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I. IntrodLlction: 
The late XIX Century argentine monetary experien ces has been 
c~nsider by the literature asan example of t he imposs i bility ( 
and _ inconvenience) for a primary r.:woclucin¡;:¡ "pe1~ipher¿d " country 
to remain within the gold standard The class i cal study in whic h 
this interpretation wa~ based was A. G. Ford 's , Jh~ Gold 
Standard~ Britain and Argentina, publ ished in 1962 Ford 
~xpl~ined why the gold stardard wa s s uccessful i n a mature, 
econorny like Britain and why fail e d j n a prirna ry p r o ducin g 
"peripheral" country lil--.:e Ar·gentinc\ .. 
This are his rnain points 11 In t hG British case t he success of 
the gold standard, in the sense □ f the mai ntenance u f 
convertibility by the Bank of Englé:\ ncl ( ,::.m d not in tl 10? <;,:,,-11 -,::;e o -r 
avoidance of cyclical fluctuations an d t he p reservati□n of f u ll 
ernployrnent) has been shown to d epen d o n a c o mbin~tio n of 
particular -circurnstances ata parti cular phase of wor ld economi c 

- developrnent, which ensured the Bank □ f England neve r had t o f a ce 
· -severe and · prolonged strain on its-; (;_10 1d · rese1r•vE•s ,. For· t he 

in.terna tiona 1 man etary ins ti tu ti 011 f:5 é:\nd a1~ r,':\l7q r2rnc~n t i;; vú·1.i c h ¼1et· 1:.;,! 
centered in London ensure t.hat a s; pec:-: dy ( tem pDrar·y) 1··/ic:•l iE:f w c?.,!:c; 

pr6vided by international movemen ts of sho rt t erm fund in 
response to Bank rate increases occasioned by f al ls in Bank's 
reserves. 11 1 é\dd ing 1' . . . FL\ r"thE? 1-·mo!'-F.2 1 ié~ 1 thou <J 1, B 1-- :i. t .,, . .i .. n 1tJa,:; 

undoubtly an e>:po1~t econ o my shE:- \•J,:;,s ¿,l,=:;o a l encl3..n q 0?c:1..·•r1orny !• s.c, 
tha t a,1 e:-: port- .induce boom 1tJi:.l.s u -r t1-;:,_,1·1 e,,,.: c:c..mpé1n .i e::,d iJ ;,- ":r 1 ;;\dv,?:_. 1--f;;E:,: 
balance of autonornous i t ems in her internationa! acc:ounts 
(because of foreign len ci:i.nq ) . Hc .. r1 c:r:,2 a·,::; ci:i.c.;ti n ct ·f1··.:::¡m i'.-'1t"'(J•2ni:::i. n¿,,, 
¿,no t he, e:-: po1~t e con omy !' s_;1_.,1_,::: h bocH:·1 <;:; 1,11;,;1--·c-? -"'•.t:: c:or,1¡.:i¿,r·1 5. E:,rj !.,v ;r1cinr:.,1 t¿,_1-·:· 
stringency:1 as i.n the c: ,,~!5E~ o ·f homE:? :i .. rlv \'a•,,;tniE,nt L,O0 111, 11-:l1il 1,-:: ',,,uc:h 
slumps wer~e ¿,ccompan.i ecl by mo r·,Ed:,,,,1-,- F•¿t,-;E:i, so U·12,·•. thr:? golr.! 
standard medicine serveci to d a mp dowr, somewhat the economic 
fluctLlations. Lc:, st.J.y, th0:: su p 1,·emF:: (:or1·fi.dl2nc:0,_. i n '..=:;t<:;¡_, 1 .. J..i.n~.1 ,;11~,:2,':ttl y 
facilitated t.he Bank's t.-=1.s k. 11 2 Bu.t,, un thl"c c:ontr·,3_1-::.-~ " Tb:::_, 
study of Argentina, an e :-: po t·t f'.'C:01--1um;1 i:',-..rHJ t:\ c!ebto1r·, h<'i,.c:; T, .. vealed 
many economic and non-e c onomic contrast wi t h Britain, most of 
which . made f or grea ter diff i culty j_n maintaini~0 spec i e 
payments • . • 11 the lac k of i ns t.Ltut:i cw1i) J n·,E: c:h,::in .:i. isrn 11 ·fo :-- 12¿,s :i. n tJ 
the J.oss o f gold until autcmomou!:; i tr::m 0,; c:ou:i.d E,clj u s t tl·1(::!m::;elves,, 
together with the ever pre s ent risk 8f domestic: Ereculst i v e r u n 
on gold reserves, made t he main tenance of cun ve r tibi lity a harder 
task fc1r an <=?conomy whose f.":-?:< po1- t. p1·· i <.: 1'2 s ,.,¡er,2 i.1·:cl,::;_,penden t 
deterrnined and sorne portian of whose exp□r t volumes depen ded on 

1 A.G. Ford, The Gold Sta n da r d 1 8 8 0-1 9 1 4 · Britain 
Argentina, Oxford, Clarendon Press, 1 9 62 pages 189-9 0 

2 Ford Ibid page 190 . 
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vagaries of the weather and locust. In Argent i na booms and 
favorable balance of payments, slumps and unfavorable balances 
were associated together, so that the gold standard, as operate d 
by, the monetary institutions, was a matte1~ of internaticmal gold 
movements mak.ing the b·oom b.igger and the slump worse"'.!!' 
rhen, the main points of Ford's study could be summarize as 
follo~.,¡s: 
a. In countries where exports represented a high proport ion · o f 
t~e econom~c activity fluctuations of foreig n trade are the main 
determinant of aggr~g~te demand . Under a fix exchange system 
those fluctuations has additional effects, expanding o r 
contracting money supply, widen ing the booms or worsening the 
slumps . 
b . In more mature lender export economies, capi tal 
o •f .fset the resL1l ts of the merchandi.s(= acco'unt. The 
happen in debtor countries . 4 

movements 
con t rary 

2 . Ford's study had an important antecedent. Althouch it was 
written with a different purpose, John WWiliams s book , 
A~qentine International Trade under inconvertible system, a 
careful and· well document work in which info rma tion rested Ford' 

. explained the abandonrnent of convertibility in 1876 and 1885 
due to difficL1lties in the Balance of F-'ayments : "Sus pension was 
due to the unfavourable balance of payments of 1884 , a nd the 

~ Ford Ibid pages 191/192 

4 This is an adciitiona l explanation given by 
Ford: "Accorc:ling 1 y in "e:-:port economies" such as Argentina, when:·~ 
internal fluctuations in incomes are extremely sensitive to 
external factors and are predominantl y determined by them, the 
effects on booms and slumps (initially caused by varj.ations in 
foreign currency receipts) are aggravated by induced investments 
(if any) •. In contrast, in inve·stment '' ecunom.i.e s , whf2 ;-··r.:;, i: Domi;:; .=1.n c:I 
slurnps originated for domestic rpason (e.g . fl u ctu3tions in 
domestically financed invE~strnent) ,,,1icl t . i"i 12 qué:H·1t.ity uf- mm·i,:-.;iy i'."; 

·cJetermined mo1~e by the cio1nest.i.c: 1:J¿;,nk.:ir--,q ,,,,y stem, 1-·:i. s;i.nc1 E1ctivity 
is accompanied l::Jy i:\ tend enc:y tow,:\1··c.i b,:-1J.d :·1c:Ei o·f p c,\ymt;:,;t d02f :i.ci t 
c:\nd loss of for-·eign e:-:chi::\r-1gc=,, ·fc:1 1 1.:i .. n q a ,::.ti v it.y 1tJi l:.l·1 f.JE.\lcHlC:E.' c::d · 
payment surpluses and gains of f ore ign exchange, su that booms 
meet with tighter monetary c:ond j_t jons, slumps with casier 
moneté:\ry conditi.ons, and t:hus fluc:t.Uii:,"\:iun,:; in -:~.ctiv.ity Lr.::::·11c:i to be 
mitigated . In the e>iport economy C:é,1SEi :, ¿,.ny é~L.tdden -¡=,:.~11 .i.r, ·'i'o1r eic.1n 
currency receipts (as exports vaJ.ues decli n ed) at t h e top of a 
boom would have particularly sharp effects o n the bolan ce o f 
payrnents which might strain governmental ad here n c:e tG the g o l d 
standard 2md ove ¡rw he 1 m an II e:-: tend E:.:ci ,. bc:1 1'"1 k i ng ·sys b,,1ir1 ·f or t h e· 
'' induce'' adj ustmen t p1·-ocess may br:,"! '.-:.;u.mm ,:'=: d u.¡::, as '' rnc1.k. inq thi:-~ s l u mp 
worse" as gold is J.ost f-~ . 03. Ford c,p c:it paqr::s :i.2.q. ¿:u1 cl J2:.i .. 
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éonsequent fal 1 of e:-:change "-said Wi l. l. iarns =-
The data he presented supported the proposition that e xterna l 
.fa¿tors (affecting the Balance of payment) and not exc:ess of 
money issues (as the contemporaries be lieved) were t he causes o f 
t~e abandonment of convertibility and, why fa r primary producing 
countries , was inconvenient the rigid scheme as the gold sta n dard 
•. 

3 . Ford also said that different institutional frameworks 
contributed . to the success ar the failure of the goid stan dard. 
He ·mentioned the existence of a m□dern financial system in 
Britain · and the lack of it in A1···qr:~ntj_na :, ancl th0? politi cal 
influence of the landed classes in Argent i na interest0d in a 
depreciated currency. This was E?:-:plé:Ün as fol l ovJ~-;;: 

· a) " • •• the lack of any insti tuti.onEtl r1:ec:han ism (~:;uch a~, hacl 
evolved in Britain) for coping with a Bi,'tlanc12 of p i::1 ym,:,::int dr?·f icit 
by. short term capital movement':S, ¿c1n cJ ,, ¡.:i ,=.> ,~haps:, in the J.ong run, 
by · credit contraction 11 • While in the Un ited Kingdom t he Bank o f 
_England could manage the rate o f in te rest when reserves were 
r6nning down~ in 
interest rates did 
markets • 6 

the 11 periphe,~i::l.l 1
1 count,~ies any i,'1ct ::_on o n 

not have any effect c;n internationa! capi t al 

ln addition :" a creditor (lend ing) countx·y c:¿~r, alvJé,.y ,:, -·easi ly-· 
bring immediate relief to its balance □ f payments lGnd i ng l ess 
abroad; a clebto1r ( borrowing COLln ·ti--y ) ,,,Ji l J. f ind i t 1-·1ar ·cJ OI·- ev,?r .. , 
impossible to bring rel:i.e·f by l::JOI''TOl•J:i.nq mon?. .. . ' 7 

b) ·In the primary p1roduc:ing count r·ü.0 ·:;; tht? sDcia.1 s E2c i:.o ;···-::,; with 
powerful politi.cal influence it, E:?l"í=! in iavc:i1- of e:\ ,:i,:n )n::?,-::: ic:1t;:2cJ 
currency ( they 1received thE, i r incom r: .. : in (;JUlcl é:;ncl pa.:i .. ,:.I :. ·1: \,; c:lt:·~IJL'.:;;. 
in depreciated local cur r rancy) m 
An e:-: tens i ve 1 i t.e1~a ture b cl.S t':?ci 011 t ho,.:;··:i c,:~.~,;e·~:; h2tci E•.1'· ~; 1 • .1.ci (ln th ,,,~ 
negative ef fects of the c::,¡oJ.C'I st,:,ncl.,11,J ·;·e, ; · ;:,,. '1pG!l' .. ipi"'1f:?1r;:;t 1. " é::o:_1.nt.1·· / 

:":!\ w i 11 i ctfílS ,, J ohn ~1rqe,n,tinc...... .i: n,t,.:?r_l"1c:1 .. l:.:i. CirlJc\) ......... J .1· ... c.•d·.,: ...... -, ... un.cJ.c ¡-
Un con ver ti b 1 e=> pape 1~ monE?.Y ., CE\mb ,,- id ,.::., C' l lri. '"· '"· .. , H¿, ,, .. \·::;, r·tj 1J, 1 :i. VG?1'·s::. t y 
Press, 1 9 25 ,page 51 

e, Ford said: 11 It 5.s t 1·-ue! thE,.t in~,;t.i_·::.1.ltionc·tl c:oncJj. t. :: .. c:,ns vJf:21''E'1 
inadequate. Fer slender reserves, tog~ther with litt ; e hope of 
"automati e" short tenn in tEil'Tié.:\·l:.ion<',•. :i. c¿:i.pi t é, l. ·f lu1,,JS:, , suc:h ª"; 
London enjoyed provided an i.nsuffi cient cus hion to pr□ tec:t the 
exchange rate, whilst income effects yradual ly reduces import 
purchases after, say, an immediate d~cline in foreiqn c:urrEncy 
receipts. "(page 150). But he n2co(Jni:-:12:::'• tha t: "The la.CJr;JE'!Ci e·ffecb,; 
were not easily reinforce by induce banking policies , f □ r i n t he 
n ineteenth c en tur-y vJere v-Jeak anc:I wE?ak :l y E:in for·ci?d :i.1-, Ar ~1cn tina"~ ( 
Ford, op cit, page 150) 

7 Ford op. cit. page 137 

8 ªWilliams op, cit , page 159 
•Ford op . cit page 121 

;•. 



an el in ·favo r· o·f é., _m,::1,n i::iq F2d mon;:,:_, i.-. E~ ,, . ,,, 1;:;y !.=:; ·i·_:(0m in v :i. ,,-::,.-.J o t :i. ts 
macroeconomic advantages . (Ferrer 1967 
4. In this paper we are going to discuss t he relevance □ f sorne o f 
those arguments ancl t he postulate that Argentina had to abandon 
convertibility due to negative Balance of Paymen ts caused by 
external factors . . Fur thermore we are going to sustai n that some 
of the arguments by Williams and Ford cam2 from a 
misinterpretations o f the argentine ex peri en ces under 
convertibility dueto a deficient or inadequ ate knowledge o f the 
facts. 

I"I. The points of the debate revis ib:::d. 

In this section we are going to discuss the pr incipal arguments 
on the debate. 

'1 . a .· The conseguences of the 1tJide fJ. uct;_,_ations in ·!· r·ade on t h,2 
demand a nd supply o f ool d . 

·W~lliams (and to sorne extent Ford) argued tha t neqative Balance 
of Payments resulted in outflows o f gold t hat made it impossible 
for the Bank~ to sustain convertibility. Ford added that knowing 
tha·t, economic age_nts began· specul,.=d:ivce assaul t'.; ag¿d.nst the 
.peso:i. 4 • 

· In order to back up his asse rtion Williams haci built an 
impressive series o f Balance of Payments statistics that had 
general acceptance since 1919 . But there are s e ri ous flaws in his 
interpretation of the data a n d on the data itself. 
First, it is correct to assume that all the l i abili ties on the 
Balance of Pa~ments had the same effects on the demande of gold? 
Second, the ,data is accurate? 
Williams ·· had estimated al 1 fr.:H-·E·ic;¡n cla.ims ac:.;¡ain ·st an:;_¡r2ntini-:-~ 
residents coming from different sources : loans, public · and 
privates, and direct inves t men ts. The problem i s tha t those 
liabilities had different effects on the demand far gold . There 
were those, public o r private, that hada fixed date of rnaturity 
.and f i xed inter est, mainly fi nancial opPrations. But there were 
others -clirect investments- that had no guarantee of profits, 
which if it may existed were in domes ti c money. Therefo r e the 
demand far gold woul d depend in obtaining profits tut also Gn 

-~..,. " I t i. s c lea r t he:\ t t hE:: rH,:v, cu.,-· ~·;::•n c:y we n,:, sL '. h j •=e e: tecl t.c, 
s:;harp strain in lc\tE' 1884 by c,h.lVF?r· ::; 1s: bé:iL,,.nc:e •-·' .- ::.l:::tymE:n l.: 
movements. F'1-ev ious J. y , go lcl clnd -fun,,:i..c11 ·, c:u,,.·n=-'n c:y h ;._,,::I f l 1. ·,,,,¡;-~cl :i.ntcl 
ban k i.nc;_, rEise rves when net ·f u ,,·c-: i et 1·, 1:Jr:) 1·-r·oh• i.1·, c.i ?" i ·,.,. ci bE:~s:n 
trctns·fer·red; 1tJhe:n the lc2t<JgF2d risE0 in .i 1n¡::,,. , ,·· t.s anc.l t.hi.'2 :í.1 ··, c 1·ec:l'.é;&"! i :·1 
serv i CE• cha rge:::s mac:lf2 thcerr,s0? l ve;,,;:.; ·f .,~, .l. t. ·i r, .1. :~?H11- , ·fon,·: j_ 'Jn 1.:- r·,, "TDV.J.i .. n c:1 =; 

were ci~;)clin.i.ng é,ncJ the,:;(-2 ,~r.,")S",f::")l'·vc;::i:é, r--2 hi·.1Pd ,,, ,.-.,a.y t,i c_1 e.in. Thc· •:: f ·?E• c:t c·í' 
thi~; e:-:c:E::ss o f p¿,yment. ~; Dvc1··· 1·- f·:C::E::i. ¡yl "' ,·,1: i;_hf·: b,;;ink:i..1,,;i ,';:. :'; l:.(:;;m v'l <',,i:; 

inteni:;;i fied by the dcimestic 1:;;p0:,c::ulc:it .i '- r;, t.Fi1·1dE·nc..i.<0s-; .i. t r:1 r ,:-,m pt,=?d. 
(Ford op. ci~ . page 135) 
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t he con ven ien ce t o e>: e h c:\n ge tho'.::":'E· ,;c,'✓ (:·:1·i ·i· u.,,, l. pr-o f i. t ~; ::. 1·, ¡j ,JmE'~; t.i. e 
money into fo,,·eign cun·-e:?ncy , whc·n t·l"i~:! , ;:,t ,:? o·f Ei>:c.!·1,,ln ~:·:! 1•Jc\s; toe, 
high. Finally the1-·e ~-.iE;,1-·1~ thos-, f?. c:ld.i. 11,;; com:i.n~i ·fr·:;m con,rn E:1-·c::i. ,:\l 
transact:ions ( qoods irnpo1rted t:h,--ouq h c i ,:,,(.! i t. ) . In thu ~;; r·, CElS;E•s th c~, 
selle1rs either··, would c:hoosc~ tu i;,. "l:r:Jp ':J.i.vi.ncJ c:rEidit 1 ,-s 1-::• l l.i.ncJ .i. r1 
cash, orto agree a new sched ule or paymen ts po3tponin g the 
remittance to times when the ra te of exchange were more 
favrnrable. 
In the XIX Century financial obligations were mainl y pu b l ic. 
For this 1reason the rel.evant clt=bt tu ,,,·i" ·f(~:c: t thr-,, c:l1,"!m,;:1.11d ·fo 1r gol.e:! 
is the public debt . The Williams estimated payments of foreign 
debt of 60 to 100 million gold pesos were reduced in ou r 
estimates to 10 to 12 million gold p8s□s( the effec t i ve amcunt 
that the government p2.id ·'for· thf~ -í'on::ii.q11 clebt). ( Ccwtes Condc;:e 
1989) . 
On the accuracy of the data. There are serious di fficulties in 
the estimation of the Balance of Payments. It comes firs t from 
the lack of reliable data on the Balance of Trade. As it was 
explain in other work (Cortes Conde, Halperin and Gorostegui de 
Tbrres, 1963)i~ the Argentine statisti cs of export va lues did 
n□t - re?lect market prices but t a ri ff va lues for paymen ts o f 

; cu~tom ~uties (aforos). On the other h and at the end of the BO's 
the ;dat~ were st~fed in gold pesos when in sorne cases it was in 

· ~aper money · converted at the official rate but not at market 
~alues . Expo~t ·values were corrected i n the aforementi oned work. 
·but there is nQ reliable data yet on import values. 
In order _to shciw that problem we are going to com pare t he data 
on the Balance of Payment from the argentine sources with that 
·from sources of the countries that had large trade with 
Argentiná~ · Unite,;d Kingdom~ France, Belg ium~ Germany and the 
Uni ted Stat.es . 

Table Argentine Balance of Trade, Argentine and Foreign sources. 
(millions od gold pesos) 

B. Trade ( foreig'n) 8. Trade ( arg. ) 

1880 10.6 12.8 

·1881 :...2.8 ~ 2 . 2 

1882 4 '.0 - 0 . 8 

1883 5.0 ·, -20.2 

l . 
1884 1.2 -26.0 

1 ~ Roberto Cortes Conde, Hayde Gorostegui de Torres, Tul io 
Halperin Donghi, El Comercio Exterior Aroenti no (t. I 
Exportaciones), Buenos Aires , 1963, (mimeo) 
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1885 1 4 . 8 · - s . 3 
1¡ 

i 
1886 14.5 - 25 . 6 

1 
1887 -2.3 -:32. 9 

1 
1888 -7 .6 -28 .3 1 

1 

1889 -31.0 -74-. 4 1 

·¡ 
1890 8 . 3 - 42. 2 11 

Source: Anuarios de Comercio Exterior ~rgentinos an d S t a tisti c s 
o'f . Foreign Trade several countrie'.3 (U .. l< . u.s .. i::., .. ,, (3ra~rman y ,, 
BelgiL1m, France ) · 

· This problem is still more serious i·~ we note 
between with wha t Williams narned the Ba lance 
column) and the data of the net publi c fo re i gn 
from the Ba lance sheets o·f the Tn:)é:\ ''.; t..w y ( ~; ec:oncl 

1 ... ....... - - · • - .. _ • .. • • -

Ba l of Loans(W). Net Public F. crRdit ( CC) 
(mililons S gold) 

,._ -·!¡ 
1881 2.1 1.1 .• 9 

1882 9 . 6 -6. 4 

18S:3 2 7 . 9 ·-2 . 1:1 ¡I ,. ___ 
188L\, 12 .. :2 :~~ N 2 

188~, 15.5 n. a .. 

1886 L!-{) .. 8 .. ::, 
¡1 

1887 116 . 2 :24 . 7 
1! 

1888 198. :3 :3~.:; • 9 

:1 1889 9 3. 8 18 . 7 

1890 -14.5 3. 4 
1 

1891 _.,..,~ -:; 
..:_._, . ·-· -9. 9 

1892 -15. 9 - 6.2 

1893 -20.1 -6.2 

1894 -30.6 -1 5 .8 
; 

1895 ·- 21.0 -13.1 
-

1896 -2 . 7 -12. 4 

,, 
., , ,•,: 

the. diffe rences 
o ,: I._ CJc\r·1 i; ( ·f i 1~ s t . 
l odn~, ob t,::, in ec.l 
C C) l Ui'/11") ) • 



1897 -5 . 7 n . a . 

1898 -4.5 - 10 .1 

1899 -29.7 n. a . 

1900 -31.0 n . a . 

S6urces: Williams y Cortes Conde(199 1 ) 1 6 

O,n the o t her hand consider.ing 
var~ation o f metallic r e s e r ves 
shown: 

the ba lan c e of paymen ts as t he ne t 
t h e v ar i a tions wou ld b e as it i s 

Table: Va ria tion of meta l l ic Rese r ves of t he Banks o f Issue . 
( in millions of gold pesos ) 

1 882 
-1883 
. 1_884 
1885 
1~8.6 

2. 7 
6 • . .:; . 
7.22 
1 . 4-8 

, ,188.7 
13.5 

-15~8 
35 . 7 

-31.3 
~ 5 .. 85 

1:· •• ~ . . 

.· ·: .. · .; ,, 
·. · .. . 

1888 
1889 
1890' 
1891 

Roberto Cortes Conde 1989 

But what affe cted mainly the ex c ha ng e fluctuati ons was the 
gover nment's d emand fe r gold. I t was clear t ha t after the 
agre emen t wi th the lender s (Rotschild Committee ) t he prcssu r e on 
the excha n ge market had al l eviated c o n side rably . 
On the ~ther hand the p rob l em of l he extern al de bt wa3 mo r e a 
fiscal p roblem that a b a l ance o f paymen t s p rob l em. ~ 7 

1.b . 

1 · 6 From the payment o f t he e>: t r:,11-·na J. pu blic cleb t Vi'=!: d€~rjuct2cJ 
t he yearly receipt s from foreig n lo~ns . In 1888 an d 188 9 it 
s hou ld be add approx imate ly aroun d 3 mill i ons fo r p~¡ments □f 
t he provin c ial exte r n a l deb t. Bu t even wi th t his a ddition there 
a 1-e appn,;;cic\b l ce di f f e r E;,n c e s v-d. t h thf_:.; é,tmoun ts es:;tim6:d:.(-:2d b y 

Wi l l .iams . 

1 7 Except i f t he gov ernment cieci ded to 
mo n ey a s it had done i n 1890~ but n □ t i n 1 8 9 1 . 

buy golcl i ssu ing 
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mane ta ry me e han i sm un de r a. ..-.rj .. c.1 ... 1.,.c,! .. ··-·-·'.':; r,; ; -11::?mE? a s.:; ··- ----·- ·,.-rH2 --·-··--··-·º.CJ-1 c:I 
standard.:1. 0 

I f the money supp l y ll'JE; n? ciEd·: ,::,;- r:i..:..r ·1 ¡;·:el by i l: s;; '.:.! •º'- :,. ,,. 1--ir.:e or, 

internati o nal exchanges (in the c:urr2nt 2nd ~apital accc~n t ), far 
a coun tr-y ma in l y de pen c:I E?n t on ·f o r· :•::? :i. c:.i ,-, i.:. ;r " ' d ,·._. ,, i t wou 1 e: ·:::,, ,_, ,,,: ·í' ·f' e e tc;-:cl 
b y flu c tuations of th,2 fo r-0:ei c.~1n rk:·rn,.i.nc-i •Jr·· ot by ].ntc:.ei' n,,d::i .. onaJ 
capi tal flows . In periods of e x port 2xp~nsion positi, 2s balance 
of payments would be t,,-,:, duc:ecí :i.n ,::,1.r·1 i.1h.: n:.,a. ,~ 02 in mo:··10·:·:1 :;;;upp l y .. 
During slumps (fall in export valuas : J.t woul ci result i11 monetary 
contraction. Because of the small sh~1 · 0 of domestic activi t y on 
the GDF', thi s wou 1 d ne> t he\ VE~ c:\n v ,,; ·, .. <. 1ri .i. ~ i. Ce:\ ti ve c· f ·'¡' "· r: .¡_ on t hE, 
Balance of Payments and on the m□ne~ supply . Money s uµply would 
reinforced the expansionary m□veme,t~ ~nduced frorn 0llroad and 
al so the cont.ract.i.on ciur ing '.'.:i ·¡ u,1;1J<;;; .. ( thEir-e .i.s:, c.\dcl i t.iona J. 
consequences due to t he money mul tiplier-). In mature ~conomies 
less dependant on foreign trade tho contrary wuulrl happen . 
Expansion in domestic activities would b e reflecteci i n negative 
Balance of Payments (due to the increase in imports) and 
contraction in money surpluses and the equilibrium wou ld be 
res!,ored (decline in MonE.'Y sup p ly woulcl check tht'? e:-:pc\11süm, ancJ 
it increase o would allow to leave the recession 
Regarding the overexpansion of money supply during booms and 
e _:<c~sive contraction during slllínps thEir-·e is nothi ng that proves 
tha~ increases in exports in an open export economy would not be 
fo1·1ow~~ by increases in imports eliminating the monetary effects 
of the increase in reserves. 
M6re6v~r·· in a ~ew country like Argentina export booms 
corresponded with cycles of capital investments in which imports 
of capital goods increased (when relative prices are cheaper). 
When . the reyerse situation happened ( the 3 O's) capital imports 
stopped. 
1.c.Terms of trade. Secular trends . 
Also it was said that in the long run there are also problems 
resulting from . a declining secular t1-enc:i for p rices o -f primary 

'products . Under the gold standard the effect of a negat i ve 
trend would Óblige a · p1-imary producer country to lower it~. prices 
( wages) .to rema in• competi ti v e in inte1--r1ational m¿'\rkets. 
But, this argument did not take into consideration tha t in 
natural resources intensive countries the incorporation of new 
land (ar mineral resource s) always causes a decline of pri ces, 

- bµt the · higher productivity of the new lands or natural 
resources (as it happened in late XIX Century) compensated o r 
exceed the decline bf prices . 
In Argentina while prices were falling the volume of exports had 
increased because o f that the proport.i.on af the public external 

16 On the debate on the Gold Standard see Bordo, Michel D. 
and Anna J. Schwartz A Reinterpretation on the Classical Gold 
Standard, Chicago, Chicago University Press, 1984, ancl 
Eichengreeen, Barry ( ed) The Gel d StancJa rc:I in Theor'/ ........ iln.sl .. __ 1-li s tory, 
New York and London, Methuen, 1985 . 
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debt payment~ on expo~t values 
·dec 1 ined. 

in the la te years of the 90's 

Table: Export Prices (IN 1883=100) and payments of 
External debt as percentage of exports. 

Ye2ur E>:port Debt/ '1/.. 
price 

E:-:p . val 
Ltes 

1883- 100 16.84 

1884 95.8 17.45 

1885 82.1 n.a. 

1886 87.1 26. 96 
' 

1887 84.t.t. n.a. 

1888 70.7 27 .70 

1889 67 .6 37. T'5 1 

1890 64 .. 6 1 24 . ::~:9 
··--····· 1 

1891 76 . 7 16. 14 

1892 67 .0 10. ::.i9 

1893 62.2 
¡ 

! 2 8.21 l 
1 

1894 52.4 ~_; 4 j •·.:, 1 ·- .. - ... _ -·----··--.. 

1895 7 6.8 1 r') t..C, 
..:.. "I..J ✓ 1 

1896 74 . . 6 n. a . 

1897 81 . 0 11. 72 

thE? P ub li c 

Sources: Anuarios de Comercio Exterior y Memo r ia de Hacienda 

l.d. External trade shocks aqqravated by reinforcin~ capital 
flows. A perverse trend in capital flows 
Periods of booms (surpluses in the Balan ce of trade) ci i d not 
coincide in exporting ., primary producing coun tries , as it 
occurred in more adVanced enes (dueto the declin ing rates of 
inferest, and higher prices o f bonds and other assets) , wit h 
outflows of capital. ' On the con t rary they were r einforced by 
capital moveme~ts. During slumps falling export values coincided 
wit~ capital outflows reinforcing the recession. Even though 

' . 

: . : ::;.·· .... ··. ·.;. 
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does not exist any e~pirical evidence on the existence of a 
direct relationship between export booms and trade surpluses and 
inflows of capital and fall i n export val ues and outfl ow of 
capital during slumps, t he l ack of interest of non residen t to 
invest in primary producing countries when assets prices were low 
and the rates o f return of capital high, could be explain among 
other by the following rea son in a f iscal system largely base 
on custom duties (import tariff s ) fiscal revenues d epend on 
imports and in the long run on exports. Th~ fall in exports 
val~es affects imports purchases and therefore fiscal revenues. 
In those · conditions o ne wou ld expect that in need of alternative 
re~ources (dueto the fa lling revenues ) the gove r nment could not 
r _esist to impose e:-:pli cit: or im plic:i.t l:a>:es on cap:i.t,.,l assets. 

" (devaluation~ inflation). That presumption discourag e f oreign 
inyestme~t in spite of the eventual high returns that could be 
obtain. 
1. d.The problem o f capital flights. 
But if the problem carnes from the capital account due to 
of confidence t hat led to po1'·"tfo liD c:h ¿_i.n90-)s (capital 
in that case t he outflows of capita l would be offset 
held by residents abroad. 

i:.he lack 
f'li ghts), 
by claims 

1.e. But why did Argentina received :i.mportant 
under an inconvertible floatinq exchange system? 

c21p:i.ta). i rrfloll'JS 

The reason was that until 1885 there was a fix exchange 
• and later there was a widespread belief (until 1887) of 

system ,, 
a r-i,pic:i 

in 

~.. ,•,·· . . . ' 

. -·::·. 

·. ·.- . 

. • :·_.;: :-::·: ,• ,•: 

" 

.... . :.~ : : ··\ .. \\ rr: :<>· :·:: ·:-.\-:::: · 

return to conve rtibility Finally, the Public Debt 
for~ign currency (gold or sterling) 
With sorne securit i es there were also a notable confusion or, what 
monetary unit were issuecl . Cedulas, bonds of i nternal debt were 
issue in different units of account: hard peso , peso, gold peso 
moneda nacional. Was the qold pr-i:!ECJ rnon f=' c.ia. n,::>.c:.i.ona l ,,,. lii~.bility 
in gold or not ? The i'ac:t: that thr,c: qn ·,,?1'·nmE2nt (l)j_i:c,infu1r· m,c~ci thF: 
public to reduced its liabilit:ies a f fe c ted property 1-i~hts and 
gener,'::\ted afterwc"ircls a s;r='r·ious lac:I·:. e-;- c:\::, :-1fidence i: ··, bu'.:'.:i nE2s,s 

2. The ins t:i. tu tiona 1 e:-: p 1 ana t:i.on~'-. 
c"t . T he wea k ness o ·f t he i.ns ti tu t iona,.l _____ ·f.:i .. n<0,\1"1,::i_<0,\ 1 s; ys tem in ___ Pl_;···,:1_e11 ti na 
Ford had aclvanced another .i.mpo1-·t;:H1 t ::-,:-qu.mE?n t : "iºu1~thE?nno1·· ,:? th,?n.:.:, 
was noth ing campar· a b 1 e ~..., i th the in-,:; ti t .u t .i. 01·1a l. f t·· amE.>,,Jo l'" I•:·. c::, ·f I..Dndc:in 
or other ELtrope2,n centre~:; vJh:i.ch i,::r,,;;u1··,•x : r:::onver· ti.bi 1 it:-,' .ir·. thos,:;,~ 
r-egions ... '' c\ncl tll<'? 12,ck Df ,,.\ r·, ¡1 :i.rti;;t:ituti.onc:, 1 mechE,nis;m 
(such as had evolved in Brita:i.n) far· co~ :i.ng with a balance of 
paycne nt deficit. by sho 1·-t. te1rrn C::i.:\p .1 ,·.,;, J. movements . ''"·""' H:i. ~::: 
argumen t may be true. But i t was pr0ci se l y t he lack of 2 syst e m 
of rules that c21usec:l the ":i.n 1é;t :;. t ut5.unEd fai.J.un2" .. [,Jithout 
convertib:i.J.i ty (as f~icar·do saicJ 'fc1:,·· L l1c0 Fl,,\nk of E::nc;Jlé,.r,cJ durinq 
the Restriction period) it was possibl2 'for the Banks to :i.n crease 

19
• See A . G. Ford op . cit. pag e 137 
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profits expanding notes i ssues beyon d demand, which lately led 
to the depreciation o f · the currency a nd capital l □sse ~ for the 
holders of monetary assets . 
Regarding the argument of the Bank nf Enqland abil j_ t y to manag e 
cap.ita 1 f 1 ows t 1-·oug h t h E:, ,, . .;, te o ·f in ·'.. f.~: ·,::.c ,=; t ,,\1'1 cJ t hf? .i. n .,,,-, :::, :i. 1 i t y t e, 
c>btain the same results i n r'.ci1-c::,1entint,•. i l: wa.s omi.tte d l:~!··,:,\ t vih¿,,t 
nega ti ve 1 y a f f ectr-:!cl c,::\p .i. ta 1 ma r· k L'! t,.,: .i. r·, ( , l'"C} r2 n t .in 0? V•J .::,. i·:; e p,::lS 'L. 
e:-: pe 1- i en c:e o f mon e ta ry el i ~:;o 1-cl E~ ,, ·F., a, : c.i c: u1·1 l in uCJu s, el•::? p 1··f.• e i. i .\ t .ion~; . 
In those c,,\i:.;E"::?S the doCTH,., '=;t.ic rD.t t:;, u ·i' .i.r, i':E':" l?'..:; t .i.nclud•.?.cl <:>. p n,;;mium 
·for risk . When e:-:pe c tation i,\ l''E-? tl-,c-.t , :_1 c:, v ,=::• 1'·nrnc0,nt. po:L i c: i. •'2 ',; ,,Jould 
1 ead to in c:onvr:::• 1-· ti b i l. .i t y .;:\n d ·fu t u 1--c c!r:·, -.., ,,\ 1 u,::i. ti. Dl'i\,; t i". ,.:? p n,;!m .iucr, 
rose. Under those concii ticns in ord e 1· t u i nduce capi tal in f lows 
the Bank shoul.d r·aisf.= t h f:? rat(i? t:::- :.. 1-,c: :-· r,.,c.iibl,:i lé•:VE'l<:.; :• ir·,cludincJ 
the r·isk premium to thr.=-~ i.nter·nc:li:ici1·,¿,, J. r· E,+·.,.': . Ht~nc:E?.~ i1 1 orc!e1~ te 
produce any e ffe ct it would necessa ry t□ ra.ise the r ate with 
negati ve mact-oeconomi e li'.-?.· ·P 'fE:~cts. ( v-.1h i. ch v,c:,1c; thc:0 1···r?.-i¿:'l ::',u r·, VJhy th,:::: 
Bank did not do it) . 
Ford die! not mention t hat the ~,cl':ic,;·, c; ·f th, .. ? E:ank of l~:: r~c:iland on 
the rate of inte rest was possible because of the a bsence o f 
risk premium in Englanc!, wh i ch was precis2 ly the cons~ quence of 
the operation of the g old standa r ci . 2 º 

b. The United Kingdom currency was used as international reserve 
CLlrrency. 
The aforementioned argument did 
investments in reputation the UK 
defl~tionary cost during slumps 
reserves. 

not tak e 
had to 

in to clCCOL.tnt 

·f.ace fo ,,.. i t: 
the 
t hE?. 

and the cost 

Besides, the countries that mainta ined r eserves 
usu~lly di~ _not ·kept them for the mos t part i n notes 
coins or in securities (that paid interest) 

of mantaining 

i. n sterling 
bu.t in gold 

e) That exporters received income in qol.d while their debts ·were 
in-· local deoreciated currency (Fetter, Wi l liams, Ford ) 2 ~. 

We mentioned already that the price of l and , the main assets o f 
exporters, deciined after 1892 more that the rise o f gold p remium 
(~artes Cpnde . 1979)~Williams and Ford c ompared gold premia with 
wages noting that depreciation produced more adverse effects on 

20 This was recentl y noted by 8a1·-ry Eichengreen See" The 
Gold Stan.dard since Alee Ford" DiscLlssion F'aper 34-7, Centre fo1-
Ecbnbmic Policy Research, 1989. 

2
i ' 'Nor indeed, was depreciated paper currency regarded 

with the customary European horror by the landowi mg and exporti.ng 
interest who formed- t he dominant politi cal grou.p. Fo1- in .. , 

Argentina the economic a nd political. structure was such that a 
depreciating paper currency (i n terms of gold ) moved t he 
distribution of a given incorne in favor of those inleres t and 
against · wage earners both ru1r a 1 ancl u1-· ba.n. 11 r=ord , op. c5. t. pages 
90, 91 

f~if(:{ ' : :. 
t . . : ,.: ·:·/; .-:>:-::.:'\º 
~·:· . -. .. . . ,:·. : .. · .· . 

· .. · .. 
.. • 



rea.l wages. BLl t 
depreciation and 
valLt.es, the. main 

Wages 
paper peso 

I also explained (Cortes Conde, 1979) 
the ¿risis had also negat ive effects on 

assets of the l andowners sector . See Tables 
Gold premiLlm Land Land 

paper peso gold 
Index NLlmbers 1886=100 

1886 100 100 
1890 125 181 
1892 138 239 
1894 146 257 

100 
'.?::::8 
:.::-01. 
1 !:,~5 

100 
1~5:2 
126 
60 

SoLlrce J.H. Williams op, cit . page 192 ( In For d page 91) 
Land R. Cortes Conde, E 1 F'rog res o i::1n;,1en tino ( 1979) p;:fge 16.lJ· 

tl1at 
land 

In a more recent stLldy Albert Fishlow found out that the 
Balance of F'ayments of Argentina, Chile and Brazil were affected 
~Ígnificantly by changes in domestic money supply. 
He SLlggested that the inte r pretation thc::d.: blc1med the landot,mer·s; 
for · its failure may assume more foresight and influence tha t they 
~ct~ally had. He attri buted more responsibility to the bank ing 

,·and finar:icial sectors: " In surn t.hr? b,2ne ·f iciaries o·f inflation 
are not necessarily· the vil la ins of the piece . Attention is much 
mo~~· : Llsefully di~ect to the relationship between repeated 
gov·er-rment issue and the f ragi J. i ty of a nat.iona l b¿1n k ing and 
financia 1 system en competí tion w.i th ·fon'?ig n in ten nec1 ic\ tion ... " 
" banks were active par ti ci pants in the po 1 i ti cEd p,~ocess 
and.· . financial development lagged. " ~-;:~;.: 
This paper tend to ag r-ee wi th Fishl □w's interpretat ion on the 
absence of an adeqLtate inst.ituticw,¿:d f ,~a.me21tm1·-k t o m:::\.intain 
conver·tibi 1 i ty. 
1 . The reiteration of inconvert ibility (curso fo rzoso) was 
basica 11 y an inst.i t utiona 1 f i=:>.i lun;;; .. Tl"1C-:•1•"Ei1 11;,:.:>.s no 1 ,?.gal ·;' r,::\ mewo,k. 
far Banks to impose cons t rc::\i.nt.s; e.in t:i,:1r,ke1·· ,,. (:l is:;c:n:?t i on . .1:1': spitF2 
of the common belief that in 1867 2nci 1881 Argentina was under 
the golcJ .standa,-d this ,,Jas r1ot t!"1E' c~\s,.,,,,. Thc':': J.a1tJ thi::t t. r-2 nac:tE?cl 
convertibility did not have any rule o~lig ing the Banks to reduce 
the amounts of notes outstanclin~:1 :11:·,en thE•?1~e,'? werr=-1 out.·1' lot·Js; cf 
gold. This was é:1 clisc,-etionary ·sy!,:;t.1-:::m é':'\nc:: no t a. s 7·s tc:::•rn D·f n..tlec.; 
(as it is the '' cu1··rency pri nci plE: '' ) .. F:•,?.,'' :i.<.:iEis t.he Gu.ar·,,,nt'::?E• );;:¿1r1 k. 
system 1tJas quite diff1,;2n;:nt "Í-1~0:;1 tl1:,1 r,1 a ticw,¿1.J. H:;;rni·s o·f' th :0°·: 
United States (See Cortes Conde 1989) 
2. It is clear that someone benefj_tteci and some□ne els2 los t 
from that inst.itutional fa ilure , but . it is ciifficult to imagine 
that the successive and complicat.ed sters taken leading to those 
results were delibe,ately planned by the loca l uligarchy .. 

2 2 Albert Fishl~w 
Inconvertible Currency in 
paper Univ. of California , 

. ' , 

\" .' . . . ·. ,· ·•: 

·, ... 

' ' f1¿1 r ke t Fu ,, .. c:1:,:1s; 01··· G 1·-ou p In t:21-es t: 
F're 1 914 l...¿d:.1.n (...')me1~ica" lJílpub lishecJ 

Berkeley. 1987 , pages 27/28 
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Instead it seerns the consequenc:,2'.-3 c.,·f th,:~ l,2"lCk o·f i::\ cD.-,1p(et.itivi:0: 
ban k ing system ( 1 imi tecl to 'b•.10 ch,,H-tl'•:·ci B,:-.r·t1,:.s,; uf I s~,.u,:. i::, ub l. i e cw 
sr?mi public) tha.t allo1r.•E:c.l thi,? Di1--~•?c:t,,:,, · r.J ~ ·1:.hc: Pank~;~ t.; ,,~ no::>.ti.c,n;"l 
and 1 o ca 1 (;_JOV(::? ,~n men t a.n ci pe, 1 :.i. ·i: i c ... i. :,,1 ·, ,.r.:, p , ... o ·f j_ t ( 1.:. h~;:1i, ::;,,a, 1 ·/es; e, r · 
thei, ·friends or clien'l:.,,;) i.:.hn:iu.1;1!·) • r•=.•,J I i. 1-?:-:1.:i,,u--,,;;:i..,:-.r .. , ;::1 : 1c:I i.11t. i:~r-c:::' -/::. 
below market rates. 

~:::. The ad i us tmen t mech¡:;n i ,:;m o·f .. __ ·L1·1E' . ..... ·::,,i J...<71 1 , '-}/ •• 9J. __ f:.~\ Y..f.i'1Y1: :1j: ,·, .. 
~~illiams said tha.t balance· o'f p,::1./ rr.,:"11!.: i.•c.l.! u~,,;rrH=cnt,:; · .. ,;:": ,·.-:, ¡::•1··cclu.cet.! 
be cause : " e han si es in t he V<''t l u0:: .. ; ·i' 1:0 ::,r'~:·: 1 · rnon E:Y ,-::,·i' ·f 0::: e: 1.. 1::.hc•.n g •:?.,=; 

in the for·e.ig n trad~0: .. Thr-? €·?>:pi-:::,.r·, -:· l.::.c:1; ,:,f thE?o1--y ., ,,. ti·1c\-l.:. ',\ 
de p r-eci a ti n g p C:i. ¡::ie r· cu¡--· 1·-E·~n cy e, p(•:7.· 1·~· c). t.<:.:~· •:3- l .i. !·· r:::· .-::, p r·c:i t . E:~ c. ·1: i . '~-:- e! tt t. y .. 1 t) 

the e:-:po1-·ter- :i.t acts lik(2 el bounty; !.:•.1 1..1·,,:=: :.í.mpc.:i1'"'i:e~ .. ~,,•.'':' ,::=•.l'I acidE·d 
cost. The r-e~-;ult .is t.o E1ncciur,,tr:¡E't 0:·,'; : 1J1_¡1 ·!.,,= anc:I ,:ii.iiiini ,.-. il .i.mpot"·ts .. 
The effect o·f dc'.')pnec.it::1.tinq pi::1per· cm ·ío .... ,,:, :.,)1"1 t :'"acJE'~ •:Jt'"Dv~ ou. t uf thi:,! 
fact that the p1·-ices D''f co1,1mDc:l:i.ti.c~, ·i:.1·,,0,, i·:. 0?11 l:f.?I'" .i.nto '::-º1, ·fo1~ei~11~1 
trad!::? ar·e rno1-·f;: ~;r?.nsi t.ive to ·f'luct, .. ,,., 1::.j .. un'.3 i n thr:?. v,::tluc2 of thr:::: 
cur-1~ency than ar·e ~\lagr::.,s, 1-·ent.s, c,1nd uc:h'.:·:·:-· c:us.t o·f p1-·udu,.:.~tion '' 
2~~: 

Ford, on the other hanci, reject Will iams e xplanation sayj_ng t he 
neoclass.ical assurnption that there existed a relat i □n between 
exports and a rising gold premium was not dominant in Argentina 
where from 1894 to 1900 a falling trend of gold prem.i um was 
ac~ompanied by rising export volumes .• 24 Changes in r-elative 
prices ~ere not the main reason far the changes in the Balance of 
Payment, but instead changes of income . Devaluation p,oduced 
changes in the distribution of income reducing the level o f 
consumption far those who earn wages . This produced a decline 
of imports and the change in the sign of the Balance of Payments 
• Chang~s ih exports occurred dueto o'l:.her factors (expans ion o f 
Railwayi, weather condi tions etc) and u sually appeared with a 
lag. 
Two points deserve considerat ion : 
lo The relat'ion between gold pr·emium and e :-:por·ts . The Forci 
argument actually refers to the movements along the supply curve 

_- ( rising .goid premium -prices- cmd é;::-:pc:,1···t volumes ) . ThE'" rise o f 
exports it the time of falling gold premium he found was dueto 
the shift ' in the supply curve as consequence of the .incorporation 

Williams op cit page 174. 

24 ''It is difficult to att ribute much importance to the 
influence of changes in the gold premium on the quant.ity o f 
e:-:port SLtpplied ••• " . .• " certainl y fi-c.1m 18'-74 to .1.'.:;.'00 e\ f,:i.llinc:; 
tr-end of the golcl . premium ~-.Jas ¿,u:::c:::ompani ed by 1~isir1~J e:-:po,~t 
volumes, indicating that in prac~ice the direct reaction 
suggested by neoclassical theory betweer1 the gold premium and th2 
volume of e:-:ports was not dorn.inant :i. 1·1 nr-~102n tina ... '' FDr·d pc\gr-2 14::::; 
also pages 151 and 152. 



- - .... ,• 

of new fertile lands wit h higher produc tivity . lowe r c ost) . 
2o. Factors affecting imports or exports are relevant i n study ing 
the premiun of gold but much . more important was at th0 t time (as 
I . demonstrate in R. Cortés Conde, 1987 , 1989) the enormous 
inflows and outflows of gold produced in a very short period of 
time(1888-1889). Those gold movements resu lted from the inflow o·f 
foreign loans in 1888 (Provincia l External Debt for the Bancos 
Garantidos)and from the sale of gol d (coming from the s3me funds ) 
in 1888 and 1889 ordered by the governmen t try ing t o s usta in t he 
rate of exchange. 
The basic: mechanism ·fo1"· i,djustm,;:n t •,,J é:l.é, ·\·.1·1,;;:• cJ1·-,::;1~;;t ic: -r,,~i .!. Xn mo n F·/ 
supply clLte to the r·emov,:,:L o'f cJ r,,• p o i~i l .. ·:; ·f- 1·-c.:¡m t h c0 Mon c-;., ' >.t¡,p l y ,•:he : ¡ 
Banks carne into liquidatio:·1 ( C::01'ti',:'~, 1 .. :c·,r,r: i,'", l9ti9) .. ,::::," . .,·. :.3 1' ·c,,ph 

page ) This ~~as:, not not :i.cc0 by t,JiJ l:.i. ,::,., ,6 ,:,·11·,d 1~:on::: b(;~c:.:! ,.1'.·:=,•;· i :1/é?Y cl.i..d 
not included deposits as 
c:ontraction of money supply 

pa1··- L u ·~ .1 ,, )11:. :, ,::;upp l y .. ·: 1 ·1·:·, 
in J.f:~9t :·• ♦--~~; ~ !,!, ·1 ¡• (~~ G? CJ l.,t i]. i t:11 :: .. 1.).C1 " 

We Sc1id that lf,c\S; ii:\ comrnDn be li(,?'Í' th(.0 ,·; ¡ ,: 11:: r·1 t if·¡,3 •f¡rc, ,,¡ .i.Di:.',' b:) 187.::i 
ctn d f r-om 188::: to 1E385 \·\1,: \ s un el 0,•; t ! :C::: g C) l el s L,'::11 e: ::\ ¡r,,::! " ·1· h i "' 
conclusion C:i::,me fr·om thc;? ~; tud y b y i;Ji .l 1 i..;" ,n"" .i.n 11-fri:i.c:h 1-,,,,:) s; 1.:. :st.a..i.ns•c:I 

lo . That thE,n?. we r· f2 thf:? e>:pr,,J ;c· if:,n c::(•=.· Df thE~ pE:?1-·i ocí cd ' 
convertibility from 1867 to 1876 t h a t we t huught w0 s simi l ar to 
the Caja de Conversion (gold standard), anci 
2o there was a subsequent exper:i.men t o f 
1883-85 . 

converti bil ity be tween 

( In both cases p1roblem::; o ·f l::.h :2 E:D.l .:::tr: c e D"r' F'c•.yiTlE?r1·i'.:s -- Sé:1i d 
Williams- mad2 impossible to r·erna:Ln ,\li t.h in 'i:.hr:::• golc:l ,;ti::1.:1d¿u'·cl: 
We are going to show that he fail ed to grasp sorne important 
facts: 
lo . The system actuall y was quite di'fferent of that of tne Caja 
de Conversion (ar the Issue Departemn t of the Bank o f England) : 
there were notes issued (Offi ce of Ex c hange) with 100 X rese rves 
in gold (as ii wa~ the case with the Caja de Conversion), but 
there were sorne others ( the so cal led rnE=:ti:ü 1 ic notes ) backed wi th 
the general assets cif the Banks. 2 = 

•b) · That in 1883 to 1885 contr.,u'·y to vJl'·,.::;1t he s.::üd 
important expansion in money supply. 
Let us explain both cases: 

t h(?.t·-e vJas a n 

The Convertibility period, 1867- 76. The 1873-76 crisis. Causes. 
Abandonment of convertibi 1 i ty. "Cuirso Forzoso·"", ·f iducia1,·y_ 
~tandard. Floating exchange system. 

a . The expansion of credit in qold. The Public Works loan o f 

i n more 
For a summary of of the monetary 
detail Cortes Conde (1989) 

l"'E•g imE?S see Appendix a nd 



In 1870, a for·ei. g n lo.:-,, ·,\,' -='=• 11t · c.11 1 l : ,, -, 1 ¡ :) Lci, 1do:1 fa r- F'ubl.ic l•: ;:;r·~.:r5 
fo r 6m F'ound s sb.u · lin1;¡ n,·· :;:.ú ,n-1,¡· . • :¡,, . i ,i tal 11,n ney supply .tll l·t1,? t 
y ear was 50 m$F, .;,r. d lh.;:d: tt-ir~ n1 1··: ,., ¡ , ·.- :r, the hands of tl·1e publ;c 
was _ 23m ~F , tt,1?n i t j_s C'!<:1 s-, y i:n ,·, .. , l. ,, , · l i ,, , .impact tha t tliis . in í l,:••,-J 
of go ld would pr-od1.1 CE) . 1·1on:-,·civ ~,r , •.H,~· ., l.!lL·i ,3ove :rnment r-eceivecJ tl·,e 
·funds, ·· being unable t o s ¡..;end i.t: .1111111-•<!i.ately in public works, .!. t 
depo~ii~d them at inter~st in th~ m~Lal l.ic se c tion of the BnP 

.; .: B~nk"; . thinking that the i n terest. t. , l lH',; received 1,omuld p,iu--t ial~ ,r 
compensa te for the · in ter·est thcd. h,.HI \.:o be paid ( around . 2 m$F per 

'. :;"° ·:y~ar, .:,. with .. estim~ted revenuc'?S u ·f 1.:0::m $F) · Operat_i _n·g .,.u nder- · 
.. , : ' . fractional '- · r:-eserves · the r i se in r F:se,~ves .produced a . ...,mu·l ti ple · 
-¿·_; ·' .. ~n_é.rease : i ·n ·, deposi t,s ~ . In 1870 ~ go 1 d rese t-"'.eS :_ a t :.the·· BPBA,::t.i~~t:"e 1. 8 . '' 

.·:._ //; :··rÍ~~'.-,::.:_.i: r:1 · --: 1~72, .. t !,~·y :·: r _ose to :i . ~Sm$F . T he depasí ts . f r·om : :11:<~)Jr{$F· ·to .' 
·:· •:,;_-.q7-~~·.:((1$F:.~~--·:on · .. the~.ºther hand~ hacl the gold gone . to :the:>E~) -c~ange·: 
· ::•·{ :;Olf 1..i::_e _t.h.e :-\a .mo1:-1_n~ ,. of notes ~.ssuecJ shoul d be _;;' eqt.ta l J t9 . t~e" amount 

. :: .., of/ thé' _gol.d ., qepos·i ted. . · ·. ·\ · •· 
-.,;: .. ·b) .' Fal 1 :. in Reserv es con t ract i _on ____ gJ. .. S.!::.u-ren cy in circL1la:·ti"on from . 
F·' the ·E_x chan ge Off icé . E:-:pansion of ... nu_tc:.:;s issued by the Banks • 

... ~ ' 

,l>Jhen ; the . government wi thdrawn tl1e su,ns deposited, first ::because 
.~the : gover·nmi?nt changed i ts ·f in ancic:11 agen t ( ~ the new•:: Na.tianal 
.-B.;tn k __ :_ j.n 1872 _), .and lates:-, because it begar:_1 ·. speriqing :> t .t:iem - ¿, · 
.l~rge :por:-por.tion . in , imported goods··· the reserves ··. fel l .d~2's.-tical ly ..... 
pr.oduting á ..',~ a · ,mul t i pl y · mone t ary i.:on traction . :- \ _- B-etween ~.H:P2 and ._., 

' . -;:. )..873 , -.:. , . res
1
erves .. in BAP. Bank fel 1 ·f rom _5 . ~F .-. m·; $F.:• to -0 / t( :'trri. $F , . :> . defpo~ii:s; ·.,fr6m -::2~·~5 m $F to 16.8 m$F . On the --:f:,{he r ·.:· h a ~d / :\<eserve_s : 

:··t i n · · 'the. Nationa:1 Bank, rose f rom 1 . 9m SF. · in ··1873 to 3. 4ro-- $F in 
·/·/:,; •18?4~, .. ·.a,ri·cj_'depo~its went from almos t nil tq .' 6·.6yn . $ F i~ ·~·°i_s7:4 , and · 

. 5> 2m·:.-.-;:$F ' f .or ··the metallic notes. In 1875 · in the . -s·a~~ -- E:ank 
, .. ~eser~~s ·- f~l l , to 2.6m, deposits to 1 . 6m SF, and ·. note~ ~~ose to 
:=,: · '<3 ; 4m$F ·• ·· I'n · 1Ef77 reserves fe 11 to O . 8m$F . ~ o tes to · O . 3m$F and 
··· deposits t o · ... O.lm$F (no balan ce wa:-. avcü labie for 1876) . :,. · 

Thus~ the .· ~~tf ~o~dinary amount of the foreign funds coming f~om 
'~ .:.';. -_¿,·: l.ne~· Publ ic·.~works _: Loan and the c.lepos.i t of those fund·s ·. in t he - . . ,. .. •,· .. •'. , . 

. ·','.' :.---::,,1_.Banks . wi th·out · -.,increasing the n c:~.;12r·ve/de posi t ra tia prodl\c:ed .ar-
• . , 1 \ ,.' ~ ·.~ • ', ,' \ , ; ,. . _' t .._ ' • .. ~ 

:· -~~·:1., .: .. enormous -;:jisturbances in the mori&tary and cr-edit market~~ · '. ,· 
··:_- . •. ~/-._:"!::_ Tá .tiÍe _·;;. Curreric:y·, :neposi ts, . Reser·ves , Br.;F' .. Ban k, Off ice of· E ~ c·h<?ngt~ 

· .,, -:.0-~ -/~t>,'.:.: .';\nd National Bank;1869-1876 •• • .;.,i__ . ·•. , 
.. · .. : ' 

Year 1869 1870 1871 1872 1873 1 87 4 1 875 1876 

1 BAP Bank 4 

Rc3.mct. 0.6 l. 8 3.7 5 .5 0.6 l 0.8 O . !) . 

. 2 . 3 '. 
' 12 .3 j ·. .. ., Dep .met 10.9 11. 8 H . 6 22.5 16.8 12:-1 15.1 
-~ 

NotC3 3.9 4. 8 5.9 5.7 8.5 8 .9 10 .S l G • .. Ex.Off . 1 

I:s:sues S.B8 1 10.53 15 . 41 10 . 16 6.24 2 . 84 4.15 .. 
\ Nat. B_ankn 

R.f3 . met. l.9 3. <I 2.6 11 • .l. 

Dep. mct. o 6 .6 1 . 6 n . .l. \ 
NotC3 2.3 5 .2 3.4 u. a. 

·-•"-- •--·--
·~ .. .. • -41. 

~ 



1. 7 

Th r ousi h 1 oan s g t··an t.E?d in ,nE? t .c·1 l 1 :i. e: bv ·,.: ; .. ,,.:· : .. ,,\n k. ~0 ; ~ ,?1 ·i' 1· · <' 1 , .... : .. :: ,·11 1 ::¡ í' t !·1•,d 

g ol c.i ,•Jas conver· ted into nc'bes .i .. n ,:::.,;":"r:,¡ i·i.. pE:~~:-U'.:5 :i .. n t ' .. ,:•~' i:~:.-: ,:: h a.n9 c,:• 
Office (mor-·¡_~ than in metc:\llic:: i.:l 2n i:. :- ,,::, ·:,,'.::; T h j_,_; .- ·, ;.; 1.:·.~•i1 .. 1,s; t hr::.> 
large increase in the issuing C Ll.l '" l'"'t7.~1-l t. p 1·-:.·~~-:.:·, 5., 1-1 

Off ice , f 1-cim 1 O • :i m$F' i. n 1 ff7 l t u J. :·:, . ; r,, ., i 11 .J.f3~"::·: ( i.:. J· 11-.:: y t ;r:.:!,. .. ~;~ 

qLloted .in pesos cot--r-· .i..c-:;,,r1 t r2~:; .. ( I:,:¡ ·$ ¡:: , .,, '"\ .:: r,, ::é\ el <'.? l.:o 
facilit.ated the reading). 
T he ·fo 1 1 ow i 17 q y ea 1- t hE:•! t . 1-·r::::•n d ;,.;¿¡ ~; I" [.: ,... , ' :· :::-.0.::: ... i é).I') cí n D l:E: ; 1D ] r..l I } 1 s l:n~~I~ o":< fl 

with d r awing gold from the Exchang e Of ~1 c?. The fa ll i n ~otes went 
to 10 . 2m in 187~:: . CincF.?. thE? ·fEtl J. i. !·1 :··c.:'::'é•,':•"· v 0:,,:; 1r1as J·:. 11,:::; •, .11, b y thE· 
p ub 1 i e t he p r·o c:ess o ·f CJ o J. el v-i :i. t i"lci t" ,,\ 1·.1 i::1 :i. ;·: ,~, '.,=. 2. e ce 1 (:? 1•" .;:,. ,~,~~ti .. ¡::· ,-o,n 
1O. 2mSF , in 1873, t.he reserves fe l l t .0 6.2m SF in 107 4 , an ci 
2 .8m$F:, in 187::.i . Initic:\l1y o t-thDclu>: r:11éJ .:.c i ,,2s, 1,,,1e1··t=c é,.dr:¡pt. ,:::: c.l --· th r:,~ 

· r ise of the rate of inten?.st!, tl·1v.~ 1·1...t l :i. 111;.,1 thc:\t loc,.n <::; 1,,¡u,.il d n ot 
be 1-ene\.-'Jed automatica1 ly i:\l l th1-::::s;; •?:'! p ,-cJt:i1 .lc:inr;;i d str .. ,J r1 q :; .mp,::\c:t in 
t he market (accompanied by a r,~?duc t i .u1·, in e:<pt0nclitu r··r~?,,; by t h r-2 
govern ment) - but lc\ter on, thr,~ iJ ~•.ni·. :,; (.: han(_;¡ecl to e :'.p ,,:1nsiunary 
poli c i es . In O1-der to oftset the contr·ac:tion of cu1·-TE1r,c:y in th¿-? 
Office · o f Exchang e n e w issues of metallic notes were authori zed 
in the Bu enos Ai r e s P r ovince Bank . Then, while the notes in 
current pesos (Exchange Office ) felt from 1O . 2m (SF), in 1873, to 
6.2· m ( $ F) a nd 2.Sm. ( SF ) the years '7LJ. c\nd '75, the met.:::\J.Jic bank 
notes in peso s fuerte s rose , fr o m 5.7 m $Fin 1872 to 8.5 m$F in 
1873 and 8 . 9 mS Fin 1874 . Fina l l y , in 1876, the year in which 
_incpnvertibility o f ~11 note s was decreed, t he total amounts of 
notes was . 15 mS F, ( 5 m (SF) in Exchange Office current pesos and 
10 . 5 S F metallic ba nknote s) clase to the 15.9 m $Fin 1873. 

T he contra ction of paper cur r ency (Exchanqe offi c e notes) . as a 
consequen ce of the d rain of gold was offset by the new issues of 
metallic ban kno t es without the same backing of qold (See 
Grá phs) . 
Besides, . to issue new notes, 3 mS in gold was.withdrawn from the 
Exchan ge Office, a n d . when t here was a drain of gold and 
cu~rency wa s not eJi~ inated, the drai n acce l erated. 
Being awa r e t hat gold r eserves were fal.ling, the pub1ic assumed 
~ha t t he ban k s woul d . n o t ha ve much time and resources to resista 
specul a tive run again s t the peso, and hastened to change their 
mone tary a ssets in notes, for specie . This produced the fin al run 
iead i n g the BAP Ban k ' s demand that the provincial gove rnmen t 
~ uspend converti b i li ty. This was done in may 1876. A f ew days 
later , the nat ional government decreeci the sus~en sion o f 
conver .ti bi 1 i t y f o r the note~; of thr-2 hlaticma l Bcmk. 

As I men t i on at t he beginning a cl □ser look into thc c vents of 
the 1870' s i n Argenti na shows that the c:i--i:=;is was thc:;, c un '.'.;E:!quence 
of a dra i n of g o l d that was not followed by an equival.ent 
redu ction i n n otes, one of the basic req uirements af the golcl 
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. · ·standard ·;': .To . :the e>: ten t · that th2 ;.uxi t,; 11 •·J men tione d . were not aware 
·. c:i't -;,_f \he _·- ~\ :i~tence of metallic.: 11 n l r.-,.:, . -tf ,ey did . not take ' i nto 

. ac:coLint :i.ts effe cts on tt1e monelii\r ' 1 ., •; ;; .,uH,J.on in those y~ar~-
. ~ .. "),.. ,' .. ,. :: . . . . . 
~~·} ::, .. : : .~. . 

:. .. ,• ~::... .... ... ·~. 
-el !1he ···other- e:-:amolé ref e rs to __ the __ p ,·., 1' _i.r 1d of c:onvertibi lity 1883-
85 'wherf- Wi·l l iams sustained 'i.:L1a. t;_ _~. hg·1: t·:_ -- ~-!~'L not monetary e:-: pansio :!.. 
and : suspension t-Jas due tg__ Balar}_C,.!2 r1f _l·~:wn~nts problems . "It me.y 
~e -:':Íio_ted . form the c,u tset tha t i .n ti 1 ·[ ,, P<:•1·· iod thene were no· issue~.; 
of -.~P.aper·:: .. m~ney • . In 1883~ as 1 !1::\ '✓ I:, :-éc.<.LLÍ , t.~,e gr-ea-t 1nass . of old 
wor.thless·· notes was e:-:chanqe ·for· n1:!\ J ,1, ,-, 1: ,=1 J. lic notes . I find r: r.1 

· .:·,i1en~ti9J1 ~.'af · an·y further emis~ic;ri un l; .1 1 'i,, •< .u nller- 1886 . . . " and " Trif.:' 
yea'r 's _- 1884" p('ld . 1885 afford an J.ll S l :_q)L,1 Clf stil 1 C\nother sort. r ,·, 

. :\.88,4 .· paper' was·,. converted ini:o (~;<:, 1 t. ! c•. l ¡ ,:,1 1 > ther-e ~-JC?re no . iSSLlé-'S 

. wha.téver ··of paper- money: yet ª" u1 ilo.• -. ur,-\l1 l e balance o f payments 
·, py·-·.c:ausing · a demand for gold ·for €-? :: ¡.,,,r·t 1 .:Ü se t.he price of go lc!, 
-~:<h-~ust'~~ :. 'the _ .. r-esoLtrces o-f th1:: i'.Cc11i!· ,;:. . t t.r·e:a tr-::ned .::, comme~·ci~) 
'•crisis 'an·d . forced -the suspensinr, , 1 í ':..: ¡,ec i e payments . In • other· 
, ~qrd~s, · papei--' deprecia ted w.i. 'i:hrn \\: • 11·1·/ 1 

: 1,3ngE: .i.n i ts quanti ty, 

7l~he fac:ts were differerit. Bl:;,b-.,l?,:n 1 !,, .. , 11,l n-f 1882 and th<= e n d o·f 
1883, the notes in c.ircula t.irm l'(>!:,<2 , 1,,,1, !,"3./0111 •,¡¡ g o lci, to 24. ::, m 

-$ gold, reflec ting the increasE: c1·1' .. ,. 11 :1 •1 : .i-- y n 2sorves (main l y i.:t1~: 

·"prodt;.tct o ·f laans to th!::~ Na l:.ioi\ ,"I l U,,1 , l J \ 1,.--d-. r~osc-: f o r O . 9m $ g ol el 
in ·1882 to 14.2m $ gold in J.88.::- . lk:1 11·, ~,~ .. i n creased frcrn 5::.,.s 111't· 

gold to 75.7 $ gold , c:H1ci moi ·1t:.>· ~.,1 ,¡,¡ ,i•· fn:im 82.5rn'i, qold \.i. • 

110.6rn$ gold But tl1E~ sul·,s,(,•qtH--,11· ,, ; ,. 1 qt'lld n2se r·v2s fell ~u 
6.8m $ gold (rnore th2.11 7 m ,¡, tJI'<') l,11 : 1:- .•l•~!,.; .l11· c ir· culatiC>n o: 1l :,· 
·from 24. 9m'l', ~Jold to 2.1. . •'l 1( , '.i, '-1 1,l. ,. i . !ut.,::11 ci€~pDsits , 011 t.in' 
contr-ary , i ncr·eased , .:::t 11 ,.J L!·., . , ,. •0, ,.1 1,1! • 1-é:1l:io (c,! o l 1! 

r-es e rves / CL1rr-en cy plus cJE.-r:1c.1 s~ i. Ls, i ; 1·' ! l ; 1 ·<J111 1•1 1/.. a t the end o r 
1883, to 6 'l. dt t.t-i~,, e n<J of 1.:H.; :. r :u? n°:iserv•,-! 1··a·L1.o· (~~o lJ 

, reserv es / metallit.: no t.e:s) f r--oiti •:--1·_; ;; 1 , , ·./ Z. 
Table Curr·ency, liepn°; .11_,:;;, f •:t:>v,,.•r:.-,:· 1, 1; _, ¡ , 1.f-<tl4 

Year 
R'¡S. Met:. 
Dep . Met. 
Dep. Tot.. 
Not.e:J 

.... . -~~"'\"""'·"" ___ --... ,. -"'- -,.,_ .. ,•-

:-;ourc:e: .... _;._ MHI\J, 11HBA 

1001 1002 
5.1 0 . 9'1 

12.2 15.5 
48.77 53.02 

10 l O . ·¡ 

in Rcb8rto Corte$ 

l tl O 3 10 0 4 
1-1. 2 6.81 

11 . O l .l O. 91 
., 5. 7 1 95.51 
:~ '1. O 5 21. 4 

( 19f39_) 

;I...!t=--.:::.i:..Es:?.-.!::c:..:l!:..!. e:.::as:.r-~t~-h~ec.:.n.!...2-, --'t=-h:..:.=.a:..:l:::..: --=t~he ad j u s t: 111 E? 1 ·1.t _ (l f t he 
r~1~0Lt!::....~tS;.o~o!.!~~~-_.1::;p~l~a~ca.!P.~: _:b:'.!e=-:,~c:.!a::!.L~1:.:;s~e=--..:.rc.:.·1 !:::o,;t:::.;· e;.;::s.._=i."-n-:--=c i.. ,_ .. e 1 \_J. c.i l. i o n 
the -':.· samec amount o f the r·eductiun ___ ei·f 

gol d stándard d ir¿ :.~ j_ 
were not r-e di..1 'ced ·, ·m ,.i:,t' · 

the gold reserve·s. ., ·· 

r 

- ., ·- ~_;_:;c~ . Williams i· o ~ . c it p¿,gf.;, 45 and 1 :L 

i~i{ ,, ... ··: '. ;:::":'· 
~/ ... · 
·.:·· .•· .· ~· 

.. . ... . . · .. 
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1. e¡:, 

~equirement that never was established fnr the Ban ks of Issue . 
Knowing that the banks with that a mount o ·f no tes would not be 
able to sustain conver-tibility , ,::,pE·1:u ld U.on ,:.'lqa.i.nsi:.: th,'= p•.:?SD 

increased and ther-e was a drain of gold at the end □f 1884 that 
1 ed the gover·nmen t to dec:r··eE, tht':' :-:;us¡::,r:2n1•é .i cJi"l c,f convQt·-1.:.i l:i:i. L :i. ty fo,··· 
the Na ti on al Ban k an d i rnme cl j_¿,1 te 1 y ,:·,1 -f t:i:·, ¡r· í' u,.- t. lle ,,·,=:m a :.i.; , .:i. 1·, 'J í·?. c:1n k. i::; 
of I ssLtes ( a t tha t ti mE1 ~ f our- :.:. n t.!1c L.Du11 t r·· :,t ) .. !=-o~- ·:. h·.:,' 'f .i 1·-s t. 
time in Arg en tine economic hi.stury th•a ,:.1c,v· c:1r··nm,,:;n t d;;::- cl.é:-r., ::d ,, i.n tc.:: 
same decn;?e :, those no·i::,?i,, as; lesJc,d tell c:,,,:·•· ,,, ,. ,,\1.i. l::·1 th,,,: p 1·•.;'- ·i.=-:; c:; ·,.: hi:,l:. 
they should be ,-ec:eivecl ¿:1t ·f¿,c::Ó , ... 1l.1.1.,"' ;;,,,, pé,1\'01'::.,-,., ·_. u ·f E,J.l 
obligations 

el) T ha t the 18<=;-0' cr· i sis WEF.::, ma i. n ::. Y ....... c:l.vf,:•_._tc, ... ·i.: :· ,e f::é:1 .. J ... a .. n c:.Eo· .••. u.J .... r~- =•.f rr:E,:n t:.;. 
p 1-ob l ems, · \.',, hE:~n t he in f l Ov\1~:;····-º·f __ l. oa .. n ~::: .... s:.t.1:0 1J 1J.,.,,::: . 
In anot her i'llo r · k ( Ro bert.u Co r· tes Con e:! 0:: :• 1. c_.:•p•:¡;) \·•Je havG cl-~1,·10 .--, s= t r ¿,, tci?c:! 

that the out·fl □l-'J of qolcl v,i¿:i.:::. J.¿11··gel:/ C:d'.'.,,,¡:1cl ( under th0 pal ic.ies 
fol low fo1- the., Bancos t::ia 1-2,nLi.c:lcis) rJ': · ... hE=1 p ¡··e ·f E2 l' .. E~I""; C: Fi :::, f t rlf-:? 

noteholders afrai d of capital l □ss~~ to h,?.1 c:l ,11,.} :-·•.:::• (:;;e c:u1·-E~ 
foreign assets 

5. The t'"elation be·bJee¡··, qolcl 01-·E>.il·iu.r;:_ ......... _J,K-'nc~y i s;s=;ues: .... ,,,r·id th:-::J 
Balance of Payments. 
Wii1iarns draw two graphs: one r-ela tes paper money in circulation 
with gold premium and the other gold premium with the Balan ce o f 
Payments( Ford did the same s ee page ) 
;n ' the fil""st he notices, that i n the 90' s while gold premium 
declines, pape,- money in creases OI- r-r,·m,:::ün stable : " Be t weE.\n 1885 
and 1887 paper money inct'"eases sorne 20m S ; t he gold pl""emium 
rem.ain .s _tationary (de'clining 37 1/. in 188;:'t to 35 'l. in 1887 , Then 
come_s the gr-eat e>:pansion of the cu 1'Tency beginning \.'J.ith the 
pa~sing .of ihe Guaranteed Banks Act i n November 1887 . The rise of 

• the curve of ' paper money is paralleled up to 1891 by a r ise o f 
the _premium of go_ld. But from this point o n, agreement between 
the· two c:L1rves c:e·ases·. Paper money con tinued to in crease un ti 1 
-':-893, bLtt gold . premium falls shar-ply c:dtet'" 1891". ·2 :=·· 

There are. two factual ert'"ors thet'"e. ( Mentianed alread y in Col""tes 
Conde, 1987 and 1989). Compare graph a) (Cot'"tes Conde2 • ) b) 
(Williams) ande) Ford: · 
lo.The lack of cointidence between issues and deprec iation from 
Í886. to· 1888' was due to the intervention of the Bank selling 
gold in the market ( Dirty_ f lotation) 
2o.From 1890 to 1892 Williams and Ford observe tha t there were 
increases in paper money issues but the gold premium decline. 

~ülliams op . .cit. pages 164 and 165 

2 e In this graph we include deposits of the two main Ban ks 
Ltntil' 1887 and after that also depos:,its of the m21i,·1 p1-ivate 
Banks, Banco de Italia ~ Banco Frances , Nuevo Banco Italiano, 
Banco Espanol del Ria de l a Plata . 
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However if deposits were added 
· is observed that deciine in 
coincide with appreciation of 
o~ the two main Banks during 
their deposits as part of the 
19'99) . 

2 0 

to Mon~y supply (see Graph a), it 
money supply in 1891 and 18 92 
t h e gold p remium . (The l i quidation 

1891 had the e ff e ct to eliminate 
mo n ey suppl y.( S ee Cortes Conde , 

Ta~ing into consideratio n 
graph a) show the expected 
premium. 

the fa cto1~s p1··rn:lucing 
rela tion betw8en money 

di. ve1,·s1~.:n ces th2 
suppl :1 and gol el 

V. Finally let us see how 
tho~e alternative systems 

oe rform the Argent i ne ecc;:U.9.rDY unde1~ 

1. In 1876 it was true that t he suscens i o n o f c onvertibility 
avoided a strong contra c tion of the money supcly (in fact the 
·contrarv happened) . But it is also true that only thanks t□ 

fiscal discipline anci money contraction was it possibla the 
resumption at the former parity in fe~ years with ~n in,pressive 
response f r om i n te rnat i onal capital m~rkets in the fol lowin g 
decade. 
But in any cas e f r om 187~1 to 1880 th ,;:: 1:3r1F· h,;,,d decl in ~: 2•.·c·. "" r21te 
of -0.5 by year . 

2. In 1885 t h e s usp e nsion of con v,=, ,· .. i:..i_l.i_i J. i ty al s o i:'( .... ::,:!.d0.?c:I a 

severe contra c tion tha t c~ven t u a J. J. y wuu_ld_, __ tak.c~ place. 
There was no t a fal l in GDP . In spi~P of the suspe~~;on thc 

· previoLts e:-:pe r ience of resurnp t ion J.,:ed ·:··.h,,;2 peop lc,? to i::;··u.,;t in th0'! 
government 29 t h inking that suspe11si,.Jn:S ¡..;as tfrans:i ·i:.c.n-y ancl 
conve rtibili t y \•mu l d be 1r esto ,e:· i::\t p "n.. .. P,s ,::.\ result l'·lorH.?.Y supply 
and GDP ( j.6 % by yea r ) increases. Bwt knowing the policies 
adopted · in 1887 , the convicticm c.1·1¿>.n• .. 1 0:1 0: I éff1d the pul::,:! :i..c: began 
e x changing dome s t ic financial assets fer fo reign ones, movements 
that the gove rnment try to halt s;E, 1 1. .üio c1ol.cl in thc:;; m<"H' l•:e t \...;ith 
negat ive resu l ts : t he public boughl all the gold offered which 
was la1rgely the out fl ow of golcl t lk·it cleplr>.te B,,:tnk. :·-ese rve s 
leadin g t o the 189 0 c risis .(Cortes Cond e 1989 ) . 
From 1889 to 189 1 GDP felt -8 . 6 b y y ea r . 
Tl,e Recov ery began slowly i::1f te r ·i.:he "¿¡_rn~glo Romero" in per· 
capita terms just 1893 was reached again the 1889 l evel . 

The abandonment of the gold standard obviously avoid t he mo netary 
contraction that it would take place ins tead, but t he alte r native 
policies followed · ended in more serio us c risis. 

The problem 
shocks, idle 
discretionary 

wai not the cost of t he go ld standa r d 
resources, but whethe r the alternativ e 

money management woul d n o t have l e d 

(e:-: ternal 
s ystem o f 
t o worse 

-=.,. See Michael Bordo and Finn Kydlan d "The gold S t andard as 
a Rule~(manuscript), 1989 

•, ,•• ... 

· .. ··.·'.Jr•· 
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3. F· r i c<=:•s un el e r- in con VF: r · t_;L-Y'. .. i .1.~,.J:.Y ......... __ ( .J), e, ;_:, ·1::. . : •• n.c:1 ...... !=.?.)~.<;:;.b . .s<S.:~~:i _<:':· •.... ~.; / .,.":. _i,. ,:2m ) a .-1.r.) 
con ver-ti b i 1 i t y ( q o l d s tc::~_i::;_sLs\X:_g.)·-~--
Dur ing the i.ncoverti bi. l i ty pr:-::r-i. oc:I ;;.,.1 - uF•:· , ·l . . i.1 1,." clomrc:2 s-;; t5. e i:-.· r .i. t : f.?. S hé,1c.i 
w ide f l u c 'tua tion s; and d .i. ve r-<.:J e• l i::\ r···,::i F: .1 y "i' ,- ,·:,m .i_n ten1 ;:,:\ 'l: i ,:::-: 1 a.}. un ,,?= .. 
During the convc:?r-tibili ty pe,,·ioc:I th c:- 1·· ",' .i .. c:: .::- t.enc.i!=::ncy tu c: c, r·,vc:·1·-·qE' . 
See the fol lowing graph 

Gr ap h Ars1en tine F'r· j_ ces and Un i. tf?ci l<i r1q r:.i u ,1, ,~-1 •• i. e('?::', 18ü0-- .1 •-' ::~ . 
. Index Numbers 1882=100 . 

- 4. Effects on gr-owth and erices. 

Th~ ma~n argument in favor of a manaaed monetary system is that a 
fix ~xchang~ system affected by external s hocks p roduce negative 
effects on growth . The empirical e vidence did not sustain that 
point 
New estimates in GDP allow us t o compare the GDP per capita in 

. the · period 1882~99 (floating exchange system ) wi t h the per-iod o f 
1900-1913 (gold standar-d) ~ both periods char-acter-izeci by a strong 
pull of external demand. 
DJring 1885-99 the rate of growth of GDP was 3 % by year and 1 ~4 
·p~r capi ta ~ 
·During 1900-1913 was 8 . 2% and 6 . 2% per capita (Cortes C□ncie,1992) 
~

0 Moreover in the first period the impressive growth of the 
1ij8Q's was offset for a f all in the early year-s of the 1890's 
( see above ) , 

Finally i f we compare two different experi.ences. □ne u nder the 
gold standard 1899-1929 and the other under- a managed monetary 
sysfem the differences are strikino. From 1900-19 2 9 GDP qrew 5 
% by year and 2 % per capita. Prices inc r eases 2 % by year . 
From 1930 to 1989 GDP · grew at 2.6 % 3nd 1.0 % per capita. From 

30 Roberto Cortes Conde 1 Prel iminary estimates o f GDP in 
Argentina 1875-19 35 (in preparation) 
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1946 to 70, prices increases 21 % by year and from 197 0 t o 1985 ~ 
67 % by year. Nota very success f ul e ::pe1~i e 11ce, i.ndE-.~e:-2d. 

Conc::lusions 
This paper did not pretend to reach definiti.ve conclusio ns in the 
long debate on the . subjec:t. Ins,tead :i. t v-1<'3.S its; i n b2nt i on to 
explain that rnuch of the well establ i she d 2rguments wer~ based o n 
a very weak and disputable E? mp.it··i.c:ctl 12v .. i .. clc21·i c ,2. t~ l ~,C! it t:r·.i ,2d t e 
revea 1 sorne pecu 1 iar i ti es o f t.he (¡1,.·,::¡,.:;? r·, ·i.:.:i.ne CEts;E? '.:.hé·t 1: wr:? i···e 

·.neglectecl in p1~evious stud.i,2s v-,1.ith tli r.-' 1·), ... 11 · 1:·,c.' S f::? tu ;:;._,.:id é-:;1·;1mc :,eL,-J 
insights into the problem. 
Finally, even much of the concl.us .i.u 11':-; ,:,11 e: 1·,ol:. c.l e.0fi1 ,ii .. . ,. ,,-f., . .. :i. t .i. ,"; 
i ts ma in poi n t t ha t t h E': b •,10 02 ;.: p r-::: r· j_ ,:,r-, 1:,2 =,, w i t. h 1:·cx·, v ,.;, r·· ti. i..J i l :i. t.): 
(1867-76 ancl 1.ss::::-8:\) 1r1e1···e n ot. mcc-1. t •.i. l l i c rc?ci5..b 1 ,_·:, , ..... iff:;1, .i. l.:,T1C?nt,s. 
from the pa,,·t o·f Banks E1ncJ thr,: (3o vt'.' :'·1 ,r;,,: ,¡ ·, , ... fr-:1's p1:2 c::i.¿1_ i l./ •·;.1 .. -!:. i, 1-·ul ei,; 
that bound ·:::; th1:.~ ci rcuJ.¿,¡tio1·, o·í' 1·i ;!l:. 1:,.,,:; v;ith qc:,J.c.l 1·-·3.·•,é.•2 1··· ves;) 
e:-:acerbat.ing th1:~ f r,?,.:1rs o ·f 'i::. h0:: pul:.!1.i. c: o n ",::,::;1 ¡·-th cominc_:J 
dep1~eciaticins, that. finaJ.J.y E?ncl in 1 ... i,1:: -¡ ;_r¡¿:,r,c:.:i3.:i. c1···.i.·;,:. J..=::= (il:3S'0 ). 

Appendix : The H:i.storical Background 

1.The Argentine Monetary systems 

What was mpney in Argentine in those y ~ars? What instrume nts we r e 
used as means of payments, unit of accoun t and store o f value? 
Which were the system to issue pape r money ? Was it g overnment 
paper _ money or private bank notes ? Did the Banks c rea te money 
through credit? 

1. Means of payments 
Coi ns ( si 1 ver. and gold, forei qn coi ns), pape 1~ money 
(inconvertible bills and convertibl e notes in Buenos Aires) ' and 
demand deposits were used as means of payments . 

1,1.Coins. 
Silver coins ci~culated mainly in t he inter i or provinces . Gold 
coins were seldom u~ed as means of payment, instead gold deposits 
or bills of exchange were used far large transactions . In Buenos 
Aires, for retail trade and wages, paper money was used . Coins 
we r e mainly foreign (especially Solivian and Chi l ean silver 
coins, since Argentina did not mi n i.: s:i.l ver or gold in large 
amounts). The main source of silver production was in Po t osi , 
Bolivia. 

1 . 2 Paper Money . Notes . 
Except for briefs and isolated e:-:p121-·:i.me1,.ts in some p 1~ov in ces, 

-~ ":> ... : .... . ··:; ·: ' . 
·:,•;::.:.:'· 

.. ,, .. -. ·.· 
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Office (Oficina de C~mbio) issued note s (promisso r y notes) i n 
c~rrent money (billetes en moneda co rriente) a t the rate of 2 5 
of those notes to 1 hard pesos o f me t all ic notes. The Exchange 
Office ~ith its vaults depleted suspended its ~ct ivi ties i n 1876. 
Th~n, between 1867 and 1876 there ex i s t ed two dif fe r ent s ystems 
to issued notes: 
a) The issue of Bank metallic notes i n t he Banking s ection o f the 
Buenos Aires and National Bank(sin c e 1872) , in hard pesos ( pesos 
fuertes $F), and 
b) the issues of the Exchange Office (ofici n a de Cambios) s i mi l a r 
to the 1ssue Department of the B an k of Engl en a d were the i ssues 
were 100 % backed ~n gald . 

. 1 . 3 . Deposits. 
In Pesos - Corrientes and in metall ic ($ Fuertes ) . In 1857 deposits 
in gold were authorized in the Bank of Buen os Aires Provin ce . 
The Bank received metallic (go ld o r silver ) a n d haci to pa y in 
t~e· same specie. This provision formalized t he substitution of 
currency between notes (paper) an d gold t hat e xis ted for ma n y 
years as a consequence o f the de p reciation of t he paper pes□ 
(quoted at par in 1822, in 186 2 it was wo r th 5 cents of the 
farmer silver peso). The gold d e posits in metal had reached b y 

.1867 amounts clase to those o f the paper d eposi ts 9 .3m SF an d 
11m $F and in 1 8 70 almost e qual 14,óin ,~¡:· ¿1nc:! 1LJ. . 9m \tF. Thr:? publi c: 
used those deposits as a store of value . but throuqh the years 
they extended i t s use to lar ge transacti□ns Thus, dep□sils werc 
held in di ffe1~ e nt ''n umer·cl i.r--e '' p ap,,c: 1~ i::\nd rneta l 1 ic: mur ,•?-é!V ( in 
pesos fuertes, sil ver PE=~~o1"', .16 p,?'.;;o<;,, ·1' • .. 1F:1•"t.i,~ 01H? goJ.d c,un::-:c,;;). 

l<ee ping f rae ti o na l r e s e t-ves0, , thr:.;: Bi::\n k. ,a; l e:;:•nc:I i.nq i. n ,.,-,E~ ·1·.::l :i l. i. e ¿'( J. <:=.,o 
c1~eated deposi ts but i n ,,,\nothf21'" un·i. t of ElC:::c<J•.in t (mf.:?tic,.J ·¡_ i.,·. :c,ilv,:, 1-
or golcl) 

It is impor tant to notice this 
moneta r y f luc tuat i on s in t he 1860 's 
t he variation s in go l d reserves and 

Banks of Issue a nd commercial Bank.s. 

h \~? e· /·.":i. l ~ r::=.. ~"::: ~; Cl f'íi E-? C) 1: l i·,,,,· s t. 1·-01·1 (
0
1 

c::\ n ci 1 :?,70, s; ~~ 0? t""f:? ¡H· uclu. c:: r:::cl by 
n11::;:l.cll l:i.c:: cl0,ipos;i ls . 

The othe r r e l evan t feature of this period is that until 1872 
there ~Jas just one Ban k of I s:.,Uf?: ·rh0,, BD.nk of th.2 :8;:-:=:;··, o'":; (.c1i.1'-e';;, 
Prov i nce, bank of the provi ncial stat~ wit h fiscal privi leges. 
The Province, since 186 2 r esi.sted wi.th success all the attempts 
of the n a tiona l governmen t to establi.sh other Bank.s of issue 
(includ ing the f ound a tions of the Free Bank , whe n the govern me n t 
project o f Free Banks Law in 1862 did not get Congress approval) . 
In 1872, finally a seccind bank of issue was estab lish, a mixed 
corpora~ion, p~ivate wi th a majar government pa r ticipation . It 
began competing with the BAP Bank. In a moneta r y market, as t he 
Argentine one, the emergence o f a new ban k would have as r e sult 
the fall in demand of Buenos Aires Bank n o t es. The creation o f 
this bank was resisted fo r that reason . 

, . .. ·. 

~ .. ~ . 

~;tAé~{·:X~::.::·);::·~~ -?:·.: .. ·_. ' 



··.· 

There were other comme r cial Banks . 
founded. In 1 8 72 , the I ta l ian Ban k 

L.onclon E:,;;.n k was 
ope2i-; ecJ as i::1 cornr;,Eer'··c::i.¿1]. bank. 

Neither oni? h a d the right t o i ssue. (-~li,.;c,, t i1 r:? ir depos.i..i:i,; v'J(:2rr? too 
small i n com pariso n with thos e cf 
banks. 

\: h r? u ·f f i e i. é:1 1 o 1~ é-3E'2 mio·f' -f i cia :i. 

1.2. Unit of Accoun t . 
Peso Fuerte (hard peso) . Given the dlfferent monetary regimes, 
the national governmen t a dopted in 1863 a unit o f account 
"numeraire"), the peso fue r- te wi t.h ·U11:? s;amE? si J. vet- c o n t e n t as thE'~ 
old Spanish colonial peso o f 8 reales (27 grams of f ine si lver , 
900), worth 16 pesos the g old o u nce . T h e gov e r n ment decid e d to 
keep i'ts accounts in that Lmit, anc:I also , to pay its e :-:penses 
and collect its revenues in any cu r r ency paper or met~llic coins , 
converting them to that unit at its market value. Thi s was o f 
g reat importance, because for the fi r st t i me Argentina indexed 
it~ revenues and expenditures~ 
ihe . oth~r i~portant fact to · be con s i d ered is t hat given the 
depreciation of the ·paper peso the b a n ks of issue began issuing 

.n 'otes in a different "nume.raire". t he me t a llic standard to 
pr.ovided c.onfidence that those n o t e s were tru ly ba cked by 

· m~tallic (gold or si'lver). 
Pe~o "moneda corriente" in BLtenos P1ires F·1~o v ince. 
Peso (silver peso) during the govern ment of the Confederation 
·1853-62, and in the interior provinces, the spanish peso of 8 
.reales. 

·. 2. Covertibility existed form 186 7 t o 1876 , Incoverti b ility f rom 
1876-83 . . Then a brief peripd of convert ibility fron 1883-85 and 
finally incovertibilitry to the end o f the CentLtry when Argentina 
went to the gó ld standard with the Caja d e Conversion . 3 1 

A c o mple t e detail o·f this; -foL,nd in 
(1989) 

..... . 
,• ·.: ~: 
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1.Ah early discussion o f this subject in relation to the crisis 
of 1890 was present in Cortes Conde (1987 and 1989) 

2. A very preliminary version of this paper was presented at t he 
-Wor~shop of Econom~c His t ory at the University of Chicago, and 
the Bank of Portugal Conference on "The -Go ld Standard in 
Periph.eral Countr-ies"in Lisbon, both in 1991. The 21utho1~ l.'iants t o 
tha.nk the comments of . David Galenson and of George l"lc Cand less, 
who . read an early version of t he paper , in Chicago . Also to 
Micba~l Bordo ·and Gianni Toniolo and the participants of t he 
seminar far their comme nts on the Lisbon Paper, espe~ially 
Michael Bordo who read a nd commented the revise version As 
usual all the responsibility far its contents correspond to the 
author. 
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