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The Gold Standard: core vs. periphery

e Gold Standard (David Hume’s price-specie-flow mechanism) and the
“rules of the game” whereby countries are supposed to increase
(decrease) interest rates to help the “self-correcting” flows predicted by
the model to adjust trade balance deficits (surpluses)

* Core countries with central banks violated the “rules of the game” due to
their central position in the banking market and their monopoly on paper
currency emission, manipulated the discount rate and affected the credit
volume (Bloomfield, 1959)

* Morys (2013) and Bazot et al. (2022) provide empirical evidence that
central banks in Gold Standard countries practiced volatility smoothing



The Gold Standard: core vs. periphery

* Peripheral countries with less-established (or without) central banks “had
less discretion than central banks and, indeed, were more wholehearted
followers of the rules of the game, as popularly interpreted (Ford, 1989).”

» Exposed to external shocks (faced fixed international prices for their
exports of primary goods and for imports of manufactures and capital
goods) and had difficulty maintaining the Gold Standard because
adjustments had to occur through changes in income

e An exception, Scandinavian countries had a certain degree of success in

adhering to the Gold Standard (their large banks took on central banking
functions)



Motivation and objectives

* How did Uruguay stay on the Gold Standard for 38 years with no central
bank (free banking system)?

* Hypothesis: Banco Comercial and London and River Plate Bank-
consistently broke the “rules of the game”, changing their volume of credit
in the opposite direction as gold reserves

* These two private banks provided stability of money and credit for their
clientele (large merchants involved in international trade) and played the
central bank’s role

* Political economy dimension, especially because the period until the mid-
1890s is deflationary
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Literature: Empirical evidence

e Arthur Bloomfield (1959) presented evidence for 11 countries during
Gold Standard showing that central bank domestic (credit) and
international assets (gold) moved in opposite directions in 60% of
years in 1880-1893

e Using VARs, Bazot et al. (2022) show for a sample of 20 countries
with central banks consistently cushioned their domestic money from
international shocks

* For the US with no central bank and highly regulated banking system,
money supply was less shielded from international shocks (Bazot et
al., 2022)



Metallic reserves and credit co-movement

Uruguayan banks, 1885-1913

Years for which

Percentage of years for
which gold and credit

Bank data is available _ _
(number of year-to-year move In opposite
changes) directions
Banco Comercial 1885-1913 (28) 61%
London and River Plate Bank 1885-1913 (28) 61%
Banco ltaliano 1887-1913 (25) 31%
English Bank of the River Plate 1886-1890 (4) 50%
Bank of Spain and the River Plate 1888-1892, 1898-1903 (10) 33%
Banco Nacional 1887-1891 (4) 50%
BROU 1896-1913 (17) 41%

Banco Popular

1904-1913 (9)

22%
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New dataset (hand collected)

* New dataset for peripheral countries
* Data frequency: Monthly
e Sample period: Nov 1876 — Dec 1913
* Uruguayan discount (market rate)
Bills of exchange discounted at the Bolsa de Comercio

e Exchange rate (based on the price of 3-month bills of exchange) but
converted to spot rate

* Source: Boletin de la Bolsa de Comercio de Montevideo and
Uruguayan financial press (E/ Siglo, La Democracia, La Idea, La Nacion,
El Bién Publico, El Hilo Eléctrico, etc)



New dataset (hand collected
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Uruguay discount rate

------- BOE discount rate
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Pass-through rates for Uruguay (VARS)

. Pass-through | Number of banks
Period Dates rate in operation
Entire Gold Standard period 1877m01-1913m12 30.1% 2to 19
Oligopoly 1877m01-1887m08 19.7% 2to4
New banks, boom and 1890 crisis 1887m09-1896m09 34.2% 6to 10
Competitive, multiple currency issuers 1896m10-1907m17 46.8% 11to 15
Competitive, sole currency issuers 1907m08-1913m12 41.0% 16 to 19

Pass-through rates for other gold standard countries (Bazot et

al., 2022)
Country type Pass-through rate

All 20%
Gold Standard Core: France, Germany, the Netherlands, Belgium 249,
countries with central and Austria 0
banks Periphery: Denmark, Italy, Sweden, Norway, o
. . . 17%

Finland, Romania, Russia and Japan

Gold Standard t

0 andard country USA 499

with no central bank




Was Uruguay integrated into world markets?

Correlation coefficients for monthly wheat prices in several cities

January 1879 — December 1913

January 1879 — August 1887

London Paris Berlin Budapest Oslo London Paris Berlin Budapest Oslo
London 1.00 1.00
Paris 0.77 1.00 0.84 1.00
Berlin 0.66 0.74 1.00 0.90 0.93 1.00
Budapest 0.61 0.59 0.84 1.00 0.89 0.88 0.95 1.00
Oslo 0.59 0.64 0.71 0.64 1.00 0.72 0.71  0.72 0.71 1.00
Montevideo | 0.68 0.66 0.62 0.44 0.44 0.80 0.78 0.79 0.77 0.62




Conclusions

* Two banks —the Banco Comercial and the Uruguayan branch of the
London and River Plate Bank- managed credit countercyclically with
respect to reserves

* The pass-through depended on the degree of competition in the
banking sector

* During the period when the Comercial and LRP had greatest market
power, the domestic interest rate was insulated from external shocks
to a high degree, similar to what occurred in countries with central
banks



Uruguayan spot rate
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Can Uruguay’s low pass-through rate be
explained as credit rationing by Banks?

Impulse response of import tariff receipts
Monthly import tariff recipts, 1880m1 to to a shock in the BoE rate, 1880m1 to
1913m12 1913m12

Response of LOG(IMP_TAR) to BOE_RATE Innovation

95% confidence interval using Kilian’s unbiased bootstrap method



