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FOREWORD

his collection of articles on the business cycle, money,

and exchange rates by Ludwig von Mises appeared

between 1919 and1946. Here we have the evidence that
the master economist foresaw and warned against the break-
down of the German mark, as well as the market crash of 1929
and the depression that followed. He presents his business cycle
theory in its most elaborate form, applies it to the prevailing con-
ditions, and discusses the policies that governments undertake
that make recessions worse. He recommends a path for monetary
reform that would eliminate business cycles as we have known
them, and provide the basis for a sustainable prosperity.

In foreseeing the interwar economic breakdown, Mises was
nearly alone among his contemporaries—which is particularly
interesting because Mises made no claim to possessing clairvoy-
ant powers. To him, economics is a qualitative discipline. But
among those who say that economics must be quantitative with
the goal of accurate prediction, neither the pre-monetarists of the
Fisher School nor the Keynesians foresaw the economic damage
that would result from central bank policies that manipulate the
supply of money and credit. Why is this? Most economists were
looking at the price level and growth rates as indicators of eco-
nomic health. Mises’s theoretical insights led him to look more
deeply, and to elucidate the impact of credit expansion on the
entire structure of the capitalistic production process.

The essays were well known to contemporary German-speak-
ing audiences. They had not come to the attention of English
audiences until 1978, four years after F.A. Hayek had been
awarded the Nobel Prize for, in particular, “his theory of business

xi



xii — The Causes of the Economic Crisis

cycles and his conception of the effects of monetary and credit
policies” In tribute to Hayek’s excellent contributions, the
Austrian theory of the business cycle has long been called a
Hayekian theory. But it might be more justly called the Misesian
theory, for it was Mises who first presented it in his 1912 book
and elaborated it so fully in the essays presented herein.

Although the articles address issues that were debated many
years ago, the analysis presented by Mises are as relevant today as
they were in his time. Mises reached his conclusions regarding
events of the day by means of a coherent theory, as applied to
current events, rather than attempting to derive a theory from
data alone, as many of his contemporaries did. This is what gave
his writings their predictive power then, and it is what makes his
writings fresh and relevant today. A proper economic theory
such as Mises presents here applies in all times and places.

As in the past, most economists today believe that sophisti-
cated mathematical and statistical methods can torture the data
enough to reveal some causal link between events and yield a the-
ory of inflation and the business cycle. But this is a senseless
exercise. It is no more fruitful than a purely descriptive account
and it has no more predictive value than a simple data extrapola-
tion.

These essays have been buried in obscurity for far too long.
Reading the writings of this great master economist might con-
vince some economists and policy makers that there is no
substitute for sound thinking. Economics is far too important a
subject to be left in the hands of trend extrapolators, data tortur-
ers, and monetary central planners who rely on them.

FRANK SHOSTAK

Chief Economist

MAN Financial Australia
March 2006



INTRODUCTION

Every boom must one day come to an end.
— Ludwig von Mises (1928)

The crisis from which we are now suffering is also the out-
come of a credit expansion.
— Ludwig von Mises (1931)

n the 1912 edition The Theory of Money and Credit, Ludwig

von Mises foresaw the revival of inflation at a time when his

contemporaries believed that no great nation would ever
again resort to irredeemable paper money. This book also pre-
sented his monetary theory of the trade cycle, a fundamental
explanation of economic crises. Mises devoted a great part of his
life to attempts to improve and elaborate on his presentation of
what has since become known as the Austrian trade cycle theory.
This volume includes several of those attempts which have not
previously been available in English.

The first, Stabilization of the Monetary Unit—From the
Viewpoint of Theory, was sent to the printers in January 1923, more
than eight months before the German mark crashed. In this contri-
bution, Mises punctured the then popular fallacy that there is not
enough gold available to serve as a sound medium of exchange.

Adapted from the introduction to Ludwig von Mises, On the Manipulation
of Money and Credit, edited by Percy L. Greaves, translated by Bettina Bien
Greaves (Dobbs Ferry, N.Y.: Free Market Books, 1978).

xiii



xiv — The Causes of the Economic Crisis

The second contribution, Monetary Stabilization and Cyclical
Policy, is probably Mises’s longest and most explicit piece on mis-
guided attempts to stabilize the purchasing power of money and
eliminate the undesired consequences of the “trade cycle” He
goes into more detail and explains more of the important points
on which the monetary theory of the trade cycle is based than he
does anywhere else. It appeared in 1928 and must have been
completed early that year. Yet, with his usual exceptional fore-
sight, he foresaw the futile policies that the Federal Reserve
System was to follow from the 1928 fall election in the United
States until the stock market crashed the following fall.

Mises pointed out that if it ever became the task of govern-
ments to influence the value of money by manipulating the
quantity of its monetary units, the result would be a continual
struggle of politically powerful groups for favors at the expense of
others. Such struggles can only produce continual disturbances
with results far less “stable” than the rules of the gold standard.

In the first section of this essay, Mises demonstrates the
inevitable failure of all attempts to attain a money with a “stable”
purchasing power by manipulating the quantity. As he expresses
it,

There is no such thing as “stable” purchasing power, and
never can be. The concept of “stable value” is vague and
indistinct. Strictly speaking, only an economy in the
final state of rest—where all prices remain unchanged—
can have a money with fixed purchasing power.

Mises shows conclusively that purchasing power cannot be
measured. Consequently, there is no scientific basis for establish-
ing a starting point for such an unattainable idea. The very
concept of “stable value” denies flexibility to the myriads of mar-
ket prices which actually reflect the ever-changing subjective
values of all participants.

No one knows the future, but so far as market participants can
foresee the future, the anticipated future purchasing power of
any monetary unit will be reflected in the “price premium” factor
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in market interest rates. If prices are expected to rise continually,
the longer the period of a loan, the higher the interest rate will be.
Before the German mark crashed in 1923, interest rates of 90
percent or more were considered low.

Mises also points out that those who save and lend their sav-
ings to productive efforts play a major role in raising production
and living standards. It would seem that they are entitled to the
free market fruits of their contributions. As just mentioned,
unmanipulated interest rates would reflect market expectations
of changes in the purchasing power of the monetary unit.
However, if the principal of loans could be, and always were,
repaid with sums representing the purchasing power originally
borrowed, the lending savers would be prevented from sharing in
the general progress and resulting lower prices their savings
helped make possible. Then everybody but the lending saver
would benefit from his savings.

This would, of course, reduce the incentive for people to lend
their savings to those who can make a more productive use of
them. With less production, the living standards of all consumers
would fall. So the “stable money” goal, even if it were achievable,
would be a stumbling block to progress. All progress is the result
of free-market incentives which lead enterprisers to attempt to
improve on the “stable” patterns of the past.

Mises also refers to the fact that deflation can never repair the
damage of a priori inflation. In his seminar, he often likened such
a process to an auto driver who had run over a person and then
tried to remedy the situation by backing over the victim in
reverse. Inflation so scrambles the changes in wealth and income
that it becomes impossible to undo the effects. Then too, defla-
tionary manipulations of the quantity of money are just as
destructive of market processes, guided by unhampered market
prices, wage rates and interest rates, as are such inflationary
manipulations of the quantity of money.

The second part of the 1928 piece is a masterpiece in which
Mises shows how the artificial lowering of interest rates intensi-
fies the demand for credit that can only be met by a credit
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expansion. This addition to the quantity of money that can be
spent in the market place must lead to a step-by-step redirection
of the economy by raising certain prices and wage rates before
others are affected, as the recipients of this newly created credit
bid for available supplies of what they want but could not buy
without having obtained the newly created credit.

Mises was then writing at a time when such credit expansion
was primarily in the form of discounting short term (not longer
than 90 days) bills of exchange. Consequently, such loans were
always business loans. The first consequence was always a bid-
ding up of the prices of certain raw materials, capital goods, and
wage rates, for which the borrowers spent their newly acquired
credit. This has led some writers on the subject to believe that all
such loans went into the lengthening of the production period.
Some did, of course, but Mises recognized that the lower interest
rates attracted all producers who could use borrowed funds.
Consequently all the resulting malinvestment does not result in
longer processes. The effects depend on just who the borrowers
are and how they spend their new credit in the market.

Since 1928, banks have extended credit expansion not only to
business but also to consumers, and not only for short term loans
but also for long term loans, so that the specific effects of credit
expansion today are somewhat different than they were in the
1920’s. However, the results are still, as Mises pointed out, a step-
by-step misdirection in the use and production of available goods
and services. As Mises wrote in 1928, as well as in Human Action,
the result is not overinvestment, as some have thought, but malin-
vestment. Investment is always limited by what is available.

Although later and better statistics are now available and the
Harvard “barometers” have been superseded by computer mod-
els, what Mises said then about the Harvard “barometers” also
applies to the statistics gathered and rearranged by the more
sophisticated computer techniques of today. Such research mate-
rials may support Mises’s theory, but they provide little help in
furnishing an answer to the problem of finding the cause of
recessions and depressions so that the cause may be eliminated.
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The answer, as Mises attests, is a return to free market interest
rates which restrain loans to available savings, i.e., the elimination
of credit expansion, a system whereby banks lend more funds than
they have available for lending by the artificial creation of mone-
tary units in the form of bank accounts subject to withdrawal by
checks. Mises saw the answer in free banking, with banks subject
only to the commercial and bankruptcy laws that apply to all other
forms of business.

In 1928, Mises also foresaw the attempts now being made to
remove the brakes on credit expansion by international agree-
ments. He recognized that if all major governments could ever be
persuaded to expand credit at the same rate, it might then
become more difficult for the residents of individual countries to
detect the expansion or to check the expansion by sending their
funds to countries where there was less credit expansion.

While Mises refined his presentation, particularly his scien-
tific terminology, by the time he wrote Human Action, this 1928
contribution establishes him as the unquestioned originator of
the monetary “Austrian” theory of the trade cycle. Others have
since written on the subject. None has substantially added to, or
subtracted from, his presentation.

This basic explanation is very late in appearing in English. It is
to be hoped that it will correct some of the misunderstandings
resulting from the writings of others that have preceded its
English appearance. This great contribution to human knowl-
edge should be read by all those interested in saving our
capitalistic civilization and capable of spreading a better under-
standing of the inherent dangers to our society in the political
manipulation of money and credit.

The third contribution, The Causes of the Economic Crisis, is a
translation of a speech he gave at the depth of the Great
Depression on February 28, 1931, before a group of German indus-
trialists. After a clear but simple presentation of consumer
sovereignty in an unhampered market society, Mises described
how the lowered interest rates produced the then current crisis. He
goes on to explain the duration of the crisis as the result of other
interventionist hamperings of market processes. He shows that
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continued mass unemployment is due to interference with free
market wage rates. He also shows how political interventions
affecting prices, as well as heavy taxes on capital and its yield, had
hindered recovery.

In this speech, five years before the appearance in 1936 of
Keynes’s The General Theory of Employment, Interest and Money,
Mises made a devastating criticism of the basic Keynesian tenet
that has since become so popular. It is the idea that inflation can
bring the higher than free market wage rates extorted by labor
unions into a viable relationship with other costs. Accepting the
idea that it was politically impossible to reduce the higher than
free market union wage rates that had produced mass unemploy-
ment, Keynes proposed to lower the real wages of all workers by
lowering the value of the monetary unit, ie., inflation.
Unfortunately, England’s inflation only lowered the real wages of
the privileged union members temporarily, while disorganizing
the nation’s whole market economy. This, in turn, created a
clamor for more political interventions that sponsors hoped
would correct the undesired results of the inflation.

Mises correctly foresaw that the politically feared labor unions
would, sooner or later, insist on higher money wages. The even-
tual solution, as Mises has maintained, must be a return to free
market wage rates. He was certainly many years a head of his
time. There is still a popular feeling that inflation is a means of
offsetting unemployment, with little recognition that such infla-
tions must inevitably lead to the undesired recessionary
consequences that every responsible person wants to prevent.

The fourth piece is a translation of a 1933 contribution he
made to Arthur Spiethoft’s Festschrift devoted to the status and
prospects of business cycle research. Mises used to say that all a
good economist needed was some sound ideas, writing materials,
an armchair, and a waste basket. He, of course, recommended
wide reading but he insisted that it was the ideas that were
important and that without ideas all statistics were meaningless.

In this piece Mises comments on the clamor for cheap credit.
Throughout history there have been governments that have
sponsored high prices and governments that have sponsored low
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prices, but all governments have been advocates of low interest
rates. Politicians never seem to learn that the best way to attain
low interest rates is to stop inflating the quantity of money and
remove all obstacles to the greater accumulation of capital. Mises
also explodes the naive inflationist theory that prosperity
requires ever-rising prices.

The final piece is not a translation. It was prepared in early
1946 for an American business association for which Mises served
as a consultant. He discusses his cycle theory in the American
milieu and points out that low interest rates actually hurt the
American masses who, as savings bank depositors, life insurance
policy holders and beneficiaries of pension funds, are the credi-
tors of large corporations and governmental bodies which are
today the major borrowers of savings. He also gives a clear expla-
nation of the important difference between “commodity credit”
and “circulation credit” It is the latter which is so disastrous in dis-
organizing free market guidelines. Our real problem is not a
shortage of money, but a shortage of the factors of production
needed to produce more of the things that consumers want.

While Mises’s most valuable contributions were not always
easy reading, he did not lapse into abstruse or convoluted esoter-
ics. He wrote what he had to say simply and directly, perhaps on
some occasions too simply and too concisely for many readers to
grasp the full implications which he did not always spell out. He
had a dislike for translations. He maintained that each language
group had some ideas, customs, and traditions which were
impossible to translate accurately into the languages of another
language group with different ideas, customs, and traditions. He
would ask, how could such thoroughly American traditions as
college fraternities and football extravaganzas be translated into
the German language, which had no precise terms for expressing
such alien ideas.

My wife, Bettina Bien Greaves, started these translations a few
years after she became a student of Mises. In the years that have
intervened, she has become one of his most careful students. She
prepared a bibliography of his works, catalogued his library,
attended his seminar for eighteen years, and assisted him in
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many ways. In 1971, Mises approved the publication of these
translations when he was assured that they would be edited by
the undersigned, also a long-time and serious student of Mises’s
ideas.

The completion of this project has taken longer than expected.
However, no effort has been spared in the attempt to present
Mises’s ideas in a form we hope he would have approved. We trust
this volume will lead to a better understanding of Mises’s contribu-
tions to man’s knowledge of money;, credit, and the trade cycle.

PERCY L. GREAVES, JR., EDITOR
July 4, 1977
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STABILIZATION OF THE MONETARY UNIT—
FROM THE VIEWPOINT OF THEORY (1923)

ttempts to stabilize the value of the monetary unit

strongly influence the monetary policy of almost every

nation today. They must not be confused with earlier
endeavors to create a monetary unit whose exchange value would
not be affected by changes from the money side.! In those olden,
and happier times, the concern was with how to bring the quan-
tity of money into balance with the demand, without changing
the purchasing power of the monetary unit. Thus, attempts were
made to develop a monetary system under which no changes
would emerge from the side of money to alter the ratios between
the generally used medium of exchange (money) and other eco-
nomic goods. The economic consequences of the widely
deplored changes in the value of money were to be completely
avoided.

Die geldtheoretische Seite des Stabilisierungsproblems (Schriften des Vereins
fiir Sozialpolitik 164, part 2 [Munich and Leipzig: Duncker and Humblot,
1923]). The original manuscript for this essay was completed and submit-
ted by the author to the printer in January 1923, more than eight months
before the final breakdown of the German mark.

1[Following the terminology of Carl Menger, Mises wrote here of changes
in the “internal objective exchange value” of the monetary unit. However,
in this translation, the more familiar English term, later adopted by Mises,
will be used—i.e, changes in the value of the monetary unit arising on the
money side or, simply, “cash-induced changes” Menger’s term for changes
in the monetary unit’s “external exchange value” will be rendered as
“changes from the goods side” or “goods-induced changes” See below p. 76,
note 17. Also Mises’s Human Action (1949; 1963 [Chicago: Contemporary
Books, 1966], p. 419; Scholar’s Edition [Auburn, Ala.: Ludwig von Mises
Institute, 1998], p. 416).—Ed.]
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There is no point nowadays in discussing why this goal could
not then, and in fact cannot, be attained. Today we are motivated
by other concerns. We should be happy just to return again to the
monetary situation we once enjoyed. If only we had the gold stan-
dard back again, its shortcomings would no longer disturb us; we
would just have to make the best of the fact that even the value of
gold undergoes certain fluctuations.

Today’s monetary problem is a very different one. During and
after the war [World War I, 1914-1918], many countries put into
circulation vast quantities of credit money, which were endowed
with legal tender quality. In the course of events described by
Gresham’s Law, gold disappeared from monetary circulation in
these countries. These countries now have paper money, the pur-
chasing power of which is subject to sudden changes. The
monetary economy is so highly developed today that the disadvan-
tages of such a monetary system, with sudden changes brought
about by the creation of vast quantities of credit money, cannot be
tolerated for long. Thus the clamor to eliminate the deficiencies in
the field of money has become universal. People have become con-
vinced that the restoration of domestic peace within nations and
the revival of international economic relations are impossible with-
out a sound monetary system.

THE OUTCOME OF INFLATION?

1. MONETARY DEPRECIATION

If the practice persists of covering government deficits with
the issue of notes, then the day will come without fail, sooner or
later, when the monetary systems of those nations pursuing this
course will break down completely. The purchasing power of the

2[Mises uses the term “inflation” in its historical and scientific sense as an
increase in the quantity of money.—Ed.]
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monetary unit will decline more and more, until finally it disap-
pears completely. To be sure, one could conceive of the possibility
that the process of monetary depreciation could go on forever.
The purchasing power of the monetary unit could become
increasingly smaller without ever disappearing entirely. Prices
would then rise more and more. It would still continue to be pos-
sible to exchange notes for commodities. Finally, the situation
would reach such a state that people would be operating with bil-
lions and trillions and then even higher sums for small
transactions. The monetary system would still continue to func-
tion. However, this prospect scarcely resembles reality.

In the long run, trade is not helped by a monetary unit which
continually deteriorates in value. Such a monetary unit cannot be
used as a “standard of deferred payments’3 Another intermediary
must be found for all transactions in which money and goods or
services are not exchanged simultaneously. Nor is a monetary unit
which continually depreciates in value serviceable for cash transac-
tions either. Everyone becomes anxious to keep his cash holding, on
which he continually suffers losses, as low as possible. All incoming
money will be quickly spent. When purchases are made merely to
get rid of money, which is shrinking in value, by exchanging it for
goods of more enduring worth, higher prices will be paid than are
otherwise indicated by other current market relationships.

In recent months, the German Reich has provided a rough
picture of what must happen, once the people come to believe
that the course of monetary depreciation is not going to be
halted. If people are buying unnecessary commodities, or at least
commodities not needed at the moment, because they do not
want to hold on to their paper notes, then the process which
forces the notes out of use as a generally acceptable medium of
exchange has already begun. This is the beginning of the “demon-
etization” of the notes. The panicky quality inherent in the
operation must speed up the process. It may be possible to calm

3[Here in the German text Mises used, without special comment, the
English term “standard of deferred payments”” For his reasons, see below, p.
58, note 3.—Ed.]
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the excited masses once, twice, perhaps even three or four times.
However, matters must finally come to an end. Then there is no
going back. Once the depreciation makes such rapid strides that
sellers are fearful of suffering heavy losses, even if they buy again
with the greatest possible speed, there is no longer any chance of
rescuing the currency.

In every country in which inflation has proceeded at a rapid
pace, it has been discovered that the depreciation of the money
has eventually proceeded faster than the increase in its quantity.
If “m” represents the actual number of monetary units on hand
before the inflation began in a country, “P” represents the value
then of the monetary unit in gold, “M” the actual number of
monetary units which existed at a particular point in time during
the inflation, and “p” the gold value of the monetary unit at that
particular moment, then (as has been borne out many times by

simple statistical studies):
mP > Mp.

On the basis of this formula, some have tried to conclude that
the devaluation had proceeded too rapidly and that the actual
rate of exchange was not justified. From this, others have con-
cluded that the monetary depreciation is not caused by the
increase in the quantity of money, and that obviously the
Quantity Theory could not be correct. Still others, accepting the
primitive version of the Quantity Theory, have argued that a fur-
ther increase in the quantity of money was permissible, even
necessary. The increase in the quantity of money should con-
tinue, they maintain, until the total gold value of the quantity of
money in the country was once more raised to the height at
which it was before the inflation began. Thus:

Mp = mP.
The error in all this is not difficult to recognize. For the
moment, let us disregard the fact—which will be analyzed more

fully below—that at the start of the inflation the rate of exchange
on the Bourse,* as well as the agio [premium] against metals,

4Bourse (French). A continental European stock exchange, on which
trades are also made in commodities and foreign exchange.
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races ahead of the purchasing power of the monetary unit
expressed in commodity prices. Thus, it is not the gold value of
the monetary units, but their temporarily higher purchasing
power vis-a-vis commodities which should be considered. Such a
calculation, with “P” and “p” referring to the monetary unit’s pur-
chasing power in commodities rather than to its value in gold,
would also lead, as a rule, to this result:

mP > Mp.

However, as the monetary depreciation progresses, it is evident
that the demand for money, that is for the monetary units already
in existence, begins to decline. If the loss a person suffers becomes
greater the longer he holds on to money, he will try to keep his
cash holding as low as possible. The desire of every individual for
cash no longer remains as strong as it was before the start of the
inflation, even if his situation may not have otherwise changed. As
a result, the demand for money throughout the entire economy,
which can be nothing more than the sum of the demands for
money on the part of all individuals in the economy, goes down.

To the extent to which trade gradually shifts to using foreign
money and actual gold instead of domestic notes, individuals no
longer invest in domestic notes but begin to put a part of their
reserves in foreign money and gold. In examining the situation in
Germany, it is of particular interest to note that the area in which
Reichsmarks circulate is smaller today than in 1914,> and that now,
because they have become poorer, the Germans have substantially
less use for money. These circumstances, which reduce the demand
for money, would exert much more influence if they were not coun-
teracted by two factors which increase the demand for money:

(1) The demand from abroad for paper marks, which contin-
ues to some extent today, among speculators in foreign
exchange (Valuta); and

5The Treaty of Versailles at the end of World War I (1914—1918) reduced
German controlled territory considerably, restored Alsace-Lorraine to
France, ceded large parts of West Prussia and Posen to Poland, ceded small
areas to Belgium and stripped Germany of her former colonies in Africa
and Asia.
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(2) The fact that the impairment of [credit] techniques for
making payments, due to the general economic deteriora-
tion, may have increased the demand for money [cash
holdings] above what it would have otherwise been.

2. UNDESIRED CONSEQUENCES

If the future prospects for a money are considered poor, its
value in speculations, which anticipate its future purchasing
power, will be lower than the actual demand and supply situation
at the moment would indicate. Prices will be asked and paid
which more nearly correspond to anticipated future conditions
than to the present demand for, and quantity of, money in circu-
lation.

The frenzied purchases of customers who push and shove in the
shops to get something, anything, race on ahead of this develop-
ment; and so does the course of the panic on the Bourse where
stock prices, which do not represent claims in fixed sums of
money, and foreign exchange quotations are forced fitfully upward.
The monetary units available at the moment are not sufficient to
pay the prices which correspond to the anticipated future demand
for, and quantity of, monetary units. So trade suffers from a short-
age of notes. There are not enough monetary units [or notes] on
hand to complete the business transactions agreed upon. The
processes of the market, which bring total demand and supply into
balance by shifting exchange ratios [prices], no longer function so
as to bring about the exchange ratios which actually exist at the
time between the available monetary units and other economic
goods. This phenomenon could be clearly seen in Austria in the
late fall of 1921.6 The settling of business transactions suffered seri-
ously from the shortage of notes.

6[The post World War I inflation in Austria is not as well known as the
German inflation of 1923. The Austrian crown depreciated disastrously at
that time, although not to the same extent as the German mark. The leader
of the Christian-Social Party and Chancellor of Austria (1922-1924 and
1926-1929), Dr. Ignaz Seipel (1876-1932), acting on the advice of
Professor Mises and some of his associates, succeeded in stopping the
Austrian inflation in 1922.—Ed.]
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Once conditions reach this stage, there is no possible way to
avoid the undesired consequences. If the issue of notes is further
increased, as many recommend, then things would only be made
still worse. Since the panic would keep on developing, the dispro-
portionality between the depreciation of the monetary unit and
the quantity in circulation would become still more exaggerated.
The shortage of notes for the completion of transactions is a phe-
nomenon of advanced inflation. It is the other side of the frenzied
purchases and prices; it is the other side of the “crack-up boom?”

3. EFFECT ON INTEREST RATES

Obviously, this shortage of monetary units should not be con-
fused with what the businessman usually understands by a
scarcity of money, accompanied by an increase in the interest
rate for short term investments. An inflation, whose end is not in
sight, brings that about also. The old fallacy—long since refuted
by David Hume and Adam Smith—to the effect that a scarcity of
money, as defined in the businessman’s terminology, may be alle-
viated by increasing the quantity of money in circulation, is still
shared by many people. Thus, one continues to hear astonish-
ment expressed at the fact that a scarcity of money prevails in
spite of the uninterrupted increase in the number of notes in cir-
culation. However, the interest rate is then rising, not in spite of,
but precisely on account of, the inflation.

If a halt to the inflation is not anticipated, the money lender
must take into consideration the fact that, when the borrower
ultimately repays the sum of money borrowed, it will then repre-
sent less purchasing power than originally lent out. If the money
lender had not granted credit but instead had used his money
himself to buy commodities, stocks, or foreign exchange, he
would have fared better. In that case, he would have either
avoided loss altogether or suffered a lower loss. If he lends his
money, it is the borrower who comes out well. If the borrower
buys commodities with the borrowed money and sells them later,
he has a surplus after repaying the borrowed sum. The credit
transaction yields him a profit, a real profit, not an illusory, infla-
tionary profit. Thus, it is easy to understand that, as long as the
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continuation of monetary depreciation is expected, the money
lender demands, and the borrower is ready to pay, higher interest
rates. Where trade or legal practices are antagonistic to an
increase in the interest rate, the making of credit transactions is
severely hampered. This explains the decline in savings among
those groups of people for whom capital accumulation is possible
only in the form of money deposits at banking institutions or
through the purchase of securities at fixed interest rates.

4. THE RUN FROM MONEY

The divorce of a money, which is proving increasingly useless,
from trade begins when it starts coming out of hoarding. If peo-
ple want marketable goods available to meet unanticipated future
needs, they start to accumulate other moneys—for instance,
metallic (gold and silver) moneys, foreign notes, and occasionally
also domestic notes which are valued more highly because their
quantity cannot be increased by the government, such as the
Romanov ruble of Russia or the “blue” money of Communist
Hungary.” Then too, for the same purpose, people begin to
acquire metal bars, precious stones and pearls, even pictures,
other art objects and postage stamps. An additional step in dis-
placing a no-longer-useful money is the shift to making credit
transactions in foreign currencies or metallic commodity money
which, for all practical purposes, means only gold. Finally, if the
use of domestic money comes to a halt even in commodity trans-
actions, wages too must be paid in some other way than with
pieces of paper with which transactions are no longer being made.

Only the hopelessly confirmed statist can cherish the hope
that a money, continually declining in value, may be maintained
in use as money over the long run. That the German mark is still
used as money today [January 1923] is due simply to the fact that
the belief generally prevails that its progressive depreciation will

“Moneys issued by no longer existing governments. The Romanovs were
thrown out of power in Russia by the Communist Revolution in 1917;
Hungary’s post World War I Communist government lasted only from
March 21, to August 1, 1919.
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soon stop, or perhaps even that its value per unit will once more
improve. The moment that this opinion is recognized as unten-
able, the process of ousting paper notes from their position as
money will begin. If the process can still be delayed somewhat, it
can only denote another sudden shift of opinion as to the state of
the mark’s future value. The phenomena described as frenzied
purchases have given us some advance warning as to how the
process will begin. It may be that we shall see it run its full course.

Obviously the notes cannot be forced out of their position as
the legal media of exchange, except by an act of law. Even if they
become completely worthless, even if nothing at all could be pur-
chased for a billion marks, obligations payable in marks could
still be legally satisfied by the delivery of mark notes. This means
simply that creditors, to whom marks are owed, are precisely
those who will be hurt most by the collapse of the paper standard.
As a result, it will become impossible to save the purchasing
power of the mark from destruction.

5. EFFECT OF SPECULATION

Speculators actually provide the strongest support for the
position of the notes as money. Yet, the current statist explana-
tion maintains exactly the opposite. According to this doctrine,
the unfavorable configuration of the quotation for German
money since 1914 is attributed primarily, or at least in large part,
to the destructive effect of speculation in anticipation of its
decline in value. In fact, conditions were such that during the war,
and later, considerable quantities of marks were absorbed abroad
precisely because a future rally of the mark’s exchange rate was
expected. If these sums had not been attracted abroad, they
would necessarily have led to an even steeper rise in prices on the
domestic market. It is apparent everywhere, or at least it was
until recently, that even residents within the country anticipated
a further reduction of prices. One hears again and again, or used
to hear, that everything is so expensive now that all purchases,
except those which cannot possibly be postponed, should be put
off until later. Then again, on the other hand, it is said that the
state of prices at the moment is especially favorable for selling.
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However, it cannot be disputed that this point of view is already
on the verge of undergoing an abrupt change.

Placing obstacles in the way of foreign exchange speculation,
and making transactions in foreign exchange futures especially
difficult, was detrimental to the formation of the exchange rate for
notes. Still, not even speculative activity can help at the time when
the opinion becomes general that no hope remains for stopping
the progressive depreciation of the money. Then, even the opti-
mists will retreat from German marks and Austrian crowns, part
company with those who anticipate a rise and join with those who
expect a decline. Once only one view prevails on the market, there
can be no more exchanges based on differences of opinion.

6. FINAL PHASES

The process of driving notes out of service as money can take
place either relatively slowly or abruptly in a panic, perhaps in
days or even hours. If the change takes place slowly that means
trade is shifting, step-by-step, to the general use of another
medium of exchange in place of the notes. This practice of mak-
ing and settling domestic transactions in foreign money or in gold,
which has already reached substantial proportions in many
branches of business, is being increasingly adopted. As a result, to
the extent that individuals shift more and more of their cash hold-
ings from German marks to foreign money, still more foreign
exchange enters the country. As a result of the growing demand
for foreign money, various kinds of foreign exchange, equivalent
to a part of the value of the goods shipped abroad, are imported
instead of commodities. Gradually, there is accumulated within
the country a supply of foreign moneys. This substantially softens
the effects of the final breakdown of the domestic paper standard.
Then, if foreign exchange is demanded even in small transactions,
if, as a result, even wages must be paid in foreign exchange, at first
in part and then in full, if finally even the government recognizes
that it must do the same when levying taxes and paying its offi-
cials, then the sums of foreign money needed for these purposes
are, for the most part, already available within the country. The
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situation, which emerges then from the collapse of the govern-
ment’s currency, does not necessitate barter, the cumbersome
direct exchange of commodities against commodities. Foreign
money from various sources then performs the service of money,
even if somewhat unsatisfactorily.

Not only do incontrovertible theoretical considerations lead
to this hypothesis. So does the experience of history with cur-
rency breakdowns. With reference to the collapse of the
“Continental Currency” in the rebellious American colonies
(1781), Horace White says: “As soon as paper was dead, hard
money sprang to life, and was abundant for all purposes. Much
had been hoarded and much more had been brought in by the
French and English armies and navies. It was so plentiful that for-
eign exchange fell to a discount””8

In 1796, the value of French territorial mandats fell to zero.
Louis Adolphe Thiers commented on the situation as follows:

Nobody traded except for metallic money. The specie, which
people had believed hoarded or exported abroad, found its
way back into circulation. That which had been hidden
appeared. That which had left France returned. The southern
provinces were full of piasters, which came from Spain, drawn
across the border by the need for them. Gold and silver, like
all commodities, go wherever demand calls them. An
increased demand raises what is offered for them to the point
that attracts a sufficient quantity to satisfy the need. People
were still being swindled by being paid in mandats, because
the laws, giving legal tender value to paper money, permitted
people to use it for the satisfaction of written obligations. But
few dared to do this and all new agreements were made in
metallic money. In all markets, one saw only gold or silver.
The workers were also paid in this manner. One would have
said there was no longer any paper in France. The mandats
were then found only in the hands of speculators, who

8Horace White, Money and Banking: Illustrated by American History
(Boston, 1895), p. 142. [NOTE: We could not locate a copy of the 1895 edi-
tion to verify this quotation. However, it appears, without the last sentence,
in the 5th (1911) edition, p. 99.—Ed.]
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received them from the government and resold them to the
buyers of national lands. In this way, the financial crisis,
although still existing for the state, had almost ended for pri-
vate persons.?

7. GREATER IMPORTANCE OF MONEY
TO A MODERN ECONOMY

Of course, one must be careful not to draw a parallel between
the effects of the catastrophe, toward which our money is racing
headlong on a collision course, with the consequences of the two
events described above. In 1781, the United States was a predom-
inantly agricultural country. In 1796, France was also at a much
lower stage in the economic development of the division of labor
and use of money and, thus, in cash and credit transactions. In an
industrial country, such as Germany, the consequences of a mon-
etary collapse must be entirely different from those in lands
where a large part of the population remains submerged in prim-
itive economic conditions.

9Louis Adolphe Thiers, Histoire de la Revolution Francaise, 7th ed., vol.
V (Brussels, 1838), p. 171. The interpretation placed on these events by the
“School” of G.F. Knapp is especially fantastic. See H. Illig’s Das Geldwesen
Frankreichs zur Zeit der ersten Revolution bis zum Ende der
Papiergeldwdhrung [The French monetary system at the time of the first
revolution to the end of the paper currency] (Strassburg, 1914), p. 56. After
mentioning attempts by the state to “manipulate the exchange rate of sil-
ver, he points out: “Attempts to reintroduce the desired cash situation
began to succeed in 1796 Thus, even the collapse of the paper money
standard was a “success” for the State Theory of Money. [NOTE: The “State
Theory of Money” has been the basis of the monetary policies of most gov-
ernments in this century. Mises frequently credited the book of Georg
Friedrich Knapp (3rd German edition, 1921; English translation by H.M.
Lucas and J. Bonar, State Theory of Money, London, 1924) for having pop-
ularized it among German-speaking peoples. Knapp held that money was
whatever the government decreed to be money—individuals acting and
trading on the market had nothing to do with it. See Mises’s The Theory of
Money and Credit (New Haven, Conn.: Yale University Press, 1953), pp.
463-69; and (Indianapolis, Ind.: LibertyClassics, 1980), pp. 506—12.—Ed.]
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Things will necessarily be much worse if the breakdown of the
paper money does not take place step-by-step, but comes, as now
seems likely, all of a sudden in panic. The supplies within the
country of gold and silver money and of foreign notes are
insignificant. The practice, pursued so eagerly during the war, of
concentrating domestic stocks of gold in the central banks and
the restrictions, for many years placed on trade in foreign mon-
eys, have operated so that the total supplies of hoarded good
money have long been insufficient to permit a smooth develop-
ment of monetary circulation during the early days and weeks
after the collapse of the paper note standard. Some time must
elapse before the amount of foreign money needed in domestic
trade is obtained by the sale of stocks and commodities, by rais-
ing credit, and by withdrawing balances from abroad. In the
meantime, people will have to make out with various kinds of
emergency money tokens.

Precisely at the moment when all savers and pensioners are
most severely affected by the complete depreciation of the notes,
and when the government’s entire financial and economic policy
must undergo a radical transformation, as a result of being denied
access to the printing press, technical difficulties will emerge in
conducting trade and making payments. It will become immedi-
ately obvious that these difficulties must seriously aggravate the
unrest of the people. Still, there is no point in describing the spe-
cific details of such a catastrophe. They should only be referred to
in order to show that inflation is not a policy that can be carried on
forever. The printing presses must be shut down in time, because
a dreadful catastrophe awaits if their operations go on to the end.
No one can say how far we still are from such a finish.

It is immaterial whether the continuation of inflation is con-
sidered desirable or merely not harmful. It is immaterial whether
inflation is looked on as an evil, although perhaps a lesser evil in
view of other possibilities. Inflation can be pursued only so long
as the public still does not believe it will continue. Once the peo-
ple generally realize that the inflation will be continued on and on
and that the value of the monetary unit will decline more and
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more, then the fate of the money is sealed. Only the belief, that
the inflation will come to a stop, maintains the value of the notes.

II.

THE EMANCIPATION OF
MONETARY VALUE FROM THE
INFLUENCE OF GOVERNMENT

1. STOP PRESSES AND CREDIT EXPANSION

The first condition of any monetary reform is to halt the print-
ing presses. Germany must refrain from financing government
deficits by issuing notes, directly or indirectly. The Reichsbank
[Germany’s central bank from 1875 until shortly after World War
II] must not further expand its notes in circulation. Reichsbank
deposits should be opened and increased, only upon the transfer
of already existing Reichsbank accounts, or in exchange for pay-
ment in notes, or other domestic or foreign money. The
Reichsbank should grant credits only to the extent that funds are
available—from its own reserves and from other resources put at
its disposal by creditors. It should not create credit to increase
the amount of its notes, not covered by gold or foreign money, or
to raise the sum of its outstanding liabilities. Should it release any
gold or foreign money from its reserves, then it must reduce to
that same extent the circulation of its notes or the use of its obli-
gations in transfers.10

Absolutely no evasions of these conditions should be
tolerated. However, it might be possible to permit a limited increase
—for two or three weeks at a time—only to facilitate clearings at the

10Foreign currencies and similar legal claims could possibly be classed as
foreign money. However, foreign money here obviously means only the
money of countries with at least fairly sound monetary conditions.
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end of quarters, especially at the close of September and December.
This additional circulation credit introduced into the economy,
above the otherwise strictly-adhered to limits, should be statisti-
cally moderate and generally precisely prescribed by law.11

There can be no doubt but what this would bring the contin-
uing depreciation of the monetary unit to an immediate and
effective halt. An increase in the purchasing power of the
German monetary unit would even appear then—to the extent
that the previous purchasing power of the German monetary
unit, relative to that of commodities and foreign exchange,
already reflected the view that the inflation would continue. This
increase in purchasing power would rise to the point which cor-
responded to the actual situation.

2. RELATIONSHIP OF MONETARY UNIT TO
WORLD MONEY—GOLD

However, stopping the inflation by no means signifies stabi-
lization of the value of the German monetary unit in terms of
foreign money. Once strict limits are placed on any further infla-
tion, the quantity of German money will no longer be changing.
Still, with changes in the demand for money, changes will also be
taking place in the exchange ratios between German and foreign
moneys. The German economy will no longer have to endure the
disadvantages that come from inflation and continual monetary
depreciation; but it will still have to face the consequences of the
fact that foreign exchange rates remain subject to continual, even
if not severe, fluctuations.

H[Mises later developed his position on these matters more fully. He
withdrew his endorsement of even such a carefully prescribed legal exemp-
tion as this to his general thesis that money and banking should be free of
legislative interference. Even clearing arrangements among the banks
should be left to the vicissitudes of the market. See his plea for free bank-
ing in Monetary Stabilization and Cyclical Policy (1928) in this volume
especially pp. 124-25 below. Also in Human Action, chapter XVII, section
12 on “Indirect Exchange” and the essay on “Monetary Reconstruction”
written for publication as the Epilogue to the 1953 (and later) editions of
The Theory of Money and Credit.—Ed.]
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If, with the suspension of printing press operations, the mone-
tary policy reforms are declared at an end, then obviously the
value of the German monetary unit in relation to the world
money, gold, would rise, slowly but steadily. For the supply of gold,
used as money, grows steadily due to the output of mines while
the quantity of the German money [not backed by gold or foreign
money] would be limited once and for all. Thus, it should be con-
sidered quite likely that the repercussions of changes in the
relationship between the quantity of, and demand for, money in
Germany and in gold standard countries would cause the German
monetary unit to rise on the foreign exchange market. An illustra-
tion of this is furnished by the developments of the Austrian
money on the foreign exchange market in the years 1888-1891.

To stabilize the relative value of the monetary unit beyond a
nation’s borders, it is not enough simply to free the formation of
monetary value from the influence of government. An effort
should also be made to establish a connection between the world
money and the German monetary unit, firmly binding the value
of the Reichsmark to the value of gold.

It should be emphasized again and again that stabilization of
the gold value of a monetary unit can only be attained if the print-
ing presses are silenced. Every attempt to accomplish this by other
means is futile. It is useless to interfere on the foreign exchange
market. If the German government acquires dollars, perhaps
through a loan, and sells the loan for paper marks, it is exerting
pressure, in the process, on the dollar exchange rate. However, if
the printing presses continue to run, the monetary depreciation
will only be slowed down, not brought to a standstill as a result.
Once the impetus of the intervention is exhausted, then the
depreciation resumes again, even more rapidly. However, if the
increase in notes has actually stopped, no intervention is needed
to stabilize the mark in terms of gold.

3. TREND OF DEPRECIATION

In this connection, it is pointed out that the increase in notes
and the depreciation of the monetary unit do not exactly coincide
chronologically. The value of the monetary unit often remains
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almost stable for weeks and even months, while the supply of
notes increases continually. Then again, commodity prices and
foreign exchange quotations climb sharply upward, in spite of the
fact that the current increase in notes is not proceeding any faster
or may even be slowing down. The explanation for this lies in the
processes of market operations. The tendency to exaggerate
every change is inherent in speculation. Should the conduct inau-
gurated by the few, who rely on their own independent judgment,
be exaggerated and carried too far by those who follow their lead,
then a reaction, or at least a standstill, must take place. So igno-
rance of the principles underlying the formation of monetary
value leads to a reaction on the market.

In the course of speculation in stocks and securities, the spec-
ulator has developed the procedure which is his tool in trade.
What he learned there he now tries to apply in the field of foreign
exchange speculations. His experience has been that stocks
which have dropped sharply on the market usually offer favorable
investment opportunities and so he believes the situation to be
similar with respect to the monetary unit. He looks on the mon-
etary unit as if it were a share of stock in the government. When
the German mark was quoted in Zurich at 10 francs, one banker
said: “Now is the time to buy marks. The German economy is
surely poorer today than before the war so that a lower evaluation
for the mark is justified. Yet the wealth of the German people has
certainly not fallen to a twelfth of their prewar assets. Thus, the
mark must rise in value” And when the Polish mark had fallen to
5 francs in Zurich, another banker said: “To me this low price is
incomprehensible! Poland is a rich country. It has a profitable
agricultural economy, forests, coal, petroleum. So the rate of
exchange should be considerably higher”

Similarly, in the spring of 1919, a leading official of the
Hungarian Soviet Republic!? told me: “Actually, the paper money
issued by the Hungarian Soviet Republic should have the highest
rate of exchange, except for that of Russia. Next to the Russian
government, the Hungarian government, by socializing private

12[n power from March 21, to August 1, 1919, only.
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property throughout Hungary, has become the richest and thus
the most credit-worthy in the world”

These observers do not understand that the valuation of a
monetary unit depends #ot on the wealth of a country, but rather
on the relationship between the quantity of, and demand for,
money. Thus, even the richest country can have a bad currency
and the poorest country a good one. Nevertheless, even though
the theory of these bankers is false, and must eventually lead to
losses for all who use it as a guide for action, it can temporarily
slow down and even put a stop to the decline in the foreign
exchange value of the monetary unit.

III.

THE RETURN TO GOLD

1. EMINENCE OF GOLD

In the years preceding and during the war, the authors who
prepared the way for the present monetary chaos were eager to
sever the connection between the monetary standard and gold.
So, in place of a standard based directly on gold, it was proposed
to develop a standard which would promise no more than a con-
stant exchange ratio in foreign money. These proposals, insofar
as they aimed at transferring control over the formulation of
monetary value to government, need not be discussed any fur-
ther. The reason for using a commodity money is precisely to
prevent political influence from affecting directly the value of the
monetary unit. Gold is not the standard money solely on account
of its brilliance or its physical and chemical characteristics. Gold
is the standard money primarily because an increase or decrease
in the available quantity is independent of the orders issued by
political authorities. The distinctive feature of the gold standard
is that it makes changes in the quantity of money dependent on
the profitability of gold production.
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Instead of the gold standard, a monetary standard based on a
foreign currency could be introduced. The value of the mark
would then be related, not to gold, but to the value of a specific
foreign money, at a definite exchange ratio. The Reichsbank
would be ready at all times to buy or sell marks, in unlimited
quantities at a fixed exchange rate, against the specified foreign
money. If the monetary unit chosen as the basis for such a system
is not on a sound gold standard, the conditions created would be
absolutely untenable. The purchasing power of the German
money would then hinge on fluctuations in the purchasing power
of that foreign money. German policy would have renounced its
influence on the creation of monetary value for the benefit of the
policy of a foreign government. Then too, even if the foreign
money, chosen as the basis for the German monetary unit, were
on an absolutely sound gold standard at the moment, the possi-
bility would remain that its tie to gold might be cut at some later
time. So there is no basis for choosing this roundabout route in
order to attain a sound monetary system. It is not true that adopt-
ing the gold standard leads to economic dependence on England,
gold producers, or some other power. Quite the contrary! As a
matter of fact, it is the monetary standard which relies on the
money of a foreign government that deserves the name of a “sub-
sidiary [dependent] or vassal standard”13

2. SUFFICIENCY OF AVAILABLE GOLD

There are no grounds for saying that there is not enough gold
available to enable all the countries in the world to have the gold
standard. There can never be too much, nor too little, gold to
serve the purpose of money. Supply and demand are brought into
balance by the formation of prices. Nor is there reason to fear
that prices generally would be depressed too severely by a return
to the gold standard on the part of countries with depreciated
currencies. The world’s gold supplies have not decreased since
1914. They have increased. In view of the decline in trade and the

13Carl A. Schaefer, Klassische Valutastabilisierungen (Hamburg, 1922),
p. 65.
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increase in poverty, the demand for gold should be lower than it
was before 1914, even after a complete return to the gold stan-
dard. After all, a return to the gold standard would not mean a
return to the actual use of gold money within the country to pay
for small- and medium-sized transactions. For even the gold
exchange standard [Goldkernwéihrung] developed by Ricardo in
his work, Proposals for an Economical and Secure Currency
(1816), is a legitimate and adequate gold standard,'# as the his-
tory of money in recent decades clearly shows.

Basing the German monetary system on some foreign money
instead of the metal gold would have only one significance: By
obscuring the true nature of reform, it would make a reversal eas-
ier for inflationist writers and politicians. The first condition of
any real monetary reform is still to rout completely all populist
doctrines advocating Chartism,!> the creation of money, the
dethronement of gold and free money. Any imperfection and lack
of clarity here is prejudicial. Inflationists of every variety must be
completely demolished. We should not be satisfied to settle for
compromises with them. The slogan, “Down with gold,” must be
ousted. The solution rests on substituting in its place: “No gov-
ernmental interference with the value of the monetary unit!”

14[By 1928, when Mises wrote “Monetary Stabilization and Cyclical
Policy; the second essay in this volume, he had rejected the flexible (gold
exchange) standard (see below, pp. 60ff.) pointing out that the only hope of
curbing the powerful political incentives to inflate lay in having a “pure”
gold coin standard. He “confessed” this shift in views in Human Action (1st
ed., 1949, p. 780; 2nd and 3rd eds., 1963 and 1966, p. 786; Scholar’s Edition
1998, p. 780).—Ed.]

15Chartism, an English working class movement, arose as a revolt against
the Poor Law of 1835 which forced those able to work to enter workhouses
before receiving public support. The movement was endorsed by both
Marx and Engels and accepted the labor theory of value. Its members
included those seeking inconvertible paper money and all sorts of political
interventions and welfare measures. The advocates of various schemes
were unified only in the advocacy of a charter providing for universal adult
male suffrage, which each faction thought would lead to the adoption of its
particular nostrums. Chartists’s attempts to obtain popular support failed
conspicuously and after 1848 the movement faded away.
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IV.

THE MONEY RELATION

1. VICTORY AND INFLATION

No one can any longer maintain seriously that the rate of
exchange for the German paper mark could be reestablished [in
1923] at its old gold value—as specified by the legislation of
December 4, 1871, and by the coinage law of July 9, 1873. Yet
many still resist the proposal to stabilize the gold value of the
mark at the currently low rate. Rather vague considerations of
national pride are often marshaled against it. Deluded by false
ideas as to the causes of monetary depreciation, people have been
in the habit of looking on a country’s currency as if it were the
capital stock of the fatherland and of the government. People
believe that a low exchange rate for the mark is a reflection of an
unfavorable judgment as to the political and economic situation
in Germany. They do not understand that monetary value is
affected only by changes in the relation between the demand for,
and quantity of, money and the prevailing opinion with respect
to expected changes in that relationship, including those pro-
duced by governmental monetary policies.

During the course of the war, it was said that “the currency of
the victor” would turn out to be the best. But war and defeat on
the field of battle can only influence the formation of monetary
value indirectly. It is generally expected that a victorious govern-
ment will be able to stop the use of the printing press sooner. The
victorious government will find it easier both to restrict its
expenditures and to obtain credit. This same interpretation
would also argue that the rate of exchange of the defeated coun-
try would become more favorable as the prospects for peace
improved. The values of both the German mark and the Austrian
crown rose in October 1918. It was thought that a halt to the
inflation could be expected even in Germany and Austria, but
obviously this expectation was not fulfilled.
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History shows that the foreign exchange value of the “victor’s
money” may also be very low. Seldom has there been a more bril-
liant victory than that finally won by the American rebels under
Washington’s leadership over the British forces. Yet the
American money did not benefit as a result. The more proudly
the Star Spangled Banner was raised, the lower the exchange rate
fell for the “Continentals,” as the paper notes issued by the rebel-
lious states were called. Then, just as the rebels’ victory was
finally won, these “Continentals” became completely worthless.
A short time later, a similar situation arose in France. In spite of
the victory achieved by the Revolutionists, the agio [premium]
for the metal rose higher and higher until finally, in 1796, the
value of the paper monetary unit went to zero. In each case, the
victorious government pursued inflation to the end.

2. ESTABLISHING GOLD “RATIO”

It is completely wrong to look on “devaluation” as governmen-
tal bankruptcy. Stabilization of the present depressed monetary
value, even if considered only with respect to its effect on the
existing debts, is something very different from governmental
bankruptcy. It is both more and, at the same time, less than gov-
ernmental bankruptcy. It is more than governmental bankruptcy
to the extent that it affects not only public debts, but also all pri-
vate debts. It is /ess than governmental bankruptcy to the extent
that it affects only the government’s outstanding debts payable in
paper money, while leaving undisturbed its obligations payable in
hard money or foreign currency. Then too, monetary stabiliza-
tion brings with it no change in the relationships among
contracting parties, with respect to paper money debts already
contracted without any assurance of an increase in the value of
the money.

To compensate the owners of claims to marks for the losses
suffered, between 1914 and 1923, calls for something other than
raising the mark’s exchange rate. Debts originating during this
period would have to be converted by law into obligations
payable in old gold marks according to the mark’s value at the
time each obligation was contracted. It is extremely doubtful if



Stabilization of the Monetary Unit—From the Viewpoint of Theory — 23

the desired goal could be attained even by this means. The pres-
ent title-holders to claims are not always the same ones who have
borne the loss. The bulk of claims outstanding are represented by
securities payable to the bearer and a considerable portion of all
other claims have changed hands in the course of the years.
When it comes to determining the currency profits and losses
over the years, accounting methods are presented with tremen-
dous obstacles by the technology of trade and the legal structure
of business.

The effects of changes in general economic conditions on
commerce, especially those of every cash-induced change in
monetary value, and every increase in its purchasing power, mil-
itate against trying to raise the value of the monetary unit before
[redefining and] stabilizing it in terms of gold. The value of the
monetary unit should be [legally defined and] stabilized in terms
of gold at the rate (ratio) which prevails at the moment.

As long as monetary depreciation is still going on, it is obvi-
ously impossible to speak of a specific “rate” for the value of
money. For changes in the value of the monetary unit do not
affect all goods and services throughout the whole economy at
the same time and to the same extent. These changes in mone-
tary value necessarily work themselves out irregularly and
step-by-step. It is generally recognized that in the short, or even
the longer run, a discrepancy may exist between the value of the
monetary unit, as expressed in the quotation for various foreign
currencies, and its purchasing power in goods and services on
the domestic market.

The quotations on the Bourse for foreign exchange always
reflect speculative rates in the light of the currently evolving, but
not yet consummated, change in the purchasing power of the
monetary unit. However, the monetary depreciation, at an early
stage of its gradual evolution, has already had its full impact on for-
eign exchange rates before it is fully expressed in the prices of all
domestic goods and services. This lag in commodity prices, behind
the rise of the foreign exchange rates, is of limited duration. In the
last analysis, the foreign exchange rates are determined by nothing
more than the anticipated future purchasing power attributed to a
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unit of each currency. The foreign exchange rates must be estab-
lished at such heights that the purchasing power of the monetary
unit remains the same, whether it is used to buy commodities
directly, or whether it is first used to acquire another currency with
which to buy the commodities. In the long run the rate cannot
deviate from the ratio determined by its purchasing power. This
ratio is known as the “natural” or “static” rate.1°

In order to stabilize the value of a monetary unit at its present
value, the decline in monetary value must first be brought to a
stop. The value of the monetary unit in terms of gold must first
attain some stability. Only then can the relationship of the mone-
tary unit to gold be given any lasting status. First of all, as pointed
out above, the progress of inflation must be blocked by halting any
further increase in the issue of notes. Then one must wait a while
until after foreign exchange quotations and commodity prices,
which will fluctuate for a time, have become adjusted. As has
already been explained, this adjustment would come about not
only through an increase in commodity prices but also, to some
extent, with a drop in the foreign exchange rate.l”

16[Mises later came to prefer the term “final rate” or the rate that would
prevail if a “final state of rest,” reflecting the final effects of all changes
already initiated, were actually reached. See Human Action, chapter X1V,
section 5.—Ed.]

17[For a later elaboration of this position, see Mises’s “Monetary
Reconstruction,” epilogue to the 1953 (and later) editions of The Theory of
Money and Credit.—Ed.]
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V.

COMMENTS ON THE “BALANCE
OF PAYMENTS” DOCTRINE

1. REFINED QUANTITY THEORY OF MONEY

The generally accepted doctrine maintains that the establish-
ment of sound relationships among currencies is possible only
with a “favorable balance of payments.” According to this view, a
country with an “unfavorable balance of payments” cannot main-
tain the stability of its monetary value. In this case, the
deterioration in the rate of exchange is considered structural and
it is thought it may be effectively counteracted only by eliminat-
ing the structural defects.

The answer to this and to similar arguments is inherent in the
Quantity Theory and in Gresham’s Law.

The Quantity Theory demonstrated that in a country which
uses only commodity money, the “purely metallic currency” stan-
dard of the Currency Theory, money can never flow abroad
continuously for any length of time. The outflow of a part of the
gold supply brings about a contraction in the quantity of money
available in the domestic market. This reduces commodity
prices, promotes exports and restricts imports, until the quantity
of money in the domestic economy is replenished from abroad.
The precious metals being used as money are dispersed among
the various individual enterprises and thus among the several
national economies, according to the extent and intensity of their
respective demands for money. Governmental interventions,
which seek to regulate international monetary movements in
order to assure the economy a “needed” quantity of money, are
superfluous.

The undesirable outflow of money must always be simply the
result of a governmental intervention which has endowed differ-
ently valued moneys with the same legal purchasing power. All
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that the government need do to avoid disrupting the monetary
situation, and all it can do, is to abandon such interventions. That
is the essence of the monetary theory of Classical economics and
of those who follow in its footsteps, the theoreticians of the
Currency School.18

With the help of modern subjective theory, this theory can be
more thoroughly developed and refined. Still it cannot be demol-
ished. And no other theory can be put in its place. Those who can
ignore this theory only demonstrate that they are not econo-
mists.

2. PURCHASING POWER PARITY

One frequently hears, when commodity money is being
replaced in one country by credit or token money—because the
legally-decreed equality between the over-issued paper and the
metallic money has prompted the sequence of events described
by Gresham’s Law—that it is the balance of payments that deter-
mines the rates of foreign exchange. That is completely wrong.
Exchange rates are determined by the relative purchasing power
per unit of each kind of money. As pointed out above, exchange
rates must eventually be established at a height at which it makes
no difference whether one uses a piece of money directly to buy
a commodity, or whether one first exchanges this money for units
of a foreign currency and then spends that foreign currency for
the desired commodity. Should the rate deviate from that deter-
mined by the purchasing power parity, which is known as the
“natural” or “static” rate, an opportunity would emerge for under-
taking profit-making ventures.

It would then be profitable to buy commodities with the
money which is legally undervalued on the exchange, as com-
pared with its purchasing power parity, and to sell those
commodities for that money which is legally overvalued on the
exchange, as compared with its actual purchasing power.
Whenever such opportunities for profit exist, buyers would

18[See Mises’s The Theory of Money and Credit, pp. 180-86; 1980, pp.
207-13.—Ed ]
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appear on the foreign exchange market with a demand for the
undervalued money. This demand drives the exchange up until it
reaches its “final rate”!® Foreign exchange rates rise because the
quantity of the [domestic] money has increased and commodity
prices have risen. As has already been explained, it is only
because of market technicalities that this cause and effect rela-
tionship is not revealed in the early course of events as well.
Under the influence of speculation, the configuration of foreign
exchange rates on the Bourse forecasts anticipated future
changes in commodity prices.

The balance of payments doctrine overlooks the fact that the
extent of foreign trade depends entirely on prices. It disregards
the fact that nothing can be imported or exported if price differ-
ences, which make the trade profitable, do not exist. The balance
of payments doctrine derives from superficialities. Anyone who
simply looks at what is taking place on the Bourse every day and
every hour sees, to be sure, only that the momentary state of the
balance of payments is decisive for supply and demand on the
foreign exchange market. Yet this diagnosis is merely the start of
the inquiry into the factors determining foreign exchange rates.
The next question is: What determines the momentary state of
the balance of payments? This must lead only to the conclusion
that the balance of payments is determined by the structure of
prices and by the sales and purchases inspired by differences in
prices.

3. FOREIGN EXCHANGE RATES

With rising foreign exchange quotations, foreign commodities
can be imported only if they find buyers at their higher prices.
One version of the balance of payments doctrine seeks to distin-
guish between the importation of necessities of life and articles

19See my paper “Zahlungsbilanz und Valutenkurse,” Mitteilungen des
Verbandes dsterreichischer Banken und Bankiers II (1919): 39ff. [NOTE:
Pertinent excerpts from this explanation of the “balance of payments” fal-
lacy have been translated and appear here in the Appendix, pp. 44—51. See
also Human Action, 1966, pp. 450-58; 1998, pp. 447-55.—Ed.]
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which are considered less vital or necessary. It is thought that the
necessities of life must be obtained at any price, because it is
absolutely impossible to get along without them. As a result, it is
held that a country’s foreign exchange must deteriorate continu-
ously if it must import vitally-needed commodities while it can
export only less-necessary items. This reasoning ignores the fact
that the greater or lesser need for certain goods, the size and
intensity of the demand for them, or the ability to get along with-
out them, is already fully expressed by the relative height of the
prices assigned to the various goods on the market.

No matter how strong a desire the Austrians may have for for-
eign bread, meat, coal or sugar, they can satisty this desire only if
they can pay for them. If they want to import more, they must
export more. If they cannot export more manufactured, or semi-
manufactured, goods, they must export shares of stock, bonds,
and titles to property of various kinds.

If the quantity of notes were not increased, then the prices of
the items for sale would be lower. If they then demand more
imported goods, the prices of these imported items must rise. Or
else the rise in the prices of vital necessities must be offset by a
decline in the prices of less vital articles, the purchase of which is
restricted to permit the purchase of more necessities. Thus a
general rise in prices is out of the question [without an increase
in the quantity of notes]. The international payments would
come into balance either with an increase in the export of dispen-
sable goods or with the export of securities and similar items. It
is only because the quantity of notes has been increased that they
can maintain their imports at the higher exchange rates without
increasing their exports. This is the only reason that the increase
in the rate of exchange does not completely choke off imports
and encourage exports until the “balance of payments” is once
again “favorable”2°

20From the tremendous literature on the subject, I will mention here only
T.E. Gregory’s Foreign Exchange Before, During and After the War (London,
1921).
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Certainly no proof is needed to demonstrate that speculation
is not responsible for the deterioration of the foreign exchange
situation. The foreign exchange speculator tries to anticipate
prospective fluctuations in rates. He may perhaps blunder. In that
case he must pay for his mistakes. However, speculators can
never maintain for any length of time a quotation which is not in
accord with market ratios. Governments and politicians, who
blame the deterioration of the currency on speculation, know
this very well. If they thought differently with respect to future
foreign exchange rates, they could speculate for the government’s
account, against a rise and in anticipation of a decline. By this sin-
gle act they could not only improve the foreign exchange rate, but
also reap a handsome profit for the Treasury.

4. FOREIGN EXCHANGE REGULATIONS

The ancient Mercantilist fallacies paint a specter which we
have no cause to fear. No people, not even the poorest, need
abandon sound monetary policy. It is neither the poverty of the
individual nor of the group, it is neither foreign indebtedness nor
unfavorable conditions of production, that drives foreign
exchange rates way up. Only inflation does this.

Consequently, every other means employed in the struggle
against the rise in foreign exchange rates is useless. If the infla-
tion continues, they will be ineffective. If there is no inflation,
they are superfluous. The most significant of these other means
is the prohibition or, at least, the restriction of the importation
of certain goods which are considered dispensable, or at least
not vitally necessary. The sums of money within the country
which would have been spent for the purchase of these goods are
now used for other purchases. Obviously, the only goods
involved are those which would otherwise have been sold
abroad. These goods are now bought by residents within the
country at prices higher than those bid for them by foreigners.
As a result, on the one side there is a decline in imports and thus
in the demand for foreign exchange, while on the other side
there is an equally large reduction in exports and thus also a
decline in the supply of foreign exchange. Imports are paid for
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by exports, not with money as the superficial Neo-mercantilist
doctrine still maintains.

If one really wants to check the demand for foreign exchange,
then, to the extent that one wants to reduce imports, money
must actually be taken away from the people—perhaps through
taxes. This sum should be completely withdrawn from circula-
tion, not even given out for government purposes, but rather
destroyed. This means adopting a policy of deflation. Instead of
restricting the importation of chocolate, wine and cigarettes, the
sums people would have spent for these commodities must be
taken away from them. The people would then either have to
reduce their consumption of these or of some other commodi-
ties. In the former case [i.e., if the consumption of imported
goods is reduced] less foreign exchange is sought. In the latter
case [i.e., if the consumption of domestic articles declines] more
goods are exported and thus more foreign exchange becomes
available.

It is equally impossible to influence the foreign exchange mar-
ket by prohibiting the hoarding of foreign moneys. If the people
mistrust the reliability of the value of the notes, they will seek to
invest a portion of their cash holdings in foreign money. If this is
made impossible, then the people will either sell fewer commodi-
ties and stocks or they will buy more commodities, stocks, and
the like. However, they will certainly not hold more domestic
currency in place of foreign exchange. In any case, this behavior
reduces total exports. The demand for foreign exchange for
hoarding disappears and, at the same time, the supply of foreign
exchange coming into the country in payment of exports
declines. Incidentally, it may be mentioned that making it more
difficult to amass foreign exchange hampers the accumulation of
a reserve fund that could help the economy weather the critical
time which immediately follows the collapse of a paper monetary
standard. As a matter of fact, this policy could eventually lead to
even more serious trouble.

It is entirely incomprehensible how the idea originates that
making the export of one’s own notes more difficult is an appro-
priate method for reducing the foreign exchange rate. If fewer
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notes leave the country, then more commodities must be
exported or fewer imported. The quotation for notes on
exchange markets abroad does not depend on the greater or
lesser supplies of notes available there. Rather, it depends on
commodity prices. The fact that foreign speculators buy up notes
and hoard them, leading to a speculative boom, is only likely to
raise their quoted price. If the sums held by foreign speculators
had remained within the country, the domestic commodity
prices and, as a result, the “final rate” of foreign exchange would
have been driven up still higher.

If inflation continues, neither foreign exchange regulations
nor control of foreign exchange clearings can stop the deprecia-
tion of the monetary unit abroad.

VL

THE INFLATIONIST ARGUMENT

1. SUBSTITUTE FOR TAXES

Nowadays, the thesis is maintained that sound monetary rela-
tionships may certainly be worth striving for, but public policy is
said to have other higher and more important goals. As serious
an evil as inflation is, it is not considered the most serious. If it is
a choice of protecting the homeland from enemies, feeding the
starving and keeping the country from destruction, then let the
currency go to rack and ruin. And if the German people must pay
off a tremendous war debt, then the only way they can help them-
selves is through inflation.

This line of reasoning in favor of inflationism must be sharply
distinguished from the old inflationist argument which actually
approved of the economic consequences of continual monetary
depreciation and considered inflationism a worthwhile political
goal. According to the later doctrine, inflationism is still consid-
ered an evil although, under certain circumstances, a lesser evil.



32 — The Causes of the Economic Crisis

In its eyes, monetary depreciation is not considered the
inevitable outcome of a certain pattern of economic conditions,
as it is by adherents of the “balance of payments” doctrine dis-
cussed in the preceding section. Advocates of limited
inflationism tacitly, if not openly, admit in their argumentation
that paper money inflation, as well as the resulting monetary
depreciation, is always a product of inflationist policy. However,
they believe that a government may get into a situation in which
it would be more advantageous to counter a greater evil with the
lesser evil of inflationism.

The argument for limited inflationism is often stated so as to
represent inflationism as a kind of a tax which is called for under
certain conditions. In some situations it is considered more
advantageous to cover government expenditures by issuing new
notes, than by increasing the burden of taxes or borrowing
money. This was the argument during the war, when it was a
question of defraying the expenses of the army and navy. The
same argument is now advanced when it comes to supplying
some of the population with cheap foodstuffs, covering the oper-
ating deficits of public enterprises (the railroads, etc.) and
arranging for reparations payments. The truth is that inflation-
ism is resorted to when raising taxes is considered disagreeable
and when borrowing is considered impossible. The question now
is to explore the reasons why it is considered disagreeable or
impossible to employ these two normally routine ways of obtain-
ing money for government expenditures.

2. FINANCING UNPOPULAR EXPENDITURES

High taxes can be imposed only if the general public is in
agreement with the purposes for which the funds collected will
be used. In this connection, it is worth noting that the higher the
general burden of taxes, the more difficult it becomes to deceive
public opinion as to the fact that the taxes cannot be borne by
the more affluent minority of the population alone. Even taxes
levied on property owners and the more affluent affect the entire
economy. Their indirect effects on the less well-to-do are often
felt more intensely than would be those from direct proportional
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taxation. It may not be easy to detect these relationships when
tax rates are relatively low, but they can hardly be overlooked
when taxes are higher. However, there is no doubt that the pres-
ent system of taxing “property” can hardly be carried any farther
than it already has been in the countries where inflationism now
prevails. Thus the decision will have to be made to rely more
directly on the masses for providing funds. For policy makers
who enjoy the confidence of the masses only if they impose no
obvious sacrifice, this is something they dare not risk.

Can anyone doubt that the warring peoples of Europe would
have tired of the conflict much sooner, if their governments had
clearly, candidly, and promptly, presented them with the bill for
military expenses? No war party in any European country would
have dared to levy any considerable taxes on the masses to pay
the costs of the war. Even in England, the printing presses were
set in motion. Inflation had the great advantage of creating an
appearance of economic well-being, of an increase of wealth. It
also concealed capital consumption by falsifying monetary calcu-
lations. The inflation led to illusory entrepreneurial and
capitalistic profits, which could be taxed as income at especially
high rates. This could be done without the masses, and fre-
quently even without the taxpayers themselves, noticing that a
portion of capital itself was being taxed away. Inflation made it
possible to turn the anger of the people against “war profiteers,
speculators and smugglers” Thus, inflation proved itself an excel-
lent psychological aid to the pro-war policy, leading to
destruction and annihilation.

What the war began, the revolution continues. A socialistic or
semi-socialistic government needs money to operate unprof-
itable enterprises, to subsidize the unemployed and to provide
the people with cheap food supplies. Yet, it cannot raise the funds
through taxes. It dares not tell the people the truth. The pro-sta-
tist, pro-socialist doctrine calling for government operation of
the railroads would lose its popularity very quickly if a special tax
were levied to cover the operating losses of the government rail-
roads. If the Austrian masses themselves had been asked to pay a
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special bread tax, they would very soon have realized from
whence came the funds to make the bread cheaper.

3. WAR REPARATIONS

The decisive factor for the German economy is obviously the
payment of the reparations burden imposed by the Treaty of
Versailles and its supplementary agreements. According to Karl
Helfferich,?! these payments imposed on the German people an
annual obligation estimated at two-thirds of their national income.
This figure is undoubtedly much too high. No doubt, other
estimates, especially those pronounced by French observers, con-
siderably underestimate the actual ratio. In any event, the fact
remains that a very sizeable portion of Germany’s current income
is consumed by the levy imposed on the nation, and that, if the
specified sum is to be withdrawn every year from income, the liv-
ing standard of the German people must be substantially reduced.

Even though somewhat hampered by the remnants of feudal-
ism, an authoritarian constitution and the rise of statism and
socialism, capitalism was able to develop to a considerable extent
on German soil. In recent generations, the capitalistic economic
system has multiplied German wealth many times over. In 1914,
the German economy could support three times as many people
as a hundred years earlier and still offer them incomparably more.
The war and its immediate consequences have drastically reduced
the living standards of the German people. Socialistic destruction
has continued this process of impoverishment. Even if the
German people did not have to fulfill any reparations payments,
they would still be much, much poorer than they were before the
war. The burden of these obligations must inevitably reduce their
living standard still further—to that of the thirties and forties of
the last century. It may be hoped that this impoverishment will

21Karl Helfferich, Die Politik der Erfiillung (Munich, 1922), p. 22.
[INOTE: Helfferich (1872-1924), as Minister of the German Imperial
Treasury, 1915-1916, and later in various official and unofficial capaci-
ties, was instrumental in promoting inflation and opposing reparations
payments.—Ed.]
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lead to a reexamination of the socialist ideology which dominates
the German spirit today, that this will succeed in removing the
obstacles now preventing an increase in productivity, and that the
unlimited opening up of possibilities for development, which exist
under capitalism and only under capitalism, will increase many
times over the output of German labor. Still the fact remains that
if the obligation assumed is to be paid for out of income, the only
way is to produce more and consume less.

A part of the burden, or even all of it, could of course be paid
off by the export of capital goods. Shares of stock, bonds,?? busi-
ness assets, land, buildings, would have to be transferred from
German to foreign ownership. This would also reduce the total
income of the people in the future, if not right away.

4. THE ALTERNATIVES

These various means, however, are the only ways by which the
reparations obligations can be met. Goods or capital, which
would otherwise have been consumed within the country, can be
exported. To discuss which is more practical is not the task of this
essay. The only question which concerns us is how the govern-
ment can proceed in order to shift to the individual citizens the
burden of payments, which devolves first of all on the German
treasury. Three ways are possible: raising taxes; borrowing within
the country; and issuing paper money. Whichever one of the
three methods may be chosen, the nature of its effect abroad
remains unaltered. These three ways differ only in their distribu-
tion of the burden among citizens.

If the funds are collected by raising a domestic loan, then sub-
scribers to the loan must either reduce their consumption or
dispose of a part of their capital. If taxes are imposed, then the
taxpayers must do the same. The funds which flow from taxes or
loans into the government treasury and which it uses to buy gold,
foreign bills of exchange and foreign currencies to fulfill its for-
eign liabilities, are supplied by the lenders and the taxpayers

22Thus, raising a foreign loan falls within this category too.
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through the sale abroad of commodities and capital goods. The
government can only purchase available foreign exchange which
comes into the country from these sales. So long as the govern-
ment has the power to distribute only those funds which it
receives from tax payments and the floating of loans, its pur-
chases of foreign exchange cannot push up the price of gold and
foreign currencies. At any one time, the government can buy only
so much gold and foreign exchange as the citizens have acquired
through export sales. In fact, the world prices of goods and serv-
ices cannot rise on this account. Rather their prices will decline
as a consequence of the larger quantities offered for sale.

However, if and as the government follows the third route,
issuing new notes in order to buy gold and foreign exchange
instead of raising taxes and floating loans, then its demand for
gold and foreign exchange, which is obviously not counterbal-
anced by a proportionate supply, drives up the prices of various
kinds of foreign money. It then becomes advantageous for for-
eigners to acquire more marks so as to buy capital goods and
commodities within Germany at prices which do not yet reflect
the new ratios. These purchases drive prices up in Germany right
away and bring them once again into adjustment with the world
market. This is the actual situation. The foreign exchange, with
which reparations obligations are paid, comes from sales abroad
of German capital and commodities. The only difference consists
in how the government obtains the foreign exchange. In this case,
the government first buys the foreign exchange abroad with
marks, which the foreigners then use to make purchases in
Germany, rather than the German government’s acquiring the
foreign exchange from those within Germany who have received
payment for previous sales abroad.

From this one learns that the continuing depreciation of the
German mark cannot be the consequence of reparations pay-
ments. The depreciation of the mark is simply a result of the fact
that the government supplies the funds needed for the payments
through new issues of notes. Even those who wish to attribute the
decline in the rate of exchange on the market to the payment of
reparations, rather than to inflation, point out that the quotation
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for marks is inevitably disturbed by the government’s offering of
marks for the purchase of foreign exchange.?3 Still, if the govern-
ment had available for these foreign exchange purchases only the
number of marks which it received from taxes or loans, then its
demand would not exceed the supply. It is only because it is offer-
ing newly created notes, that it drives the foreign exchange rates

up.
5. THE GOVERNMENT’S DILEMMA

Nevertheless, this is the only method available for the German
government to defray the reparations debt. Should it try to raise the
sums demanded through loans or taxes, it would fail. As conditions
with the German people are now, if the economic consequences of
compliance were clearly understood and there was no deception as
to the costs of that policy, the government could not count on
majority support for it. Public opinion would turn with tremendous
force against any government that tried to carry out in full the obli-
gations to the Allied Powers. It is not our task to explore whether or
not that might be a wise policy.

However, saying that the decline of the value of the German
mark is not the direct consequence of making reparations pay-
ments but is due rather to the methods the German government
uses to collect the funds for the payments, by no means has the
significance attached to it by the French and other foreign politi-
cians. They maintain that it is justifiable, from the point of view
of world policy, to burden the German people with this heavy
load. This explanation of the German monetary depreciation has
absolutely nothing to do with whether, in view of the terms of the
Armistice, the Allied demand, in general, and its height, in par-
ticular, are founded on justice.

23See Walter Rathenau’s addresses—January 12, 1922, before the Senate of
the Allied Powers at Cannes, and March 29, 1922, to the Reichstag (Cannes
und Genua, Vier Reden zum Reparationsproblem [Berlin 1922], pp. 11ff. and
34ff.). [NOTE: Rathenau (1867-1922), a German industrialist, became an
offici