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History of the Central Bank of Argentina

Until 1881, the Argentine financial system was marked by the coexistence of several currencies issued by different banks in Argentina or abroad. A
national gold-pegged currency was created in 1881. However, convertibility did not last long since what is known as “stop-gap currencies” (other than the
national currency) continued to circulate. It was only in the early 20th century—in the aftermath of several crises mostly associated with external
indebtedness—that Argentina could come back to the gold standard and build a tight link between the balance of payments and the amount of circulating
money (suspended between 1914 and 1927, and eventually abandoned in December 1929).

This, coupled with the lack of a centralized authority to control currency, caused great instability in the system. The outburst of the 1890-1891 bank crisis
led to the creation of institutions such as the Caja de Conversión and Banco de la Nación, which concentrated the management of instruments among
other duties until 1930, subsequently assigned to the Central Bank.

In spite of these efforts, the serious monetary and financial instability could not be overcome for lack of coordination and fluctuations in the balance of
payments resulting from both unstable capital movements and the country’s commodity-based economy—highly vulnerable to shifts in the world market.

In this scenario, several bills were introduced to Congress from 1900 with a view to creating a body in charge of the arrangement and control of the
country’s monetary and banking system. One of the bills that stood out was the one put forward by President Hipólito Yrigoyen in 1917, which included
an active monetary policy that was ahead of his time.

None of these bills saw the light on account of the mostly conservative composition of Congress.

A decade later, the worldwide financial crisis of 1929 erupted and Argentina’s financial system utterly collapsed. With a fully open economy, Argentina
was seriously affected by its trade partners’ protectionist measures and by a dramatic decrease in capital flows. This was critical to underpin a balance of
payments heavily burdened by foreign companies’ large remittances abroad and government debt service. As a result of the crisis, the authorities were
forced to resort to exchange controls among other measures of state intervention, which in practice meant leaving free trade aside. This context, which
exerted a dramatic impact on the banking system, paved the way for the creation of a Central Bank that would keep control over the monetary and foreign
exchange policies.

The Central Bank of Argentina over the yearsz

The Central Bank of Argentina (BCRA) was created as a mixed private-public institution as a consequence of the monetary and banking reform of 1935.
Among its duties, the BCRA was in charge of issuing notes and coins in its exclusive character of issuer, regulating the amount of lending and money,
accumulating international reserves, controlling the banking system and being the financial agent of the government. The monetary authority was thus
vested with powers to act as “lender of last resort” and to adopt countercyclical policies to mitigate economic fluctuations.

During the period 1935-1943, when Raúl Prebisch held office as general manager within the framework of an exchange control scheme, the Central Bank
pursued countercyclical policies (in the words of Prebisch, the “national monetary policy”), serviced Argentina’s external debt, and even redeemed part of
it with available reserves within the framework of sharp increases in export prices.

However, the implementation of monetary policies continued to be subject to the preferences and interests of foreign—mostly British—investors, who
sought to transfer their profits abroad in the absence of national currency’s devaluation.

The Central Bank became a fully state-run institution in 1946 with the main goal of fostering economic development. It thus sought to reduce the number
of loans being channeled to speculative activities and to redirect resources to finance productive activities.

In 1949, the Central Bank began to operate under the umbrella of the Ministry of Finance, strengthening the policy of channeling lending to production in
activities that were relevant to the country’s development.

Since then until 1976, a period marked by political and economic profound changes and several coups d’état, the Central Bank played a significant role in
regulating interest rates and granting selected loans for import substitution and export promotion with a view to diversifying the production matrix and
leaving behind a model based on exports of agricultural products.

Against the backdrop of these changes, a reform was introduced in 1957 seeking to liberalize the financial system and swerve from deposits
nationalization and credit allocation by the Central Bank. Even though the Central Bank was vested with greater autonomy, its competence was still
dependent on the “fundamental directives of the national government on economic policy”. Also, a cap was placed on the amount the Central Bank could
lend to the government. However, the role of the monetary authority was not entirely removed as to granting loans toward productive activities—through
interest rate control and rediscounts, which enabled to substantially reduce the financial cost of investment projects.
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The Argentine economy experienced a dramatic change of course upon the breakdown of its constitutional order by a civil-military coup in 1976. The de
facto authorities believed the import substitution process was over and started to pursue trade and financial liberalization, particularly, in respect of
interest rates and capital inflows and outflows.

Although the Central Bank’s Charter was not amended, it began to perform new duties emerging from the liberalization of interest rates and the massive
entry of new institutions into the banking system under the new Law on Financial Institutions (1977). This change of course meant an early and somewhat
careless introduction of Argentina into the financial globalization process, which ended up with serious crises unfolding in the banking system in 1980,
the balance of payments in 1981 and external debt since 1982.

Democracy was reinstated in 1983, and there was a short period of active monetary policy with some restrictions on speculative capital movements until
1987. Subsequently, the convertibility plan made the liberalization scheme, which had been introduced in 1976, even more profound in 1992.

Under the convertibility scheme, money supply was determined by Argentina’s net flow of foreign exchange, and the Central Bank was charged with the
duty of “preserving the value of currency”, thus having a role similar to that played by the Caja de Conversión in 1899, but with powers to supervise the
banking system in a somehow decentralized manner, through the Superintendence of Financial and Exchange Institutions (SEFyC). The Central Bank’s
Charter was amended in 1992 so that its mission and duties would be in line with the economic policy and, particularly, the peso-US dollar convertibility.

This period was marked by a sharp decrease in the inflation rate compared to previous decades. At the beginning, this scheme made a swift recovery
possible, but it was too rigid to cushion external shocks. Consequently, the 1998 Russian crisis triggered a widespread capital outflow from emerging
markets, and Argentina went into a major recession in a context of a fixed exchange rate under a convertibility scheme. This eventually resulted in the
enactment of the Law on Economic Emergency in 2002, which removed such scheme, adopting a more flexible system in which the Central Bank
regained powers to implement active monetary and foreign exchange policies.

That period witnessed a substantial improvement in the Central Bank’s prudential regulation, which ultimately resulted in increased solvency in financial
institutions operating in Argentina.

A decade later (more specifically, in March 2012), the Central Bank’s Charter was amended and multiple mandates were reinstated: the institution was
once again called to contribute towards economic development and social equality, while continuing to pursue its key objectives of preserving monetary
and financial stability.

The 2012 Charter also reestablished a closer relationship in the decision-making process between the SEFyC, on the one hand, and the Central Bank’s
Board and Governor, on the other, on the grounds that supervision of institutions should be within the scope of central banks, as evidenced by worldwide
experience during the financial crisis that erupted in 2007.
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