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Principles	of	Macroeconomics	
	
	

The	German	Hyperinflation	of	1923	
 
 

In	the	United	States,	inflation	rates	have	usually	stayed	in	single	digits.	We	have	
had	brief	periods	of	higher	inflation	during	peacetime	and	significantly	higher	rates	of	
inflation	during	wars,	especially	during	the	Revolutionary	War	and	during	the	last	
months	of	the	Confederacy.	During	the	Revolutionary	War,	inflation	eroded	the	value	of	
the	Continental	Dollar	to	the	point	where	the	expression:	“Not	worth	a	Continental!”	
became	synonymous	with	worthless.		

Occasionally,	the	world	has	witnessed	incredible	episodes	of	inflation	called	
“hyperinflations.”	While	there	are	no	precise	criteria	for	determining	when	high	
inflation	becomes	a	true	hyperinflation,	annual	rates	of	inflation	measured	in	more	than	
four	digits	is	probably	a	minimum	threshold.	Hyperinflations	have	been	rare	and	have	
usually	been	associated	with	wars,	post-war	chaos,	revolutions,	civil	disorder,	or	
dislocation.	Some	modern	hyperinflations	include:	Russia	in	1911-16;	Germany	in	1923;	
Hungary	in	1939-45;	China		in	1946-48;	Bolivia		in	1985;	Peru		in	1987;	Poland	in	1989-
90;	Argentina		in	1990-91;	and	Russia	in	1992-95.	It	should	be	easy	to	see	the	common	
denominator	in	most	of	these	cases.	Not	included	in	the	above	list	are	the	more	
common	endemic	inflations	that	have	often	occurred	in	South	America	and	the	Middle	
East.	These	prolonged	periods	of	triple	digit	inflation	are	more	numerous	and	less	
dramatic,	and	always	stem	from	ongoing	monetization	of	debt	and	excess	money	
creation.		

	 Hyperinflations	are	not	very	different	from	more	normal	episodes	of	inflation,	
except	by	degree.	That	is	what	makes	hyperinflations	so	interesting	and	instructive;	they	
serve	up	inflation	on	such	a	monumental	scale	that	every	aspect	of	inflation	is	
highlighted	and	played	out	in	full	view.	The	characteristics	and	costs	of	inflation	are	the	
same	at	5	percent	rate	of	inflation	as	at	5,000	percent.	But	with	single	digit	inflation,	
most	people	could	easily	miss	the	loss	of	purchasing	power,	or	be	unaware	of	the	re-
distribution	of	income,	or	miss	the	costs	imposed	by	inflation.	However,	it	is	impossible	
to	live	through	hyperinflation	and	miss	or	ignore	it.	During	hyperinflation,	every	aspect	
of	inflation	is	constantly	thrust	in	your	face.		

	

By	the	Numbers:	The	German	Hyperinflation	
	
The	following	tables	chronicle	the	major	features	of	the	German	Hyperinflation.	

Note	how	this	episode	is	consistent	with	the	Quantity	Theory.		
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																																																		Table	1	

																																													German	Inflation	
	

Period																																													Percent	Change	in	Prices	
	
World	War	I			(1914-18)																																150	%	
1919																																																																	200	%	
1920																																																																	100	%	
1921																																																																	150	%	
1922																																																													1,300	%	
1923*																																												1,000,000,000	%	
	
																					*January	through	October	only.		

	
	
	
	
																																																								Table	2	
																																			German		Money	Supply	
	

Year																										Marks	in	Circulation		
	
1919 																					35.7	billion	Marks	
1923									180,000,000,000		billion	Marks	

	
	

Table	3	
German	Wage	Index	

1914	=	100	
	

Year													Index	
1914 																100	
1919 																		81		
1920 																N.A.	
1921 																		89	
1922 																		68	
1923 																		65	

	
	

						Table	4	
							German	Unemployment	
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Period														Percent		
Early	1919										<	1	%	
Late			1922											23	%	
Summer	1923							33	%		

	
	
	
	
	
The	Value	of	the	Mark	in	Foreign	Exchange	

	
Inflation	reduced	the	value	of	the	Mark	as	a	medium	of	exchange	in	the	

domestic	German	economy.	A	decline	in	the	value	of	the	Mark	in	foreign	exchange	
markets	with	other	currencies	went	hand	in	hand	with	the	loss	of	purchasing	power.	

	
	

Table	5	

Exchange	Rates:	Marks	per	U.S.	Dollar	

																																	1914																										$1			=				4	.0	Marks	

																															May	1921																			$1			=			14.8	Marks		

																															Nov.	1921																			$1			=			62.6	Marks	

																															October	1922														$1		=			4,500	Marks	

																															January	1923															$1	=			18,000	Marks	

																															October	30,	1923								$1		=			62	billion	Marks	

																															November	15,	1923				$1	=			4.2	trillion	Marks	

	
Why	did	it	happen?		
	

	 The	German	hyperinflation	occurred	because	of	a	dramatic	increase	in	the	
money	supply.	But	why	was	the	money	supply	increased?	The	answer	is	monetized	debt	
and	money	creation	to	pay	for	fiscal	policies.	Printing	money	to	pay	for	fiscal	
expenditures	started	during	the	war	and	continued	after	the	war	as	the	weak	Weimar	
Republic	resorted	to	money	creation	to	cover	huge	budget	deficits.			
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There	was	no	gold	backing	to	the	German	currency	issued	during	the	war	or	after.		
During	the	war,	only	6	percent	of	war	expenditures	were	paid	for	with	taxes.	A	large	
part	of	the	balance	was	paid	for	with	printed	money	and	monetized	debt.	Debt	had	to	
be	monetized	because	investors	would	not	buy	bonds	issued	by	the	German	
government.	The	Reichsbank	(the	German	Central	Bank	at	the	time)	stepped	in	to	buy	
the	bonds.		

By	the	end	of	the	war,	the	amount	of	currency	in	circulation	was	five	times	larger	
than	1914	(that	is,	a	400%	increase).		From	the	Quantity	Theory,	one	would	expect	a	
five-fold	increase	in	prices,	but	the	increase	in	prices	was	only	about	140%.		A	decline	in	
Velocity	actually	declined	for	a	time	as	people	held	money	in	the	expectation	that	the	
price	increases	were	due	to	war	shortages	that	would	be	quickly	reversed	after	the	war.	
This	did	not	occur	and	the	people	quickly	realized	that	the	inflation	was	the	more	the	
result	of	monetary	increases	rather	than	war	shortages.	Velocity	accelerated.	This	is	a	
common	feature	of	inflations	once	price	expectations	have	been	roused.	Consumers	
spend	at	a	faster	and	faster	pace	and	prices	rise	even	faster.	A	vicious	cycle	is	created.		

The	Government’s	budget	deficits	also	worsened	after	the	war.	Table	6	shows	the	
size	of	government	deficits.		

	

Table	6	
German	Government	Revenues	and	Expenditures	

In	millions	of	gold	marks	(except	percent)	
	

											Year							Revenue						Expense								Deficit						Revenue	as	%	of	Expenditures		
												1919												2,559										8,560										5,999																									29.9	%	
												1920												3,178										9,329										6,054																									34.1	%	
												1921												2,927										6,651										3,676																									44.0	%	
												1922												1,488										3,951										2,442																									28.2	%	
												1923**											519										5,278										4,690																											9.8	%	
												Oct.		1923								-																	-																	-																															1.0	%	
													
																																							**April	to	October	only.								
	

The	political	instability	in	the	Weimar	Republic	made	tax	increases	to	pay	for	
expenditures	difficult	if	not	impossible.	This	basic	problem	was	exacerbated	by	the	
inflation	itself.	Tax	revenues	did	not	keep	pace	with	inflation	as	taxpayers	learned	to	
simply	delay	payment	until	inflation	reduced	or	eliminated	their	tax	bill.	It	took	
legislative	action	to	raise	tax	rates,	and	politicians	simply	could	not	move	at	the	speed	of	
the	inflation.		

	 There	were	other	inflation-induced	reasons	for	the	fiscal	imbalance.	In	the	
summer	of	1922,	the	Reichsbank	began	discounting	private	notes	(that	is,	giving	a	loan	
backed	by	a	private	bank	loan	or	corporate	loan	obligation.	From	1915	until	1922,	the	
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discount	rate	was	fixed	at	5	percent.	In	1922,	it	was	raised	by	increments	to	18	percent.	
However,	with	inflation	driving	private	interest	rates	much	higher,	an	opportunity	for	
speculative	profits	was	created.	In	addition,	the	policy	of	discounting	these	private	loans	
was	paid	for	with	money	printed	by	the	Reichsbank.	Consequently,	the	discounting	that	
began	in	1922	amounted	to	simply	monetizing	private	debt	to	go	along	with	the	
monetization	of	public	debt.	The	government	issued	notes	that	were	promptly	
discounted	by	the	Reichsbank	(that	is,	the	Reichsbank	issued	money	on	the	"security"	of	
these	worthless	notes.	Since	the	bank	failed	to	raise	its	interest	rate	sufficiently,	
businessmen	found	it	very	profitable	to	borrow	money	from	the	bank	and	buy	up	goods,	
shares	and	companies.	Their	debt	was	wiped	out	within	weeks	by	the	rapid	inflation,	
and	the	businessman	remained	holding	the	valuable	assets	he	had	bought.	The	net	
result	was	a	huge	"private	inflation"	caused	by	the	rapid	expansion	of	credit.	Even	
foreign	exchange	was	bought	with	borrowed	money,	so	that	the	Reichsbank	actually	
financed	speculation	against	its	own	currency.	Yet	the	bank	refused	to	raise	interest	
rates,	arguing	that	this	would	only	add	to	the	cost	of	business	and	thus	would	increase	
inflation!	Inflation	worsened	as	a	result.	

As	an	alternative	to	Gold	Mark	reparations,	the	Reich	government	tried	to	
handle	reparations	through	a	"fulfillment	policy."	The	fulfillment	policies	resulted	from	
Foreign	Minister	Rathenau’s	agreements	with	the	Allies	to	convert	some	of	Germany's	
cash	payments	to	shipment	of	German	products	and	by	providing	German	laborers	for	
construction	work	abroad.	But	the	fulfillment	policies	failed	and	in	January	1923	the	
Germans	again	fell	behind	in	their	payments.		Distrustful	of	German	intentions,	France	
and	Belgium	occupied	parts	of	the	Ruhr	region	in	January	1923.	The	occupiers	oversaw	
the	operations	of	Ruhr	coalmines,	ostensibly	for	the	purpose	using	coal	for	reparations.		

However,	many	Germans	were	convinced	that	the	real	aim	of	the	occupation	
was	annex	the	Ruhr	and	to	dismantle	Germany.	Unable	to	block	the	occupation,	the	
German	government	resorted	to	passive	resistance.	The	government	encouraged	a	
general	strike	in	the	Ruhr	that	crippled	coal	production	and	increased	the	government’s	
deficits.	During	the	occupation	from	January	to	October,	less	coal	was	mined	in	the	Ruhr	
than	had	been	mined	in	the	first	ten	days	of	January,	before	the	occupation.	The	
government	provided	financial	support	to	the	striking	workers	that	it	financed	with	
printed	money.		

The	legacy	of	World	War	I	was	also	a	factor	in	the	inflation.	The	November	11,	
1918,	armistice	ended	the	fighting,	but	this	was	only	a	truce.	Treaty	negotiations	to	end	
the	war	were	held	in	Versailles	in	1919.	By	the	Treaty	of	Versailles,	Germany	was	forced	
to	admit	guilt	for	starting	the	war	and	required	to	pay	war	reparations.	The	amount	of	
German	war	reparations	was	set	in	May	1921	at	433	billion	Gold	Marks.	This	was	four	
times	greater	than	the	reparations	that	American	officials	thought	Germany	could	
actually	pay.	To	put	this	figure	in	perspective,	note	that	U.S.	GNP	in	1929	was	$103.9	
billion	and	the	U.S.	federal	government's	budget	expenditures	in	1929	were	$8.9	billion.	
In	addition,	the	United	States	did	not	seek	or	support	the	payment	of	war	reparations.	
The	U.S.	did,	however,	insist	that	its	war-time	allies	repay	all	war	loans.		
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						The	German	government	often	blamed	the	inflations	on	the	reparations,	claiming	
that	the	reparations	caused	the	government	to	print	money	to	pay	the	reparations.	This	
in	turn,	the	German’s	argued,	caused	the	currency	to	depreciate	domestically	and	in	
international	exchange	markets.	Table	7	shows	the	size	of	reparations	in	relation	to	the	
German	budget	deficit.				

	

	

																																																																Table	7	
Reparations	and	Government	Deficits	

In	millions	of	gold	marks	(except	percent)	
	

												Year														Deficit																Reparations									Reparations	as	%	of	Deficit	
												1920																6,054																							1,850.9																													30.6	%	
												1921																3,676																							2,810.3																													76.4	%	
												1922																2,442																							1,136.7																													46.5	%	
												1923*	*											4,690																										742.4																													15.8	%	
													
																																																		**April	to	October	only.			
	
	 This	argument	is	shaky.	The	German	government	could	not	pay	reparations	in	
printed	Marks	because	the	reparations	were	denominated	in	gold	marks	(that	is,	marks	
backed	by	gold	conversion).	The	German	government	could	therefore	not	inflate	away	
its	reparation	debt	because	the	depreciated	Mark	would	lose	value	against	gold	and	
other	currencies	that	were	convertible	to	gold.	However,	this	does	not	mean	that	there	
is	no	connection	between	reparations	and	the	increase	in	the	domestic	money	supply.	If	
the	German	government	had	actually	used	available	government	revenues	to	buy	gold,	
it	would	have	left	other	government	expenditures	unfunded	by	tax	revenues.	This	in	
turn	could	(and	was)	funded	by	monetizing	debt.	Consequently,	the	German	
government	was	not	forced	to	monetize	debt,	but	the	obligation	to	fund	the	reparations	
obligation	further	exacerbated	the	deficit	problem	in	Germany.	

							 However,	even	if	we	admit	that	the	reparations	were	burdensome,	the	German	
government	could	have	simply	waited	until	a	depreciated	currency	(e.g.,	caused	by	
reparation	payments)	decreased	the	amount	of	imports	going	into	Germany	and	
increased	exports.		This	would	have	improved	the	German	current	trade	account	and	
increased	German	output.		The	rise	in	output	would	then	cause	the	Mark	to	appreciate.	
This	process	would	have	taken	time,	time	that	the	German	political	situation	might	not	
have	allowed,	but	it	was	an	alternative.	In	addition,	this	plan	might	have	initially	caused	
unemployment	before	the	economy	started	to	show	signs	of	improvement	and	this	may	
have	been	equally	unpalatable	in	the	political	arena.	But	would	unemployment	have	
been	preferable	to	hyperinflation?		This	is	another	tough	choice,	but	the	point	is	that	
there	were	choices,	although	no	easy	choices.													
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Reparations	may	have	influenced	the	hyperinflation	in	another	way.	Many	
Germans	inside	and	outside	of	the	government	were	convinced	that	the	inflation	was	
due	to	the	burden	of	reparation	payments	imposed	by	the	Allies.	They	were	further	
convinced	that	the	goal	of	the	Allies	was	to	drain	Germany	of	its	gold	reserves	and	its	
foreign	exchange	and	wealth,	and	to	destroy	its	financial	solvency.	Government	leaders	
felt	that	the	collapse	of	the	mark	would	prove	how	unfair	the	reparations	were.	
Consequently,	they	reasoned	that	stabilization	of	the	mark	would	have	spoiled	this	
"proof."	After	France	occupied	the	Ruhr	in	January	1923,	many	Germans	viewed	the	
destruction	of	the	mark	as	a	blow	against	the	occupation.		

	

	

The	Consequences	of	Hyperinflation	

	

	 Hyperinflation	allows	us	to	get	a	clear	picture	of	the	costs	of	inflation	and	the	
response	of	people	to	rampant	inflation.	We	will	start	with	the	response	to	inflation.		

	

Accelerating	Velocity	

	

	 Velocity	increased	dramatically	during	the	hyperinflation.	One	can	see	the	
increase	in	velocity	in	the	inflation	numbers	–	prices	rose	more	than	the	increase	in	the	
money	supply	because	velocity	rose	sharply.	But	more	importantly,	faster	velocity	can	
be	seen	in	the	day-to-day	responses	of	Germans	trying	to	cope	with	ever-escalating	
inflation.	For	example,	when	shopping,	very	few	customers	took	the	time	to	collect	their	
change.	To	delay	was	to	lose	and	they	hurried	on	to	their	next	purchase	without	waiting	
for	worthless	change.		

	 Faster	velocity	can	also	be	seen	on	the	job	as	pay	arrangements	had	to	be	
accelerated	to	accommodate	rapid	inflation.	Traditional	monthly,	bi-weekly,	or	weekly	
pay	periods	were	unacceptable	to	workers	who	understood	the	need	to	speed	up	
converting	money	to	goods.	A	worker	receiving	his	bi-weekly	or	weekly	wage	would	find	
it	virtually	worthless.		By	1923,	factory	workers	were	often	paid	many	times	a	day.	Over-
worked	paymasters	quickly	called	out	names	and	tossed	bundles	of	cash	to	workers	who	
then	rushed	to	the	factory	gates	to	give	their	pay	to	waiting	wives	and	children.	The	
family	hurried	to	the	store	to	spend	it	before	the	money	became	worthless.		After	
struggling	with	the	lines	in	the	stores,	the	family	would	return	to	the	factory	to	collect	a	
much	larger	bundle	of	cash.		

	

From	the	Sublime	to	the	Ridiculous	
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	 The	effects	of	hyperinflation	created	truly	bizarre	scenarios.	When	thieves	found	
a	wheel	barrow	filled	with	cash	on	the	street,	they	stole	the	wheel	barrow	and	left	the	
cash	behind!	A	patron	in	a	café	ordered	a	cup	of	coffee	for	5,000	Marks.	After	ordering	a	
refill,	the	bill	came	to	14,000	marks.	He	complained	but	was	told	that	he	should	have	
ordered	the	refill	at	the	same	time	as	the	first	cup	if	he	did	not	want	to	pay	the	higher	
price.			

	 In	normal	times,	creditors	usually	chase	after	debtors	–	during	the	German	
hyperinflation,	creditors	hid	from	debtors,	trying	not	to	be	repaid.	If	they	were	repaid,	it	
would	be	with	worthless	money.	If	they	delayed	taking	payment,	perhaps	the	debtor	
might	default,	leaving	the	creditor	with	the	opportunity	to	foreclose	on	real	property.		

	 German	newspapers	published	pictures	of	people	burning	money	in	stoves	to	
keep	warm.	The	money	may	have	had	no	value	of	a	medium	of	exchange,	but	it	still	had	
caloric	value.		

	 The	inflation	ushered	in	boom	times	for	the	firms	in	the	business	of	making	
currency.	By	late	1923,	more	than	300	paper	mills	were	working	around	the	clock	
making	paper	stock	for	money.	Likewise,	about	150	printing	companies	that	kept	over	
2000	presses	turning	out	money	day	and	night.	

	 Merchants	found	that	they	could	not	change	prices	fast	enough	and	began	
leaving	prices	marked	as	they	were,	but	posting	multiplication	factors	that	were	usually	
changed	hourly.	The	actual	price	was	determined	by	multiplying	the	marked	price	by	the	
multiplication	factor.			

	 Businessmen	and	merchants	began	checking	the	value	of	the	U.S.	dollar	every	
hour,	using	the	U.S.	as	a	basis	for	revising	their	multiplication	factors.	The	increasing	
value	of	the	dollar	was	deemed	a	more	reliable	measure	of	depreciating	value	of	the	
German	mark.	To	accommodate	this	practice,	banks	had	to	hire	workers	to	man	
telephone	lines.	The	operators	dispensed	with	any	greeting,	instead	taking	calls	by	
simply	saying:	“The	present	quotation	on	the	dollar	is	___	billion	marks,	thank	you,	good	
day."	

	

The	Economic	Costs	of	Inflation	

	

	 Inflation	redistributes	income.	While	some	people	are	hurt,	others	benefit.	
Buyers,	for	example,	are	usually	hurt	by	inflation,	but	sellers	may	gain.	People	on	fixed	
incomes	always	suffer.		Anyone	collecting	a	pension	or	an	annuity	was	ruined.	One	
German	reported	that	his	insurance	policy	taken	out	in	1903	came	due	in	October	1923.	
He	had	monthly	payments	for	twenty	years.	On	redemption,	he	took	the	cash	from	the	
life	insurance	policy	and	bought	a	single	loaf	of	bread.	Other	retirees	told	stories	of	how	
their	pensions,	that	had	taken	them	a	lifetime	of	work	to	qualify	for,	could	not	buy	one	
cup	of	coffee.	A	life	insurance	policy	paid	in	1923	arrived	at	the	home	of	a	widow	in	an	
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envelope	that	had	a	stamp	that	was	worth	more	than	the	life	insurance	check.	Hard	
working	Germans	found	that	their	life's	savings	would	not	buy	a	postage	stamp.	

	

	 Creditors	usually	suffer	during	inflationary	times,	especially	when	the	inflation	is	
unexpected	at	the	time	that	the	credit	was	extended.	On	the	other	hand,	debtors	
usually	gain	as	inflation	reduces	or	eliminates	the	real	value	of	the	debt	that	they	owe.	
Again,	this	is	most	pronounced	when	the	inflation	is	unexpected.	In	the	German	
hyperinflation,	all	accumulated	debts	incurred	before	1921	were	virtually	eliminated.	
For	example,	the	value	of	German	mortgages	in	1913	measured	in	U.S.	dollars	was	
about	$10	billion;	in	late	1923	these	mortgages	were	worth	only	one	U.S.	penny.	
Likewise,	economic	historians	have	determined	that	if	all	German	debt	obligations	
incurred	prior	to	1923	had	been	combined	and	repaid	to	one	single	person,	that	person	
could	have	bought	a	single	cup	of	coffee	with	the	funds	in	October	1923.		

	 Not	only	are	there	winners	and	losers	in	inflationary	times,	but	the	cost	among	
those	adversely	affected	are	not	distributed	evenly.	Professors	and	civil	servants	
complained	of	suffering	larger	losses	due	to	delays	in	raising	their	wages	to	keep	up	with	
inflation.	However,	industrial	workers,	especially	union	workers,	often	fared	better.	In	
addition,	they	viewed	inflation	as	preferable	to	unemployment.	Also,	many	
businessmen	were	also	able	to	figure	out	how	to	protect	themselves	and	even	profit	
from	the	inflation.	Some	speculated	in	foreign	exchange,	or	invested	in	goods	and	
equipment,	or	borrowed	money	from	the	bank	and	used	it	to	buy	up	competing	
companies.	Inflation	wiped	out	their	debts	and	often	reduced	their	real	wage	costs.		

	 Businessmen	also	sought	to	protect	themselves	from	inflation	by	purchasing	new	
capital	equipment	and	building	new	plants.	In	addition,	the	rush	to	convert	cash	to	
goods	fueled	more	investment	spending	and	purchases	of	real	commodities	such	as	
stocks	of	coal,	steel	and	other	raw	materials.	Many	firms	borrowed	heavily,	counting	on	
inflation	to	wipe	out	their	debt.	Working	capital	was	converted	to	fixed	investments.	
However,	plant	and	equipment	purchased	solely	as	a	hedge	against	inflation	was	often	
inefficient	or	unneeded.		

	 For	these	reasons,	some	workers	and	businessmen	were	not	immediately	
opposed	to	inflation.	However,	whatever	initial	stimulus	there	might	have	been	from	
the	inflation	was	soon	eclipsed	by	its	costs	as	inflation	took	its	toll	on	production.	
Employers	were	forced	to	pay	wages	daily	or	several	times	a	day.	Since	wages	were	paid	
in	cash,	employers	had	to	make	many	trips	to	the	bank	each	day.	They	also	had	to	
continually	re-calculate	wages	to	keep	up	with	inflation.	Work	effort	declined	as	people	
understood	that	the	key	to	survival	was	getting	paid	faster	and	spending	it	faster.	
Workers	quickly	learned	the	advantages	of	being	in	the	front	of	the	pay	queue	so	work	
fell	off	dramatically	as	the	next	pay	period	approached.		The	trips	to	the	bank,	the	re-
calculation	of	wages,	and	the	work	stoppages	to	pay	workers	for	all	took	a	toll	on	real	
work	and	real	production.	Workers	worked	for	a	brief	period	between	pay	breaks	and	
managers	did	little	beyond	handling	the	payroll	and	re-figuring	wages.	The	production	of	
goods	thus	declined	as	the	money	supply	increased.		
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	 As	the	inflation	worsened,	farmers	refused	to	sell	their	produce	for	worthless	
paper	and	food	riots	broke	out.	Workers	foraged	through	the	countryside	in	search	of	
food	and	businesses	began	to	close.		Unemployment	soared.	

	 The	hyperinflation	also	cost	the	German	government	a	loss	of	tax	revenues.	Tax	
collections	lagged	because	taxpayers	delayed	payment	until	inflation	reduced	or	
eliminated	their	tax	obligation.	At	the	same	time,	tax	increases	to	compensate	for	the	
ravages	of	inflation	took	time.	The	tax	increases	rarely	occurred	fast	enough	to	maintain	
real	tax	revenues.		

	

The	Social	Costs	of	Inflation	

	

	 The	economic	costs	of	inflation	have	their	social	counterparts	and	consequences.	
For	example,	the	cost	of	income	redistribution	is	not	simply	a	matter	of	money.	Income	
redistribution	tears	at	the	fabric	of	society	when	the	public	sees	it	as	being	"unfair."	
Social	strife	follows.		

	 In	Germany,	the	middle	class	was	hit	hardest	by	the	hyperinflation.	The	poor	had	
little	wealth	to	lose	while	the	rich	were	often	able	to	protect	themselves	by	placing	their	
assets	in	foreign	bank	accounts,	gold,	and	land	–	assets	that	maintained	their	value.	
Millions	of	middle-class	Germans,	ruined	by	the	hyperinflation,	were	drawn	to	Adolph	
Hitler	and	the	National	Socialists.	Many	German	workers	turned	to	the	Communist	
Party.		After	the	war,	Germany	had	the	largest	Socialist	Party	outside	of	the	Soviet	
Union.		In	1919,	the	Communists	had	staged	the	Sparta	Revolt,	an	unsuccessful	socialist	
revolution	in	Germany.	At	the	other	extreme,	Adolph	Hitler	attempted	a	coup	in	1923	
and	failed,	but	the	Nazis	won	32	seats	legally	in	the	next	election.	The	Nationalist	Party,	
another	right-wing	party,	won	106	seats	after	promising	100	percent	compensation	to	
the	victims	of	the	hyperinflation	and	prosecution	for	the	“conspirators”	who	had	caused	
it.	Political	instability	was	the	order	of	the	day.	Walter	Rathenau,	the	Foreign	Minister,	
was	assassinated	in	June,	1922	

	 Likewise,	the	practice	of	paying	workers	many	times	a	day	had	ramifications	
beyond	the	workplace.	When	the	breadwinner	of	the	family	was	paid,	the	whole	family	
had	to	immediately	go	out	and	spend	their	money	before	it	lost	its	value.	Rather	than	
cooking	at	home	or	attending	school,	family	members	had	to	wait	by	the	factory	gate,	
ready	to	race	to	the	store.	As	soon	as	the	money	was	successfully	exchanged	for	goods,	
it	was	back	to	the	factory	to	start	the	cycle	again.		

	

	

	

The	Inflation	Ends:	The	Rentenmark	"Miracle"	
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	 The	German	hyperinflation	ended	abruptly,	almost	overnight.	The	abrupt	end	to	
such	a	terrible	and	long-lasting	problem	seemed	nothing	short	of	a	miracle.	But	how	
was	the	miracle	accomplished?	The	Quantity	Theory	can	help	with	understanding	how	
the	inflation	suddenly	stopped.		

	 On	November	1,	1923,	a	new	currency	was	issued	to	replace	the	old	Mark.	The	
new	currency	was	called	a	"Rentenmark."	Renten	means	"temporary"	in	German.	Old	
Marks	were	no	longer	legal	tender	and	could	be	converted	to	Rentenmarks	at	the	rate	
of	1,000,000,000,000	old	Marks	to	one	Rentenmark	(that	is,	one	trillion	old	Marks	to	
one	Rentenmark).	In	turn,	one	Rentenmark	was	pegged	at	24	U.S.	cents.	In	November	
1923,	a	new	bank,	the	Rentenbank,	was	created	to	issue	the	new	currency.	This	money	
was	exchangeable	for	bonds	supposedly	backed	up	by	land	and	industrial	plant.	
However,	this	backing	was	largely	symbolic	since	the	factories	and	land	couldn't	be	
turned	into	cash	or	used	abroad.	The	Inflation	stopped.	.	

What	was	the	secret	of	the	"miracle	of	the	Rentenmark"?	After	all,	the	new	
currency	was	not	redeemable	in	anything.	Its	backing	of	real	property	was	a	fiction,	
since	there	was	no	way	by	which	property	could	be	foreclosed	or	distributed.		

First,	the	property	backing	seemed	to	give	the	currency	value.	Second,	and	
certainly	most	important,	the	government	strictly	limited	the	amount	of	Rentenmarks	
that	could	be	issued	and	it	halted	the	issue	and	discounting	of	notes	and	the	creation	of	
paper	marks.	In	November	1923,	the	German	Government	decided	to	give	up	in	its	
struggle	for	the	Ruhr	and	stopped	printing	money	to	pay	striking	German	workers		

After	April	1924,	the	Reichsbank	stopped	the	expansion	of	credit	to	businesses	
that	had	been	stimulating	inflation.	Businessmen	were	required	to	repay	loans	in	gold	
marks,	equal	to	the	original	value	of	the	loan.	Thereafter,	there	was	no	incentive	to	
borrow	except	for	legitimate	business	needs.	

In	August	1924	the	reform	was	completed	by	the	introduction	of	a	new	
Reichsmark,	equal	in	value	to	the	Rentenmark.	The	Reich	mark	had	a	30%	gold	backing.	
It	was	not	actually	redeemable	in	gold,	but	the	government	undertook	to	support	it	with	
purchases	of	gold	and	foreign	currencies	when	needed.	In	addition,	new	taxes	were	
imposed	and	tax	receipts	increased	dramatically.		In	1924-1925,	the	government	had	a	
budget	surplus.	

	 In	other	words,	the	hyperinflation	stopped	when	the	increases	in	the	money	
supply	stopped.	This	is	exactly	the	lesson	of	the	Quantity	Theory.	The	currency	reform	
was	merely	a	vehicle	for	a	clean	start	and	an	opportunity	to	restore	confidence.	But	the	
key	to	stopping	the	inflation	was	the	ending	the	monetary	inflow.	If	the	Rentenmark	had	
been	inflated	like	the	earlier	currency,	its	fate	would	have	been	the	same.		

	

The	Lasting	Legacy	
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	 The	German	hyperinflation	had	an	immediate	impact	on	German	politics	and	
society.	It	also	has	had	a	more	lasting	impact.	Fear	of	inflation	remained	a	strong	
concern	in	Germany	through	the	remainder	of	the	century	and	into	the	present.	Since	
1923,	the	main	priority	for	the	German	Central	Bank	has	been	to	keep	inflation	at	a	
minimum.			Also,	the	German	Central	Bank	has	consistently	championed	a	strong	central	
bank	independent	from	political	pressures	to	expand	the	money	supply	to	
accommodate	government	funding.	This	is	a	direct	result	of	the	hyperinflation	as	well.		

	

Returning	to	the	Present	

	

	 This	discussion	has	been	entirely	historical	and	some	may	doubt	the	value	of	
looking	at	an	event	that	is	almost	nine	decades	old.	What	is	to	be	gained	from	this	
episode?	This	is	a	fair	question	and	one	that	reasonable	people	may	disagree	on.		

But	consider	the	graph	on	the	following	page	recently	published	by	the	Federal	
Reserve	Bank	of	St.	Louis.	It	shows	the	Federal	Monetary	base	(basically	the	amount	of	
money	supply	base	that	the	Federal	Reserve	has	placed	in	the	economy.	The	monetary	
base	serves	as	the	foundation	from	which	banks	create	money	in	the	fractional	reserve	
banking	system.)	Note	the	dramatic	increase	in	the	monetary	base	as	the	Federal	
Reserve	has	scrambled	to	support	the	financial	system.			

	 Many	economists	have	expressed	alarm	at	the	trend	shown	in	the	graph.	Based	
on	the	Quantity	Theory	and	what	we	know	about	the	connection	between	money	and	
inflation	(including	our	experience	with	hyperinflations),	what	do	you	expect	in	the	
future?		

	 Federal	Reserve	Chairman	Ben	Bernanke	has	assured	the	country	that	this	
increase	in	the	money	supply	will	not	be	inflationary:			

Feb	18,	2009,	1:00	p.m.	EST	

	
Fed	not	stoking	inflation,	Bernanke	says	
WASHINGTON	(MarketWatch)	-	The	"extraordinary	measures"	taken	by	the	Federal	
Reserve	to	restore	the	flow	of	credit	vital	to	the	economy	won't	stoke	inflation,	Fed	
Chairman	Ben	Bernanke	said	Wednesday.	In	a	rare	appearance	before	journalists	at	the	
National	Press	Club,	Bernanke	said	the	Fed	will	be	able	to	quickly	reverse	much	of	what	
it's	done	to	expand	credit,	once	the	economy	improves.	Bernanke	emphasized	that	
restoring	the	economy	to	vigor	is	the	Fed's	one	and	only	job	now,	and	that	concerns	
about	inflation	must	wait.	For	now,	deflation	is	a	greater	concern.	"Extraordinary	times	
call	for	extraordinary	measures,"	he	said.		
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Mr.	Bernanke	may	indeed	be	able	to	reverse	this	money	supply	growth	at	the	
appropriate	time.	However,	knowledge	of	the	quantity	theory	and	a	bit	of	history	
certainly	go	a	long	way	in	explaining	why	many	economists	are	skeptical	and	nervous.	
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