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            Note to the 2010 edition

         

         When this book was first published in 1975, as its prologue observes, comparison of contemporary prices and values with those of half a century earlier was of limited advantage. Thirty-five years on, when currencies have continually merged, diverged, depreciated or disappeared, and when costs and wages have risen and fallen with so little uniformity, the exercise sheds no more light. True, statisticians have reckoned that the pound sterling of 1923 would do the job of £623 today; and that the 1923 dollar might now buy $220 worth of goods and services. However, rather than be burdened with interesting but highly speculative comparative calculations, the reader is invited to accept the text as it was written.
         

         In dealing with the stupendous figures with which Germany wrestled in the Weimar period, the book maintains the same numerical designations as were used then and as appeared on her banknotes. That is to say, when a milliard meant one thousand million, when a billion was still a million times a million, when the term billiard was coined to indicate a thousand times more, and a trillion was 1,000,000 cubed. To have converted these words to the more modern usage, when a billion boasts only nine noughts and a trillion a mere twelve, might, I fancy, have added to what a German minister of the 1920s justly called ‘the delirium of milliards’.
         

      

      
    

  
    
      
         
         
 
         
            Prologue

         
 
         When a nation’s money is no longer a source of security, and when inflation has become the concern of an entire people, it is natural to turn for information and guidance to the history of other societies who have already undergone this most tragic and upsetting of human experiences. Yet to survey the great array of literature of all kinds – economic, military, social, historic, political and biographical – which deals with the fortunes of the defeated Central Powers after the First World War is to discover one particular shortage. Either the economic analyses of the times (for reasons best known to economists who sometimes tend to think that inflations are deliberate acts of fiscal policy) have ignored the human element, to say nothing in the case of the Weimar Republic and of post-revolutionary Austria of the military and political elements; or the historical accounts, though of impressive erudition and insight, have overlooked – or at least much underestimated – inflation as one of the most powerful engines of the upheavals which they narrate.
         
 
         The first-hand accounts and diaries, on the other hand, although of incalculable value in assessing inflation from the human aspect, have tended even in anthological form either to have had too narrow a field of vision – the battle seen from one shell-hole may look very different when seen from another – or to recall the financial extravaganza of 1923 in such a general way as to underplay the many years of misfortune of which it was both the climax and the herald.
         
 
         The agony of inflation, however prolonged, is perhaps somewhat similar to acute pain – totally absorbing, demanding complete attention while it lasts; forgotten or ignorable when it has gone, whatever mental or physical scars it may leave behind. Some such explanation may apply to the strange way in which the remarkable episode of the Weimar inflation has been divorced – and vice versa  – from so much contemporary incident. And yet, one would have thought, considering how persistent, extended and terrible that inflation was, and how baleful its consequences, no study of the period could be complete without continual reference to the one obsessive circumstance of the time.
         
 
         The converse is also true: except at the narrowest level of economic treatise or personal reminiscence, how can a fair account of the German inflation be given outside the context of political subversion by Nationalists and by Communists, or the turmoil in the Army, or the quarrel with France, or the problem of war reparations, or the parallel hyperinflations in Austria and Hungary? How can one gauge the political significance of inflation, or judge the circumstances in which inflation in an industrialised democracy takes root and becomes uncontrollable, unless its course is charted side by side with the political events of the moment?
         
 
         The Germany of 1923 was the Germany of Ludendorff as well as of Stinnes, of Havenstein as well as of Hitler. For all their different worlds, of the Army, of industry, of finance and of politics, these four grotesque figures stalking the German stage may equally be represented as the villains of the play: Ludendorff, the soulless, humourless, ex-Quartermaster-General, worshipper of Thor and Odin, rallying point and dupe of the forces of reaction; Stinnes, the plutocratic profiteer who owed allegiance only to Mammon; Havenstein, the mad banker whose one object was to swamp the country with banknotes; Hitler, the power-hungry demagogue whose every speech and action even then called forth all that was evil in human nature. In respect of Havenstein alone the description is of course unjust; but the fact that this highly-respected financial authority was sound in mind made no difference to the wreckage he wrought.
         
 
         
         Or one may say that there were no real human villains; that given the economic and political cues, actors would have been in the wings to come on and play the parts which circumstances dictated. Certainly there were many others as reprehensible and irresponsible as those who played the leading roles. The German people were the victims. The battle, as one who survived it explained, left them dazed and inflation-shocked. They did not understand how it had happened to them, and who the foe was who had defeated them.
         
 
         This book presents a few new facts, but many forgotten facts and many hitherto unpublished opinions – most usefully of those who could observe events objectively because their purses, health and security were unaffected by what they were witnessing. The most bountiful store of such material is the records of the British Foreign Office, supplied originally by the embassy in Berlin where Lord D’Abernon prosecuted in those years one of the most successful ambassadorships of the age. His information was amply augmented by the consular service in every important city in Germany, as by reports from individual members of the Allied commissions concerned with reparations or disarmament. The documents in the Public Record Office, apart from being among the more accessible, are also probably the most important source available, not only because the British Embassy through D’Abernon was in exceptionally close touch at all times with Germany’s senior politicians, but because the withdrawal of the United States presence at the start of 1923, and the almost complete interruption of any communication between Berlin and Paris earlier still, rendered sporadic or superficial what might have been information of comparable value. Supplemented by contemporary German material, I have not hesitated to draw as fully as seemed justified on those papers.
         
 
         I have tried as far as possible to keep these actions, reactions and interactions in their proper historical sequence in the hope that this perhaps obvious order is in this case both a new and enlightening one, and the better to expose a number of important but little-noticed relationships. In relating the story, I have followed, and at times had to hang on grimly to, a special thread which wound through Austria, Hungary, Russia, Poland and France, too. It is one which the great authorities have sometimes seemed to lose touch with: the effect of inflation on people as individuals and as nations, and how they responded to it.
         
 
         I have not, however, dared to draw hard and fast conclusions about humanity and inflation on the basis of what I have written here: the facts speak very well for themselves. Still less have I expounded any economic lessons or indulged in theoretical explanations of economic phenomena. This is emphatically not an economic study. Yet inflation is about money as well as people, and it would be impossible to tell the tale without introducing figures, sometimes vast figures, again and again. Vast figures were what the people of central Europe were assailed by and bludgeoned with for years on end until they could bear no more. The value of the mark in 1922 and 1923 was in everyone’s mind; but who could comprehend a figure followed by a dozen ciphers?
         
 
         In October 1923 it was noted in the British Embassy in Berlin that the number of marks to the pound equalled the number of yards to the sun. Dr Schacht, Germany’s National Currency Commissioner, explained that at the end of the Great War one could in theory have bought 500,000,000,000 eggs for the same price as that for which, five years later, only a single egg was procurable. When stability returned, the sum of paper marks needed to buy a gold mark was precisely equal to the quantity of square millimetres in a square kilometre. It is far from certain that such calculations helped anyone to understand what was going on; so let the un-mathematical reader take heart.
         
 
         Because of the varying ways in which nations express large amounts, I have tried to avoid notations such as billions and trillions upon which custom is confusingly divided. When I have departed from this practice, due indication has been given.
         
 
         It has been harder in the writing to find enough simple epithets to describe without repetition the continuous, worsening succession of misfortunes that struck the German people at this time. It was a difficulty noticed and noted by Mr Lloyd George writing in 1932, who said that words such as ‘disaster’, ‘ruin’, and ‘catastrophe’ had ceased to rouse any sense of genuine apprehension any more, into such common usage had they fallen. Disaster itself was devalued: in contemporary documents the word was used year after year to describe situations incalculably more serious than the time before. When the mark finally dropped out of sight and ruin was all around, there were still Germans to be heard predicting Katastrophe for the future.
         
 
         I have tried, therefore, to limit the number of disasters, crashes, cataclysms, collapses and catastrophes in the text, as well as the degree of crisis and chaos, to a digestible amount, to which the reader may mentally add as much more as his power of sympathy dictates.
         
 
         In one other matter the reader must act independently. It has been necessary frequently to give the 1920s’ sterling or dollar equivalents of the mark sums involved, in order to show the scale of the mark’s depreciation. The continuing process of inflation in all western countries makes conversion to present-day values an unrewarding occupation. For the lowest range of conversions I have kept to the £sd system of 12 pence to the shilling and 20 shillings to the pound. At this distance, cost of living comparisons are fairly futile; yet it may be useful to reckon that in the middle of 1975 it was necessary to multiply every 1920 sterling figure by about 15 times to find an equivalent. Thus a wage of £200 in 1919 might be worth £3,000 today; a sum of ten shillings worth seven or eight pounds. For dollars, a multiplicator of six or eight could be enough. If a mark in 1913 would buy almost a pound’s worth of goods and services in 1975 (some items, clearly, were much more expensive; others such as labour much cheaper in real terms than now), then a simple but rough conversion is available for sterling readers whom it amuses or vexes to imagine paying £148,000,000 for a postage stamp: for marks they should read pounds.
         
 
         There is no constant rule of thumb for coping accurately with the later stages of the inflation. Until autumn 1921 the internal depreciation of the mark sometimes lagged far behind its fall abroad – making Germany such a haven for tourists. Later on (from the beginning of 1922), as public confidence in the mark dissolved, domestic prices adjusted themselves rapidly upwards in tune with the dollar rate, and at the end were even heftily anticipating the mark’s fall. This was one more of the phenomena of the times which fatally confused the issue then and which exercised the interest of economists for many years afterwards.
         
 
         This is, I believe, a moral tale. It goes far to prove the revolutionary axiom that if you wish to destroy a nation you must first corrupt its currency. Thus must sound money be the first bastion of a society’s defence.
         

      

      
    

  
    
      
         
         

         
            1: Gold for Iron

         

         Just before the First World War in 1913, the German mark, the British shilling, the French franc, and the Italian lira were all worth about the same, and four or five of any were worth about a dollar. At the end of 1923, it would have been possible to exchange a shilling, a franc or a lira for up to 1,000,000,000,000 marks, although in practice by then no one was willing to take marks in return for anything. The mark was dead, one million-millionth of its former self. It had taken almost ten years to die.
         

         The mark’s fall began gradually. In the war years, 1914-1918, its foreign exchange value halved, and by August 1919 it had halved again. In early 1920, however, although the cost of living had risen less than nine times since 1914, the mark had only one-fortieth of its overseas purchasing power left. There followed twelve months of nervous fluctuation, but then the mark sped downwards with gathering momentum, dragging social misery and political disruption in its wake. Not until 1923 did Germany’s currency at last go over the cliff-edge of sanity to which it had, as it were, clung for many months with slipping finger-tips. Pursuing the money of Austria and Hungary into the abyss, it crashed there more heavily than either.
         

         The year 1923 was the one of galloping inflation when a kind of madness gripped Germany’s financial authorities and economic disaster overwhelmed millions of people. It was the year of astronomical figures, of ‘wheelbarrow inflation’, of financial phenomena that had never been observed before. The death of the mark in November 1923 came as a merciful release, for the events of the preceding eight months had ensured that the old mark could never recover. They ensured, too, that Germany would have to undergo appalling rigours of financial reconstruction such as might otherwise have been escaped. The reestablishment of monetary sanity, which bankrupted thousands, robbed millions of their livelihoods, and killed the hopes of millions more, indirectly exacted a more terrible price which the whole world had to pay.
         

         The inflation of 1923 was so preposterous, and its end so sudden, that the story has tended to be passed off more as a historical curiosity, which it also undoubtedly was, than as the culmination of a chain of economic, social and political circumstances of permanent significance. It matters little that the causes of the Weimar inflation are in many ways unrepeatable; that political conditions are different, or that it is almost inconceivable that financial chaos would ever again be allowed to develop so far. The question to be asked – the danger to be recognised – is how inflation, however caused, affects a nation: its government, its people, its officials, and its society. The more materialist that society, possibly, the more cruelly it hurts. If what happened to the defeated Central Powers in the early 1920s is anything to go by, then the process of collapse of the recognised, traditional, trusted medium of exchange, the currency by which all values are measured, by which social status is guaranteed, upon which security depends, and in which the fruits of labour are stored, unleashes such greed, violence, unhappiness, and hatred, largely bred from fear, as no society can survive uncrippled and unchanged.
         

         Certainly, 1922 and 1923 brought catastrophe to the German, Austrian and Hungarian bourgeoisie, as well as hunger, disease, destitution and sometimes death to an even wider public. Yet any people might have ridden out those years had they represented one frightful storm in an otherwise calm passage. What most severely damaged the morale of those nations was that they were merely the climax of unreality to years of unimagined strain of every kind. Financially, for nearly four years, the ultimate cataclysm was always just round the corner. It always arrived, and there was always an even worse one on its way – again, and again, and again. The speeches, the newspaper articles, the official records, the diplomatic telegrams, the letters and diaries of the period, all report month by month, year by year, that things could not go on like that any longer: and yet things always did, from bad to worse, to worse, to worse. It was unimaginable in 1921 that 1922 could hold any more terrors. They came, sure enough, and were in due course eclipsed, and more than eclipsed, with the turn of the following year.
         

         To ascribe the despair which gripped those nations entirely to inflation would of course be misleading. In the winter of 1918-1919 all three underwent political revolutions, following the deprivations of wartime and crushing military defeat: so that conditions were fundamentally unfavourable to any revival of national spirit not rooted in revenge, and would have remained so even had the peace treaties permitted the losers to struggle however gradually to their economic feet. It is not always clear what events – what popular uprising, or Allied ultimatum, or political assassination – contributed to the inflationary panic; or which were themselves directly or indirectly caused by the ceaseless depreciation of the currency and rise in the cost of living.
         

         Undoubtedly, though, inflation aggravated every evil, ruined every chance of national revival or individual success, and eventually produced precisely the conditions in which extremists of Right and Left could raise the mob against the State, set class against class, race against race, family against family, husband against wife, trade against trade, town against country. It undermined national resolution when simple want or need might have bolstered it. Partly because of its unfairly discriminatory nature, it brought out the worst in everybody – industrialist and worker, farmer and peasant, banker and shopkeeper, politician and civil servant, housewife, soldier, merchant, tradesman, miner, moneylender, pensioner, doctor, trade union leader, student, tourist – especially the tourist. It caused fear and insecurity among those who had already known too much of both. It fostered xenophobia. It promoted contempt for government and the subversion of law and order. It corrupted even where corruption had been unknown, and too often where it should have been impossible. It was the worst possible prelude – although detached from it by several years – to the great depression; and thus to what followed.
         

         That is to put the inflation of early 1920s back again in its historical setting. From there, very probably, it is unwise to try too hard to prise it. After all, no one would argue strongly that the German inflation directly caused the world depression, nor even that it alone spawned Nazi Germany. Unquestionably it made the one the more unbearable and, as a contributary cause, made much easier the coming of the other. However, it is the purpose in the pages which follow not to predict by analogy a similar destiny for any industrialised, democratic nation in the grip of severe inflation, but rather, by recounting an extraordinary story, to present some of the evidence of what inflation may do to people, and what in consequence they may do to one another.
         

         
             

         

         The origins of the German inflation are in some ways fundamental, in some ways incidental, to this theme. They were both internal and external. Even during the war, Germany’s financial arrangements were such as to permit the grossest monetary excesses by her national banking system. They were eventually to render post-war inflation uncontrollable, while the nature and presentation of the Entente’s reparation demands – the indemnity for the war – encouraged the activities of the printing presses to the utter exclusion of other, more desirable policies. Nor may it be overlooked that Germany’s industrialists ruthlessly drove their Government down the road to monetary doom.
         

         Nevertheless, it was the natural reaction of most Germans, or Austrians, or Hungarians – indeed, as for any victims of inflation – to assume not so much that their money was falling in value as that the goods which it bought were becoming more expensive in absolute terms; not that their currency was depreciating, but – especially in the beginning – that other currencies were unfairly rising, so pushing up the price of every necessity of life. It reflected the point of view of those who believe the sun, the planets and the stars revolve with the moon around the earth.
         

         In a lengthy interview many years afterwards with Pearl Buck, Erna von Pustau, whose father was a small Hamburg businessman who ran a fishmarket, made the same point: ‘We used to say “The dollar is going up again”, while in reality the dollar remained stable but our mark was falling. But, you see, we could hardly say our mark was falling since in figures it was constantly going up – and so were the prices – and this was much more visible than the realisation that the value of our money was going down … It all seemed just madness, and it made the people mad.’
         

         In other words, the causes of the mark’s depreciation, which certainly escaped Germany’s politicians and bankers as well, had little enough to do with how the people, individually or collectively, reacted to it. Most of them clung to the mark, the currency they knew and believed in, long after the eleventh hour had come round for the umpteenth time. Most had no choice; but all were encouraged or bemused by the Reichsbank’s creed of Mark gleich Mark – paper or gold, a mark is a mark is a mark. If prices went up, people demanded not a stable purchasing power for the marks they had, but more marks to buy what they needed. More marks were printed, and more, and more. Inflation, already in its fourth year when revolution overthrew the old regime, added a new, overwhelming uncertainty to the many uncertainties that attended the birth of the Weimar Republic.
         

         
             

         

         Although the German revolution originated as a military mutiny against the bungling of the Army’s leaders, and was bent upon getting rid of the officer caste who had brought military disaster upon the country, it had distinguishable economic origins as well. Support for the Soldiers’ Councils which were coming into being in every unit as the war drew to an end rested heavily on the personal financial calamities which so many of the soldiers and their families were already experiencing. Their frustrations had been eloquently aggravated by the arrival at the front in the spring of 1918 of a group of seasoned antiwar agitators – the leaders of the factory strikes which had ravaged the country after the Treaty of Brest-Litovsk with Communist Russia. The ruthlessly annexationist terms of that treaty were but another of the crass political mistakes – including the unrestricted submarine warfare that brought the United States into the battle, and the return of Lenin to Petrograd – which were made by the Great German General Staff of whom the Kaiser liked to regard himself the war lord. Through the late summer of 1918 defeatism and disaffection spread; and when defeat itself came the Army was torn in two, essentially between the professional soldiers and the conscripts.
         

         The Supreme Command lost no time in exculpating itself in respect of losing the war. As the Kaiser fled to Holland, at least a week too late to save the monarchy in any form, and Ludendorff made off to Sweden, the odium of signing the Armistice was placed firmly on the head of the civilian authority. A month later, in December 1918, President Ebert at the Brandenburger Tor was welcoming the legions home with the words: ‘I salute you, who return unvanquished from the field of battle.’
         

         The myth of the Dolchstoss, the stab in the back of the Army by the craven politicians and treacherous intellectuals behind the lines, was thereafter to be cultivated to the point when democratic political evolution was poisoned at its heart. This was a heavy burden for the new civilian government to bear, thrown unprepared and with an untried constitution into the deep end of democracy. Finding itself accepting the responsibility for a devastating defeat, and weak in human and material resources, it was miserably equipped to set to rights the financial and fiscal legacy of the purely and arrogantly militarist establishment which had run the war practically to the exclusion of politicians and economists.
         

         Now the new Republic was saddled with the hatred of the Officer Corps as well, permanently generating Right-wing discontent and disruption during a period when Left-wing agitation in the wake of the Russian revolution was already as much as the government could cope with. The German revolution, as that in Austria, was a comparatively tame affair. True, as the Armistice commission completed its task, Berlin was in revolt, loyal troops going over hourly to the revolutionaries. True, too, that all twenty-two of Germany’s lesser royalty had been deposed even before the Kaiser’s formal abdication, Ludwig III of Bavaria hustling from the palace of the Wittelsbachs out into the fog and exile, with four daughters at his side and a box of cigars under his arm – a Soviet republic had already been declared in his patrimony. But the revolution had no other goals beyond the expulsion of the old order. There was neither barricade to man nor gun-fire to march towards.
         

         The immediate turmoil therefore was among the nobility and the Officer Corps itself, acutely aware of its loss of status as a result of its war lord’s departure. The officers, who had once been a race apart, and were still outside the jurisdiction of civil courts, were to remember the revolution primarily as a popular outrage in which the nation’s warriors were repudiated and insulted by those they had protected. They perceived the country close to chaos, the social institutions for which they had fought crumbling away, disorganisation, frustration, hunger and want everywhere. Worse, the Bolsheviks, infiltrating and subverting, seemed to be taking over. There were clashes between Leftist forces and Army units at Aachen, Cologne, Essen and many other places. In Braunschweig a Soldiers’ and Workers’ Council, greeting a squadron of hussars returning from the front, was ridden down for its pains.
         

         The critical point in the Army’s fortunes came a few hours before the Armistice was signed. The Spartakists – the German Bolsheviks who were to become the German Communist Party – were already massing in the streets of Berlin. The civilian power (in the person of President Ebert), already fearing that its democratic hours were numbered, struck a bargain with the German High Command (in the person of General Gröner) to co-operate in the suppression of Bolshevism, to restore order, and to maintain military discipline. It saved the Army: the Republican government, technically the revolutionary regime, instructed the Soldiers’ Councils to support their officers without reserve, and within three months the Weimar Assembly was meeting under military protection.
         

         For a body of society who by its strategic ambitions and failures had brought Germany so low, the speed with which the Army effectually achieved the restitution of its privileged position of power was nothing short of remarkable. Although volunteer Free Corps were used both to protect the Weimar meeting and for the suppression of the Spartakist risings in March, by May 1919 the Army proper had been entirely reorganised, with 400,000 men trained in arms.
         

         However, Germany’s failure had not been only in battle. The nation which had learnt before all others to make a virtue of war, and to exalt her warriors above all other professions, was bound to seek scapegoats when the end came. The myth that the Army was undefeated in the field was believed not only because Germany wanted to believe it but because, other factors being equal, military defeat was not credible. If what Hindenburg was coolly to term ‘the lamentable outcome of the war’ was not the fault of the Supreme Command, then it had logically to be the fault of someone or something else. Yet when the war was over and recriminations began it genuinely did not seem to occur to the Supreme Command, who had kept the civilian government largely in the dark about the true war prospects throughout the summer of 1918, that the breakdown of the military machine – that complex synthesis of munitions, men and morale – stemmed as much from economic mismanagement as anything else.
         

         It may have been true – there is no reason to doubt it – that a short, sharp war and a speedy victory in 1914 had been both hoped for and expected. Together with the prospect of eventual war indemnities extorted from the Entente, this would possibly have justified taking temporary liberties, even outrageous ones, with the known laws of finance. The spoils of conquest might well have outweighed the losses of running an autarky for a short time: it was Germany’s stated intention to take over France’s colonies. Nevertheless, the fact that the same monetary policies were pursued without serious change not only when it was evident that no quick victory was possible (a matter about which the financial authorities may have been broadly ignorant), but when peace came and for years afterwards, would seem to discredit any notion that the German inflation began with a temporary expedient. However, although paper notes had been legal tender since 1910, that was indeed how it did begin: in part the natural result of having a self– willed Army itching for war and a Federal Parliament which, though with limited power over the country’s constituent states, still had to find the money to pay for it.
         

         The first stage of inflation took place under the auspices of one Karl Helfferich, State Secretary for Finance from 1915 to 1917. Before 1914, the credit policy of the Reichsbank had been governed by the Bank Law of 1875, whereby not less than one-third of the note issue had to be covered by gold and the remainder by three-month discounted bills adequately guaranteed. In August 1914 action was taken both to pay for the war and to protect the country’s gold reserves. The latter objective was achieved by the simple device of suspending the redemption of Reichsbank notes in gold. The former was contrived by setting up loan banks whose funds were to be provided simply by printing them. The loan banks would give credits to business, to the Federal states, to the municipalities and to the new war corporations; and, moreover, they were to advance money for war bond subscriptions. Loan bank notes, whose denominations ranged from one to 50 marks, were to be regarded as legal tender; and those not taken up by the Reichsbank were put into immediate circulation. However, the most ominous measure for the future was the one which permitted the Reichsbank to include three-month Treasury bills in its note-coverage, so that unlimited amounts could be rediscounted against banknotes.
         

         
         Thus were the Government’s plans drawn up, wilfully and simply, for financing the war – not by taxation, but by borrowing; and with the printing press as the well to supply both the needs of the Government and the growing credit demand of private business. Taxation was to play not the smallest part in meeting the costs of war before 1916. The Allied blockade of the Central Powers threw Germany, which over half a century had grown to be a foremost trading nation, fully back on her own resources for fighting the most devastating war in history. It was inevitable that those resources would be shot away to nothing: the question was when the bill would be presented, and who would pay it.
         

         Germany’s total war expenditure was 164,000 million marks; but as the mark’s purchasing power during the war declined continually, that sum was the equivalent of only about 110,000 million pre-war marks (£5,500 million): Mark gleich Mark had already become a fiction. War loans were the most important source of this money, the eight issues providing three-fifths of it. The remainder was made up by the credit banks who willingly accepted Treasury bills (of which nearly 30,000 million marks’ worth were still held outside the Reichsbank when the war ended); and by taxation.
         

         This last seems still to have gone against the grain. Helfferich had actually announced to the Reichstag in March 1915 that the war was to be financed exclusively by borrowing – so that the small amount of tax revenue raised for the purpose, first with a war profits tax and a turnover tax, later with a coal and transport tax, was less than 8,000 million marks a year even in 1917. This amount covered neither the extra expenditure caused by inflation, nor even the interest burden on the war debt: so that war expenditures duly exceeded revenues, and the money in circulation increased in 1917 to five times what it had been in 1913. As essential supplies day by day grew scarcer the money available to buy them grew proportionately more plentiful. As war-profiteering began to flourish – the war profits tax was a political sop, and an ineffectual one, rather than a serious fiscal innovation – the influence of the banks on the general economy declined in proportion. Even without losing the war, Germany would have had a hard task after 1918 to straighten out her finances again.
         

         Dr Hjalmar Schacht, who was later to pull the Weimar chestnuts out of the fire as President of the Reichsbank, and later still to organise the financial power of Hitler’s Germany, thus described the mistakes of Helfferich:
         

         
            Germany tried to meet the colossal costs of the war by an appeal to the self-sacrificing spirit of the people. ‘I gave gold for iron’ was the slogan for the surrender of gold ornaments and jewellery. ‘Invest in War Loan’ ran the appeal to the patriotic sense of duty of all classes. Issue after issue of War Loan transformed the greater part of German private fortunes into paper claims on the State. Our enemies, especially Britain, took another line. They met the cost of war with taxes aimed primarily at those industries and groups to whom the war spelled prosperity. Britain’s policy of taxation proved socially more equitable than Germany’s policy of War Loans which lost their value after the war was over.
            

         

         As the war machine lumbered expensively on, circumstances and policies combined to pull the wool over the financial eyes of the German people, not least those classes who had most to lose. Every German stock exchange was closed for the duration, so that the effect of Reichsbank policies on stocks and shares was unknown. Further, foreign exchange rates were not published, and only those in contact with neutral markets such as Amsterdam or Zurich could guess what was going on. It was never clear how much the steep rise in domestic prices was due to economy measures and war shortages rather than to inflation – and even the relevance of those prices was rendered dubious by the much higher black market rates. Only when the war was over, with the veil of censorship lifted but the Allied blockade continuing, did it become clear to all with eyes to read that Germany had already met an economic disaster nearly as shattering as her military one.
         

         
             

         

         The scales may have fallen at last from German eyes with the coming of peace, but that did not mean that the difficulties and injustices created by war-time inflation had passed unnoticed. The activities of profiteers were only one source of growing social discontent. The upsetting of the old patterns of pay differentials did its share of harm. With the benefit of two years’ hindsight, the Vossische Zeitung could print in August 1921:
         

         
            Our military defeat was due to the fact that for every 1,000 men we had in the trenches, double that number of deserters and embusqués remained at home. These deserters were activated less by military than economic motives. The rise in prices was mainly responsible for the poverty of the families of the enlisted men … The first to suffer had to be those who did not share in the general increase in paper revenue, the soldiers who did not participate in the increase in wages, trading profits and war industries … they realised that their situation and that of their families would be hopeless after the war. Hence the dull, often dismal attitude of soldiers on furlough from the front during the latter years of the war.
            

         

         Even in the war years, in other words, inflation was taking its toll on national morale. ‘There must be some people to whom the war is useful,’ argued one of the young soldiers in All Quiet on the Western  Front; and in the last pages the bitter comment came: ‘The factory owners in Germany have grown wealthy: dysentry dissolves our bowels.’ The newspaper went on to put the blame where some of it, at least, belonged:
         

         
            It must be admitted generally now that the cause of the depreciation of our currency and of the purchasing power of the mark was neither the commercial balance during the war nor the estimate of our military situation abroad; but in the exploitation of our currency for the purpose of obtaining money for the Treasury, that is to say in a fictitious increase of our total income. In as much as the country issued milliards in the form of extraordinary levies, War Loans, Treasury bills, and so on, without withdrawing from circulation corresponding amounts in the shape of taxes, it created new paper income and wealth incessantly, while the real national wealth was steadily being diminished by the war.
            

         

         War had been bad enough for the German economy. The Armistice first, and then the peace terms, shook it to the foundations. At Compiègne on November 11, 1918 the surrender of the German fleet, withdrawal from Alsace-Lorraine and the immediate evacuation of Belgium and France were all expected conditions. Bitterer pills to swallow were the handing over of Germany’s African colonies and the occupation of the Rhineland by the Allies. However, the article which stipulated that the blockade of the Central Powers would go on until the peace terms were agreed and signed struck the people hardest. The German standard of living, it was estimated, had fallen to about half what it had been before the war. It is indicative that the first street demonstration of the revolution in Munich, where 100,000 people took to the streets on November 7, was set off by an increase of 6 pfennigs in the price of a litre of beer. Not only conscripted soldiers had lost patience.
         

         With Ludendorff’s sudden announcement in October 1918 that an armistice had to be obtained on virtually any terms, Germany’s military dictatorship subsided and the coalition of Majority Socialists (SPD), Progressives and Centre which had held together in the Reichstag for the best part of two years found itself genuinely in charge, and therefore responsible for picking up the pieces. In the immediate anarchic conditions of that autumn, it was inevitable that this government should come under almost instant attack from all sides. It assumed its new role with trepidation, the government of the revolution, but not itself especially revolutionary. The proclamation of the Republic was in part a holding operation against the Bolshevist tide. To the Left, the Independent Socialists had been alienated by the SPD’s repeated willingness to vote for war credits, while the Spartakists were pushing on from extreme to extreme, and did not believe in parliamentary rule at all. To the Right, there was no love for republicanism and, in any case, that Mathias Erzberger, leader of the Centre Party, had signed the Armistice had put him beyond the pale.
         

         January 1919 saw the first elections to the Reichstag since 1912. Over 30 million voters (more than 80 per cent of those eligible) produced the coalition which was to face the peace terms presented by the Allies in June. The principal constituent was the new Democratic Party, and the Democrats were the main authors of the Weimar constitution which was completed in August. Sir John Wheeler-Bennett* has described the German people in 1919 as deprived of their physical and moral capacity for further resistance.
         

         
            They lacked the power to translate their hatred into active opposition. Instead they cherished it within their bosoms, warming themselves with its rancorous fire.
            

         

         The coals for this fire were the Versailles peace terms. The Allies offered them without significant previous consultation, but the German Government was nevertheless bound to accept them under the threat of further heavy sanctions. Until that moment Germany had entertained the illusion that the peace would be based on President Wilson’s famous ‘fourteen points’, and that the principle of national self-determination would mould the future shape of Europe. It was thought that the replacement of the old regime would itself have ensured reasonable terms from Germany’s enemies; but that was reckoning without the determination of the French, founded on fear,
          or the desire for vengeance, or the pursuit of retributive justice, that any German resurgence should be prevented.
          

         
         
         The Treaty of Versailles separated Germany not just from her colonies but from one-seventh of her pre-war territory – north, south, east and west – as well as from a tenth of her population. Under its terms, Alsace-Lorraine was returned to France, and France was to occupy the Rhineland and to exploit the coal of the Saar for fifteen years, after which the Saar’s future was to be settled by plebiscite. A plebiscite, too, was to determine the future of Upper Silesia in the east.
         

         The implications of these truncations for the German economy were of course enormous: and so were those of the requirement to reduce the German army to a quarter of its size, for it meant that over a quarter of a million more disbanded soldiers were to be thrown on the labour market. Work had to be found for them at any cost, or so it was calculated. What spelt doom were the clauses that made Germany responsible for the war and demanded colossal reparations – in money and in kind – to meet the Allies’ costs. As was evident again in 1945, war guilt had not previously impinged upon German consciousness. When the peace terms were published in Berlin in May 1919, reaction set in. The Ministry fell, and a new one bowed at last to the Allies’ ultimatum. Although the first Weimar Parliament struggled on for another year, it was as though a landslide had crashed across the road to economic revival.
         

         Thus within a few months of the Armistice the elements were present for the most devastating monetary collapse that any industrialised nation has ever known. Her industrial resources and manpower* heavily reduced, and hopelessly burdened with the insupportable weight of reparation payments stretching indefinitely into the future, Germany was required to regain her feet in those quicksands of her own making: the financial and fiscal arrangements of the Helfferich dispensation.
         

         
         
         The state of the mark, meanwhile, had become the barometer both of international confidence in Germany and of Germany’s national despair. Before the war it had stood at 20 to the pound sterling. At the end of the war, in December 1918, it stood at 43. Before the terms of the Treaty of Versailles were accepted in June 1919, a pound would buy 60 marks. But when December came round again it would buy 185. Already the average annual war-time depreciation of about 20 per cent had come to resemble stability.
         

      
            * In The Nemesis of Power (Macmillan, 1953), Part I, Chapter I (vii).
            

         

            * The labour force in the confiscated territories apart, Germany lost 1.6 million dead and suffered 3.5 million casualties in the war.
            

         



      
    

  
    
      
         
         

         
            2: Joyless Streets

         

         The Treaty of Versailles weakened and diminished Germany, but left her no less a whole nation. The parallel peace treaties of St Germain and Trianon not only dismantled the Hapsburg Empire in its entirety but respectively whittled down Austria and Hungary to fractions of what they had been, and much further than the principal of national self-determination for the empire’s successor states demanded. Both lost enormous areas of territory and millions of their nationals – German Austria mainly to the new Czechoslovakia, Hungary mainly to Rumania. Vienna, once an imperial capital, found herself as a vast city without an adequate hinterland to support her; and the rump of empire was forbidden to make the one move which made economic sense, that of Anschluss with Germany. Revolution turned the Emperor Karl off the throne in Vienna and brought a Republican government to power. In Budapest the Bolshevik revolution of Bela Kun was succeeded by counter-revolution and, at the beginning of 1920, by the regency of Horthy.
         

         The plight of the Austrians, and more particularly of the Viennese, was indeed pathetic after the war. Hungary, if only her peasants had been more willing to share their produce with the starving townspeople, would have been self-sufficient in respect of the necessities of life. That was not so of the remnant of Austria, where cold and hunger set in in earnest in the first post-war winter, and where the returning soldiers, defeated, angry and exhausted, were if possible more susceptible than in Germany to inflammatory talk. Often Vienna and its neighbourhood could exist only upon what Germany had to spare, which was not much. In consequence, the depreciation of the Austrian krone advanced during the first post-war years far ahead of that of the mark, and with even less chance of recovery.
         

         Politically Austria was in desperate shape, and looked in vain to the new government to restore either order or prosperity. Mr G. M. Young, who arrived in Vienna in 1920, reported after 18 months to the British Treasury in a passage which had Lord Curzon, the Foreign Secretary, to whom it was passed, calling for more:
         

         
            Out of the capital and dynastic patrimony of a great empire, the Treaty of St Germain created a Republic. Nominally at least, it made this oddly mixed community of bankers and peasants responsible for the cost of a great war. In such a world of make-believe it is not always easy, even for a foreigner, to keep his mind fixed on the realities of the new position. For many native officials and politicians it has so far been impossible … Nearly all the Departmental buildings of the Monarchy are still in occupation, and are lighted, heated, cleaned and so forth for the officials of a Republic of only six million souls. A Roman who was born under Theodosius and died under Romulus Augustulus had seventy years in which to pass through the changes which Austria has seen in three.
            

            The Constitution of the country is a kind of super-democracy, contrived to ensure that as little authority as possible is exercised by anyone. The Provinces defy the Federation; the Federal Government dare not use the economic weapon which their bankruptcy puts into its hands. The President is a purely ceremonial figure: he opens flower shows and legitimates bastards. He does not appoint ministers (even nominally) and he cannot dissolve the House. Nor can the Government. Legally the Chamber is supreme: it appoints the Cabinet by vote; it decrees its own dissolution. Actually all business is done by standing committee, of which the public hears little, or preferably in the clubs and party meetings, of which they hear at any rate very little that is true … The political parties strike me as combining the worst parts of an Approved Society with the worst parts of the British Medical Association, and I might add that the mental processes of the Pan-Germans constantly recall to my mind those of a certified midwife.
            

         

         The truth is that Austria was quite unripe for the advanced parliamentary system which the revolution gave her.
         

         That was the institutional background for an immense amount of human misery. At the outbreak of war the Austrian krone had been nearly on a par with the mark. By the war’s end inflation had pushed them apart, to the krone’s great disadvantage. Official prices in either case seldom reflected the true black market costs, and in Vienna where food shortage was acute the black market was for many the only sufficient source. Thus in 1914 in Vienna a kilogram of best wheat flour cost 44 heller (the equivalent of about 6d sterling); but in December 1918, with wheat flour unobtainable anywhere, the indefinable mixture which masqueraded as flour could be procured from an illicit dealer at 22 kronen a kilo – exactly fifty times as much.
         

         In 1914 a pound sterling was worth about 25 kronen. By May 1922, when the pound could still purchase only 1,200 marks, it would have bought 35,000 kronen.
         

         The force of such conditions on the Austrian bourgeoisie was vividly shown in the early Greta Garbo film The Joyless Street, made in Vienna by Pabst in 1925. As the symbol of untouchable purity in a milieu of want, greed and corruption, finally finding truth and happiness in the arms of an American volunteer, Garbo’s role may lack persuasion today; but from the odious butcher insulting and taunting the food queues at his shop, refusing meat to women he found unattractive or unwilling, to the scenes of the unlicensed, gluttonous revelry of the nightlife of the speculator and profiteer, and to the ultimate attack by a starving, angry crowd on a café full of merrymakers – the film was a faithful reflection of the times.
         

         A more telling contemporary account of the scourge of inflation in post-war Vienna is given in the diary, greatly overladen with explanatory translation for English-speaking readers, of Anna Eisenmenger. As the ex-Imperial Army drifted homewards, armed and in revolutionary mood, and as the food shortage of the war years turned to famine, this middle-class widow found herself progressively turning to illegal practices to keep her family going – a war-blinded son, a tubercular daughter, a son-in-law with amputated legs, a hungry grandson, and another son who had become a Communist. She began to resort at enormous expense to the Schleichhändler – the smugglers – for the most basic foods which, despite ration cards, the State could no longer supply. ‘Hamstering’ – hoarding – though an indictable offence, became no more than commonsense. Pitifully aware of her family’s lowering standard of living and social status, Frau Eisenmenger was nevertheless lucky in having investments which in 1914 brought her nearly 5,000 kronen a year – equal to about £200.
         

         She recorded that in October 1918 when she resolved to cash 20,000 kronen worth for immediate use, her bank manager advised her earnestly to convert al her money into Swiss francs. However, private dealings in foreign currencies were illegal, and she decided that to break the law against the hoarding of fuel and food was enough.
         

         
            I must make myself believe [she wrote] that I am really far better off than hundreds of thousands of other women. I am at least immune from material cares and can help my children since I have a small fortune, safely invested in gilt-edged securities. Thank God for that!
            

         

         She also had a substantial quantity of her husband’s cigars, which could be traded for meat or other food as the opportunity arose: an important enough means of survival even during the early months of the post-war blockade.
         

         But the country was now deprived both of Czech coal and Hungarian food; and within a month of the end of the war Austrian currency began to lose its exchange value at a far greater rate than before. By December 1918, when all businesses were forced to employ an allocation of demobilised soldiers whether or not extra staff were required, bankruptcies were common. That month Frau Eisenmenger’s legless son received 35,000 kronen in ‘caution money’, which he decided to keep safely until the value of the krone increased again; but in the meantime he converted it into War Loan. In December, too, as an anti-inflationary measure, all paper money had to be overprinted ‘Deutschösterreich’. Frau Eisen-menger, who took what remained of her 20,000 kronen to the bank to be stamped, recorded the first evidence she heard that ruin lay in front of her:
         

         
            In the large banking hall a great deal of business was being done … All around me animated discussions were in progress concerning the stamping of currency, the issue of new notes, the purchase of foreign money and so on. There were always some who knew exactly what was now the best thing to do! I went to see the bank official who always advised me. ‘Well, wasn’t I right?’ he said. ‘If you had bought Swiss francs when I suggested, you would not now have lost three-fourths of your fortune’. ‘Lost!’ I exclaimed in horror. ‘Why, don’t you think the krone will recover again?’ ‘Recover!’ he said with a laugh … ‘Just test the promise made on this ao-kronen note and try to get, say, 20 silver kronen in exchange’. ‘Yes, but mine are government securities: Surely there can’t be anything safer than that?’ ‘My dear lady, where is the State which guaranteed these securities to you? It is dead.”
            

         

         Discovering that her son’s War Loan had already become unsaleable, Frau Eisenmenger was then induced to exchange her government securities for industrial shares. Her grandson developed scurvy. Two days after Christmas, the first food train arrived in Vienna from Switzerland. The prices of the new food, strictly rationed as it was, were four times as high as the previous official prices. Other food was hardly available for money, and could be obtained principally by barter. ‘Panic bids defiance to all legal decrees’, runs the diary entry for January 1, 1919.
         

         
         

         
            Even the most respectable of Austrian citizens now breaks the law, unless he is prepared to starve for the sake of obeying it … The fact that the future is so uncertain has led to stagnation in industry and public works, and swelling numbers of unemployed supported by the State … yet it is impossible to get domestic servants or indeed any sort of workers …
            

            Heightened class-consciousness is daily being instilled into the manual workers by the Socialist government, and, in heads bewildered by catchwords, leads to an enormously exaggerated estimate of the value of manual labour. Only in this way could it come about that the wages of manual workers are now far higher than the salaries of intellectual workers. Even our otherwise honest old house-porter is demanding such extravagant sums for performing little jobs that I prefer to do the heavier and more unpleasant household work myself …
            

            I survey my remaining 1,000-kronen notes mistrustfully, lying by the side of the pack of unredeemed food cards in the writing table drawer. Will they not perhaps share the fate of the food cards if the State fails to keep the promise made on the inscription on every note? The State still accepts its own money for the scanty provisions it offers us. The private tradesman already refuses to sell his precious wares for money and demands something of real value in exchange. The wife of a doctor whom I know recently exchanged her beautiful piano for a sack of wheat flour. I, too, have exchanged my husband’s gold watch for four sacks of potatoes, which will at all events carry us through the winter … My farmer had hidden the sacks of potatoes under straw on top of which he placed some apples. The apples were duly stolen, but the potatoes reached me safely … I had to give the porter half a sack as hush-money … When the farmer’s eyes rested on the grand piano at which Erni [her blinded son] was seated improvising, he took me aside and said: ‘My wife has been wanting one of those things for a long time. If you’ll give it to me, you shall have all you want for three months.
            

         

         
         Although the misery of Austria was more immediately and directly the result of war, the pattern was to be repeated almost exactly in Germany. In both countries rapid inflation caused homegrown produce to be withheld from the urban markets, with hunger and anger the inevitable result. All Austrians, but especially those with savings, watched horrified as the value of their money fell, Frau Eisenmenger among them. She noted early in 1919:
         

         
            The State has been obliged to put 10,000 kronen notes into circulation – each equivalent to two years’ income from my capital. A suit costs about six times what it was in 1913, but some things like food are a hundred or two hundred times as much … Paper clothes are being sold. Never had I dreamed it possible that one could purchase so little for 10,000 kronen … Jealousy and envy flourish in this atmosphere, and if one has procured some harmless article of food, one is careful to conceal the fact from one’s fellow men. Hunger reigns inexorably and selects its dumb and uncomplaining victims above all from the middle classes.
            

         

         Spring saw no alleviation of the troubles of those with no political leverage to bargain with. Not only Austrian peasants and profiteers took advantage of their helplessness. Furniture, fittings, pianos and carpets were being bought up wholesale by what were known as the ‘gold-currency’ people – the occupying Italians, the British, the Americans. The last valuables of countless houses flowed on to the market, no one warning their owners not to part with goods whose intrinsic value remained unimpaired.
         

         
            The Viennese [commented Frau Eisenmenger], handed a large bundle of kronen, still thinks he has grown richer, without taking into account the enormous rise in prices resulting from the Zurich quotations which come as a fresh surprise to him every day.
            

         

         
         Where the German looked to the New York and London rates, Vienna’s eyes were on the Swiss franc.
         

         
            Twice a day we are all forced to await the quotation of the Zurich bourse. Every fresh drop in its value is followed by a wave of rising prices … The confidence of Austrian citizens in the currency administration of the State is shaken to its foundation. The State which is perpetually printing new banknotes deceives us with the face value … A housewife who has had no experience of the horrors of currency depreciation has no idea what a blessing stable money is, and how glorious it is to be able to buy with the note in one’s purse the article one had intended to buy at the price one had intended to pay.
            

         

         In November, a year after the Armistice, Frau Eisenmenger wrote that her position was alarmingly worse, the financial situation beyond her understanding. The krone, at 25 Swiss centimes the previous Christmas, was now quoted at one-twelfth of a centime. Her shares, however, were going up. Gambling on the stock exchange had become the fashion – the only way to avoid losing all one’s money and perhaps to add to it. Many new bankers were giving people advice, the flight from the krone governing all transactions. ‘Meanwhile,’ Frau Eisenmenger wrote,
         

         
            the large numbers of unemployed, their passions fermented by the Communists, are seething with discontent … a mob has attempted to set the Parliament building on fire. Mounted policemen were torn from their horses, which were slaughtered in the Ringstrasse and the warm bleeding flesh dragged away by the crowd … the rioters clamoured for bread and work … Side by side with unprecedented want among the bulk of the population, there is a striking display of luxury among those who are benefitting from the inflation. New nightclubs are being opened. These clubs have the further effect of greatly intensifying the class hatred of the proletariate against the bourgeoisie.
            

         

         On December 15 1919, Frau Eisenmenger recorded that, whereas the downward movement of the krone in Zurich had gone on, ‘the value of my industrial investments is rising to an extent which seems to be incomprehensible and almost makes me uneasy …’ Her daughter was able to make two dollars a day at the American Mission, which could be exchanged for 400 krone, only 100 krone less than the monthly pension of a retired privy councillor.
         

         
            Former civil servants and officers are undoubtedly the poorest of the poor in Austria today. They are too proud to press their claims, can get no employment. Thus it happens every day, again and again, that elderly, retired officials of high rank collapse on the streets of Vienna from hunger.
            

         

         Frau Eisenmenger let a room to the gentleman from the American Mission – just as Garbo’s father in The Joyless Street was able to do – and received for it ten times the rent which, in accordance still with the wartime rent restriction Act, she herself paid for the whole flat. On a now slender quantity of negotiable cigars, on her daughter’s earnings, on that rent, and on the diminishing real income from her burgeoning shares, she tackled the first months of 1920.
         

         
            Speculation on the stock exchange has spread to all ranks of the population and shares rise like air balloons to limitless heights … My banker congratulates me on every new rise, but he does not dispel the secret uneasiness which my growing wealth arouses in me … it already amounts to millions.
            

         

         What was happening to Austria then was simply a foretaste of what was to come to Germany. The plight of Frau Eisenmenger and her family would be repeated a thousandfold in every town in both countries. The torture of Germany’s middle classes, however, was more lingering, and more intense.
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