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Abstract 

In this paper, we have touched upon all key areas that 
concern the phenomena and its effects on the economic 
health of various countries and the world as a whole. 
This study is particularly relevant in today’s world as the 
global economy grapples with the after-effects of a   
recession, and inflationary pressures being felt in a 
majority of nations across the world. 
Keywords: Hyperinflation, Monetarist view of 
inflation. 
 
Introduction 

In the beginning, we give a brief introduction of 
inflation and give Monetarist and Keynesian views 
of inflation. Then with this background, we 
introduce the concept of hyperinflation. Next we 
discuss the causes of hyperinflation  
 
Afterwards, we through have a relook of the 
historical perspective of hyperinflation and study 
the instances of hyperinflation throughout world 
history. These studies show the major causes then 
were mostly wars and revolutions which led to very 
high price rises. After that, we have a look upon 
instances of hyperinflation through the last century, 
and the conditions that led to such instability. 
 
Next, we discuss the debt crisis of the 1980’s and 
the hyperinflation experiences in Latin America . Here it   
was found the populist government policies were a 
key trigger behind the economic crisis that ensued. 
 
Henceforth, we have look upon relationships 
between hyperinflation episodes and currency 
crashes .They operate in a negative feedback loop, 
continually feeding upon each other until complete 
reform is undertaken. When it comes to modern 
vintage fiat monetary system financial crises, 
inflation can rapidly spiral viciously out of control. 
The end result is the cataclysmically damaging 
economic phenomenon of hyperinflation. 
 

Finally, we look upon instances of inflation in 
today’s world, and the policies that have resulted in 
inflationary pressures in the current scenario. 
 
In the end, we summarize the result of our 
exhaustive studies and come forth with suggestions 
to keep hyperinflation under control. We 
summarize the key points. Firstly we have the 
overview of the monetary system. Next, we 
summarize financial crises and their sequencing. 
Finally we have a comprehensive study of current 
inflationary forces that impact most upon. 
 
Inflation 
 
Inflation is defined as a continuing and rapid rise in 
the price level. According to Milton Friedman, it is 
always and everywhere a monetary phenomenon” - 
most economists, whether monetarists or 
keynesians, agree with that proposition. In what 
follows, we will study that proposition before 
presenting the economic dynamics of 
hyperinflation using the quasi-fiscal deficit 
approach. 

 
Monetarist View of inflation 
 
Monetarists use an aggregate supply/aggregate 
demand framework. Starting from an initial point 
where output is at the natural rate level, they 
consider that if the money supply increases, the 
aggregate demand curves shifts rightward. Output 
may increases above the natural rate level. The 
resulting decline in unemployment below the 
natural rate level will cause wages to rise, and the 
aggregate supply curve will quickly begin to shift 
leftward and this, until the economy return to its 
natural rate level. At the new equilibrium, the price 
level has increased. The outcome of a continually 
increasing money supply is a continually price 
increase. In monetarist analysis, the money supply 
is view as the sole source of shifts in the aggregate 
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demand curve; therefore money growth is the only 
cause of inflation. 
To show that changes in aggregate spending are 
determined primarily by changes in the money 
supply, monetarists link the quantity of money M 
with total nominal spending (P*Y) using the 
concept of velocity of money defined as the speed 
of circulation of one unit of money. Velocity is 
calculated by dividing nominal spending P*Y by 
the money supply M,  
 

 
 
The equation of exchange is obtained by 
multiplying both sides by M. If velocity V is 
considered to be stable, this equation is transformed 
into a theory of how aggregate spending is 
determined and is called the modern quantity 
theory of money. If money supply increases and the 
velocity are stable, aggregate spending will 
increase in the same proportion. 
 

 
 
Keynesian View of inflation 
 
For Keynesians also, a rapidly growing money 
supply will cause the price level to rise continually 
at a high rate. There are no other factors that can 
generate high inflation. Neither fiscal policy alone 
nor supply-side phenomena can be the source of 
inflation. Indeed, a negative supply shock shifts the 
aggregate supply curve backward resulting in 
output lower than the natural rate level and a higher 
price. Since unemployment is above the natural 
rate, the aggregate supply curve will shift back to 
its initial level. The economy returns to full 
employment at the initial price level. Concerning 
fiscal policy, a one-shot increase in government 
expenditure leads to only a temporary increase in 
the inflation rate, when output is above full 
employment level, not to an inflation in which the 

price level is continually rising. If government 
spending increased continually, we could get a 
continuing rise in the price level, which goes 
against Friedman’ proposition. However, this 
argument is not solid since, as Keynesians 
recognize, government expenditure cannot increase 
continually. 

 
Hyperinflation  

 
First observed in China (during Yuan Dynasty in 
11th and 12th century) hyperinflation is inflation that 
is very high or "out of control". While the real 
values of the specific economic items generally 
stay the same in terms of relatively stable foreign 
currencies, in hyperinflationary conditions the 
general price level within a specific economy 
increases rapidly as the functional or internal 
currency, as opposed to a foreign currency, loses its 
real value very quickly, normally at an accelerating 
rate.  
 

Causes of Hyperinflation 
 
Hyperinflation becomes visible when there is an 
unchecked increase in the money supply, usually 
accompanied by a widespread unwillingness on the 
part of the local population to hold the 
hyperinflationary money for more than the time 
needed to trade it for something non-monetary to 
avoid further loss of real value. Hyperinflation is 
often associated with wars (or their aftermath), 
currency meltdowns, and political or social 
upheavals. 
 
This is the basic reason why most of the European 
economies suffered from high inflation or 
hyperinflation after the Second World War. 
Generally the combination of following creates 
conditions for hyperinflation: 
 

• Weak governance 
• Civil disorder and unrest 
• War  
• Breakup of empire  

 
In hyperinflationary condition people spend 
significant amounts of resources minimizing the 
inflationary damage. They have to shop often to get 
to the stores before the prices go up; they reduce 
holding real balances to a remarkable extent to 
avoid the inflation tax. In such conditions, the 
wages are paid very often and people often visit 
bank to get the money. 
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The main cause of hyperinflation is always high 
monetary supply.  Government keeps on pushing 
money in the market, as an effect the currency gets 
highly devaluated. Also economies, which suffer 
from large budget deficit, are prone to 
hyperinflation. 
 

Literature Review 

The best-known report of high inflation in the 
ancient world was the case of the Roman Empire in 
the third century A.D. The Roman emperors 
became fond of “debasing”, the currency that is 
reducing the metallic content of coins that 
circulated at a given face value. Thus, the silver 
denarius, which had over 90% silver content in the 
first century A.D., was already debased to a 28% 
silver content under emperor Gordian in 238 A.D. 
and a content of only 0.02% under Claudius 
Victorinus in 268 A.D. This led to the first 
elaborate scheme of price and wage controls known 
in history. But the inflation during this period 
averaged only 3 to 4 percent per year. 
 
Another famous early inflation is that of Spain in 
the sixteen century, following the discovery of 
great deposits of precious metals in America, 
especially in Mexico and Peru. The Spanish kings 
encouraged the flow to Spain and tried to block its 
flow out of the country. The inflow of gold and 
silver increased the money supply and raised prices 
significantly, but again the annual rates of inflation 
were quite low by present standards (from 1551 – 
1600, the average inflation rate was probably less 
than 2% per year). 
 
There are only three known truly high inflation 
before this century, but none reached the 
hyperinflationary threshold defined by Cagan. The 
three episodes were related to civil wars and 
revolutions, which are prone to cause high 
inflations. 
 
(1) The first case is the U.S. War of Independence 
(1775-1783). The newly independent 
American colonies relied little on taxation and 
foreign borrowing to finance their war effort. 
Instead, they printed paper money to cover about 
80% or so of total expenditures. The inflation rate 
amounted to a monthly rate of roughly 10%. 
 
(2) The next case came with French Revolution. 
The post-Revolutionary government established in 
France in 1789 was immediately strapped for cash, 
and it resorted to the easiest means of financing 
available, printing new money. After new printed 
money went into circulation, prices naturally 

started to rise as well. In 1794, inflation reached 
100%, the next year, the prices increased by more 
than 3000%. 
 
(3) The third case happened at the time of the U.S. 
Civil War (1861-1865). Both the North and the 
South resorted to money printing, relying less on 
taxes and sales of public bonds and more on money 
emission. The high inflation was fuelled by the 
monetization of large government deficits. 
 
Hyperinflation in Early this Century 
 
The Aftermath of WW I: Austria, 
Germany, Hungary, Poland, and Russia 
 
In the aftermath of World War I, five countries in 
Central Europe and Asia fell into the grips of 
hyperinflation, Austria, Germany, Hungary, Poland 
and the Soviet Union. All these hyperinflations 
occurred in a relatively short period of time, from 
1921 to 1924, and all emerged in the chaotic 
conditions that followed the end of World War I. 
 
(1. and 2.) Austria & Hungary 
 
Austria and Hungary were carved out of the 
collapsed Hapsburg Empire at the end of World 
War 
I. Both countries lost much of their traditional land, 
while at the same time they were required to absorb 
the large bureaucracy of the former Empire. As 
loser of World War I, in the 1920s, these two 
countries also faced the grim prospects of 
reparation payments to the victorious allied powers, 
as set in the treaties of Trianon and Versailles. In 
Austria and Hungary, the reparation obligations 
were feared to be large, the mere fact that the 
Reparation Commission had a major, albeit 
unknown, claim on the assets of both governments 
cast a significant shadow over public finances in 
the two countries. Under a fiat regime, the value of 
the currency ultimately rests on the ability of the 
government to keep its budget under control not 
only in the present but also in the future. 
Furthermore, as two of the most conspicuously 
weak governments after World War I, Austria and 
Hungary were both new states, significant doubts 
existed inside and outside these countries about 
their future viability. 
 
In addition, the Austrian government was burdened 
by the need to make large transfer payments to the 
unemployed. The Hungarian authorities extended 
great amounts of highly subsidized credits to the 
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private sector. Thus public budgets were under very 
heavy strains in both countries. 
Eventually, these strains erupted as hyperinflations. 
 
3. Germany 
 
Germany was not a new state, although the prewar 
regime was crushed. A new and fragile democracy, 
known as the Weimar Republic, was established, 
and the new regime was immediately buried under 
the burdens resulting from the war. With the huge 
reparations imposed by the Treaty of Versailles, the 
new state began with a crushing fiscal burden, the 
staggering value of the reparation payments that the 
country sent abroad was the central element of 
public finance from 1919 to 1923, while Germany 
was ruled by an inexperienced socialist government 
that could not pass a much needed tax reform. In 
1922 and 1923, Germany experienced several 
armed uprisings and important breakdowns of 
public order. The situation worsened enormously in 
1923 when the French occupied the area of the 
Ruhr, the industrial heartland of the country. 
The Germans responded to the occupation with 
passive resistance and widespread labor strikes. 
The government paid the strikers by taking loans 
from the Reichsbank (as the German central bank 
at that time). Finally, a hyperinflation exploded. In 
a period of 15 months, prices rose by about 1 
trillion percent. At its highest, the monthly inflation 
rate topped 30,000 percent! 
 
4. Poland 
 
Poland suffered substantial social and political 
turmoil when the end of World War I brought not 
peace but a continuing confrontation with Russia 
that only ended in 1920. 
Poland was also a new state. After the partitions of 
Poland at the end of the eighteen century, its pieces 
had been absorbed in the Hapsburg, Russian, and 
German empires, and Poland was recreated out of 
these pieces at the end of World War I. Poland 
suffered not only the birth pains of a new and 
fragile country patched together at the end of the 
war, it also bore the heavy costs of a war with the 
Soviet Union that lasted until late in 1920. 
Furthermore, the new state of Poland after World 
War I was left with an inexperienced civil 
administration after many of its prewar civil 
authorities left the country. Under these 
circumstances, Poland has run into a hyperinflation 
during 1922 – early 1924. 
 
 
 

5. Russia 
 
The Soviet Union was created in the most chaotic 
circumstances of all the new states founded after 
World War I. This country was established through 
a violent revolution and civil war that followed 
upon Russia’s costly participation in the War. The 
hyperinflation erupted as a result of monetary 
chaos in the wake of both economic devastation 
and the civil war. 

 
The Aftermath of World War II: China, 
Hungary, and Greece 
 
The next round of hyperinflations occurred in the 
wake of World War II, when three widely 
separated countries, China, Greece, and Hungary, 
slid into monetary chaos. The same internally 
unstable conditions can be found in two of the three 
countries undergoing hyperinflation in the late 
1940s. China and Greece were experiencing civil 
war, although this was not the case in Hungary. 
 
1. China/Taiwan 
 
After nearly a decade of war with the Japanese, in 
1945 China fell into a civil war between the 
Nationalist faction under Chiang Kai-shek and the 
Communist under Mao Tse-Tung. The heavy strain 
on the budget during the war became even more 
intense under the internal confrontation, and 
hyperinflation ensued. An interesting aspect of 
China at that time was the proliferation of 
currencies. There were several different currencies 
circulating in different areas controlled separately 
by Nationalist government and the Communist. 
Between 1947 and 1949, there were several 
separate hyperinflations in different currencies 
going on in parallel in China. After the 
Nationalist faction retreated to Taiwan in 1949; 
inflation came down from its astronomical levels, 
but still remained high for some time. 
 
2. Greece 
 
A civil war also followed World War II in Greece. 
The Germans occupied the country from 1940 to 
1944 and placed severe demands on the 
government, which were met increasingly by 
printing money. When the Germans were driven 
out by the British in 1944, a civil war exploded 
between the two main resistance groups: the 
monarchists and the communists, while non-
communists controlled the civil administration. 
Hyperinflation erupted in the midst of the civil war. 
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3. Hungary 
 
Hungary’s hyperinflation during 1945-1946 is 
remarkable in two ways. First, it is the only country 
to have experienced two hyperinflations in the 
short period of 20 years. Second, it is the highest 
hyperinflation in world history. Prices rose an 
astonishing 3.8 octrillion times in a mere one year, 
and the average monthly inflation rate was 19, 800 
percent. Hungary, which in the early 1940s allied 
itself with the Axis powers, had been an important 
battleground, and it lost an estimated 40% of its 
physical capital. As a loser of the war, it had to pay 
staggering reparations to the Allies, especially to 
the Soviets. After World War II, Hungary was 
another case of large effective reparations and 
occupation payments contributing to a fiscal crisis. 
It is calculated that reparation and occupation costs 
(payments to the occupying Soviet army) 
represented 25% to 50% of government spending 
in 1945 – 1946. One further explanation of 
Hungary’s extraordinary inflation rate was its 
widespread use of indexed deposits and later of 
indexed currency. This practice shrank the demand 
for non-indexed money, which was the base of the 
inflation tax, and thus collecting a given amount of 
revenue required increasing inflation rates. 
Hungary also fits the model of a weak government. 
Although the ruling party, the Smallholders, was 
elected with 60 percent of the vote in 1945, the 
country’s sovereignty was severely compromised 
by the Allied Control Commission, led by the 
Soviet Union. When the central bank attempted to 
put the brakes on monetary emission, for example, 
the Commission refused to allow it. 
 
Causes and Patterns 
 
The high inflations before 1980’s seem to have a 
similar pattern worthy of consideration. 
 
First of all, high inflations must always be 
preceded by major increases in the supply of 
money, and such huge increases in the money 
supply can occur only in systems with fiat money. 
Under metallic currency system, the supply of 
metals does not increase at rates necessary to 
produce high inflations or hyperinflations. It is only 
when governments abandon a metal standard that 
such high inflations are possible. Before the 
twentieth century, paper currency systems were 
rare, and indeed were often introduced for just such 
extraordinary circumstances as revolutions or civil 
wars. In normal periods, the inflation rate was held 
down by the link between money and the supply of 
precious metals. 
 

Secondly, the role of civil war, revolution, or deep 
social unrest is clearly a factor in many of the 
hyperinflations, especially those before the 1980s. 
The strain on the public budget brought about by 
the financing of a war effort leads to major public 
deficits that eventually become monetized. 
The government expenditure is significantly 
increased during the war, if the collecting taxes 
becomes extremely, in the absence of other 
alternatives, the difficulties of getting enough 
revenue thus makes the government turn to its 
printing presses to finance its budget. 
 
Thirdly, the existence of weak governments has 
been pointed out as another important condition 
that triggers hyperinflation. A weak government 
can lead to internal unrest, which, in turn, feeds 
back and further weakens the government. In 
general, weak or inexperienced government lack 
the ability to enforce tax collection, and to 
implement necessary budgetary reforms. In 
addition, they are easily tempted to placate 
different groups of the population with transfers 
and subsidies in order to build up a political base. 
Under these situations, then, they are likely to turn 
to inflationary finance, and this sets the stage for 
high inflation. 
 
The debt crisis of the 1980s and the 
hyperinflation experiences in Latin America 
 
During the 20th century, a total of fifteen 
hyperinflations were experienced. Five occurred in 
Latin America in the following countries: Bolivia 
(1984, 18 months), Nicaragua (1987, 48 months), 
Peru (1988, 8 months), Argentina (1989, 11 
months) and Brazil (1989, 4 months). 
Before the debt crisis, in all these countries, large 
government spending, driven mainly by ambitious 
public investment programs and populist policies 
resulted in excessive fiscal deficits. 
It is important to note that the adoption of populist 
policies resulted from the fact that, in these 
countries there is a very unequal income 
distribution between very rich with enough political 
power to avoid heavy taxation and very poor who 
are in high demands for public spending. In this 
context, it is difficult to raise taxes to finance the 
deficit. This can be noted as an important 
difference with East Asia where income 
distribution has always been more equal. This can 
also be proposed as one of the explanations of why 
East Asian countries were less vulnerable to the 
consequences of the debt crisis. 
 
During the pre-debt crisis period, heavy and easy 
foreign borrowing allowed the government to avoid 
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inflationary finance. In 1982, with a persistent 
deterioration of the terms of trade and a sharp 
increase in world interest rates the countries faced a 
rising cost of servicing the debt while capital 
stopped flowing in. In this context, after depleting 
their foreign reserves, countries started relying 
more heavily on seigniorage. 

 
Currency & Hyperinflation Crises 
 
To an overwhelming extent, hyperinflationary 
episodes and currency crashes have travelled hand 
in hand, across place and time. They operate in a 
negative feedback loop, continually feeding upon 
each other until complete reform is undertaken. 
Printing money leads to inflation, which in turn 
leads to a currency crash, leading to further 
inflation, which potentially leads to sovereign 
default, leading to further inflation. 
When it comes to modern vintage fiat monetary 
system financial crises, inflation can rapidly spiral 
viciously out of control. The end result is the 
cataclysmically damaging economic phenomenon 
of hyperinflation. 
 
Interestingly, no emerging market in history, 
including the United States has managed to escape 
bouts of high inflation. Money creation and interest 
costs on debt all enter the government's budget 
constraint, and in a funding crisis, a sovereign will 
typically grab from any and all sources. 
 
As Reinhart & Rogoff, (2009), states: 
 

Inflation rates were much lower before 
World War I, as this was before common 
use of the modern paper currency or 
otherwise referred to as fiat currency. The 
median inflation rates before World War I 
were well below those of the more recent 
period: 0.5 percent per annum for 
1500‐1799 and 0.71 percent for 
1800‐1913, in contrast with 5.0 percent for 
1914‐2006. 

 
However spectacular some of the coinage 
debasement reported throughout history, 
without question the advent of the printing 
press elevated inflation to a whole new 
level.... When we began to work on this 
book, in terms of the magnitude of a single 
conversion, the record holder was China, 
which in 1948 had a conversion rate of 
three million to one. By the time of its 
completion, that record was surpassed by 

Zimbabwe with a ten‐billion‐to‐one 
conversion! 

 
The median inflation rate for all the countries in 
Reinhart & Rogoff's sample from 1500 to 
2007.There is a radical spike in inflation in the 
twentieth century coinciding with the spike in 
currency crashes over the same period. 
 
Historically, derived probabilities for a currency 
crash and high inflation become overwhelming 
when all dynamics that currently exist in developed 
economies are considered. Every applicable bank 
and currency crisis linkage identified throughout 
numerous academic empirical studies exists right 
now today. 
 

Median Inflation Rate 

 
The median inflation rate: Five‐year moving 
average for all countries, 1500‐2007. 
Sources: Given the long period covered and the 
large number of countries included, consumer 
prices (or cost‐of‐living indexes) are culled from 
many different sources. 
 

Currency Crashes 

 
Currency Crashes: The share of countries with 
annual depreciation rates greater than 15 percent, 
1800‐2007. 
 
Findings by Velasco, (1987), point to financial 
sector problems giving rise to the currency 
collapse. These findings concluded that when 
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central banks finance the bailout of troubled 
financial institutions by printing money, a classic 
currency crash from excessive money creation 
ensues. The globe has recently had unprecedented 
global bank and corporate bailouts. 
 
Krugman, (1979), asserts that currency crises can 
be the by‐product of government budget deficits. 
The U.S. and the majority of developed economies 
currently have large budget deficits. 
 
Demirguc‐Kunt and Detragiache (1998), identified 
countries with an explicit deposit insurance scheme 
are particularly at risk of currency crises. Most 
developed nations enforced this to a larger extent to 
help fight the banking crisis. It increases 
government debt risk and thus increases the 
likelihood of a currency crisis. 
 
 
Fischer, Sahay, & Vegh's, (2002), study of 
Hyperinflation found: 
 

• Since 1957, inflation has been 
commonplace throughout the world. 
Based on a sample of 133 countries (for a 
total of close to 45,000 observations), we 
find that more than two‐thirds of the 
countries have experienced an episode of 
more than 25% per‐annum inflation; more 
than one‐third has experienced episodes in 
excess of 50 percent per annum; close to 
20 percent of countries have experienced 
inflation in excess of 100 percent; and 
around 8 percent have experienced 
episodes of more than 400 percent per 
annum inflation. The average duration of 
high inflation is remarkably similar and, at 
3‐4 years, surprisingly long. 

 
• Higher inflation tends to be more unstable. 

We find out that, as inflation rises, the 
probability of inflation staying in the same 
range decreases and the probability that 
inflation will rise above its current level 
increases. 

 
• As expected, the long‐run relationship 

between money growth and inflation is 
very strong. 

 
• The long‐run relationship between fiscal 

balance and seigniorage is significant and 
negative. In the short run, the relationship 
is strong for high inflation countries but 
insignificant for low inflation countries. 

 

• Periods of high inflation are associated 
with bad macroeconomic performance. In 
particular, high inflation is bad for growth. 

 
Seigniorage is the term used to explain the taxation 
like effect that inflation has on the public for the 
benefit of the government. Snowdon & Vane, 
(2002), state: "In macroeconomics, seigniorage is 
regarded as a form of inflation tax, as paying for 
government services by issuing new currency 
(rather than collecting taxes paid out of the existing 
money stock) has the effect of creating a de facto 
tax that falls on those who hold the existing 
currency, as a result of its effective devaluation 
through the introduction of additional money." 
 
Reinhart & Rogoff, (2009), surmise that there 
exists a common paradox where governments often 
increase inflation above and beyond the 
seignorage‐maximising rate. What this means is 
that governments tend to increase inflation beyond 
the point at which it is beneficial to their budget. 
Faber, (2009), writes: "inflation is a dynamic 
process and it is not possible to fix it at 6%. If 
inflation increases from the current level of, say, 
2% per annum to 6%, it will likely thereafter 
accelerate to far higher levels". 
 
Evidenced by the many cases of hyperinflation 
with almost uncountable inflation rates, Faber's 
assertion that central banks and governments 
simply lose control of inflation once it gains speed 
appears undeniably correct. 

 
Conclusion 
 
Hyperinflation is the single largest problem an 
economy can face and should be of extreme 
concern for anyone who is positioned defensively 
for deflation. It leads to the systematic destruction 
of savings and if not confronted correctly, the total 
destruction of middle‐class wealth. It empowers the 
government, but can also enrich anyone who sees it 
coming and positions themselves correctly. 
 
Key points 
 
Monetary System Overview 
 

1. The global economy operates in what is 
termed a fiat monetary system. A fiat 
monetary system is made up of money that 
has no intrinsic value. 

2. The value of the paper money is controlled 
by central banks charged with the 
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exclusive monopolizing power to print or 
issue its national currency. 

3. Before the fiat system global economies 
largely operated under the gold standard. 

4. Printing money is the loose terminology 
for debt monetization and is a form of 
central bank quantitative easing. 

 
Financial Crises and their Sequencing 
 

1. There are five types of crises: banking 
crises; currency crashes; inflation 
outbursts; external and domestic sovereign 
default. 

2. Financial Crisis sequencing generally 
occurs in this order: 
a) Financial liberalization;  
b) Beginning of banking crisis;  
c) Currency crash;  
d) Inflation picks up;  
e) Peak of banking crisis (if no default);  
f) Default on external and/or domestic 
debt;  
g) Inflation crisis worsens, peak of 
banking crisis. 

3. Hyperinflationary episodes and currency 
crashes have travelled hand in hand across 
time and place. 

4. The median inflation rates before World 
War I were well below those of the more 
recent period: 0.5% per annum for 
1500‐1799 and 0.71% for 1800‐1913, in 
contrast with 5.0% for 1914‐2006. 

5. Periods of high inflation are associated 
with poor macroeconomic performance. 

6. During the gold standard era, deflation and 
traditional style government debt defaults 
were the norm, now during the fiat 
currency era, inflationary defaults are the 
norm. 

 
Inflation & Current Inflationary Forces 
 

1. Rapid monetary inflation leads to price 
inflation. 

2. ...deflation is always reversible under a 
fiat money system... under a paper‐money 
system, a determined government can 
always generate higher spending and 
hence positive inflation. (Bernanke B. S., 
2002) 

3. There has never been a time in history 
when deficit financing, or quantitative 
easing, has not been followed by a period 
of rampant inflation. 

4. Extreme inflation can occur in a country 
where inflation has been repressed and 

where deficit finance has built up a 
monetary overhang. 

5. In counties that have little experience with 
high inflation, an inflation shock can set 
the proverbial house on fire in no time. 

6. The Great Depression occurred during the 
gold standard monetary system era and the 
GFC occurred during the fiat monetary 
system era. 

7. A major cause of the Great Depression in 
the 1930's was the mismanagement of the 
international gold standard. (Bernanke & 
James, 1990) 

8. In 2008, the federal response in the U.S. to 
the GFC was twelve times greater than the 
entire Great Depression period. 

 
Concluding Remarks 
 
We can't solve problems by using the same kind of 
thinking we used when we created them. 
‐ Albert Einstein 
 
Since WWII, inflation has been engrained in 
Western society. It is embedded in our expectations 
and written into our legislation. Inflation is the 
culture of the baby boomers. Society expects prices 
to go up, and is convinced something is wrong if 
they do not. It is this inflationary expectation that 
causes pronounced boom and bust cycles. The GFC 
was caused by society’s expectation that prices 
would continue to go up. 
 
Currently, the historically proven antecedents to 
price inflation exist to an overwhelming degree. 
History shows us that monetary inflation translates 
into price inflation. Currently, extreme and rapid 
monetary inflation exists. 
 
The world has grappled with a severe and painful 
global banking crisis. Banking crises have been 
shown to ordinarily precede currency crashes. 
Currency crashes result in high to hyper‐inflation.  
 
It is a question of fact whether historically proven 
precursors to hyperinflation exist or not, 
unfortunately this is fact. What would ordinarily 
make a future inflationary outlook less certain is 
the ability to wage an all out attack on inflation. 
Currently, the attack ability is highly limited. 
 
One must also consider the profound political 
ramifications of a deflationary policy stance. Let 
us, cast a thought to the recent civil unrest and 
rioting in Greece and Spain. Even if a government 
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wanted to implement fiscal conservatism, it may 
not be able to do so without revolt. 
 
Fiscal conservatism in the current environment for 
many developed economies equates to a default on 
domestic or foreign commitments. This would 
potentially result in near‐term global financial and 
economic disruptions never seen before. There is 
no political will or way for this to happen. 
 
Endless amounts of money are required to be 
printed in order to fight off Public Enemy Number 
One, Deflation, and endless amounts of money 
continue to be printed. The politically popular path 
is to inflate now, see what happens later. Central 
bankers and politicians have already shown their 
cards with this inflationary stance. The inflationary 
wheels are in motion and they are treacherously 
difficult to stop. 
 
The general fear of deflation is unfounded. The 
present situation is this; bank reserves are 
extraordinarily high, as central banks pump money 
into the banking system; however banks are 
applying higher credit standards and lending less. 
Once banks start lending at normal levels again, the 
inflation genie will be out of the bottle. This may 
happen on the banks accord, or it may happen 
through central bankers penalising the banks for 
not lending. 
 
The inflationary policy that is currently being 
undertaken is the short‐term populist method, but 
for the people who do not know how to handle it, 
much greater pain will ensue. Many people have 
learnt to be conservative with savings to survive 
difficult times. Inflation destroys savings. 
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