again we should stress the significance of the acceleration in the process
of financial deepening as measured by the following indicators: (a) the overall money supply represented 3.5
times the monctary base. which was an historic record: (b) the procyelical incrcasc in the monctary
multiplicr (and in credit) was clearly fed by a fall in bank reserves. which went from a level of 17 per cont
in relation to deposits in 1926 1o 10 per cent in 1929 in a context of expansion in the demand for money'.
This optimistic conduct by the banking scctor was. perhaps. based on the important boom that was being
cnjoved in certain domestic markets. Domestic salarics. for cxample. rosc in nominal terms by 15 per cont
during 1927-1929. demonstrating greater participation by the service and building scctors which took an
increasing importance in the structure of the Argentine domestic product.

The fortunce of the Argentine Gold Standard was clearly ticd. this time around, to the movements of
New York's financial and monctary markets. The beginning of the end of Argentina’s convertible monetary
system came about in Junc 1928, That month the rediscount rate sct by the Federal Reserve Bank of New
York rcached S per cent. the highest rate since 1921, Even though there is not a conscnsus in the academic
community as to the most important causcs of the Great Depression, the majority of the analysts of the
period agree that the determining factor for precipitating the crisis of 1929 was the abrupt change in
monctary policy in the United States. Many coincide in emphasizing that the Federal Reserve was too
worried about the stock market boom in the United States, instcad of concentrating on the lcading indicators
in the cconomy. which did not show inflationary pressurcs building up at the beginning of 1928, Then the

and adjusting to the shift from an cstablished link with experienced lenders in London to forging new
borrowing rclationships with the banker in New York. Sce p. 6.

46 The decision to return to the Gold Standard in 1927 was characterized by contemporary analysts "as
Tong overduc’ (by the Times of Argentine). ‘prematurc’ (by Prebisch), and 'mistaken’ (by Finance Minister
Molina)". The quotc is from Salcra (1941).
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rediscount ratc was raisced to 6 per cent by the Federal Reserve Bank of New York in August 1929,
accentuating the process of monctary illiquidity in an attempt to halt stock markcet speculation.

This change. n what today would be called the international interest rate. had a profound monetary
impact on Argentina. as can be scen in Graph 13, where the sources of cxpansion in the monetary base of
the Caja dc Conversion arc shown. Argentina had alrcady begun to suffer a deterioration in its external
accounts by thc mid-1928. This dcterioration was accentuated during the second half of 1929 with a drop of
1.3 per cent in a year in the monctary basc. The Caja absorbed the fall in the quantity of money, respecting
the automatic rules of the gamc sct by the gold standard. that is to say. losing spccie. The automatic
mechanism was intcrrupted on December 16, 1929, when President Yrigoven decided to close the exchange
office.”’” The shock of 1929 was a profound onc: a contraction of 14 per cent in money in terms of specic
occurrcd. The level of bank rescrves felf to an historic low of 10 per cent, and in less than a ycar the deficit
rosc from 36 per cent to 60 per cent in terms of genuine fiscal revenucs.

Following these difficultics. the democratic process in Argentina was intcrrupted on September 6,
1930, when the de facto government of Genceral Uriburu took over the government. During the first months
of the dc facto government. the depreciation of the peso slowed. in reaction to a policy declared by the
authoritics which explicitly assured that scrvice on the forcign debt would be paid punctually. As can be
scen in Table 6. the vear 1930 brought an end to clearcut deflationary pressurcs in terms of prices and the
level of activity. Real rates of interest. in tumn. had become positive. The 1931 year, however, was without
doubt a pceeuliar onc: the vear started with the combination of an extremcly orthodox domcestic fiscal policy
and an uncquivocal convergence toward a fiduciary monctary svstem, when it was decided to usc half of the
reserves in specic to resolve balance of paviments problems. By April of that year the contraction in cash, if
it were still backed by specic, would have been so great that the government found itself forced to return to
the old law of 1914 authorizing rediscounts. with the objective of tempering the fall in the monetary base
and providing the banks with liquidity. This law, which had ncver been used before, permitted the Caja de
Conversion to issuc bills in cxchange for short-tcrm commercial paper. It is important to note here that until
that moment. the government had attempted to counteract--through the Banco de la Nacion Argentina--the
incrcasc in international interest rates and solve the problem in the forcign exchange market by an increase
in the rediscount rate. Graph 14 shows that. for the sccond half of 1931, Argentina, after Chile, made the
sccond largest adjustment in its rediscount rate in an attempt to halt depreciation in the parallel exchange
market. since as of 1931, rigid exchange controls existed in Argentina. In spite of that, the market exchange
ratc fcll by 26 per cent and the level of activity slipped 8 per cent. In 1932, the Caja de Conversion was
authorized to 1ssuc new bills against redeemed public debt issues. This mechanism permitted monetizing a
part of the Trcasury's short-term debt.

As mentioned above, the de facto government had emphatically announced that one of its priorities
was to balance the budget. During 1931 the government took firm action to reduce expenditures and
implement measurcs to increase fiscal revenuces (onc of the mcasurcs taken was an incrcase of 10 percent on

import dutics).

When President Agustin P. Justo (1932-1938) and his tcam came into power in February 1932, the
outgoing government had alrcady obtained approval for its budget for the current fiscal year. That budget
went much further than usual in its goal of achicving fiscal balance. The strategy consisted in general

47 Sce Salera (1941).
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reductions in government expenditures and. at the same time. the introduction of diverse new taxes. such as
a tax on transactions. the first tax on gross income. and special indirect taxcs on gas and tire consumption.

These policics obvioushy tended to reduce the automatic cffects to stabilize the deficits brought on
by the recession. Taking these results into account. the countercyclical policics carricd out by the
government and the scverity of the intcrnational crisis (in the United States. for example. the gross product
fell by 35 per cent between 1929 and 1933, and the uncmployment ratc reached a maximum of 25 per cent
of the work force). it is surprising to obscrve that in terms of productivity and cmployment, Argentina was
not onc of the countrics that suffcred most during the Great Depression. The magnitude of the external
shock and the policics implemented to resolve that situation. nevertheless. produced an accumulated decline
of 13.8 per cent in the constant GDP (sce Graph 10).

Graph 15.1 shows that Argentina demonstrated an important degree of flexibility, when studying
the fall in nominal prices and wages. A preliminary fook at consumer prices between 1928 and 1932 shows
a fall of 22.9 per cent. The decline registered in this index was cven greater than the fall shown in the
wholcsalc price index. which reached 11 per cent. 1f onc considers the quotiont of those prices as an
adequate "proxy” for the relative domestic prices for tradable goods with respect to those of non-tradable
goods. a strong rclative deterioration can be scen on the part of the latter. This suggests that the
deterioration in the terms of trade produced an important income cffect. in addition to the substitution cffcct
that contributed to gencrate a considerable proportion of the cxcess of supply in the non-tradablc markets.
The high degree of flexibility in the reduction of nominal salarics. which fell by 20 per cent in a period of
three vears. nevertheless, permitted the labor market to return to a point of equilibrium without any
significant increase in the Ievel of uncmplovment. Although we do not have uncmplovment statistics for
these vears. Graph 15.2 illustrates the cvolution of the number of individuals with jobs. which shows only a
shight decline between 1928 and 1932, followed by a recuperation. By 1933 a recovery of 5 per cent in the
gross product. in rcal terms. can be scen. after three consceutive years of recession. From this data we can
infer that the unemployment rate did not grow during the peak of the intcrnational crisis (once again in
comparision with other countrics).

Returning to Table 6. an important factor which influenced the cvolution of the level of activity in a
ncgative wav was the sustained ex-post real interest rates. The combination of gradually diminishing
nominal interest rates together with the rapid decline in the prices of goods and scrvices in the economy
combined to generate short term real rates of interest which climbed to over 10 per cent in 1931 and in
1933, As of 1930 onc can dctect a sizable fall in the money supply, and it is interesting to note that in 1932
the rediscount mechanism. used as a source to create the monctary basc. represented 28.4 per cent of the
currency in circulation.

It is also important to note in order to be able to mecasurce the deterioration in the rcal sector of the
cconomy. that the United Kingdom announced its decision to abandon the Gold Standard in September
1921, The decline in the value of the pound was so uncxpected in Argentina that. as was commented later,
cxchange controls had to be improvised. In October 1931 the authoritics established a system of
"temporary” exchange controls and began to ration the country's reserves.

48 Sce Ministry of Finance (1933).
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Even with the Justo administration’s plan for budgctary adjustments, which the Congress had
approved. 1932 proved to be a harsh vear in spitc of improvements on the fiscal front. The fiscal adjustment
of 1931 was "financed” by dclaying payments to public cmplovees and supplicrs. Under the growing
pressurce of the State's creditors, the government decided to send a project to Congress proposing a new
public dcbt issuc. the Iamprestiio Patriotico (Patriotic Foan). This bond issue would cnable the government
to pay its debts to ecmployvees and supplicrs. The proposed law. however, went even further, authorizing the
Caja dc Conversion to issuc bills in exchange for these bonds. One of the determining factors in the design
of this particular picce of legislation was the personal opposition of Finance Minister Hucyo to the other
available alternative: suspending service on the forcign debt.™ The government finally placed 150 million
pesos in the hands of the public and changed 350 million pesos worth of bonds at the Caja de Conversion
for cash.™ The government. having permitted an important reduction in the monctary base for a second
time. allowed an cmission of fiduciary monev. As we can scc in Table 6 and in Graph 13, the
implementation of the Patriotic Toan mcant an important increment in the monctary base, as much as 7.3

. R .5
per cent. producing a fall m reserves of specic.

As a rcsult of the approval of these initiatives, the nominal monctary supply stopped falling in
1932, 1t remained stable until the creation of the Banco Central (in nominal terms). It is important to note
that thc motivation to pass both of these laws did not originate in a premeditated policy to put a dcliberately
expansive monctary policy into practice.™ The proof of this was that Minister Huevo dccided to delay
temporarily sending Congress the proposal for the creation of the Central Bank. Hueyo acted in this way
because of the implications involved in creating a Central Bank, but especially because he was against the
idca of revaluing gold. a mcasurce that he considered to be strongly inflationary. So. the authorization to
place goverment bonds at the Caja de Conversion was not just an isolated action. The government declared
that balancing the budget was onc of its prioritics. in order to achicve this. the government approved tax
increascs. new taxes and across-the-board reductions in expenditures. including a substantial reduction in
the nominal salarics of the emplosces in the Public Administration.

This focus. however. did not last long. In August 1932 Antonio de Tomaso. the mfluential Minister
of Agriculturc and leader of a faction of the highly respected Socialist Party. died. Another member of the
party. Federico Pinedo, had been namied the new Minister of Finance, after Hueyo had resigned. Pinedo had
been. together with Prehisch. onc of the initial forees in favor of creating the Banco Central. As minister he
surrounded himsclf with a group of talented technocrats and, at the same time. was able to get critical

49 The decision to comply with the government's external debt service was rejected at the National
Convention of the official party. the National Democratic Party. Sce Hucyo (1937) for an analysis of the
proposal and its political repercussions,

50 The law was vigorously opposed by the Socialist Party in Congress. The Soctalists, whose policy was
bascd on a well established tradition of laissez faire. objected to the bill. arguing that it would harm
cmployees. pensioners and creditors in general.

51 The immediate result of the new laws and the continucd outflow of gold was to lower the backing of the
basc from 83.1 per cent in 1928 to 43 per cont in 1932,

52 In the words of Prebisch (1944); . swhen the rediscount mechanism was used in 1931, the government
was not trving to follow an cxpansive credit policy, nor was it trying to give consumers greater purchasing
power. Its motive was to restitute the bank rescrves in order to avoid greater problems”. When the
government passcd the Patriotic Loan. the objective was not to improve once again the position of the
banks. but to pcrmit the government to pay the arrcars owed to creditors.
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support in the cabinet. At this time. Luis Dubau. a prominent conscrvative leader and a convinced supporter
of the Banco Central. was named to replace de Tomaso as Minister of Agriculture.

Pincdo and his group. among them the voung and cnergetic Raul Prebisch. began almost
immediately to prepare a drastic change of policy. The Plan they proposed included: (1) devaluating the
official cxchange ratc and authorizing a progressive liberalization of transactions in forcign exchange (an
end of exchange controls). (2) the progressive liberalization of monics ‘blocked abroad: and (3) the

refinancing of the government's domestic debt.

In November of the same vear. the cconomic authoritics implemented the devaluation of the official
cxchange rate. together with a system of multiple exchange rates.™ Three different rates were cstablished.
two official oncs and onc free rate. The foreign exchange produced from “traditional” exports (which
represented nearly 90 per cent of total exports) had to be sold to the government at the buvers’ rate on the
official markct. The government used forcign exchange to scrvice the forcign debt and to cover those
imports authorized by a new svstem of import permits previously purchased through a public tender for
cxchange. All cxport transactions designated as "non-traditional” and cxports to ncighboring countries
provided the exchange needed for other capital outflows. transport costs, licensing fees, imports without
prior permits. cte. in a free market with a free rate.

It is important to remember that the government had authorized a flotation of cxchange ratcs since
the mmposition of cxchange controls in 1931, This mechanism remained in cffect ondy until the cnd of the
following month. The official rate of cxchange functionced in terms of dollars, until the dollar fell in March
1933. Then the French franc was chosen to be the forcign currency of reference.™ The new system implicd
an appreciation of the peso in refation to the dollar, given that the value of the peso was tied to a third
currency which had a parity fixed in gold. In 1934 there was a rcturn to a more flexible system when the
administration signed scveral important Bilateral Payment Agrecements, with the object of liberating
cxchange balances that were "blocked” abroad. ™

The most important step toward liberating the blocked balances was taken in October 1933 with the
signing of a commercial agrecement with the United Kingdom. Scveral months later new agrcements were
signed with the United States and other countrics holding frozen Argentine funds. The sharp nominal and
rcal devaluation brought with it an improvement in the balance of pavments.

53 Sce Raul Prebisch (1945) for an analysis of the Argentine expericnce with different exchange systems
during the Thirtics.

54 Sce Salera (1941)

55 In the mid-Thirtics the world was divided in five principal monctary groups: (1) the dollar area, which
was composed of a large number of countrics that had their currency ticd to the dollar, among them various
nations in South and Central America: (2) the pound sterling arca. which included the countries of the
British Empire and those of Northcrn Europe: (3) the arca of exchange controls, with Germany as its central
power and including various countrics of the South Eastern and Central Europe; (4) the gold arca of
Western Europe: and (5) the arca of the ven: the Japenese Empirc and the Far East. Countrics like
Argentina. who were ereditors of the United Kingdom and debtors to the United States, did not fit easily into
any of the above-mentioned groups (Eichengreen (1992)). ]
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The new cconomic team. led by Pinedo. also proposed creating a group of regulatory agencics, the
Juntas Reguladoras (Regulatory: Agencies). for products such as grain, mecat. wine and milk. The objcctive
of the Regulatory Ageney for Grain. the Regulatory Agency for Meats. the Regulatory Agency for
Wincrics. and the Regulatory Ageney for the Milk Industry was to cnable the government to intervene
dircctly in the markets of cach of these products. Some. like the Grain Agency. were to be financed with
government funding. in this casc, the moncy coming from the sale of forcign exchange.

At the macrocconomic level. the government sought to reactivate the level of cconomic activity, One
of its major cfforts was to launch a large scalc program of public investment. President Justo, an engineer,
proved to be an enthusiastic promotor of projects which included significant emphasis on road building.

In spitc of the fact that external indexcs fell cven more in 1933, that year marked the beginning of a
period of recuperation for the Argentine cconomy. In 1933 the rcal GDP rosc 4.6 per cent and 7.6 per cent
in 1934, Even though the wholesale price index fell that year. reflecting the drop in the price of tradable
goods, it rccuperated in 1934, rising 13.1 per cent. Nominal salarics ended their prolonged decline, and
scctors such as scrvices, construction and industry began to post improvements. Sustained growth on the
part of the countryv's cconomic indicators preparced the ground led to pass new financial and monetary
legislation.

SECTION VI THE CREATION OF THE CENTRAL BANK

In the previous scction it was noted that Argentina was onc of the first countrics to abandon the
Gold Standard in 1929 and started a policy of sterilization of capital outflows. By mid-1932, the Execcutive
Branch had contacted thc Bank of England to invite a mission of consultants to advise the Argentine
government as to how to cstablish a Central Bank. The Bank of England named one of its most
distinguished dircctors. Sir Otto Nicmeyer. to lead the group. The mission arrived in Argentina in January
1933 and. after three months. issucd a report recommending the creation of the bank.** Minister Pinedo and
other members of his tcam. as mentioned previously, had been unsuccessful when proposing the possibility
of forming a Central Bank. An improvement in the current cconomic situation opened the way to gaining
approval for the idca in Congress.”” While it was sustained publicly that Argentina's authorities respected
the suggestions Nicmeyer had offered. there is no doubt that the cconomic team's final proposal was much

56 Nicmiever., dircctor of the Bank of England and of the International Adjustments Bank in Bascl. was at
that timc the president of the Finance Commission of the Leaguc of Nations. The other members of the
mission were Clay. who was a profcessor at Oxford and Manchester Universitics, and other well known
cxperts in the arcas of budgets. money and banking. such as Powell, Watson and Young. Nicmeycr had
previously been an advisor on financial affairs to a number of Europcan countrics. Brazil, New Zealand and
Australia. For further information on the rolc plaved by the Nicmeyer Mission in Argentina, see Hucyo
(1933).

57 Ortiz (1993) presents a description of how favorable economic and political conditions had been an
important factor during the Twentics in contributing to the success achicved by the missions of foreign
advisors in producing important institutional changes in Argentina. The missions of foreign advisors could,
in the context of the comfortable cconomic climate of the decade prior to the Great Depression, "arbitrate”
between the different proposals for monctary reforms sponsored by local cconomists and administrators,
helping the governments to cscape the "impassce” and finally carry out the reforms.
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closcr to the project designed by the Uribure Commission which looked more carcfully to the structurc of

the Federal Reserve Svstem in the USA.

The new legislation introduced the controversial measure of revaluating gold. aimed at gencrating liquidity:
in order to rescuce the ailing banks in the financial system and give the Central Bank the capacity to carry
out operations in the open market. In 1935, the project of cstablishing a Central Bank became Law together
with a package of financial and monctary reform laws. The reforms were composed of five interlinked
‘mcasures: ¥ (1) the creation of the Central Bank: (2) the approval of a banking law which granted the
Banco Central the control and the supcervision of all activitics in the banking scctor: (3) the foundation of a
new institution. the Instituto Movilizador de Inversiones Bancarias. with the objective of rescuing financial
institutions that werc insolvent: (4) the reorganization of the Banco de la Nacidn and the Banco Hipotccario
Nacional (The National Mortgage Bank): and (5) the reorganization of moncy in circulation.

As we noted previousty, this move significd a profound change in the prevailing svstem. The Banco
Central that openced its doors on Mav 21, 1935 was designed as a stock corporation. and the government
was allowced to subscribe to a third of the sharcs. The bank was granted. by the group of laws recently
approved. the functions that in the past had been carried out by a numbcer of other institutions: the Caja de
Conversion. the Forcign Exchange Control Commission. the Junta dc Amortizacion (thc Amortization
Board)™ and the state bank. Banco de la Nacion. ‘The Banco Central was given cxclusive responsibility to
manage the reserves and the circulation of the country’s currency. its bills and coins. The new laws required
the Caja de Conversion to close and to transfer the note issuing function to the Banco Central. All of the
asscts and liabilitics of the Caja de Conversion were transferred to the Banco Central, as did the functions
of the Forcign Exchange Control Commission. Currency notes and coins in circulation were replaced by
new bills and coins. The faw required a minimum backing in gold rescrves and forcign exchange equal to 25
per cent of the bills, coins and other sight obligations in circulation. The law provided for the convertibility

of domestic money into gold. but it also included a suspension of that measure, and finally convertibility
H

was never put into effect.

The bank was also permittted to operate in the open market and in the rediscount market. Its
rediscounting activitics were limited to operating with short term commercial paper. The bank was limited
in making loans guarantced by public bonds: it could loan no morc than the sum of its rcserves and its
capital. Loans to thc government itsclf were permitted. but could not exceed the sum of 10 per cent of the
bank's average income of the preceding three years.

In addition to thc changes cnacted in the Central Bank Law, the Monctary and Banking Reform
Law containcd a number of important regulations. A Superintendency of Banks was created to supervisc the
financial system. This function was under the authority of the Central Bank. and cventually became a
department of the bank.

The Banking Law cstablished. for the first time in history. an offical policv of banking rescrves
requirements: banking institutions would maintain minimum lcgal requirements cqual to 16 per cent of sight

58 Sce Diz (1970).
59 This state commission was in charge of managing the public debt.
60 Orthodox central banks created by Kemmerer cstablish a minimum reserve balance of 50 per cent in

gold. Sce Ortiz (1993).
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deposits and 8 per cent of deposits in savings accounts and long-term deposits. At the same time. the
Instituto Movilizador Bancario became in fact the "bailing-out institution” of insolvent banks. The capital
and rescrves of this new institution would come from the "earnings” produced by the revaluation of the

country's gold rescrves.

The laws that reorganized two of the statc banks, the Banco de la Nacion and the Banco
Hipotecario Nacional. were aimed at restricting the kinds of opcerations that these two banks could carry
out. The Banco de la Nacion. which hicld a sizable portfolio of insolvent debtors, also due to the fact that it
concentrated in the past the rediscount window facility, was prohibited from lending the government more
than 15 per cent (instcad of 25 per cent) of the sum of its capital and reserves.

The most controversial measure of the rcforms, the revaluation of gold, endowed the government
with 701 million pesos, the cquivalent of 57.7 per cent of the total quantity of money outstanding in May
1935, That "endowment” was distributed in the following way: (1) to subscribe sharcs in the Central Bank:
10 million: (2) to amortizc Trcasury Bonds: 152 million: (3) to purchase government debt in the portfolio of
the Banco de la Nacion: and (4) to provide capital (10 million) and reserves (380 million) for the bail-out of
banks. Of these reserves. 216 million swere to be used to guarantee the rediscounted commercial paper that
the Caja de Conversion transferred to the bank.

The revaluation, however. had been conccived with another important objcctive, to permit the
government to carry out operations in the open market. giving the bank the opportunity to implement a
countercyclical policy. This mechanism had not been suggested by the Niemeyer Mission®™ and was strongly
criticized in Congress by the opposition, cspecially by members of the Socialist Party. Spokesmen of this
partyv. who had been the most dedicated defenders of monctary stability, quickly turned into the most
staunch opponents to the project to revaluc the gold rescrves. Debate in Congress became extremely intense,
as can be scen in the following commentary:

"The Central Bank projected by the Exccutive Branch and approved in committee, aspires to
achicve two principal functions: issuc moncy and regulate credit. The stabilization and the convertibility of
thc moncey are two questions that have been Ieft aside, and are reserved for a law that will be prepared in the
futurc. For thesc first two functions. note issuc and regulating credit, the country does not need a Central
Bank. We have the Caja de Conversion to issuc currency: and we have the rediscount mechanism to
regulate credit... Without a batanced budget. according to the expert opinion of Nicmever, the Banco Central
will not be able to take command of the situation... We are going to have a Central Bank with enormous
influence over the government. It is going keep afler the government. wiping up the dcficit in its budgets
with the moncey it gets from the banks. and this situation will last for a long time, taking us further and
further from the possibility of regularizing our monctary sitvation. as the gencral will of the country
requires. and as public opinion demands.. "*

61 This mechanism was alrcady included in the report prepared by the Uriburu Commission and was
dcfended by Prebisch in 1935,

Repetto. spoken during the parliamentary debates over the Central Bank Law, during the scssions of

Congress of February 28 and March 10, 1935,
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For Pincdo. Prcbisch and other members of the cconomic tcam. the approval of the Central Bank
Law was onc of the steps neeessary for cmbarking on a complete reorganization of the banking and
monctary svstems. The new laws were aimed at assisting the traumatized financial system, and creating a
Central Bank that could supervise and control the country's financial institutions.*

As to monctary policy. the project for central banking that Congress approved incorporated the idea

of monctary contraction in the ascendent phasc of the cconomic cyele and an injection of circulation during

“recessions. On this point. Prebisch is cloquent: . should the Central Bank contribute to adjust domestic

cconomic activity to achicve a perfect: cquilibrium in the balance of pavments or should it give priority to
intcrnal cconomic activitics and look for other mechanisms to influcnce the balance of pavments... 7"

The Nicmever proposal. of course. did not contemplate cither of these arguments. since the report
was limited to what could bc considered orthodox banking practices at that time. The reason that the
Nicmeyver proposal had been invoked as onc of the fundamental sources for the law prepared by the
Ministry of Financc was clarificd conciscly by Pincdo himsclf, in the following tcrms: "We knew that, at
this particular point in time. because of the peculiaritics of the collective spirit, in order to facilitate the
approval of the government's initiative...we should present it as a suggestion madc by a forcign advisor."™

The principal differences between the Nicmever proposal and the final draft of the law sent to
Congress were analvzed by Prebisch (1944) and are the following: (1) The draft for the Law provided for
creating a Banking Superintendency with ample powers to supervise and control the financial institutions
that depended on the Banco Central. while Nicmever did not cnvision such an organization: (2) the Banco
Central had the faculty of operating in the open market on a large scale, for counterevclical purposes,
another measure not suggested by Niemever:™ (3) the new project was more liberal with respect to
rediscount policy: (4) the Nicmever project made no reference to Foreign Exchange rate Control; and (S) the

63 According to Diaz Alcjandro (1982): "In contrast with the United Statces. there were no reports of
widespread bank failures in South American countrics during the carly 1930s. Also in contrast with the
United States. monctary aggregates fail to reveal a flight into currency and away from bank deposits.. In
active Latin Amcrican countrics monctary authoritics simply did not et many banks fail, casting fears of
moral hazard to the wind." Whilc the comment on the absence of massive bank failurcs in Latin Amcrica is
a correct one. it is not entirch: right to affirm that the Argentine cconomic authoritics ignored the problems
of incentives created by salvaging banks. The ample powers of supervision and control with which the
Supcrintendencia de Bancos de Argentina was cndowed cmerges as an important point. contrary to the
affirmation of Diaz Alcjandro. For a description of the vision of the authoritics on the topic. see Prebisch
(1944).

64 Extracts from conversations in the Banco de Mexico S A p. 49. Similar to the idcas of Julio Olivera
(1985).

65 For an interpretation of the role played by these forcign advisors who proliferated in Latin America
during these years, sce Hirschman (1963). Drake (1989). Eichengreen (1989) and Ortiz (1993).

66 Argentina had been one of the last countrics to cstablish a Central Bank. Given the fact that the bank
was created several years after the Great Depression. its design was, as we have mentioned before, bascd on
the objective of cstablishing stability in the domestic cconomy. For that rcason the Central Bank of
Argentina beeame the first bank in the region to be authorized to carry out large scale open market
opcrations. Sce Ortiz (1093),
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new Central Bank Law did not provide for punitive action if the gold rescrves fell below 33 per cent of the
monctary basc. a proposal included in the Niemever project.

Besides the differences indicated by Prebisch, the Law contained scveral other important points of
divergence. The Law authorized the government to own shares in the Bank and granted it ample powers,
such as naming dircctors and cven the president of the Bank.*’

Before concluding this preliminary paper, we will make a succint cxamination of the monetary
policics carricd out by the Bank during the period 1935-1943. which coincided with the term of Raul
Prebisch as the General Manager of the Bank.™

67 Documented in the Dia 1 Congreso (1935). the difference in views regarding the proposal of the
Minister of Finance and the Nicmever Commission were clearly scen and denounced by the opposition in
Congress. In addition to the intcrvention of Nicolas Repetto, a heated debate took place between Senator De
la Torre (Icader of the Democrata Progresista Party) and Minister Pincdo. The Demaocratas-Progresistas
and the Socialistas joincd in voicing their lack of confidence in the projects for Monctary Reform.

68 Pazos (1988) offcrs an interesting interpretation, but onc that differs with the role played by Raiil
Prcbisch as a central banker
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VL1 Sterilization Policics and the International Economic Scenario

When the Central Bank openced its doors in May 1935 the directors found that the Banco dc la
Nacion was in a very difficult situation. In an attcmpt to act as the financial system's lender of last resort,
the bank had absorbed a large portfolio of non-performing asscts  from the private banks.

Once the new legislation had been approved. the Instituto Movilizador absorbed the cquivalent of
315 million pesos of Banco de fa Nacion's non-performing asscts in cxchange for 178 million pesos in cash.
The bailing-out institution also acquired the frozen asscts of other banks with liquidity problems. 1t took
over. in addition. the deposits and liquid asscts of four private banking institutions that were in difficultics.
merging them into the Banco Espaiiol def Rio de la Plata in December 1935,

These measures. together with an important redemption of government bonds. improved the degree
of liquidity in the banking svstem considerably.

In reality. the initial constitution of the Banco Central involved the finclv-tuncd engincering of a
varicty of financial mechanisms that affected a numbcer of institutions. In the first place, it implicd to
transfer the Caja's asscts and liabilitics as of May 31 to the Banco Central. At that moment, the portfolio of
public debt and rediscounts represented 30 per cent of the monctary basc. Coinciding with the closing of the
Caja de Conversion. the monctary authoritics made another important move. in accounting tcrms. to
increase the value of the monctary base. This step consisted in revaluing the Caja’s specic. which was
cquivalent to 561 million pesos on accounting terms. to 1.224 million. producing an immediate paper profit
of 663 million. The operation credited the profit to the government, a profit which in reality reflected the
depreciation in the value of the peso since the country had abandoned the Gold Standard in 1929, By
valuing the reserves at the market rate of cxchange. which was significantly higher than that historically
carricd on the books. the government emerged with an implicit instrument ot become fender of fast resort of

the financial system.

The revaluation represented a depreciation in the peso of 118.3 per cent in ferms of the historic
exchange rate. The idea of the revaluation of State-held gold rescrves. in reality. had become a very popular
policy in the turbulent 1930s in international cconomics. The mechanism was described by Diaz Alcjandro
(1983) in the following tcrms: "Unoithodoxy was somctimes cloaked by gestures to the old financial
orthodoxy: Argentina claimed to have used "profits” from incrcascs in the peso price of gold to create an
institution which supported the commercial banks."

The revaluation of gold in Argentina served an additional purposc: it permitted the government to
operate on the open market in a large scale in order to neutralize shocks originating abroad. The Bank's
authoritics used the rediscount mechanism and different government bond issucs as active instruments in
their monctary policy. As of 1023, Argentina's external indicators had improved sharply. pushing the
cconomy to a new level of activity (sce Table 6). Even so, during 1933 and 1934, the monctary base
continued to contract by an accumulated 13 per cent, due to the application of the deflationary policies
required to maintain solvency on the external front. As we mentioned before, the process of reorganizing the
banking system brought with it a massive injection of funds into the cconomy. In 1935, for example, the
impact of the revaluation of the gold reserves produced an increasc of 41.5 per cent in the monetary base.
The money supply. however, rosc only 3.3 per cent. A good part of the incrcase in the basc had a positive
impact on bank reserves, which rose from 12.4 per cent in 1934 to 26.4 per cent in 1935, In 1936, an
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additional positive push from abroad was felt. International rescrves expanded 12 per cent, while, at the
same time. the monctary basc grew by only: 1.7 per cent. The Banco Central began to apply a policy of
sterilization. rcgulating liquidity in the monctary market. The mechanism it chosc was to use public bonds
instruments with the following characteristics: (a) Certificates of Participation in Consolidatcd Treasury
Bonds: (b) Trcasury Notcs: and (c) Gold and Forcign Exchange Custody Certificates.

From May 1935 to Mayv 1937 the Central Bank placed 861 million pesos in bond issues with
banks. During this cxpansive period. the financial scctor absorbed the bonds. duc to the high degree of
liquidity in the markcets since the founding of the Banco Central and the Instituto Movilizador. In the middle
of 1937, however, Argentina began to feel the cffects of a worldwide recession. After several years of
sustaincd rccuperation. the world's industrial production began to decline in early 1937, The recession
lasted until 1938 when the level of activity began to recover its positive rhythm

The external scetor of the Argentine cconomy was affected negatively by the international situation:
purchasing power of thc country's exports fell 34.3 per cent. The Gross Product, however, held at almost
the samc level. On obscerving the through of the cconomic cycle. we can sce, as of mid-1937, that the Banco
Central had begun to operate in the open market in order to inject funds into the system. Annual statistics on
the policy of absorbtion of funds show that. in spite of an accumulated fall of 15.2 per cent in intcrnational
reserves between 1937 and the beginning of 1938, the monetary basc fell only 4.8 per cent, which indicates
a certain degree of countercyclical sterilization by the Central Bank. In a futurc study we will show that
there was a strongly negative corrclation between the domestic component of the monctary base and the
intcrnational reserves component of the monctary basc prior to World War Two, which indicates the
success of the cfforts to stabilize the monctary aggregates.

V1.2 Some Concluding Remarks

In short. by 1938 the Banco Central of Argentina had all the characteristics of what we could call a
modcrn central bank. Onc of the principal advocates in cncouraging central banks to take action in
cstablishing countereyclical policics was nonc other than the Leaguc of Nations. A well-known report issued
by the Leaguc of Nations titled "International Currency Experience”, states:  "There is probably a wide
mcasurc of agrecment..that the policy of ncutralization--if countrics feel that they can afford it--is an
appropriatc means of mitigating the cffects of violent cvclical price fluctuations upon the domestic credit
sttuation in the world market.”

In this scnsc the League watched the founding of incipicnt central banks with optimism: "The
cstablishment during the Thirtics of central banks in such countrics as Argentina, Canada, India, New
Zcaland and Venczucela, no doubt reflected a desire for national monctary management... The Argentine
Central Bank Law of 1935 cxpressly stated that the bank's object was "to concentrate sufficient reserves to
moderatc the conscquences of fluctuations in exports and investments of forcign capital, on currency, credit
and commercial activity. in order to maintain the valuc of the currency”. The policy of ncutralization
pursucd by the Argentine in 1936-38._attained this object with a large measure of success.”

The paragragh quoted above makes it clear that the League of Nations saw the founding.
institutional structurc and functioning of the Banco Central as a model to be emulated. More praise can be

69 Eichengreen (1992).
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found in the Leaguc's publications. referring to the monctary: policics which Argentina had chosen to
implement: "But it is the Argentine which affords the most striking cxample of cyvclical ncutralization in
both boom and rccession during the three vears 1936-38. The Argentine expericnce suggests that, to be
cffective. neutralization must start in the boom so as to provide a sufficient reserve for the slump.”

During the carly Fourtics. a new wave of financial advisors took the place of the previous clan of
"moncy doctors”. Diaz Alcjandro writes: "Import substitution cxtended to cconomic policy: gone were
Kemmerer, Nicmeyver and Fisher. their places taken by Prebisch and Pani and partly by new "imports” such
as Triffin and Wallich.”

These new "moncey doctors™ had substantial influcnce on the tendency toward a greater intervention
in monctary affairs. The majority of these experts shared the personal conviction that carrving out
countercyclical policics was both possible and desirable. Within this new school of thought, the Argentine
cxpericnee with its policics of sterilization proved to be the modcl to follow. The notion that a central bank
could direct open market operations (buving and selling bonds) in order to safeguard the cconomy from the
crratic changes i international prices and the unpredictable fluctuations in the flow of capital was to
beconmie a generally accepted belicf. It is in this sensc that the Argentine Central Bank was recognized and
praised as a pioncer. According to Triffin (1944), then an advisor to the Paraguavan government:” In the
short period since 1935 the Central Bank of Argentina has developed into an outstanding institution among
central banks not ondy in Latin Amcrica but in older countrics as well. Credit for this achievement is largely
duc to the brilliant leadership of Raoul|sic] Prebisch, General Manager of the bank during most of the
period. and to an extremely able staff of exceutives and rescarch workers.”

The validity of the influcnce excercised by the Bank in the transformation of the instituions that
regulated monctary affairs was clearly demonstrated by Racel Prebisch himsclf in his Conversaciones en ¢l
Banco de Mcexico (Conversation at the Bank of Mcxico) in 1944, Prcbisch spoke of a growing certainty that
monctary policy. complemented by exchange controls. were the instruments by which governments could
manage to insulate the hehavior of their domestic cconomics from the ups and downs of international
markets. Furthermore. this doctrine began to be accompanicd by the conviction that monctary policy,
through the dircct management of credit (by the method called "picking the winners”. sheltering thosc
scctors with dynamic advantages to cnable them to become future engines of growth). was the desired policy

to enhance cconomic growth,

In the Fourtics. a change could be scen which emphasized modifving minimum bank reserves in
rclation to deposits and excercising a dircet control over credit as the principal instruments of monctary
policy. It has alrcady been mentioned that in the latec Thirtics a proliferation of policics based on dircct
intervention had been applicd to monctary policy. A significant number of countrics had adopted severe
exchange controls. such as multiple cxchange rates and periodical adjustments. In the same way, many
kinds of restrictions on the flow of capital throughout the world had been applicd. under the belicf that such
flows were crratic and unpredictable.

70 Triffin was an advisor at the time of the founding of the Central Bank of Paraguay. He also advised
Paraguay on the possibility of fixing the valuc of the country’s currency to that of a basket of monics
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The new central banks. however. steadily lost contact with reality. The end of the Second World
War brought with it a new worldwide cconomy. bascd on a gradual process of integration and more liberal
intcrnational credit markets. From 1941 on, Argentina will experience a drastic decline in its degree of
moncy deepening together with a protracted relative cconomic decline. Topics such as financial repression,
control of intcrest rates and credit. nationalization of the banking system and the recurrence of financial
criscs cven in the presence of a central bank arc topics for the next stage of this preliminary survey of the

Argentine Monctary History
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Table 1

MACRCECONOMIC PERFORMANCE
Pre and Post Central Bank

(Mean and Standard Deviation)

Pre - Central Bank

Post - Central Bank

1884-1934 1935-1972 1973-1994 1935-1994

Mean Deviaton| Mean Deviation| Mean Deviaton| Mean beviation
ANUAL % CHANGE ‘
Money Supply 6.6 11.5 18.7 10.1} 1134 74.6 534 64.7
Monetary Base 57 9.9 21.2 16.7 114.5 75.9 543 85.7
Banking Money 7.1 19.5 19.3 14.7 112.6 102.3 52.9 77.6
Inflation 2.7 12.2 18.2 16.5 111.0 88.8 51.9 71.3
Exchange 2.8 12.0 14.5 18.9 104.0 92.4 47 .6 72.1
Inflation Rate USA 0.7 6.1 3.4 3.1 5.4 2.4 4.1 3.1
inflation Uk 1.1 8.7 4.4 2.7 8.7 53 59 4.4
Real Qutput 4.0 8.5 3.9 42 2.2 4.9 3.3 4.5
AVERAGE LEVEL
Multiplier 2.3 0.7 2.1 0.4 2.0 0.8 2.0 0.6
Reserves/Deposits 0.3 0.1 0.3 0.1 0.4 0.2 0.3 0.2
Cash / Money 0.3 0.1 0.3 0.1 0.2 Q.1 0.3 0.1
Velocity 2.5 0.5 3.1 1.1 5.7 2.5 4.0 2.2
Int. Reserves / Base 04 0.3 0.5 0.4 0.6 0.3 0.5 04
(i-i*) 3.8 1.6 2.0 2.8 280.6 850.8 104.1 416.3
(i-l/1+11) 55 9.1 -11.0 11.6 -15.1 25.6 -12.5 18.2
Deficit as % of Fiscal Reserves 30.6 24.9 40.5 20.3 43.9 393 41.8 28.8

SQURCE: Gerardo delia Paolera, Javier Ortiz, Marcela Harriague, Sandra Amuso; Estadisticas Monetarias Preliminares

Argentina 1884-1994, in preparation.




Table 2

KEY MACROECONOMIC VARIABLES (1884 -1934)

PERIOD 84-89 89-91 91-99 99-13 12-14 14-18 18-27 27-29 | 28-34 | 84-34
iNumber of years 5 2 8 14 2 4 9 2 8 50
(A) ACCUMULATED CHANGE

i(1) Money Stock 111.4 -22.3 12.0 129.3 -15.4 69.6 33.3 88l -148} 3187
(2) Monetary Base 78.7 46.8 10.8 103.9 0.4 36.3 17.7 -10.0 -18.2f 2755
{(3) Bank Created Money 1314 -85.2 14.1 161.5 -30.4 97.1 416 16.3 -13.0] 3432
(4) inflation 38.1 78.4 -45.0 36.3 1.3 50.1 -25.2 -2.1 -1.0f 1338
(5) Exchange Rate 58.8 73.1 -50.8 43 3.6 -3.2 5.0 1.2 515 1359
(6) Inflation USA 49 -2.9 -6.6 284 1.9 50.4 -5.6 06| -248 36.2
(7) Inflation UK -2.5 14 -1.4 12.3 1.2 61.8 -8.3 -1.4 -10.5 54.3
(8) Real Output 42.5 -16.1 39.1 78.4 -9.9 6.0 50.0 10.5 1.9] 196.9
i(B) % CHANGE

{1)' Money Stock 25.0 -10.6 1.5 9.7 7.4 18.0 3.8 44 2.4 6.6
(2)' Monetary Base 171 26.4 1.4 77 0.2 9.5 2.0 4.9 -3.0 5.7
(3) Bank Created Money 30.1 -34.7 1.8 122 -14.1 27.5 47 8.5 2.2 71
(4)’ Inflation 7.9 48.0 -5.5 28 0.7 13.4 -2.8 -1.0 -0.2 27
(5)' Exchange Rate 12.5 441 8.2 03 1.8 -2.0 0.6 0.5 9.0 2.8
(6) Inflation USA -1.0 -1.5 -0.8 2.1 1.0 13.4 -0.6 Q.3 -4.1 0.7
(7) Inflation UK -0.5 0.7 -0.2 0.9 0.8 16.7 -0.7 -0.7 -1.7 1.1
(8)' Real Output 8.9 77 5.0 58 -4.8 1.5 57 54 0.3 4.0
1(C) AVERAGE LEVEL OF:

(15) Muitiplier 2.46 2.32 1.46 1.89 2.06 2.10 2.84 3.39 3.43 2.30
(16} Reserves/Deposits 0.27 0.22 0.46 0.34 0.31 0.34 0.23 0.13 0.14 0.30
i(17) Currency / Money 0.21 0.33 0.41 0.30 0.26 0.23 g.16 Q.19 0.18 0.26
(18) Velocity 1.84 2.36 3.34 2.71 2.56 242 2.14 2.08 203 2.47
(19) Int. Reserves / Base 0.21 0.04 0.00 0.41 0.70 0.72 0.79 0.83 0.62 0.44
(20) (i-*) 4.94 6.82 8.07 4.47 2,88 3.05 247 2.15 2.52 3.76
(21) (i-/1+1) 1.69 -20.22 10.42 5.04 6.47 -3.05 9.30 8.18 6.76 5.52
(22) Deflcit as % Fiscal Revenues 41.9 49.9 41.8 19.4 39.0 48.0 20.5 35.5 29.2 30.6

SQURCE: Gerardo della Paalera, Javier Crtiz, Marcela Harriague, Sandra Amuso; Estadisticas Monetarias Preliminares - Argentina 1884-1894, in preparation.
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Table 3
THE MONEY SUPPLY PROCESS 1884-1934

IPERIOD 84-39 89-91 91-99 99-13 12-14 14-18 18-27 27-29 | 28-34 | 84-34
Kumber of years (5) (2) (8) (14) (2) (4) (9) (2) (6) (50)
(A) Money Stock Change (%) 111.4% -22.3% 12.0% 129.3% -15.4% 69.6%| 33.3% 8.6% -14.6%) 318.7%
(B) Proximate Determinants of the
change in the Money Stock:
1. Monetary Base 78.7% 46.8% 10.8% 103.9% 0.4% 36.3% 17.7%| -10.0%| -18.2%| 275.5%
2. Currency Ratio 10.1% -86.3% 18.6% 8.3% -8.4% 16.1% -6.4% 2.4%) -03%| 7.1%
3. Reserve Ratio 18.5% -22.3% -131% 12.4% -3.3% 10.4%| 21.6%| 14.4% 3.9%{ 26.5%
4. Interaction of Ratios 8.1% 29.5% -4.3% 4.7% 2.0% 6.9% 0.3% 1.8%| 0.1% 3.6%
(C) Fraction of Change in Money
Stock attributable to change in:
5. Monetary Base 0.71 {2.10) 0.90 0.80 (0.03) 0.52 0.53 (1.17) 1.25 0.86
6. Currency Ratio 0.09 3.87 1.54 0.06 0.55 0.23 (0.19) 0.28 0.02 0.02
7. Reserve Ratio 0.15 1.00 (1.09) 0.10 0.81 0.15 0.65 1.69 ] (0.27) 0.08
8. Interaction of Ratios 0.05 (1.77) (0.35) 0.04 (0.13) 0.10 0.01 0.21 (0.00) 0.03
(D) Fraction of Change in Money
Stock consisting of a change in:
9. Monetary Base 0.26 {0.95) 0.57 0.43 {0.01) 0.23 0.19 (0.35) 0.37 0.28
10. Bank Created Money 0.74 1.95 0.43 0.57 1.01 0.77 0.81 1.35 0.63 0.72
(E) Fraction of Change in Monetary
Base consisting of change in:
11. Domestic Assets 0.99 1.17 1.00 (0.15) - 0.00 (0.20) 0.00 (1.64)] 0.50
12. Monetary Specie 0.01 (0.17) - 1.15 - 1.00 1.20 1.00 2.64 0.50

SOURCE: Gerardo della Paolera, Javier Ortiz, Marcela Harriague, Sandra Amuso; Estadisticas Monetarias Prefiminares - Argentina 1884-1994. in preparation.




Table 3.1

MACROECONOMIC INDICATORS DURING THE BARING CRISIS

1884-1889* 1889 1890 1891 1892 1891-1896

Annual Rates of % Variations Five vears before One vear before One year atter Five years after
Monetary Base (M0) 17.1 26.4 497 6.7 7.7 2.5
Money Supply (M3) 25.0 29.7 8.0 -25.9 -6.9 1.0
Deposits 26.9 32.1 -9.7 -47.2 -4.7 5.5
Prices 7.9 20.0 40.4 56.0 -20.3 -5.8
Real Qutput 8.9 17.2 -4.3 -11.0 8.8 6.1
Nominal Exchange Rate {1884=100) 139.8 180.0 258.0 374.0 329.0 337.5
Real Exchange Rate (1884=100) 106.8 117.0 117.2 107.8 114.3 113.4
Nominal Interest Rate {(in %) 7.9 8.0 10.3 10.3 9.2 8.9
Real interest Rate {in %) -0.4 -11.9 -30.0 -45.7 29.5 3.6

Note: Annual Equivalent Rate of Variation in %.Real Interest Rate 1884-1889 is 1885-1889

Source: Gerardo deila Paolera, Javier Ortiz, Marcela Harriague, Sandra Amuso; Estadisticas Monetarias Preliminares - Argentina 1884- 1994

in preparation




Table 4
MACROECONOMIC INDICATORS DURING
THE FIRST WORLD WAR CRISIS

1908-1913* 1913 1914 1915 1914-1919*

Annual Rates of % Variations Five years before | One vear befare One vear after Five years after
Monetary Base (M0) 7.2 2.9 2.4 23.0 7.9
Money Supply (M3) 8.5 5.2 -9.6 16.1 16.7
Deposits 10.4 -6.9 -14.2 23.4 20.3
Prices 37 0.2 1.2 7.2 11.4
Real Qutput 46 1.0 -10.4 0.5 1.9
Nominal Exchange Rate (1884=100) 232.2 234.9 240.2 235.7 230.3
Real Exchange Rate (1884=100) 92.0 92.0 843 89.0 88.5
Nominal Interest Rate (in %) 5.4 5.4 7.9 7.6 7.2
Real Interest Rate (in %) 2.8 5.2 8.8 0.4 -2.5

Note: Annual Equivaient Rate of Variation in %

Source: Gerardo delia Paolera, Javier Ortiz, Marcela Harriague, Sandra Amuso; Estadisticas Monetarias Prefiminares - Argentina
1884-1994 in preparation



Table 5

GOLD-STANDARD DURING THE INTERWAR PERICD IN LATIN AMERICA

Countries 1919 20 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35 36

Argentina X X X

Bolivia ' X X X X
Brazil X X X X X

Chile X X X X X X X
Colombia X X X X X X X X X X
Costa Rica X X X X X X X X X X X
Cuba X X X X X X X X X X X X X X X
FEcuador X X X X X X X
El Salvador X X X X X X X X X X X X
Guatemala X X X X X X X X X X
Honduras'

Mexico X X X X X X X
Nicaragua X X X X X X X X X X X X X
Panaméa X X X X X X X X X X X X X X X
Peru X X
Uruguay X X X X X
Venezuela X X X X

Source: Barry Eichengreen (1992).
X=Years under Gold Standard

! Honduras was under a Silver Standard until 1931.




Table 6
MACROECONOMIC INDICATORS DURING THE GREAT DEPRESSION

1924-1923 1929* I 1930 1931 1932 1933 1933-1937*
Annual Rates of % Variations i
Monetary Base (M0) -1.1 -11.3i 1.1 -1 .2i 7.5 -2.3 5.0
Money Supply (M3) 3.5 -1 di 0.2 -11‘0i -0.8 -1, ) 3.6§
Deposits 3.4 1.4 1.4 112 .03 46 23]
Prices -2.6 ~3.0; -4.2 -3.3 1.1 -4.4 4.7?
Real Output a4 48l .41 59 3.3 47 561
Nominal Exchange Rate (1884=100) 246.0 235.5§ 269.7 340.41 382.8 318.5 358.1 t
Real Exchange Rate (18842100} 1141 115.8§ 132.8 151.7i 149.3 128.2 135.3;
Nominal Interest Rate (in %) 5.8 6.9% 6.9 7.2 7.1 6.1 5.8%
Real Interest Rate (in %) 7.8 9.93 11.0 10.5 8.0 10.5 0.6}

Note: Annual Equivalent Rate of Variation in %

Source: Gerardo della Paolera, Javier Ortiz, Marcela Harriague. Sandra Amuso; Estadisticas Monetarias Preliminares - Argentina 1884~ 1994, in preparation.



Figure 1

RELATIVE PERFORMANCE OF ARGENTINA (1884-1994)
GDP per capita Output vis-a-vis USA,UK
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Source: Gerardo della Paolera, Javier Ortiz, Marcela Harriague, Sandra Amuso; Estadisticas Monetarias Preiiminares - Argentina 1884-1994, in preparation.




Figure 2.1
Monetary Base and Price Level
1884-1994. (Logarithmic Scale)
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Source; Gerardo della Paolera, Javier Ortiz, Marcela Harriague, Sandra Amuso; Estadisticas Monetarias Preliminares - Argentina 1884-1994, in preparation.



Figure 2.2
A Preliminary llustration of The
Quantity Theory of Money 1885-1994

Inflation and Monetary Expansion Controlled
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Figure 3
Secular Trend of the Velocity of Money

( 1884-1994)
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| Figure 4
Money Supply as % of Real Output

( 1884-1994)
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Figure 5.1
Secular Behavior of the Money

Multiplier (1884-1994)
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Components of Money Multiplier
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Figure 6.1
Price Level and Exchange Rate
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Figure 6.2
Price Level and Exchange Rate

1884.1994_ (Logarithmic Scale )
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Figure 7
Real Exchange Rate (Base 1884=100)
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Figure 8
Monetary Base, Banking Money and
The Level of Activity (1884-1973)
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Figure 9
Money Supply and Monetary Base, Levels

1884-1934
“ 5000 - - B SRR A

a 4000

of

S
w
Q
Q
o

M illio n
A
<]
S
=]

1000 }
i
e

84 87 90 93 96 99 02 05 08 11 14 17 20 23 26 29 32

— Money Supply e Monetary Basel

A Figure 10
Money Supply and Real Output

{1884-1934)

at
- o)) @
<) =] o

iltions of Pesos M /N

N
(=}

M

0 - N
84 87 00 93 96 99 02 05 08 11 14 17 20 23 26 29 32

e Money Supply in Real Terms ~= Real Outpu! N ]

Source: Gerardo della Paolera, Javier Ortiz, Marcela Harriague, Sandra Amuso; Estadisticas Monetarias Preliminares - Argentina 1884-1994, in preparation.



Figure 11
Money Velocity. 1884-1934
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Figure 12
Country-Risk and Nominal Exchange Rate
1884-1934
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Figure 13

Composition of the Caja de Conversion
Circulation (in millions of pesos)
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Discount Rate Il Quarter 1931
(Annual Rate, 1929=100)
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Figure 15.1
Argentina: Wages 1913-1943
(1929=100)
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Figure 15.2

ARGENTINA: EMPLOYMENT 1928-1943
(Federal District, 1929 = 100)
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