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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



Money supply



Which money supply?



Non Ms-related events



Framework

Money supply + 
exogenous events

Greenback 
valuation

Prices
• General prices
• Wholesale prices
• Salaries



Goods prices followed, but not one-for-one



Model

• Pt general/wholesale price index
• Gt gold price of greenbacks

Δ𝑃𝑡 = 𝛼 + 𝛽Δ log 𝐺𝑡 + 𝜀𝑡

Δ𝑃𝑡 = 𝛼 + 𝛽0Δ log 𝐺𝑡 + 𝛽1Δ log 𝐺𝑡−1 +𝛽3Δ log 𝐺𝑡−2 𝜀𝑡



Results
Dependent

variable
Model

Delta ln 
G_t

Lag 1 Lag 2
Cum.

0-2
N R^2

General price
index

Contemp.
0.326

(0.049)
0.326

(0.049)
47 0.483

General price
index

DL(0-2)
0.227

(0.044)
0.222

(0.065)
0.065

(0.031)
0.515

(0.040)
45 0.745

Wholesale
price index

Contemp.
0.481

(0.069)
0.481

(0.069)
47 0.479

Wholesale
price index

DL(0-2)
0.348

(0.063)
0.303

(0.092)
0.110

(0.046)
0.762

(0.058)
45 0.721



Regression



Money supply regression
Δ ln 𝐺𝑡 = 𝛼1 + 𝑎 ⋅ Δ ln𝑀𝑡 + 𝜀𝑡



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 changes in v

• Relative prices analysis: data available
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