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Foreword

This book is a collection of papers written by Mises during the 1920s 
and 1930s on money and the boom/bust trade cycle, the field in which 
one finds perhaps Mises’s greatest contribution to economics. The pa-
pers included in this volume were first published in English with other 
materials by Free Market Books in 1978 and were reprinted later by the 
Ludwig von Mises Institute under the title The Causes of Economic 
Crisis and Other Essays Before and After the Great Depression (2006). 
Although Mises had long been interested in all aspects of monetary 
theory, these particular essays are devoted more specifically to his the-
ory of monetary crises than are his other more general works.

Soon after Mises had earned his doctorate from the University of Vi-
enna, he determined to write a book on money. To do a thorough job, 
he thought he should start with direct exchange, but he didn’t believe 
he would have time, as he saw war looming in Europe. Although he 
had completed the compulsory military service required of all young 
men in the Austria-Hungary of his day, he would be subject to recall 
if war came. So he didn’t begin with direct exchange but with indi-
rect (nonbarter) exchange, building on the subjective marginal utility 
theory of value developed by his Austrian predecessors Carl Menger 
and Eugen von Böhm-Bawerk. His explanation was in direct opposi-
tion to the then-popular “state theory of money,” which defined money 
as whatever the government decreed to be money.

That book, titled in German Theorie des Geldes und der Umlaufs-
mittel, appeared in 1912.1 Mises explained there that money was a mar-
ket phenomenon, which developed out of barter as individuals traded 
with one another in the attempt to discover something they could use 

1. Die Theorie des Geldes und der Umlaufsmittel (Munich and Leipzig: Duncker & Humblot, 
1912), expanded in 1924, and translated into English and first published in 1934 as The Theory of 
Money and Credit (Indianapolis: Liberty Fund, 1981).
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as a medium of exchange. After dealing with money, Mises discussed 
banking. In this 1912 book he first raised the possibility that the banks 
might lower interest rates below market rates by increasing their issue 
of fiduciary media. Mises even considered that a bank might increase 
the quantity of money so much that its purchasing power might go 
down to 1/100th of its previous value, or even less if the monetary in-
creases were continued. In that case, he then posited its purchasing 
power might decline until businesses would avoid it altogether and 
find something else to use as a medium of exchange. His contempo-
raries dismissed and discounted this possibility.

Mises described how the inflation (monetary expansion) fostered 
by the banks would lead to widespread price increases and economic 
malinvestment; however, if and when the banks stopped inflating, 
businesses would crash, the economy would stagnate, and all prices of 
goods and services would be readjusted. Thus, in 1912 Mises laid the 
groundwork for explaining the causes of the economic crises which 
afflicted capitalistic economies periodically and how to prevent them. 
But the world paid little attention; Mises’s book was practically ignored, 
even ridiculed.

Mises’s work in economics was interrupted by World War I, when he 
was called back into military service and served on the Eastern front. 
After the war, however, he continued to write on money. During the 
1920s and 1930s, he built on and expanded the general monetary theory 
first set forth in The Theory of Money and Credit, and subsequently 
elaborated upon it in his later major works on economics, the German-
language Nationalökonomie (1940) and its English language version, 
Human Action (1949).2 The several monographs included in this pres-
ent collection, written between the two World Wars, are devoted spe-
cifically to the theory of the trade cycle and include some of Mises’s 
most important contributions to monetary theory.

My economist and historian husband, Percy L. Greaves, Jr.—like 
me, a longtime student of Mises—selected the papers included in this 
anthology as Mises’s most important papers on money which had not 
previously appeared in English. The 1978 edition and 2006 reprint in-
cluded an epilogue with articles on monetary theory by my husband. 
The epilogue has been omitted from this Liberty Fund edition in or-
der to focus solely on the ideas of Mises.

2. Human Action: An Economic Treatise (Indianapolis: Liberty Fund, 2007).
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In reading these works, keep in mind that Mises used the term 
“liberal” in the classical sense to refer to a free society and the term 
“inflation” to mean an increase in the quantity of money and credit, 
rather than one of the inevitable consequences of that increase, higher 
prices.

Bettina Bien Greaves 
May 2008
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Introduction

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

There is no point nowadays in discussing why this goal could not 
then, and in fact cannot, be attained. Today we are motivated by other 
concerns. We should be happy just to return again to the monetary 
situation we once enjoyed. If only we had the gold standard back again, 
its shortcomings would no longer disturb us; we would just have to 
make the best of the fact that even the value of gold undergoes certain 
fluctuations.

Today’s monetary problem is a very different one. During and af-
ter the war [World War 1, 1914–1918], many countries put into circula-
tion vast quantities of credit money, which were endowed with legal 
tender quality. In the course of events described by Gresham’s Law, 
gold disappeared from monetary circulation in these countries. These 
countries now have paper money, the purchasing power of which is 

[Die geldtheoretische Seite des Stabilisierungsproblems (Schriften des Vereins für Sozialpolitik. 
Vol. 164, Part 2. Munich and Leipzig: Duncker & Humblot, 1923). Mises presented the original 
manuscript of this essay to the publisher in January 1923, more than eight months before the 
final breakdown of the German mark, but its publication was delayed.—Ed.]



4 • stabilization of the monetary unit

S
N
L
4

subject to sudden changes. The monetary economy is so highly devel-
oped today that the disadvantages of such a monetary system, with sud-
den changes brought about by the creation of vast quantities of credit 
money, cannot be tolerated for long. Thus the clamor to eliminate the 
deficiencies in the field of money has become universal. People have 
become convinced that the restoration of domestic peace within na-
tions and the revival of international economic relations are impossible 
without a sound monetary system.
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I

The Outcome of Inflation

1. Monetary Depreciation

If the practice persists of covering government deficits with the issue 
of notes, then the day will come without fail, sooner or later, when 
the monetary systems of those nations pursuing this course will break 
down completely. The purchasing power of the monetary unit will de-
cline more and more, until finally it disappears completely. To be sure, 
one could conceive of the possibility that the process of monetary de-
preciation could go on forever. The purchasing power of the monetary 
unit could become increasingly smaller without ever disappearing en-
tirely. Prices would then rise more and more. It would still continue to 
be possible to exchange notes for commodities. Finally, the situation 
would reach such a state that people would be operating with billions 
and trillions and then even higher sums for small transactions. The 
monetary system would still continue to function. However, this pros-
pect scarcely resembles reality.

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

In recent months, the German Reich has provided a rough picture 
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of what must happen, once the people come to believe that the course 
of monetary depreciation is not going to be halted. If people are buy-
ing unnecessary commodities, or at least commodities not needed at 
the moment, because they do not want to hold on to their paper notes, 
then the process which forces the notes out of use as a generally accept-
able medium of exchange has already begun. This is the beginning 
of the “demonetization” of the notes. The panicky quality inherent in 
the operation must speed up the process. It may be possible to calm 
the excited masses once, twice, perhaps even three or four times. How-
ever, matters must finally come to an end. Then there is no going back. 
Once the depreciation makes such rapid strides that sellers are fearful 
of suffering heavy losses, even if they buy again with the greatest pos-
sible speed, there is no longer any chance of rescuing the currency.

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

mP > Mp.

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

Mp = mP.

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


