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State bankruptcy

and a chaotic Monetary system

Predecessors of Danmarks Nationalbank
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havnske Assignations-, Veksel- og Laanebank), estab-
lished in 1736. Originally, Kurantbanken was obliged
to convert its banknotes to silver coins, but it was

not subject to any banknote coverage rules, and the
silver convertibility was abolished permanently in
1757. Kurantbanken had been established as a private
limited liability company, but was taken over by the
central government in 1773. In 1791, another private
banknote-issuing bank was established, Den Dansk-
Norske Speciesbank, which was intended to replace
Kurantbanken over a period of many years. But the
discontinuation of Kurantbanken and the withdrawal
of its banknotes did not go according to plan. On the
contrary, the circulation of Kurantbank banknotes and
other money substitutes increased strongly in connec-
tion with the Napoleonic Wars.
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silver on part of its debt. Instead, it was paying in

banknotes not convertible to silver. That is why the
currency reform is often called the “state bankruptcy”.
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the old currency unit (kurantdaler) for new banknotes
at an exchange rate of 6 kurantdaler to 1 rigsbank-
daler. During the period of high inflation up to the
reform, the kurantdaler’s value had dropped markedly
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reflect the relationship between the silver value of
banknotes in kurantdaler and rigsbankdaler, respect-
ively. Consequently, the losses of holders of monetary
claims in kurantdaler were not caused by the actual
substitution - but by the erosion of wealth in the pre-
ceding years due to high inflation.
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plicated provisions on redemption of private debt
raised in kurantdaler. The purpose was to ensure that
the creditors were repaid amounts with the same
value in silver as the debt at the time it was raised. For
example, as a general rule, private debt in kurantdaler
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amount in kurantdaler.

With the currency reform, government debt in kurant-
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as banknotes (6:1) if the creditor called in the debt
immediately. If a creditor was willing to declare his
government bonds as interminable and accept a tem-
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Danmarks Nationalbank (Nationalbanken in Kjgben-
havn) was born in 1818 by a restructuring of Rigs-
banken. The aim was to restore people’s trust in the
monetary system in the wake of the period of high in-
flation and the massive government finance problems
during the Napoleonic Wars.

Danmarks Nationalbank was to continue Rigsbanken’s
work of reducing the circulation of banknotes to en-
able a price increase up to the official silver value. The
instrument applied was a restrictive lending policy.
This meant that the banknotes received as repayment
of loans were not just paid out again as new loans.
Moreover, Danmarks Nationalbank’s earnings were
used to reduce the circulation of banknotes. The
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instead, causing Danmarks Nationalbank’s equity

to rise. It took many years to restore the monetary
system.
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An international perspective on

the establishment of Danmarks Nationalbank

- the history of other central banks
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Central banking issues related to the Danish
Monarchy (Norway, Schleswig-Holstein and Iceland)
Denmark and Norway were in a personal union until
the Peace Treaty of Kiel in 1814. The separation of
Denmark and Norway reduced the circulation area for
the new rigsbankdaler, impacting both Rigsbanken'’s
issuance of banknotes and the size of the bank mort-

gage.
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to the Danish monarchy until Denmark’s defeat in
the Second Schleswig War in 1864. Since 1788, the
duchies had had their own banknote-issuing govern-
ment bank, Den Slesvig-Holstenske Speciesbank,
which was subject to tight lending rules and obliged
to convert its banknotes to silver. It managed to
maintain the value of its banknotes relative to silver
throughout the entire period until the monetary re-
form in 1813, which was taken into account in the
cash changeover that was part of the reform. How-
ever, there was some scepticism in the duchies about
the restructuring of the Danish currency system. Dan-
marks Nationalbank opened a branch in Flensburg in
1844. After the defeat in the war of 1864, Schleswig
and Holstein were no longer part of the Danish cur-
rency area, although the branch in Flensburg con-
tinued its retail banking activities. It was acquired by
Union-Bank in 1939. In 1920, North Schleswig was
reunited with Denmark after a referendum in accord-
ance with the Treaty of Versailles.
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of Faroese banknotes today. Iceland could conduct

its own foreign exchange policy from 1918. The Ice-
landic kréna (ISK) was introduced in 1918 on a 1:1
basis with the Danish krone (DKK). The parity between
the Icelandic kréna and the Danish krone existed until
the spring of 1922, when the Icelandic kréna fell by
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4th quarter of 1924, the average exchange rate was
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against the pound until April 1939, when it was de-
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The West Indies

The Danish-West Indian National Bank was established
by an Act of 29 March 1904 with a view to creating

a stable monetary system in the Danish West Indian
Islands (now the US Virgin Islands) and promoting
economic development in the Islands. Danmarks Na-
tionalbank and three private banks each contributed
one fourth of the share capital. Denmark sold its West
Indian Islands to the USA in 1917. The Danish-West In-
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1930s. Its right to issue banknotes expired in 1934,
when the dollar was introduced as the Islands’ cur-
rency. The retail banking activities of the Danish-West
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The Danmarks Nationalbank

Act of 1936

Extension of the Charter of Danmarks Nationalbank in
1907 and the Danmarks Nationalbank Act of 1936
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Low inflation for 200 years
- with a few exceptions
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wage developments all the way back to the Middle
Ages. Inflation was often high in periods of war, as the
costs of war were financed by printing more money
and the supply of goods was reduced. If periods of war
are disregarded, the high inflation in the first three to
four decades after the end of World War Il stands out.

Abildgren, Kim (2010), Consumer prices in Denmark
1502-2007, Scandinavian Economic History Review, Vol.
58(1), pp. 2-24.

Abildgren, Kim (2017), Trends in real wages in Den-
mark since the Late Middle Ages, Historical Methods,
Vol. 50(2), pp. 67-78.

Delong, J. Bradford (2000), America’s Historical Experi-
ence with Low Inflation, Journal of Money, Credit and
Banking, Vol. 32(4,2), pp. 979-993.

Edvinsson, Rodney and Johan Séderberg (2011), A
Consumer Price Index for Sweden, 1290-2008, Review
of Income and Wealth, Vol. 57(2), pp. 270-292.

Kaergard, Niels (1991), Den danske lan-prisudvikling
1904-1970 (Danish wage-price developments 1904-
1970 - in Danish only), Chapter 13 in: Niels Kaergard
(1991), Gkonomisk vaekst. En skonometrisk analyse af
Danmark 1870-1981 (Economic growth. An econom-
etric analysis of Denmark 1870-1981 - in Danish only),
Jurist- og @konomforbundets Forlag, pp. 315-350.

MacFarlane, Helen and Paul Mortimer-Lee (1994), In-
flation over 300 years, Bank of England Quarterly Bulle-
tin, Vol. 34(2), pp. 156-162.

Qvigstad, Jan F. (2005), 500 years of price history: Price
stability is the norm. What distinguishes the abnor-
mal?, Norges Bank Staff Memo, No. 7.

Schuppli, Pascal and Roman Studer (2008), Deflating
Swiss Prices over the Past Five Centuries, Historical
Methods, Vol. 41(3), pp. 137-153.

Hyperinflation in Germany in the early 1920s

History has witnessed many examples of how monet-
ary financing of government budget deficits has led
to high inflation. One of the most famous examples is
the hyperinflation in Germany in the early 1920s, when
money almost lost its value. A currency reform was

implemented at the end of 1923 as part of the battle
against inflation in Germany, and no less than 12 zeros
were removed from the banknotes.

Bresciani-Turroni, Constantino (1937), The Economics
of Inflation. A Study of Currency Depreciation in Post-
War Germany, G. Allen & Unwin.

Hetzel, Robert L. (2002), German Monetary History in
the First Half of the Twentieth Century, Federal Reserve
Bank of Richmond Economic Quarterly, VJol. 88(Winter),
pp. 1-35.

Holtfrerich, Carl-Ludwig (1980), Die deutsche Inflation
1914-1923: Ursachen und Folgen in internationaler Per-
spektive, Walter de Grynter.

Humphrey, Thomas M. (1980), Eliminating Runaway
Inflation: Lessons from the German Hyperinflation, Fe-
deral Reserve Bank of Richmond Economic Review, July/
August, pp. 3-7.

Sargent, Thomas J. (1986), Rational Expectations and
Inflation, Harper & Row.

Schacht, Hjalmar (1927), Die Stabilisierung der Mark,
Deutsche Verlags-Anstalt Stuttgart.

Sommariva, Andrea and Giuseppe Tullio (1987), Ger-
man Macroeconomic History 1880-1979: A Study of the
Effects of Economic Policy on Inflation, Currency Depre-
ciation, and Growth, Macmillan.

Webb, Steven B. (1989), Hyperinflation and Stabiliza-
tion in Weimar Germany, Oxford University Press.

Hyperinflation in Zimbabwe in the 2000s
Zimbabwe is the most prominent example of hyper-
inflation in the 21st century. Annual inflation in Zim-
babwe reached 89.7 sextillion per cent during 2008,
meaning that prices doubled in less than 25 hours.

Hanke, Steve H. and Alex K. F. Kwok (2009), On the
Measurement of Zimbabwe’s Hyperinflation, Cato Jour-
nal, Vol. 29(2), pp. 353-364.

Deflation in a historical light

Deflation is when prices in general fall year after year.
Like high inflation, persistent deflation may have ser-
ious economic implications.



Bordo, Michael and Andrew Filardo (2004), Looking
back at the international deflation record, North Ameri-
can Journal of Economics and Finance, Vol. 15(3), pp.
287-311.

Bordo, Michael and Andrew Filardo (2005), Deflation
and monetary policy in a historical perspective: re-
membering the past or being condemned to repeat
it?, Economic Policy, Vol. 20(44), pp. 800-844.

Borio, Claudio, Magdalena Erdem, Andrew Filardo
and Boris Hofmann (2015), The costs of deflations: a
historical perspective, BIS Quarterly Review, March, pp.
31-64.

Index-linked bonds

In 1974, in the light of the higher inflation, a working
group was established to look into the pros and cons
of inflation-indexed savings and funding. Danmarks
Nationalbank participated in this working group,
which submitted its report in 1975 ("Redeggrelse fra
arbejdsgruppen vedr. indeksering af pengefordringer
december 1974” (Report by the working group on
indexation of monetary claims December 1974 - in
Danish only), betaenkning (Report) No. 732). In 1982,
mortgage banks were allowed to grant index-linked
loans based on issuance of index-linked bonds, the
outstanding debt of which was increased by the rate
of inflation, resulting in a real yield on these bonds.
However, index-linked loans never came to constitute
any significant share of home financing in Denmark.
Index-linked loans were introduced at a time when an-
nual inflation was around 10 per cent and bond yields
around 20 per cent, but both inflation and long-term
yields fell substantially over the next decade. In a low-
inflation economy, the need for inflation hedging was
less pronounced among both borrowers and invest-
ors. In 2012, the Danish central government began to
issue inflation-indexed bonds, but only to a limited
extent.

Andersen, Jens Verner and Jacob Gyntelberg (1999),
Index-linked mortgage bonds, Danmarks Nationalbank
Monetary Review, Vol. 38(1), pp. 49-60.

@lgaard, Anders (1975), Finansiering under inflation
- indekslan og andre lgsningsmuligheder (Funding
during inflation - index-linked loans and other pos-
sible solutions - in Danish only), Danish Journal of
Economics (Nationalgkonomisk Tidsskrift), Vol. 113(1),
pp. 55-59.



LITERATURE FOR CHAPTER 4

A fixed exchange rate

has provided for stable prices
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When history repeats itself:
banking and financial crises
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and house price bubbles
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From coins to mobile apps
- means of payment over 200 years
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