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-XVIII. The Great Depression and the Periphery-
[NOT YET DRAFTED]

Argentina had relied disproportionately on foreign capital to finance domestic investment. According to Eichengreen, by the late 1920s foreign debt service absorbed 31 percent of gross exports.

Argentina was battered by the collapse of foreign lending and by the slump in agricultural commodity prices. High short-term interest rates in New York pulled capital out of Buenos Aires.

When Argentina’s balance of payments weakened after mid-1928, gold exports were sterilized: the fall in the stock of gold was not allowed to affect the domestic note circulation.

Quoting from Eichengreen: “Once international conditions deteriorated, the predictable consequence of this policy of sterilization was a steady decline in reserves. Continuing the policy would have eventually led to a convertibility crisis. The remarkable feature of Argentine policy is that the gold standard was suspended before the crisis occurred. In December 1929… gold could no longer be freely obtained in exchange for domestic currency.”

If the budget [balance] battle was lost, it was better to suspend convertibility before reserves were depleted.

From an Argentina perspective, the decision to leave the gold standard was not without precedent. The nation’s dependence on foreign lending had always rendered difficult the maintenance of gold convertibility. Suspending convertibility was the traditional response to capital-market disturbances. Inconvertibility may have been associated with inflation, but not to the same extent as in Europe.

Brazil: The fifty percent fall in the price of coffee starting in 1929… weakening the balance of trade… caused a very serious deterioration in the federal budget.

Although Brazil continued to service its debt, sacrificing reserves, the tightening of informal capital controls by Britain and the impact on investor confidence of the October 1930 revolution eliminated remaining opportunities for foreign borrowing. The Brazilian authorities shipped gold in a futile effort to limit the depreciation of the milreis. By the end of 1930, the gold reserve was spent… exchange reserves were all but exhausted…. No alternative remained to currency depreciation and, subsequently, default.

