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Mevies and bhe Fole of Monetary Folicy in &

Stabilization
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1. Introdaction

Ore of  the most controversial iesuss related Lo a

tabilization program Dased on price conhel o po
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the government will have Lo Fenonetize the economy. However,

e remonetization is o mads Ytoo fast” the ored

stabilivation program may be Jjmopardized.
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1930,

g the German and Austrian cases Lo

ot monetar policy in stabilization arnd  its
Fe succsss. We start by contrasting Sargent’e

ot Fowr hyperinflations” with a plan o esented
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that in his opinion it would be dangerous 1f nobt impossible to
stabilize withouwt “pain'. This is due to the fact that in his
apinion 1t was imperative Lo pursus & restrictive monetary polioy

i the period immediately after the lauching of the program 1

order to avoid a loss of credibility.

In mection &, we begin by discussing Sargent’s views on the

]
H

end of an hyperinflation. We compare them with previous monetarist
aralysis. In particular, we stress the point that the difference
Betwesn both is due to the assumption on how price expectations
are formed. HBesides anmd more importantly, we argue that in
Bargent®s analysis, confidence in the program as & e mansnt
change in the “fundamentals” is taken for granted. Thius, the role
of uncertainty 1s brivialized.

—

L. Feynes’ for bhe mark 15

I section
presented. We draw attention to the fact that acocording to Feyres
stabilization should start by the pegging of the exchanges with the
posterior attempt to deal with the Yegndamentals ', l.e. to
eguilibrate the budget. As a consequence the degree of contidence
i the program couwld not be disregarded. Indeed, Feynes pays a
great deal of atterntion to how it would be important for the
success of the stabilization program to avold speculation against
it, allowing a “breathing space” for the program o work.
Socording to him the only way to do fhis was bto pursue & very
restrictive monetary policy in the period immediately atter the

f

pegaing of the exchange. In this section we also point out that
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Dormbusch’ s ideas - see Dornbusch (19857 - on how hyperintlation

was pult to a halt ars very similar to the proposals advanced by

In sectionz 4 ard 5 we swzamineg the German and Austrian
stabilizations showing that the rates of interest remained st very
Righ levels for a prolonged period of time after the achievement
of esxchange and price stability. Moreover, we point out that
although stability was achieved suddenly there was seEveral
episndes of loss of confidence. We thus suggest that the degres of
confidence in the successe of a stabilization program ils better
represented by some sort of Bayesian updating rule than by
Sargent’s description. We also argue that it is the fear of Torsing
credibility what wesually prevents the money stoock from DEing

sxrpanded in order to keep up with the increase in Lhe demand for

Finally, section & offers some corncluding remarks,

. Rational Expectations and Stabilization Frograms

i

%
%)

In Cagan’ s (19] classic study O the European

frvperinflations of the 1920s, prices are taken Lo be determined by

the eguilibrium condition in the money market. Specifically, Cagan

money demand is gilven bys

Py

i1 mAy - ope F X {Peaws e 7 [Pe 1T
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where mee is the lag of the money demand, pPe 18 the log of the
i levei, fert,« — [Pe 1% the sxpected inflation, % is the semi-
slasticity of money demand with respect to expesocted inflation, and
f. i3 a stochastic disturbance. With the money supply. @9,

wogenously determined, equilibrium in the money market will be

1
4

given by

PPN ) . .
. 1y =y T T a

[k My — Pe = tx(pt+1_t - pt} + ’:Etu

Fer the unchservable expected inflation Cagan assumed the

foliowing error learning procasss

2l

(4) Bens. e = Pu = [01=f)/ (1=EL) 1Epe = Pe—sdy

where L iz the lag operator, 1.€. L¥e & He—a. Sukstituting (42

inte (31 we obtain the price level as a function of the current

mormey stock and past price levels:

i

i
=
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Upder the assumphion of rational supectations the price

level will be given by™

Ehoe Sargent (17HE) for a dimcussion on this. We note that for the
pricve level to be finite money supply cannot grow "too fant’.
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whisre Meas,e 15 the log of expected money stook abt time L+7,
copditiorned on information avaeilable at time t. In this casse the

price level {(or the rate of inflation is entirely determingd by

trhe expected monetization of present and fulwrs bDudget detficits.

The important distinction betwesn the rational pxpectatlion
solution and Cagan’s seolution is that in the lsatter the price
Tewel (o inflation) i= linked to past prices, L.e. 135 Dackwards
logking, while in the former the price level is tobally F o war o
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stability can be instantansously achieved at almost no costs in

terms of owbput , provided that the reform 15 widely

el ieved,

Sargent’s analysis of the end of hyperinflation in four
Suropear countries in the 1%20s takes the rational sipectation

view to sxplain how price and exchange stability were achleved. He

fact that stabilization occocured suddenly and without
a monetary contraction. Indeed, in all four countries, domestic
credit kept growing {(although at a lower rate) after and during
the stabilization. He also mentions that the costs in terms of
oubput losses were substantially lowsr than the present estimates

cf the "sacrifice ratio'* for the U5, sconomy.

Gocording o Sargent, price stahility was usually achieved
4 b : 3 )

el

when "government moved to balance the budget by taking a seriss o

deliberate, permanent actions to ralse taxes and sliminate

i
M
]
f—t

gxpendiltures. "™ Heroce, the {(credibls) adoption of {1

discipline waz responsible for stabilization.

In relation to Geraany, for instance, we are told by

st of  the series of measwes taken up by the government

F5y3

Sarg

hefore and after the succeszsful stabilization of Movember 1923 to
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balarce the budgst., We are 2

“Cacrifice ratio is the percentage fall inm output below full
i

empioyment necessary to reduce inflation by a percentage point.
i

SSargent (198E), 23
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mentenbank, and most Important the imposition of a limit on the
credit available to the governmant. What we are rost told, howsver,
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brmowing bhe finmal

ime oand withowth the Densd il
outcome, for the stabilization to fail. For lnstance, we ars rt
ol that prior bo May 1921 there was & Law, which obviously was

ver umv ke
P

a limit on bthe capacity of the

discount Treas presented Dy the government.® Maving this
i mind who could guarantes thab the new restrictions imposed by

the government on himseld would be Followed?

Aricther fact

%

frtern remarbed contributing tTo the succsss of

the stabi lizabtian

the “timely" deatn of the Relohebank™s

president for life, Rudold Havenstein, e

AUTHOrsS WaDs & pilis doctrine” and his

LG

roplacensnt by the i

ive and defen

st andard Hialmar Schachit. What is not mentioned iz that the

momination of toas president of the Relchsbank was rizh

immediate. Industry, the Mational Socialists, and the Feichsbank

stafd (mavbe reflecting Havenstein’ gpposed Lo

Semacht fomilnation and in favor of Fa

although advocating & currenoy rEtorg Wk o

anc bhe nomination of Sohacht Lo

trie presidenoy of
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stabilization would follow, had not been tabken.

i= too optimistic with respect fto the
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tion ot

s oot & Ysound” stabilization plan.
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situation of excessive tight credit and high real interest rate in
the period following the implementation af & stabilization
FIFT G AT
It is interesting to note that Sargent was well aware of

this issus. He discusses in & footnobte the necessibty of & jump in

fas
-+
It
st
i

ey supply (oF & drop in prices) because of the increase in
the demand Ffor money in the post reform period.® HMe notes,
Mowaver, that "what actually ococuwrred ... was nobt a onoe and  fFor
all jump but & gradeal increase in the monay supply  aver many
months. "? Sargent notes that this was consistent with peopls’s
confidence in the stabilization program evolving gradually but

i

according to him "it was hard to accept this axplanation.

I o Eaynes?

stabilization program for Germany

Dernbusch (1985 in & recent paper pointed owt that in

addition to the =so often mentioned dramatic increase in real

balances, two other things accompanied the German stabilization of
Movembaer 1923, The real exchangs rate appreciated and real

interest rates remainsd at wvery hilgh levels for & substancial

n

period of time. He then argues, following cloeely a stabilization

Eon Rag K ¥ - o [ .
1922 i LW

plan for the mark presented by ©




o O Gt Lt K PN SR - e oo, goes sese ruse
of Bankers*9, that high intsrest

mirmor side sffect, were vital for the

e A hhe exchange was stabilized well
Lefore bhe causes for ites depreciation wers removed 1t was nabuwral
to edpect that the program would be receslved with some (if $ob

)

yooamount of skepticism. It was thus of great importantance Lo

t

e A
avoid spesculation in the period immediately after thae
implementation of the progeam. digh rates of interest would

£

success of

+
i

contribute to make the public be willing to bet in
the program, avoiding therefore a run into the reserves of  Lhe
Central PBank or the storage of goods. The appreciation of the
wiobangs by inflicting capital losses i1n speculators holding

foreign exchangs also worked in the right direction, as far as the

i
i

stabilization progeam s concerned.
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fAooording to Heynes deficits wers bhe causs of the
German inflation.?*® But the cause for having budget deficits was
primarily the reparation payments imposed on Germany by the Allies
for the damages suffered during the First World Waere. In fact, when
precenting his stabilization program to the mark Feyvnes sbtarted by
sayving that in his opinion the budget cowld e palanced, provided

that & morabtoriam on the reparation payments was granted to

Germany. fAs inflation had drastically reduced the wvalue of the

—r

autstanding long term bonds issuesd to finance part of  the war

gffoart, budget deficits wers nobt a chronic problem.

pip. 4k
the caus
XWIIT, e

P pe‘t
inflation ses

the Dermarn




t step was to have the mark pegged to the dollar

—
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was wvery much aware of the isportance of price stability to

i'ti"

S

7

saguilibrating the budgst. In his opindon 1€ winuld be immeEnsely

casier for the budget Lo be balanced when you have stabilized than

as a preliminary to stabilizing."*# To support thise argument he
miertions that Y0114 the unit of legal tender is depreciating as
fast as is now the case in Bermany, you arse inevitably always
collecting vour tax in a worse currency than that in which wyou

vt by no ingeEnuity

l‘}_x

levied it and at which vou have asszessed, so th

that I can see you can hope to get a full return, the raturn owhich

rd

vou ought to get, from direct taxation. You mast fFirst stabili
im Arder bto he able to collecth vouwr revenus in the same unlh as

L ApwiH

that in which vou are assessing.

The precise value abt which the mark should be pegged was
not  important, provided that it was "in accordance with the

exiating faocts."*? And by this Heynes meant that the German

-
it

authorities should take "some figure between the external and the
imternal walue of the mark at the date of the stabilization,"*®
However, he was very much opposed to choosing any rate Ywhich
attenpted to raise the value of the mark.”*® The pegging of the

evchange should be combined “with & prolonged seriod of dear morney

iEeynes (19817,
R DU N i U SRR
tapevnes (1978), vol. EVITI, p. &7,
reid, ib.
teid. ik

e

JECR ™

_,._.
.}
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i order that the present dncentive to remlt money Lo BeErmany
cather than obtherwise, apart from the fear of the loss of  maney  on
the exchange,. should continue to operate. '*”

In his opinion there would be no problems of reserves
losses when the exchangs was pegged. In fact, Heynes thought that
Fhe Reichsbank would be gaining reserves as “people who would want
teo take advantage of the wery high interest rates ... wowld Duy
marks". The risk of reserves losses would only come "'nine mornths
ar a year later in the event of the attempts to balance the budget
failing and inflation continuing so that (the Reichsbank wasl

always issuing more notes available for Frademption. "9

seres nositlion with the

7

I+ is interesting to contrast K

Morities, and in particular the

i
iz
fxal

position of the Derman
president of the Reichsbank, Rudnl F Havenstein., In oa lelter
written by FEeyrnes to Havensteln we are told that according toe the
latter, stabilization of the exchange could anly come aftter the

budget and the trade balance were pauilibrated.*” Pesides, the

foar of reserve losses was so strong that Havensteln did mobt agrae

i

on having the Feichsbank ready to buy ard =ell foreign currency at
a2 Fived rate. In his opinion the Reaichsbank should only

participate in the exchange market “from time to bime bto punish

this was also

et

bear speculators. " 0 It ds dnteresting ho note tha

. @y, werl. XIX, pt. I, p.o 57
rei, ib. p. FE
rerevnes (1978),
B, ib. p. &3
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the opinion held by the three other esxperts called to BHerlin by
the Serman avthorities in the Fall of 19722 ho help them in writing
a proposal to the Allies in relation to the reparations payinenits, 23

s}

Fevrnes di sagreead

trangly with the opinion held by

i

Havenstein, especially with respect to the imposibility of
stabilizing the mark with an adverse trade balance. Reynes’
position is clearly illustrated in the following passage of his
letter *to Havenstein: "The greater part of your letter is
directed, it sgemsz to me, to the argument that the conditions in
Germany are at the present such that even with a moratorium any
project of stabilization would be extremely rash. 1 admit greal
force in youwr arguments. Bub, nevertheless, I do not agree with

them, mainly [ think because I do not attech the importance that

bt
-y
et
by
i
et
-

i e oFf an adverse trade bhalance.

n

woy oo to o stati
condident that I could control the budgetary position, I should
mot doubt my capacity, in Sermany’s present situation, to control
the sxohange. A% soon as the supply of new currency is limited, |
do not see how it is possible that the balance of trade should be
adversas. [ believe that the point of view which looks first to the
halance of trade, and seeks for an improvemsnt in that first of
all, orf alternatevely to the support of a foreign loan, is deeply

grroneous and has not penetrated bte the true process of causation

lving behind the cwrent events. "® %

Brpeynes was the fourth expert. Bee Feynes (17810, e S —80,

RN : - Ly "
22id. i, p. &Y.



Suwmmary . Feynes’ stabilization plan for DeBrmany wWas to have

7

akmenlute fixity of the exchange rate", Vdear money’, arnd the

subsequent attempt to Balance the budget.

The importance given by keynes tr the cocredibility issue
involwed in a stabilization progeran iz apparent from his gnphasi g
Ay the necessity of  a prolonged perioad of dear money'. 1T was
clear to Rim that as the Wltimate success of his program depended
o measures that would be Fakern in the future (balancing the
budget), 1t was of vital importance to avoid spaculation against
it. High interest raltes would do just that, avoiding the collapse
for the time being, and henoe giving some hesathing space” for

fhe program Lo work.

The preoccupation with avoliding destabilizing speculaltion
e even more explicit when FHeynes mentions the importance for the
stabilization program of the gUver nnert ealing also in the
forward exchange market. According teo him, “the official Doy <. .

ir control of the exchange should not only deal spot but should

i

alz=a deal in forward sxichanges that is to ay, abt appropriate

u
¥
4

rates it would always ssll oyou marks spot and buy those mar ks baok
from yvor forward ane mentlh oF thires months. That wol ol mzan that &

mte which he would like to employ +ar

Berman who had foreign &8

e time being in Gersmany bub did not dars Lo remove 21 together
from bthe form of foreign assels because Ma was nob certain that

the stahilization schemse would tast, would be perfectly
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rate guarantess.
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Firnally, it is interesting to note that Feynes also
mentioned the possibility of introducing & new ouwrrancy with a
fired parity to the dollar instesad of attespting to peg the

=4

xisting one®4, with people being free to establish their
contracts in either currency. fAccording to him the advantages of
such arn arrangement were that the demand +for Forelgn curranoy
would bBe reduced as the new currency would provide both an unit of
account and a stare of value. Moreover, by doing this the

Beichsbank would not risk its reserves in hard currency. However,

v ke collected i ths old

I

as part of the tades were =still

currency (unless as Feynes wrote "the paper mark was a completely

muploded thing") the "budget instabkility” would peErsl st

oy e

4. Bermany’ s stabilization of Movember 1921

o

The stabiliration scheme adopted by Germany in Movember of

192% did not follow Eevnes program wvery olosely. However, our

wroat deal enbarnced i+ we

urderstanding of what happened 18 1n C

kesp in mind his proposals.

& (198ty, wvol. ZIX, pt. I, p. 39
Sme Heynes (1981, pp. 41 and 42,




Oy Rovember 2oth the p mark was pegged to the Ferently

G rmaE oa parity of one Feillion to one.  The
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e
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rate of 9 perocent.
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The ploture that emerges from the @Bu German
stabilization is that although price anod exchange stability was

achisved suddenly there was still uncertainty, as reflected by th

Fates of interest, o the swocess af the program. Ggentse’s
el ieves about the stabilization program are Letter described by
some sort of Bavesian updating rule than by Sargent’s views of &
program s & fully understood change in the monstary and Ffiscal

o

policis

Y

Fimally, 1t i=s

interesting to note that Graham €1

Mis fmportant  study  on the German byperinflation had alrsady
imdicated that confidence in the stabilization program usually
Fakes time to be developesd. Indeed, according o him, one of the
problems of & stabilization program is that vemmdidence must Dbe
rostorad at whatever cost, but confidence develops but slowly."™
Me also pointed oot that nedeeulation i GeErmany Was greatly
expanded after stabiliz cation had been effected. The proceEss Was
somewhalt too greably accrelearated at first and SUCCESS WaS

ultimately achisved

only

after bthe relative eHUOESS of circulating

modium HMad been reducsd through o & sharp restriction of brarnk
credit,

e Rmecentls Bawter (1985 analyzed how contfidence in the ultimate
curcsss of a stabilization program in Argentina carrisd ot by
Fipmance Minister Martines de Hoz evelved within a Bayessian

S
(LHE0Y,

F o AmEw O
BOGr alam
Tadioh, 1.
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S, ofustria’s stabilization of fAugust 1222

ThHe austrian stabilization program of the second hald of

2oi GErmarn

i
T

in oa rnumber of wavs similar to the fail

mtabilizsation attempt of February |

oy
7

I ot ey
R

LR I both cases
stabilization started with the central bDank dintervening in the
excharige market, leaving the budget to be eguilibrated in the
futrure. and in bobth cases fiscal palicy, and bence monpetary polioy

I

az= budget deficits were being financed almost exclusively by money

o b ey

36}

creation, remained expansionist in the period ilomediately
the stabilization. Yeages (R tells uws that in Sustria "during
the first theree months after stopping the orown’s depreciation,

the coornment continued its old habit of covering its deficits by

i}

horrowing newly printed money from the central bank, "=

The degree of wncertainty at the time of the stabillization
attempt was also very high in both countries. Germany, although
FMaving a substantial amount of reserves in gold - as compared to

1,

the amount of ocwrency in circulation - had an enormous  and

j,x

wnsclved problem to deal with: the reparations to the Allies.

Gustria had almost no agold in reserves and, abt the tise of the

ization attenpt see
Turroni

e

¥ e




stabilization, negotiations were still bDeing undertaken to obhtain

& Fforeign loan.

The diffsrence bebtwesen the Austrian and hhe Serman

stabilization program of the beginning of is ouitse obvious.
While the latter was a failurs, the former was a complete sudcess,
Sfter reaching @lmost 84,000 crowns to the dollar in the last weaek
af fuoust of 1972, the swohange rate under the influence of the
central bank drifted downwards, being stabilized st 71,000 orowns

per dollar in December. Frices, with a time lag, ftollowsd a path

similar to the one af the exchange rate.

H
7

el stabilization, interest

fAsodin Bermany aftter her suooed

H
i

cms remained very hiogho in Austria in the period after The

Al

crownt s depreciation was pulb to  an end. Gooording to the
correspondent in Yienna of The Economist Teuring the fairst
fortrnight of November [19221 very high rates of interest were
being offered for money, i.e. 2 - 2.5 percent per week, TS With
falling or even stable prices this represents an lex post) real
imterest rate above 00 percent per annum.  fAs we have argued
hefore the high interest rate is directly or indirectly related to
e urcertainty with the respect to the mainbtanos of ol e

stabilitv.

Lo Xamrl

EAThe Foonomist, December 1é&, 1522,



I,

St the beginning of December 1922 the public was more
contident that the exchange and price stability would last. Rates

sd  imterest for short term oredit had fallen to 005 percent per

o

ek, and the government sucosssfully (ssued s iy month gold bond

paying a ert intersst rats fannuall. 2 Howsver, the

poesibility of a ressurgency in inflation waes still in the air.
Var Walré de Bordes (1924 mentions thaet in Cotober 1920 and early
1 £

192% confidencs in the stabilization was lost for awhile. Yeager

(1981 writes that at the very beginning of 1923 "a delay in the

-k

floating of the first foreign loan, togsther with the govarnment’s
difFiculties in finding funds to mest its obligations, weakened

contidence in the orown. "% e The deterioration in the degree of

confidence in the stabiliration program was reflected in the black

market, The spread over the official exchange rate at the oDlaok
market (Schlesichandsl), which had been eliminated, was in Jdanuary
1225 above & perocent.™”

The way oub of the inflationary spurt was, as 1t was the
case im Germany in February and April of 1924, & oredit orunch.,

vigorously reduced 1n

The rate of growth of domestic coredit
the first two moniths of grm, In fact, The Economist reports at

teonditions on the monsy market have

the end of Jarhusery 19

again become worse of late. Eworbitant rates of interest  ars

: a maturity of =iy months and was to be renald
either in dollars of in Sustrian currency at f
s oper dollar, at bthe option of the
Veager (1981F, p. 51 .

FIThe Doonomist, February o

T, OG0 e aEns

HeE




24
charged on the Stook Exchangs and by e banks for short sight
sanks abouk 30

1mans. Even first-olass fFivyms must pay

de

percent  for interest and bank chargss. ' T mid-March, almost

L‘l

caven months atter the stabilization wWas imitiated, The Eeonomi st

z
i
it
iy

=+ill reporiting that rates of intsrest were abrormally hiagh

and that the cradit policy Was eveessively tight. %

Sargent (1FHEL) mentions that the stabilization of The Crown
was attendsd by = substantial increasze in unempl oyment. Howaver,
arcarding to him soma ofF the increase 1N urempl oyment had to be
blamed on the "real dislocations affecting the Austrian sconomy’
at that time (disintegration of the Austro-Hungary empire) .+ Une

"

left with Gthe impression fhat in Sargent’s ooinion

e
i

stapilization in Austria wWas sachieved suddenly and ab 2 rit ey

migh cost in Lerms of  oubtput losses. As We mave seen, although

stahilization was indesd achisved suddenly and fast, 1T Was

followad Dy & prolonged pariod of abnormal 1y high rabtes oF

interest and the appr eciation of the real ey ochange rate. Having

thie im ming, it is difficult to accept Sargent’s conclusion that

the stabilizabion program WIS a Fully believed armd under stood

T,L

and monetary policies ard that price mtability

i
n
W
bl

changse in fig

was achieved with almost o palin.

meThe Fconomist February 17, 1925, Tnterest rates pald
Vepdinary marchants’ wers above S0 psroent.

mepecording Lo The Ceonomi et Uthere ar many complaints in the
fimancial ocilircles, a8 well in those of the commeros and  industry
abnout the tight edit policy of the ne National Bank, which 13
getting numerous Con CEPNS inta rrouble. Rates of interest in The
ppen market are extrac&d irarily Pigh..."- See The Economist, Maroh

e
o
“

E ﬁ'm

PN Y L . =
(1582 Pe D0




e

aland

&Ho Concluding Remarks

The role of monetary policy in oa stabilization program
hased on bthe use of price or exchange conteol policies is still an
wrcettled issus. The recent esxperiences of Argentina, Brasil, and

Israsl with price freexe clearly shows that there iz a lack of

consensus with respect to how remonetization of the economy should

1

n]

i
4

e

carried on. While in Argentina and rael the government in the

4]

first months of the program pursued & very restrictive monebary

pinl i in Brazil nominal interest raltes were drastically and

nromptly reduced.

T this paper we have discussed the rele of monetary policy
in stabilization programs aimsd abt putting = halt on very high
inflationary processes. Instead nf analwsing in detail the
euperiances of the three countries we have Jjus mentionsd, wea

focus on the German and Austrian fiyvperinflations. We have

i

contrasted Sargent’s views on the subject to o the position hold by

)

Kevrnes in his plan for stabilizimng the marbk.

Sargent in his study on bhe end of fouw hyperinflations
does not give any special importance to it. According to him, what

was important for achieving stabiliration was fully understood and

i

helieved change in regimne. However, as we have pointed out betore,



3
i

in Sargent’s analysis there im a complete disregard for what we
may call a credibility issue. He takes for granted that aovernment

can make the public believe in the a chanoge of regime.

Meyres, on bthe other mand, emphasizes the rnecessity of
pursuing a restrictive monetary policy in bhe period following
stabilization. As we have seen, for BEeynes stabilization should

art by the pegging of the exchangs Fate. Unly atter that shouwld

31
r‘?"

the government attempt Lo balarnce the budget. Thus, 1t wWas ot
great importance to avoid people from speculat ing against  the
program  through el ther the accumulation of inventories oF the
attack on the Central Bank’s foreign resarves in the period
hetwsern +the pegging of the exchange and the halancing of the
budpet. Keynes' recipe to keep oredibility high was b

maintainance of & policy of Tdesr monay .

Tn case remonetization cannot be achieved through reserve

gailns, monebary authorities wiil face a dilemma. If irnterest rates

A

mastic credit must be

i

are to he brought to normal levels d
increased, but if domestic credit is inoresased the suCoess of the
pragram  may be jenpardized. Thus, 1t ig the fear of losing

credibility whalt wsually secounts for e situation of BHCEsElve

il

fight credit and high real interest rate in the peariod foallowing

e

the implementation of & surcreseful stabilization Drogran. Thils,
the main lesson to be drawn ferom both the past expsriences and th

Fecent ones e that, borrowing Albert Ciehlow’ s expression, there

iwm me oend of an hvperinflabtion without bears.
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