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Abstract  

The paper attempts to approach the circumstances surrounding the great hyperinflations in 

world history and to summarize what the literature or documentation have revealed on the 

origin of hyperinflations and how they can be addressed. We focus on the basic principles of 

Austrian School in order to address our concerns on the matter of inflation and hyperinflation. 

Proponents of Austrian School state that prices and values exist in the minds of the 

individuals and considered to be “subjective”. Austrian economists argue that increases in 

supply of money, credit and shortage of goods are the sources behind inflation. Both money 

supply and expectations can lead to a hyperinflationary situation. 

 

Introduction 

According to Hanke (2008a, p. 2), hyperinflation is “defined as a rate of inflation per month 

that exceeds 50 percent.” Episodes of hyperinflations are rare and they do not take place 

“when money has been commodity-based or when paper money has been convertible into a 

commodity” (Hanke, 2008b).There have been 30 hyperinflations in history (Hanke, 2008a). 

The 32nd hyperinflation was supposedly in 2008 in Zimbabwe. The first hyperinflation 

happened during the French revolution of 1789-96 (Hanke, 2008b). For Hanke (2008b, p. 

187), the most well-known hyperinflation of the 20th century was “the great German 

hyperinflation of the 1920s, when the monthly inflation rate peaked approximately 30,000% 

in October 1923.” 

Meanwhile, Hanke (2008b, p. 186) reported that “the two most virulent hyperinflations 

recorded - Hungary (1945-46) and Yugoslavia (1992-94) - curiously remain little known.” 

Hanke (2008b, p. 186) hypothesized that little is known about the two inflations probably 

because “the peak monthly inflation rates were so high as to be incomprehensible.” 

According to Hanke (2008b), the highest one-day inflation ever recorded was in Hungary in 
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July 10, 1946 when it was 348.46%. Under the rule of Slobodan Milosevic, Yugoslavia 

recorded the second highest monthly inflation at 313 million percent in January 1994 (Hanke, 

2008b).The hyperinflation which has the reputation of producing the month with the highest 

inflation was in Hungary in July 1946 but Hanke (2008b) did not provide the inflation data. 

In 1988, Morales (1988) reported that the Bolivian hyperinflation of 1984-86 was the only 

case hyperinflation not associated with a world or civil war. However, informal sources, for 

example, like Boliviabella.com (2012) narrated that the Bolivian hyperinflation event was 

associated with political instability as the country’s government confronted by widespread 

social unrest. The most recent hyperinflation event after 1988 was the Zimbabwe 

hyperinflation 2005-07. Based on Ploch (2010), it can be inferred that the Zimbabwe 

hyperinflation coincided with a volatile political situation resulting from violence and deep 

political divisions, thus, political volatility substituted to wars and revolutions in the case of 

the Bolivian hyperinflation of 1984-86. 

This work has been guided by two main objectives. Firstly, the work seeks to understand the 

circumstances surrounding the great hyperinflations in world history. The motive is to 

understand better how and why hyperinflations take place. Secondly, and just as important, 

this work seeks to summarize what the literature or documentation have revealed on the 

origin of hyperinflations and how they can be addressed. The paper attempts to investigate 

these concerns under the Austrian School principles.   

Based on Hanke (2008b) and Mises (2007) and arranged chronologically, the listing of 

hyperinflation events in history are as follows in Table 1. 

Table 1 

1. United States Continental 1781 2. France 1789-96 

3. United States Confederate 1865 4. Germany 1920-23 

5. Poland 1921-24 6. Austria 1921-22 

7. Soviet Union 1922-24 8. Hungary 1923-24 

9. Greece 1942-45 10. Hungary 1945-46 

11. Taiwan 1945-49 12. China 1947-49 

13. Bolivia 1984-86 14. Nicaragua 1986-89 

15. Peru 1988-90 16. Argentina 1989-90 

17. Poland 1989-90 18. Brazil 1989-93 

19. Yugoslavia 1990 20. Azerbaijan 1991-94 

21. Congo  1991-94 22. Kyrgyzstan 1992 

23. Ukraine 1992-94 24. Yugoslavia 1992-94 
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25. Armenia 1993-94 26. Georgia 1993-94 

27. Turkmenistan 1993-1996 28. Belarus 1994 

29. Kazakhstan 1994 30. Tajikistan 1995 

31. Bulgaria 1997 32. Zimbabwe 2005-07 

 

 

Austrian School 

Austrian school economics or the economics of the Austrian school is a perspective that 

emerged in Vienna in the1870s (Butler, 2010). Butler (2010) has a good exposition of 

Austrian economics and, unless stated otherwise, this work used Butler (2010) in describing 

the perspective. Butler (2010, p. 5) pointed out that the economics of the Austrian school “is 

highly critical of modern mainstream economics.” The economics of the Austrian school does 

not refer to the economics taught in Vienna but rather to a particular perspective in economics 

and to the economists who use the perspective. The origin of Austrian economics is attributed 

to the book, Principles of Economics, of Carl Menger. 

Menger believed that economists could develop economic principles “that would hold true in 

every place and time; but that English economists were wrong in looking for linkages among 

the statistics of trade and commerce” (Butler, 2010, p.6). In contrast, the Austrian school of 

economics opted to find the basic linkage in the millions of individuals making choices and, 

thus, the approach of the Austrian school to economics has been described as 

“methodological individualism (Butler,2010, p.6). Butler (2010, p.7) asserted that the 

Austrian school of economics “is not about objective, natural phenomena, but subjective, 

human ones.” Hazlitt (2003, p. 30) narrated, for instance, that Menger insisted “throughout 

his work that value is essentially subjective, and that therefore economics must be in the main 

a subjective science.” 

 Hazlitt (2003, p. 30) stressed that “goods have no inherent value in themselves” and “they are 

valued because they help to satisfy some human want or need.” Butler (2010) elaborated that 

Menger independently developed along with William Stanley Jevons and Leon Walras the 

use of marginal analysis in economics. Butler’s (2010) view on marginal analysis in Austrian 

economics echoed the view of Hazlitt (2003). 

Unlike other expositions on marginal analysis, however, Butler’s (2010, p. 7) exposition of 

marginal analysis is that people “strive to acquire whatever that will satisfy their most urgent 

needs first” and “after that, they attend to their less and less urgent (or more and more 

‘marginal’) needs.” In contrast, Hazlitt’s (2003, p. 30) exposition of marginal analysis has a 

more conventional foundation: a consumer’s desire may require “a second, third, or fourth 

increment” but the consumer’s “desire or need for a further unit of that good may be less 
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intense, and may finally become completely satisfied.” Hazlitt (2003) emphasized that each 

increment of good will have a reduced value to consumers. 

Menger’s seminal work that became known as "Austrian economics" was published in 1871. 

Bohm-Bawerk applied Menger’s approach in the area of interest and capital and, together, 

they were known as the first wave of the Austrian school (Butler, 2010). The second wave of 

the Austrian economic school has been associated with the leadership of Ludwig von Mises 

and Friedrich Hayek who worked together on the theory of business cycles. To avoid the 

Nazis, Mises and Hayek left Austria in the 1930s for the United States of America (Butler, 

2010). Mises concentrated his work on the “pure science of science of choice and action, 

sharpening Menger’s original principles and working out their implications” (Butler, 2010, p. 

8). On the other hand, Hayek went to Britain and then to America and concentrated his work 

on the role of information on how people make choices and how markets “actually work” 

(Butler, 2010, p. 8). 

According to Butler (2010), the “third wave” of Austrian school economists was mostly from 

the United States and Universities like New York, Auburn, and George Mason. Yet, at the 

same time, the “third wave” imbibed other intellectual traditions and that while many of them 

“would not hesitate to call themselves ‘Austrians,’ others would only admit to having been 

influenced, to a greater or lesser degree, by the Austrian School approach” (Butler, 2010, p. 

9).  

 

Basic Austrian Economic Perspective on Inflation 

Regardless of affiliation with any of the three waves of the Austrian economic school, Butler 

(2010, p. 11) held that economists of the Austrian school consider that all economic 

phenomena are “inherently personal and unpredictable.” Butler (2010, p. 13) emphasised that 

“value is not a quality that resides in objects, and which can be measured” because “the same 

good has a different value to different people, depending on how much use they have for it.” 

Further, “people’s wants and values change: a thirsty person may greatly value a drink, but do 

not have use for more once they have had their fill” (Butler, 2010, p. 13). 

Thus, Austrian economics consider that usefulness, utility and value are “subjective” (Butler, 

2010, p. 13). Nevertheless, “prices help us maximize value and minimise cost” (Butler, 2010, 

p. 14). “Prices are the going rates of exchange between different goods” and inform us that 

people in the market are prepared to sacrifice a good for another good (Butler, 2010, p. 14). 

Consistent with the discussion narrated, the Austrian school of economics considers that 

“value does not exist in things, but in the minds of the individuals who value them” (Butler, 

2010, p. 11). Further, “trade occurs and prices emerge precisely because people value things 

differently” and “markets steer goods to their most valued uses” (Butler, 2010, p. 11). 
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However, “government intervention, and policy mistakes such as inflation, disrupt this highly 

complex market process and invariably produce perverse results (Butler, 2010, p. 11).  

For Austrian school economists, “money is a good” (Butler, 2010, p. 16). If the supply of 

money increases then the value of money, just like the value of other goods, decrease (Butler, 

2010). As a result, sellers demand more money for the goods they sell and the inflation 

process is initiated (Butler, 2010). According to Butler (2010, p. 16), “inflation is good for 

debtors, who find themselves repaying loans in money that is not worth so much, and bad for 

savers.” In the Austrian economic perspective, “prices co-ordinate the activities of countless 

individuals throughout the world” (Butler, 2010, p. 38). High prices indicate that something is 

scarce and high prices promote increase in production of things that are scarce (Butler, 2010). 

For economists of the Austrian school “an increase in the supply of money sets off an 

avalanche of price changes which tears through markets, drawing resources first to one place, 

then another, creating real and destructive changes” (Butler, 2010, p. 73-74). Butler (2010, p. 

75) asserted that even if money effects “could be spread evenly across all markets,” its effects 

cannot be equal because “some individuals would choose to spend the extra money, while 

others, perhaps more cautious.” Butler (2010, p. 75) asserted that “inflation causes a real 

change in the pattern of what is consumed, and therefore in what is produced.” Hazlitt (1965, 

p.1) described inflation as “always and everywhere, primarily caused by an increase by an 

increase in the supply of money and credit.” In stronger terms, Hazlitt (1965, p. 1) even 

pointed out that, “in fact, inflation is the increase in the supply of money and credit.” Yet, at 

the same time, Hazlitt (1965, p. 2) recognized that inflation has been known as “a substantial 

rise in prices caused by an undue expansion in paper money or bank credit.” For Hazlitt 

(1965), however, defining inflation in terms of the latter will only lead to confusion. Hazlitt 

(1965) debunked claims that inflation result from shortages of goods. He said that inflation 

could happen even in abundance. Hazlitt (1965) argued that budget deficits do not necessarily 

lead to inflation as he pointed out that a government budget deficit will only cause inflation if 

it leads to an increase in money supply. Hazlitt (1965) also pointed that wage rises do not 

cause inflation but they would cause unemployment. Hazlitt (1965, p. 26) revealed that the 

perspective of “cost-push inflation theorists” took off from the perspective of Robert C. 

Tyson, chairman of the finance committee of the U.S. Steel Corporation in 1957 when Tyson 

indulged in “mixing truth with error.” 

For Butler (2010, p. 76), there is a difference between the conventional and Austrian 

economic thinking on inflation: most people think that inflation means rising prices but to 

economists of the Austrian school, “Inflation is the very increase in the supply of money that 

has caused the price rises and the chaos that they create.” Butler (2010) stressed that the 

Austrian economic school policy focus against inflation is to prevent the inflationary 

expansions from happening in the first place. Butler (2010) pointed out that there are several 
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ways through which inflation can be avoided and on this, three examples can be identified: 

prevent governments from arbitrarily printing money by pegging the quantity of notes and 

coins, prevent governments from issuing fiat money, and make government adopt a 

commodity like gold to serve as its currency (Butler, 2010). Butler (2010) recognized 

however that moving into a commodity currency could be difficult and controversial. For 

instance, there is only a small quantity of gold versus the “billions of transactions” that must 

be covered by gold and, thus, people think that moving to a gold standard is not a practical 

idea (Butler, 2010). 

A leading web publication that articulates the Austrian economic perspective on inflation in 

the United States is the Currentinflation.net. The website expresses a view consistent with 

Butler’s (2010) articulation of the Austrian economist perspective on inflation. According to 

Currentinflation.net, buying gold is the answer to inflation because “we can’t buy a currency 

backed by gold currency” (2011). During the great inflations of World War I and its 

aftermath, the website echoed the view of Austrian economists that European citizens had 

survived inflation by buying dollars or gold and although the actions may have been illegal, 

the actions actually worked. The website also echoed the view that for the Austrian school, 

“economic factors are too complicated to predict with mathematical formulas” and confirmed 

that, in the United States, Ludwig von Mises and Friedrich Hayek had been the two key 

figures of Austrian economics. 

Mises (2007, p. 44) which is a collection of lectures that Ludwig von Mises delivered in 1951 

defined inflation as “an increase in the quantity of money without a corresponding increase in 

the demand for money, i.e., for cash holdings.” Mises (2007, p. 45) narrated: 

“At the start of inflation, that is, at the beginning of an increase in the quantity of 

money without a corresponding increase in the demand for money, it causes a rise in prices. 

Then, if the people have learned something from theory or from history, they may anticipate 

still further price increases. In that case, they expect prices to rise and the purchasing power 

of each money piece to decline and they will trend to restrict their cash holdings, as 

compared with what they would have in the absence of such speculation as to the future 

purchasing power of money. This depends on the speculative reaction of the public. On the 

other hand, if people think prices will drop, there will be a tendency for them to increase their 

cash holdings in the expectation that the purchasing power of money will rise”. 

In other words, Mises (2007) pointed out that inflation arise because money supply increased 

without a corresponding increase in the demand for money and can exacerbate further if 

expectations that prices will increase further are built into people’s expectations. Mises (2007) 

narration can be described in this manner: inflation further worsens if there is an expectation 

that the value or purchasing power of money decrease. In other words, an expectation that the 

purchasing power of money will decrease will lead to a lower demand for money and a higher 
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demand for goods. Thus, inflation worsens. However, “if people think prices will drop, there 

will be a tendency for them to increase their cash holdings in the expectation that the 

purchasing power of money will rise” (Mises, 2007, p. 45). 

For Mises (2007), there are two periods involved in inflation. “The first period may last 

many years” while “the second period last for only a very short time” (Mises, 2007, p. 46). A 

reasonable interpretation of Mises (2007) herein discussed is that a hyperinflation is preceded 

by a relatively small inflation until all hell break loose and hyperinflation ensue. 

Mises’ (2007) solution to inflation was for nations to revert to a gold standard. Mises (2007, 

p. 52) asserted that “a fiat money system cannot go on forever and must one day come to an 

end.” Mises (2007, p. 52) also asserted that “the gold standard under present conditions is the 

only standard which makes the determination of the purchasing power of money independent 

of the changing ideas of political parties, governments, and pressure groups.”  

In returning to the gold standard, Mises (2007, p. 58) advocated a country must “abolish laws 

against holding gold, re-establish the gold market and see what rate establishes itself.” At the 

same, Mises (2007, p. 60) pointed out that “a return to the gold standard is possible 

economically, but not politically.” Mises (2007, p. 60) said that “government is built on such 

tremendous expenditure that if the people are not actively opposed the government will 

always inflate.” However, “the advantage of the gold standard is that the purchasing power 

depends on conditions which are not subject to governments, political parties, and changing 

codes, creeds, and desires (Mises, 2007, p. 60) stressed that a gold standard “prevents the 

government from increasing the amount of money.” 

 

Concluding Remarks 

As for the root cause of hyperinflations, a basic insight that we can gain from the literature is 

that both money supply and expectations can lead to a hyperinflationary situation. Of course, 

monetary expansion, especially excessive or accelerating monetary expansion, is widely as 

the root of inflation and even inflation is usually defined in terms of an increase in money 

supply. Nevertheless, budget deficits lead to an inflationary situation when the deficit is 

financed by money creation or an obligation to print more money in the future to fund the 

interest rates of public debts. Budget deficits can contribute to the creation of the 

hyperinflation but as Kiguel and Liviatan (1992) pointed out, hyperinflation can be ended 

even if government budget deficits persist. However, ending the government budget deficits 

will also create a strong signal that run-away money creation will also stop. 
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