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Research question

* How does Union money growth affect the value of greenbacks?
* Do changes in greenback value pass through to Northern prices?
* How did the inflation transmission mechanism work?




Contribution (lit’)

* Mitchell (1903): economic analysis and data
* Williard, Guinnane, and Rosen (1996): wartime turning points

* Smith and Smith (1997): gold premium as expectations of
resumption

* Auerbach and Haupert: failure of money multiplier

* Proposal here: whether money growth affected Northern prices
mainly through greenback valuation



Gold premium

Gold price of $100 paper

Gold Value of $100 in Paper Currency (New York Market, 1862-1865)
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Money supply

Gold Prices vs. Money Supply (1859-1866)
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Which money supply?

Cj262 Cj272 Cj28% | Cj29 | (Cj30 Cj31  Cj32 | Cj33 Cj34 Cj35 Cj36 | Cj37 | Cj38 | Cj39 @ Cj40 Cja1
Deposits (excluding

Stock of money Specie (money in the form of coin) Paper money interbank deposits)
Including Government

Excluding specie specie currency issues Bank notes Adjusted

Excluding Including and Held Held Held deposits

interest- | interest-  interest- Held by by Held by | by Non- From From by At At held by

bearing bearing bearing Total |the state |national the interest- Interest- |state national the state |national the

currency currency  currency |stock Treasury banks banks |public bearing bearing banks banks |public|/banks banks | public
Million Million Million Million Million Million Million Million Million Million Million Million Million Million Million  Million
Row YearMonth dollars dollars dollars dollars dollars dollars dollars dollars dollars dollars dollars dollars dollars dollars dollars dollars

1 1859 Dec 562.1 562.1 562.1 237.0 4.3 83.6 -—- 1491 ---- - 2071 -—- 1816 25384 - 231.4
2 1860 June 554.2 554.2 564.2 235.0 394 8505 —- 1461 ---- - 20453 -—- 180.9 25393 - 227.2
3 1860 Dec 570.6 570.6 570.6 259.23 283 877 --- 168.85 ---- --- 202.0 -~ 180.1 254.0 - 221.7
4 1861 June 567.9 5567.9 5567.9 286.0 204 101.0s - 183.0 ---- - 19273 —- 169.1 27433 - 242.7
51861 Dec 564.6 564.6 564.6 291.03 6.03 102.1 -—- 18285 ---- - 183.8 -—- 1585 296.3 - 260.3
6 1862 June 602.6 602.6 729.4 296.0 18.34 101.0s —-  176.7 149.6 -—-- 20953 —- 2969 34153 - 283.8
7 1862 Dec 727.6 727.6 881.0 283.23 1243 101.2 -—- 16965 248.03 --- 238.7 -—-- 385.0 393.7 - 320.6
8 1863 June 741.9 741.9 972.5 271.0 844 508 —- 2118 411.2 -—-- 163.4 -—-- 4055 39363 - 314.4
9 1863 Dec 778.2 778.2 999.1 24033 1273 2973 —- 19785 44013 - 17113 -—- 4451 393.63 - 311.1
10 1864 June 956.9 1,125.4 1,396.7 213.0 19.3 17.4 3 -—- 17635 471.0 168.5 179.2 31.2 681.7 39353 1194 421.7
11 1864 Nov 1,025.2 1,219.1 1,506.2 206.8 3 2653 11.13 —- 16935 46493 193.93 163.1 3 59.43 685.6 393.5 208.9 3 511.6
12 1865 June 1,032.5 1,268.6 1,445.4 198.5 41.2 596 94 14205 456.6 236.1 1429 1461 6464 237.03 456.4 600.2
13 1865 Nov 9567.9 1,1569.9 1,330.5 188.83 4373 356 1063 13105 44453 202.03 6293 19213 5789 165.0 501.6 3 559.0

14 1866 June 1,013.3 1,175.8 1,314.9 176.0 47.5 336 126 11265 428.1 162.5 20.0 281.5 539.7 200.53 5724 614.2




Non Ms-related events

Daily market value of greenbacks, 1862-1865
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Framework

Prices

Money supply + Greenback e General prices
e Wholesale prices

e Salaries

exogenous events valuation




Goods prices followed, but not one-for-one

260 Currency-market shocks and Northern prices
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Model

AP, = a + fAlog G; + &

AP, = a + [yAlog G,

p1Alog Gy_q

* Pt general/wholesale price index

* Gt gold price of greenbacks

p3Alog Gi_; &



Results

Dependent

variable

General price
index
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Regression

Monthly log changes
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Money supply regression

AlnGt =a1+a-Alth+Et

Semiannual OLS: Cj28 — Gold Premium
B =1.407 (SE = 0.643, p = 0.029), R* = 0.519, N =7
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Conclusions

* Money growth mattered

* Transmission mechanism through asset-market valuation of
money
* Market value of paper money as intermediate margin

* Inflation # gold premium

* Result match alternative explainations (e.g. Auerbach and
Haupert)

Data available: www.miguel.es



Future work

* Baron-Kenny mediation chain:

* Money to gold premium
* Price on gold premium + money (mediation test)
* Price on money online (total effect)

* Regime-switching Markod model
* Exogenous model for changesinv

* Relative prices analysis: data available
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