Chapter 10

The rentenmark miracle and the German stabilization



10.1) Introduction

The German inflation, though by no means the biggest ever', was hailed by Liond
Robhins as "the most colossd thing of its kind in history"?; and at least as judged by the
incredibly vast amount of research devoted to the episode, the very same applies to the end
of the German inflation. The German dabilization is one of the mogt chdlenging and mogt
discussed episodes of this sort. It is often referred to as a "mirade™, which is somewhat
indicative that the episode has not yet been fully understood, especidly as far as the nature
and workings of the monetary experiment represented by the rentenmark is concerned. This
chapter attempts to offer amodest addition in this regard.

Previous chepters have provided important pieces of the German dabilization
puzzle. The advancement of indexation and dollarization was discussed in Chapter 6. The
naure of the fundamentd extend “imbdances' involved, namdy the payment of
repardtions, the difficulties posed by the decisve commitment of the German labor
movement in recovering the pre-war levels of red wages, and the solution for the problem
provided by the Dawes Plan were examined in Chepter 3. Findly, Chapters 4 and 7
provided a case agang inflationary finance as a determinant of the hyperinflation and aso
agang the notion of fiscd "reforms’ as the key to dabilization. Like in the other cases the
missing step is the process by which the exchange rate was fixed, and especidly how this
could be accomplished much before the solution of the fundamental “imbaance’ was even
visble

There are dl sorts of myths and misunderstandings about the German tabilization,
some related to fisca policy - that we hope to have dismissed in Chapter 7 - but most of
which referring to the role played by the rentenmark experiment. Indeed, no adequate
explanation has ever been offered for the German public to accept the rentenmark asa
"dable-vdued' currency in November of 1923. Traditiordly this dleged "mirad€’ is

associated to a limit imposed on the totad rentenmark issue which would force the

! In terms of monthly inflation rates at the peak , the German inflation ranks 3th behind the Hungarian and the
Greek episodes of 1944 , cf. P. Cagan (1956) p. 26 .

2 C. Bresciani-Turroni "The Economics of Inflation: astudy of currency depreciation in post-war
Germany"(London, 1937) p. 5.

33 The term has been used by many authors, for example G. Stolper "The German Economy, 1870-1940,

Issues and Trends" (New Y ork, 1940) p.164 and C. Bresciani-Turroni, The Economics of Inflation, p. 336.



government to live "within its own means'; this would characterize wha has been cdled a
"regime change™. It is not often observed, however, that such limit was not binding as the
rentenmark had a fixed exchange rate with the ordinary Reichsbank notes that were neither
demonetized nor subject to any limit by the reform. An explanation for this old enigma is
therefore very clearly lacking.

This chapter will atempt to provide this explanation, dong with some indispensable
edements for a comprehengve explanation for the German dabilization. The bass for this
explanation is to be found in the extraordinary advancement of indexation, its further
degeneration into a process of "dollarization”, and on the monetary innovations generated
during the hyperinflation period. These developments are reviewed in the next two sections,
which dso offer a detailed account of the experience with the "sable-vaued' monies and
their possble bearing to the inflationary exploson observed after June of 1923. With the
dage thus set, section 104 discusses more pecifically the mechanism that made the
rentenmark a "sable’ currency”, and dso the process by which its introduction permitted
the pegging of the exchange rae Section 105 examines the exiding views on the
rentenmark mechanism and its role to the German Sabilization. The next section discusses
modly the problem of sugstaining the exchange rate fixed during the few months before the
reparations issue was given a solution by the Dawes Plan. Quite like in the other cases, red
wages quickly reganed prewar leves dfter the dabilization, thus determining a sharp
deterioration in competitiveness and an equdly sharp increase in the current account
deficit.

10.2) The"gable vaued' monies

It is commonly observed that high inflations destroy the dtore of vaue function of
the nationd money, but it is less often observed that the unit of account function is dso
weekened, as the monetary unit becomes ingppropriate for reckoning red vaues. The
systematic publication of prices indexes transforms the way the nationd money performs

4Especially T. Sargent "The Ends of Four Big Inflations" in R. Hall(ed.) "Inflation, Its Causes and Effects"

(Chicago, 1982) p. 83 and K. L. Holtfrerich "Germany and Other European Countries in the 1920s" in J.
Williamson (ed.) "Inflation and Indexation: Argentina, Brazil, and Isragel" (Washington, 1985) p. 134.



the unit of account function, as payments dart to be reckoned in terms of the index, and no
longer in terms of the standard monetary unit. With the disseminaion of the practice of
dipulating prices, wages and payments according to one standard - dollars, Swiss francs or
some price index - but the actud payments being made with the depreciated nationd
money, what basicaly heppensis that indexation is performing a monetary function.

Tha indexation involved the "principle of the dissociation of the two functions of
money, as a dandard of vaue and as a medium of exchange’, as observed by a
contemporary report on wage indexaior®, was the key to the monetary innovations
introduced during the hyperinflations Price indexes and "imaginary currencies’ like the
Polish Zloty in 1923 or the prewar meadlic units, worked like "money of accounts' for
they were "money” only to the extent that they performed the unit of account function .
The Polish Zloty was introduced during the summer of 1923 to be used in the assessment of
taxes wherever they involved vauations and was generdly adopted as an unit of account.

It is interesting to observe that notes could be issued corresponding to these
"monies’ (zloty notes, for example) and in this circumstance the problem would become
one of securing vaue for these notes. As "promises to pay” they could be backed 100%, or
up to an acceptable cover ratio, by gold. But nothing necessarily implies that these
"promises’ or "debts’ should be redeemable in gold; it is the very principle of fiduciary
currencies that the truly important aspect of these "debts’ is that they should be repaid in
purchasing power over goods and services independently of the "convertibility” aspect or of
the means of payment with which the "debt" is "repad’. Even if the "debt” is not repaid or
redeemable in gold the "promise to pay" might be sound so long as the same purchasing
power implied by full convertibility is surrendered a redemption; it might even be the case
of the redemption be made using paper currency. That means basicdly that an indexed debt
is as good as a debt repayable using the good whose price is taken as the index. That
implies, for ingance, that, if the red exchange rate is congtant, indexed bonds should have
congtant gold prices. If these bonds, for some reason assume monetary properties, such as

to serve as means of payment, these indexed monies should have a congtant exchange rate

°ILO (1925) p. 74.
® The Polish zloty was introduced in mid 1923 but was only fully "monetized", in the sense of having Zloty
notesissued, in 1924.



with gold.

These were the basc principles on which, for ingtance, the Hungarian sparkrone, or
the "thrift crown”, introduced in February of 1924 was based. Like the zloty, the sparkrone
was dso a "money of account” but it would dso be used for the assessment of taxes (aso
with indggnificant effects) and most importantly accounts in sparkrone could be opened in
the Hungarian Note Ingtitute . The expeiment lasted very little and no indication could be
found that more ambitious schemes of monetary reform were under condderation. The
negotiations with the League were very advanced at this point so that it appeared that the
idea was to relieve some of the pressure on the exchanges until the floatation of the
recondruction loan by offering an dternative to foreign currencies. The scheme worked
farly wel while it lasted, which stimulated Hungarians to repeat the experiment in 1946
during their second hyperinflation .

It would be in Germany, though, that monetary experimentation would advance
towards red innovation. Severd types of private and semi-officid issues of money could be
observed during the hyperinflation In 1922 a private rye rentes bank (Roggenrentebank)
was founded; it issued its firgt bill of exchange denominated in pounds of rye in December
of 1922 . In the beginning of 1923 severd public bodies - cities, dates and public utilities
companies - sarted to issue loans denominated in commodities such as rye, cod, and others
as shown in Table 10-1, but priced and serviced in marks according to the current

commodity prices.

Table 10-1
Germany: Material values loans, 1922-1923
(asquoted in the Frankfurt Gazzette at August 12th 1923)

Number I ssuing body Commodity Total dollar value  Subscription datec
1 Roggenrentenbank rye
series| 400000 Dec.30th,1922
series|| 400.000 Feb.5th
seriesllla 400.000  April 25th

" L. L. Ecker-Récz (1933b) p. 472.

8 SeeW. A. Bomberger & G. E. Makinen (1983) and especially B. Nogaro (1948).

9 H. Schacht(1927) p. 78. See Table 6-1 . In July 1922 the government had passed legislation authorizing and
regulating the issue of these privately issued monies known as "emergency monies" or notgeld. Cf. Republic
of Germany (1924) p. 67.
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serieslllb

series |V
Oldenburg State Bank
State of Macklemburg
series|
seriesl|
Prussian State
series|
series||
State of Anhalt
City of Berlin
City of Dresden

City of Gottingen

City of Bernburg

State of Saxony

District of Sandershaausen
Thuringian Evangelical Church
Anhalt Evangelical Church
City of Hannover

City of Aschorsleben
Badenwerk
series|
seriesl|
Grosskrafwerk Mannhein
State of Westphal
series|
series||
City of Bredau
City of Zwickau
State of Saxony
series|
seriesl|

State of Hessen
Badenburgishe Kreis Elekt.

Mittel dettschland-Cassel Elekt.

Stadtischenlicht Wasserwerke

series|
seriesl|
City of Goppingeen
Prussian State potash
series|
series||
seriesll|
Rheniland-Main-Donau
Neckar

Suddettsche Fesvertband Stittgart
Schleswig-Hol steinische Elektrizit.

Bayer Grosskraftwerke
State of Hamburg
City of Libek

130.000
114.000
rye 220.000
rye
50.000
70.000
rye
230.000
244.000
rye 40.000
rye 53.000
rye 32.000
rye 10.000
rye 4.900
rye 500.000
rye 70.000
rye 30.000
rye 18.000
wheat 30.000
wheat 12.000
coal
650.000
650.000
coal 420.000
coal
490.000
490.000
coal 240.000
coal 100.000
lignite
500.000
500.000
lignite 65.000
lignite 120.000
lignite 350.000
coke
n.a
n.a.
coke n.a
230.000
520.000
520.000
gold 500.000
gold 250.000
gold 365.000
gold 66.500
gold n.a
sterling 4.326.500a
Swed.Crown 530 312b

May 5th
June 7th
June 1st

Dec 31st,1922
May 24th

May 18th
May 25th
April 23th
June 16th
July 18th
July 1st
Mar.23th
June 28th
Mar.31st
Mar.31st
Mar.26th
June 18th
April 23th

Feb.10th
Mar.10th
Feb.13th

May 12th
June 23rd
April 20th
Mar.5th

Feb.10th
Mar.10th
April 15th
Mar.17th
Feb.

Feb.15th
Feb.28th
n.a

May 14th
May 25th
June 12th
April 18th
May

July 7th
n.a

June 20th
August
October



TOTAL 14.741.212
SOURCE and OBSERVATIONS: (a)Converted in dollars at the rate of 4.3265 to the pound. (b)Converted at
the rate of 3.7744 Swedish crowns to the dollar. (c)1923 unless otherwise stated. Compiled from data from J.
M. Robert(1926) pp.94-104.

These "loan" notes were made in smadl denominations so as to circulate as means of
payment which was actualy their main purpose. The Oldenburg issue in Table 10-1, for
example, would be of bonds priced in marks a the equivdent to 125 kg of rye and
redeemable in four years a the marks equivaent of 150 kg of rye, which meant a "own"
rae of interest of 5% a year payable a redemption . Along the same line the company
supplying the province of Baden with dectricity issued its "cod vaue loan" in bonds
equivaent to 1/2, 1, 2, 5 and 10 tons of coa serviced and redeemed in marks according to
the average price of cod observed in the 6 months preceding the payment . Smilar issues
followed: severd other "commodity” loans were issued by the most various of bodies and a
vaiety of other commodities - e. g. whest, potash, lignite, sugar, beer and even kilowatts -
were used for backing, or what was in fact indexing, "stable vaue' loans .

The vaue of these bonds remained stable for no other reason than the fact that
holding these notes was equivdent to holding commodities with dable dollar prices often
quoted in internationd markets. But the important fact was that these notes were not redly
convertible in the commodities of reference. In fact the commodities served only to provide
a price index to which the notes were pegged, the payments were actudly made in
depreciated marks at the current quotation of the commodity. In fact these loans represented
a vey interesting class of indexed bond, not only in view of the type of price index used
but manly because ther smdl denominations gave them functions of a means of payment.
Being resarves of vaue and means of payments these loans circulated as unrestrictedly as
money but with the important festure of being "dable-vaued'. The experiment, according
to Schacht, "spontaneoudy evolved by the naturd course of events'; these loans "enjoyed
great popularity, unaffected by the fluctuations in the prices of commodities concerned, and
the practice of expressng the vaues in terms of commodities had along vogue” .

" K. Helfferich (1927) p. 509.

8 Ibid. p. 510.

% H. Schacht (1927) p. 78, J. M. Robert(1926) p. 101 and R. R. Kuczynski(1923) p. 764.
10 H. schacht (1927) p. 78.



10.3) Officid "dable vdued" monies and inflationary exploson

The government was attentive to the development of private "stable vaued' monies
and perceived the opportunity of using the experience to help the support of the exchange
rate initiated in March in connection with the passve resstance a the Ruhr . In an attempt
to sem the outflow of reserves, the government decided to issue a dollar denominated
"gable vadued' loan, i. e a dollar indexed bond, with the purpose of securing foreign
exchange for the continued support of the mark . This gold loan represented an advance
over the "materid vaue loans' of the last section as it would be indexed to the dollar;
indexation to the dollar was chosen so that it would be reserve of value and means of
payment like the others, but would employ a much less confusing and dready widdy used
unit of account. These notes appeared to have al characteristics of money in addition to
being "sable valued" or wertbestandiges.

Yet, the government seemed to misunderstand the causes of the popularity of the
wertbestandiges loans, and issued the loan in large denominations which rendered it
unsuitable for means-of-payments functions. The loan was actudly conddered a failure
for it could not provide a Szable increase in internationd reserves: only one haf of the totd
issue of US$ 50 million was subscribed immediately and the stock of reserves a this point
stood around US$ 240 million. Yet the notgeld law authorized banks to issue their own
wertbestéandiges currencies againg deposit of such bonds, so that to the extent that the
subscribing banks did make issues the loan would have fulfilled its functions.

In Augudt, the government decided to repeat the experience but this time the
purpose was not to obtain foreign currency to support the mark but was very close to the
idea of monetary reform . The new "loan" fad denominations as low as 1/10, 1/4, 1/2, 1, 2

and 5 dollars, in addition to the ordinary large denominations. The tota issue was of

M parallel to the strategy of passive resistance, the German government had decided to employ the hitherto
untouched Reichsbank reserve to stabilize the exchanges. The move appeared to be an attempt to further wear
down the French initiative and possibly win the British, who had been insisting on the Reichsbank using its
reserve to check the depreciation for quite some time. Cf. C. Maier(1975) p. 366.

12 see Republic of Germany (1924) p. 72.

13 According to Havenstein quoted by C. Maier (1975) p. 367.

4 The loan was issued on August 14th; and by this time Helfferich's plan of monetary reform, which would
later be put into operation , had already been offered to Cuno's attention. Cf. J. G. Williamson(1971) pp. 386-



agoproximately US$ 120 million, an amount nearly as large as the gold vaue of the
outstanding Reichsbank notes a this point . Around US$ 72 millions of the totd issue
corresponded to subscriptions of smal denominaions . Shortly theresfter the Ralway
sysem issued a "dable-vaue' loan of gpproximatdy US$H 40 million guaranteed by a
deposit of the gold loans or of a Gold Treasury Bond especidly created to serve as backing
for wertbestdndiges currencies . These officdd issues would have extraordinary
consequences as regards the compostion of the money supply and the dynamics of
inflation.

The compostion of the money supply, broadly understood as the collection of dl
monetary assats with means of payment properties, is shown in Table 10-2. Private
wertbestandiges experienced a tremendous "boom” after the officid issues but there is little
information on the amounts in circulation by the end of 1923. Table 10-2 considered the
total vaue of US$ 14.7 million reported in Table 10-1 and an ad-hoc estimate of US$ 30
million for December. The amounts reported for gold loans and the railway issue show a
shap increase as a subgtantid part of the subscriptions - actudly thar find ingdiments -
were made during this period. The amount of foreign currencies in circulaion reported in
the table is an edimate based on the following: German higorian C. L. Hoaltfrerich
edimated it as between US$ 476 million and US$ 715 million and Bresciani-Turroni
established somewhat wider bands a US$ 120 million and US$ 950 million . According to
the balance of payments figures avalable an amount of approximatdy 286 million dollars
of foreign banknotes was "exported” during 1924 and 1925 . This certainly accounted for a
subgantia portion of the stock of foreign currencies hoarded or in circulation in Germany
by the end of 1923. Mogt likedy a comparable portion of these hoards appeared in the
badance of payments datidics as "unaccounted” inflows, which totded 176 million dollars
in 1925 . For the purpose of Table 10-2 a conservetive estimae of US$ 450 million was
adopted. Lastly, Table 10-2 incdudes rentenmarks as stable-currencies, which will be

387 and K. Helfferich (1924b).

15 1n July, the gold value of the outstanding Reichsbank note issue was 131 million dollars. Cf. J. P.
Y oung(1925) val. | pp. 537-538.

16 See Republic of Germany (1924) pp. 57 and 72.

20 1bid. p. 68

17 C. L. Holtfrerich (1985) p. 125 and C. Bresciani-Turroni (1937) p. 345. See also H. Schacht (1927) p. 106
and W. Baumgartner (1925) p. 95.

18 Table 10-5.



explained below.

Table10-2
Germany: Proximate composition of the money supply ,
November/December of 1923
(millions of dollars)

November 15th  December 15th

Private wertbestandiges 14.7 30.0

Gold loan notes3 65.6 1130
Railway stable valued notes 24 338

Foreign currencies2 440.0 440.0
Rentenmarks2 - 1994
Stable currencies total 522.7 816.6
Regular currency3,4 112 1258
TOTAL 563.9 A24

SOURCES and OBSERVATIONS: (1) From Table 10-1. (2) Estimates,
see text. (3) From Republic of Germany (1924) p.20. (4) Includes
Reichshank notes and legal non-stable notgeld.

A remarkable fact documented in Table 10-2 is the inggnificance of the crculation
regular "non-gable’ currencies by the time of the dabilization. If money subdtitutes were
sad not to dlow the dimination of the paper-mark in 1922 | by the fal of 1923, after the
August gold loan Schacht argued that "the Reich may be sad officidly to have abandoned
the paper mark" . The dissemindion of stable monies in conjunction with the remarkable
increase in the amount of foreign currencies in circulation, resulted in a decisive blow in the
"moneyness’ of the nationd money as its means of payments function, the only one it
retained at that point, was destroyed by the "stable valued" currencies . The consequences
of this "abandonment” of the mark as regards the dynamics of inflation are by adl means

19 |bid idem.
20 R. R. Kuczynski (1923) pp. 768-769.

2L H. Schacht(1927) p. 77. The dissemination of "stable value" currencies such as Wertbestandiges , foreign
currencies, and metallic coins seems to provide an alternative explanation for the rise in real money balances
detected by P. Cagan (1955) and R. Flood and P. Garber (1980), which they attributed to "rumors of monetary
reform”. Cf. Cagan(1955) p. 56. It is true that there were rumors of monetary reform and actually more than
that as the governments intentions to undertake a currency reform became very clear to the public much
before it came into being. The question is whether this would make anybody any more prone to hold nominal
balances while inflation was running at such wild levels.

22 3. Robinson(1938) p. 512 and J. M. Keynes (1923) p. 50.



extraordinary, as shown in Table 10-3:

Table 10-3
Germany: Inflation rates, January-November,1923
(% per month)

month CPl Wholesale Ex. rates
January-Marcht 69 59 49
April-Junet 44 67 81
June 100 132 137
July 395 221 285
August 1,459 1,208 1,162
September 2,46 2,035 2432
October 24,28 24432 29,607
November 17,865 8,6 10,121

T averages for the quarter. Source: C. L. Holtfrerich (1986) pp. 24-33.

The table shows a decisve twig in the evolution of the German inflation after June,
when it seems to enter an "explosve' trgectory. That coincides with the dissemination of
"indexed monies’, and seems to be reinforced by the second government internd loan in
August. Of course, this meant an important change in the nature of the inflationary process,
the "explosion” is not to be described by the model of Chapter 5, that was seen to explain
farly wdl the evolution of the German inflation up to then. The inflaionary exploson
occurs as the marks ceases to be the only means of payment avallable, so that agents would
only accept payments in marks at sky-rocketing premia. The mark becomes a "hot potato”,
and the exploding inflation rates reflect smply the "lethd" shock on the demand for marks
- which presumably had reached a minimum in the soring of 1923 - represented by the
dissemination of indexed monies.

10.4) The Rentenmark mechanism

The incredible dimensons of the price inflation observed in the Summer of 1923
after the dissemination of "dable valued' currencies and the perspective of complete
economic collgpse of the Reich forced the German government to consider what appeared
then a seemingly hopeless dabilization attempt without a settlement of the reparations



issue . The proposds discussed in the late summer and early fdl of 1923 bore no relation
with the negotiations that started later on and would lead to the Dawes loan late in 1924,
the dternatives discussed then were bascdly "unaided" ones. There was a number of ideas
under condgderation, most of which hinging on the establishment of a new gold backed
currency, such as those of socidist theorist Rudolf Hilferding, banker Hjdmar Schacht, the
Federation of Industries and State Secretary Julius Hirsch, among others . An obvioudy
decisve handicgp to al of them was the very reduced stock of divisen at the Reichsbank,
and the fact that a foreign subscription of a new bank of issue, as much as a domestic one,
even if mandatory, were both regarded as unfeasible .

One important point to observe as regards Germany was that reserves were never
depleted, much to the contrary, so that a some points the red vaue of the money stock fell
as low as to reach vaues for which the cover ratio was very close to 100%. In the late
summer of 1922, for example, the Reichsbank reserve stood at US$ 220 million and the red
vaue of the money supply had been reduced to gpproximately the same vadue . Smilaly
in July of 1923 the red vdue of Reichsbank notes in circulaion was esimated to be
approximatdy US$ 130 million while international reserves were worth about US$ 120
million . Yet in both occasons the red vaue of the money supply was very smadl
compared to the stable prices demand for money; considering the money stock observed
during 1925-26, for instance, the cover ratios assured by exigting reserves at these moments
would be 17.5% and 9.5% . These values would be too smdl to assure a gold convertibility
in norma conditions, or under dable prices, but as observed by many authors, including

Keynes and Bresciani-Turroni , the government could declare convertibility a a fixed

23 3 M. Keynes (1923) p. 50.

24 |n this respect Helfferich argued in February 1924 that "we had to try the experiment without being able to
wait either for an amelioration of the general economic and political conditions or for a solution of the
Reparations problem ... although such a reconstruction and solution form the condition sine qua non for a
permanent salvation of our monetary system”. He added that "the experiment that has been realized in the
Rentenbank is an enterprise of deadly risk; it is ajump over a precipice, the opposite ledge being veiled in
clouds." C. Helfferich (1924a) p.261.

%5 See C. L. Holtfrerich (1985) p. 129, V. D'Abernon (1927) p. 24, H. Schacht (1927) p. 82 passm and W.
Baumgartner (1925) pp.16-19.

305ee W. Baumgartner (1925) pp.16-19.

26 3. P. Young (1925) vol. | p. 537 and Republic of Germany (1924) p. 65. See dlso C. Maier (1975) p. 296
273 P. Young (1925) vol. |, p. 538 and Republic of Germany (1924) p. 65.

28 Considering the average money supply of 1260 million dollars.

29 3. M. Keynes (1923) pp. 46-47 and C. Bresciani-Turroni (1937) p. 346.



exchange rate, thus stopping the hyperinflation, and sustain it a least for a short period of
time. Experience would show, though, that such period of time was indeed very short, for
in a cowple of months the cover ratio had dready falen to unsustaindble levels . Besides,
the falure of the exchange rate dabilization atempt enforced smultaneoudy with passve
resgance a the Ruhr had convinced the German authorities that gold reserves were not
enough to sustain a continued intervention to support the mark without additiond sources
of foreign exchange. These arguments, and in paticular the notion that a 100% gold
convertible currency would dlow a totd issue regarded as indgnificant and unsugtainable
in view of the probable "needs of trade" following the sabilization , were insrumenta to
defeat Hilferding's proposd of creating agold department at the Reichsbank .

The avaladle dternative was actudly quite unusud. Hdfferich's proposad of a new
currency indexed, but not convertible, to rye was basicaly a devedopment or an extenson
of the experience with the "materid vaue' loans and the gold loans described in the last
two sections. The idea was that the severad disinguished representatives of Germany's
agriculture, industry and commerce, would be obliged to subscribe a new bank of issue and
the subscription would be made in paper marks, and in this respect it differed very
fundamentdly from the founding of banks of issue in Austria, Hungary and Poland, where
the subscription was an atempt to capture gold hoards. The participation of each group of
subscribers in the new bank would be proportiond to its respective wedth or property and a
mortgage on such wedth would serve as a guaranty agang the falure of the new
inditution. This is nothing more than usud for companies of unlimited responghility; by no
means the new inditution was meant to be an incanation of the German national wedth as
it seemed to be the popular view. This might have been an useful notion for public rdaion
purposes, but had no economic basis whatsoever.

30 |t isinteresting to observe that if we consider only the ordinary Reichsbank notes and the alleged " paper"
issue of rentenmarksin December, the gold cover ratio, that had been nearly 100% in the end of November,
had already been reduced to 28% (ignoring the probable reserve losses of December that are not reported in
the Reichsbank returns, though admited by Schacht (1927) p. 129 in the end of December.

31 The legendary reluctance of German officials, Havenstein in particular, in conmitting the Reichsbank
reserves to stabilization attempts becomes thus understandabl e. Besides, a strong reserve position represented
a strong bargaining instrument in the reparations-stabilization imbroglio, so much that Havenstein once
referred to using the reserve for less than a definitive stabilization effort as "cutting Samson's hair", as quoted
b%/ C. Maier (1975) p. 297.

32 3. G. Williamson (1971) p.390.



This new inditution's main task would be to issue a mortgage bond indexed to rye
prices (rentenbriefe), in the same fashion as the other "materid vaues' wertbestandiges
loans and gold loans were issued. A dgnificant difference would be that instead of issuing
the bonds in smdl denominations to circulale as means of payments, the proposa
suggested the issuance of notes cdled roggenmarks in smal denominations s0 as to
become means of payment, but aso 100% convertible on the rye indexed bonds. The
proposed roggenmarks would therefore be a "sable valued" currency by the same, a this
point widely known, mechanism that made the severa other "maerid vadues' loans "dable
vaued', examined in detall in the last two sections .

It was ingenious, though certanly not conventiond, and the success of the
wertbestandiges loans together with the unfeasbility of the other dterndives made it very
gopeding. So much that in the early days of August the Cuno government, and especidly
its finance miniger Luther, was quite willing to implement the plan . The Cabingt fdll,
however, and the Minister of Finance of the Stresemann's cabinet, Rudolf Hilferding, was
frankly hogile to the idea . Hans Luther, now miniger of food, brought the plan to
Stresemann’s  attention, and the project dowly gained ground; even before Hilferding was
replaced by Luther the plan had been accepted. The only dgnificant amendment to the
project was that instead of rye as an index for the rentenbriefes, gold was to be used. After
al the new currency was not to be convertible in rye but only pegged or indexed to rye
prices, so there was no reason not to index it to gold which was superior as a price index .
In light of this change the notes backed by the indexed bonds had their name changed to
rentenmarks, and in November 15th the especidly empowered government issued the

33 See W. Baumgartner (1925) pp.24-36; H. Schacht (1927), p. 80 and A. Fourgeaud (1926) pp. 199-201
passim.

34 K. Helfferich (1925aand b).

3 Hilferding considered the plan a "theoretical monstruosity”, cf. J. G. Williamson(1971) p. 390. According
to Hilferding money took its value from the labor required to produce it, so that to have value at all money
had to be convertible on some substance having "intrinsic value", such as gold. That this made him a "rather
old-fashioned" metallist was observed by H. Ellis (1934) pp. 93-101. It was also observed by Schumpeter and
even by Lenin, W. A. Darity Jr & B. L. Horn (1985) p. 365. It is somewhat paradoxical that in this debate that
socialists endorsed Hilferding's reactionary views on money and the innovative view was authored by a
distinguished politician of the right. On this paradoxical monetary conservativeness of the left see C. P.
Kindleberger (1984) p. 327.

36 Schacht observed that indexing with respect to rye "was calculated in a masterly manner to appeal to the
psychology of the agricultural community”, on whose political support the government depended. H. Schacht
(1927), pp. 85-87. It was more than that however. Rye indexing assured that the "contribution” from
agriculturalists to the Rentenbank would be indexed to the same prices relevant to the determination of the



monetary reform decree.

From the beginning, the new currency enjoyed a very high demand. Schacht
reported that the public was "anxious' to exchange his paper-marks into rentenmark and
that "in the firg few days of the rentenmark issue long queues, stretching out into the Street,
were formed where the notes were being issued” . The public seemed to be well aware that
the rentenmark had a fixed paity to the dollar, which followed from it being a
wertbestéandiges or a "sable vaued" currency as many others dready in circulation, and
enthusadticaly accepted it as such. The introduction of the rentenmark appeared to the
public like the introduction of another gold loan; in this respect it is interesting to note that
after the new law was passed there would ill be a month ddlay until the rentenmark notes
would be ready for digtribution, and during this period the government did issue another
gold loan to bridge the gap and, like for the other gold loans, the public's reaction was very
postive .

Two important provisons would make the rentenmark issue much more than
amply the issue of another, though very large, gold loan. Fird, it seemed implicit that the
old paper mark would be demonetized a some uncertain point in the future, but its issuance
was not to be interrupted until much later. In this manner the rentenmark and the old paper
mark would coexist in circulation and there would be nothing to prevent the old mark from
depreciating with respect to the rentenmark the same way it was depreciating with respect
to the dollar and to the other "stable valued" currencies.

The introduction of the rentenmark , or the fact that the public saw it as a "stable
vaued" currency, dlowed the authorities an opportunity for the fixing of the exchange rate.
The second fundamentd feeture of the rentenmark experiment was that the exchange rate
between the old paper mark and the rentenmark was fixed a the convenient rate of atrillion
to one. It should be clear that this was by dl means equivalent to fixing the exchange rate
between old paper marks and the dollar asillugtrated by the diagram .

agrari ansincome, thus preventing possibly sweeping windfall gains or losses.

37 Although most people were eager to get rid of its old marks, even some devisen were offered in exchange
for the new currency, H. Schacht (1927), p.99.

38 Republic of Germany (1924) p. 72.

39 This mechanism is explained by Schacht in asimilar fashion, ibid. pp. 114-115.
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Diagram 10.1: Therentenmark mechanism

As rentenmarks started to be issued on November 15th, the government acted in
two fronts given that the wertbestandiges mechanism warranted that one rentenmark was
exchanged for 10/42 dollars, as shown in the diagram by the continuous arow, the
government smultaneoudy exchanged rentenmarks againgt old paper marks at the rate of a
trillion to one gmultaneoudy it employed its internationd reserves to intervene in the
foreign exchange market and sustain the rate of 4.2 trillion paper marksto the dollar .

It is important to note that Since the rentenmark was a "stable-valued currency, its
issuance could be seen as equivaent to a sde of indexed bonds with means of payments
properties or more Smply as an externd loan. Yet smdl externd loans could very wel be
insufficient to secure currency dSabilization for obvious reasons, Smilaly a tota issue that
was too high could become problematic. The tota authorized issue was limited to US$ 762
million; this amount, if added to the stock of internationd reserves in November of 1923
would sum US$ 870 million, which would provide a "cover" of dable currencies for
approximatdy 70% of the stable prices demand for money as measured by the 1926-27
average vaue of US$ 1,260 million dollars. The rentenmark "loan" was then very
substantial, even when ompared to stabilization loans floated by other countries. It was not
as big as the Audrian loan floated under the League of Nations auspices, which represented
more than 100% of the stable prices demand for money; but it was bigger than the



Hungarian one, which represented less than 50 % of the vadue of the stable prices money
demand. In sum, as a result of this twofold atack - the use of the internationa reserves and
the digribution of rentenmark - the exchange rate was dabilized; as indexation transmitted

it to domestic pricesinflation was stopped in one stroke.

10.5) Alterndive interpretations of the rentenmark experiment

The rentenmark experiment marks one of the mogst extraordinary monetary
experiments of dl time, yet most historians of the episode seem to have misunderstood the
mechanism and its role to the dabilization. Bresciani-Turroni, for example, argued that
there was no reason for the "sable value loans' to have a sable value because their
guarantees were "purely fictitious...[bjeing mere paper without any cover”. With respect to
the gold loans he argued that "the public alowed itsdf to be hypnotized by the word
wertbestandiges written on the new paper money" . He argued further that the rentenmark
was an inconvertible paper currency like the old paper mark only with a different name , a
point which is bascaly endorsed by Thomas Sargent; according to Sargert "while great
psychologicd significance has sometimes been assigned to this unit change, it is difficult to
atribute any subgtartid effects to what was in itsdf only a cosmetic messure’ . Other
authors, even the nonr-monetarigts, have put forth smilar andyses. Angel referred to the
rentenmark as a "confidence trick" . For Stolper it was a "psychological device' and for
Graham "nothing more than a new tenor of inconvertible paper” . More recently Karl
Hardach argued that the "backing" for the rentenmark notes were "fictitious’, though it was
enough to generate the "dedred psychologica effect” . Steven B. Webb termed it a
"fable' . Rudiger Dornbusch too, in a recent paper, does not offer any explanation for the

public's acceptance of the gold loan as hard currency despite it having "no backing®, but

“O1pid. p. 112.

41 C. Bresciani-Turroni (1937) p.344.

“2|bid. p. 348.

43 T. Sargent (1982) pp.82-83. This diagnostic is fully endorsed by German historian C. L. Holtfrerich (1985)
p.134.

4 3. Angdll (1932) p. 24.

“SApud F. Ringer(1969) p. 86.

“® Frank Graham (1930) p. 12.

47 K. Hardach (1980) p. 29.

8 5. B. Webb (1985) p. 18.



concedes that the rentenmark was stable-vaued because it was convertible 1:1 on the gold
loan . Even Gerdd Merkin, who suggested that inflation had been stopped with the fixing
of the exchange rae through the dollarization mechanism, argued tha the rentenmark was
"psychologicdly an advantage’, the "red act of dabilization [bjeing the intervention of the
Reichsbank in the foreign exchange market" .

Most observers of the phenomena thus have emphasized the pathologicad aspect of
the rentenmark not being convertible to or backed by gold. Indeed, an interesting eement
of continuity between old and new mondarist interpretations to the "miracle’ can be found
in the continuous search for a "backing" for the rentenmark which would judtify it having
vaue a dl. It is commonly argued that its only "red" backing was the mortgaged property
of the Rentenbank's subscribers and recalled that the disastrous experiences of the
Assgnats and of John Law's Banque Roydle notes was a livdy reminder that the
rentenmark system assured no red backing for the new currency . It was aso argued,
however, that even an unbacked "paper” currency could maintain a fixed relation with gold
or other currencies if auffidently limited in quantity, which was actudly wha many authors
presented as an explanation for the "miracle of the rentenmark ": the public accepted it a a
fixed rdaion with the dollar because its issue was fixed in quantity, or a least because it
would force the government to live within its means.

The more sophigicated form of this argument is unquestionably its more recent
rationa expectations versgon, according to which the red "backing” for inconvertible
currencies, and even gold currencies under fractionary reserves, would be the present vaue
of current and future government surpluses or the government's capacity to "make good on
its debt" . This "backing" obvioudy depended on the “fiscd policy regime’ followed by
the government and "the public's perception of the fiscd regime, he argues, influenced the
vaue of government's debt through private agents expectations about the present vaue of
the revenue dsreams backing that debt" . A change in the "fiscd policy regime' - which

49 R. Dornbusch (1985) pp. 9-10.

%0 G. Merkin (1982) p. 46.

®1 See for example C. P. Kindleberger(1984) p. 326; H. Schacht (1927), p. 85; J. P. Young (1925) vol.| p.426;
A. Fourgeaud (1926) p. 202; V. D'Abernon(1927) p.36 and F. Graham (1930) p.12ff.16.

52 T. Sargent(1982) p. 45.

3 |bid. p. 46. Note, in this connection that according to Sargent the difference between the wild money
growth experienced before the stabilization and the slightly less wild one verified afterwards was that the
former was "unbacked" and thus inflationary, while the latter was "backed" so did not disturb price stability.



would be determined by a limit imposed on the government access to the printing presses -
would be like cregting a backing for the currency, so that the announcement of such change
would exhert such a powerful influence on the public expectations as to bring about the
abrupt end of the hyperinflation.

Two observations should be made about this "limited issu€' or "regime change
argument. Fird, given that the exchange rate between rentenmark and old marks was fixed,
any limit on the rentenmark issue would be meaningless without a corresponding limit on
the issue of old "paper" marks. In fact, there was no limit on the Reichsbank note issue on
the bass of discounting private commercid hbills, which actudly nearly tripled during 1924.
No "bullionig”, or their modern monetarist successors, would ever concede that excessive
money growth could be prevented under a "red hills' rule. Ricardo had made it clear long
before that the only check to "overissues' in such an "inconvertible paper” world would be
the "prudence’ or the discretion of the bank of issue It is very likely that this prudence
could be found in Schacht's Reichsbank presdency, but the important point is that
excessve monetary growth would not be curbed by some wdl defined quantitative limit on
money cregtion, but by something more subjective and elusve, namdy Schacht's reputation
and the drength of his commitment to a "sound® moneary management. Whether this
commitment could be taken for granted in October of 1923 is not merdly a matter of
Schacht's convictions and the strength of the government: if a settlement for the reparaions
issue, for ingtance, was not to be found monetary management, no matter how "sound",
could do little to prevent the collgpse of the stabilization.

A second observation regarding the "limited issue' argument is reated to the fact
that the rentenmark was accepted by the public a a fixed rate to the dollar because it was
convertible into a gold indexed bond and this fact would not be changed if no limits had
been placed on its total issue . As explained in the last section the exchange rate was

He concludes then that "it was not simply the increasing quantity of central bank notes that caused the
hyperinflation, since ... the note circulation continued to grow rapidly after the exchange rate and the price
level had been stabilized. Rather it was the growth of fiat currency which was unbacked, or backed only by
government bills, which there never was a prospect to retire through taxation”. Ibid. pp. 89-90.

>4 This obviously does not mean that rentenmark overissues could not happen. The supply of rentenbriefes
could be so much enlarged (after all they were "paper” or "fiat" guarantees), and so could the rentenmark
issue, that a point would be reached where the public would be no longer willing to accept additional
guantities of the indexed bond. At this point the rentenbriefes would most likely fall to a discount, in case of
which they would be underindexing the purchasing power used to buy them, so the rentenmark would



dabilized as the government launched a two-pronged attack on the public's desre for
"flight" from the mark by offering rentenmarks and foreign exchange at fixed raes to the
old paper marks. If the rentenmark issue had been limited to some binding number, one of
the "arms' of the atack would have been weskened and the responshility for preventing
the "flight" from the currency would have been placed mosily upon the limited Reichsbank
reserve. Since the stock of internationa reserves alone was too smdl for the task, as it was
agued agang the Hilferding's Sabilization proposa, it follows that there would be a

minimum rentenmark issue which would make the gabilizing intervention feasble a dl .

10.6) The "fundamentas’ of the gabilization

The German dabilization involved, like in the other cases, an immediate problem of
fixing the exchange rate, to which the rentenmark "loan" would play a mgor role. 1t would
adso involve, of course, a problem of solving the more fundamentad “imbaances’ behind
the inflationary process. The true nature of these imbadances has been the matter of great
controversy over the years, there being different "schools of thought” on the issue
emphedzing fiscd deficits or, dternatively, bdance of payments problems . Yet
independently of what was the origind driving force of the inflationary process it seems
clear that, for gtabilization purposes, mogt likely both issues were crucid and the solution of
both should be seen as necessary ingredients of the stabilization. It was seen in Chapter 7
that the fisca bettle was won in the very act of dabilization thanks to the Olivera-Tanz
effect. Yet, to judge from contemporary German opinion, fisca baance was by no means a
aufficient condition to assure a laging dabilization without a maor rescheduling-recyding
of reparations payments . This is reinforeced by the fact that, immediaey following the

consequently depreciate with respect to the dollar. In this sense there would be a "critical point" beyond
which additional issues of indexed bonds would characterize an "overissue" and would result in depreciating
the new currency.

%0 Considering a stable-prices demand for money of US$ 1,260 million and an acceptable convertibility rate of
40%, a minimum reserve of US$ 500 million would be required to establish a gold standard. Since the stock
of international reserves in November of 1923 was about US$ 111 million the necessary, or the minimum
rentenmark issue would be of approximately US$ 389 million or 1.633 hillion rentenmark, about half of the
authorized issue.

®1 For revisions of this debate see C. P. Kindleberger (1984) pp. 310-311 and C. L. Holtfrerich (1986) p. 138
passim.

°2 G. D. Feldman(1982) pp. 192-193, S. Schuker (1978) pp. 351-356, C. Maier (1975) pp. 286-287 passim
and F. Ringer (1969) p. 92.



gabilization workers managed to recover their prewar levels of red wages, as shown in

Table 10-4, despite the very high (and declining) levels of unemployment:

Table 10-4
Germany: indexes of real wages and unemployment , October 1923 /June 1924
(1914=100)
date Skilled Non-skilled Unemployment

1923- October 52 52 65 191

November 53 53 66 234

December 70 70 85 282

1924- January 74 81 95 26.2

February 78 83 A 251

March 79 R0 92 16.6

April 81 97 97 104

May 86 101 104 86

June 91 102 108 105

SOURCES: The first series for wages in each category is from ILO(1925) pp. 16-17;
the second is from P. M. Garber (1982) p. 19. Unemployment figures refers to

percentages of unionized workers from J. Tinbergen (1934) pp. 83-86.

In contragt to other cases, in Germany the exchange rate was fxed a a leve below
the market rate, thus generating a sharp one-shot appreciation of the red exchange rate.
While in Poland, for ingance, the option of freezing the market rate was convenient to
economize their meeger hard currency reserves, the Germans, on the contrary, were
interested in sdling the rentenmark  "resarve' or in puting rentenmarks in circulaion as
quickly as possble. The result, however, was currency appreciation, which was actudly
reinforced by the rdatively smdl inflation experienced during 1924 - around 100% for the
year. This sharp deterioration in competitiveness reflected very cearly in the trade
accounts. While Germany enjoyed monthly smal trade surpluses of 68 million and 93
million gold marks in the last two quaters of 1923, in the first two quarters of 1924
average monthly trade deficits of 212 million and 323 million gold marks were observed .
The trade deficit deteriorated further in 1924 and in 1925, as seen in Table 10-5, as the
current account deficit reached nearly 5% of GDP even though reparations payments were
dragticaly reduced, as seen in Chapter 3. It is interesting to observe that this worsening of
the current account preceded the inflows of capita brought by the Dawes Plan, so that a

Saip Y oung(1925) val. | p. 539.



leest origindly, these deficits were not generated by some transfer mechanism a la
Machlup, but had its origins on the wage push following the gabilization. In any event the
deterioration of the trade balance and the restart of the reparations payments could be more
than compensated by the inflows of capita into Germany observed during the late 1920s as
discussed in Chapter 3.

Table 10-5
Germany: Balance of payments, 1924-1926
(millions of gold marks)

1924 1925 1926
exports? 7,825 9,467 10,633
imports 9,604 11,807 9,667
trade balance -1,779 -2,34 966
services 198 158 3H
interest & reparations® -193 -908 -1,36
current account -1,774 -3,09 -57
loans
long term® 900d 1,124 1,376
commercial credits® 500 29 -33
total capital 14 1,153 1,343
gold -149 -678 -578
export of foreign banknotes 1 200 -
changein reserves -1,217 34 -14
unaccounted 740 2,021 -6

SOURCES and OBSERVATIONS: (a)Reparations in kind are entered as exports and
as payments on reparations account. (b)Interest income was of 83 , -87 and -193
million gold marks respectively in 1924 , 1925 and 1926. (c)Net of amortization
payments. (d)Securities floated abroad computed at market prices. The total par value
of these issues was of 1,002 million gold marks, 960 million of which corresponded to
the Dawes loan. (e)Includes net inflows of short term capital of 104 million and 118
millon gold marks respectively in 1925 and 1926. From LN (1927) pp. 81-90.

It should be clear thet in the context of a dollarized economy the success of the
dabilization was crucidly dependent on mantaning the exchange rate fixed, which by its
turn depended on having international reserves not too severdy pressured. The public's

acceptance of the rentenmark as hard currency worked, in the context of the modd of




Chapter 5, just like an increase in internationd reserves, or a large externd loan, to the
extent that the public was willing to surrender their hard currency hoards in exchange for
rentenmarks. This can be seen in the baance of payments accounts as "unaccounted
inflows' and "export of foreign banknotes' - in vaues equivdent to US$ 414 million - both
of which probably expressng dishoarding of foreign currencies that eventudly found their
way out of the country through the current account deficit. This meant tha the current
account deficit in 1924 was partly financed by private sector's "reserve losses' and aso by
officd reserve losses of around US$ 289 million. It should be very clear that externd
balance thus achieved was temporary and accomplished mostly by the once and for dl
effect of the "sd€' of rentenmarks . After this, the protection of internationa reserves, and
consequently of the exchange rate, would have to rely on more conventiond instruments
and besides, it was unclear a the moment of the sabilization how long it would take for a
lasting solution for the externad accounts to be found. In fact, meaningful steps towards the
Dawes Plan would only be announced nine months after. In this connection, the very high
interest rates practiced in the few months after the stabilization, seen in Table 10-6, played
an important role for the stabilization.

Table 10-6
Germany: Weekly interest rates, 1923-1924
(% per year)

date daily money 14 daysloans monthly loans

1923- November- 3rd week 323 4,238 474
4th week 765 3,276 3,636

December- 1st week 578 1,248 1512

2nd week 360 641 695

3rd week 328 391 522

4th week 360 459 488

1924 - January - 1st week 81 255 300
2nd week 56 159 198

3rd week 36 75 149

4th week 15 36 36

February- 10th 12 37 31

20th 18 43 50

29th 25 42 50

March- 10th 32 43 37

20th 34 42 48

30th 29 44 49

April- 10th 35 - 44

20th 27 - 28

30th 52 - 61

May- 10th 48 - 67



20th 11 - 42

30th 12 - 28

June- 10th 12 - 3H5
20th 10 - A

30th 10 - 24

July- 10th 12 - 23
20th 9 - 17

30th 11 - 17
August- 10th 10 - 15
20th 9 - 12

SOURCES: S. Flink (1930) pp. 91, 104, 122- 124 and G. Dernis(1927) p. 21,

With the sudden end of inflation the demand for money would be very sgnificantly
increased, as the velocity of circulation would be very consderably dowed. Yet the growth
of money supply was dow to accommodate this "remonetization”. This was due in part to
the fact that the government decided to redeem the officid issues of "sable vaued”' loans |,
thus reducing the amount of means of payments in circulaion. Another possble vehicle for
a quick increase in the money supply was the budget deficit, but this channd was actudly
blocked. The Treasury was only given an advance of approximately US$ 286 million in
rentenmarks to finance the "temporary” budget deficits and to retire its outstanding debt
with the Reichsbank. Already in December, as it is wel known, the Treasury approached
the Reichsbank for accommodation indicating that much of the advance had dready been
put into circulation. In December 314 it has been estimated that approximately US$ 250
million in rentenmarks were circulating dong with US$ 147 million in gold loan notes and
US$ 145 million in ordinary Reichsbank notes®®. This totd - US$ 542 million - even if
added to private wertbestandiges and foreign currencies in circulation, was very smdl®®
compared to the stable prices money demand. The first few weeks of the dtabilization were
moments of acute monetary stringency, as indeed shown in Table 10-6.

The dtudion was dleviaed in the next few months as the money supply was
rgpidly increased: the totd authorized rentenmark issue was quickly reached in the
beginning of 1924, and the stock of Reichsbank notes was increased from a tota of
approximately US$ 120 million in January of 1924 to US$ 220 millions in May and to US$

5 Republic of Germany (1924) p. 20
% The gold cover ratio that had been nearly 100% in the end of November had already been reduced to 28%
in December (ignoring reserve losses)



423 million in October®”. The money supply would actudly approach the "normd" stable
prices levd money demand, assumed to be around US$ 1.260 millior®®, only by the fal of
1924%°,

In March of 1924, when interest rates, especidly for dally money, had fdlen to
norma levels some pressure was felt upon internaiond reserves and tight credit crunch
was enforced from mid April. From then to the firg week of Augud internationa reserves
increased by US$ 158 million’®, mostly by virtue of commercid credits and aso by means
of private dishoarding of foreign currencies. Great importance has been assigned to the
April's credit crunch by some of the recent rational expectations explanations of the
Geaman dabilizetion. It was argued tha the fundamentds of the stabilization problem were
solved as the budget was quickly badanced but the credibility necessary to make the
"regime change" produce the end of the hyperinflation was not a priori assured’*. The find
piece of the "regime change' or the dement that definitively established credibility to the
government's plan was the very high interest rates enforced during the firs semester of

1924 and especidly the credit restrictions implemented in April”2

. It is interedting to
obsarve in this connection that foreign currencies remained in circulaion within Germany
in consgderable amounts during 1924 and 1925, at least to judge from the unaccounted
inflows reported in Table 10-5 for these years. Indeed, the orders of nmegnitude involved are
fully compaible with the estimates of the amounts of foreign currencies hoarded or in
crculation within Germany in 1923 reported in Table 10-2. It was only in 1925 that there
was a massve return of funds, as measured by the very large unaccounted capita inflow of

agoproximately US$ 481 million shown in Table 10-5. This seems to suggest that the

67 JP.Y oung (1925) vol | p. 529

68 At least this is the base value around which the money supply seems to stabilize in the late 1920s,
controlling for real growth. Cf.B.R. Mitchell (1978)p.358.

%9 One might surely suggest that the monetary sringency was less a deliberate policy choice than a
consequence (possibly undesired) of the fact that the increase of the money supply through the discounting of
“real hills’ take some time. If the government had been running a fiscal deficit the stringency could certainly
have been abbreviated. This should not, however, invalidate the idea that dear money was necessary for
balance payments reasons.

"0'S. Flink (1930) p. 91.

L According to Dornbusch the monetary-fiscal stabilization is, of course, acentral part os the stabilization
and indeed the fundamental factor. But this does not really answer the more basic question: how does a
government that plansto do all the right things and, indeed, puts them on paper, secure the credibility that
then makesit possibleto live with the policies. 1bid, p.15

"2 R. Dornbusch (1985), S. Webb (1985a) p. 19. The same point has also been made by P. M. Garber (1982)

p. 27.



decisve factor in securing confidence on the dabilization was not the spell of dear money
enforced in the spring of 1924 but some event taking place later in 1924, mogt likely the
gpprova of the Dawes plan in August and the floatation of the Dawes loan in October.

It is clear from Table 10-6, on the other hand, that a premia on long (monthly) loans
over short (daly) loans - an unambiguous indication of expected inflation - lasted longer
than the credit crunch of April; the term gructure dopes sharply upwards until the late
summer of 1924 when the negotiations around the Dawes plan resched its find moments. It
is vay dgnificat in this respect that the German public was very pessmigic about the
date of dabilization seemingly until the Reparations Commisson agpproved the Dawes Plan
in August. There are indeed many accounts in this respect”®, which provides an indication
that despite al possble government demondraions of dncerity in its commitment to
"sound” finances, including actua budget baance and the credit redtrictions of April 1924,
the public dill disrusted the program and waited for the solution for the reparations
problem.

10.7) Summary and conclusons

This chapter’ purpose was to assemble the several dements that composed the
German dabilization. Its emphass was mogdly directed to the workings of the “indexed
currencies’ mechanism that was put into effect by severa private and semi-officid bodies
and was eventualy adopted by the government through the introduction of the rentenmark.
The fact that the rentenmark was a stable valued currency thanks to the “indexed money”
mechaniam furnishes a solution to an old and hitherto unsolved enigma namdy why the
rentenmark was accepted as a hard currency by the German public in November of 1923,
This solution for “rentenmark miracle’ played a key role in the German dabilization but
other dements were aso essentid. The advance of dollarization was important to the extent
that it meant that the fixing of the exchange rate assured that the hyperinflation would be
ceased ingantaneoudy. Regarding “fundamentals’, the solution to the fiscd imbaance
provided by the operation of the OlivairaTanzi effect was certainly important, though seen

73 See for example C. Bresciani Turroni (1937) pp. 360-361, R. Dornbusch (1985) pp. 22-23 and H. Schacht
(1927) p.152



as insufficient without a settlement of the reparations issue. In Germany one dso obsarves a
shap improvement in red wages following the dabilization and a corresponding
deterioration on the current account. Since it would take a few months for the Dawes Plan
to be effectively agreed, the dabilization was susained by the high unemployment and
extreme monetary dringency, which thus made a dgnificant contribution to bridge this
crucid gap. By far, however, the mogt important and the most characteristic ement to the
German dabilization was the rentenmark miracle, a monetary innovation with no pardld in
monetary higory.



