
This PDF is a selection from an out-of-print volume from the National Bureau
of Economic Research

Volume Title: Straining at the Anchor: The Argentine Currency Board and
the Search for Macroeconomic Stability, 1880-1935

Volume Author/Editor: Gerardo della Paolera and Alan M. Taylor

Volume Publisher: University of Chicago Press

Volume ISBN: 0-226-64556-8

Volume URL: http://www.nber.org/books/paol01-1

Publication Date: January 2001

Chapter Title: Front matter, Straining at the Anchor. The Argentine Currency
Board and the Search for Macroeconomic Stability, 1880-1935

Chapter Author: Gerardo Della Paolera, Alan M. Taylor

Chapter URL: http://www.nber.org/chapters/c8832

Chapter pages in book: (p. -20 - 0)





This Page Intentionally Left Blank



Straining at the Anchor 



NBER Series on Long-term Factors in 
Economic Development 
A National Bureau o f  Economic Research Series 
Edited by Claudia Goldin 
Also in the series 

Claudia Goldin 
Understanding the Gender Gap: A n  Economic History ofAmerican Women 

Roderick Floud, Kenneth Wachter, and Annabel Gregory 
Height, Health and History: Nutritional Status in the United Kingdom, 

Robert A. Margo 
Race and SchooZing in the South, 1880-1950: A n  Economic History (University 

Samuel H. Preston and Michael R. Haines 
Fatal Years: Child Mortaliv in Late Nineteenth-Century America (Princeton 

Barry Eichengreen 
Golden Fetters: The Gold Standard and the Great Depression, 1919-1 939 

Ronald N. Johnson and Gary D. Libecap 
The Federal Civil Service System and the Problem of Bureaucracy: The Economics 

and Politics $Institutional Change (University of Chicago Press, 1994) 
Naomi R. Lamoreaux 
Insider Lending: Bank, Personal Connections, and Economic Development in 

Lance E. Davis, Robert E. Gallman, and Karin Gleiter 
In Pursuit of Leviathan: Technology, Institutions, Productivity, and Projts in 

American Whaling, 1816-1906 (University of Chicago Press, 1997) 
Dora L. Costa 
The Evolution of Retirement: An American Economic History, 1880-1 990 

Joseph P. Ferrie 
Yankeys Now: Immigrants in the Antebellum US., 1840-1860 (Oxford 

Robert A. Margo 
Wages and Labor Markets in the United States, 1820-1860 (University of 

Price V. Fishback and Shawn Everett Kantor 
A Prelude to  the Welfare State: The Origins of Workers’ Compensation 

(Oxford University Press, 1990) 

1750-1980 (Cambridge University Press, 1990) 

of Chicago Press, 1990) 

University Press, 1991) 

(Oxford University Press, 1992) 

Industrial New England, 17841912 (Cambridge University Press, 1994) 

(University of Chicago Press, 1998) 

University Press, 1999) 

Chicago Press, 2000) 

(University of Chicago Press, 2000) 



Straining at the Anchor 
The Argentine Currency Board and the 
Search for Macroeconomic Stability, 1880-1935 

Gerard0 della Paolera 
and Alan M. Taylor 

The University of Chicago Press 

Chicago and London 



GERARD0 DELLA PAOLERA is rector and professor of economics at the 
Universidad Torcuato Di  Tella in Buenos Aires. 

ALAN M. TAYLOR is associate professor of economics at the University of 
California at Davis and a research associate of the National Bureau of 
Economic Research. 

Excerpts from “Finance and Development in an Emerging Market: 
Argentina in the Interwar Period,” in Latin America and the World Economy 
Since 1800, edited by John H. Coatsworth and Alan M.  Taylor (1999), by 
kind permission of Harvard University Press. 
Excerpts from “Economic Recovery from the Argentine Great Depression: 
Institutions, Expectations, and the Change of Macroeconomic Regime,” 
JournalofEconomic History 59 (September 1999), pp. 567-99, by kind 
permission of the Economic History Association. 

The University of Chicago Press, Chicago 60637 
The University of Chicago Press, Ltd., London 
02001 by The University of Chicago 
All rights reserved. Published 2001 
Printed in the United States of America 
1 0 0 9 0 8 0 7 0 6 0 5 0 4 0 3 0 2 0 1  1 2 3 4 5  
ISBN: 0-226-64556-8 (cloth) 

Library of Congress Cataloging-in-Publication Data 

della Paolera, Gerardo, 1959- 
Straining at the anchor : the Argentine currency board and the search for 
macroeconomic stability, 1880-1935 / Gerardo della Paolera and 
Alan M. Taylor 

cm. - (NBER series on long-term factors in economic 
development) 
Includes bibliographical references and index. 
ISBN 0-226-64556-8 (cloth : alk. paper) 
1. Monetary policy-Argentina-History. 2. Currency 

question-Argentina-History. 3. Currency 
boards-Argentina-History. 4. Argentina. Caja de Conversion. 
I. Title: Argentine currency board and the search for macroeconomic 
stability, 1880-1935. II.Taylor, Alan M., 1964- 1II.Title. 

p. 

HG1464 .D45 2001 
339.5’3’0982-dc21 

2001027898 

8 The paper used in this publication meets the minimum 
requirements of the American National Standard for Information 
Sciences-Permanence of Paper for Printed Library Materials, 
ANSI 239.48-1992. 



National Bureau of Economic Research 

Officers 
Carl F. Christ, chairman 
Kathleen B. Cooper, vice-chairman 
Martin Feldstein,president and chid 

Robert Mednick, treasurer 
executive oficer 

Directors at Large 

Peter C .  Aldrich 
Elizabeth E. Bailey 
John H. Biggs 
Andrew Brimmer 
Carl F. Christ 
Don R. Conlan 
Kathleen B. Cooper 
George C. Eads 

Susan Colligan, corporate secretary 
Kelly Horak, controller and assistant 

Gerardine Johnson, assistant corporate 
corporate secretary 

secretary 

Martin Feldstein 
Stephen Friedman 
George Hatsopoulos 
Karen N. Horn 
Judy C. Lewent 
John Lipsky 
Michael H. Moskow 
Alicia H. Munnell 

Rudolph A. Oswald 
Robert T. Parry 
Peter G.  Peterson 
Richard N. Rosett 
Kathleen P Utgoff 
Marina v. N. Whitman 
Martin B. Zimmerman 

Directors by University Appointment 

George Akerlof, California, Berkeley 
Jagdish Bhagwati, Columbia 
William C. Brainard, Yale 
Glen G.  Cain, Wisconsin 
Franklin Fisher, Massachusetts Institute of  

Saul H. Hymans, Michigan 
Marjorie B. McElroy, Duke 

Directors by Appointment of Other Organizations 

Joel Mokyr, Northwestern 
Andrew Postlewaite, Pennsylvania 
Nathan Rosenberg, Stanford 
Michael Rothschild, Princeton 
Craig Swan, Minnesota 

Arnold Zellner, Chicago 
Technology David B. Yoffie, Harvard 

Mark Drabenstott, American Agricultural 

Gail D. Fosler, The Conference Board 
A. Ronald Gallant, American Statistical 

Robert S.  Hamada, American Finance 

Robert Mednick, American Institute of 

Angelo Melino, Canadian Economics 

Economics Association 

Association 

Association 

Certzjied Public Accountants 

Association 

Richard D. Rippe, NationalAssociation for 

John J. Siegfried, American Economic 

David A. Smith, American Federation of  

Business Economics 

Association 

Labor and Congress of Industrial 
Organizations 

Development 
Josh S. Weston, CommitteefiEconomic 

Gavin Wright, Economic History Association 

Directors Emeriti 
Thomas D. Flynn Franklin A. Lindsay Bert Seidman 
Lawrence R. Klein Paul W. McCracken Eli Shapiro 



Relation of the Directors to the 
Work and Publications of the 
National Bureau of Economic Research 

1. The object of the National Bureau of Economic Research is to ascertain and to present to the 
public important economic facts and their interpretation in a scientific and impartial manner. The 
Board of Directors is charged with the responsibility of ensuring that the work of the National 
Bureau is carried on in strict conformity with this object. 
2. The President of the National Bureau shall submit to the Board of Directors, or to its Executive 
Committee, for their formal adoption all specific proposals for research to be instituted. 
3.  No research report shall be published by the National Bureau until the President has sent each 
member of the Board a notice that a manuscript is recommended for publication and that in the 
President’s opinion it is suitable for publication in accordance with the principles of the National 
Bureau. Such notification will include an abstract or summary of the manuscript’s content and a 
response form for use by those Directors who desire a copy of the manuscript for review. Each 
manuscript shall contain a summary drawing attention to the nature and treatment of the problem 
studied, the character of the data and their utilization in the report, and the main conclusions 
reached. 
4. For each manuscript so submitted, a special committee of the Directors (including Directors 
Emeriti) shall be appointed by majority agreement of the President and Vice Presidents (or by the 
Executive Committee in case of inability to decide on the part of the President and Vice Presi- 
dents), consisting of three Directors selected as nearly as may be one from each general division 
of the Board. The names of the special manuscript committee shall be stated to each Director 
when notice of the proposed publication is submitted to him. It shall be the duty of each member 
of the special manuscript committee to read the manuscript. If each member of the manuscript 
committee signifies his approval within thirty days of the transmittal of the manuscript, the report 
may be published. If at the end of that period any member of the manuscript committee with- 
holds his approval, the President shall then notify each member of the Board, requesting approval 
or disapproval of publication, and thirty days additional shall be granted for this purpose. The 
manuscript shall then not be published unless at least a majority of the entire Board who shall have 
voted on the proposal within the time fixed for the receipt of votes shall have approved. 
5. No manuscript may be published, though approved by each member of the special manuscript 
committee, until forty-five days have elapsed from the transmittal ofthe report in manuscript form. 
The interval is allowed for the receipt of any memorandum of dissent or reservation, together with 
a brief statement of his reasons, that any member may wish to express; and such memorandum of 
dissent or reservation shall be published with the manuscript if he so desires. Publication does not, 
however, imply that each member of the Board has read the manuscript, or that either members of 
the Board in general or the special committee have passed on its validity in every detail. 
6 .  Publications of the National Bureau issued for informational purposes concerning the work of the 
Bureau and its staff, or issued to inform the public of activities of Bureau staff, and volumes issued 
as a result of various conferences involving the National Bureau shall contain a specific disclaimer 
noting that such publication has not passed through the normal review procedures required in this 
resolution. The Executive Committee of the Board is charged with review of all such publications 
from time to time to ensure that they do not take on the character of formal research reports of the 
National Bureau, requiring formal Board approval. 
7. Unless otherwise determined by the Board or exempted by the terms of paragraph 6 ,  a copy of 
this resolution shall be printed in each National Bureau publication. 

(Resolution adopted October 25, 1926, as revised through September 30, 1974) 



To Veronica, Marina, Carola, and Martin 
G. d I? 

To Claire 
A.M. I: 



This Page Intentionally Left Blank



Contents 

Acknowledgments page xvii 
Part One: The  Historical and Methodological Context 
1 Introduction 
2 
Part Two: The  Baring Crisis and Its Origins 
3 
4 
Part Three: The  Making of the Belle Epoque 
5 

6 

Part Four: The Travails of the Interwar Years 
7 
8 
9 

Part Five: Postscript 
10 Postscript 
Appendix 1 Historical Statistics 
Appendix 2 
Appendix 3 
Appendix 4 
Appendix 5 
Appendix 6 
References 
Name Index 
Subject Index 

Anchors Aweigh: The Drift toward Crisis in the 1880s 

A Monetary and Financial Wreck: The Baring Crisis, 1890-91 
Collision Course: Macroeconomic Policies and the Crash 

Relaunching the Gold Standard: From Monetary “Anemia” to 
“Plethora” and the Political Economy of Resumption, 1891-99 
Calm Before a Storm: The Gold Standard During the 
Belle Epoque, 1899-1914 

Distress Signals: Financial Fragility in the Interwar Period 
Bailing Out: Internal versus External Convertibility 
Steering through the Great Depression: Institutions, 
Expectations, and the Change of Macroeconomic Regime 

The Law of National Guaranteed Banks 
Money Supply Periodization, 1884-1913 
Money and Exchange Rates, 1884-1913 
Instituto Movilizador de Inversiones Bancarias 
Humor, Politics, and the Economy 

3 
37 

67 
80 

99 

118 

139 
165 

188 

22 1 
236 
240 
244 
247 
253 
255 
257 
267 
271 



This Page Intentionally Left Blank



List of Tables 

1.1 
1.2 
2.1 
2.2 
2.3 
2.4 
3.1 
3.2 
4.1 
4.2 
4.3 
4.4 
5.1 
5.2 
5.3 
5.4 
5.5 
6.1 
6.2 
6.3 
7.1 
7.2 
7.3 
8.1 
8.2 
8.3 
9.1 
9.2 
9.3 

Argentine Inflation, 1820-1935 
Monetary Policy Chronology 
Real Activity, Monetary Variables, and Interest Rates, 1861-82 
Argentine Specie Stock, 1883-99 
Statistical Summary, 1884-1913 
Money Supply, 1884-1913 
The Baring Crisis, 1889-91 
Solvency-Liquidity Indicators, Banco de la Provincia, 1886-91 
Fiscal Revenues, Expenditures, and Public Debt, 1884-1913 
Federal Budget, 1885-93 
Fiscal Deficits, Inflation, and Public Debt, 1885-93 
Conjectural Short-term Interest Rates, 1890-91 
Key Fiscal Indicators, 1891-99 
The Burdensome Funding Loan Agreement 
Selected Statistics, 1891-99 
Monetary Ratios, 1891-99 
Urban-Rural Welfare Measures and Interest Rates, 1891-99 
Monetary and Fiscal Indicators, 1900-1913 
Effects of Gold Reserves on Money Supply, 1904-13 
Financial Crisis Indicators, 1913-14 
Finance and Development, 1900-1939 
Anatomy of Three Financial Crises 
Model of Banks with “Twin Risk” 
Banco de la Nacion, 1892-1934 
Selected Banking Ratios, 1892-1934 
Dynamics of Internal and External Convertibility, 1908-13 
Contours of the Argentine Great Depression 
Changes in Gold Stocks and the Money Base, 1900-1935 
Model of Prices, Exchange Rates, and Interest Rates 

A2.1 Provisions of the Law ofNational Guaranteed Banks 
A2.2 Balance Sheet of a Guaranteed Bank 
A2.3 Average Bank Profits, 1885-87 

14 
23 
40 
53 
56 
57 
71 
76 
81 
88 
89 
93 

102 
110 
111 
112 
115 
122 
125 
131 
147 
156 
157 
170 
173 
182 
191 
197 
208 
241 
242 
242 

x1 



xii List of Tables 

A2.4 Balance Sheet of a Government-related Wildcat Bank 243 
A4.1 Money Supply Estimation, 1884-1913 248 
A4.2 Exchange Rate Determinants, 1884-1913 249 
A4.3 Money Demand Estimation, 1884-1913 250 
A4.4 Money Demand Estimation, 1884-1913 251 
A5.1 Actions of the Instituto Movilizador de Inversiones Bancarias 254 
A6.1 Presidents and their Parties, 1862-1938 256 



List of Figures 

1.1 
1.2 
1.3 
1.4 
2.1 
2.2 
2.3 
2.4 
2.5 
4.1 
5.1 
6.1 
6.2 
7.1 
7.2 
7.3 
7.4 
7.5 
7.6 
8.1 
8.2 
8.3 
8.4 
9.1 
9.2 
9.3 
9.4 
9.5 
9.6 

Comparative Economic Development 8 
Prices and Exchange Rates, 1880-1996 

The First Convertibility Experiment 44 
Prices and the Paper-Gold Exchange Rate, 1884-1914 
Public Hoarding of Specie, 1883-1914 

11 
13 
27 

49 
54 

Proximate Determinants of the Money Multiplier, 1884-1914 61 
Currency, Bank Money, and Specie Hoarding, 1884-1914 62 
Federal Funded Debt, 1884-1914 84 
Paper-Gold Exchange Rate, 1883-1902 104 
Bond Spreads, External Bonds, 1883-1913 123 
Bond Yields, External and Internal Bonds, 1883-1913 123 

151 
Financial Deepening and Economic Performance, 1900-1940 153 
Loans by BankType, 1910-35 159 
Capital by BankType, 1910-35 160 
Leverage by Bank Type, 1910-35 161 
Response of Bank Loans to a Shock to Gold Stock 163 
Banco de la Naci6n Balance Sheet, 1892-1934 171 
Reserve-Deposit Ratios, Actual and Counterfactual, 1892-1934 172 

180 
Reserve Ratios and Gold Stocks in Two Convertible Regimes 183 
Fiscal Structure, 1910-40 196 
Changes in Gold Stocks and the Money Base, 1900-1935 198 
Nominal Exchange Rate Versus Parity, 1900-1940 199 

20 1 
210 
212 

Prices and Exchange Rates, 1820-80 
Country Risk in Argentina, Core, and Periphery, 1870-1940 

International Comparisons of Financial Deepening, 1913-39 

Phase Diagram for the Dynamic Model 

Composition of the Money Base, 1900-1940 
Prices, Exchange Rates, and Interest Rates, 1929-41 
Real Interest Rates, Consumption, and Investment, 1929-41 

... 
X l l l  



This Page Intentionally Left Blank



List of Cartoons 

2.1 Nuestrafeliz situacidn 
2.2 Los unos chupan 
3.1 John Bull ordena 
3.2 Con sus amores arteros 
4.1 La crisis delprogreso 
5.1 Gloria a 20s Gobernadores 
5.2 Hacer un mate sin yerba 
6.1 Lo mano cerrada 
6.2 Los cirujanos socialistas 
7.1 
8.1 Elpuchero Salvador 
8.2 Elmiedo no es zonzo 
9.1 E n  casa deloculista 
9.2 
10.1 Muy bien adobados 

Con las manos en los bolsillos 

Elfendmeno de la Casa Rosada 

45 
51 
69 
78 
91 

101 
107 
132 
135 
145 
175 
185 
194 
206 
233 



A Note on the Cover 

La barbaridad 

The various moods of Argentine political economy are succinctly captured by 
the satires of cartoonists in contemporary newspapers. A smattering of these 
illustrations enliven the text, and a particularly piquant example is shown in 
its original full color on the cover. I t  depicts the pivotal event in Argentine 
macroeconomic history, the creation of a discretionary monetary authority, the 
central bank (Bunco Centrao, and the abolition of the former currency board 
(Caja de Conversidn) in 1935. The Economy Minister Federico Pinedo appears 
as a magician converting the gold from the vaults of the Cqa into paper notes 
issuing from the Bunco Central, to the rapturous applause of the crowd of min- 
isters in the box seats, prominent among them the President of the Republic, 
Agustin Justo, seated at the front. This institutional change opened the way for 
inflationary money printing for the first time since the nationalization of the 
currency in 1891 under gold standard rules. Thus was the nominal anchor of 
the Argentine economy broken. Our account frames this turn of events, and 
the inability to escape the backward economic tendencies evident in the fiscal 
use of money by the provincial authorities of the nineteenth century, as an en- 
during economic dimension of the battle between the civilizacibn (civilization) 
and barbaridad (barbarity), the rival forces in Argentine history highlighted by 
the former President and man of letters Doming0 Sarmiento (1868-74) in his 
famous work Facundo. That this cartoon was entitled Elfendmeno de la Casa 
Rosada (The Phenomenon of the Casa Rosada) shows that contemporaries had 
long enough memories to know well the dangers of restoring political control 
over money, the Casa Rosada being the executive mansion. Ironically, Pinedo 
had originally opposed the idea of a central bank and, in heated argument with 
the leading economic policymaker Raul Prebisch (see page 204), he reacted to 
the plan by exclaiming “2  Que barbaridad wan a haler?, (“what barbarity are you 
about to do?”). Was his choice of adjective a coincidence or a subconscious 
echo from the past? We will never know, but the smiling figure seen here on 
the stage seems to be no longer perturbed by such concerns. 

Source: Curusy curetar, vol. 38, no. 1901, March 9, 1935. 
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