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Abstract 
 
This work focuses on the stabilization of the Estonian currency unit and the 
economy as a whole during the beginning of the 1920s, after gaining inde-
pendence. In the case of Estonia, successful stabilization of the currency was 
not limited in outcome to balancing the economy, but also meant economic 
emancipation or disengagement from the Russian economy. The economic 
and political developments that ensued were very dramatic. 
 Economic and political factors that affected stabilization are examined in 
the book, as are the economic preconditions that set the stage for its attain-
ment. Attention is turned to the Soviet Russian gold that transited the coun-
try, and also to the ideological assumptions behind the Estonian economic 
policy of the time. The degree of success of Estonia’s economic policies is 
gauged in comparison to other European countries, using several factors as 
benchmarks, such as the economic and political conditions that were present 
before stabilization, as well as the results of the stabilization process. 
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FOREWORD 
 
 

The stabilization of national economies in the countries of Europe after 
World War I was difficult. It placed considerable responsibility on the 
shoulders of persons who had to carry out a process with a number of 
possible outcomes. If they failed, their national currencies would be re-
duced to nothing more than worthless coloured paper. Failure usually set 
off a series of problems in the area of economic policy, and had a destabi-
lizing effect on society as a whole. 
 Prospects for stabilization depended to a considerable degree on exist-
ing preconditions. A poor starting position could be substantially im-
proved through the execution of sound policies, but the opposite was also 
true. Some monetary policy choices that might seem to be of secondary 
significance to a group of wearied men in a smoky room late at night 
were actually of crucial importance to the future of their countries. The 
self-assured superficiality of politicians – a character trait that had 
worked to their advantage as politicians – was not helpful when it was 
necessary to reach clarity in respect to the complicated processes of 
monetary policy. The parties involved did not even necessarily fathom 
the full significance of decisions that were sometimes taken in an almost 
haphazard manner. 
 If someone were to want to examine long-term processes, Estonia 
would certainly be a poor choice for the conduct of such a study. All the 
forms of the various political regimes of 20th century Europe have come 
and gone in Estonia, and more forms of officially recognized currencies 
have been in use on Estonian territory during the 20th century than in any 
other European country and possibly in the world. By the beginning of 
the 1920s, it was as if all of the conceivable tensions of Europe had ac-
cumulated in this small country. Despite lack of experience in govern-
ance, a country had to be built up. Democracy had to be founded by peo-
ple who had not enjoyed a tradition of democracy. A society consisting of 
poor citizens who had just endured the ravages of several wars had to 
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cobble together an economy. The holdings of the Treasury were so mea-
gre that they could be carried about in the wallet of the Minister of Fi-
nance. The economy of the country had been an integral part of a large 
country that was no longer on friendly terms with Estonia. The leaders of 
that large country, which had embarked on an attempt to build commu-
nism, probably did not have a clear vision of what it was that they desired 
from Estonia, but when they did want something, they wanted it in-
tensely. Their state was 150 times larger than Estonia in terms of popula-
tion and a full 500 times larger as regards land mass. They also had an 
influential fifth column of sympathizers to draw upon within Estonia. 
What this boils down to is that their moves affected Estonia even in situa-
tions where the primary objective was something other than affecting 
Estonia. 
 The point is that stabilization in Estonia was all but simple. By the 
same token, analysis of a complicated process offers a great many oppor-
tunities. It is not my intention to say that I have availed myself of all 
these opportunities in this study, nor do I want to suggest that improve-
ments cannot be made in the conclusions arrived at here. What I am sure 
of is that this book would have been of lesser worth, had it not been for 
the help that I was given by Enn Tarvel and Aleksander Loit as I devel-
oped into a historian, had Anu Mai Kõll not strengthened my resolve as 
an economic historian, and had Kalev Kukk and Olle Krantz not made a 
number of very beneficial suggestions after reviewing the draft version of 
this manuscript. 
 This book is a substantially revised version of the book “Lahtiraken-
damine” (Disengagement), which appeared in Estonian in 2003. Im-
provements have been made to the analytical chapters, and above all to 
the sections dealing with the influences of stabilization on societal proc-
esses. Some parts of the original work that pertained only to Estonia have 
been abbreviated.



 

 

 
 
 
 
 

INTRODUCTION 
 
 

Interregnum 
 
The Republic of Estonia was born without a strategy for building up the 
nation, due primarily to a set of circumstances that evolved very quickly. 
For that matter, there were no points of reference or models on which 
such a conception might have been based. The existing world order had 
collapsed with World War I. Many idealists had thought that the world 
was going to change thoroughly. They had assumed that the previous 
world order, which entailed political inequality between nations, would 
vanish. They had a vision of a war-torn Europe that was seeking moral 
purification – a Europe that would develop into something more fair and 
principled than it had ever been before. No one had the answer to the 
questions of how, when, or in what form such a Europe might develop. 
Uncertainty encompassed everything, including culture and spirit. Time 
itself seemed to have been knocked out of joint. Some felt that the war 
and the sufferings had been caused by people having begun to ignore tra-
ditions; others thought that the traditions themselves had been inadequate. 
Indifference was rarely encountered. 
 At first, even international experts were not able to help Estonian poli-
ticians, because they did not know what was right either. In any case, 
they had much more important matters to deal with. In the eyes of the 
West, the small Baltic States were not worth an expenditure of analytical 
effort, because they seemed to be temporary or at least insignificant 
anomalies. If observers in war-damaged Western Europe looked towards 
the East at all, they looked at Russia. The large eastern country was of 
interest to them as an “experimental country”, as a source of possible 
military and ideological threats, but also as a market and a re-payer of 
outstanding loans. 
 It was not even considered respectable to turn to outside experts. 
Europe between the two World Wars was uncharitable. Its countries were 
proud and independent. The Estonian people were left wing, but patriotic. 
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 Estonia’s political leaders were not even sure if the prevailing interna-
tional political climate would consent to the independence of Estonia. 
Would a political union with Finland be possible and necessary? How 
interconnected should Estonia be with her Baltic neighbours, and what 
form should economic cooperation take? Much depended on the further 
development of Russia, the forecasts for which were extremely varied – 
from the restoration of Tsarist power to anarchy. Two additional options 
between those extremes seemed possible, one of which was a democratic 
Russia and the other was a country governed by the Bolsheviks. Each 
outcome would have a different influence on Estonia’s fate. 
 There was also a sense of indeterminacy in respect to the shaping of 
economic policy. It was not even clear if traditional economic tenets 
could be trusted any longer. The belief that an economy should not spend 
more than it earns had been undermined. Money and gold, which had 
previously been seen as synonymous, had now gone separate ways. The 
German Foreign Minister, Walther Rathenau, declared that a country 
could emit huge numbers of banknotes without having to suffer negative 
consequences. He had followers among the theoreticians and practitio-
ners of Austria, Hungary, Poland and Estonia. The Communist system 
experimented with its own models. There was no blueprint for forms of 
post-war economic cooperation between European countries. It was not 
known whether the general tendency of the last fifty years toward a free 
economy in Europe would continue or not. 
 For Estonia, the most important question was: if the political condi-
tions necessary for independence continued – would the Estonian nation 
be able to run the country by itself? Russia doubted that Estonia would 
manage financially, and there were doubts in Western Europe as well. 
Even the Estonian leadership debated the topic of Estonia’s viability.1 
There were many issues to be decided. Was it Estonia’s role to be an in-
termediary between Western Europe and Russia? Should Estonia be a 
free trade zone or protect its industry and agriculture? Would the Russian 
market be open to Estonia? Should industry be favoured over agriculture 
or vice-versa? There were so few rules that fine-tuning of the country’s 
economic policy was out of question. Even so – to engage in experiments 
was extremely dangerous, and it was important to make sure that the 
economy of the country would be synchronized with the new situation. 

                                            
1 Minutes of the State Economic Council meeting November 11, 1919. ERA 

(Estonian National Archives), f. 990, l. 1, f. 1, p. 18. 
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 Estonia of the early 20th century was not wealthy. The poorest peasants 
managed to eke out a living on a subsistence diet, and one could always 
count on one’s neighbours. There was however a shortage of other essen-
tial goods, like footwear for children, kerosene and other vital commodi-
ties. 
 The situation of the town dwellers was less stable. Poorer people lived 
on the brink of poverty. Workers had hardly any opportunity to save 
money, and previous savings had been eliminated by inflation during the 
war and the period of the revolution. Losing one’s job or even having 
one’s salary decreased meant a direct risk of hunger for workers. Sudden 
increases in customs tariffs for essential goods or food prices could have 
the same effect. 
 Balancing the economy was also important for another reason. The big 
neighbour to the east had chosen the path to Communism. The Estonian 
working class was poor, but under no circumstances could its standard of 
living be allowed to fall below that of the Russian working class. An 
economic ideological competition was taking place between Estonia and 
Russia, and losing would have threatened Estonia’s continued independ-
ence. 
 The capacity of the state to affect the economy (in other words the 
impact of the economic policy of the state) was weaker than in our time. 
If we compare the national budget and GDP then and now, it is evident 
that Estonia in the 1920s had more than twice as much of a subsistence 
economy than the Estonia of today, and was therefore not as easily 
steered by government policies. Estonia was an agrarian country, with 
two-thirds of the population engaged in agriculture. Farms tended to 
largely sustain themselves. On the average, only a third of farm produc-
tion was taken to the market, while the rest was consumed on the farm. 
Two-thirds of farming activities or fully half of the national economy (if 
we include the secondary and tertiary sectors) was almost unaffected by 
the government. Farming went its own separate sleepy way, regardless 
of whether there was inflation or deflation, what money was in use, or 
who was in power. 
 The economic inertia that tended to steer the national economy was not 
particularly subject to political control. The control mechanisms that ex-
isted were incapable of quick changes because of a lack of means. The 
power of the government was so limited that at the beginning of the 
1920s, the cabinet discussed the hiring of governmental officials on a 
case-by-case basis. 
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 The minimum goal that this feeble government had to attain was to 
achieve economic balance. The economic focus was on monetary policy, 
and the first task was to stabilize the exchange rate. This was a difficult 
task. Estonia’s problems were great due to the need to reorient the econ-
omy. New partners had to be found in the area of foreign trade, which 
meant that many existing economic activities had to be discontinued, and 
others substantially reoriented. Without sufficient experience, without 
external expert advice, and thanks to the exuberance of a newly emanci-
pated people, all kinds of ‘childhood diseases’ threatened the economic 
policies of the state. 
 Other European countries were also facing serious problems. Financial 
instability was the main difficulty of nearly all these countries. This eco-
nomic interregnum was reflected by fluctuation in currency values. If 
stabilization had not been attained, a new shock would have been waiting 
in the wings in the form of rapid inflation or even hyperinflation. In addi-
tion to the economic changes it could wreak, rapid inflation was also ca-
pable of causing enormous social disorder. The weakening or destruction 
of the middle class constituted a serious threat to civil society in its en-
tirety. Elias Canetti has justifiably noted that other than wars and revolu-
tions, nothing can affect contemporary societies more extensively than 
inflation. 
 Economic historians have intensively researched the problems of the 
post-World War I stabilization period. The economies of the European 
countries and the main problems of the economic policies of the time – 
the stabilization of currencies and/or the reconstruction of their econo-
mies – have merited a great deal of attention. The subject matter and 
methods of this study have now become part of that body of work in the 
realm of economic history. Nevertheless, this study does not confine it-
self to the bounds of economic history alone. Due to the wide range of 
choices standing before Estonia at the time, and because of the intercon-
nectedness of political factors and economic decision-making, this work 
also delves into the problems of political history. In the case of Estonia, 
successful stabilization of the currency was not limited in outcome to 
balancing the economy, but also meant economic emancipation or disen-
gagement from the Russian economy. 
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The Stabilization Mechanism in the 1920s and Related Concepts 
 
The theoretical frameworks for the study of economic history and eco-
nomic theory only overlap in part. Economic history in its wider sense 
focuses on the study of the causes of uneven levels of economic perform-
ance, while economic theories tend to discuss only the present. Since the 
actual economy, institutions, economic political instruments, economic 
thinking, mentality, and sometimes even goals, are in flux, as is the eco-
nomic political mechanism as a consequence of all of those factors, eco-
nomic theory has also had to change. 
 A widespread research method in economic science is a form of analy-
sis, in which a situation is modelled with one economic indicator chang-
ing, but all others remaining unchanged. An analysis of this kind (ceteris 
paribus) can only be of limited use in economic history.2 From the per-
spective of economic history, all economic and social parameters change 
in the long term. When abstractions are being researched, economic his-
torians use general language more than economists, who are more prone 
to use specifically economic terminology. Historians tend to take interest 
in people’s motives, while economists are more focused on the economic 
dimension of society. 
 Economic historical analysis has a broader sweep. The conclusions it 
reaches can pertain to periods in which the economic situation differs 
greatly from the present situation. For example: by observing changes in 
unemployment and GDP, one can see that the economy in Europe after 
World War II was more stable than at any other period since the second 
half of the 19th century. It can be said that modern economists treat the 
concepts of stability and balance differently from economic historians. 
Disparities in terminology and differences in evaluation may be ex-
plained by the need to emphasize certain phenomena from a historical 
point of view. What was considered “extensive” or “great” in the past 
may be normal or small in today’s context, or vice versa. For example, 
the inflation rate that was prevalent in the 1920s, which was considered 
relatively moderate at that time, would be regarded as frighteningly high 
in the framework of a modern, relatively stable economy. Because of the 
changes in context, both the setting of objectives and the making of 
evaluations may also differ. Changes in setting objectives may also cause 

                                            
2 A. M. Kõll. Majandusajaloo metodoloogiast. – Ajaloolise tõe otsinguil II. Ed. 

E. Tarvel. Tallinn, 2000, p. 84. 
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evaluation differences. Economic policies that were in place prior to the 
great economic crisis of the 30s rarely set social objectives. 
 In modern economic science, macroeconomic stabilization policies are 
understood as measures aimed at reducing fluctuations in the economy, 
but they can also be intended to attain other economic and social objec-
tives, such as minimal unemployment, sustainable economic growth or a 
balanced balance of payments. 
 The terms “stabilization periods” and “stabilization policy” have a nar-
rowed-down meaning in economic history, where they are used within 
the context of specifically delimited periods. Stabilization is usually un-
derstood as the halting of inflation, which means putting an end to the 
decrease of the value of currency (de facto stabilization), or the fixing of 
the value of currency at a certain steady parity – usually gold (de jure 
stabilization) – after World War I. The main objective of a stabilization 
policy was attainment of a stable currency. The concept of a stabilization 
mechanism is relatively similar in this context from both an economic 
history and economic science standpoint. In the 1920s, currency stabiliza-
tion was simultaneously the prerequisite, the output and the tool for bal-
ancing the whole economy. In practice, currency stabilization was a pro-
tracted process, as Derek H. Aldcroft has noted, with most countries act-
ing independently of one another by stabilizing their exchange rates at 
different times throughout the decade, at the time and how it best suited 
their needs, which usually meant when they had managed to regain con-
trol of their domestic financial systems.3 
 The stabilization mechanism used in European countries after World 
War I varied significantly, depending on the starting positions they were 
in. The issues of physical damage suffered because of the war and the 
methods used to finance the war tend to be of particular importance. Other 
significant factors are those of political stability, foreign aid, the adminis-
trative capability of the country, and motivation. When the economy was 
balanced, inflation also stopped. On the one hand, inflation caused an eco-
nomic interregnum, and on the other hand, the disarray of the actual econ-
omy was expressed by rapid inflation. The opposite of inflation is deflation 
– a fall in price levels. Since inflation in Europe after World War I was 
caused primarily by the printing of additional currency, it was possible to 
induce deflation by reducing the number of banknotes in circulation. 

                                            
3 D. H. Aldcroft. Currency Stabilization in the 1920s: Success or Failure? – Eco-

nomic Issues, Vol. 7, Part 2, 2002, p. 87. 
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 Inflation is one of the most widely debated phenomena in economic 
science and economic history, but is also one that is interpreted in a vari-
ety of ways. In the post-World War I period, inflation grew out of a pol-
icy that tried to cover deficits by printing more money. Theoretically, it 
was of course possible to stop inflation at any time. It could be done in 
countries that were not afraid of disturbing their political stability, but not 
in a country that was in a politically tenuous situation. In addition, in the 
complicated economic and social conditions after World War I, printing 
banknotes was often the only way for governments to gain access to fi-
nancial resources. This resulted from the fact that in an inflationary situa-
tion, the primary user (or in other words the government) had to use ex-
pensive money. In the period after World War I, the essence and effects 
of inflation were unknown, since Europe had not experienced rapid infla-
tion in more than a century. 
 Two phases can be distinguished in inflation – the moderate and the 
galloping phases. The term hyperinflation is also used to describe the lat-
ter. In the case of hyperinflation, prices rise extremely fast. This has a 
devastating impact on real production and employment, and thereby de-
stroys the economy. In defining these phases, Ragnar Nurkse, based on 
the experience of the stabilization period between the World Wars, has 
formulated the following principle: in the case of moderate inflation, 
capital flow has a balancing effect on the balance of payments, but in the 
case of galloping inflation, it has a destabilizing effect.4 This means that 

                                            
4 The Course and Control of Inflation. A Review of Monetary Experience in Europe 

after World War I. Geneva, 1946, p. 43. The phases of inflation are also distin-
guished by extent. According to P. Cagan’s classical definition, hyperinflation oc-
curs when prices rise more than 50% per month. (P. Cagan. The monetary dynam-
ics of hyperinflation. – Studies in the Quantity Theory of Money. Ed. 
M. Friedman. Chicago, 1956.) Charles S. Maier has provided the following divi-
sion: hyperinflation (more than 1,000% a year), Latin inflation (10–1,000% a year) 
and creeping inflation (up to 10% a year). (Ch. S. Maier. The Politics of Inflation 
in the Twentieth Century. – Major Inflations in History. Ed. F. H. Capie. Brook-
field, 1991, p. 335). Peter Bernholz states that according to Cagan’s definition, 29 
countries in the world have experienced hyperinflation. (P. Bernholz. Mone-
tary Regimes and Inflation. History, Economic and Political Relationships. Chel-
tenham, Edward Elgar 2003, p. 8). He has not counted Estonia among these coun-
tries. Although the data is not completely accurate, it seems that in Estonia in May, 
June, July and August of 1920, prices rose more than 50% per month. In other 
words, according to Cagan, this was hyperinflation. (Calculation basis: Eesti Pank 
1919–1929. Tallinn, 1929, p. 45–47). 
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in the moderate phase of inflation, in a situation where money is cheap, 
capital flows in for investment and from increased exports to cover the 
shortfall in the state budget, whereas in the case of galloping inflation, 
there is no faith in the future, and capital flees. 
 As a rule, when a country has not isolated its monetary system from 
global finances, exchange rate dynamics are connected to inflation. If the 
rate of inflation in the country is higher than in other countries, the value 
of the currency of the respective country will fall on foreign exchanges, 
or in other words the currency undergoes devaluation. Where deflation 
exists, the value rises, meaning that the currency is revalued. If a flexible 
or floating exchange rate is used, the currency exchange rate adjusts 
automatically to inflation, while in the case of a fixed rate it does not. 
 If a country has decided to maintain a stable currency exchange rate in 
regard to other countries (a system of fixed exchange rates), the govern-
ment must intervene, if necessary, in the functioning of the currency 
market, by changing the demand or the supply on the market, so that the 
fixed rate remains on target. The most widely used instrument for main-
taining the rate is the manipulation of the market (through currency inter-
vention) by means of official reserves that are kept in central banks. In 
the event that the state does not have sufficient reserves, and the govern-
ment wants to maintain the stability of its exchange rate, it must resort to 
unpleasant alternatives. There are three of these. The first is the imposi-
tion of constraints on imports. The main risk that ensues is interference in 
normal economic expediency. Also, the introduction of barriers to trade 
may induce other countries to resort to countermeasures. 
 The second alternative is currency control, which means that the gov-
ernment demands that part or all of the foreign currency received from 
export be sold to the government, and thereafter allocates the currency 
thus received to preferred importers. The rest of the foreign currency de-
mand remains unsatisfied. In this way, a deficit in the balance of pay-
ments is avoided by limiting imports to a level that corresponds to export 
capacity. The problem is that the currency control system damages rela-
tions in international trade that have developed on the basis of equal pref-
erence, and is inevitably discriminating to some importers, and also limits 
the freedom of the consumer. This is also accompanied by problems of 
fairness and corruption. An extensive black market may emerge. 
 The third way to maintain a stable currency exchange rate is to induce 
deflation. In this case the foreign currency deficit also decreases, but the 
volume of production and prices both fall, and unemployment goes up. 
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The induction of deflation was an important instrument for balancing the 
extremely turbulent processes of the 1920s, at least in the last phase of 
stabilization. 
 From the last quarter of the 19th century until 1931, with the exception 
of the stabilization period, European countries used the monetary system 
based on the gold standard. The gold standard results in a fixed exchange 
rate. A country was said to be using the gold standard if it met three con-
ditions: 1) currency was pegged to a fixed content of gold; 2) gold re-
serves and the supply of domestic currency were strictly tied; 3) there 
were no constraints on the export and import of gold. 
 When all countries introduce the gold standard, all currencies acquire a 
fixed exchange rate. If demand for the currency of another country in-
creases, and a free-floating standard is being employed, then the ex-
change rate of the country where the demand is being expressed would 
decrease. On the other hand, if that country were employing the gold 
standard, an outflow of gold would start instead. 
 The gold standard has several sub-categories. In most countries before 
World War I, the so-called full gold standard (or the gold coin standard) 
was used. Gold coins were in circulation and banknotes were convertible 
into gold. Governments had to hold gold reserves for that purpose. There 
were no restrictions on the import or export of gold. The supply of money 
was determined mainly by maintenance of balance in the balance of 
payments, and there was a direct link between the supply of money and 
the balance of payments. 
 After World War I, most countries adopted the diluted version of the 
gold standard – the so-called gold-exchange standard. Gold coins disap-
peared from circulation, and conversion of bank notes into gold was re-
stricted, as was international trading in gold. Gold covered a smaller part of 
the money in circulation than was the case when using a full gold standard. 
This meant that the proportion of bank notes and deposits in circulation 
grew, that the national and international value was different, and the link 
between the amount of money and the balance of payments weakened. 
 Stopping inflation, which under the conditions of the 1920s was con-
nected with a transition to the gold standard, entailed the stabilization of 
exchange rates, and as a rule, the balancing of the entire economy. Often 
it helped to bring about an end to the phase of reconstruction. It must be 
noted that the currency exchange rate could be stabilized and a transition 
to the gold standard was possible only if the inflow of money was equal 
to outflow. Otherwise, the ensuing deficit would drain away the official 
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reserves, which induced inflation once again and created a new need for 
devaluation. When payments were balanced, it demonstrated that the 
state was self-sufficient. Put a different way: for the new countries, the 
stabilization of the exchange rate was tantamount to economic emancipa-
tion, which allowed separation from the economic region to which it had 
hitherto belonged. It is even fair to say that the scope of inflation ex-
pressed the price of this separation. 
 In Europe after World War I, valorisation was often used as an instru-
ment of currency stabilization. Valorisation means establishing and fixing 
the value of money. Under inflationary conditions during the stabilization 
period, debts, taxes, etc. were valorised, which meant that a certain value 
was given to them (either in gold or in some foreign currency). This dis-
couraged debtors and taxpayers from postponing their payments in the 
hope that the exchange rate would drop. 
 It should be noted that in the 1920s it was a matter of prestige to re-
store pre-war parity. In the period preceding World War I, when inflation 
had been minimal for decades, a world economy based on the gold stan-
dard appeared to most Europeans to be the archetype of stability. 
 Another factor in the development of the exchange rate should be kept 
in mind. This is the matter of trust. Although there is no unit of meas-
urement for trust, nor any adequate theory to test for its existence, it is 
clear that putting a halt to inflation was dependent on whether the public 
believed in the efficacy of a given policy to stop inflation. In addition, 
transition to the gold standard at the earlier parity also suggested trust, 
associated as it was with the stable pre-war period. 
 At the beginning of the 1920s, politicians usually had no theoretical 
frame of reference for interpreting the effects of inflation, nor were they 
able to undertake actions to counter it. The burden of the inflation “tax” 
was borne by those who could not protect themselves from increased price 
levels. In addition, although inflation could provide an initial stimulus for 
growth, there was no way it could solve the main problems of backward-
ness – the questions of how to accumulate capital and how to deal with 
low efficiency. In reality, a stimulus of economic activity precipitated by 
inflation could cause serious negative consequences later, when stabiliza-
tion began to be sought and the requirement emerged to raise the parity of 
the monetary unit. In several countries, a period of price increases and fast 
economic growth was followed by a period of stable prices accompanied 
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by slow growth.5 Moreover, inflation tended to get out of control. A high 
level of inflation does not promote growth of GDP nor does it enable 
lower unemployment, except perhaps in the beginning. At the height of 
hyperinflation, growth is negative and unemployment increases.6 
 Although there are several definitions for the term “hyperinflation”, dif-
ferences of opinion pertain only to the scope of inflation. Practitioners of 
economics and economic history both agree that hyperinflation causes fi-
nancial collapse, depression and socio-political chaos. Normal distribution 
of income is knocked out of balance, and businessmen, debtors and specu-
lators have an opportunity to earn at the expense of the rest of society.7 
 The efficiency of stabilization, as of every economic policy, can ulti-
mately be evaluated both by the efficiency of creating social values (free-
dom, justice and security) and by economic growth. If currency were stabi-
lized at too high a parity, it could cause economic retardation, i.e. instability 
of the economy. On the other hand, under certain conditions, fast growth 
could temporarily be achieved, but it could cause substantial harm to social 
values. Effective stabilization, when achieved, however, is not accompanied 
by social shocks, but by a recovery of trust, and it is accompanied or fol-
lowed by the fastest possible economic growth. At the very minimum, an 
indicator of effectiveness would simply be the slightest possible relapse, 
depending on the preconditions that existed in the given country. 
 Social values are hard to measure, but it is possible to evaluate them. It 
is fair to say that temporary growth induced by fast inflation is not worth 
the injustice and insecurity that ensues. Economic growth, on the other 
hand, can be measured. Modern research allows for this based on the 
most general macroeconomic indicator, meaning gross domestic product 
(GDP). Since stabilization policy is not the only factor that influences 
economic growth, an evaluation based on GDP is not detailed enough. It 
is not possible to rank the success of a country’s stabilization policy 
based on GDP alone. It also has to be taken into account that statistical 
figures pertaining to GDP can be inaccurate in some cases. 

                                            
5 B. Eichengreen. Understanding 1921–1927: inflation and economic recovery 

in the 1920s. – Elusive Stability. Essays in the History of International Fi-
nance, 1919–1939. Ed. B. Eichengreen. Cambridge, 1990, pp. 25–26. 

6 P. Bernholz. Monetary Regimes and Inflation. History, Economic and Political 
Relationships. Cheltenham, Edward Elgar 2003, p. 110. 

7 B. Paal. Dynamic Consequences of Stabilization Policies Based on Return to a 
Gold Standard. – Journal of Economic Theory, 99, 2001, p. 181. 
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 Understanding the stabilization mechanism does not require politicians 
to have a thorough financial theoretical background. Two cash flows 
simply have to be equalized. While imports and the expenditure items of 
the state budget drain out financial resources, income comes from ex-
ports, foreign investments, foreign loans, currency transactions and state 
budget earnings. When expenditures outstrip income, an easy solution is 
to print new money, which results in inflation and – in the case of a flexi-
ble exchange rate system – a fall in the exchange rate. For the purposes of 
this study, it was the task of the Estonian government to find the most 
suitable means to either equalize income and expenditure flows, or to 
lower the exchange rate and stabilize it at a lower level. What was impor-
tant was to behave in a way that inspired confidence in the people regard-
ing the efficiency of the policy chosen for implementation. 
 
 
Historiographical Contours 
 

The stabilization problem is – along with the Great Depression – one of 
the most widely treated topics of Europe’s economic history of the inter-
war years. Stabilization experiences have been described in the case of 
specific countries, and also through analysis and comparison of different 
cases, as well as through theoretical and synthetical thought. These treat-
ments focus on factors that influenced the stability of money – the issuing 
of currency, development of exchange rates, the national budget, interna-
tional balance of trade, loans, etc. 
 The problem raised by economic researchers about the influence of 
deflation and inflation on economic growth has grown out of the post-
World War II debate, which concentrated on the issue of the optimum 
speed for stopping inflation. The discussion of inflation problems became 
even more heated after the inflation of the early 1970s in Western 
Europe. Opinions were divided between the monetarists and Keynesians. 
As the debate went on, the ways in which stabilization had been sought in 
the 1920s were also revisited.8 

                                            
8 T. Sargent. The ends of four big inflations. – Inflation. Ed. R. E. Hall. Chicago, 
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 In this work, analysis of the influence of inflation has certainly not 
been given first priority. The theoretical discourse of contemporary 
economists has been dedicated in considerable part to the fine-tuning of 
economies. Even if the politicians of yesteryear could have been aware of 
today’s economic theory, it would not have helped them a great deal. 
Factors not dependent on economic theory were far more significant for 
them. After all, the point of view of both the Keynesians and the mone-
tarists is somewhat limited – they tend not to observe the societal “big 
picture”, as historians should. 
 Backward-looking works dealing with the stabilization period were 
published as early as during the 1920s and 30s.9 Most of these works by 
local authors were descriptive in character. Studies by Ragnar Nurkse – 
published in 1944 and 1946 – are the pioneering historical-analytical 
treatments of this problem.10 These treatments also lay the foundation for 
the discussion that continues in economics circles to this day between the 
supporters of fixed and floating exchange rates. 
 Since the 1970s, methods for analyzing the stabilization of the 1920s 
have become more theoretical and comparative-synthetical. Issues related 
to the success of stabilization policies and the impact of different models 
on further economic development became important. Among the re-
searchers who have dealt with these problems are Barry Eichengreen, 
Rudiger Dornbusch and, somewhat apart from them, Derek H. Aldcroft. 
Unfortunately, unlike Nurkse, these authors have almost totally over-
looked the Eastern European countries in their work. 
 The outstanding theoretician Barry Eichengreen has evaluated the ef-
fectiveness of stabilization policies, using growth figures for industrial 
production and comparing the industrial production of countries with 

                                            
9 For instance, D. T. Jack. The Restoration of European Currencies. London, 

1927; E. L. Dulles. The French Franc 1914–1928: The Facts and Their Inter-
pretation. London, 1929; J. H. Rogers. The Process of Inflation in France, 
1914–1927. New York, 1929; F. D. Graham. Exchange, Prices and Production 
in Hyperinflation Germany, 1920–1923. Princeton, 1930; C. Bresciani-
Turroni. The Economics of Inflation: A Study of Currency Depreciation in 
Post-War Germany. London, 1937. 

10 International Currency Experience. Lessons of the Inter-War Period. League 
of Nations, 1944. The Course and Control of Inflation. A Review of Monetary 
Experience in Europe after World War I. Geneva, 1946. Nurkse compiled 
eight of the nine chapters of the former book and one of the two parts of the 
latter. 
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high inflation rates with the respective figures of ten countries in which 
inflation was low or which pursued a policy directed at the recovery of 
the pre-war gold standard. He concludes that in 1921–27 the former 
countries experienced faster industrial growth.11 Eichengreen also affirms 
that Keynes’s model remains important for understanding this “lively 
decade” (the 1920s – J. V.).12 
 The style of D. H. Aldcroft, who concentrated on the general economic 
history of the 20th century, avoids more detailed mathematical-theoretical 
modelling and essayist visions, which does not mean that it lacks gener-
alizations. Aldcroft’s style is elegant and easy, his books are very read-
able and understandable for students and non-(economic)historians. The 
author has provided a simple, but functional definition of the backward 
countries in Europe.13 Aldcroft has also used GDP to describe the effi-
ciency of stabilization policies. He concludes that France benefited from 
inflation and devaluation of its currency, but many Central and Eastern 
European countries did not, because this made the requisite import of 
technology too expensive for them.14 In a later article, he states that infla-
tion and devaluation of currency were better for economic recovery than 
fiscal and monetary prudence, but that it would still be hard to arrive at 
an axiomatic conclusion by evaluating various alternate policies.15 In a 
book compiled with Steven Morewood (which does not examine the Bal-
tic countries), he concludes that inflation brought only temporary benefit 
to the countries in the observed region.16 
 In an article published in 2002, Aldcroft contests the conventional 
wisdom that it was a mistake to revive a system in the 1920s that was 
suitable to the 19th century. His main conclusion is that although the 
new gold standard had its drawbacks, it was preferable to the chaotic 

                                            
11 B. Eichengreen. Understanding 1921–1927: inflation and economic recovery 

in the 1920s, pp. 32–33; B. Eichengreen. Golden Fetters. The Gold Standard 
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12 B. Eichengreen. Understanding 1921–1927: inflation and economic recovery 
in the 1920s, p. 54. 

13 D. H. Aldcroft. Studies in the Interwar European Economy. Aldershot, Brook-
field, 1997, pp. 55, 79–80, p. 196. 

14 D. H. Aldcroft. The European Economy 1914–1990. London, New York 1990, 
p. 34. 

15 D. H. Aldcroft. Studies in the Interwar European Economy, pp. 55; 79–80. 
16 D. E. Aldcroft, S. Morewood. Economic Change in Eastern Europe since 
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conditions prevailing in the early 1920s.17 In respect to the topic of this 
work, Aldcroft’s analysis of the efficiency of different stabilization mod-
els is very pertinent. He divides countries into three groups: (1) The An-
glo-Saxon countries, all of which returned to their pre-war dollar parities; 
(2) the hyperinflationary countries: Germany, Austria, Hungary and Po-
land; and (3) countries with moderate to severe inflation and currency 
depreciation. He examines the growth of GDP, industrial production and 
exports of these countries in the 1920s and draws the conclusion that eco-
nomic growth in countries with hyperinflation fluctuated during an ex-
tended period. In countries that experienced moderate inflation, growth 
was commendable, but by no means exceptional. The Netherlands and 
the Scandinavian countries, for example, had better overall performance 
on average than either France or Belgium. Accordingly, the conclusion 
would appear to be that inflation and currency depreciation were not nec-
essarily a winning combination in the recovery effort.18 What Aldcroft 
has not examined are the preconditions in these countries. These are in 
fact important because economic growth was not only dependent on the 
stabilization model but also on other factors. 
 During the last decade, the examination of the experiences of specific 
countries has continued, often from new angles. Countries that have re-
ceived less attention so far have also been studied.19 Holger C. Wolf 
states as his main conclusion that the lessons learned from the Central 
European stabilizations of the interwar period continue to exert a strong 
influence on policy advice. The typical Central European stabilization 
package – which was exchange rate based and had stabilization supported 
(at least in principle) by external funding – was far from universal. Lat-
via, for example, achieved stabilization with an innovative money-based 
program, without external assistance, without the introduction of an inde-
pendent Central Bank, and in a gradual rather than cold turkey fashion.20 
 Economic processes have also been associated with social processes in 
the treatment of the stabilization in the 1920s. The first outstanding work 

                                            
17 D. H. Aldcroft. Currency Stabilization in the 1920s: Success..., p. 96. 
18 Ibid, p. 93. 
19 G. Péteri. Global Monetary Regime and National Central Banking. The Case 

of Hungary, 1921–1929. Social Science Monotables, Boulder, Colorado, 2002; 
H. G. Wolf. Inflation and stabilization in Latvia: 1918–1922. – Economic Sys-
tems 2001, 25. 

20 H. G. Wolf. Inflation and stabilization in Latvia: 1918–1922, p. 48. 



INTRODUCTION 

 

24 

in this area seems to be analytic-synthetical article by Charles S. Maier, 
which was published as early as 1978. Maier specified the characteristics 
of different inflation types and the emerging interest groups, and de-
scribed the reasons for inflation on a broader social basis than had been 
done in earlier works.21 
 Barry Eichengreen and Beth Simmons have innovatively developed 
the association of monetary policy and the processes of domestic poli-
cies.22 They examined the stabilization ability of countries based on po-
litical institutions and economic indicators, and came to the conclusion 
that if the country had an independent central bank, a stable government, 
and the government enjoyed a substantial majority, as well as a faster 
economic growth in comparison to others, it would be better able to resist 
currency depreciation. Surprisingly, a larger left-wing grouping in Par-
liament in the 1920s was positive in terms of maintaining a stable ex-
change rate.23 
 In his book, economist Peter Bernholz also examines the relationship 
of inflation to political regimes. With respect to the topic of this work, he 
concludes that monetary regimes binding the hands of rulers, politicians 
and governments are a necessary condition for keeping inflation at bay. 
Confidence in reforms could be achieved by removing exchange controls 
and obstacles to imports as soon as possible. Instead of, or together with, 
an independent central bank, a fixed exchange rate for a stable currency 
may be introduced.24 
 It is only during the past 15 years that academic literature pertaining to 
the economy of Estonia during the 1920s has become one with the his-
toric research of the rest of the world. In earlier studies, the rest of the 
world was rarely viewed as background or as a basis for comparison, and 
some vital phenomena, such as the brokering of Bolshevik gold to the 
West, were ignored completely. Historians should not take this as an ac-
cusation, since it was difficult to research this topic until Estonia regained 
her independence. During the period of the interwar Republic of Estonia, 
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not much time had elapsed since the events in question. During the period 
of Soviet occupation, the permissible frame of reference was prescribed 
beforehand. Outside of Estonia, it was also difficult to conduct in-depth 
research, since access to archive materials in Estonia was restricted.25 
 Of the research carried out in the pre-war Republic of Estonia, works 
written by Estonia’s leading economic analyst of the time Juhan Janusson 
(or under his tutelage) deserve to be noted.26 He analyzed the economy of 
the first years of the Republic of Estonia with a detachment characteristic 
of a statistician, hardly ever making judgments. When focusing on the 
policy of the Bank of Estonia during the years 1920–1924, he notes that 
the Bank of Estonia bowed to political pressure, and that the overall opti-
mism of the post-war period led people to overestimate their abilities, 
which was a prevalent failing at that time.27 When the state was born, Es-
tonia inherited a dilapidated economic structure. Most enterprises on Es-
tonian territory had been designed to accommodate the needs of the large 
Russian state, both in the organizational sense and in terms of production 
technology. Because of this, Estonian industries found themselves in a 
very difficult situation after the attainment of independence. Russia closed 
its borders to those who had previously bought goods from her, and indus-
tries on Estonian territory were denied a vital market. When the Republic 
of Estonia came into being, all branches of enterprise turned to the state 
with demands for help, but attempts to accommodate these demands 
caused the meagre resources that existed to be splintered. There were also 
numerous cases of aid being put to ineffectual use.28 The criticism that 
Janusson levels regarding the period of transition is actually very mild. 
 Uno Kaur did not have access to the archives so, in writing his study, 
he had to depend primarily on Janusson’s materials, as well as the publi-
cations of the Estonian State Central Bureau of Statistics and the Estonian 
                                            
25 The exceptions in this respect are studies that have been carried out on the 
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economics publications of the period. It is understandable that his ap-
proach is similar to that of Janusson, although some of his conclusions 
are clearer and more precise than those arrived at by Janusson. Kaur has 
categorized the years 1918–1924 as years of constitution and adaptation 
for Estonia.29 
 Literature on this subject was produced in rather substantial amounts in 
Soviet-occupied Estonia.30 In comparison to the materials that were pub-
lished between the two world wars, Soviet-era retrospective materials 
differed primarily because of the Marxist-Leninist ideology that they in-
corporated. It was obligatory that the economies of the capitalist world be 
portrayed as though they were suffering a general crisis, and the Estonian 
economy was depicted as one that endured particular suffering. The solu-
tion to be inevitably arrived at was the collapse of the capitalist system 
and its replacement with socialism. In the case of Estonia, this was to be 
accompanied by her being united with the Soviet Union; since Estonia’s 
independent existence was out of the question. The works of Soviet au-
thors attempt to depict the development of Estonia’s economy as a path to 
an inevitable conclusion, that being unification with the Soviet Union. 
The weak features of the Estonian economy are exaggerated, along with 
the setbacks that came about as a result of the need of the economy to 
reorient itself after separation from Russia. The decline in production of 
the former large plants, which had to a large extent served the needs of 
the Russian military, along with the closure of some of these plants, is 
interpreted as a failure of backward bourgeois policies, when the actual 
reason for the decline was the loss of former markets. It was claimed that 
the objective of such cutbacks was to reduce the size of the revolutionary 
proletariat. The governing circles of Estonia were accused of avoiding 
significant economic relationships with Soviet Russia. Generally speak-
ing, only two political schools were discerned in Estonia – progressive 
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Estonian communists on the one hand, who were in favour of nationaliza-
tion of the economy and union with Soviet Russia – and everyone else, 
on the other hand. This latter group consisted of forces ranging from the 
left-wing socialists to the conservatives, all of whom were said to be en-
gaged in reactionary politics hostile to the working people. The 1920–
1922 period is not treated as a separate period in Estonian-Soviet Russian 
economic relations. The matter of Bolshevik trafficking in gold through 
Estonia is avoided altogether. The topic of the export of agricultural 
products is cast in a manner that makes Estonia appear to have become an 
agricultural dependency of the Western countries. The statistics and ar-
chival materials of the Estonian period have been used in these works 
(often in an offhand manner), but serious analysis is not undertaken. 
Facts were employed if they supported the arguments that needed to be 
made. No comparisons were made that would enable Estonia to be credi-
bly positioned within the context of the countries of Europe. Estonia was 
repeatedly cast as one of the poorest countries of Europe. Only Portugal 
was portrayed as being even poorer, without any indication of why Por-
tugal was placed in this role.31 The period up until 1924 was justifiably 
regarded as a separate period in Estonia’s economy, but it was couched 
primarily as a post-war revolutionary crisis. The economy was not treated 
in a systematized fashion. Within these works, one can unquestionably 
find reliable conclusions, but they cannot be used without subjecting 
them to additional examination. As a result, the works of Soviet authors 
have been almost totally ignored in the sections that follow. 
 After the collapse of the Soviet Union and the re-attainment of Esto-
nian independence, ideological restrictions disappeared, and access to the 
archives was allowed. Works of substance have been published both in 
Estonia and abroad. Otto Karma’s monograph on the topic of the eco-
nomic policy of the Republic of Estonia, which was actually compiled 
during the Soviet occupation period, was published in 1999.32 Anu Mai 
Kõll has published a noteworthy study of the economic policies of the 
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Republic of Estonia.33 Maie Pihlamägi has published studies of the indus-
trialization of Estonia that are based on a wealth of facts.34 There are 
studies from a number of authors that deal with the issues of the interna-
tional trade relations of the Republic of Estonia and banking.35 The GDP 
of Estonia for the years 1923–1928 has been calculated, and comparisons 
with other countries have been made.36 
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 By the same token, the studies mentioned here have only incidentally 
made reference to the stabilization of the economy at the beginning of the 
1920s. To be more precise: up until recently, no historiography on the 
topic of stabilization existed in Estonia, although there are many studies 
of the economy of the 1920s where the conclusions and assessments dif-
fer to a very substantial degree. 
 In summary, it can be said that the efficiency of stabilization policies 
has been evaluated in international research works pertaining to the stabi-
lization period, but preconditions in the countries have not been classi-
fied, which would enable a more accurate assessment. Neither economic 
history nor economics has touched very often upon the problem of how to 
lay the foundations for finance in a country that has just become inde-
pendent, or how the initial exchange rate of a currency should be fixed. 
Existing research on the economy and economic policy of Estonia in the 
1920s, which are written in Estonian and focused on Estonia, nearly to-
tally lack a connection to international concepts and contexts. These 
treatments are descriptive by nature. By the same token, the domestic and 
foreign political factors that shaped the country’s economic policy have 
been left in the background. Several important economic factors, such as 
the trade in gold, have not been dealt with at all. 
 
 
The Problem 
 
The primary objective of this study is to explain and analyze stabilization 
policy and its results in Estonia, drawing comparisons with other Euro-
pean countries. Proceeding from the fact that the economic aspects of 
stabilization in Estonia are more closely related to political factors than in 
most other European countries, political problems, interest groups and 
political struggles also need to be studied. The case of Estonia (along 
with that of Latvia) was considerably different from that of other Euro-
pean countries, not only due to the need to structure an independent 
economy, but also because Estonia’s own currency had to be brought into 
circulation against a backdrop of various competing currencies. To top it 
all off, this had to be carried out during Estonia’s War of Independence. 
The stabilization model that Estonia used differed sharply from Latvia’s. 
 What also needs to be taken into account is the varying array of pre-
conditions in different countries as they undertook stabilization. Starting 
with their involvement in the war, war damages, economic levels, and the 
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need for consolidation. These factors need to be assessed in an indirect 
manner. For some countries, additional preconditions were shaped by 
factors that were not listed above. By selecting the most important fac-
tors, the general preconditions need to be evaluated and the countries 
grouped on these bases. 
 An analysis of stabilization should focus on monetary policy and pub-
lic finance. Although foreign trade and customs policy definitely need to 
be analyzed, some specific factors were more important for Estonia at the 
time in question. These too need to be studied according to their impor-
tance. 
 While stabilization policy as a phenomenon and the period under con-
sideration have both been relatively well researched for most European 
countries, the primary issues related to stabilization in Estonia still need 
to be researched at the most basic fact-finding level. 
 
 
 
Sources 
 
The sources for this work are subject to an unfortunate but logical general 
rule – the more interesting the problem, the less complete are the sources. 
This and the lack of trustworthy economic and above all financial statis-
tics for the first half of the 1920s determines the character of research for 
this subject area: the researcher is limited by and large to secondary 
sources, and detailed analysis cannot be conducted. 
 The minutes of the Board and Council meetings of the Bank of Esto-
nia, as well as the resolutions of the Board from 1919–1926 are missing 
from the Estonian National Archives (Eesti Riigiarhiiv, ERA). There are 
also no records of the more important committees and commissions of 
the bank, nor other important documents from these years. The reason is 
unknown. The records of the Bank of Estonia were transferred to the ar-
chives for preservation by the state in the period between 1948 and 1951, 
but the aforementioned documents were not among the holdings trans-
ferred.37 Of the period researched (1919–24), only third-rate documents 
from the Bank of Estonia have survived. In addition, reports published by 
the Bank of Estonia during those years are not very credible, since the 
public was not supplied with truthful information during that period. 

                                            
37 In 1929, the minutes of the Board of the Bank of Estonia still existed. 
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 A curiosity that has survived is a collection of typewritten copies of 
confidential communications of the Soviet Trade Delegation from August 
24, 1920 to May 8, 1921 in the collection of the Bank of Estonia.38 These 
documents (letters by Isidor Gukovsky and Georgi Solomon – leaders of 
the Soviet Trade Delegation to Estonia, etc.) are very important sources 
for this work, since they pertain to the activities of the Soviet Trade 
Delegation in Tallinn, and especially in respect to gold trading by the 
Bolsheviks. Although no one can explain how these documents came to 
be among the materials of the Bank of Estonia, there is no doubt about 
their authenticity. As regards the contents of the documents, it must be 
taken into account that the representatives of the Soviet Union in Tallinn, 
wishing to demonstrate the scope of their abilities, preferred to try to im-
press their bosses in the People’s Commissariat of Foreign Affairs and 
Foreign Trade in Moscow with their relationships with companies in 
Western Europe and the US, rather than with business partners in Tallinn. 
 Among the documents that have survived in full and are important as 
concerns this subject, the most significant are the records of the Monetary 
Affairs Committee of the Riigikogu (the Parliament of the Republic of 
Estonia) (ERA, f. 80). As opposed to the plenary sessions of the Parlia-
ment, which were observed by spectators and journalists, the members of 
Parliament did not promote themselves politically in the Committees, and 
therefore, the discussions were more to the point. Regrettably, the mem-
bers of the Monetary Affairs Committee were best informed about fiscal 
affairs in 1919. Thereafter the role of the committee decreased in impor-
tance continuously until 1924. From February 1922 to early spring of 
1924, the issuing of currency, exchange rates and other financial policy 
questions were not dealt with at all in the Monetary Affairs Committee of 
the Riigikogu. 
 Of the Riigikogu collection, two formerly classified materials warrant 
special mention. As noted, the Bank of Estonia did not release accurate 
information about its activities in the years 1920–1924. In connection 
with the so-called “gold scandal”, the Riigikogu decided to form a Com-
mittee on August 22, 1924 to investigate the activities of the Bank of Es-
tonia. Due to the new domestic political situation that developed after the 
Communist coup attempt of December 1, 1924 neither the political cir-
cles nor the new Management Board of the Bank of Estonia were inter-
ested any longer in actively investigating the earlier activities of the Bank 

                                            
38 ERA, f. 1790, n. 1, ff. 522 and 523. 
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of Estonia. The Committee’s work dragged on and the results it came up 
with were inconsequential. The documents prepared during the course of 
the Committee’s work, the most important of which include a list of the 
Bank of Estonia’s debtors, letters from the State Audit Office and a report 
of the Sub-committee, have been compiled into one file.39 
 Another vital set of materials that deals with the activities of the Bank 
of Estonia is to be found in the Riigikogu collection, thanks to the work 
of another committee. In connection with the transfer of part of the 
Bank’s loans to the new Pikalaenu Bank (Long-Term Loan Bank), a spe-
cial Parliamentary Committee was formed in November 1927, which was 
authorized to gather information about the distribution of the loans by the 
Bank of Estonia.40 Unfortunately, this Committee also did not meet the 
expectations of its initiators: Jüri Jaakson, who had become President of 
the Bank of Estonia by that time, only provided information to the Com-
mittee about the loan policy for 1923 and 1924, and did not touch upon 
the earlier period. The Committee did not deal with how the assets of the 
Bank of Estonia were formed, including the topic of the trade in gold.41 
 The next important series of sources are the minutes of the meetings of 
an institution that originally shaped the economic policy of Estonia – the 
State Economic Council, founded in 1919 (ERA, f. 990). Proposals to the 
government, communications and other documents found in this collec-
tion also provide important information. Regrettably, the documents of 
the State Economic Council, including the minutes of meetings, have not 
survived in full. 
 Among the holdings of the Ministry of Finance (ERA, f. 20), notices, 
circulars, government resolutions, reviews, reports, and speeches can be 
found – fragments of information that have been of use in this analysis of 
Estonian economic policy. The same goes for the archival holdings of the 
Ministry of Trade and Industry (ERA, f. 73). The collection of the Treas-
ury (ERA, f. 74) includes drafts, circulars and instructions, speeches, re-
ports, and communications that concern finances. Since the Treasury was 

                                            
39 Materials of the committee reviewing the activity of the Bank of Estonia. 

ERA, f. 80, n. 2, f. 2742. 
40 Minutes of the III Riigikogu committee on the statutes of Pikalaenu Bank. 

ERA, f. 80, n. 3, f. 394. 
41 Materials of the committee reviewing the activity of the Bank of Estonia. 

ERA, f. 80, n. 2, f. 2742. Minutes of the III Riigikogu committee on the 
statutes of Pikalaenu Bank. ERA, f. 80, n. 3, f. 394. 
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subordinated to the Ministry of Finance, the level of generalization af-
forded by these documents is not high. One document, however, should 
be highlighted.42 An undated review of the gold operations of the Treas-
ury and the attached tables deal with the period from March 27 to Octo-
ber 1, 1924. An entry on the cover of the file proves that these documents 
were collected and arranged (some possibly also destroyed) no earlier 
than 1929. The dossier deals with the gold operations of the Treasury. 
 In the sizeable collection of the State Audit Office (ERA, f. 66), the 
State Audit report to the government, of June 6, 1924, is worthy of atten-
tion. The first thorough audit – one that only involved the situation con-
cerning foreign currency – did not take place in the Bank of Estonia until 
as late as December 10–13, 1923. The State Audit Office did not audit all 
the assets held until the January 31 to February 23 period in 1924. The 
report provides data about primary categories, as of December 31, 1922, 
which means important information about the earlier activities of the 
Bank of Estonia is not available in the periodic reports of the State Audit 
Office.43 Some evaluations included in the State Audit reports could be 
disputed, but the statistics themselves cannot be doubted; at least to the 
extent that the State Audit Office itself received accurate data from the 
Bank of Estonia. 
 Another important document in the State Audit collection is a written 
communication between the Bank of Estonia and the State Audit Office 
from the summer of 1924. On July 3, 1924, two auditors from the State Au-
dit Office were assigned to audit and perform a post-audit check on opera-
tions carried out by the Bank of Estonia with the funds deposited in ac-
counts that belonged to the State Audit Office in 1920.44 The answers that 
the Bank of Estonia sent to the auditors’ questions, and the attached docu-
ments, compiled in 1920, are collated into one file.45 The communication 
reveals that the Bank of Estonia did not provide information willingly. Con-
sequently, it is possible that the information provided was not sufficient, 
accurate or even truthful. These particular documents do not deal with op-
erations carried out with the Bank of Estonia’s own financial resources. 

                                            
42 Gold operations. Undated. ERA, f. 74, n. 3, f. 13, pp. 7–14. 
43 State Comptroller A. Oinas to the government June 6, 1924. ERA, f. 66, n. 1, 

f. 1317, p. 14. 
44 Act of the Financial Dept of State Audit Office August 4, 1924. ERA, f. 66, 

n. 15, f. 92, p. 1. 
45 Correspondence of State Audit Office 1924–1925. ERA, f. 66, n. 15, f. 92. 
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 Among other collections in the National Archives, the voluminous 
State Chancellery collection (ERA, f. 31) also merits attention. It includes 
government drafts, regulations, resolutions, minutes of government meet-
ings, minutes of various committee meetings, enquiries by members and 
fractions of the Riigikogu, recommendations, suggestions, reports and 
proposals made by Ministers, reports of Ministries and other state agen-
cies, memoranda and communications. 
 Separate attention should be paid to an important series of documents 
– the minutes of the Government meetings (ERA, f. 31, n. 2). These are 
not stenographs, although the essence of the discussion has been recorded 
for some questions. Usually only the topics of discussion and the resolu-
tions adopted were recorded. What makes this series valuable is the 
background material attached to issues under discussion – statements, 
explanatory notes, suggestions, drafts, applications, letters etc., which 
allow us to follow the development of the resolutions and further pro-
ceedings, including the priorities and working methods of the Govern-
ment. However, the Government did not, by far, discuss all the important 
monetary policy issues of 1921–23. To the contrary – the most important 
matters were skirted. A separate file contains the classified decisions of 
the government, with no background materials included.46 
 Other important non-statistical archive sources, in terms of this topic, 
can be found at random. To be able to explain several specific questions, 
the author has had to become acquainted with the archival materials of 
many other institutions of the time that can be found in the National Ar-
chives. 
 In order to study the issues of Russian gold transit, it has been neces-
sary to cooperate with archives in foreign countries. The reports and 
communications of the members of the Soviet Russian delegation in Tal-
linn, and audit materials pertaining to the activities of the delegation, are 
kept in the archives of Russia. As the administrative competence of the 
Bolsheviks was not very developed, particularly during the first years of 
their rule, these documents are incomplete; the information is unsystem-
atic, contradictory, and therefore not very reliable. Particularly unreliable 
is the information contained in the documents of the Comintern. In re-
gard to this study, the material included in the RGASPI (the former 

                                            
46 Classified resolutions of the Government 1920–1922. ERA, f. 31, n. 1, f. 215; 

Classified records of the Government of the Republic 1923–1928. ERA, f. 31, 
n. 2, f. 16. 
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Communist Party archives) Collection No. 5 (the Secretariat of V. I. 
Lenin) merits attention. In 1920–22, the Bolsheviks considered the ac-
tivities of the delegation of Soviet Russia in Tallinn to be so important 
that – besides the documents addressed personally to Vladimir Ulyanov-
Lenin, Chairman of the Council of People’s Commissaries – copies of 
other important confidential documents concerning the activities of the 
delegation were also sent to his Chancellery. Of these, an extensive re-
port by Yakubov – a member of the board of the Inspectorate of the 
Workers and Peasants of Soviet Russia – about the results of the audit of 
the Soviet Russian delegation in Estonia, provides the most comprehen-
sive overview of the activities of the Tallinn Trade Delegation that is 
available.47 
 As the Great Powers were also interested in gold transit, some materi-
als – primarily the reports of British representatives – can be found in the 
Public Record Office. 
 Among the published sources, the records of sessions of the Estonian 
Parliament are worth emphasizing. According to the standing orders, the 
members of the Parliament could, during a discussion of a motion, the 
first reading of a draft, a discussion regarding the submission of an ex-
traordinary announcement or government declaration, take the chair as 
many times as they wished, whereas during the first time, there was no 
time limit.48 Many members of Parliament enjoyed using this right. If 
during 1920–23, the Parliament discussed few financial policies, or did 
so superficially, then during the discussion on economic policy that un-
folded in 1924, extremely useful informative retrospectives were com-
piled of the first years of independence. Naturally, it must be understood 
that the members of Parliament also considered public attention, so that 
their speeches were oriented to party politics and their interpretations and 
evaluations were often biased. 

                                            
47 Yakubov to the Central Committee of the Russian Communist Party Novem-

ber 8, 1920. RGASPI, f. 5, n. 2, s. 149, l. 1–32. Yakubov’s identity has not 
been established. According to the signature on the report the initial letter of 
his first name seems to be “A”. Yet on a report sent by the same person to 
Josif Stalin the initial is “J”. In his memoirs, G. Solomon uses only the sur-
name “Yakubov” and emphasizes that it was a person who spoke Russian with 
an Eastern accent. (G. Solomon. Sredi krasnyh vozhdei. Moskva, 1995, 
p. 294.) “Yakubov” was probably a pseudonym. 

48 Riigi Teataja 1924, 33, p. 210. 
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 Other important published sources can be found in the collection of 
legal acts – Riigi Teataja (State Gazette). In addition to printing laws, 
regulations and orders, the gazettes and their supplements also provided 
information about the establishment of companies and their activities. 
Within the first years of the Republic of Estonia, when a company was 
registered and proclaimed in the State Gazette, the Gazette often pub-
lished the names of the members of the board and the founders of com-
panies. This makes the connections of politicians with business activities 
quite easy to identify. 
 Similarly, biographical lexicons contain valuable information about the 
business activities of public figures.49 The information usually originates 
from the people themselves or was approved by them, and understanda-
bly, this material does not deal at length with failed ventures or anything 
compromising for the politicians’ activities. 
 There are few contemporary memoirs concerning this topic. In the ju-
bilee album of the Bank of Estonia, however, we can find three com-
memorative articles about the bank’s activities in the first years.50 These 
are so-called “display” memories, which do not analyze the failures of the 
Bank of Estonia, nor handle any other important processes. The transit of 
Russian gold through Estonia is reflected in the memoirs of Georgi Solo-
mon.51 Describing his activities in Tallinn, the author focuses on the in-
trigue between himself and the head of the delegation, Isidor Gukovsky. 
He does not present any generalized figures about the gold transit. In 
other memoirs, just a few circumstantial fragments can be found. 
 The press is an important source. While Estonian newspapers of the 
1920s did not excel at professionally satisfactory treatment of the proc-

                                            
49 Eesti avalikud tegelased. Tartu, 1932; Eesti majandustegelased. Tallinn, 1938. 
50 E. Aule. Eesti Pank rahakursi hoidjana; V. Poom. Märkmeid Eesti Panga saa-

misest ning kümneaastasest tegevusest; Juhan Kukk. Kui Eesti Pangale alus 
pandi. – Eesti Pank 1919–1929. Tallinn, 1929. 

51 G. Solomon. Sredi krasnyh vozhdei. Moskva, 1995. Georgi Aleksandrovich 
Solomon (Issetski) worked in 1918 in Germany as the first secretary in the 
Embassy of Soviet Russia, then as a consul in Hamburg. From July 1919 to 
August 1920, he worked in the People’s Commissariat of Foreign Trade, then 
as the trade representative in Estonia. In 1921, he was transferred to London, 
where he worked as the director of the Arkos trading company. On August 1, 
1923, Solomon remained in the West, becoming one of the first Soviet offi-
cials who did not return to their homeland, in Russian called nevozvrashche-
nets. Solomon died under obscure circumstances in 1934. 
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esses of financial policies, they are very valuable sources for those inter-
ested in how political events were reflected. 
 Economic statistics were considered to be at a relatively high level in 
the Republic of Estonia. This is true, however, after 1923–24, when the 
work of the Estonian Central Statistics Office started to bear fruit. Busi-
ness statistics from earlier periods are incomplete and unreliable. 
 The groundwork for the publications of the Central Statistics Office 
was the journal "Eesti Statistika" (Estonian Statistics) that was published 
monthly starting in 1922. In addition to current data, annual reviews were 
also published in the journal, together with overviews on how the data 
was obtained. In addition, yearbooks on foreign trade and agriculture 
were published. These three series constitute the main publications of the 
Central Statistics Office. To supplement this system, collections on the 
past years were to be published every five years. The Office managed to 
publish two such collections.52 The calculation of state budgets was only 
standardized starting in 1925. Before that, the state budget amounts were 
presented in several ways and in different absolute figures, due partly to 
the changes in the value of the Estonian mark and partly because of in-
complete source materials, which makes them complicated to use. 
 The source for financial statistics are figures published by the Bank of 
Estonia. Methods of presenting data were standardized after the monetary 
and banking reform of 1928. The data from the Bank of Estonia for 
1920–1922 are not reliable, but the data published in the years 1920–
1928 were presented in a way that does not allow important processes to 
be tracked. The same is true for the foreign trade data. 

                                            
52 Eesti 1920–1930. Arvuline ülevaade. Tallinn, 1931; Eesti arvudes 1920–1935. 

Tallinn, 1937.  



 

 

 
 
 
 
 

CHAPTER I – CONTEXTUAL BACKGROUND 
 
 

The Estonian Economy against the Backdrop of Europe before 
World War I 

 
In the 19th century, economic growth in Europe, especially in north-
western Europe – Great Britain, France, Germany, the Netherlands and 
Switzerland – had accelerated considerably. Further from the core of 
Europe, economic success became weaker and weaker. By the eve of 
World War I, most eastern and southern European countries lagged be-
hind north-western Europe. 
 If Russia is excluded, more than seven-tenths of Europe’s industrial 
capacity was located in three countries in 1913 – Great Britain, Germany 
and France. At the same time, less than half the population of Europe 
lived in these countries.1 The population in wealthy northern and western 
Europe formed 11.5 percent of the world population in 1913, but enjoyed 
27.6 percent of the economic income, while the population of poor east-
ern and southern Europe made up 8.2 percent of the world population and 
received 8.5 percent of the economic income. The respective figures for 
Russia were even lower – 8.7 and 7.3 percent.2 
 The Russian economy was not very closely tied to Europe. Since the 
last decade of the 19th century, Russia had maintained an extremely pro-
tectionist economic policy. The state was surrounded by the highest cus-
toms barrier in Europe. In 1904, customs taxes made up 40 percent of the 
total cost of imports.3 

                                            
1 I. Svennilson. Growth and Stagnation in the European Economy. Geneva, 

1954, p. 19. 
2 D. Aldcroft. The European Dimension to the Modern World. – The European 

Economy 1750–1914. Ed. D. Aldcroft and S. Ville. Manchester, New York, 
1994, p. 10. 

3 R. Munting. The Economic Development of the USSR. London, Canberra, 
1982, p. 34.  
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 The extent of government control of the Russian economy was very 
substantial. Forty-four to forty-five percent of GDP passed through the 
state budgetary system, and the exploitation of state enterprises and prop-
erty provided approximately 18 percent of budget revenue.4 The state 
made extensive investments. The protectionist and government-centred 
economic policy resulted in a “solo concert” for industry, which attained 
an average rate of growth of 8 percent in the industrial sector in the 
1890s, and 7.5 percent during the 1910–1913 period. However – this 
growth was caused by the introduction of new capital instead of being 
self-generated, and profits were artificially exaggerated in this semi-
closed economy.5 Although the development of Russia as a whole had 
speeded up during the last decades of the 19th century, its backwardness 
compared to West European countries remained distressing. The volume 
of Russian industrial production in 1913 was 22 percent of the industrial 
production of England and 16–17% of that of Germany.6 
 The territory of Estonia was undoubtedly one of the best-developed 
regions in Tsarist Russia. In terms of industrial production per capita, 
Estonia and Livonia ranked fourth and fifth, respectively, among the 50 
European provinces of Russia.7 Estonian agriculture, too, was considera-
bly better developed than what was average for the Tsarist Empire. 
 Although all researchers agree about the good economic level of Esto-
nia in the context of Tsarist Russia, no attempt has been made up until 
now to define the position of Estonia in Europe. As information about the 
economies of several European countries (and particularly that of Esto-
nia) during the period under consideration is scanty, of a heterogeneous 
origin and not very reliable, the task is complicated. The figures shown in 
the Appendix (Table 1) provide some basis for the assessment of the eco-
nomic level of European countries and Estonia. 
 The most backward countries in Europe at the time were the Balkans 
and Portugal. Finland, Latvia, Estonia, Lithuania, and Poland constituted 
a group of relatively similar countries. The figures for Poland were so 

                                            
4 M. Kolganov. Natsionalnyi dohod. Moskva, 1959, pp. 74–75; P. Lyaschenko. 

Istoriya narodnovo hozyaistva SSSR. Vol. II. Moskva 1956, pp. 383–384. 
5 O. Crisp. Studies in the Russian Economy before 1914. London, 1976, p. 30. 
6 P. Hromov. Ocherki ekonomiki Rossii perioda monopolisticheskovo kapitaliz-

ma. Moskva, 1960, p. 18. 
7 Statitsticheskiye svedeniya po obrabatyvayushei promyshlennosti za 1908 god. 

Ed. V. E. Varvzar. S. Peterburg, 1912, pp. 12–13. 
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low due to the extreme backwardness of the territory of today’s Belarus, 
which belonged to Poland during the inter-war period. The members of 
the next group – Ireland, Italy, Norway, Spain, Czechoslovakia, Austria 
and Hungary – were structurally in better condition, but income per cap-
ita in those countries was quite low. The United Kingdom, Switzerland, 
Belgium, Netherlands, Germany, France, Sweden and Denmark are in-
cluded in the group of highly developed countries. 
 D. H. Aldcroft differentiates the backward countries of Europe in the 
early 20th century as those having an agrarian population of 50 percent or 
higher, and an average income that was 50 percent or lower of developed 
countries.8 If we consider these factors, and the fact that the average in-
come in developed countries was 4,000 Geary-Khanis dollars (1990) per 
capita, it is likely that Poland and Lithuania probably belonged to the 
“Third World” of Europe before World War I. The Balkans, Portugal, 
and Russia definitely belonged to this “European Third World” category. 
Italy, Hungary, Spain, Finland, Latvia and Estonia were situated in be-
tween the two groups, but belong among the more developed countries 
under observation. In these countries, income per capita exceeded 2,000 
Geary-Khanis dollars, but more than 50% of people were engaged in the 
agrarian sector.9 The density of railways in Estonia and Latvia indicates 
that their infrastructure was developed for that period. 
 Alice Teichova provides a different classification, grouping Czecho-
slovakia, where the proportion of people employed in the primary sector 
was 28 percent, in the “typical industrial countries” category. Teichova 
classifies Romania, Yugoslavia and Bulgaria, where 78, 79, and 80 per-
cent respectively of the active population was engaged in agriculture, as 
countries in which industrial development was delayed. Poland and Hun-
gary, in which the respective percentages were 56 and 65, are considered 
by Teichova to be less industrialized countries.10 If classified on a similar 
basis, Latvia and Estonia, together with Poland and Hungary, would also 

                                            
8 D. H. Aldcroft. Studies in the Interwar European Economy, p. 196. 
9 During the first years of independence, the percentage of townsfolk in Estonia 

was 27% (1922), 24% in Latvia (1920) and 16% in Lithuania (1923). (G. v. 
Pistohlkors. Estland, Lettland und Litauen 1920–1940, p. 741.) 

10 A. Teichova. East Central and South-East Europe, 1919–1939. – The Cam-
bridge Economic History of Europe. Vol. VIII. The Industrial Economies: The 
Development of Economic and Social Policies. Ed. Peter Mathias and Sidney 
Pollard. Cambridge, 1989, p. 889. 
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belong to the less industrialized countries, while Lithuania would belong 
to the third group, together with Romania, Yugoslavia and Bulgaria. 
 Demographic indicators also heavily influence preconditions for de-
velopment. Birth and death rates, infant mortality, population growth and 
illiteracy in European countries are presented in the Appendix (Table 2). 
 The birth rate for the mainly agricultural populations of the Eastern 
European countries was high, and the population grew quickly, which 
meant a lower proportion of working-age people in the total population. 
The fast growth of population accompanied by an ineffective, half-feudal 
agrarian system, and low crop yields meant overpopulation in rural areas. 
This resulted in low income and limited savings for investment, espe-
cially outside the agrarian sector. Estonia, Latvia and Greece were excep-
tions. Literacy in Eastern Europe was low (exceptions were Estonia, 
Czechoslovakia, and Latvia); therefore also the readiness of people for 
economic changes was poor. The high mortality rate among infants in 
Eastern Europe (except in Latvia and Greece) gives evidence of the low 
levels of hygiene and availability of medical help. 
 Consequently, according to its economic indicators (except for the 
railway system), Estonia was a typical Eastern European country. The 
high rate of infant mortality proves that the social structure was back-
ward. On the other hand, in terms of literacy and low birth rate, Estonia 
was similar to Western European countries. A high level of literacy and a 
developed educational network have been regarded as features common 
to countries that managed to develop at an early stage.11 
 We can draw a mental map of Europe prior to World War I that con-
sists of several parts. There is a successful “core Europe”, but as we near 
the eastern parts of Poland and Lithuania, this effect begins to fade. At 
the same time, in Estonia, Latvia and Finland, prospects were at least as 
bright as in the western part of Poland. Compared to the countries of 
Eastern Europe to the south, the economic level of development of Esto-
nia was definitely below that of Czechoslovakia, but approximately equal 
to that of Hungary and the western parts of Poland, and it clearly sur-
passed the level of the Balkan countries. Even so, a number of other fac-
tors affected the starting points of the Estonian and Latvian economies in 
an adverse manner. The relatively high level of literacy in these countries 

                                            
11 D. H. Aldcroft. Rich nations – poor nations: the penalty of lateness. – Rich 

Nations – Poor Nations. Ed. D. Aldcroft and R. Catterall. Brookfield, 1996, 
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expressed the readiness of the population for changes, yet these popula-
tions did not constitute societies. Compared to Finland, there were nearly 
no civil servants drawn from the indigenous populations in the Baltic 
countries.12 The political and economic elite were weak, and an agrarian 
mindset predominated. There were very few industrialists and nearly no 
financiers of Estonian nationality. As opposed to Latvia, there were also 
no possibilities for the emergence of the latter in Estonia, since there 
were no large banks. 
 Based on political and economic-geographical connections, four large 
economic regions can be discerned in the world at the beginning of the 
20th century, mostly trading among themselves: Europe, Russia (includ-
ing the Baltic countries), the North Atlantic, India and the Far East.13 
Grouping the Baltic countries of the early 20th century in the Russian 
economic region is justified. The specifics of Estonian and Latvian indus-
try were shaped by the singular and extremely protectionist economic 
model of Russia. As a result, the industries of Estonia and Latvia had 
been adapted primarily to processing raw materials imported mainly from 
Europe or Russia and that supplied the needs of the Russian market. The 
production of the textile and metals industries, as well as the machinery 
sector, made up 70 percent of the value and 63 percent of the fixed capi-
tal of all the industry on the territory of Estonia, while providing em-
ployment for 36 percent of Estonia’s workers.14 Textile enterprises used 
imported raw material in most cases to produce semi-finished goods that 
were then finished in Russian factories. The Kreenholm Textile Factory 
was one of the largest cotton mills in the world. Before the war, it em-
ployed nearly 9,000 workers. The cement industry in Estonia enjoyed the 
benefits of a large and high-priced market, because foreign cement had 
been kept from the Russian market by customs taxes and construction 
law requirements.15 Thanks largely to protectionist economic policies, 
                                            
12 P. Pirsko. Estonian Archives in the Consciousness of the Estonians. – Musarum 

Minister. Studia in honorem Kari Tarkiainen. Ed. R. Pohjola. Helsinki, 1998, 
p. 327. 

13 W. Ashworth. A Short History of the International Economy since 1850. Lon-
don, New York, 1987, p. 193. 

14 Calculation basis: O. Karma. Tööstuslikult revolutsioonilt sotsialistlikule revo-
lutsioonile Eestis. Tallinn, 1963, p. 345; N. Torpan. Monopolisticheskii kapital v 
promyshlennosti Estonii (90-e gody 19 v. – 1917 g.). Tallinn, 1984, pp. 188–191. 
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industrial growth in Estonia and Latvia was relatively fast before the 
World War. In Estonia, it grew from 20.8 million roubles in 1890 to 38 
million roubles at the turn of the century. The number of industrial work-
ers had risen to 21,600 by the year 1900.16 Latvia was even more indus-
trialized, with more than 93,000 workers in 1910.17 
 Before the World War, the industry of Estonia became highly influ-
enced by militarization, which was even less related to the local eco-
nomic preconditions. Tallinn was to become the main support centre and 
Baltic Sea naval port of the Russian Navy. Investments were huge. The 
construction costs of the Tallinn military port and related fortification 
works were calculated to be 200 million roubles. This was a larger sum 
than all of the revenue that accrued to the government of the Republic of 
Estonia during the years 1919–1924. The Tsarist government also de-
cided to build shipyards in Tallinn.18 As a result, in 1913, production had 
nearly tripled and the number of workers doubled compared to the begin-
ning of the century.19 These large companies worked on the basis of im-
ported energy and Russian raw material. Moreover, on the eve of World 
War I, approximately half the workers of these plants came from Russia. 
Before and during the war, most orders were being received from the 
Government.20 At the beginning of 1917, 52% of the workers in the large 
plants were employed in the metal industry.21 The proportion of capital 
invested in the metal and machinery industries accounted for 40 percent 
of industry as a whole.22 Since most of the production of these branches 
of industry was exported, the native Estonian population derived little 
benefit from this military industrial boom. 
 At the same time, the development of agriculture in Estonia was still 
being held back. Although Estonian peasants had been released from 
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serfdom during the years 1816–1819, vestiges of the feudal order contin-
ued to restrain the development of agriculture. It was not until the second 
half of the 19th century that landowning nobles began to allow peasants to 
purchase the farmsteads that they had been previously been compelled to 
rent. Only now could a farm become a production unit with potential for 
development.23 This shift had already taken place in Western Europe at 
least a half a century earlier. Before the World War, peasants had man-
aged to buy no more than 40 percent of the manor lands. The rest be-
longed to about 1,200 manors, with a quarter of manorial lands having 
been rented as farms. More than half of the rural people remained land-
less. Two phenomena were prevalent: a hunger for land and agrarian 
overpopulation.24 Since the families of the owners of the Baltic estates 
lived abroad most of the time, a significant part of the profits earned in 
manors was transferred out of Estonia. Rents were usually raised when-
ever income increased, and consequently the proprietors of rental farms 
were not motivated to work. It was typical that the owners of farms that 
had been bought were struggling with debts, which made saving capital 
for investment difficult. The result of this was that while peasants were 
socially more or less independent, an economic dependence that inhibited 
development remained. 
 The target markets of the manorial economy were located primarily 
in the East, which is where fatted animals, spirits and dairy products 
were transported for sale. Milk and other dairy products were mostly 
shipped to St. Petersburg, and occasionally to Western European mar-
kets as well. Since the production of grain was insufficient to satisfy 
domestic needs, grain for bread, as well as cheap feed grain, were pur-
chased from Russia.25 The Tsarist government was quite suspicious of 
the cooperative farming movement, and therefore it was only a few 
years before the war that this last precondition – indispensable for the 
transformation of both the production and marketing sphere in Estonia – 
was permitted. 

                                            
23 J. Nõu. Eesti põllumajanduse omariiklusaegne koetus ja arengutase. – Oma-

riikluse taustal. Uppsala, 1955, p. 63. 
24 T. Rosenberg. Eesti 1919. aasta maareform: võrdlusjooni Ida- ja Kesk-

Euroopa maadega. – Kaks algust. Eesti Vabariik – 1920. ja 1990. aastad. Tal-
linn, 1998, p. 77. 

25 T. Pool. Eesti põllumajandus ja selle arenemise sihtjooni lähemas tulevikus. – 
Agronoomia 1921, 4, p. 146. 



CONTEXTUAL BACKGROUND 

 

45 

 Suffice it to say that the agriculture of Estonia, and in particular its in-
dustry, were very closely connected to the Russian market. In 1913, an 
estimated mere 10 percent of the industrial production of Estonia was 
being sold outside the boundaries of the Tsarist Empire. Even less of the 
industrial production of Latvia – only 7% – was being sold outside the 
Russian Empire.26 
 Finland, which is often compared to Estonia, was in a considerably 
better situation. Finland had preserved a special status when it was joined 
to the Russian Empire, which also meant the right to its own customs 
border. Finland first imposed customs taxes in the 1820s. During the sec-
ond half of the century, the difference between the customs tariffs of 
Russia and Finland continually increased.27 In 1860, the Finnish mark 
was emitted, which was fixed to the international gold standard in 1878 
and thereby became completely independent of the Russian monetary 
system. In 1886, the Bank of Finland was given the sole right to issue 
banknotes.28 
 These developments ensured the versatility of Finland’s trading rela-
tionships and its development as an integrated part of Europe long before 
the country became independent. Beginning in the 1860s, Russia’s share 
of the foreign trade turnover of Finland started to fall slowly but continu-
ously, constituting a mere 28% in 1913.29 Through these means, Finland 
managed to distance itself from the unfavourable tendencies and prob-
lems of the Russian economy, while still continuing to enjoy access to the 
Russian market. This was especially beneficial for the purposes of export 
of textiles, metals and paper from Finland. At the same time, the econ-
omy of Estonia remained enclosed in the economic space of Tsarist Rus-
sia. 
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Costs of War 
 
World War I devastated the economy of Europe. This war had used up 
more resources than any previous conflict, and the material losses it in-
curred were also unprecedented. World War I was predominantly a Euro-
pean conflict, and Europe also paid most of the price. When calculating 
total economic losses, it has been estimated that had pre-war growth con-
tinued and had there been no war, Europe would have achieved the 1929 
level of industrial production as early as 1921. Other estimates have cal-
culated that the shortfall in food production set Europe back 5.2 years. 
The time lost in industrial production has been estimated to be 4.5 years, 
with a setback of 1.25 years as regards production of raw materials. 30 
World War I brought the existing economic system to an end and 
changed the basic conditions of long-term development, impelling it to 
move in a new direction. 
 The pre-war system had been based on the exchange of goods and ser-
vices at prices that were expressed in money based on gold. The war sent 
the economy into disarray in several ways. A great demand was created 
for some goods and services (like iron, coal, ammunition, ships, woollen 
clothing and transport), while the need for luxury goods and cotton cloth-
ing decreased. The capacity of certain branches of industry grew, which 
resulted in some prices and salaries going up, while others dropped. Be-
cause of the war, it often happened that consumers could no longer im-
port from earlier sources. The alternative was either to change the source 
country or to make do with domestic production. When grain from Rus-
sia and Eastern Europe could no longer be shipped beyond the Darda-
nelles, the Western European countries started to buy grain from North 
America and from Canada in particular, thus stimulating the growth of 
farming in the New World. Since a blockade of oil restricted imports of 
raw oil and nitrates to Germany, substitutes for these goods began to be 
produced locally. Because the British and German merchant fleets could 
not engage in shipping as before, other countries (above all the U.S.) 
enlarged their shipping capacity. 
 The World War also damaged the gold standard that had been created 
by a century of hard work. Since the war consumed an enormous amount 
of money, the currencies, the credit system and ultimately the entire fi-
nancial system were sent tumbling into chaos. 
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 During peacetime, governments had managed their financial systems 
by balancing the gold standard and the budget. Both of these crumbled 
under the pressure of the war. 
 At first, the solution seemed to be to collect as large an amount of gold 
as possible in the vaults of the central banks. Governments exchanged 
banknotes into gold and other currencies, limited or prohibited the export 
of gold, and tried to acquire the gold that was in the hands of private in-
dividuals. As long as the growing number of banknotes was “covered” by 
gold in central banks, everything seemed to be in order. This was imagi-
nary, although at first the amount of gold covering the amount of money 
in circulation remained on par with earlier levels. Before long, however, a 
shift took place in the relationship between money and goods, which re-
sulted in a fall in the value of money and an increase in prices. Some time 
later, the countries at war were forced to start selling gold in order to be 
able to buy goods from neutral states. As a result, the central banks of the 
US, the Netherlands, Japan, Spain and Switzerland were filled with gold 
and their markets with banknotes that had been issued with the backing of 
the newly received gold.31 
 There were three options available for covering the costs of waging the 
war – through taxation, borrowing or by printing banknotes. For example, 
by raising the tax burden, the British managed to cover nearly a quarter of 
their war expenses. Money was also borrowed, to the extent that state 
indebtedness grew twelve-fold. Other countries subsisted almost com-
pletely on loans. The consolidated state debts of France increased seven 
times, and those of Germany nearly twenty times. These countries also 
had many unconsolidated short-term loans.32 
 Only the British were capable of getting banks to provide credit to 
cover their loans. France, Germany, and other countries “diluted” their 
currency by printing additional money, and this was how balanced budg-
ets and the gold standard fell into disuse. By 1918, the number of bank-
notes in circulation in France had grown fivefold, and six fold in Ger-
many. This would have been impossible if the gold standard had been 
preserved, since the claims of banknote owners for gold would have de-
pleted the reserves in a relatively short time. 
 The damages wrought by the war varied considerably from one 
country to another. To some extent, the extent of these damages can be 
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estimated by analyzing decrease in GDP per capita at the end of war in 
comparison to 1913 (Appendix, Table 3). 
 Damage was understandably the most severe in the main theatres of 
the war. In the West, the fighting had transpired primarily in France and 
Belgium. Several Eastern European countries also suffered considerable 
damage. In absolute figures, war losses were greatest in France and Bel-
gium, but in relative terms, some of the smaller countries emerged from 
the war with the greatest level of devastation. The absolute value of mate-
rial losses incurred by Poland was only slightly lower than the costs 
borne by Germany, but the impact of this on Poland was significantly 
higher. The same can be said about Serbia and Russia, although in the 
latter, most of the destruction was caused by the Civil War. It also needs 
to be noted that the United Kingdom and Germany sustained relatively 
low levels of physical damage as a result of the war. 
 Latvia suffered extremely high losses in proportional terms. In July of 
1915, the Russian authorities – wary of the approach of German troops – 
decided to evacuate all industrial plants. Twenty to thirty thousand wag-
onloads of machinery and raw materials from 523 companies worth ap-
proximately 500 million roubles were transported to provinces in the 
Russian interior. In 1914, there had been 790 industrial enterprises in 
Latvia with an annual output of 313 million roubles. In addition, Latvia’s 
industrial sector lost nearly 75% of its workers. Latvian losses have in 
fact been regarded as the highest in Europe in relative figures: it sustained 
a population loss of more than half a million people (28%); 25% of Lat-
via’s buildings and 80% of her merchant ships were partially or com-
pletely destroyed; one-quarter of agricultural land was left fallow; and 
industrial production was reduced by more than four-fifths.33 
 Because of the World War and German occupation, Estonian industry 
found itself in a hopeless situation, and Estonian losses were definitely 
higher than the European average. In 1915, the assets of the Pärnu Wald-
hof paper pulp mill, which had previously employed 2,000 workers, were 
evacuated, and the buildings were destroyed. The equipment of the major 
enterprises of Tallinn was transported to the inland provinces of Russia 
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during the second half of 1917. Machinery that had been used to produce 
warships and ammunition was removed to the last nut and bolt. Only 
empty factory buildings remained of the “Volta” electromechanical plant 
and the Becker shipyard. The Russian-Baltic and Noblessner shipyards, 
the Fr. Krull machinery plant, and the Dvigatel train carriage plant, which 
had employed 11,800 workers in the summer of 1917, had a diminished 
capacity and were able to provide work for no more than 1,400 workers. 
Weaving and spinning machinery was partially evacuated from the Sindi 
Wool Factory, along with raw materials and finished products from sev-
eral other enterprises.34 
 The German occupation stripped local industry of another part of its 
remaining reserves of raw material, fuel and finished products. Equip-
ment of plants and factories was also evacuated to Germany, as well as 
means of transport and other property.35 According to subsequent calcula-
tions carried out in Estonia, damage caused by Germany amounted to an 
enormous amount – 250 million gold roubles.36 This was a sum equiva-
lent to all of the revenues that accrued to the government of the Republic 
of Estonia during the 1919–1926 period. However – since the amount in 
question was calculated for the purpose of submitting a claim to Ger-
many, it cannot by any means be regarded as completely reliable. 
 According to the Tallinn Manufacturers’ Union, the production capac-
ity of major industries before the War of Independence did not exceed 
10–15% of 1913 levels.37 Many factories and plants had shut down pro-
duction completely and others reduced the number of hours being 
worked. Industry was able to provide work for no more than 9,600 work-
ers. This was four times less than before World War I.38 Furthermore, as 
a result of the political and economic upheavals, industry had lost a 
great deal of its working capital, and during the war and revolution, a 
large number of workers, technicians, engineers and officials of Russian 
origin moved back home with their families. Most of the workers of the 
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Russian-Baltic and the Becker plants were among those who left.39 Still, 
in view of the subsequent under-utilization of large industry, and the 
communist mentality of many of the immigrant workers, the departure of 
the foreign workers was a relief for Estonia. 
 The war had several forms of impact on agriculture. Buildings had 
gone without needed renovation, amelioration had come to a halt, ma-
chine tools were worn out, and the situation in all production areas had 
gone downhill in terms of both scope and efficiency. Many of the male 
workers had been away from the fields for years, the number of farm 
animals had decreased as a result of occupation-era requisitions, havoc 
wrought by the Bolsheviks, and later requirements posed by the war ef-
fort. Cultivation and fertilization of farmland had suffered for all the 
aforementioned reasons and due to the lack of artificial fertilizers. Many 
fields, and especially land belonging to the manors, lay fallow. Agricul-
ture was not capable of supplying the domestic market with food during 
the war years. Because of this, grain, fats, and other foodstuffs had to be 
imported to supply the towns with food. In 1918, for example, domestic 
production capacity was capable of satisfying only 71% of the popula-
tion’s need for grain and 46% of the meat requirement. Only potato pro-
duction exceeded domestic needs to some extent. 
 Even if the entire harvest of 1918 had remained in Estonia, it would 
still have been necessary to import large amounts of grain and meat. Po-
tatoes could be used as a substitute for bread only to a limited extent. The 
need for imports increased even more when the German occupation 
forces managed to haul away some of the harvest crops before the bor-
ders were closed. An acute grain shortage threatened both the military 
and the townsfolk. The fall in the production of meat could be explained 
by a decrease in the number of animals, especially pigs, that had taken 
place because of seizures during the World War, the Revolution and the 
German occupation. According to the Ministry of Trade and Industry, the 
number of domestic animals had been reduced 1.4 times by the beginning 
of 1919, as compared to 1916.40 The production of pork in 1918 was more 
than three times lower than needed. Supplies of fuel were also scanty. 
 The Estonian economic expert at the Tartu Peace Conference calcu-
lated that the value of savings that had been lost because of the weakened 

                                            
39 R. Nerman. Kopli. Miljöö, olustik, kultuurilugu. Tallinn, 1995, pp. 15, 113, 

199; M. Graf. Parteid Eesti Vabariigis 1918–1934, p. 101. 
40 Eesti Vabadussõda 1918–1920. Vol. I, pp. 166–170. 



CONTEXTUAL BACKGROUND 

 

51 

condition of Russia’s currency along with the value of goods and ships, 
etc. that had been evacuated amounted to a total of 200 million gold rou-
bles.41 This was a larger sum than all the revenues that accrued to the 
government of the Republic of Estonia during the years 1919–1924. On 
the other hand, the decline in the exchange rate reduced the loan burden 
being carried by indebted farms. Debts on farms totalling 40 million rou-
bles were cancelled in this way, as well as other debts. Peasants benefited 
from this in particular, but so did owners of buildings in towns. It has in 
fact been estimated that all in all, the Russian Revolution, despite the 
damage it did to savings and securities, had a positive outcome for Esto-
nian agriculture. This particular calculation did not include the costs of 
the War of Independence, however.42 It is possible that the cancellation of 
debts did not manifest its positive influence until later. 
 Thus, the losses of the World War and the War of Independence in Esto-
nia were quite large. A calculation of comparative material war losses indi-
cates that Estonia was apparently in third or fourth place in Europe, analyz-
ing losses in proportion to the state budget and to GDP. Even greater losses 
were experienced in Latvia and Poland and possibly in Russia. Losses in 
Western Europe were substantial in terms of absolute figures (e.g. in Bel-
gium and France), but were apparently smaller in relative terms (see Ta-
ble 1). Since a War of Independence was also waged here, hostilities in Es-
tonia continued for more than a year longer than in the Western countries. 
 
 
Stabilization Policies of European Countries 
 

Post-war border changes affected much of Europe. Seven new countries 
were born: Finland, Estonia, Latvia, Lithuania, Poland, Czechoslovakia 
and Hungary. The number of separate customs units in Europe grew from 
twenty to twenty-six. The greatest political change that took place was 
the creation of a power vacuum in Eastern Europe that resulted from the 
weakening of Russia and Germany. It was also in this region that the 
greatest number of new states emerged. 
 An era of mistrust, revenge and insecurity began after the war. Ger-
many was isolated from the other countries of Europe through the peace 
treaty that ended the Great War, and was made into a pariah in Europe. 
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 The other European pariah was Soviet Russia. The Russian Revolution 
had caused an abrupt change in the existing political balance. The Com-
munist experiment in Russia also caused a shift in the earlier economic 
balance. Before the World War, Russia had been an exporter of agricul-
tural and forest products to Western Europe, and had mainly imported 
finished goods. After the Bolshevik revolution, these commercial ties 
came to an almost total halt. It is true that at the beginning of the 1920s 
economic policy was liberalized for some time in Soviet Russia, but the 
key element of a controlled economy – a foreign trade monopoly – re-
mained in the hands of the government. The primary objective of the mo-
nopoly was to defend and support the country’s policy of trying to attain 
autarchy. Limits were set on the import of industrial goods, which left 
countries that had earlier exported to Russia (including Estonia) with an 
excess of production in several categories of finished goods. 
 From a long-term perspective, however, the loss in export capacity that 
resulted from economic chaos in Russia during the first half of the 1920s 
actually had a positive impact on the export capabilities of Eastern 
Europe. This applied in particular to the Baltic countries and Poland, 
since Russia’s actions caused an increase in the prices of agricultural 
products and raw materials (especially forest products). This contributed 
to the economic recovery of several Eastern European regions, and par-
ticularly those that had broken away from Russia in the 1920s. Later, dur-
ing the great economic crisis, when the Soviet Union started to again ex-
port its traditional products, at the cost of starving its own population to 
death, the USSR undoubtedly deepened the severity of the economic cri-
sis in the West, and especially in countries exporting agricultural prod-
ucts.43 
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 The first half of the 1920s turned out to be a period of economic up-
heavals, which put the newly independent Eastern European countries 
and the countries that had suffered the most in the war into a particularly 
difficult situation. At that time, there were no international aid programs 
capable of providing relief. Such institutions as existed were weak. The 
American Relief Administration (ARA), founded early in 1919 as the 
executive body of the Supreme Council of Allies, did provide food and 
clothing aid to 20 European countries that totalled 1.3 billion dollars, 
most of it as a loan. Rivalry between Britain and the US did not foster 
cooperation between the Allies after the end of the war.44 The League of 
Nations was a relatively weak and ineffective organization, whose few 
aid actions either came too late or were inefficient. In the post-Wilson 
era, the United States maintained an isolationist policy. The US enjoyed 
power and could in fact have exercised its role as the economic leader of 
the world, but in reality did not take much interest in European affairs. 
 The financial spectre that haunted the European countries throughout 
the post-war decade was the problem of reparation payments and war 
debts. Much valuable time and energy was spent solely on negotiations. 
The French were of the opinion that they had paid for the war with a dis-
proportionately high number of human losses, which is why the Ameri-
cans should settle some of the debts. This was a view that the Americans 
did not agree with. Since the French had to get money from somewhere 
to pay their debts, the burden of paying for these claims fell upon Ger-
many.45 In 1921, it was announced that Germany owed 33 billion dollars 
in reparations, which Germany was to start paying in a variety of ways. 
The mistake the Allies made did not lie only in setting an unrealistically 
high total sum of reparations that were to be paid, but also in establishing 
annual instalments that were too high. The result was that Germany justi-
fiably regarded the payment of reparations to be an impossible task. 
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 Difficulties were also caused by the problem of payment of war debts 
between the Allies. By April 1917, when the US entered the war, the UK 
had lent out about 4 billion dollars, and by October 1919, the amount had 
grown to 8.7 billion dollars, partly as a result of the lending of its own 
money and partly because of the re-lending of sums received from the 
US. Of this amount, pre-Bolshevik Russia had received one-third, France 
and Italy slightly less, and the rest went to the British dominions, Bel-
gium, and other smaller allies. France had extended nearly 2 billion dol-
lars worth of credit, half of which went to Tsarist Russia. By the time of 
the armistice, the US had extended loans amounting to more than 7 bil-
lion dollars. Half of this amount was received by the UK, and most of the 
rest went to France and Italy. By October 1919, this sum had increased to 
more than 10 billion dollars due to additional loans that had been made, 
and interest due on the principal. 46 The total amount of gold held by na-
tional banks and financial institutions of the world in 1918 totalled only 
6.8 billion dollars at the time, 4.9 billion of which was located in the 
US.47 This made the situation paradoxical: nearly three quarters of the 
gold held by the countries of the world was in the US, and the remainder 
was not sufficient to pay the debts owed to the United States. The only 
option left was to service these debts with goods, but the US had raised 
its customs tariffs in the autumn of 1922. 
 Several attempts to find a solution to the war debts problem failed be-
cause of the US. The Americans were unyielding in their opinion that the 
whole amount had to be paid. This meant that the other Allies had no al-
ternative other than to demand the payment of debts and reparations owed 
to them. More precisely, the chain of events developed as follows: the 
United States, and to a lesser degree the other creditor states provided cash 
loans to Germany, which paid its creditors, who in turn paid the US to 
settle their own debts. The final tally revealed in fact that the US received 
no more than 2.6 billion dollars from its European allies.48 W. A. Lewis 
justifiably described the process as “a dog chasing its own tail”.49 

                                            
46 H. Heaton. Economic History of Europe, p. 683. 
47 D. E. Moggridge. The Gold Standard and National Financial Policies. – The 

Cambridge Economic History of Europe. Vol. 8. The Industrial Economies: the 
Development of Economic and Social Policies. Ed. P. Mathias and S. Pollard. 
Cambridge, 1989, p. 256. 

48 D. H. Aldcroft. The European Economy 1914–1990, p. 49. 
49 W. A. Lewis. Economic Survey 1919–1939. London, 1970, p. 51. 
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 The central objective of post-war economic policy in the European 
countries was the restoration of financial order. It was believed that fi-
nancial stability would automatically correct all other deviations in the 
economies of the countries of Europe. Although it was not necessarily the 
ideal solution, reinstatement of the international gold standard seemed to 
the theoreticians of the time to be the easiest and most appropriate 
method for achieving success.50 Inflationist monetary theories were also 
extensively propagated in the first post-war years. No coordinated plans 
or actions were undertaken to eliminate financial chaos. Because the gold 
standard had been seen for more than a generation as a guarantor of sta-
bility as regards exchange rates and the balance of payments around the 
world, people everywhere identified stability with the gold standard. The 
first international attempts to restore the gold standard were made at the 
1920 Brussels Conference and the 1922 Genoa Conference. The Genoa 
Conference urgently recommended a return to the gold standard, provid-
ing a list of measures for accomplishing this.51 This recommendation was 
not followed. 
 If we are to analyze the phenomena of stabilization and transition to 
the gold standard in different countries, particular attention has to be paid 
to the preconditions that existed in the respective countries. In earlier 
treatments, these have not been dealt with systematically. It is in fact the 
existing unfavourable preconditions that give rise to such problems as the 
imperfection of tax systems, budget deficits, poor export capacity, and 
political instability. As the consequences of these problems became more 
acute, a new shock threatened the affected countries in the form of hyper-
inflation. At the same time that this problem was the result of the afore-
mentioned troubles, it also caused additional instability. 
 The preconditions that existed in various parts of Europe differed dras-
tically. In this work, the European countries are divided into groups. 
Right at the start, the concession has to be made that attempts at classifi-
cation inevitably involve simplification. For the purpose of making clas-
sifications, three factors have been considered: backwardness, participa-
tion in the war and war damage, and national need for economic consoli-
dation. No attempt has been made to assess the weights of these factors 
separately. 

                                            
50 D. E. Moggridge. The gold standard and national financial policies, p. 257; 

G. W. Silverstolpe. Rahvamajandusteadus kõigile, p. 152. 
51 B. Eichengreen. Golden Fetters, p. 29; International Currency Experience, p. 27. 
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 Economic backwardness generally left countries with fewer resources 
for stabilization. A European country was regarded as economically 
backward if two criteria applied: average income amounted to 50% or 
less of the level of the developed countries; and the agrarian population 
constituted 50% or more of the total population.52 Consequently, Greece, 
Albania, Bulgaria, Portugal, Yugoslavia, Romania, Lithuania and Poland, 
can be said to have been economically backward at the time. 
 Economic backwardness was directly connected to social backward-
ness: all the above-mentioned countries had a high birth rate as well as a 
high death rate, and illiteracy among 7–10-year-old children exceeded 
20% (Appendix, Table 2). Social backwardness also meant that the popu-
lation and the political elite were less ready for changes, i.e. poorly pre-
pared to adapt to the new conditions that emerged after the World War. 
At the same time, stabilization was relatively easier to achieve in export-
oriented agrarian countries, in cases where stability had previously ex-
isted. In such situations, government policy was capable of exerting a 
relatively weak influence on the economy. 
 Participation in the war worsened the preconditions for currency stabi-
lization, as did considerable war damage. This was because in countries 
with substantial losses, their economies had been knocked off balance to 
a greater degree, while at the same time there was a shortage of resources 
for stabilization. War losses are taken into account as a negative factor in 
those cases where GDP per capita had dropped by 15% or more at the 
end of the war, compared to 1913 (Appendix, Table 3). 
 The need for the consolidation of the national economy is calculated as 
a negative factor in new independent countries, or in countries whose 
borders had been considerably changed, in cases where this altered their 
economic status. Table 1 was compiled on the basis of these negative fac-
tors. No attempt has been made to assess the weights of these negative 
factors separately. 

                                            
52 The developed countries of Europe were the United Kingdom, Switzerland, 

Belgium, the Netherlands, Germany, Denmark, Austria (the Austrian part of 
the Austro-Hungarian Empire), France and Sweden. In 1913, the average GDP 
per capita in these countries was 3,900 Geary-Khanis dollars (Appendix, Ta-
ble 1). Spain, Finland, Italy, Ireland, Czechoslovakia, Latvia and Estonia have 
been classified as the European countries of average development. 
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Table 1. Preconditions in European countries 

Country 
Participation 

in war 
War 

damage 
Backward-

ness 

Need for 
consolida-

tion 
Total 

Switzerland     0 
Sweden     0 
Netherlands      0 
Denmark     0 
Norway     0 
Spain     0 
United Kingdom x    1 
Finland x    1 
Italy x    1 
Greece x  x  2 
Belgium x x   2 
France x x   2 
Ireland x   x 2 
Bulgaria  x  x  2 
Albania x  x  2 
Portugal x  x  2 
Yugoslavia  x x x 3 
Germany x x  x 3 
Austria x x  x 3 
Czechoslovakia x x  x 3 
Romania x  x x 3 
Lithuania x  x x 3 
Hungary x x  x 3 
Soviet Russia x x x  3 
Latvia x x  x 3 
Estonia x x  x 3 
Poland x x x x 4 
 
Countries categorized in the most favourable grouping included Sweden, 
Denmark, the Netherlands, Switzerland, and Norway. The economic lev-
els enjoyed by these countries were high, and they did not participate in 
the war. Spain, which experienced economic growth during the world war, 
is also categorized with these countries. Poland appears to have been in 
the most serious set of circumstances, but Germany, Austria, Yugoslavia, 
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Czechoslovakia, Romania, Hungary, Lithuania, Soviet Russia and Estonia 
also found themselves in a complicated situation. The remainders of the 
countries are positioned between the two large groups. 
 The European countries can be divided into three groups when catego-
rized on the basis of a classification that hinges on the criterion of stabiliza-
tion. The first group stabilized their respective currencies at the pre-war 
rate, the second group at below pre-war parity, and the third group in-
cludes five Central and Eastern European countries whose currencies 
were ruined by hyperinflation. (Table 2). 

 
Table 2. Post-war stabilization of European currencies 

State 
Year of de facto (de jure) 

restoration of gold standard 
New parity compared to 

pre-war/established parity, %
At pre-war parity 

Albania 1922 100 
Lithuania 1922 100 
Sweden 1922 (1924) 100 
Netherlands 1924 100 
Switzerland 1924 100 
United Kingdom 1925 100 
Ireland 1925 100 
Norway 1925 (1928) 100 
Denmark 1926 100 

Below the pre-war/established parity 
Latvia 1921 0.8 
Estonia 1924 (1927) 1.1 
Romania 1927 (1929) 3.3 
Bulgaria 1924 (1928) 3.8 
Portugal 1929 (1931) 4.5 
Greece 1927 6.7 
Yugoslavia 1925 (1931) 9.0 
Finland 1923 (1925) 12.5 
Belgium 1926 14.3 
Czechoslovakia 1923 14.3 
France 1926 20.0 
Italy 1926 25.0 
Spain  floating exchange rate 
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State 
Year of de facto (de jure) 

restoration of gold standard 
New parity compared to 

pre-war/established parity, %
Hyperinflation 

Germany 1923 0.0000000001 
Poland 1926 0.000026 
Austria 1922 0.00007 
Hungary 1924 0.0069 
 

Sources: Ch. H. Feinstein; P. Temin; G. Toniolo. International Economic Or-
ganization: Banking, Finance, and Trade in Europe between the Wars – Banking, 
Currency and Finance in Europe between the Wars, p. 24; Memorandum on Cur-
rency and Central Banks 1913–1925. Volume 1, p. 8. The Course and Control of 
Inflation, p. 92–93; D. H. Aldcroft, S. Morewood. Economic Change in Eastern 
Europe since 1918, p. 40–41. Note: The table encompasses the period of de facto 
stabilization. Inflation stops and the exchange rate remains relatively stable, fluc-
tuation in relation to currencies on the gold standard does not exceed 5%. The 
time of the de jure stabilization is in brackets (transition to the gold standard). 
For new countries, parity is calculated from the originally established rate. Dif-
ferent sources present different percentages at times, but in the context of this 
treatment, these small deviations have no importance. 
 

Based on the figures in the Table 2, attention should be directed to the 
fact that all countries that were capable of restoring the earlier parity did 
so. Of the countries that introduced the gold standard at levels below that 
of their pre-war levels of parity, Italy managed to establish the highest 
rate, which was but 25% of what it had previously been. The remainder 
improvised at even lower levels. From a purely economic point of view, 
one would have expected these countries to have been positioned on the 
scale more evenly, with at least some of them weighing in at levels 
somewhere between 26% and 100% of pre-war parity. 
 Actually, there is nothing strange about this. Stabilization policy was 
not an intentional transition to a pre-selected exchange rate, but an effort 
to reach pre-war parity. Where attainment of parity was not possible, the 
result achieved was a matter of political improvisation and chance. Based 
on an analysis of the literature on stabilization, it can be said that Finland 
was the only country that chose a suitable parity below the pre-war one in 
a conscious fashion. 53 

                                            
53 Y. Blomstedt. Kansallis-Osakke-Pankin historia I 1889–1939. Helsinki, 1989, 

p. 288; T. Haavisto. Money and Economic Activity in Finland 1866–1985. 
Lund, 1992, pp. 22–23. 
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 The countries with the best preconditions (Switzerland, Sweden, Nor-
way, the Netherlands, and Denmark) stabilized their currencies at pre-war 
parity levels. Of the countries of the next group, the United Kingdom 
adopted the gold standard at pre-war parity. Finland and Italy stabilized at 
a level lower than they had been at prior to the war, but at a relatively 
high level of parity nonetheless. Even countries where preconditions can 
be regarded as satisfactory also stabilized below the pre-war parity. 
France and Belgium managed to attain a high level of parity. Albania and 
Ireland also achieved their previously established levels. On the other 
hand, countries with poor preconditions stabilized their currencies at a 
lower than average level and some of them could not keep from slipping 
into hyperinflation. Poland, which had very poor preconditions, was 
among the countries that were not up to the task of avoiding hyperinfla-
tion. 
 Because of the chaotic nature of the stabilization process, most of the 
exchange rates were out of balance from the beginning. The British 
pound sterling, which had constituted the foundation of the pre-war 
global financial system, was greatly overvalued. Of the more important 
currencies, the French franc was undervalued. 
 
 
Institutions that Influenced the Economic Policy of Estonia 
 
In May of 1917, while Estonia was still a constituent part of Russia, elec-
tions to a Provincial Assembly were held. On November 15, 1917, the 
Provincial Assembly declared itself to be the supreme authority in Esto-
nia. 
 The Provisional Government of Estonia was formed on February 24, 
1918. This was immediately followed by German occupation. Following 
the collapse of Germany in November 1918, the Provisional Government 
once again assumed power. The Provisional Government resigned after 
the Constituent Assembly elections. The Constituent Assembly was 
elected during April 5–7 by secret ballot in general, direct, and uniform 
elections. It consisted of 120 members. The mandate of the Constituent 
Assembly was derived from the temporary Constitution of the Republic 
of Estonia. According to the 1920 Constitution, Estonia was a parliamen-
tary republic without a head of state. The tasks of the head of state were 
performed by the Prime Minister, whose title included the phrase “Head 
of State”. The one-chamber parliament (Riigikogu) was elected by secret 
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ballot in general, direct and uniform elections for a period of three years. 
Until 1926, there was no minimum threshold limit for election to the par-
liament. The results of the general elections are shown in Table 3. The 
first Riigikogu was elected in November 1920, the second Riigikogu in 
May 1923. 
 
Table 3. Distribution of Seats in Parliament in Estonia 1919–1924 

Party 
Constitutional 

Assembly 
I 

Riigikogu 
II 

Riigikogu 
Farmers’ Party (FP) 8 21 23 
People’s Party (PP) 25 10 8 
Labour Party (LP) 30 21 12 
Social Democrats (SD) 40 17 15 
Socialists (S) 7 11 5 
Communists and 
their followers (C) 

- 5 10 

Christian People’s Party (CPP) 5 8 8 
Baltic German Party (BGP)  4 4 3 
Homesteaders’ Party (HP)  - - 4 
Landlords (L) - - 2 
National Liberal Party (NLP) - - 4 
Union of the Russian People 
(URP) 

1 2 4 

Others (O) - 1 2 
Total 120 100 100 
 
Source: Eesti ajalugu. Vol. VI. Ed. A. Pajur, T. Tannberg, S. Vahtre. Tartu, 
2005, p. 70. 
 
Although its program described the Farmers’ Party as the representative 
body of wealthier farmers, by 1925, the Farmers’ Party also revealed its 
ambition to become a more broadly-based right-wing bourgeois party. 
The People’s Party was a moderate right-wing party, which relied primar-
ily on the urban middle class and the intellectual elite. The Left-Centrist 
Labour Party primarily represented the interests of the lower middle 
class, and – at least at the outset – the newly landed farmers. The Social 
Democrats expressed the views of urban and agrarian workers. The Left-
Wing Socialists and Communists represented the poorer and more radical 
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urban working class. The Communists were also Moscow-oriented. The 
Communists wielded considerable influence due to the support they re-
ceived from Russia. They were underrepresented in the Parliament in 
terms of their actual popularity among the people.54 The Christian Peo-
ple’s Party was a conservative party, differing from the People’s Party on 
the basis of their more religious ideology. The Baltic-German Party and 
the Union of the Russian People represented the ethnic interests of Baltic 
Germans and Russians resident in Estonia. The Party of Landlords was a 
party of well-to-do city dwellers. The Homesteaders’ Party, formed in 
1922, started to represent the interests of the “new farmers”, who 
emerged because of the Land Reform. In 1923, the Christian People’s 
Party, the People’s Party, the Party of the Landlords and the National 
Liberal Party formed a block in the parliament called the Democratic Un-
ion. 
 The Government of the Republic, which was formed and dismissed 
by the Riigikogu, exercised executive power. The Government had to 
enjoy the trust of the Riigikogu. When a motion of no confidence was 
passed in the Riigikogu, either the entire Government or some members 
of it had to resign immediately. This was a simple procedure. Each 
party could take the floor with an extraordinary motion outside the 
agenda. This discussion ended with a simple transitional wording or a 
motivated transitional wording. If the latter denounced the Government 
or the activities of a Minister, it amounted to a vote of no confidence 
and the Government or the Minister in question had to resign. Since 
Parliament had strong control of the Government, and as the Parliament 
itself was fragmented due to a lack of a minimum electoral threshold, 
Estonian governments tended to remain in power for short terms only 
(Table 4). 

                                            
54 In the 1923 parliamentary elections the list of Communist candidates was not 

registered, which is why they had to come out with a shadow list. By way of 
comparison, in the 1923 local government elections, the candidates of the 
Workers’ United Front (Communists) won 33.2% of the votes in Tallinn and 
30.1% in Narva. (A. Ruusmann. Eesti Vabariik 1920–1940, p. 31.) 
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Table 4. Governments of the Republic of Estonia 1919–1924 
Head of State 

(Prime Minister) 
Coalition 

Minister of 
Finance 

In Power 

K. Päts (FU) 
FU; PP; LP; 

SD 
J. Kukk (LP) 2.24.1918–11.27.1918 

K. Päts (FU) 
FU; PP; LP; 

SD 
J. Kukk (LP) 11.27.1918–5.9.1919 

O. Strandman (LP) LP; PP; SD J. Kukk (LP) 5.9.1919–11.18.1919 
J. Tõnisson (PP) PP; LP; SD J. Kukk (LP) 11.18.1919–7.28.1920 
A. Birk (PP) PP; LP; CPP T. Vares (FU) 7.28.1920–7.30.1920 
J. Tõnisson (PP) PP T. Vares (FU) 7.30.1920–10.26.1920 
A. Piip (LP) LP K. Baars (LP) 10.26.1920–1.25.1921 

K. Päts (FU) 
FU; LP; 

CPP 
G. Westel (FU) 1.25.1921–11.21.1922 

J. Kukk (LP) LP; FU G. Westel (FU) 11.21.1922–8.2.1923 

K. Päts (FU) 
FU; PP; LP; 
CPP; NLP 

G. Westel (FU) 8.2.1923–3.26.1924 

Fr. Akel (CPP) CPP; LP; PP 
O. Strandman 

(LP) 
3.26.1924–12.16.1924 

 

Source: Eesti iseseisvus ja selle häving. Ed. M. Laar, U. Vent. Tallinn, 2000, 
p. 58–59. 
 
Although the Constitution of Estonia tilted the balance of power towards 
the legislative branch, the people who made key economic decisions were 
not very dependent on the will of the Parliament. This was particularly 
the case after the end of 1920, when a government formed by Konstantin 
Päts came to power. The Committee of Monetary Affairs of the Riigikogu 
did not discuss important questions. The Päts government, in which 
Georg Westel was the Minister of Finance and Karl Ipsberg the Minister 
of Trade and Industry, was in power from January 1921 to October 1922, 
when two of the three coalition Labour Party Ministers resigned. In the 
following government led by Labour Party member Juhan Kukk, seven of 
the Ministers of the previous government remained in their earlier posi-
tions (including Georg Westel). Since elections to the second Riigikogu 
were already held in May 1923, Kukk’s government was in power for 
only a short time and it accomplished little. Formally, Kukk’s govern-
ment was in power until August 2, 1923, but the end of this period coin-
cided with the longest government crisis in Estonia. The Government had 
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already submitted its resignation on June 1. Kukk had to be aware that, 
due to the election results, he was unlikely to continue as the leader of the 
government. At the same time it seemed very likely that Westel would 
continue as the Minister of Finance. From the perspective of the Gov-
ernment and the Riigikogu, Konstantin Päts and Georg Westel as well as 
some other politicians belonging to the ‘inner sanctum’ of the Farmers’ 
Party were the most important figures to shape economic policy from the 
end of 1920 to March 1924. 
 One unique institution that had a role in shaping the economic policy 
of Estonia was the State Economic Council, formed in September 1919. 
It would be hard to find any analogues to this council in the democratic 
countries of the 20th century. Later, Konstantin Päts described the tasks of 
the State Economic Council as similar to those of the State Council of 
Tsarist Russia.55 In any event, this structure, which got to work at an in-
tensive pace in October 1919, was one that had considerable authority. 
The State Economic Council could make proposals to the government or 
directly to a Minister. If the Minister disagreed with the proposal, the 
Government discussed the problem and, if the proposal was rejected, sent 
it back with explanations to the Economic Council for review. Proposals 
were not enforced only if the Government also failed to approve the sub-
sequent revised proposal of the Economic Council. The voting members 
of the State Economic Council consisted of representatives of Ministries 
and the State Audit Office, 19 members of the Parliament as well as 12 
representatives of industrial, trade, agricultural, and banking organiza-
tions, who were non-voting members.56 Although the State Economic 
Council could make proposals to a Minister or the Government, it had no 
mandate to enforce any decisions of its own volition. The Council had 
the role of an advisor, albeit an influential and favoured one. Council 
members provided new ideas and helped form opinions, but were not 
                                            
55 Minutes of the State Economic Council meeting February 3, 1921. ERA, 

f. 990, n. 1, s. 30, l. 3. The Russian State Council was founded in 1810, con-
sisted of members appointed by the Tsar, and had an advisory role in drafting 
legislation. Following the 1905–1906 reform, the State Council became the 
second chamber of the Parliament, to which some members were elected. How 
it differed from the Estonian State Economic Council is evident. It is not 
known why Konstantin Päts compared these councils, nor is it known whether 
he intended that the State Economic Council should become the second cham-
ber of the Estonian Riigikogu. 

56 Riigi Teataja 1919, 67, pp. 529–530. 
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responsible for the soundness of such ideas. The State Economic Council 
became the representative of business circles, with Madis Jaakson, the 
business partner of Päts and Westel, as an opinion leader. 
 The Provisional Government approved the statutes of the Bank of Es-
tonia on February 24, 1919. These were based on the example of the stat-
utes of the German National Bank and the Bank of France.57 On March 7, 
the Provisional Government decided to form a three-member committee 
(Eduard Aule, Mihkel Pung, Johan Sihver) for preparatory work and bank 
management until the full council could be convened; to assign 10 mil-
lion marks from the State Treasury as the fixed capital of the Bank of 
Estonia; and to authorize the temporary board to organize the sale of 
shares to private persons and companies.58 Pursuant to the statutes, the 
Central Bank had to be a joint stock bank, with its most important tasks, 
according to section 1, being the organization of the movement of money, 
efficient investment of capital in Estonia, and the facilitation of payment 
transactions both in Estonia and abroad. The fixed capital of the bank 
consisted of 4,000 shares, at 2,500 marks per share. According to para-
graph 11 of the statutes, the bank could also execute the following opera-
tions: 1) buy and sell gold, silver and other valuable metals; 2) discount 
bills of credit and government bonds and debts of local government 
agencies and also buy and sell them, but not at a longer term than six 
months; 3) buy and sell foreign currency, promissory notes and checks; 
and 4) grant fixed-term loans for a maximum life of six months. The stat-
utes of the Bank of Estonia also provided that the banknotes it issued 
were to be secured by reserves of gold and other metals held by the Cen-
tral Bank, at a rate of 1 mark to 0.2903225 grams of fine gold (the gold 
franc parity), government securities, bonds, discounted promissory notes 
and other valuables.59 In other words: according to its statutes, the Bank 
of Estonia was an issue bank, which had the right to conduct more or less 
all the operations of commercial short-term credit banks. Since the sale of 
the shares of the Central Bank on the domestic market and abroad failed, 
the whole issue of shares remained in possession of the government. 
 The first management board of the bank was the aforementioned three-
member committee, which had to act under the direct control of the Min-
istry of Finance until the full board of the bank was convened. In March 

                                            
57 Juhan Kukk. Kui Eesti Pangale alus pandi, pp. 11–12. 
58 Valitsusasutiste tegevus 1918–1934. Tallinn, 1934, p. 301. 
59 Riigi Teataja 1919, 28/29, pp. 221–225. 
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1921, the Bank of Estonia was granted the right to issue currency, but it 
had to ask permission from the government for each issue. By the begin-
ning of April 1921, the government had increased the original fixed capi-
tal of the Bank of Estonia (10 million marks) to 250 million marks 
(10,000 shares at 25,000 marks per share). The statutes of the bank were 
supplemented with the clause that in the future, the Full Board would 
have the authority to “confirm the board members appointed by share-
holders, as well as to elect the members of the Board and their substi-
tutes”.60 For the sake of clarity, it should be added that the phrase “Full 
Board” meant the Government. Based on an amendment to the statutes of 
the Bank of Estonia dating back to 1921, all the members of the Man-
agement Board and Supervisory Board were appointed by the Govern-
ment. The Minister of Finance proposed nominees for these positions.61 
As a result, the policy of the Bank of Estonia was under the direct control 
of Minister of Finance Westel, and consequently, most probably also 
Konstantin Päts. Representatives of business circles became the members 
of the Board. On the basis of this amendment to the statutes, the Bank of 
Estonia now also gained the exclusive right to issue banknotes – some-
thing that had to be done under the direct supervision of the Ministry of 
Finance and the State Audit Office.62 With the adoption of a directive in 
1922, the earlier gold clause in the statutes was changed and the Bank of 
Estonia could issue an unlimited number of banknotes.63 Since several 
provisions of the statutes of the Bank of Estonia differed from the real 
life situation, many established aims could not be accomplished. Later 
this facilitated the violation of certain banking-related laws that could 
have actually been enforced. 

                                            
60 Riigi Teataja 1921, 25, p. 150. 
61 V. Poom. Märkmeid Eesti Panga saamisest ja kümneaastasest tegevusest, 

p. 31. 
62 Riigi Teataja 1921, 25, p. 150. 
63 Juhan Kukk. Kui Eesti Pangale alus pandi, p. 14. 



 

 

 
 
 
 
 

CHAPTER II – THE WAR OF INDEPENDENCE 
 
 

Seizure of Power. Financial chaos. Scrip 
 
Under the conditions set out by the Armistice concluded between the Al-
lies and Germany on November 11, 1918, Germany was obligated to re-
move its occupation forces from Estonia. The German military was obli-
gated to stay as long as it took for Estonia to get organized in political, 
economic and military terms. The occupation forces were to hand control 
over to the Provisional Government, while continuing to protect the bor-
ders from the Bolsheviks, who had come to power in Russia a year ear-
lier. What actually transpired was that the revolution that broke out in 
Germany on November 9 struck a chord in the German troops located in 
Estonia, and they departed of their own volition. On November 19, 1918, 
German and Estonian representatives signed an agreement for the transfer 
of state authority. On the same day, the Provisional Government adopted 
temporary administrative edicts giving force to the laws that had been in 
effect in Estonia’s area of jurisdiction until October 24, 1917, as well as 
the laws and regulations adopted by the German authorities after October 
24, except for such as had been changed through acts passed by the insti-
tutions of the Republic of Estonia.1 
 The actual transfer of power did not go smoothly, especially in south-
ern Estonia, where several groups vied for dominance. Some parishes had 
three heads of three competing administrations all at the same time – the 
Tsarist leader, one appointed by the Kerensky Government, and one ap-
pointed by the German occupation forces. The situation was made even 
more difficult as a consequence of the subversive activities of the Com-
munists, who had started to infiltrate Estonia from Soviet Russia in late 
October and which the Government was not effectively able to prevent. 
 Even before all German troops had left Estonia, Soviet Russian troops 
started their invasion from the east, which precipitated the Estonian War 
                                            
1 Riigi Teataja 1918, 1, pp. 5–7. 
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of Independence. It needs to be added, however, that the very first Rus-
sian troops who arrived in Estonia were members of the White Army. 
This was a result of the conquest of the city of Pskov, which had been 
held by the German Army and was where the Russian Northern Corps 
had been formed. The Corps withdrew into Estonia, acted in an unre-
strained way, and defied the orders of Estonian officials. On November 
29 the Bolsheviks captured the Estonian city of Narva. On the same day, 
the Estonian Workers’ Commune (a puppet state controlled by Soviet 
Russia) was proclaimed there. The subsequent invasion by the Russian 
Red Army was initially successful, because Estonia’s units were small 
and consisted largely of schoolboys. Estonia began to immediately create 
her own armed forces. The first armoured train left for the front on No-
vember 30. The Headquarters component of Estonia’s Defence Forces 
was established on December 14. On December 23, Colonel Johan Lai-
doner was appointed the Commander-in-Chief of the Defence Forces. A 
British fleet arrived in Tallinn during mid-December. Contingents of vol-
unteers arrived from Finland and later from Sweden and Denmark as 
well. On January 7, 1919, when half of Estonia’s territory was already 
under the control of the enemy, Estonian troops launched a counterattack. 
 The economy, which should have provided the material basis for mili-
tary operations, was ruined, and the Treasury was penniless. Production 
of grain in 1918 was approximately one-third lower than needed, and 
only half of the meat required was being produced. The only thing that 
there was a surplus of was potatoes. At the end of 1918, there were only 
enough foodstuffs in Tallinn to last for three days.2 The urban population 
and the military were threatened with hunger and the greatest concern of 
the government, besides securing its grip on power, was the issue of how 
to secure provisions. Announcements in the newspapers of November 14 
included an appeal for farmers to provide grain to the state. The price 
offered was considerably lower than the market price. Because of this, 
but also due to the confused situation, the response of the farmers 
amounted to failure.3 On November 19, the Ministry of Foodstuffs issued 
a number of regulations, which allowed milk, other dairy products, eggs 
and meat to be freely sold, but prohibited their export. Production of 
cheese was totally forbidden and sausages were only permitted to be 
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made from horsemeat. The regulations of the German occupation period, 
which prohibited the sale of other foodstuffs and grain, remained in force. 
The same day the government carried out a requisition of large bakeries 
and the central dairy.4 
 Since farmers had balked at supplying grain on a voluntary basis, ex-
propriations were carried out. Since it was evident by now that domestic 
grain could only partially and temporarily satisfy the needs of people and 
the military, the government took measures to acquire additional food 
from England.5 In January, the Ministry of Foodstuffs decreased the 
bread ration in Tallinn from 200 grams to 140 grams. In addition, the 
quality of the bread supplied to the cities and front-line troops dropped. 
There was no alternative to the continuation of expropriation of grain. 
 Ability to provide the population with food improved after February 9, 
when the first consignment of foreign grain – 550 tons of wheat – arrived 
in Tallinn. Until the end of May 1919, a total of 9,225 tons of grain for 
bread, flour, and oatmeal were transported to Estonia, from England and 
through the offices of the American Relief Administration (ARA). In ad-
dition to the grain, herring, beans, salt, meat preserves, rice, and other 
foodstuffs were also imported.6 The supplies, worth 2.7 million dollars, 
were bought on credit.7 
 At the beginning of 1919, a breakthrough had also taken place in the 
war. By mid-February, the enemy had been driven out of Estonia. In 
May, the Estonian Army made an advance, alongside units of Russian 
volunteers, and operations were carried to the territory of Russia. To the 
south, northern Latvia was liberated from Bolshevik occupation. Estonian 
units also simultaneously fought the Baltic Landeswehr and the Iron Di-
vision led by Graf Rüdiger von der Goltz, who had overthrown the Lat-
vian government and wanted to establish a Baltic Duchy. The Estonian 
advance began on June 22, and after violent battles, the Baltic Lan-
deswehr was driven to retreat. After the risk from the south had been 
eliminated, the fighting focused once again on the eastern front. 
 In May 1919, the American Red Cross (ARC) began its activities in 
Estonia. Through the efforts of the ARC, donations of humanitarian and 
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medicinal aid reached Estonia. There are records of twenty small aid 
shipments sent to Estonia before June 1920, containing food, clothing 
and medicine. Financial support was also provided to the Estonian Red 
Cross.8 
 The domestic political situation remained tense. The second half of 
April, when the Bolsheviks were demagogically propagating an end to 
fighting, was extremely difficult. Five months of winter war on an ex-
tended front had exhausted the soldiers, and the ever-falling exchange 
rate was accompanied by several workers’ strikes, which the Bolsheviks 
tried to escalate into a general strike. Of these, the printer’s strike of May 
2 was the most dangerous. No newspapers were published, and the print-
ing of money also came to a halt.9 

 A solution to the food problem, which also helped to alleviate domes-
tic political tensions, came from another source. After the war, the US got 
rid of its warehouses in Europe. In May, negotiations started with the rep-
resentatives of the US about buying goods from the wartime stocks stored 
in France. By June 9, the first large shipment arrived in Estonia as a loan 
from the US government. The first portion of the payment was due in 
three and the last in five years, at an interest rate of 5 percent a year. Half 
the consignment included foodstuffs (flour, grain, meat, potatoes and 
dried vegetables, preserves, marmalade, rice), and the other half was 
made up of consumables (cloth, clothing, footwear, medicaments, to-
bacco, tools), machines (cars, electrical equipment) and railway materials 
(rails, tools and equipment). The second shipment arrived on June 25, and 
the third on August 7. The goods were delivered as a collection of items 
to be bought together, without the option to reject part of the items.10 To-
gether with later consignments, in 1919–1920, the goods were bought 
through the Revalis company on credit for a total of 12.2 million dol-
lars.11 This was a very large amount by Estonian standards of the time. In 
a situation where the Army was half-starved and half-clothed and people 
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were starving, these hundreds of tons of flour and pork fat, tens of thou-
sands of uniforms and pairs of boots, medicine and other supplies defi-
nitely had a very encouraging effect and gave a boost to the reputation of 
the authorities. Without this, according to General Laidoner, the military 
would have collapsed.12 
 England also provided a loan, which was furnished mainly in the form 
of goods. In 1919–20, the State Trade Agency bought flour made from 
wheat, rye and oats, sugar, wheat, oats, cloth and boots from the British 
government for 310,000 pounds sterling, to supply the defence forces and 
partially to supply the citizens. Of that sum, 120,000 pounds sterling was 
repaid outright, mainly with sums received for the sale of flax. The Gov-
ernment issued a treasury bill for the outstanding part of the debt. The 
British government also provided Estonia with military equipment worth 
920,000 pounds sterling on credit.13 
 The harvest in the autumn of 1919 was the first after several years that 
remained in Estonia. Ability to keep the people supplied with foodstuffs 
improved. The area sown with the most important crops – winter rye, oats 
and barley – was still about 10% smaller than in 1913, and the yields 
were proportionately even smaller. In 1919, the total yield of flax, which 
was extremely valuable on foreign markets, was nearly three times 
smaller than it had been at the beginning of the century.14 The total yield 
of the potato crop was approximately half the size of the annual average 
during the period 1910–14.15 Yet there was no need to import food grain 
in large quantities. In addition, local animal husbandry was adequate to 
cover the domestic need. This was important because without a loan, Es-
tonia would not have been capable of buying additional foodstuffs. Fi-
nances were in utter chaos and the Treasury remained empty. Although 
the Germans were obligated to return the monies of the state and the local 
governments, pursuant to the agreement on transfer of state authority, 
they did not fulfil their obligations. Instead, the Germans treated the 
money they had issued in Estonia as a loan and actually maintained that 
Estonian institutions owed them these sums. Still, on December 1, the 
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Germans provided 938,000 Duma roubles to the Provisional Government 
as a loan at 5% interest for one year.16 It was said that the Minister of Fi-
nance of the Provisional Government could fit the holdings of the Treas-
ury into his pocket, and this would truly have been the case, had he con-
verted the money into dollars or sterling. 
 In any event, there was enough paper money on hand for the popula-
tion. During World War I Russia had compensated for its increasing ex-
penditures simply by issuing additional banknotes.17 The Provisional 
Government of Russia continued printing Tsarist roubles, and introduced 
so-called Duma roubles and “kerenskis” into circulation in 20- and 40-
rouble denominations. All these roubles remained in circulation even af-
ter the October Revolution. In addition to the aforementioned notes, the 
Bolshevist Council of People’s Commissaries allowed several forms of 
bonds and securities to be used as paper money at the beginning of 1918. 
This had an effect on the value of the rouble. The Tsarist government had 
abandoned the gold standard after the beginning of war, but established a 
mandatory rate of exchange, which had little in common with the actual 
value of the rouble. Before the Tsar was overthrown, the rouble had been 
fluctuating in the range of 50 to 60% of its pre-war value. After the Feb-
ruary Revolution, the decrease in the value of the rouble accelerated, with 
a rapid decline beginning in the summer. In April the asking price for a 
British pound in St. Petersburg was 16 roubles, but by September the rate 
had risen to 32 roubles. During the Russian Revolution in October the 
rate was fixed at 38 roubles and it reached the level of 150 roubles to the 
pound at the end of 1918.18 
 In regions occupied by the Germans, reichsmarks as well as the rou-
bles and marks of the German Credit Bank East were all emitted at the 
same time. Since German Credit Bank East roubles were later exchanged 
against reichsmarks at a rate of 1 rouble to 2 marks, they were regarded 
as mark equivalents that people had to accept during the German occupa-
tion. The German authorities established an exchange rate of one Russian 

                                            
16 Minutes of the Provisional Government meeting of December 2, 1918. ERA, 

f. 2124, n. 1, f. 669, unpaginated. 
17 M. L. Jacobson. The Soviet gold reserve (1921–1923). – Russian Gold. 

A Collection of Articles, Newspaper Editorials and Reports, and Statistical 
Data Regarding the Russian Gold Reserve and Shipments of Soviet Gold. New 
York, 1928, p. 26. 

18 P. Einzig. The History of Foreign Exchange. London, 1962, p. 249. 



THE WAR OF INDEPENDENCE 

 

73 

rouble to 1.5 marks. According to a regulation of July 20, 1918, it was 
not obligatory to accept Russian money in the occupied territories, but in 
everyday transactions, the rouble was equal to the mark.19 The Tsarist 
roubles were in fact popularly regarded as the most valuable of the vari-
ous currencies. 
 Food prices surged, and there was an extreme shortage of consumer 
goods in the cities. By the time the Provisional Government took over, 
people had accumulated large amounts of Russian and German bank-
notes, and this applied above all to those who lived in the countryside. 
These colourful batches of paper were inconvenient to use for the settle-
ment of accounts. 
 The regulations of the German occupation authorities that validated the 
use of marks were left in force as part of the temporary administrative 
acts of the Provisional Government on November 19. The first govern-
ment resolution affirming and detailing the validity of the German occu-
pation-era mark was adopted on November 28, as part of measures for 
the collection of taxes. Outstanding taxes were calculated in Russian 
Tsarist roubles, with German and Eastern loan marks also accepted as 
legal tender at a rate of one rouble to 1.5 marks. The Eastern loan rouble 
was valued at two marks, the Duma rouble at 1.25 marks and the “keren-
ski”  rouble at one mark. Taxes could be paid in any of these currencies.20 
 In Narva, the town occupied by the Red Army on November 29, the 
Soviet Russian rouble was established as the currency and Tsarist, Duma 
and Kerensky roubles were all assessed as being equal in value, while the 
German mark was assigned a value equal to 50 kopecks. This meant that 
in the territory controlled by the Bolsheviks, Russian currency was as-
signed a value twice as high as the rate that was prevalent in the parts of 
Estonia under Estonian control. 21 Large amounts of counterfeit and ques-
tionable money were also in circulation. Russian officers were reported to 
have had money in rolls, from which they cut ‘kerenskis’ with a knife.22 
In a situation where the location of the front tended to change frequently, 
differences in the valuation of money and the spread of counterfeit bills 
caused difficulties. 
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 On December 14, the Provisional Government issued a regulation 
whereby the Finnish mark was also declared to be legal tender in the ter-
ritory of the Republic of Estonia, equal in value to one Eastern mark or 
fifty Eastern kopecks.23 From then on, the currencies of three countries 
were legally in use within Estonia’s borders, each with a somewhat dif-
ferent status. 
 Despite these measures, there was not enough money in the state cof-
fers to cover the most essential expenses of the Armed Forces, the local 
authorities, schools, and the government apparatus. When the govern-
ment emerged from hiding, initial expenses were covered by loans pro-
vided by firms and individuals, amounting to 1.4 million marks during 
October, November, and December 1918. The government also got con-
tributions from the citizens – rings, brooches, bracelets, watches, etc.24 
The Provisional Government asked for loans from abroad, but remained 
empty-handed. One way or another, ready cash was needed immediately. 
 On November 19, Minister of Finance Juhan Kukk submitted a plan to 
the Government for issuing Treasury notes at an interest rate of 5 percent. 
The plan envisioned selling the notes to banks, private persons and com-
panies. The securities were to be printed in Finland and the minister 
hoped to receive them soon.25 
 On November 22, the Minister of Finance presented his plan to the 
Provincial Assembly. The Assembly decided to establish a committee 
formed of representatives of various parties, to discuss the merits of the 
proposal.26 On November 23, when the draft was discussed for the second 
time – now within the Provincial Assembly – Jaan Tõnisson proposed the 
alternative idea of issuing a national currency with support from the 
banks. The same idea had been considered during the committee meeting, 
but was not regarded as feasible for the time being. The Minister of Fi-
nance was also afraid that the people would not trust the national cur-
rency during an unstable period. Tõnisson’s proposal was not initially 
acted upon. The Provincial Assembly decided to implement the plan of 
the Minister of Finance: to grant permission to the Ministry of Finance to 
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issue short-term bonds of the Republic of Estonia in the sum of 30–50 
million marks, at an interest rate of 5 percent, as a domestic loan. The 
repurchase deadlines were May 1, June 1, and July 1, 1919. The obliga-
tions were denominated in German Eastern marks.27 Estonia’s future cur-
rency was thereby pegged to the Eastern mark. Since Eastern marks were 
no longer being issued, this paradoxically proved to be the securest 
monetary unit of all. 
 On November 25, the representative of the banks of Tallinn informed 
the Cabinet that all the banks in Tallinn were ready to grant credit to the 
Provisional Government. He added that the banks were short of money, 
and suggested going public with an announcement to the people, telling 
them to subscribe to the loan even before the Treasury notes were 
printed.28 The government announcement started dramatically: “For war 
we need money, money and more money. We need to buy weapons from 
foreign countries, buy provisions, and pay our soldiers.”29 
 Taking into consideration the large amount of banknotes in the hands 
of the population, prospects for success were good. Still, people probably 
still had fresh memories of earlier public loans carried out by various 
Russian governments that had gone unpaid. The fact that Bolshevist 
troops were gaining ground did little to increase their trust. Just as the 
first call to arms had not gone well, the lukewarm reaction to this proba-
bly reflected the general scepticism of the people towards the prospects 
of sustained independence. More precisely, this went to show how politi-
cians had overestimated the faith of the people. By January 16, 1919, 
only 8.9 million marks had been paid.30 The campaign might have been 
more successful, had the Government been able to provide promissory 
notes in return for Russian and German money. Since these were not 
ready yet, people’s orders were registered, for which money was taken. 
The people regarded the procedure almost as if it had been a contribution. 
Viewed from such a perspective, the result was not bad. 
 At the Government meeting of January 7, the Minister of Finance pre-
sented a report in which he noted that the situation demanded extraordi-
nary measures. Getting new loans from Finland was hopeless, because 
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the Finnish banks were devoid of resources, just as the Estonian ones 
were. The Minister of Finance made a proposal to take the same Treasury 
notes, which “like money, are difficult to forge”, into use as money.31 
The situation called for improvisation, and this solution must have been a 
reasonably obvious one. It is not known who specifically came up with 
the idea – the Minister of Finance, the bankers, or someone else. On 
January 15, at a joint meeting of the Government and the Board of the 
Provincial Assembly, the Minister of Finance reported that it would take 
time to prepare for the issuance of the national currency, but that in the 
meantime the Ministry intended to put domestic loan notes to use as pro-
visional money.32 
 In mid-January, the securities that had been given the function of 
money were not even on hand in the Central Bank. The first consignment 
of freshly printed promissory notes did not arrive in Tallinn from Hel-
sinki until the evening of January 21.33 On January 23, a clarifying an-
nouncement was made by the Minister of Finance, which declared prom-
issory notes in the denominations of 50, 100, 200, 500 and 1,000 marks 
to be legal means of payment. In addition, the sale and exchange of bonds 
for Russian currency was stopped. The sale of 5,000 and 10,000-mark 
bonds would be allowed to continue, but only in exchange for the Ger-
man and Finnish currencies.34 Consequently the smaller bonds had been 
declared to be means of payment, while the larger ones continued to be 
used as instruments of debt. Through this move, the status of the Russian 
currencies had also been lowered. 
 The bonds that were put into use as money (16.5 million marks of 
which were already circulating by February 1) were considered to be 
emergency money, both by the state authorities and the people. They 
were fairly shoddy in appearance. Foreigners dubbed them to be “free 
country”, while Estonians gave them nicknames after Kukk and Päts. 
Tsarist roubles from Russia were still the most valued means of payment 
in Estonia. The Finnish volunteers who fought in the Estonian War of 
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Independence were paid part of their salary in promissory notes, which 
were not valued in Finland. The Estonian Embassy was obligated to ac-
cept them in exchange for cash money.35 In Estonia they continued to 
retain their function. The fact that they were valued as much as they were 
at a time when they had no real cover demonstrated the people’s trust in 
their state. 
 
 
Emission of Legal Tender and the Search for Loans 
 
By the 9th of December, the idea of creating a national currency had re-
ceived final approval from the Government. It is not known what caused 
the change of mind. It was decided that treasury notes worth 5, 10, 20 and 
50 pennies and 1, 3, 5, 10, 50, 100 and 500 marks would be issued. The 
scope of each issue had to be determined by the Provisional Government. 
In addition, the relation of the Estonian currency was set to the currencies 
that were currently circulating. One Estonian treasury note would be 
equal to one Eastern mark, or fifty Eastern kopecks and one German 
mark. As Estonia had no gold reserves for securing the issue of money, 
the Provisional Government stipulated that “the Republic of Estonia shall 
be responsible for the treasury notes with all its assets and earnings.”36 
 Opinion pieces regarding the exchange rate of the future Estonian 
mark appeared in the newspapers, and discussions were conducted on the 
possible currencies to which it could be pegged. The favourites were the 
German and Finnish marks. The exchange rate chosen did not have a 
substantive monetary political meaning, and primarily provided a guide-
line for people on what to do with the currency that was in use so far. The 
rate of the Estonian mark was actually totally dependent on the number of 
banknotes issued, and on the trust that people would place in it. 
 It was in this manner that the name of the first national currency of 
Estonia was determined, through a government decision of December 9. 
No discussions were held regarding the name of the currency in the Pro-
vincial Assembly or the Ministry of Finance, since there was no time for 
debate. Use of the term “mark” was natural under the circumstances. Is-
suing a monetary unit of another name could have halted the sales of the 
bonds, which were slow anyway, and created even more confusion. 
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 Printing of currency did not start until March 1919.37 On February 21, 
the Government decided that the volume of currency to be issued would 
be 145 million marks.38 On April 9, the first three million Estonian marks 
in three-mark notes were put into circulation. The emission progressed 
quickly, and by mid-April about 80 million marks had been issued in pa-
per money. It was hoped that the future national bank would be able to 
secure the 145 million marks, either in gold or through a foreign loan 
made on the basis of a viable currency.39 
 Since the military situation had noticeably improved, and after the 
Finnish-printed money had reached all corners of the country, the Provi-
sional Government was able to issue an edict on May 2, in which it de-
clared that the Estonian mark was the sole form of legal tender, issued in 
the form of both the treasury notes of the Republic of Estonia as well as 
the bonds of the Republic of Estonia that had been declared to be usable 
as money. There was an exception to this rule, in that change would con-
tinue to be accepted in German or Russian currency (that is to say sums 
of less than 1 rouble or 1 mark). In addition, the mandatory exchange 
rates for the Finnish, German and Russian currencies were cancelled. 
Those who wanted to exchange these currencies at the earlier fixed rate 
had until May 20 to do so. The regulations issued by the German military 
authorities in 1918 concerning tax measures were annulled.40 This marked 
the end of the first stage of developing the national financial system. 
 The value of Estonian money was not perceived as being particularly 
high. This applied to both scrip and true currency. The average Estonian 
citizen barely used the Estonian mark as a means of payment during the 
first years of independence. Tsarist roubles and occasionally German 
marks were preferred for savings purposes. Estonian farmers as well as 
stock market speculators were willing, at times, to pay three times more 
(and even more than that) for Tsarist paper roubles in comparison to the 
Estonian mark, which was an offspring of the German Eastern mark. This 
situation continued until the stabilization of the Estonian mark, which 
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was directly dependent on the guarantee fund, the creation of which 
would take a lot of time, since the Government was dependent on domes-
tic resources. That is the reason why politicians continued to entertain 
considerable hopes in regard to the prospects of getting foreign loans. 
What they specifically needed was money, not credit that was provided in 
goods. 
 The Provisional Government’s declaration of November 27 noted that 
urgent measures had to be taken to cover expenses. The Provisional Gov-
ernment promised to take steps to get financial aid from abroad, and “to 
act with the aim of laying a solid foundation for the Estonian currency 
and the national bank”.41 The odds of receiving a large and long-term 
loan were very poor, due to the confused political situation. In retrospect, 
it appears that that the Estonian politicians of the time failed to compre-
hend this. During a visit to Sweden at the end of 1918 and the beginning 
of 1919, Otto Strandman, the Minister of Agriculture in the Provisional 
Government (replacing Jaan Poska who had been sent to the Peace Con-
ference), had Ferdinand Kull and Joseph Goldarbeiter of the special dele-
gation of Estonia sound out the Consul of England in Stockholm. The 
British had acted in a reserved manner and asked for securities. Strand-
man thought that “if Sweden now sided [with Estonia], we would get the 
money from the British”.42 In late November and early December, the 
Ambassador of Estonia in London Ants Piip was also still quite optimistic, 
thinking that the English were “not indifferent” to the idea of the loan.43 
 The Minister of Foreign Affairs Jaan Poska, who had been in Paris 
since December 1918, had been given special authorization for procuring 
a loan, but all his efforts failed. In his diary he bitterly wrote: “The worst 
is the trying to get the money. No one gives, no one promises, but nobody 
refuses either.”44 It could be that the Estonians were inexperienced in 
reading between the lines of diplomatic language, or perhaps they overes-
timated the importance of their country. In any event, they were too op-
timistic about the prospects of receiving a foreign loan. On December 27, 
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the Minister of Finance noted that it would be necessary to procure a 
long-term loan from Britain, secured at least in part with gold. The loan 
would insure the creation of an independent financial system and the 
founding of the national bank.45 On January 15, he spoke of 20 million 
pounds sterling, adding that it would take time to get the sum from the 
English.46 This was an enormous amount, 15 times larger in size than the 
loan received in 1927 with the support of the League of Nations. 
 Finland was the only country that provided help to Estonia, and with 
small sums, for that matter, since Finland was encountering difficulties 
herself. At the beginning of December, Minister of Foreign Affairs Jaan 
Poska succeeded – thanks to his personal contacts and securities provided 
by the private banks of Tallinn – in getting 10 million Finnish marks 
from Finland.47 The sum was approximately 200 times smaller than the 
hoped-for 20 million pounds sterling from the British. This still meant a 
lot, given the situation in Estonia at the time. Later, Juhan Kukk admitted 
in the Constituent Assembly that if financial aid from Finland had not 
arrived together with military aid, “we would not be gathering here to-
day”.48 On December 16, the government authorized the Minister of Fi-
nance to take an additional 10 million-mark loan from Finland, against 
security provided by the credit institutions of Tartu at terms and condi-
tions as similar as possible to the first loan.49 This loan was received in 
disbursements at the beginning of 1919. In addition, Kansallis-Osakke-
Pankki provided a loan of 1.5 million Finnish marks, backed by a guaran-
tee of the government of Finland, which was secured in Estonia by 3 mil-
lion Duma roubles. 
 During the summer of 1919, negotiations were also underway to get a 
loan from the government of Sweden or from private banks. The purpose 
of this loan was to secure the currency of Estonia in the Scandinavian 
countries, and to cement economic relations with Sweden and Scandinavia. 
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According to the negotiation plan of the Estonian Ministry of Finance, 
the loan was not to be bound to political conditions, and concessions 
were allowed only for private companies. Bonds were offered to secure 
the loan, but the Ministry of Finance also agreed to consider other more 
substantive forms of backing.50 The Minister of Finance of Sweden was 
in attendance at the August 21 meeting at the Estonian Consulate.51 It is 
not known what the obstacle was to getting a loan from Sweden, but it 
can be assumed that the Swedish were not interested in short-term prom-
issory notes. The status of Estonia might also have fallen in the eyes of 
Sweden because of an attack by the north-western contingent of troops of 
the Russian White Guard on Petrograd that began in the Fall. The Esto-
nian Armed Forces had supported the attack to a limited extent. Had the 
White Guard had been successful, this might have actually ended up con-
stituting a threat to the independence of Estonia, since – just like the Bol-
sheviks – the White Russian forces had not recognized Estonian inde-
pendence. 
 The Government (or at least the Minister of Finance) had still not yet 
discarded the idea of a large foreign loan. At the beginning of September, 
Juhan Kukk noted that the Government had come to the decision that it 
was impossible to back the country’s currency without a foreign loan. He 
stated that negotiations were underway with the British, the French, and 
the Swedish, and was optimistic about getting the loan.52 As it turned out, 
all these efforts were in vain. Loans received from abroad during the War 
of Independence totalled only 23.5 million Finnish marks. This was less 
than 4 percent of the total of all loans received in Estonia at the time. 
 Although the Minister of Finance had set the procurement of a large 
loan for the purpose of securing the currency as a condition for the estab-
lishment of the national bank, the Provisional Government nonetheless 
approved the statutes of the Bank of Estonia on February 24, 1919. At the 
beginning, the bank’s most important task was to acquire foreign cur-
rency. A government regulation of February 10 had prohibited the export 
and transit of platinum, gold, silver, and all banknotes worth more than 
10 thousand marks from Estonia without the permission of the Minister 
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of Finance.53 This was done in the hopes of securing the exchange rate of 
the Estonian mark. There is no information about whether the regulation 
was actually followed, or to what extent. 
 Declaring the mark’s gold content to be equal to the French golden 
franc at a time when there was actually no gold on hand was a senseless 
decision from the point of view of financial theory. This was evidently 
done in order to try to increase the credibility of the Estonian mark. Re-
gardless of why this was done, this was an idealistic and even utopian 
move, since even “the man in the street” could see that such a high rate 
was unrealistic. No matter how you tried to present it, the Estonian mark 
was merely paper money, and that was also how people perceived that 
reality. 
 
Financing Industry. Foreign Trade 
 

Industry was suffering in Estonia. Production had decreased several 
times. Companies lacked operating capital, raw materials, and had inade-
quate access to markets. Unemployment increased steeply. In accordance 
with a government decision of December 9, 1918, the Ministers of Fi-
nance and Trade and Industry were tasked with finding ways to finance 
the operation of the country’s factories. During the same month, credit to 
the value of 270,000 marks had already been extended to industrial enter-
prises. These sums were used primarily for paying wages to workers and 
white-collar workers, but they turned out to be just a drop in the bucket. 
In January as well, the Government paid the wages of the workers of sev-
eral large factories.54 On February 28, 1919, the Government decided that 
the Minister of Trade and Industry should extend credit to the tune of 10 
million marks in support of the factories. It was left to the Ministry along 
with the Minister of Finance to determine the interest rate.55 A Credit 
Committee was activated at the beginning of March. By the end of April, 
loan applications for 6.5 million marks had been satisfied. By May, it was 
left to the newly opened Bank of Estonia to make industrial credit deci-
sions. The Bank began issuing six-month loans at seven percent.56 Large 
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Tsarist enterprises predominated among the borrowers, e.g. the “Dviga-
tel” railroad car plant, the Peter and Russian-Baltic Shipyards, the Tallinn 
Paper and Cellulose Plant, etc.57 Despite efforts to revive industry and 
even though a mobilization was in force, the number of unemployed rose 
to 14,000 in April.58 Solace could at least be taken from the fact that fur-
ther company shutdowns had been stemmed. 
 In autumn, when the first loans became due, many enterprises were 
insolvent and repayment deadlines were extended. From a more positive 
perspective, nearly three quarters of 200 registered enterprises had been 
restarted by the end of 1919, thanks to the government credits. Although 
many employees were only working part-time and the companies were 
continuing with reduced staffs, these firms employed approximately 
13,000 workers.59 The fact that the most important industrial products, 
like paper, cellulose, plywood, cotton and woollen cloth were being pro-
duced respectively at 19, 12, 3, 39 and 11 percent of the output volumes 
of 1925 provides an indication of the volume of Estonian industrial out-
put at the time.60 Put simply, this means that the production levels of 
large-scale industry did not exceed even a fifth of the pre-war period. 
 Local governments, manor farms, and educational institutions were 
also all in need of loans. Since the end of 1919, loan applications from 
local governments and cooperatives were also handled by the Bank of 
Estonia, which had the authority to lend money with government ap-
proval and backing.61 
 At the outset, foreign trade often involved barter, because of the lack 
of foreign currency and gold reserves. For example, on November 16, 
1918, the Government gave permission for the export of nine freight cars 
full of flax seed to Finland. An edict of the Minister of Foodstuffs of 
November 19 prohibited the export of agricultural products without the 
permission of the Ministry of Agriculture, Foodstuffs, Trade and Indus-
try or Internal Affairs.62 

                                            
57 M. Pihlamägi. Eesti industrialiseerimine 1870–1940, p. 77. 
58 Eesti Vabadussõda 1918–1920. Vol. II, p. 36. 
59 M. Pihlamägi. Eesti industrialiseerimine 1870–1940, p. 77. 
60 Kaubandus-Tööstuskoda 1925–1935, p. 102. 
61 The Chairman of the Constituent Assembly to the Government, December 19, 

1919. ERA, f. 15, n. 2, f. 417, p. 10. 
62 Minutes of the Provisional Government meeting of November 19, 1918. ERA, 

f. 2124, n. 1, f. 669, unpaginated. 



CHAPTER II 

 

84 

 Due to a shortage of exportable goods, imports had to be limited to the 
most essential goods, which is why import controls were also necessary. On 
December 4, 1918, the Ministry of Trade and Industry adopted a temporary 
regulation pertaining to import and export. This directive banned foreign 
trade without government permission, and established a committee to re-
view applications pertaining to import, export, and transit, and to solve 
other issues related to foreign trade. The committee consisted of representa-
tives of Ministries and economic organizations.63 A governmental monop-
oly was imposed on the imports of certain goods, like grain for bread, but 
also for coffee, tea, and sugar, and exports of flax and linseed.64 It seems 
unlikely that these regulations were wholly adhered to. It is even possible 
that not all exporters and importers were aware of these regulations. 
 On March 24, 1919, the Provisional Government adopted a new Cus-
toms Act.65 This act imposed a set of general customs tariffs based on 
earlier Russian legislation on certain types of goods, among the most im-
portant of which was the permission granted for the duty-free import of 
agricultural machinery and implements. These duties were of course cal-
culated in marks instead of roubles. 
 Customs tariffs were not of great importance under the circumstances 
of the time. Duty rates were recalculated from roubles into marks at a rate 
of ten marks to one golden rouble. Customs tariffs for machines, ships, 
cotton and woollen cloth were tripled; the rates for underwear and cloth-
ing were increased five times; while coal, perfume, soap and many luxury 
goods were subjected to a tenfold increase in duties. Even though the ac-
tual rate of customs duties continued to fall due to decreases in the rate 
that the mark was being traded at, the Constituent Assembly lowered 
rates even more for some goods with its act of August 2. An even more 
extensive reduction in customs rates was signed into law by the act of the 
Constituent Assembly of November 5, 1919. Duties for rice, tea, sugar, 
butter, cheese, fish, and flour were reduced ten times, while those for 
various consumer goods were lowered by a factor of two, four or six, de-
pending on the category. At the same time, the customs rates for coffee, 
cocoa and chocolate were increased.66 It can be said that a sense of social 
justice was quite visibly reflected in foreign trade policy. Generally, these 
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regulations showed the government’s desire to balance foreign trade pay-
ments to at least some extent, to protect industry against external compe-
tition, and to promote agriculture. The governmental monopoly on trade 
in flax and linseed lasted until December 13, 1919. The state then trans-
ferred this right to a group of favoured companies, while the monopoly 
on sugar, coffee and tea remained in force until unfettered import began 
to be allowed once more, as of May 1, 1921.67 
 A more regular exchange of goods with foreign countries began in 
February of 1919. Once the Bolsheviks had been driven out, interest and 
trust in Estonia grew in other countries. Offers began to be made to the 
Estonian representatives in foreign lands. At first, trade relations were 
aggravated by the fact that Estonia, as a former part of Russia, was under 
partial Allied military blockade, until March of 1919. 
 Among the first goods exported by Estonia were potatoes, flax, and 
linseed. Potatoes and linseed were shipped to Finland to cover the exter-
nal loan, while flax was sent to London.68 The Embassy there managed to 
obtain permission from the British government to export significant 
amounts of coal, kerosene, oil, lubricants, petrol, boots, salt and herring 
from England to Estonia.69 
 In 1919, grain and flour (40,000 tons), salt, kerosene and coal ac-
counted for the greater part of goods imported to Estonia. The primary 
countries of origin were England and Finland. In 1920, the list of im-
ported goods was already considerably longer. The key imported goods 
were salt, coal, grain and flour, herring, Baltic herring and fertilizers. In 
1919, there were enough of the following goods on hand for export: pota-
toes (14,000 tons), flax and hemp fibre (11,000 tons), forestry products 
(7,000 tons), paper and cardboard (400 tons), and spirits (1.7 million li-
tres), but that was the full extent of it.70 The foreign trade balance was 
negative to the extreme in 1919. Goods to the value of 782 million marks 
were imported, while exports only amounted to 309 million marks. A 
quick calculation shows that the level of exports constituted less than 
40% of what was being imported. 
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Printing Additional Banknotes. Inflation 
 
On November 28, 1918, the government reached a decision on its future 
procedures for collecting taxes. The tax, customs, and fees structures that 
had been in use by Russia were reinstated. The income taxes that had 
been levied by the German occupation authorities were left in force. 
Taxes became due for payment by the end of the year.71 This may have 
looked good on paper, but in reality the tax system had been seriously 
disrupted, and the Bolshevik invasion came close to paralyzing the activi-
ties of the Provisional Government. Taxes could only be collected in the 
Tallinn, Pärnu and Haapsalu areas, which was as far as the Provisional 
Government’s authority was able to extend. Even in these areas, the col-
lection of taxes was hampered by disloyalty and the instability of the 
situation. 16 million marks had nonetheless been paid by April 1919.72 
Still, considering the circumstances, this was a large sum. 
 Revenues for the 1918 budget consisted of a million marks acquired 
from the occupation authorities, a hundred thousand marks received from 
the sale of state assets (timber, spirits, flax etc.), 1.1 million marks de-
rived from taxes and 0.6 million marks received as aid, contributions, and 
other unforeseen income.73 Expenses outstripped these assets by far, due 
to the costs of waging war. In 1918, domestic and foreign loans were the 
source of 80 percent of the total state income (which were mostly re-
ceived in the form of goods). 
 By April 15, 1919, state expenditures totalled 115 million marks, of 
which 75 million went to the Ministry of War. In April, expenses grew to 
a million marks per day. Domestic borrowing and taxes yielded barely 25 
million marks in income, which amounted to only 21% of what had been 
spent.74 
 Otto Strandman’s left-wing government, which was formed after the 
Constituent Assembly had been convened, declared on May 12 that its 
main goal was the creation of a fixed basis and rate for the Estonian 
mark. It was acknowledged that, due to the war, banknotes would have to 
continue to be issued in the future. The Government stated that it would 
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restrict the issue of excess banknotes – a goal that would be attained by 
instituting a new tax system and the taking of domestic loans.75 This 
turned out to be impossible to accomplish in a situation where the state’s 
expenditures were several times higher than its revenues. Since costs 
could not be reduced nor incomes increased, there was just one solution – 
to pay debts by printing additional money. The country was flooded with 
banknotes – both promissory notes and paper money. The increase of 
money in circulation is shown in Table 5. 
 
Table 5. Issue of Estonian banknotes during the War of Independence 

Date 
Banknotes in circulation in 

millions of marks 
Index 

(1 Feb1919 = 100) 
1 Feb. 1919 16.5 100 
1 March 31.6 192 
1 April 68.5 403 
1 May 100.8 611 
1 June 158.7 963 
1 July 242.2 1.468 
1 August 288.1 1.746 
1 September 294.0 1.782 
1 October 344.1 2.086 
1 November 432.3 2.620 
1 December 528.7 3.204 
1 Jan.1920 591.0 3.582 
1 February 622.1 3.770 
 

Calculation basis: Eesti Vabariigis liikumas olevate kassatähtede summa. – 
Eesti Statistika Kuukiri 1922, 1–2, p. 206. 
 
The new banknotes were released into circulation with extraordinary 
speed. The statutes of the Bank of Estonia had been adopted on February 
24 (when the Estonian mark had been declared to be equal to the golden 
franc). By the time that the Estonian mark was declared the only means 
of payment on May 2, the amount of currency that had been issued had 
tripled. This understandably affected the value of the mark. On May 2, 
1919, for the first time after the gold content of the mark had been fixed 
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in the statutes of the Bank of Estonia, the rate of the mark was defined by 
a decision of the Board of the Bank of Estonia. The exchange rate for 
purchases of the American dollar was set at 10 marks, and 45 marks for 
the pound sterling. Rates for other currencies were set accordingly: e.g. 
one Finnish mark to the Estonian mark; 2.6 marks to the Swedish crown; 
.9 marks to the German and Eastern mark, .65 marks to the Duma rouble, 
and .95 marks to the Tsarist rouble.76 This was evidence of the fact that 
the exchange rate of the Estonian mark had almost been halved in com-
parison to the rate specified in the statutes of the Bank of Estonia.77 As it 
were, even this rate of exchange was an artificial one, since the Estonian 
mark was being bought and sold for much less on the free market, at least 
in relation to the dollar, the pound sterling, the Scandinavian currencies 
and even the Tsarist rouble. At the beginning of May, for example, the 
Finnish mark was worth 1.3–1.4 Estonian marks, while the pound sterling 
was being traded at 150 marks at the beginning of June.78 
 Under the circumstances, it was understandable that the foreign cur-
rency holdings of the Bank of Estonia were meagre. There was, however, 
a dire need for foreign currency since the amount generated by export 
covered only 40% of the amount needed for the purchase of urgently 
needed goods from abroad. In early summer, the upkeep of Finnish auxil-
iary troops was costing an additional 3 million marks per month. Esto-
nia’s diplomatic missions abroad also required foreign currency. On May 
5, Juhan Kukk described the lack of foreign currency as catastrophic.79 
 In the given situation, the Government and the Bank of Estonia had 
two choices – either to let the mark float free, or to use compulsory 
methods for the collection of foreign currency. On May 7, the Board of 
the Bank of Estonia sent letters to all the ministries, requesting that when 
possible, all foreign currency operations are carried out through the Bank 
of Estonia.80 Still, very little foreign currency accrued to the accounts of 
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the Bank of Estonia. On July 9, 1919, the Government enacted a law 
regulating the purchase and sale of foreign currency, which put a cap on 
the financial operations that credit institutions were allowed to carry out, 
limiting the sum of their combined operations to half the equity capital 
they possessed. Institutions operating with foreign currency were subor-
dinated to the control of the Ministry of Finance, which was empowered 
to issue them regulations and orders.81 
 These regulations strengthened the control of the state over financial 
institutions, and they contributed to an improvement in the accrual of for-
eign currency, but they proved to be insufficient. 
 The steps that followed were of a more radical nature. A regulation 
adopted by the Ministry of Finance on September 11 prohibited the pur-
chase of foreign currency at a price higher than the rate established by the 
Bank of Estonia. The rate was to be announced daily at midday by the 
Bank of Estonia in Tallinn, and at local offices of the Treasury. Foreign 
currency could be sold or used only if one could produce documents at-
testing to the sale or purchase of goods, or on the basis of certificates is-
sued by persons authorized by the Minister of Finance. All financial insti-
tutions were obligated to provide the Bank of Estonia with weekly infor-
mation about the sums and prices of currency they had acquired, and how 
much they had sold, along with information about the names of clients, as 
well as the rate of the transaction and the grounds of the sale. Bills of sale 
had to be maintained and submitted if required by the Minister.82 In real-
ity, only a small number of companies obeyed this regulation.83 One can 
only conclude that the mandatory rate imposed by the Bank of Estonia 
was not observed. 
 Since all currency exchange was to take place at the prices established 
by the Bank of Estonia after the deadline of September 17, exchange 
rates would have to be set in a more flexible manner than had been the 
case up until then. An Exchange Rate Committee was founded for that 
purpose at the Bank of Estonia, including representatives of the bank it-
self, ministries and other banks. At the first meeting on September 15, it 
became apparent that the Estonian mark was heavily overvalued. While 
the representative of the Ministry of Trade and Industry believed that an 
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acceptable rate for the pound sterling was 40 Estonian marks, the Presi-
dent of the Bank of Estonia ventured the opinion that the true rate was 
closer to 150 marks for one pound. The Committee decided to gather 
more information before fixing the rate. The results were shocking. At 
the next meeting on September 17, the rate for the pound sterling was not 
set at 40 or even 150 marks, but at 240. The banks were allowed to 
charge a commission of 2 percent.84 The foreign currency exchange rates 
established by the Committee are shown in Table 6. The Exchange Rate 
Committee of the Bank of Estonia remained in operation until December. 
 
Table 6. Exchange rates noted by the Exchange Rate Committee of the Bank 

of Estonia and the committee of the banks of Tallinn in 1919 

Date £1 
100 

Swedish 
kronor 

100 
German 
marks 

100 
East 

marks 

100 
French 
francs 

100 
Tsarist 
roubles 

17 Sep. 240 1.410 215 195 605 180 
17 Oct. 236 1.370 220 200 655 155 
03 Dec. 230 1.275 135 128 595 110 
10 Dec. 230 1.290 130 123 565 110 
23 Dec. 230 1.290 130 123 565 110 
31 Dec. 385 2.250 240 235 880 165 
 

Sources: Bank of Estonia statements. ERA, f. 66, n. 1, f. 62, p. 6; 9; ERA, f. 20, 
n. 1, f. 27, unpaginated; Minutes of State Treasury meeting 19 Jan 1920. ERA, 
f. 20, n. 1, f. 173, unpaginated. 
 
Up until December, the free market rate turned out to be even higher. In 
September, one pound sterling was being traded at 300 marks on Viru 
Street in Tallinn, 320 in October, and 350 marks in November.85 
 In November there was a change of government. The new Prime Min-
ister Jaan Tõnisson admitted to the Constituent Assembly that the state 
was in a difficult financial situation, and noted the foreign currency crisis 
as among the most difficult of the issues calling for attention. The most 
important message in Tõnisson’s speech was that there was clearly no 
hope that a large foreign loan would materialize. 
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 Tõnisson also emphasized the importance of attaining stabilization 
through the collection of taxes. The Prime Minister called for austerity 
measures within the state sector of the economy, emphasizing that mili-
tary expenditures needed to be curtailed, that imports had to be limited, 
and stricter control imposed on the use of foreign currency.86 
 At its meeting of November 24, the Exchange Rate Committee once 
again concluded that the rates that had been established did not corre-
spond to the actual market rates. It reached the conclusion that the illegal 
trade in currency that resulted from this would have the effect of lowering 
the exchange rate of the Estonian mark even further.87 At consultations 
held by the State Economic Council on this topic, Juhan Kukk noted that 
efforts by the State Treasury to regulate the trade in foreign currency had 
not yet been effective. It was decided to recommend that trade in foreign 
currency be made the responsibility of private banks until the stock ex-
change was opened. The following conditions were established: 1) the 
purchase price of currencies would be determined jointly at meetings of 
the representatives of banks; and 2) foreign currency would be sold under 
the control of the Ministry of Finance.88 On December 22, the Minister of 
Finance issued a regulation that delegated the fixing of the mandatory 
rates of exchange to a committee of representatives of banks and credit 
institutions until the opening of the stock exchange on January 1, 1920. 
Other arrangements remained the same.89 At its meeting, the Interbank 
Exchange Rate Committee established a mark rate that was much lower 
than the previous one, as shown in Table 6. 
 Commencing on November 27, the State Economic Council had dis-
cussed the general trends of economic policy at frequent meetings. The 
discussion was focused primarily on the problem of the exchange rate. 
Nikolai Köstner claimed that money had lost in value because of the 
number of marks being emitted, the lack of gold backing for the mark, 
and the indecisiveness of the government in maintaining control over for-
eign currency. The Minister of Finance Juhan Kukk was of the opinion 
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that it was a mistake to regard the emission of large quantities of the mark 
as being the reason for the low rate that it was being traded at. He said 
that the issue of money in Estonia was very small compared to other 
countries. Even so, the rate that the mark was being traded at was low in 
comparison with the value of the banknotes of Germany, Finland, and 
Russia. This could only be explained by the fact that Estonian independ-
ence “lacked legal recognition”. 
 Jaan Tõnisson emphasized that the need to stabilize the exchange rate 
was a matter of great urgency. Madis Jaakson noted the reluctance of for-
eign investors to take risks in Estonia. In the opinion of Aleksander 
Oinas, the country’s negative trade balance was the main reason for the 
decline in the exchange rate, and not the fact that political recognition of 
Estonia was not forthcoming. He added that imports of foodstuffs should 
be increased, while all other imports ought to be limited. The state should 
exercise a monopoly over exports; otherwise, “we will be stripped 
bare”.90 Generally speaking, the discussions were quite vague, and con-
tinued to remain vague until the end of the year. The need for regulation 
of foreign trade and trade in foreign currencies seemed to be the most 
important issue of the day. The need to limit the issue of currency was 
not clearly perceived. On December 29, it was decided that a special 
committee would be constituted for the purpose of outlining the main 
principles of economic policy.91 
 At the end of the year, the Constituent Assembly made two important 
decisions. After some debate, the Government was granted the right to 
issue Treasury notes with a total value of 500 million marks. These were 
secured in a declaratory fashion. The Republic of Estonia guaranteed the 
issued Treasury notes with its properties and revenues.92 In addition, a 
decision was taken to announce a new domestic loan. The Minister of 
Finance justified this decision to the Government by pointing out that the 
state deficit for 1919 would amount to about one billion marks and – con-
sidering the costs of land reform – a deficit situation would be likely to 
continue for at least the first half of 1920. This might result in too much 
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paper money being issued. Such a development would be fatal for the 
currency, which was already in a precarious situation. To borrow domes-
tically would make it possible to keep the issuance of currency under bet-
ter control.93 It is not known if the Minister of Finance really continued to 
hope for a foreign loan, or if he mentioned this just to build up trust in the 
mark. 
 The total size of the domestic loan was 100 million marks. The face 
value of the bond certificates was 100 marks, with a loan period of 10 
years. No interest was paid on the certificates, but during the 10 years, 
200 prizes were raffled off on a quarterly basis, valued at a million marks 
in total. The loan was paid off within five years, when the certificates 
were bought back. It was intended that the repurchase of the certificates 
should take place at the nominal value of the certificates.94 This meant 
that the buyers of the domestic loan certificates had to have been inter-
ested in the stabilization of the value of the mark. The fact that the issue 
was planned to be five times larger in size than the value of the sum to be 
borrowed can be taken as an indication of the disappearance of wishful 
thinking in evaluating the attitude of the people. 
 It is not easy to produce an adequate analysis of how the 1919 budget 
was finally drawn up. Various sources provide figures that differ consid-
erably. This can partially be attributed to the rapid fall in the exchange 
rate (it is possible to calculate both the spot exchange rate of the mark 
and the end-of-the-year rate, and also the free rate as well as the manda-
tory rate), partially to the way in which commodity loans were calculated, 
and also to other reasons.95 
 The official budget cannot be used to calculate the share of various 
credits and debits in relation to the whole. It was therefore necessary to 
carry out a rather complicated recalculation of all expenditures and reve-
nues into Estonian marks using one rate. The spring of 1919 was chosen 
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as the reference point, when the free market price of the dollar was 50 
Estonian marks. The result is shown in Table 7. 
 
Table 7. Revenues in 1918/19 in millions of marks calculated on the 

basis of the mark exchange rate in May 1919 
Equipment and food loans 1.100
Issuance of currency 700
Monetary loans 29
Domestic loans, customs duties, taxes, income from sales of 
spirits & ether  

118

Total 1.947
 

Calculation basis: Valitsusasutiste tegevus 1918–1934, p. 120; Appendices to 
the Minutes of the III Riigikogu. 4th Session, pp. 162–170. 
 
It needs to be added that the Entente States gave arms and equipment as 
aid to the White Russians, some of which probably reached Estonian 
troops, but are not included in this calculation. 
 Calculations show that equipment and foodstuffs received as foreign 
loans made up 58% of government income during these years, while is-
sues of currency provided 36%. The remainder, which was derived from 
domestic borrowing, customs duties and taxes, sales of spirits and ether 
and income from the railway accounted for only 6%. 
 As it is impossible to determine more accurately how credit extended 
in the form of food and equipment was divided between the military and 
the civilian population, the financial costs of the War of Independence 
can only be calculated on the basis of the percentages indicated in the 
state budget and an anthology of articles published in the work “The Es-
tonian War of Independence”. These materials reveal that military expen-
ditures constituted up to 57–80% of total expenditures in 1918/19. This 
means a total of 1.110–1.558 million marks, or 22.2–31.2 million dollars, 
or 44–62 million gold roubles, or 80–113 million Estonian crowns on the 
basis of the exchange rate in 1927–33. This is somewhat more than the 
average annual amount of revenue that would accrue to the state budget 
of Estonia during the second half of the 1920s. 
 According to Jaan Soots, the amount spent on wages and military 
equipment in the War of Independence was approximately 110 million 



THE WAR OF INDEPENDENCE 

 

95 

gold francs.96 Since one gold dollar was being traded at 5.18 gold francs 
at the time, this was equivalent to 21.2 million dollars. Using a calcula-
tion made at the rate of 1 dollar = 50 Estonian marks, we arrive at a fig-
ure of 1.062 million marks, or 42 million gold roubles. The proportion is 
the same, just slightly lower than in the above calculation. 
 The War of Independence swallowed up all the foreign loans taken by 
Estonia, and probably part of the value of the currency that was emitted 
as well. In peacetime, the country could have been built up without for-
eign loans. It is also possible that less money would have been emitted, 
and the fall in the rate of the mark would also have been smaller during 
the first years of independence. In other words, had Estonia been spared 
the War of Independence and had she simply received the foodstuffs that 
she was provided with on a credit basis, the Republic of Estonia could 
have achieved a stable rate for its currency, and would not have had to 
pay for the expenses of war by printing additional money. Ultimately it 
was the people who had to bear these costs. 
 
 
Economic Aspects of the Tartu Peace Treaty 
 
On August 31, 1919, the Soviet government made an official peace pro-
posal to Estonia. On September 17, negotiations started in Pskov, but 
soon broke down. While en route to Copenhagen Maxim Litvinov was in 
Tartu and Tallinn from November 16–22, and had a number of confiden-
tial meetings with the representatives of Estonia concerning the condi-
tions of concluding the peace agreement. The most important issues re-
lated to the peace negotiations were worked out at those meetings. 
 By signing the Tartu Peace Treaty on February 2, 1920, Russia recog-
nized the independence of Estonia. Russia transferred 15 million gold 
roubles to Estonia from the gold reserves of Tsarist Russia – a share, 
which corresponded to the size of the Estonian economy relative to size 
of the economy of Russia as a whole. Persons in Estonia and Russia who 
changed their citizenship and place of residence were to retain their right 
to their real property and were allowed to take their movable property 
with them. Russia declared that the claims of creditors of Russia to any-
thing pertaining to Estonia were to be directed solely to Russia, and that 
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the rights granted to Estonia and its citizens were neither to be transferred 
nor to serve as a precedent for any other treaty. The parties granted one 
another most-favoured-nation status, and decided that the principle of 
free transit was to apply in respect to the exchange of goods. Estonia gave 
Russia the first right to use water energy from the Narva Falls. Soviet 
Russia gave Estonia the first right to build a railway connecting Moscow 
to a point yet to be decided on the Estonian-Russian border, and to har-
vest a million dessiatines97 of forest.98 With a diplomatic note that ac-
companied the peace treaty, Russia provided a forest concession of 
50,000 dessiatines. Insofar as the economic aspects of the treaty were 
concerned, the Bolsheviks were very obliging to Estonia, hoping all the 
while that Estonia would eventually end up under Russia’s controlling 
influence through economic mechanisms. 
 The text of the Tartu Peace Treaty appeared to provide Estonia with 
the prospect of being an economic bridge between the East and the West. 
For the Bolsheviks, however, lines written on paper and realpolitik were 
two different matters. Estonia made efforts to actually gain the enormous 
timber concessions that had been promised, but these evaded her, the 
railway was not built, and Soviet Russia only complied with the treaty 
during 1920, as concerned the right of people to change their citizenship. 
On the other hand, Estonia did manage to play the role of an intermediary 
between the West and the East. This was favoured by political conditions. 
After seizing power in November of 1917, it was Sweden with whom the 
Russian Bolsheviks had the closest trade relations. In May of 1918, 
Swedish cargo vessels started regular service to the port of Petrograd. 
Russia also established trade relations with Norway and Denmark, and to 
some extent with Switzerland.99 At first, hesitant contacts were also made 
with the Entente States. However – in March 1918, when Germany and 
Russia concluded a separate peace treaty – the Entente States extended 
the sea blockade that had been imposed on Germany to include Soviet 
Russia as well. The purpose of the blockade was to keep neutral states 
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from trading with Russia. After November 1918, the pressure of the Al-
lies became even stronger. Germany broke off official trade relations 
with Russia. In November 1918, the Scandinavian countries decided to 
put a stop to rouble transactions through Scandinavian banks, because 
this money was being used for propaganda.100 
 This meant that while trading in goods was complicated for the Bol-
sheviks, the blockade was far from being uniform and impenetrable. Citi-
zens of neutral countries continued to do business, and their state authori-
ties closed their eyes to it. The policy of the Entente States, and particu-
larly of France, was stricter. 
 There was nothing strange about this. The Bolshevik seizure of power 
had caused the greatest damage to France and Great Britain. The Bolshe-
viks had refused to honour Russia’s foreign loans, which totalled 12.2 bil-
lion gold roubles (6.1 billion gold dollars). France and the United King-
dom were the countries to whom Russia owed the most money. In addi-
tion, nationalization carried out by the Soviets also caused huge losses to 
foreign investors. French investors alone lost 2.8 billion dollars.101 
 At the end of 1919, when it became clear that the Bolsheviks had 
gained the upper hand in the Russian Civil War, the British government 
arrived at the conclusion that creating a relationship with Soviet Russia 
was inevitable. The official non-recognition policy of the US was not 
sufficient to discourage businessmen who showed interest in trading with 
Soviet Russia. As opposed to the British, US businessmen managed to 
overcome their reluctance to deal with Russia at an earlier stage, probably 
because the losses they had sustained as a result of the Russian Revolu-
tion were much lower.102 As a result, the Supreme Council of the Entente 
countries relaxed the blockade on January 16, 1920. The Allies now al-
lowed commercial relations with Soviet cooperatives and the “Russian 
people”, emphasizing that this did not mean diplomatic recognition of 
Soviet Russia.103 In transactions with Russia, a “prompt cash” demand 
was applied. By the same token, Russian paper roubles were not desired 
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because their value dropped so quickly. In addition, attempts were made 
to establish a so-called “gold blockade” against the Soviet state. This was 
an initiative of the French government to refuse to accept Russian gold, 
since they considered it to be stolen.104 Russian gold roubles were not 
publicly sold on Western European gold exchanges. In larger Western 
countries, several other additional import restrictions remained in force 
until the spring of 1921. Gold could be imported to the United Kingdom, 
but it was not allowed to be re-exported or melted. 
 On July 7, 1920, the US State Department announced the removal of 
sanctions on the exchange of goods with Soviet Russia. By the end of 
summer, the Soviet Trade Delegation had made direct contacts with 
British businessmen and merchants. Despite the removal of restrictions, 
the bulk of American, British and French goods were still shipped 
through ports in the Baltic countries. This was partially a result of mis-
trust of the Soviet regime. However, a more important factor was that 
the British and US businessmen continued to have difficulties as con-
cerned the exchanging of Soviet gold for their goods. The greater leni-
ence of the US in trading with the Bolsheviks did not extend to permit-
ting the import of Soviet gold and Soviet money. Even when the restric-
tions were cancelled in December of 1920, it remained impossible to 
use Bolshevik gold, because the US Department of the Treasury and the 
Assay Office did not accept it. British businessmen experienced similar 
difficulties. The Baltic and the Scandinavian countries therefore pro-
vided invaluable services to the Bolsheviks, not only by acting as 
“agents” in transit trade, but also by converting Soviet gold.105 As a re-
sult, the Baltic ports and Tallinn above all continued to play an impor-
tant role in Russian trade, as seen from the West. Soviet sources also 
show that a significant reason for sending goods and money through 
Tallinn lay in the inertia of the Soviet bureaucracy, and several bureau-
cratic coincidences.106 
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 By the time of Revolution, the Russian gold reserve together with the 
gold of the Romanian Treasury amounted to an enormous sum – 1.101 
billion gold roubles. Under an agreement that followed the Brest Peace 
Treaty, 120 million gold roubles were apportioned from this sum as a 
contribution to Germany. An additional portion of the gold, about 250 
million roubles, was lost during the Civil War.107 The Bolsheviks must 
have retained an imposing reserve of gold, most of which was in half-
imperials (“gold fivers”). Post-Revolution requisitions provided addi-
tional gold and other valuable metals and stones. It is not known how 
much was received in total. According to some records, by April 1922, 
the Bolsheviks had received 20 million gold roubles for nationalized 
church relics and works of art alone that had been sold to the West. 108 
 Whatever form the gold was in, it had to be “laundered” first. After the 
peace treaty was concluded between Russia and Germany in Brest, the 
Soviet People’s Commissary of Finances Isidor Gukovsky and the Peo-
ple’s Commissary of Foreign Trade Leonid Krassin and others had al-
ready come to the Baltic capitals. Tallinn was still occupied by German 
troops at that point, but they were already hauling bags of gold and look-
ing for channels to sell it to the West, and above all to Sweden.109 Along 
with the gold that was transferred to Estonia under the terms of the Tartu 
Peace Treaty, gold and foreign currencies were also sent to Tallinn for 
resale to the West. The second delivery of gold that was sent to Estonia 
contained 9 million gold roubles in five sealed bags. The entire shipment 
was handed over to the Estonians, under the condition that they take the 7 
million gold roubles that were still due to Estonia under the terms of the 
treaty and return the rest, uncounted, to representatives of Russian Soviet 
Republic.110 
 After the Tartu Peace Treaty, Estonia assumed an important role for 
the Russian Bolsheviks both economically and politically. In the summer 
of 1920, Georgi Chicherin, the Soviet Russian People’s Commissar of 
Foreign Affairs emphasized that keeping friendly relationships with Es-
tonia was of great value, considering the intricacy of the international 
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political situation. Summarizing Estonia’s role, he said, “The current 
situation is generally as follows: if we arrive at an agreement with Eng-
land, we do not need to come to agreements with the small countries, 
since they will no longer have any outside support, but if we do not agree 
with England, we will need to arrive at agreements with small countries, 
whereas the making of certain concessions cannot be avoided.”111 
 The Bolsheviks saw that by developing economic relationships, oppor-
tunities were also opened for the political subordination of Estonia. Ac-
cording to Yakubov, a high party official, the main interest of Soviet 
Russia in Estonia at the end of 1920 lay in using Estonia as a link with 
Europe and as a transit corridor for goods from Western Europe. He be-
lieved that by charting a skilful economic policy, Soviet Russia would be 
able to impose its will over the Estonian economy to a substantial degree. 
Since commercial orders for the Soviet military were fulfilled via Esto-
nia, it was also necessary at the very least to achieve the loyal neutrality 
of the Estonian government.112 
 It needs to be added that the primary foreign policy aim of the Bolshe-
viks in those years (apart from world revolution) was to obtain recogni-
tion for their regime. It cannot be precluded that the initial leniency of 
Moscow towards Estonia and the “golden rain” that fell from Russia were 
meant to demonstrate to the world that it was profitable to trade with 
them, and to encourage Estonia’s neighbours to conclude peace treaties, 
and to get other countries to establish diplomatic relations with Soviet 
Russia. 
 At the time, the Bolsheviks had plenty of urgent problems. During and 
after the Civil War that had claimed innumerable victims, there was com-
plete economic chaos in Russia. Industry and transport were destroyed, 
and what began as land reform turned into anarchy, with senseless vio-
lence and destruction of property. The development of agriculture was 
hampered by the obligation to make contributions of foodstuffs and the 
inability of industry to produce consumer goods. In addition, there were 
serious crop failures, which resulted in workers and clerks having to live 
on reduced rations. Economic life nearly came to a standstill. Trains did 
not run, and most factories were closed due to lack of fuel, or only oper-
ated at partial capacity. Worst of all for the population was the famine in 
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1921–22 that hit 29 million people. At least 5 million of them perished.113 
A new social layer came into being – the so-called “bagmen”, who dealt 
illegally in the sale of foodstuffs.114 
 By a decree of the Council of People’s Commissaries of April 22, 
1918, foreign trade was completely monopolized. Such a monopoly was 
indispensable for establishing state primacy over the economy. 
 The alcohol policy of the Soviet State initially hewed to the course of 
Tsarist Russia. The prohibition adopted at the beginning of the World 
War remained in force after the Russian Revolution. During the war, 
however, Russian villages had effectively adapted to prohibition, and the 
new authorities were not capable of bringing about much change. An in-
vestigation carried out in 1923 indicated that 8–10% of the peasants ille-
gally distilled spirits.115 Wine production and sales were restarted in 
1922, while vodka was not officially sold until the end of 1925. Under 
conditions where the Russian border was not exactly tightly sealed, Esto-
nian businessmen had extraordinarily good opportunities to sell goods to 
Russia at enormous prices, either secretly or with little more than nominal 
secrecy. As it turned out, however, much larger sums were moved by the 
Bolshevik Trade Delegation, which settled in Tallinn. 
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CHAPTER III – A BRIDGE BETWEEN 
THE WEST AND EAST 

 
 

Trade in Gold in Tallinn. Business in Russia. Border trade 
 
The Soviet Trade Delegation led by the former Commissar of Finance 
and member of the Tartu Peace Treaty delegation Isidor Gukovsky ar-
rived in Tallinn on February 18, 1920. Until Georgi Solomon, the repre-
sentative of the People’s Commissariat of Foreign Trade of Soviet Rus-
sia, came to Tallinn on August 2, 1920, Gukovsky directed not only the 
diplomatic, but also all the financial and commercial activities in Tal-
linn.1 Officially, his title was that of a representative of the Centrosoyuz 
cooperative. 
 Gukovsky had important tasks and very extensive authority. He had to 
launder Bolshevik gold and buy up all kinds of goods from herring and 
potatoes to scythes and machine guns. The quantities were enormous. For 
instance, boots were bought from the US Johnson Company, whereas a 
single consignment contained 1.8 million pairs.2 These were obviously 
meant for the Red Army. Several trains were required to haul these away 
from Tallinn. Gukovsky represented Soviet Russia in Tallinn and else-
where in foreign countries. His position was so high that he often did not 
need authorization from Moscow.3 
 Gold, diamonds and other valuables were sent to the representation from 
Moscow, but also currencies from different countries, along with Tsarist, 
Duma and Soviet Russian roubles. These were sent by different Soviet in-
stitutions: the People’s Commissariats of Finance, Foreign Affairs, and 
Foreign Trade, the Central Committee of the Russian Communist Party, 

                                            
1 Yakubov to the Central Committee of the Russian Communist Party, Novem-

ber 6, 1920. RGASPI, f. 5, n. 2, f. 149, p. 1; G. Solomon. Sredi krasnyh 
vozhdei, pp. 215–216. 

2 Solomon to Lezhava. Undated and unsent. ERA, f. 1790, n. 1, f. 523, p. 5. 
3 Anikeyev to the People’s Commissariat of Foreign Affairs November 29, 

1921. RGAE, f. 413, n. 19, f. 213, p. 1. 



A BRIDGE BETWEEN THE WEST AND EAST 

 

103 

the Comintern, etc. Additional sums were sent for special assignments. 
These sums were not centrally recorded. The representation also did not 
utilize even the most elementary accounting methods, at least at the begin-
ning. A. Yakubov, the high Communist Party official who came to audit 
the Tallinn office in autumn, described the situation as chaotic.4 Solomon 
says that Gukovsky was a drunkard and took bribes, and had shown prefer-
ence in his transactions to people he personally found to be politically ac-
ceptable.5 
 By the end of May 1920, the Port of Tallinn was filled with ships car-
rying cargos for Russia. Moscow ordered Gukovsky to slow down, be-
cause the capacity of the Narva-Petrograd railway was limited to 70 car-
riages per day. A large part of the goods purchased consisted of enor-
mous consignments of weapons (rifles, machine guns, cartridges, etc.) 
and other military equipment (potassium chlorate, military boots and uni-
forms, telegraph equipment, etc.).6 The Entente countries could not toler-
ate these purchases – at least not officially – and that is why the Bolshe-
viks incurred high costs. Military orders were coordinated by Lev Trot-
sky personally, and it seems that the Chairman of the Council of the Peo-
ple’s Commissars of Soviet Russia, Vladimir Ulyanov-Lenin was quite 
well aware of the main operations. 
 When an institution in Soviet Russia needed to purchase certain goods, 
they sent the respective amount of gold roubles to Tallinn, where the rou-
bles were deposited in the Bank of Estonia. Thereafter Gukovsky had two 
alternatives. In the first case, he would try to exchange the gold roubles in 
Tallinn for some other currency (usually Swedish crowns or British 
pounds sterling) and then find a supplier of goods. In this fashion, Soviet 
Russia would sustain a loss when exchanging the gold, but lost less 
money on the purchase. Alternatively, he had to find a business partner 
who would agree to supply the ordered goods for gold roubles. He would 
then remit the advance payment in gold roubles and wait until the goods 
arrived and after that, he would pay the remainder. In such cases, 
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Gukovsky was more dependent on his business partners, and the interme-
diation fees were higher. When any of the representatives of Soviet Rus-
sia in Western Europe, special Bolshevik couriers, the secret division of 
the Comintern, or anyone else needed foreign currency, Gukovsky ex-
changed the gold roubles for the desired currency in Tallinn, and sent it 
by courier, or otherwise transferred the sum, to the specified location. 
Huge sums moved via Tallinn in this way.7 The Estonian public knew 
about the Russian gold consignments coming to Estonia, but not about 
the amounts, the connection of Estonian state agencies to the trade in 
gold, nor about the subsequent disposition of these gold transactions. 
 Adventurers and swindlers from all over of the world gathered in Tal-
linn. A French journalist who wrote about the eastern business here de-
scribed Tallinn as an “international sewer”. Gukovsky did not attempt to 
conceal his attitude regarding the state of Estonia – in his opinion Estonia 
was to once again become part of Russia when the Bolsheviks wanted it, 
“but at the moment, we need its ridiculous independence”.8 
 According to Solomon’s reports, Gukovsky’s main business partners 
in Estonia were the following banks: Scheel and Co., Pung and Co., the 
Harju Bank and Revalis, as well as one Samovich.9 In April of 1920, the 
Bank of Estonia was also already participating in the transactions, having 
brokered a purchase of 2 million pounds sterling from the British.10 The 
gold roubles that came from Moscow were deposited in the Bank of Es-
tonia before they were put into circulation. The bank also charged for the 
deposit, and so it was no wonder that Soviet Russia bore losses of up to 
40 percent on the exchange of gold for foreign currency.11 
 The State Treasury was also involved in the gold trading schemes. 
Boxes of gold carried the seals of the Ministry of Finance of the Repub-
lic of Estonia, even when private companies shipped the gold out of Es-
tonia.12 On November 8, 1920, a contract was concluded between the 
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government of Estonia and the Bank of England, which stipulated that all 
gold exported on behalf of the government of Estonia had to be sent to 
the Bank of England at a price cheaper by a shilling per ounce than the 
price on the London market.13 
 Gukovsky’s suppliers were mostly distributors and speculators.14 From 
March 17 (the first transaction) to the end of October 1920, Gukovsky 
made 105 transactions involving various goods. Of these, 44 were con-
cluded with nine suppliers, of whom the most important were Erlanger, 
Pärtsel, Vinnal, Landman and Jansen.15 Three of these major suppliers – 
Jakob Pärtsel, Hans Vinnal and Eduard Landman, were Estonian. Ac-
cording to Solomon, Vinnal was the representative of all the companies 
in the world and sold everything to the Soviet trade representation, “up to 
and including diabetes [sic]”.16 Landman was also active in buying up 
rare antiquities smuggled from Russia – carpets, Gobelin tapestries and 
valuables.17 According to Gukovsky, he had made several Estonians into 
millionaires.18 
 The situation changed to some extent at the beginning of August, when 
Georgi Solomon came to Tallinn. From then on, functions were divided 
between him and Gukovsky, so that Solomon bought foreign currency 
and sold the gold used for commercial purposes, and also bought goods 
and arranged transportation, while Gukovsky sold the gold used for po-
litical purposes. At times they were also competitors. More confusion 
ensued on frequent occasions when people with special duties arrived 
from Moscow and immediately demanded money. 
 Solomon tried to avoid intermediaries and to employ direct contacts. 
He concentrated on the Stockholm Stock Exchange for the sale of gold. 
Solomon even managed to sell a consignment of gold roubles to the 
US.19 

                                            
13 Westel to the Government, December 5, 1922. ERA, f. 31, n. 3, f. 1031, 

p. 197. 
14 Yakubov to the Central Committee of the Russian Communist Party Novem-
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15 Ibid, p. 10. 
16 Solomon to Lezhava, September 4, 1920. ERA, f. 1790, n. 1, f. 522, p. 10, 
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18 W. Tomingas. Mälestused. New York, 1970, p. 253. 
19 G. Solomon. Sredi krasnyh vozhdei, pp. 304–305. 
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 The Bolsheviks’ losses in exchanging gold for foreign currency 
dropped to 15–20 percent.20 The capacity of the Tallinn-Petrograd rail-
way was also increased. By autumn of 1920, two trains (with 80 car-
riages) could be sent from Tallinn to Russia per day. The transportation 
problem remained acute. There were, for example, constant problems 
with the forwarding of the personal goods of high-ranking Communists 
to Russia. 
 In the fall, Solomon started to sound out the possibilities for selling 
diamonds. The first larger batches were supplied in October and Novem-
ber. According to Solomon, the sale of precious stones was poorly organ-
ized because of constant interference by several people and organizations. 
As a case in point, Maxim Litvinov, who had come to Tallinn as his suc-
cessor, had sold a batch of diamonds worth a million pounds sterling for 
365,000 pounds sterling.21 There is no further information on hand about 
the scope of the jewel trade. In any event, it is evident that this was not a 
minor sideline. By way of illustration: at the time of an audit in Decem-
ber 1920, there were nine boxes of diamonds, sapphires, rubies and other 
precious stones on hand, weighing 33,392 carats, including 4,349 carats 
of diamonds weighing 1.5–5 carats.22 That makes a total of more than six 
and a half kilograms of precious stones.23 
 The political situation of the Bolsheviks became less difficult in 
March 1921, when a temporary trade agreement was concluded with 
England. This also enabled Russian gold to be freely sold on the British 
jewellery exchange.24 Estonia now lost its political importance in the 
eyes of the Bolsheviks. Even so, the delivery of gold and valuables 
through Estonia continued, and contracts continued to be concluded pri-
marily in Tallinn.25 Until the end of 1921, the representation of Soviet 

                                            
20 V. Shishkin. Sovetskoye gosudarstvo i strany zapada v 1917–1923 gg, 
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Russia in Tallinn remained the holder of all the foreign resources of the 
Soviet Union, while also coordinating and financing other foreign trade 
operations of Russia.26 
 Estonia also received income from the East in other ways. By the be-
ginning of World War I, approximately 200,000 Estonians lived in Rus-
sia. Some of them were relatively wealthy. After Estonia achieved its in-
dependence, their fate became a significant issue in the negotiations be-
tween the two states. In accordance with the Tartu Peace Treaty, they 
were allowed to choose citizenship within a year and they were granted 
the right to remove their movable property from Soviet Russia. At first, 
in spring of 1920, those who returned to Estonia were allowed to take all 
their personal belongings with them, in accordance with the Peace Treaty. 
In a few months, the Bolsheviks imposed a weight limit of 10 poods, 
which was then reduced to three poods and still later, to the weight of 
typical passenger luggage.27 The process ended up taking longer than a 
year, and about 40,000 people returned to Estonia. A large part of their 
property remained in Russia (with a value of up to 100 million gold rou-
bles), but quite a lot was nonetheless transferred to Estonia. 
 Repatriation to Estonia was accompanied by speculation in Russia, 
which was precipitated by a cosmic rise in the price of food, spirits and 
commodities. Goods were transported to Russia in a variety of ways (fre-
quently under the pretext of sending aid to people who were going to be 
headed to Estonia). Repatriation officials and people who came to Esto-
nia exchanged these goods for money, valuables, or luxury goods. Juhan 
Kartau, the Chairman of the Moscow Repatriation Committee, was re-
garded as one of the richest Estonians by the end of 1920. 
 The state of Estonia also engaged in speculation in Russia. Agents of 
the State Treasury bought gold, platinum, diamonds, silver, pearls, secu-
rities, and Tsarist and Duma roubles for a lesser price than they were 
valued at outside of Soviet Russia. The first records about spectacular 
transactions date from the summer of 1920. Juhan Kartau reported to the 
Minister of Finance: “Operations at the behest of the State Treasury are 
beginning to evolve, and the necessary network of agents has already 
been created. I shall again send gold and foreign currency by a faithful 
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courier... Wonderful diamonds are for sale.... I bought about 3½ pounds 
of gold today... In the near future, I hope to get a larger quantity.”28 
 By the fall of 1921, it had become more difficult to export valuables 
from Russia. The Estonian Embassy in Moscow decided to continue 
sending valuable metals and goods to the State Treasury (except silver), 
allowing up to 20 pounds (8 kilograms) of space for that purpose to be 
reserved in each 10-kilogram diplomatic package. Later they concen-
trated on gold and platinum, since the Minister of Finance was of the 
opinion that “it is not worth fussing with diamonds and pearls”. This 
went on until at least the end of 1921.29 
 Border trade was another source of unregistered valuables from Russia. 
Extensive smuggling had already started on the Estonian-Russian border 
before the Tartu Peace Treaty was signed. Grain and foodstuffs were taken 
to the East in return for much more valuable commodities, such as bank-
notes and precious metals. Other goods were also traded, with linen being at 
the top of the list.30 After the Tartu Peace Treaty was concluded, trading 
became livelier. One could become a millionaire by selling a container of 
spirits, a consignment of sewing machine needles, or a load of sub-standard 
scythes to Russia. By spring of 1921, Estonia had removed all regulations 
that hindered the booming border trade. 
 Border trade reached its peak in 1922, when there was one trading 
point per every 300–500 meters of border in south-eastern Estonia, and 
an Estonian organization of smugglers and bootleggers in Russia con-
sisted of 82 people. That year 1,900 tons of sugar and 250,000 litres of 
spirits, among other goods, were transported across the border to Russia 
in return for more than 200 million marks in valuable metals and other 
goods, as well as cash. 
 Border trade was so significant that it was as if Estonia had been pro-
vided with an additional important foreign trade partner. Trade on the 
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border accounted for 6 percent of the value of foreign trade turnover in 
1921, and 7 percent in 1922.31 In 1922, trade on the Russian border out-
stripped Estonia’s trade with Finland. Despite this, Finland ranked fourth in 
importance among Estonia’s foreign trade partners after Germany, England 
and Soviet Russia. Latvia, Sweden and 14 other countries followed Finland 
on the list of Estonia’s trading partners. 
 Income from the East undoubtedly influenced Estonia’s economic pol-
icy. In order to ascertain their impact on the real economy, the size of the 
various sources of this income warrants closer examination. 
 
 
Resources That Remained in Estonia 
 
It is not possible to provide more than a rough assessment of the sums 
that arrived in Estonia in one way or another from Russia during the 
years 1920–1922. 
 90 million marks in excess of what had been expected accrued to Esto-
nia in 1921 from border trade. This sum increased to 150 million marks 
in 1922, amounting to a total of about 1.4 million gold roubles.32 Private 
persons were the ones who reaped the profits. 
 Much larger amounts came to Estonia along with people returning 
from Soviet Russia. In 1924, Jaan Tõnisson estimated the total amount to 
be two billion marks, the equivalent of approximately 12 million gold 
roubles.33 This amount seems quite plausible. These sums did not accrue 
to the state of Estonia either. 
 A conservative estimate of the amount that the State Treasury earned by 
speculating in Russia is 200 million marks or 1.2 million gold roubles.34 
 Ascertaining the size of the sums earned by the trading in gold that 
was carried out by the Tallinn office of the Bolsheviks – even if the cal-
culation is only an approximate one – is a complicated, but necessary 
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task, because the amounts involved were enormous. According to ac-
counts published by the Estonian media, approximately 30,000 poods of 
Russian gold worth 550 million gold roubles moved through Estonia in 
1920–1922.35 According to the British Secret Intelligence Service 
(S.I.S.), Russian gold to the value of 311.5 million gold roubles was 
moved out through Estonia during the period leading up to March 1921, a 
further 188.5 million by September, and yet another 11.5 million gold 
roubles prior to October 22.36 Added up, these figures amount to a total 
value of 511.5 million gold roubles before October 22, 1921. It is likely 
that these estimates do not include gold ingots, and definitely do not in-
clude jewels and other valuables. 
 According to Nikolai Niitem, Manager of the Financial Division of the 
State Treasury of Estonia, 598.2 million gold roubles passed through Es-
tonia in transit during 1920–1922, along with other gold coins, such as 
pounds sterling, French francs, US dollars, Japanese yen, German marks, 
and Belgian francs.37 Niitem must have been well informed. In any event, 
the figures he cited could not have been larger than the actual ones. 
Niitem’s report does not reveal how much was traded by the Bank of Es-
tonia and the State Treasury, and how much by others. Niitem’s calcula-
tions do not include gold ingots, other valuables, or jewels. 
 In May of 1922, Westel, the Estonian Minister of Finance, who must 
also have had accurate information, informed Peter Leslie, the British 
Consul, that the amount of gold shipped out through Estonia by Soviet 
Russia amounted to 683.5 million gold roubles. He added the following 
details about gold coins brought from Russia: “595.9 million Russian 
roubles, 120.5 million German marks, 49 million French francs, 1.35 mil-
lion US dollars, 724,000 British pounds sterling, 35,000 Swedish crowns, 
and 4 million Japanese yen.”38 Westel’s information matches Niitem’s 
data. Westel also took other gold coins into consideration, but not gold 
ingots, precious stones or valuables. The Westel-Niitem information is 
the most accurate available, and can serve as the basis for making further 
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calculations. As for weight, a quantity of gold coins corresponding to 
683.5 million gold roubles amounted to nearly 700 tons. It should be 
added that this calculation does not include any of the gold ingots, jewels 
or valuables that were moved through Estonia. 
 In order to be able to evaluate the size of the sums that remained in 
Estonia, the important factor to consider is the time frame when gold was 
being moved though Estonia. According to V. Sirotkin, before the trade 
agreement with England (March 1921), the Bolsheviks sold gold in Lon-
don at a rate 15–20 percent cheaper than the going world market price, 
and at a discount of 6 percent after the agreement.39 According to data of 
the Deputy Representative of the Soviet Russian People’s Commissariat 
of Foreign Trade, losses in 1920 amounted to 41 percent. During the pe-
riod leading up to October 1, 1921, the average size of the loss was 9.6 
percent. After mid-April 1921, it had dipped below 7 percent, and below 
5 percent after July. After August 10, it had sunk under 3 percent and 
fluctuated between 2.2 and 3 percent thereafter.40 
 On the basis of the information above, and by converting all other cur-
rencies into gold roubles, it was possible to compile Table 8. This does 
not include gold ingots, valuables and jewels. 
 
 
Table 8. Gold coins transited through Estonia, calculated in millions 

of gold roubles, commission percentage and sums earned by 
intermediaries 

Period 
Gold coins 

traded 
Commission 
percentage 

Sums earned by 
intermediaries 

3 May 1920 – 29 Feb 1921 311.5 20 62.3 
1 Mar 1921 – 15 Sep 1921 188.5 7 13.2 

After 15 Sep 1921 183.5 2.5 4.6 
Total 683.5 … 80.3 

 
Sources: S. I. S. to Gregory, November 30, 1921. PRO FO 371/6879/13362; 
Niitem to the Director of the State Treasury 23.01.1923. ERA, f. 20, n. 1, f. 273, 
p. 13; Leslie to Balfour May 29, 1922. PRO FO 371/8178; Anikeyev’s report, 
November 1, 1921. RGASPI, f. 5, n. 1, f. 2395, p. 4–5. 
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This estimate reveals that Soviet Russia bore a loss of about 80 million gold 
roubles through the sale of gold coins via Estonia during the 1920–22 pe-
riod. Not all of this ended up in the hands of Estonian intermediaries, as 
some of the sums went to parties who brokered Russian gold in the West. If 
the share that ended up in the hands of these Western intermediaries were 
estimated to constitute half of the total amount, this would mean that the 
sums that remained in Estonia would have ranged from 30 to 50 million 
gold roubles, which was a huge amount. At the April 1923 exchange rate of 
one gold rouble to 170 marks, this would have been equivalent to 5.1 to 8.5 
billion marks. Such a sum would have more than compensated for the offi-
cial current account deficit of those years. It is also worth noting once again 
that this calculation only takes gold coins into account. It is likely that pri-
vate persons were the ones who often traded in gold ingots, valuables and 
jewels. 
 Who profited from the trading of gold in Estonia? Petrov – a Comintern 
employee in Tallinn – said that in Estonia, everyone speculated – “from the 
Prime Minister to the doormen”.41 The reports of Gukovsky, Solomon, Ya-
kubov and Anikeyev reveal that among private companies, the major trader 
was Scheel and Co. Pung and Co. also bought and sold extensively during 
the early period, to be followed by Harju Bank later on. Scheel is said to 
have earned 20–30 million gold roubles.42 A sum of this size cannot be 
ruled out, in view of the fact that in addition to gold coins, Scheel and 
Co. had the opportunity to specialize in gold ingots, precious stones and 
other valuables, which fall outside the scope of the calculations presented 
here. There was also the additional opportunity of making money on the 
sale of goods bought from the West for the Bolsheviks. 
 Among the Estonian state institutions, it was the Bank of Estonia and 
the State Treasury of the Ministry of Finance that engaged in the trading 
of Russian gold, sometimes together, and at other times separately. The 
circle of people that possessed all of the information related to the trade 
in gold was small. Documents reveal that Georg Westel dealt with trans-
actions in gold (first as the manager of the Bank of Estonia, then as the 
Minister of Finance). The director of the State Treasury Theodor Käärik, 
businessman Joakim Puhk and the Ambassador to England Ants Piip par-
ticipated in some operations. In 1920, the Head of State Jaan Tõnisson 
also had to have had knowledge of what was going on, at least in broad 
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terms. Later, Konstantin Päts, who was probably the coordinator of all the 
operations along with Georg Westel, approved all the important agree-
ments. Päts and Westel were also the owners of the Harju Bank. This in-
stitution had been active in the trading of gold beginning in 1920. Other 
Government members besides Tõnisson and Päts could also have been 
aware of the gold operations taking place in the State Treasury, but might 
not have known about the brokering operations of the Bank of Estonia. It 
was only the 1922 gold operations that the State Comptroller learned 
about in detail afterwards, and he never knew about the entire scope of 
the gold that had been exchanged.43 
 According to Gukovsky, the first operation by the Bank of Estonia 
took place as early as May of 1920. Indirectly, Westel’s letter to the Min-
ister of Finance of May 29, 1920 proves this as well.44 
 According to a report of the State Treasury, the first gold transaction of 
the Treasury took place in August–September 1920, when Georg Westel 
was secretly authorized by the government to go to England with Ambas-
sador Ants Piip to sell 5,166,729 gold roubles of the gold received by 
Estonia in accordance with the provisions of the Tartu Peace Treaty.45 
30,000 gold roubles of this consignment were lost along the way under 
unknown circumstances. Gold worth 5,136,729 gold roubles was then 
sold for a sum of 714,593 pounds sterling after the deduction of ex-
penses. This sum was deposited in the account of the Estonian State 
Treasury at the Royal Bank of Scotland. According to a government deci-
sion of September 1, all earned sums had to be deposited in this account. 
The Bank of Estonia could dispose of sums in the account of the Estonian 
State Treasury in the aforementioned bank with the authorization of the 
State Treasury.46 Although the operation took place without the knowl-
edge of the Constituent Assembly (Asutav Kogu), it was revealed to the 
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public later. The report also proves that gold had been sold prior to Sep-
tember 1, 1920. 
 A letter written in 1920 by the Bank of Estonia to the main administra-
tion of the State Treasury proves that during September of that year, the 
Bank of Estonia also sold 5 million gold roubles in one consignment and 
10 million in another.47 It remains unknown whether the five million 
gold roubles in question were in the same consignment that Westel and 
Piip wanted to sell in London. Nor is it known whether the 10 million 
gold roubles was the gold received under the Tartu Peace Treaty and 
sold by the State Treasury, or Russian gold traded by the State Treasury 
or the Bank of Estonia. There is no reason to regard this document as a 
forgery. 
 According to the records of the State Treasury, the Treasury did not 
trade in Bolshevik gold earlier than November 1920, when 2 million gold 
roubles were bought from Solomon. In December, another 5 million gold 
roubles were bought. 7 million German marks and 3,794,787 Swedish 
crowns were paid for the first consignment, and 582,500 pounds sterling 
for the second. The gold thus purchased was deposited in the vault of the 
Bank of Estonia.48 Another source says that on November 3, 1920, the 
Piip Government authorized the Minister of Finance to sell 4,829,140 
gold roubles to the Bank of England in London. That gold was sent to 
London on the steamship “Lucie” on November 9. The State Treasury 
received 693,462 pounds sterling and the Bank of Estonia 17,231 pounds 
sterling.49 
 The 5 million gold roubles that were bought in December 1920 were 
sent to London on the steamship “Ellind” on November 22, and sold at 
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the beginning of 1921 to the Bank of England in London for 728,478 
pounds sterling.50 Of the total sum received for the two last operations, 
1,407,600 pounds sterling was transferred to the Royal Bank of Scotland 
in December. The rest was placed in the Government account in the Bank 
of England and remitted in part from that account to the Royal Bank. 
From the sum received, 358,500 pounds sterling was used to buy gold for 
the Bank of Estonia under the basis of a verbal order of the Minister of 
Finance. In addition, another 2 million gold roubles were sent from Tal-
linn to London on the steamship “Dorothea” on December 22, 1920.51 
The latter is not mentioned in the review of the gold transactions of the 
State Treasury, so it could have been an operation of the Bank of Estonia. 
It might have been a payment made in gold bought from the Bolsheviks, 
for sterling allocated to the Bank of Estonia on the basis of a verbal order 
of the Minister of Finance. In 1921, the State Treasury sold gold on three 
occasions for an amount totalling 6.5 million gold roubles, for which it 
received 908,211 pounds sterling, according to a report from 1924. 
Thereafter, an additional 10,788,970 gold roubles and gold ingots valued 
at 281,792 gold roubles were bought from Soviet Russia, for which 
1,253,586 pounds sterling and 723,279 Swedish kronor were paid. On 
November 20, 1921, the joint account of the government (State Treasury) 
and the Bank of Estonia in the Royal Bank of Scotland were closed and 
the balance (234,676 pounds sterling) was transferred to an account that 
had been opened in the Bank of Estonia.52 
 The gold transactions of 1922 and some additional transactions made in 
1923 were made based on a secret decision of the Government of February 
15, 1922.53 In accordance with that decision, gold was sold on two occa-
sions in 1922, in the amounts of 1.98 and 2 million gold roubles respec-
tively. On the first occasion, the sum of 1,001,969 dollars was received, 
which was deposited in a correspondent account of the Bank of Estonia in 
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New York; and 229,239 pounds sterling on the second occasion, which 
was deposited in a sterling reserve account of the Bank of Estonia.54 
 At this point, it would also make sense to try to estimate the approxi-
mate size of the profit gained by the State Treasury as a result of these 
gold transactions. Table 9 is based on a report of State Treasury. The ta-
ble also contains information about other gold operations, as described 
previously. 
 
Table 9. Gold operations by the State Treasury in millions of gold roubles 

Time 
Received thanks to the Tartu 
Peace Treaty or bought later 

Sold 
abroad 

1920 15+7 = 22 15 
1921 11.3 6.8 
1922 0.5 3.95 
1923  3.1 

1 Jan. 1924 – 1 Oct. 1924  2 
 

Calculation basis: Gold operations of the State Treasury. Undated. ERA, f. 74, 
n. 3, f. 13, p. 10–14. 
 
According to the records of the State Treasury, the Treasury traded gold 
roubles worth at least 18.8 million during 1920–1922. If we estimate the 
profits to have been within the range of 20–35 percent in 1920, 5–10 per-
cent in 1921 and 2–3 percent in 1922, we arrive at an estimate of total 
earnings ranging from 1.8 (1.4+0.34+0.06) to 3.25 (2.45+0.68+0.12) mil-
lion gold roubles. 
 It is even more difficult to estimate the size of the commissions earned 
as a result of the gold operations of the Bank of Estonia. Gukovsky’s let-
ter to the People’s Commissariat of Foreign Trade reveals that it was the 
Bank of Estonia that acted as an intermediary when 2 million pounds 
sterling was bought from the English in April.55 If we postulate that the 
exchange rate for pound sterling was 7.2 gold roubles (this was the rate 

                                            
54 Gold operations. Undated. ERA, f. 74, n. 3, f. 13, p. 8; The Auditor of the Fi-

nancial Department to the head of the Financial Department of the State 
Comptroller October 3, 1926. ERA, f. 66, n. 1, f. 274, p. 4; Secret government 
decision, February 15, 1922. Signed by G. Westel on behalf of the Head of 
State. ERA, f. 66, n. 15, f. 92, unpaginated.  

55 Gukovsky to People’s Commissariat of Foreign Trade, April 27, 1920. 
RGASPI, f. 5, n. 1, f. 2393, p. 5.  
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that the gold received under the Tartu Peace Treaty was exchanged at in 
August 1920), the Bolsheviks would have had to pay approximately 15 
million gold roubles for it. If we estimate the commission charged at the 
time to have been in the 10–40 percent range, the Bank of Estonia must 
have earned 1.5–6 million gold roubles just for this operation alone. 
Should it have been the Bank of Estonia that arranged the operation in-
volving 10 million gold roubles in September of 1920, an additional 1–4 
million gold roubles in profit would have accrued to the Bank of Estonia. 
Other operations on a smaller scale such as the aforementioned purchase 
of gold “as per the verbal orders of the Minister of Finance” for 358,500 
pounds sterling in December 1920 also needs to be taken into account. 
The profit earned on that deal might have ranged from 200,000 to 
400,000 gold roubles. There might also have been transactions of which 
no traces have been found. It can be concluded that by arranging and car-
rying out transactions involving gold, the Bank of Estonia must have 
earned anywhere from 2.7 to 10.4 million gold roubles. 10.4 million rou-
bles is a more likely amount than 2.7 million. 
 There is more to the story, however. In the spring of 1921, an audit of 
the assets of the Bank of Estonia revealed that on April 28, the vaults of 
the Bank of Estonia contained 24.9 million gold roubles, 295,000 Finnish 
marks, 14,000 US dollars, 1.1 million British pounds sterling in gold, 
gold ingots worth 5.9 million gold roubles and 1.1 million Estonian 
marks, plus platinum, silver and smaller amounts of the currencies of 
most European countries.56 The combined total of these assets amounted 
to more than 45 million gold roubles! It is obvious that this enormous 
treasure could not have been the property of Estonia, nor could it have 
belonged to the citizens of Estonia. This could be nothing other than the 
money deposited in the Bank of Estonia by the Bolsheviks. 
 All Soviet sources indicate that the Bolsheviks deposited gold coins 
that were intended for sale in the Bank of Estonia until they actually were 
sold, even in such cases when the Bank of Estonia was not retained to 
carry out the sale of the coins. The same pattern applied to diamonds, at 
least from autumn 1920 to the spring of 1921.57 It is unlikely that the pro-
cedures were any different for silver and platinum. 

                                            
56 Bank of Estonia Audit Report, May 4, 1921. ERA, f. 20, n. 1, f. 210, p. 29. 
57 Krassin to Solomon, October 9, 1920. ERA, f. 1790, n. 1, f. 523, p. 35; Solo-

mon to Lezhava, August 23, 1920. ERA, f. 1790, n. 1, f. 523, p. 2; G. Solo-
mon. Sredi krasnyh vozhdei, pp. 261–262; 313–317. 
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 The services rendered by the Bank of Estonia were quite expensive. 
According to Anikeyev, in May of 1921, the Bank of Estonia charged 1.2 
percent for the acceptance of the gold, 1.4 percent per month for storage, 
1.2 percent per month for deposits, and 1.2 percent per month for letters 
of credit. 1.2 percent was charged for transport to Stockholm, including 
insurance. 574,000 Estonian marks were charged for a license allowing 
the export of gold to the sum of 10 million gold roubles. The Bolsheviks 
paid 1 percent to the Bank of Estonia for wire transfers to Western 
Europe, and 2 percent to America. In November of 1921, the Bank of 
Estonia charged 1.2 percent on all transactions involving gold. From the 
spring of 1922, the charge for transportation and insurance of gold was 
changed to 0.325 percent, and later to 0.25 percent. In November, nego-
tiations were held over the service charge in the range of 0.18–0.20 per-
cent. The charge for licenses to export gold was dropped.58 
 Since we know that the fees charged for services were higher before 
the spring of 1921, there can be no doubt that the profits earned by the 
Bank of Estonia on the above services were more than 15 million gold 
roubles. Thus, the income of the Bank of Estonia during the years 1920–
1922 was at least 17.7 million gold roubles, and in all likelihood, this is 
too conservative a figure. If we add on to that the gold transactions of the 
State Treasury in Russia (a minimum of 1.2 million gold roubles) and 
gold trading by the State Treasury (a minimum of 1.8 million gold rou-
bles), the income of the Estonian Government must have been at least 
20.7 million gold roubles in those years, but it is quite likely that it actu-
ally exceeded 30 million gold roubles. This is a sum that would have re-
quired some effort to spend. 
 
 
National Budget and Foreign Trade 
 
The records kept of state incomes and expenditures were quite poor in those 
days. The figures cited in different sources differ markedly. This was par-
tially caused by the use of differing methods for the calculation of the ex-
change rate for the mark, and partially by other reasons. 
 The State Audit Office compiled post fact reports on the use of the 
budget for 1920 and 1921. The necessary figures could be ascertained only 
approximately. The summaries of these reports were also published in the 

                                            
58 Anikeyev’s report of November 1, 1921. RGASPI, f. 5, n. 1, f. 2395, p. 1–2. 
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state statistics collections.59 These can consequently be regarded as official 
information. The exchange rate has been calculated based on the rate that 
existed in the autumn of 1924. The Ministry of Finance also made calcula-
tions on a concurrent basis. Some of these have survived, but they differ 
considerably from the official reported data. 
 It is important – from the perspective of the topic at hand – to know 
how much the state received in “ordinary income” (taxes, duties, income 
from state enterprises etc.), and how much “borrowing against the future” 
was taking place in terms of loans, disposal of the gold reserve, and the 
emission of money. Just as important as the matter of expenses incurred 
is the question of what share of the budget was earmarked for defence 
expenditures. Table 10 is based on official information. Both regular as 
well as extraordinary expenses incurred by the Ministry of War are listed 
as defence expenditures. 
 
 
Table 10. Budgets for the years 1920–1922 in million of marks 

Year Income 
Inc. “ordinary” 

income 
Expenditures 

Inc. defence 
expenditures 

1920 3.737 1.606 3.737 1.381 
1921 6,282 4.385 6.282 1.399 
1922 6,508 6.452 6.508 1.476 

 

Calculation basis: Eesti 1920–1930, pp. 240–241; Annexes to the Minutes of 
the Riigikogu, 4th Session, pp. 170–195. 
 
We can see from the official data presented in Table 10 that 43 percent of 
total income was gained from ordinary income in 1920. In 1921, the re-
spective figure was 43 percent, and by 1922 it was 99 percent. However, 
according to the data from the Ministry of Finance, 93% was covered by 
emission in 1919, 50% in 1920, 15% in 1921 and 11% in 1922. The same 
sources show that defence expenses accounted for 80 percent of total ex-
penditures in 1918/1919; 55 percent in 1920; 29 percent in 1921; and 28 
percent in 1922.60 Although the separate sets of data differ markedly, it 
can nonetheless be stated that the collection of taxes grew quickly, and 
that the deficit decreased. 
                                            
59 Eesti 1920–1930, pp. 240–241; Eesti arvudes 1920–1935, pp. 194–195. 
60 Memorandum of the Ministry of Finance. Undated. Probably June 1923. ERA, 

f. 20, n. 1, f. 67, p. 9–10; 14–15. 
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 In 1920, licenses were required for those who wanted to engage in for-
eign trade. Foreign currency obtained from exports had to be handed over 
to the government, and importers had to apply for a license to obtain for-
eign currency. This system was rescinded in the winter of 1921. In the 
spring, a completely new customs tariff was established. The customs 
tariff rates for goods vital to industry were much lower than for other 
goods. The customs tariff rates constituted an average of 10 to 30 percent 
of the price of goods at that time. 
 Export restrictions were finally rescinded by a regulation that came 
into effect on April 10, 1922.61 
 
Table 11. Foreign trade in the Republic of Estonia in 1920–1922 in 

hundreds of millions of marks 
Year Import Export % of export to Russia 
1920 22.2 19.6 32.0 
1921 47.4 24.2 29.8 
1922 61.4 52.8 25.7 

 

Calculation basis: Eesti arvudes 1920–1935, p. 130; H. Kukk. Eesti väliskauban-
dus 1919–1921, p. 36; J. Valge. The Tartu Peace Treaty and the Economic Devel-
opment of the Republic of Estonia, p. 181. Note: Export to Russia includes goods 
produced in Estonia. 
 
Contrary to what had been predicted, the significance of Soviet Russia in 
foreign trade decreased, but remained quite considerable (Table 11). The 
deficit in foreign trade also decreased. If one adds to this the border trade 
that went on with Soviet Russia, it is not ruled out that imports did not 
actually outweigh exports in 1922. 
 
 
Inflation. Initial Stabilization of the Exchange Rate 
 
At the end of the War of Independence, the State Treasury had the exclu-
sive right to issue money. In March 1921, the Bank of Estonia also ac-
quired the right to issue money, but had to obtain permission from the 
Government on each occasion it did so. The amount of money in circula-
tion is shown in Table 12 (by units, not the exchange rate). 

                                            
61 Riigi Teataja 1921, 31; Riigi Teataja 1922, 51. 
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Table 12. Money in circulation in million of marks at the end of the year 
End of year State Treasury notes Banknotes Total 

1919 529 - 529 
1920 1.790 - 1.790 
1921 2.742 350 3.092 
1922 2.565 1.257 3.822 
1923 1.728 11.910 3.638 

 

Source: Valitsusasutiste tegevus 1918–1934, p. 302. 
 
The main reason for money being released into circulation so intensively 
was undoubtedly the government’s shortage of funds. More precisely, it 
was a matter of the inability to make budgetary ends meet, as well as 
governmental inability to increase the effectiveness of the tax system. 
 Increasing the amount of money in circulation was done spontane-
ously. By January 8, 1920, the Economic Council had formulated the 
principles of Estonia’s economic policy. It seemed prudent to the Council 
to continue with the existing regulations pertaining to foreign trade and 
currency. No decisions were taken that would have limited the issuing of 
money.62 Speaking before the Constituent Assembly in June and Decem-
ber 1920, Minister of Finance Juhan Kukk justified the need for new is-
sues of currency with the need to cover defence expenses. On July 2, 
1920, the Constituent Assembly raised the ceiling for the emission of 
money by the State Treasury to 500 million marks, and on September 8 
to 700 million. On December 19, another 500 million was added.63 On 
the day after coming to power on January 25, 1921, the government of 
Konstantin Päts granted permission to the State Treasury to issue up to a 
billion more marks.64 This decision on economic policy – the most im-
portant one of 1921 – did not reach the Riigikogu. The Government deci-
sion became law without the approval of the Riigikogu, as permitted un-
der paragraph 12a of the Provisional Government Procedures. As seen in 
Table 11, this option was utilized nearly to its full extent. 
 The Bank of Estonia started to issue money on March 29, 1921. Bank-
notes worth 8 million marks were issued initially, and then 36.9 million 

                                            
62 Minutes of the meeting of the State Economic Council January 8, 1920. ERA, 

f. 990, n. 1, f. 17, p. 3–4. 
63 I. Leimus. Eesti Vabariigi rahad 1918–1992, p. 30. 
64 Riigi Teataja 1921, 23, p. 141. 
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marks more within the next five days. Government letters of guarantee 
secured both issues.65 On October 7, 1921, in response to a proposal by 
Westel, the government allowed the Bank of Estonia to issue up to 350 
million marks.66 The entire amount of this issue was at least secured by 
loans issued by the Bank of Estonia. The value of the loan securities was 
1.5 billion Estonian marks, according to documentation dated November 
1, 1922.67 From that point on, the Bank of Estonia began to issue bank-
notes secured by its own loans. On December 9, 1921, after a proposal 
made by Westel, the Bank of Estonia’s right to issue money was raised to 
the sum of 500 million marks. On February 8, a confidential decision of 
the government raised the limit to a billion marks, which was subse-
quently raised to two billion marks on October 13, 1922, and increased 
once more to 2.5 billion marks on April 6, 1923.68 As seen in Table 11, 
more than 1.2 billion marks were issued in 1922. The Bank of Estonia 
executed the decisions of the Government, having – in the interim – in 
fact been made the bank of the Government. 
 Naturally, this extravagant adding of money to the economy affected 
the exchange rate of the mark. After signing the Tartu Peace Treaty, the 
Government was quite optimistic about the rate of the mark. Within a few 
weeks after the conclusion of the Treaty, the rate that the mark was being 
traded at actually showed an upward tendency. 
 Made ebullient by that rise during those few weeks, the Exchange Rate 
Committee determined the official rate to be 270 marks in March for one 
pound sterling, but by May, the actual situation made the Committee de-
crease it again to 680 marks. The free exchange rate on Viru Street in 
Tallinn was 370 in March and 450 in April. Until the end of May, the 
official exchange rate was kept at 100–200 marks below the black market 
rate. Dealers who actually managed to obtain sterling at the official rate 
had of course hit the jackpot.69 
                                            
65 Bank of Estonia to the Ministry of Finance, April 3, 1921. ERA, f. 20, n. 1, 

f. 270, p. 14–15. 
66 Government decision, October 7, 1921. ERA, f. 31, n. 2, f. 8, p. 2609. 
67 Bank of Estonia to the Ministry of Finance December 18, 1921. ERA, f. 20, 

n. 1, f. 271, p. 2. 
68 Government decision, December 9, 1921. ERA, f. 31, n. 2, f. 9, p. 3456; Secret 

government decision, February 8, 1922. ERA, f. 31, n. 1, f. 215, p. 113; Gov-
ernment decision, November 13, 1922. ERA, f. 31, n. 2, f. 12, p. 2806; Gov-
ernment decision, April 6, 1923. ERA, f. 31, n. 2, f. 17, p. 1125. 

69 Eesti marga vabakurs. – Eesti Majandus 1921, 1, pp. 1–3. 
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 On May 21, the Tallinn Stock Exchange opened, and the Exchange 
Rate Committee ceased its activities.70 The party was now over for the 
profiteers. Once the stock exchange began to issue quotes about exchange 
rates, information about the price of the mark became more objective. In 
February 1921, the regulations that restricted foreign currency exchange 
were rescinded. Thereafter foreign currency could be bought and sold by 
the State Treasury, the Bank of Estonia and credit institutions, as well as 
other authorized individuals and institutions.71 
 While a dollar cost 70 marks in May of 1920, by December the price 
had already reached 378 marks. An increase in the rate that the mark was 
being traded at then started, and lasted until May of 1921, when the dollar 
cost 300 marks. The mark then fell again to 390 in October 1921, when a 
slow increase began. At the end of 1922, the dollar cost 341 marks.72 The 
Bank of Estonia then halted the drop in the exchange rate by intervening 
in the stock exchange starting in 1921, evidently as the result of a deci-
sion taken by Päts or Westel.73 What remain unknown are the source and 
the scope of the means for such intervention. 
 At the beginning of 1921, together with the relative stabilization of the 
exchange rate of the mark, a psychological breakthrough took place, as a 
result of which the citizens of the Republic of Estonia finally accepted the 
Estonian currency as their own. For savings purposes, gold roubles or 
other gold coins were still preferred, but the period when Tsarist paper 
roubles were overvalued was over. The Soviet government had also ef-
fectively contributed to the devaluation of Tsarist money by exporting it 
in huge quantities. 
 At the beginning of 1921, the Ministry of Finance gave thought to a 
transition to the gold standard. How serious these intentions were is not 
known. Professor A. Sack dealt with the theoretical preparations for 
                                            
70 V. Poom. Märkmeid Eesti Panga saamisest ja kümneaastasest tegevusest, 

p. 48. 
71 Government regulation about the movement of foreign currency. February 28, 

1921. ERA, f. 31, n. 2, f. 6, p. 404. 
72 Eesti Pank 1919–1929, p. 48; Eesti Statistika Kuukiri 1922, 1–2, p. 220–221; 

Eesti Statistika Kuukiri 1922, 3–4, pp. 143–145; Eesti Statistika Kuukiri 1922, 
5, pp. 92–93; Eesti Statistika Kuukiri 1922, 6–7, pp. 46–47; Eesti Statistika 
Kuukiri 1922, 9–11, pp. 86–91. 

73 Valitsusasutiste tegevus 1918–1934, pp. 301–302; E. Aule. Eesti Pank raha-
kursi hoidjana, p. 17; V. Poom. Märkmeid Eesti Panga saamisest ja kümneaas-
tasest tegevusest, p. 48. 
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transition to the gold standard. He proceeded from the pre-war model of 
the gold standard in his proposals.74 It is not known if his suggestions 
were actually developed further. What is known is that they were not dis-
cussed at the sessions of the government. 
 As far as is known, the transition to the gold standard began to be dis-
cussed more seriously for the first time among Estonian politicians in 
July of 1921. Georg Westel said in the Monetary Committee that while a 
transition to the gold standard was possible, it would be undesirable, be-
cause the state had not yet attained stability.75 
 In May 1922, the Päts government sent Deputy Minister of Finance 
Konstantin Rosendorf to Germany for a month to become acquainted 
with the tax system there, in view of the preparations that were underway 
for minting coins in Estonia.76 It is not known if this also entailed the 
planning of a transition to the gold standard. In any event, Germany in 
1922 was one of the most unsuitable countries in the world from which to 
gain experience. 
 In the summer of 1922, the General Secretary of the League of Nations 
contacted Estonia in respect to the areas in which Estonia might need ad-
visors. Georg Westel then informed the Government that the Ministry of 
Finance did not consider it expedient or necessary for the League of Na-
tions to appoint financial advisors to the Government.77 
 Transition to the gold standard became a topical issue once more 
during the period of the Kukk government during the first months of 
1923. The plan was worked out in the Ministry of Finance “at the per-
sonal initiative of the Head of State”. The whole matter of the issue 
was to be entrusted to the Bank of Estonia, with 20 percent of the paper 
notes to be secured with gold. The gold content of the Estonian mark 
was weighted at 100 Estonian marks = 1.5 golden francs.78 The ex-
change rate was clearly overvalued. It is evident; however, that transi-
tion to the gold standard would probably have prevented the taking of 

                                            
74 Sack to Ministry of Finance. Undated. Probably March 1921. ERA, f. 20, n. 1, 

f. 254, p. 1–4 
75 Minutes of the Monetary Affairs Committee of the Riigikogu, July 22, 1921. 

ERA, f. 80, n. 1, f. 471, p. 65. 
76 Government decision, May 18, 1922. ERA, f. 31, n. 2, f. 11, p. 1253. 
77 Westel to the Government, June 16, 1922. ERA, f. 31, n. 2, f. 11, p. 1798. 
78 “Eesti marga stabiliseerimise küsimus”. – Postimees, January 30, 1923; “Eesti 

marga stabiliseerimise küsimus”. – Postimees, February 6, 1923. 
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further loans. How serious this plan was and why Juhan Kukk did not 
manage to push it through – whether due to Westel’s opposition or pas-
sivity – is not known. In any event, the discussion did not reach the 
Government. 
 From February 1922 to the early summer of 1924, the Monetary Af-
fairs Committee of the Riigikogu did not discuss the matters of issue, ex-
change rates or financial policy. These matters were very rarely an issue 
in the Riigikogu, and in the Government, and this was not only because of 
ignorance. It seems as if – starting in 1922 – that most of the people in-
terested in money matters in Estonia appeared to think that the state of 
the mark had stabilized, and that transition to the gold standard was a 
problem that would be decided from the aspect of its utility at a given 
point in time. It is possible that less well-informed politicians may have 
associated the transition to the gold standard with an external loan and 
expected that such a loan could be easily obtained. The “right” moment 
for the transition to the gold standard did not materialize, however. One 
of the reasons for this was undoubtedly the loan policy of the Bank of 
Estonia. 
 
 
 
Loan Policy of the Bank of Estonia 
 
From the outset, the operations of the Bank of Estonia were not in accor-
dance with its statutes. As early as 1921, guaranties appeared in the 
Bank’s statement of accounts, which had not been provided for in the 
statutes. The Bank had accepted “movable property” and real estate 
bonds as security, although only goods per se could actually be accepted. 
 Just a couple of months after having been established in May 1919, the 
Bank of Estonia started to grant industrial loans which were directed pri-
marily at the elimination of unemployment. Large Tsarist-era enterprises 
dominated among the borrowers. At the end of 1919, the making of deci-
sions about the loan applications of local administrations and coopera-
tives had also been assigned to the Bank of Estonia, from whence money 
was lent out, with the government as guarantor. The increasing trend of 
loans granted by the Bank of Estonia is illustrated in Table 13. 
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Table 13. Loans by the Bank of Estonia in 1919–1925 in millions of marks 
 1919 1920 1921 1922 1923 1924 
January - 51.2 536.0 1607.3 3183.1 4831.3 
May 7.2 115.3 840.3 1824.8 4006.5 5263.8 
September 17.3 259.8 1118.3 2356.5 4585.8 5032.7 

 

Source: Eesti Pank 1919–1929. Tallinn, 1929, p. 86. 
 
By the end of 1923, the sum of the loans granted by the Bank of Estonia 
was 28 million gold roubles.79 This was an enormous amount, which ex-
ceeded the foreign loans taken during the period of the War of Independ-
ence, and was nearly three times as large as the loan received in 1927. 
Taking into account the drop in the exchange rate, it is evident that the 
speed-up in the growth of loans started just after the Päts administration 
had come to power at the beginning of 1921. By the end of 1922, two-
thirds of the granted loans had been secured with the pledged equipment 
of factories and plants, as well as with goods.80 
 By the end of 1923, 47 percent of all the loans made had been granted 
to the industrial sector. 24 percent had been granted to trade and 12 per-
cent to banks. The loans provided to local administrations were relatively 
small, and agriculture was left to languish (5 percent).81 One of the reasons 
for this was that the loans were granted for a maximum of only six 
months. 
 Until the end of 1920, the loan activities of the Bank of Estonia were sub-
ject to the control of the State Treasury. The amount required for the issuing 
of each loan had to be specifically requested on each occasion from the 
State Treasury.82 In 1921, when the Government of Konstantin Päts took 
office, the procedure was changed. The government also started to guaran-
tee larger loan applications from businesses. If a firm was unable to pay 
back the loan on the due date, the government usually extended its loan 
guarantee. Lists of requests for such extensions, submitted for discussion to 
government sessions, grew ever longer. 

                                            
79 Calculated at the rate of 1 gold rouble = 170 marks. In 1920, the mark cost 

more. 
80 Calculation basis: Eesti Pank 1919–1929, pp. 86, 90. 
81 Eesti Pank 1919–1929, p. 86. 
82 Bank of Estonia to the Ministry of Finance 23.08.1920. ERA, f. 74, n. 1, 

s. 2145, unpaginated; Bank of Estonia to the GA of the State Treasury 24. 12. 
1920. ERA, f. 74, n. 1, s. 2145, unpaginated. 
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 The loan interest rate at the Bank of Estonia was 7.5–8 percent. This 
was a very low rate, which practically made these loans a true gift to the 
recipients, especially in periods of inflation. Since the loan interest rate 
charged by private banks was in the range of 15–20 percent, and as 
much as 25–30 percent at the beginning of 1923, 83 there must have been 
a real stampede for loans from the Bank of Estonia, because all it took to 
earn profit was to deposit the loan sum in a private bank. By the same 
token, not everyone could get a loan from the Bank of Estonia. It was the 
management of that institution that made loan decisions. Approval for 
company loans was not conditional upon the conduct of expert analysis. 
In fact, there was no technical board within the staff of the bank that 
could have advised the management in respect to the granting of loans. 

 
How Loans Made by the Bank of Estonia Were Distributed 
 

In September 1923, the State Treasury had allocated more gold (worth 2 
million roubles) to the Bank of Estonia, in accordance with a government 
directive. This meant that in September the Bank of Estonia had been 
short of money. The State Comptroller who audited the Bank of Estonia in 
December 1923 discovered that the bank had “dissolved” the foreign cur-
rency reserves at its disposal into loans, including the foreign currency of 
the State Treasury. In the opinion of the State Comptroller, the lending of 
foreign currency reserves had already started after the first half of 1922, 
which was successful in terms of foreign currency inflow. After April 
1923, the currency reserves started to flow out at an especially fast pace.84 
 At some point, the Bank of Estonia’s foreign currency reserves ran out, 
and the bank started to use the foreign currency of the State Treasury. In 
its accounts, however, the impression was left that the Treasury’s money 
remained untouched. The State Comptroller summarized: “What we see 
in the Bank of Estonia in 1923… is a phenomenon usually referred to as 
‘window dressing’, which makes the study of the bank’s balances for 
1923 and the attempt to reach precise conclusions about the bank’s for-
eign currency liabilities and assets an exercise in absolute futility.”85 The 
same is true for the data for the years 1920–22. Even computations car-
ried out later, earlier audits, the deeds transferring gold from the State 

                                            
83 Eesti kapitaaliturg. – Eesti Majandus 1923, 4, p. 49. 
84 Oinas to the government, 6.06.1924. ERA, f. 66, n. 1, f. 1317, p. 17–18p. 
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CHAPTER III 

 

128 

Treasury to the Bank of Estonia and the results of the work done by spe-
cial committees of the Riigikogu do not make things any clearer. 
 The Bank of Estonia – with the full knowledge of the State Treasury’s 
Directorate – used the gold and foreign currency reserves of the State 
Treasury to buy foreign currency, for which Estonian marks were thereaf-
ter bought at the Tallinn Stock Exchange, in order to maintain the ex-
change rate of the mark.86 The marks so bought were then lent out again. 
 Trade in imports then began to become attractive. According to some 
sources, there were goods in Estonian customs warehouses worth up to 2 
billion marks at the beginning of December 1923.87 Some of these goods 
had been brought into the country with the hope of reselling them to Rus-
sia. As a case in point, Gustav Linquist – a business partner of Konstantin 
Päts – had bought a huge consignment of galoshes. Such galoshes were 
only worn in Russia, but the Bolsheviks did not permit them to be im-
ported. As late as in spring 1924, the galoshes were still littering Tal-
linn’s warehouses and stores. 
 Who shaped such a financial policy, which was executed primarily by 
the Bank of Estonia? 
 The most influential politician of the years in question was undoubtedly 
Konstantin Päts. In addition to holding the position of Head of State, Päts 
was also the chairman of the Tallinn Stock Exchange committee in 1920–
21. Together with Madis Jaakson, Konrad Mauritz and Rudolf Renning in 
1923, he was also the founder and subsequently the chairman of the Esto-
nian-Russian Chamber of Commerce. The aforementioned Rudolf Renning 
was a member of the Päts Government from February 1921 to April 1922 
as the deputy to Westel, the Minister of Trade and Industry. His duties in-
cluded the granting of permission for trading on the border. At some point 
during the second half of the decade, but maybe even earlier, Renning be-
came the intermediary between Päts and the Soviet Embassy.88 
                                            
86 According to Bank of Estonia statements, in 1923, for instance, the Bank sold 

1.129 million marks, which is to say 6.6 million gold roubles worth of foreign 
currency to secure the mark. (Eesti Pank 1923, pp. 9–10.) It cannot be assumed 
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 The Deputy Head of State Georg Westel, who was the second man in 
the Päts Government as well as in the Kukk administration, had worked 
as the manager of the Bank of Estonia from 1920 to April 1921. As re-
gards his economic views, Georg Westel was an industrialist and dedi-
cated inflationist, in whose opinion cheap money could create factories 
and businesses.89 Westel seems to have been Päts’ satellite in business 
endeavours. In any event, there is no information that would indicate that 
he was ever involved in any business enterprise without Päts. This allows 
us to postulate that Westel was also Päts’ right hand man in politics. 
 In the State Economic Council, where recommendations were made in 
respect to applications for large loans, the opinion leader was Madis 
Jaakson. In 1905–18, he had worked in the banking sector in St. Peters-
burg. In 1919, he became head of the commission in charge of taking over 
Estonian state property. From 1920 to 1922 he was a member of the com-
mittee of the Tallinn Stock Exchange and in 1922–25 Chairman of the 
committee, from 1920–1925 the Deputy Chairman of the Council of Banks 
and up to the year 1925, a member of the State Economic Council.90 
 As mentioned above, in the years 1921–23, the Bank of Estonia 
granted loans primarily to large industries, commerce and banks. Unfor-
tunately, there were also weaker branches of industry and those with ties 
to the Russian market that were financed by the enterprises themselves. 
Thus, on December 31, 1923, of all the money that had been granted for 
industrial loans by the primary bank of the nation, 16.4 percent went to 
the metals industry, while 5.0 percent was allocated to the paper industry, 
2.9 percent to the cement industry, 2.2 percent to the chemical industry, 
and 2.5 percent to the food processing and seasonings industry. The more 
promising branches of industry, which developed quickly during the later 
period of independence, were in disfavour at this point in time. The same 
applied to trade and banking: the largest loans were granted to specula-
tive companies that were banking on the success of the Russian market. 
 The fundamental principle in granting credits had therefore failed 
completely, not only in terms of the sectors chosen, but also within the 
chosen branches of the economy. An economic-political miscalculation 
alone could not have caused such major mistakes. In fact, a miscalcula-
tion was not to blame. An analysis of the owners and managers of 25 
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companies that had received the most loans from the Bank of Estonia 
(approximately half of the total lent) presents us with a list comprised of 
influential politicians and businessmen: Konstantin Päts, Georg Westel, 
M. Jaakson, A. Janson, J. Laidoner, the Puhk brothers, M. Pung, K. Mau-
ritz, A. Peet, A. Uibopuu, Karl Ipsberg, V. Pinkovsky, J. Parik and 
G. Linquist. This group controlled the companies that had received more 
loans than anyone else – the Harju Bank and its consortium, “Silva”, “At-
lanta”, the Russian-Baltic Shipyard, the Tallinn Credit Bank, the Tallinn 
Shipping Society, the Estonian Loan Bank, the Kosmos Corporation, the 
Aseri Cement Factory, the Tallinn-Estonian Publishing Company and the 
Ilmarine Corporation. These companies had borrowed 796 million marks 
from the Bank of Estonia. These people also owned other companies as 
well, which had borrowed smaller amounts, and they had also borrowed 
privately.91 The members of this financial grouping were members of the 
Board of the Bank of Estonia and the State Economic Council. There 
were leading Estonian politicians among them, and persons closely asso-
ciated with politicians. 796 million marks comprised 36 percent of the 
total amount owed to the Bank of Estonia by the twenty-five major bor-
rowers. This was the equivalent of 4.5 million gold roubles, without tak-
ing the smaller loans into consideration. It has not been possible to de-
termine all the business relationships that existed. For example, there is 
evidence to indicate that the above-mentioned grouping of Päts-Westel-
Jaakson was connected with another influential group led by Isaak Citron 
and Konstantin Karl Wachmann, who, together with several members of 
the Board of the Bank of Estonia, were the leading shareholders in the 
Baltic Cotton Factory, the Sindi Woollen Cloth Factory, Kreenholm, and 
other companies which had received loans from the Bank of Estonia.92 If, 
for the sake of getting a better overview of the situation, we regard these 
groups as a single unit, the following grouping then emerges: Päts-
Westel-Jaakson-Kuusik-Citron-Wachmann. The total amount lent to this 
large grouping of people by the Bank of Estonia amounts to as much as 
1.666 million marks or 76 percent of the total amount that was lent to all 
of the larger companies. 
 How were these companies acquired? After the period of political 
turmoil, many of the large factories that had belonged to the Tsarist 
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government or Russian entrepreneurs were left without owners and 
management. Even though some of the industrial installations had been 
taken away or vandalized, these factories were still enormously valuable, 
and thus attractive for Estonian businessmen and politicians. Businesses 
that had already been owned by Estonians during the Tsarist era were 
also being reorganized, and new doers belonging to the political elite of 
an independent Estonia were coming to the fore. The new circle of own-
ers of large enterprises located in Estonia was formed due to the fact that 
not all the shareholders by far could control their property. Many had per-
ished in the Russian Revolution or the Civil War. Others had fled or were 
engaged in more urgent matters. The owners who remained in Estonia 
needed operating capital. They took advantage of the chance to increase 
their share of ownership, recalculating the earlier fixed capital at the rate 
of 1 rouble to 1 mark (some companies, like the Baltic Cotton Factory, 
did this “on a temporary basis”) and issuing new shares denominated in 
Estonian marks. This is why the new and essentially insignificant shares, 
which were not even sufficient for being regarded as the fixed assets of 
companies, nominally represented much larger shares of ownership than 
the earlier stocks did. The absent shareholders could not buy new shares, 
while the ones who were physically present could. In this way, they ac-
quired a majority in the enterprise with just a small number of old 
shares.93 To ensure good prospects for the firm, it was prudent to also 
invite top politicians to become part-owners. 
 The active businessmen of the early 1920s mostly had a “Russian 
background”. They had emigrated from Russia, studied in St. Petersburg 
or Moscow, or worked temporarily in Russia before or after the revolu-
tion. Put a different way, these parties had considerably more Russian 
background than average Estonian politicians, businessmen or intellectu-
als did. In view of this, and also of the earlier orientation of the compa-
nies which had remained without active ownership, it should come as no 
surprise that most of the companies that received loans from the Bank of 
Estonia were engaging in one way or another in the “eastern business”, or 
at least entertaining ideas in respect to the Russian market. 
 Although the political loyalties of this eastward-looking circle of social 
climbers were varied, one political party clearly dominated – Põllumees-
tekogud (Farmers’ Party). The social and lobbying activities of this group 
were centred around the Seltskondlik Maja (Social House) association, 
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later known as the Centum Club, which was also known as the Sajamehe 
klubi (The Hundred Man Club). Its founders included Konstantin Päts 
and Madis Jaakson, and most of the business circle that had received 
loans from the Bank of Estonia converged around this core.94 It would be 
hard to over-emphasize the Club’s influence in the Estonian domestic 
political arena, and especially its impact on economic policy. 
 This group, whose eastwardly oriented business plans had failed, and 
whose debts were growing, was naturally interested in seeing the existing 
loan policy continue. The gold reserves of the Bank of Estonia fell into the 
hands of 60–100 individuals.95 According to left-wing politicians, Esto-
nia’s economic policy of the time was directed in just this manner because 
the nation’s influential figures had no faith in Estonia’s independence and 
in the future of an independent Estonia. That was why they wanted to 
channel treasures into the pockets of private individuals.96 The distribu-
tion of gold to one’s circle of friends might also have been related to yet 
another notion. Estonia was a bourgeois country without a bourgeoisie, 
just like a kingdom without a king.97 According to Juhan Kukk, it was 
Konstantin Päts’ idea to promote the emergence of a middle class. Jaan 
Tõnisson as well had apparently seen the resources of the Bank of Esto-
nia as a source of credit that could be used for national development.98 
 It is not implausible that the activities of Päts and Westel during those 
years could have been spurred by the drive to create an Estonian national 
bourgeoisie. The desire to establish an Estonian elite, an Estonian nobil-
ity, is also evident in the Seltskondlik Maja and the Centum Club – both 
created by Päts. In the 1930s, the Centum Club was called Päts’ personal 
royal court, which accommodated only the 60–100 members of the “new 
nobility” mentioned by Märt Raud. 
 In a variety of respects, the new developing economic elite could 
scarcely be considered a dignified group. Part of the Baltic Germans had 
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retained their property and status, but the nouveau riche were mostly 
people who had returned from Russia to Estonia and were engaging in 
business in the East. During the tsarist era, Isaak Citron, for example, had 
been an insignificant tradesman, and Konstantin Karl Wachmann a fore-
man in the Baltic Cotton Factory. Some time later, they were very influ-
ential businessmen, but not for long. Both had to stand trial during the 
Great Depression. It was not possible to get rich in an honourable manner 
in just a couple of years. The wealth of Klaus Scheel, who was constantly 
in conflict with the tax authorities of the Republic of Estonia, also origi-
nated from the early 1920s. It is not known how competent he was as a 
banker. 
 It could therefore be submitted that Päts and Westel might have re-
garded their own activities not only as a way to gain personal wealth, but 
also as something which was inevitably characteristic of the time, and 
also included a certain ideological component. In their eyes, the latter 
consideration may have even justified the breaking of some laws. This 
was done, and in an especially roughshod manner, even by the standards 
of the murky business environment of the early 1920s. Even when the 
Board and the management of the Bank of Estonia were formed, the 
Credit Act was not adhered to. Pursuant to paragraph 28 of Section 10 of 
this act, it was prohibited for people already employed by a credit institu-
tion, including members of the management or the Board, to be employed 
by another private or public credit institution, or to be members of the 
management or Board of such an institution. For that matter, the size of 
the loans granted by the Bank of Estonia was not in accordance with the 
law. According to the Credit Act, the credit provided to a customer was 
not to exceed 1/10 of the bank’s equity.99 At the time, that would have 
ruled out loans of more than 35 million marks in size. In the case of the 
Baltic Cotton Factory, for instance, the amount lent was actually more 
than the total equity of the bank, or about 10 times more than the limit 
stipulated in the Credit Act. About 2/3 of the loans exceeded the permit-
ted limit. 
 As for loan insurance, the Bank of Estonia was violating its own stat-
utes. When the Bank’s loans were audited at the beginning of 1924, it 
was revealed that pledged goods and company equipment constituted 63 
percent of the collateral. Real property bonds and securities constituted a 
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further 11 percent, and the rest consisted of government and bank guaran-
tees.100 The statutes of the bank did not permit loans secured by plant or 
factory equipment to be given. 
 The statutes postulated that the Bank Council was responsible for en-
suring that banking is carried out within the scope of the statutes. In real-
ity, the members of the Council, which had been formed under Westel’s 
control, were (just like the Minister of Finance and the Head of State) the 
main borrowers. 
 With its industrial loans, the Bank of Estonia increased the purchasing 
power of the national economy by stimulating imports. In addition, due to 
the rapid fall in the value of the German mark during the first half of 
1923, huge quantities of very cheap commodities were bought. On the 
other hand, because of the negative balance of trade, less foreign cur-
rency came in than went out. It was the Bank of Estonia itself that had 
created a vicious financial-political cycle. To sum up: even without 
knowing when the processes started and ended, their monetary volume, 
or the exact motives of the implementers of the processes, it can only be 
stated that the policy of the Bank of Estonia, as guided or coordinated by 
the Government, (or Westel and Päts, if you will), was a complete failure. 
 At the beginning, only a handful of people knew of the dangerous 
shoals that lay ahead. In March 1923, the head of the Financial Depart-
ment of the State Audit Office asked the State Treasury whether the Bank 
of Estonia was allowed to spend the foreign currency, Russian gold cur-
rency and the reserves of gold deposited in the Bank of Estonia by the 
State Treasury, or whether it was an untouchable reserve. The State 
Treasury replied that it was an untouchable reserve.101 In September of 
1923, Westel explained to the press that he had drawn the attention of the 
Bank of Estonia to “the need for limiting credit”, but added that “it would 
be naïve and absurd to assume that the Estonian mark might be threat-
ened by a catastrophe. The state has not disbursed a penny from its re-
serves. At the moment, the banknotes issued by State Treasury are cov-
ered to the extent of 120 percent by gold and foreign currency gold 
coins.”102 

                                            
100 Calculation basis: Oinas to the Government, 6.06.1924. ERA, f. 66, n. 1, 

f. 1317, pp. 18–19. 
101 Oinas to the Government, 6.06.1924. ERA, f. 66, n. 1, f. 1317, p. 18. 
102 Rahaminister Georg Vestel majanduspoliitilisest olukorrast. – Eesti Majandus 

1923, 29, p. 454.  



A BRIDGE BETWEEN THE WEST AND EAST 

 

135 

 Rumours about the dubious activities of the Bank of Estonia were ap-
parently spreading among politicians who were not associated with the 
loans of the Bank of Estonia. Jaan Tõnisson stated at the meeting of the 
State Economic Council on October 22, 1923 that there should not be a 
shortage of work to tackle. Acute economic issues and above all the loans 
granted to industry ought to be discussed.103 
 On November 5, the State Economic Council discussed the matter, but 
the position that tended to favour the continuation of the existing credit 
policy prevailed.104 Opponents of the existing credit policy did not have 
arguments on hand yet, because until December, there were no data that 
were even partially true. 
 The Bank of Estonia apparently felt as though it was a state within a 
state. Being entrenched behind the backs of very influential politicians 
contributed to this sense of imperviousness. The suggestion of the State 
Comptroller to improve reporting – or more precisely to make reporting 
understandable – was met with resistance and disdain.105 To actually 
change the attitudes of the Bank of Estonia, the public had to learn about 
what had happened, and the attitude of the Government – the organ re-
sponsible for shaping the policy of the Bank of Estonia – had to change. 
Perhaps the Government itself had to change. 
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CHAPTER IV – BREAKTHROUGH 
 
 

Gold Scandal. Fall of the Päts Government 
 
The windfalls of gold from Russia did not last long. The Bolsheviks 
ended sales of gold and the transfer of valuables through Estonia at the 
end of 1922. In 1921, the State Treasury of Estonia stopped buying gold 
and valuables in Moscow and Petrograd. Border trade diminished by a 
factor of 50%, due to restrictions imposed by Soviet Russia in 1923.1 
 In 1923, official exports from Estonia to Russia also decreased. Im-
ports from Russia exceeded exports to Russia by a factor of 1.6. In 1922, 
Bolshevik transit traffic through Estonia was 3.5 times lower in volume 
than it had been during the previous year. 
 After the signing of the Tartu Peace Treaty, there had been plans to 
repair as many as 2,000 Russian locomotives in Estonia. In autumn of 
1922, the relationship between the parties (the Soviet government and the 
union of four Estonian metals factories) turned tense. Work came to an 
end in April 1924, after a mere 70 locomotives had been repaired. This 
unsuccessful deal struck the Estonian metal industry a heavy blow. 
 Economic relations with Russia had drastically worsened. Having said 
that, the passage of gold reserves and, to some extent, of precious stones 
from Soviet Russia through Estonia to the West and the relatively favour-
able opportunities for wealth accumulation in Russia during the 1920–
1922 period had left its mark, causing an ‘eastern trade disease’ among 
Estonia’s key political and economic figures. Many top politicians had 
taken loans from the Bank of Estonia specifically in the hope of being 
able to participate in the hitherto successful eastern trade. Had the Esto-
nian mark undergone hyperinflation, part of these loans would have di-
minished into non-existence. 
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 The spring and summer of 1923 were extraordinarily cold and rainy, 
which is why the harvest declined by 15 percent. When the summer had 
passed, the situation had also worsened in industry. In addition, the ex-
port of forest materials became more complicated because of the weather. 
This coincided with a dramatic drop in timber prices on the world market. 
Due to all this, the current account deficit threatened to rise to an unusu-
ally high level. The general public remained unaware of the gravity of the 
financial situation. 
 On December 4, 1923, those in power admitted publicly for the first 
time that there were problems with the finances of Estonia, when Westel 
made a budget speech in the Riigikogu. Having spoken at length about 
the economic progress of the earlier years, he noted that compared to the 
previous year, imports had increased 60 percent, while exports had only 
gone up by 17 percent. He acknowledged that the situation in the finan-
cial market was complicated, but tried to ward off accusations to the ef-
fect that the loan policy of the Bank of Estonia was too loose. Westel also 
attempted to convince the audience that the exchange rate of the mark 
was not in danger. At the end of the speech, Westel declared that the most 
important matter facing the nation was the need to receive a long-term 
foreign loan.2 
 After the presentation, Otto Strandman of the Labour Party had a 
fierce exchange of words with Westel. Strandman had “accidentally” 
familiarized himself with the status of the accounts of the Bank of Esto-
nia a day earlier. Westel was very irritated when he left, forgetting his 
briefcase. In the course of this exchange, Strandman was convinced that 
Westel had provided incorrect information to the press and to the Riigi-
kogu.3 
 On December 7, when the budget was being discussed, Otto Strand-
man made his attack. It can be understood from the opinions voiced in 
the Riigikogu that the main arguments had been agreed upon beforehand 
between the Labour Party and the Social Democrats, even though the 
former was a government party, while the latter belonged to the opposi-
tion. 
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 During his speech, Strandman built up the tension, speaking about 
money being too easily printed and a lack of general economic strategy. 
He stated that the Bank of Estonia had caused inflation, and had used its 
right to issue money in an improper manner. He related the policy of the 
Bank to that of the Government, and hinted at the loans granted to circles 
being closely connected to the Bank. This, he suggested, is why there 
were circles in Estonia interested in the fall of the value of the mark. 
“These people are dragging us into an abyss.” In September, Strandman 
went on to analyze Westel’s explanations in the press, along with other 
information available to him, and drew the conclusion that the Bank of 
Estonia had sold or lent out the foreign currency reserves of the state. 
Strandman also criticized the volume of loans as well as the way that they 
had been distributed. He concluded with the message that the Labour 
Party did not have faith in the people who had been running the policy of 
the Bank of Estonia. Initially, Strandman could only state that the gold 
reserves had been spent. Although he did not know the extent of the dam-
age, both he and the leadership of the Labour Party regarded the situation 
as being quite serious. 
 Westel once again declared that the foreign currency and gold reserves 
of the State Treasury did exist in the amounts stated in the records, that 
these reserves were stored in the Bank of Estonia, and that there was only 
an issue of when the Bank could make them freely available. 
 The Chairman of the Riigikogu Jaan Tõnisson – a member of the Peo-
ple’s Party – explained that during his government in 1920, there had 
been intentions of dealing in gold transactions, but that the 15 million 
gold roubles received on the basis of the Tartu Peace Treaty had to still 
be on hand. The representative of the Socialists, Jaan Piiskar, did not 
consider Strandman’s accusations against the Bank of Estonia to be suffi-
cient. After all, the Bank of Estonia was led by the whole Government 
and all the parties forming the Government. Johan Laidoner, representing 
the Farmers’ Party, said that because of the foreign trade deficit, expendi-
tures in foreign currencies had been much higher than the revenues of the 
state, and that it was no wonder that part of the currency reserves of the 
State Treasury had been sacrificed for this reason.4 That also ended the 
discussions for that day. 
 The monetary situation was worsening at an alarming rate. The gold 
reserves of the Bank of Estonia ran out again. On December 10, 1923, in 
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accordance with an order of the manager of the Treasury, more gold in-
gots worth 940 000 gold roubles were transferred to the Bank of Estonia.5 
 The controversy also reached the press. “Kaja” (Echo) – the publica-
tion of the Farmers’ Party – was critical of Strandman. Other newspapers 
saw the spending of gold reserves as a major fraud. 
 The events that ensued were significantly affected by an audit of for-
eign currency in the Bank of Estonia that was conducted by the State 
Comptroller during December 10–12. It is not exactly known how it 
came about that the State Comptroller was allowed to inspect the bank, 
but most likely Konstantin Päts was afraid to forbid this audit in view of 
the emerging scandal. 
 On December 10, the State Economic Council also discussed this 
problem, but the Council’s standpoint remained vague. In the discussion, 
Jaakson and Mauritz – the debtors who owed the most to the Bank of Es-
tonia – dominated.6 
 Decisive events took place on December 11 in the Riigikogu. The most 
influential speech was given by Social Democrat Karl Ast, who asserted 
that one specific group had established itself in the business and indus-
trial life of Estonia, and that the economic policy they had been following 
favoured a clique, instead of being in the national interest.7 
 Just two days later, on December 13, 35 members of the Parliament – 
from the ranks of the Labour Party, Social Democrats, Socialists and the 
Homesteaders – submitted an interpellation to the government concerning 
the storage and use of the gold fund. They stated that the State Treasury, 
which was probably following the orders of the Minister of Finance, had 
gradually deposited a large amount of its funds in the Bank of Estonia to 
a current account, from which these assets had been either been sold or 
lent out.8 
 On December 17, the State Economic Council discussed the economic 
situation again. The main theses of economic policy were formulated for 
presentation to the Government. The Council emphasized that the top 
priority of the state should be to maintain the exchange rate of the mark. 
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It was recommended that this be done by sharply curtailing the issue of 
currency, balancing the budget and rectifying the foreign trade bal-
ance.9 
 The Government had to reply to the interpellation in the Riigikogu on 
the same day. Georg Westel tried to parry all the accusations, but since 
the State Comptroller had inspected the Bank of Estonia from December 
10 to 12, he could not repeat the false information about the existence of 
the gold fund. New false data had to be presented. 
 Westel said that the State Treasury had actually transferred a total of 
6.7 million gold roubles. In his words, the gold fund had never judi-
cially or actually existed as an untouchable reserve. What the interpel-
lators called the gold fund was actually the reserve of gold and foreign 
currency, which the State Treasury was using on the same basis as 
other valuables. The Riigikogu had authorized allocations, the fulfil-
ment of which required foreign currency, and had never demanded that 
the government specify the sources that would be used to cover these 
expenses. Westel asserted that the State Treasury possessed 6.6 million 
gold roubles in Russian coins and ingots, plus other foreign currency. 
The foreign currency account of the State Treasury in the Bank of Es-
tonia was 1.2 million marks or 13.7 million gold roubles. There was 
property worth at least a billion marks to directly secure the loans of 
the Bank of Estonia, which, according to Westel, could be regarded as 
absolutely liquid – the raw material of factories and products, etc., 
which the bank could sell at any time. In his words, the State Treasury 
was supposedly capable of withdrawing all of its deposits, including 
those in foreign currency, within 1.5 months. The management of the 
Bank of Estonia planned to limit loans during the winter. The Bank of 
Estonia had always tried to support the mainstream loan policy, and 
that is why the crisis could not have been caused by too loose a loan 
policy.10 
 Westel was lying. By the end of 1923, the gold and foreign currency 
reserve of the Bank of Estonia and the State Treasury had decreased 
considerably. Instead of there being 6.6 million gold roubles in the 
Treasury plus the additional 13.7 million gold roubles of the Treasury’s 
money in the Bank of Estonia, as he had said, the total sum held by the 

                                            
9 The State Economic Council to the Government, 19.12.1923. ERA, f. 990, 

n. 1, f. 49, p. 1–3. 
10 Minutes of the II Riigikogu, 19.12.1923, 2nd Session pp. 2217–2230. 
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Bank and the treasury was 1,495 million marks or 8.3 million gold rou-
bles.11 To talk about the high liquidity of the loan securities of the Bank 
of Estonia was simply ridiculous. Moreover, according to a government 
decision of 1922, the gold reserves were not to be handled on the same 
basis as other sums at the disposal of the State Treasury and the Bank of 
Estonia.12 
 The speech had certainly been cleared with the Head of State, but it is 
not completely evident what Westel and Päts were hoping for. It was ob-
vious that unless the press and the opposition could be silenced, the lies 
would be revealed to the public. 
 Otto Strandman said that Westel’s claim, as though the state could 
balance its budget from the gold fund, was not acceptable. If the state 
could use its holdings in gold for foreign purchases, budgets would not 
be needed at all. Strandman accused Westel of placing the reserves in 
the Bank of Estonia without having specified the procedures of using 
the reserve. Next, Strandman noted that he had made a mistake in his 
first speech. The Bank of Estonia had in fact not used foreign currency 
worth 640 million marks. According to the report of the State Comptrol-
ler, nearly twice that much had been used. The sum amounted to more 
than 1.2 billion, of which a couple of hundred million marks were still 
there, according to the Minister of Finance. He ridiculed Westel’s 
statement as though the State Treasury could collect its foreign currency 
from the Bank of Estonia within one and a half months. Strandman went 
on to say: he knew no one among the members of the Riigikogu who 
was aware that a certain sum had been taken from the gold reserves of 
Estonia. He asked whether it was not time to take extraordinary meas-
ures to determine the rate at which the loans should be repaid. So – not 
only had Strandman disproved Westel’s statements, but he also deci-
sively established the basis of his future financial policy – the valorisa-
tion of debts. 
 Johan Laidoner, who had received huge loans from the Bank of Esto-
nia, asserted that the bank had already started limiting loans. He added 
that he did not think that the Bank of Estonia needed to make major 
changes in its loan policy. Social Democrat Karl Ast said that the Social 
Democrats would not believe in the stability of the national currency as 

                                            
11 Report for 1924 from the State Treasury to the Ministry of Finance. 

24.07.1925. ERA, f. 74, n. 1, f. 68, p. 19. 
12 A. Oinas to the Government, 6.06.1924. ERA, f. 66, n. 1, f. 1317, p. 18. 
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long as the right-wing politicians and especially the Farmers’ Party were 
governing. The Head of State Konstantin Päts, noticeably irritated, talked 
at length about how the state had inevitably needed to pay for goods in 
foreign currencies during the first years of independence, and that 2 mil-
lion gold roubles had been spent in this way. He could not see any Gov-
ernment culpability, nor did he think it necessary to change the economic 
policy. At the end of his speech, Päts clearly indicated that the Govern-
ment would fight to the end. 
 The audience in the balconies started to applaud. The speech was both 
demagogic and brilliant. In reality, much more than 2 million gold rou-
bles had been spent. More than 4 million had been spent on businesses 
directly connected to Päts alone. 
 Five motions were tabled for formulas of transition. The Democratic 
Union demanded that in the future the gold reserve be used only with the 
permission and knowledge of the Riigikogu, and that the statutes of the 
Bank of Estonia be changed. The Labour Party’s motion was sharper in 
tone, and included a motion of no confidence regarding the Minister of 
Finance. The Social Democrats demanded a special committee be formed 
to investigate the affair, and were unwilling to participate in a vote of 
confidence until that committee had finished its work. The motions of the 
Communists and Socialists would have censured the Government. Had 
they been adopted, they would have resulted in the resignation of the 
Government. The second round of voting ended with the proposal of the 
Democratic Union being passed, which secured a closely contested vic-
tory.13 Konstantin Päts’ government had survived the first attack, because 
the opposition was not united. 
 As the problem became more and more of a public affair, the state of 
the nation’s finances worsened again, with the gold and foreign reserves 
of the Bank of Estonia running out once more. Since the Christmas holi-
days of the Riigikogu were impending, and since the gold and foreign 
currency reserves could now only be used with permission of the Par-
liament, the Government had to submit to the demands of Parliament. By 
the next day (December 20), the Ministry of Finance prepared a bill in 
which 2 million gold roubles was asked for as a loan from the gold re-
serves of the Bank of Estonia, while leaving existing deposits available 
to the Bank of Estonia, to be used as a current account. In addition, it 
was announced that the Government considered it necessary to begin 

                                            
13 Minutes of the II Riigikogu, 19.12.1923, 2nd Session, pp. 2289–2296. 
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negotiations with the Government of Sweden concerning a loan of up to 
750,000 Swedish kronor (430 thousand gold roubles).14 
 Karl Ast countered with a motion on behalf of the Social Democratic 
Party and the Socialist Party, which aimed to forestall the government’s 
proposal. Jaan Tõnisson made an appeal in which he urged that national 
interests be placed above cliquish ones. “Allow the government to con-
tinue to run the affairs of state under the control of the Riigikogu, be-
cause quick action is needed”. Christian Kaarna from the Labour Party 
made a statement to the effect that the Labour Party no longer consid-
ered itself a member of the government coalition. Kaarna sounded a 
sceptical note regarding the Government’s information and its proposal. 
He noted that according to the Minister of Finance’s explanation of the 
previous day, the Bank of Estonia should have foreign currency worth 
more than half a billion readily available, which should be sufficient for 
the stabilization of the mark. At the end of the debate, the Communist 
Henrik Allik rebuked the Estonian bourgeoisie and suggested that the 
workers and the working class must assume control over trade and in-
dustry. 
 Jüri Jaakson presented a motion on behalf of the Democratic Union 
which would allow 2 million gold roubles to be provided to the Bank of 
Estonia, but which also stipulated that additional members be added to 
the Council of the Bank of Estonia. Westel and Päts also addressed the 
Riigikogu. Päts stated that it should not be allowed to leave bags of gold 
in the bank’s basement, when putting the gold into circulation could save 
thousands from hunger and give a boost to the economy. 
 Once again, Päts had succeeded in speaking convincingly. A majority 
endorsed the motion of the Democratic Union.15 The government had not 
only survived, but it had even gained the right to use 2 million gold rou-
bles. 
 Since the Labour Party had left the coalition, the government lost its 
majority in Parliament. The Democratic Union and the Farmers’ Party 
had 43 votes in total. Even so, it was difficult for the opposition to gather 
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the votes needed to topple the government. The Social Democrats and the 
Labour Party could muster 27 votes, and even 31 together with the 
Homesteaders. Had it been possible to count on the votes of the Social-
ists, Russians and Germans (12 in total) this would have been nearly 
enough to unseat the government. It was not easy to gain the united sup-
port of all the stubborn small groups. The behaviour of the Workers’ 
United Front (10 representatives) could not be predicted either. It was 
neither possible, nor even dignified, to try to come to terms with them 
about anything. 
 At the same time that the Riigikogu went on a long Christmas recess, 
the economic situation became ever tenser. Political relationships also 
came under an increasing strain. Madis Jaakson, who was the Chairman 
of the Stock Exchange Committee and the Council of Estonian Banks and 
a driving force behind the earlier economic policy, and who had person-
ally received loans from the Bank of Estonia through dozens of busi-
nesses, accused Strandman of undermining the exchange rate of the mark. 
Strandman was sharply criticized by “Kaja”, which was the newspaper of 
the Farmers’ Party, as well as the daily “Päevaleht” – a paper that was 
burdened with loans from the Bank of Estonia. 
 As a result of a Government resolution of December 28, the Minister 
of Finance appointed a committee composed of the Minister of Trade and 
Industry and the Minister of Agriculture, the Board of the Bank of Esto-
nia and three members of the Council of the Bank of Estonia.16 This then 
turned out to be a structure dominated by the circles that had been con-
nected with the previous policy line. This committee was rather passive. 
According to instructions it gave to the Board of the Bank of Estonia on 
February 6, the bank had to reduce the total sum of its loans by 400 mil-
lion marks within the year 1924.17 Other issues were also discussed, and 
in particular the matter of valorisation. This latter topic was left unde-
cided for the time being.18 To sum up, the committee did not regard major 
changes to be necessary. The most important issue – the valorisation – 
was rejected. Neither were there any signs from this committee of other 
decisions that the situation actually called for. 
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17 Georg Westel to the Government, 5.02.1924. Received 6.02.1924. ERA, f. 73, 
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 The situation of the Government, on the other hand, was politically 
very difficult. Westel’s position was the shakiest. Some of the leading 
politicians of the Farmers’ Party are said to have believed that Westel had 
to submit his resignation, while another group, the so-called “banking 
farmers” supported his continuation in office.19 It must also be noted that 
Westel was not in good health. 
 The recess of the Riigikogu was a prolonged one. This was not a 
“usual” government crisis. Other parties kept their distance from the 
Farmers’ Party, and especially from Päts. One reason for this political 
uncertainty was probably the fear of the parties to assume responsibility 
in such a complicated situation. 
 The Riigikogu was not convened again until February 14. Westel then 
took a leave of absence of two months for health reasons.20 Now it be-
came a “public secret” that he would not return to the position of minis-
ter. Still, Päts was not giving in yet, not by a long measure. The questions 
that had been raised were quickly answered. In addition to the earlier 
ones, the Social Democrats and Socialists submitted an interpellation 
about the arrest of Communist members of the Riigikogu.21 During the 
recess period, the government had had important matters to deal with 
concerning the communists. During police operations that started on 
January 21, searches of communist-oriented workers organizations had 
been carried out. Nearly 200 communists were arrested, including five 
members of the Riigikogu.22 The arrest of the communists was a new 
front-page story. It is possible that Konstantin Päts, who had approved 
the operation, deliberately started the action against the communists so as 
to improve his weak position as leader of the Government. 
 It was an interpellation about the loan given to the Russian-Baltic 
shipyards that proved to be fatal for the government. On March 6, the 
Riigikogu decided to form a commission to investigate the activities of 
Karl Ipsberg, the former Minister of Trade and Industry, and Westel, the 

                                            
19 Rahaminister Westel lahkumas? – Vaba Maa, 4.01.1924. 
20 Rahaminister Westel läheb kaheks kuuks puhkusele. – Vaba Maa, 12.02. 1924. 
21 Minutes of the II Riigikogu, 6.03.1924. 3rd Session, pp.1–9. 
22 According to Olaf Kuuli, it was then that the leaders of the ECP formed a plan 

to start preparing for an armed uprising. Otto Rästas – one of the leaders of the 
ECP – went to Moscow to coordinate the coup plans with the Comintern and 
the Central Committee of RC(b)P. (Olaf Kuuli. Sotsialistid ja kommunistid 
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Minister of Finance. If necessary, it was also expected of the commission 
that it propose the starting of court proceedings against these individu-
als.23 It appears that this development gave the Democratic Union the 
impetus it needed to take a new stand on these developments. Between 
March 6 and 10, the Farmers’ Party was informed that the Democratic 
Union could not remain in the coalition under the existing agreement. 
With that, the Päts’ Government had met its fate. The entire Government 
then stepped down. 
 It was not easy to form a new coalition, although for the first time 
since 1919, the Social Democrats agreed in principle to participate in the 
government. The new government was nonetheless formed without them, 
supported by the Democratic Union and the Labour Party. Friedrich Karl 
Akel became the Head of State, Otto Strandman accepted the post of 
Minister of Foreign Affairs. Still, the Democratic Union and the Labour 
Party only had 32 votes in the Riigikogu, i.e. less than a third of the total. 
At first, the Homesteaders also supported the Government. The attitude 
of the Russian and German parliamentary factions was also supportive. 
Most importantly, the Social Democrats were also prepared to cooperate. 
Karl Baars, a 49-year-old member of the Labour Party and the Council of 
the Bank of Estonia became the Minister of Finance, and also assumed 
the duties of the Minister of Trade and Industry. 

 
Economic-Political Struggle 
 

On April 1, the Head of State (Prime Minister) Friedrich Akel presented a 
declaration of the Government’s intentions, which emphasized certain 
priorities such as austerity; the need to safeguard the stability of the mark, 
using all means, and the necessity of seriously considering the valorisa-
tion of the mark. The Prime Minister declared that in the area of loan pol-
icy, it was necessary to refrain from financing speculative businesses and 
to provide more support for agriculture.24 
 On April 3, the declaration was debated. Of all of the speakers, Kons-
tantin Päts was the most critical. Among other things, he believed there 
was not much hope of carrying out valorisation during the period of of-
fice of the 2nd Riigikogu, because it would require considerable thought. 
In the same speech, Päts also expressed his political credo, which has 
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later been frequently quoted “…in foreign policy you should not, even 
when dealing with Russia, follow the dictates of your personal prefer-
ences… In international politics, you have to, if necessary, go arm in arm 
with the Devil’s grandmother and put on a happy face, if the state’s and 
the people’s interests require it.”25 These were not empty words, particu-
larly if – for the sake of argument – we disregard the comment about the 
interests of the state and the people. It just so happens that at the same 
time, negotiations were in progress between the Harju Bank and Armand 
Hammer, the international fortune hunter and launderer of the money of 
the Bolsheviks. 26 Päts was one of the founders and owners of this bank. 
 When the declaration was put to a vote, only the simple transition for-
mula was submitted, with no other competing motions. The opposition 
either did not want to unseat the government, or knew it was incapable of 
doing so. 
 Soon it became evident that the Minister of Finance had to be replaced. 
It is possible that Karl Baars was passive because he had been a member 
of the Council of the Bank of Estonia for a long time. On May 13, 
Strandman was relieved of his position as the Minister of Foreign Affairs, 
and was appointed the new Minister of Finance. 
 Only now could the real economic reform policy be launched. Within 
the following half-year, decisions were adopted in the economic policy 
realm at a dramatic rate. These decisions stabilized both the currency and 
the economy, became the basis of the economic policy for the following 
five or six years, and had a significant impact on the whole future devel-
opment of the economy and the internal affairs of Estonia. 
 The 48-year-old, sturdy-looking Strandman was not a debtor of the 
Bank of Estonia. He handled Estonia’s economic opportunities differ-
ently from the people who had previously shaped Estonian economic pol-
icy. Even as the Foreign Minister, he had reached the conclusion that Es-
tonia’s role was not to be a transit country between Russia and Europe. 
Strandman regarded Estonia’s own abilities to export to Russia as being 
limited. This is why he was also sceptical about possibilities for develop-
ing the industries that had been established on Estonian territory during 
the Tsarist period.27 
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 During his first two first weeks in office as the Finance Minister, 
Strandman made proposals to the Government concerning the reduction 
of staff in government agencies, valorisation, and the need to increase 
customs tariffs. All of these proposals were approved. 
 On May 19, the Board of the Bank of Estonia, in the work of which 
Strandman, as the Minister of Finance, now also participated, raised the 
loan interest rate to 9–9.5 percent. At Strandman’s insistence, the Board 
also decided to start calling in loans without delay, primarily from import 
businesses and industrial enterprises with low productivity. They hoped 
to quickly get back a total of 10 percent of the loans.28 There were also 
rumours that Strandman intended to start court proceedings against 
Westel. 
 In view of the above, it should come as no surprise that relationships 
with the “banking farmers” became even more tense in the Riigikogu. On 
May 30, the Minister of Finance informed Parliament about the economic 
situation and the plans of the Government. Strandman announced that a 
deficit of 342 million marks was planned in the budget for 1924. The Fi-
nance Minister was very worried when speaking about overall perspec-
tives. In his opinion, the main reason for the fluctuation of the mark since 
autumn 1923 was the deficit in the foreign trade balance. He thought it 
alarming that imports had also dominated over exports during the first 
three months of 1924. 
 In the meantime, the Government had managed to determine the true 
amount of the existing gold and foreign currency reserve. Strandman said 
that the Bank of Estonia and the State Treasury had been in possession of 
gold and foreign currency worth 3.5 billion marks in June 1922, but now 
the State Treasury had only 910 million and the Bank of Estonia slightly 
more than 100 million marks left.29 At the same time, the size of the debts 
owed to the Bank of Estonia had grown to 4,900 million marks. Strand-
man justifiably praised the financial policy of Latvia as a model for Esto-
nia. This was shocking both for the members of the Riigikogu and the 
general public. 
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 Strandman stated that there were two ways to stabilize the mark. First, 
government expenditures needed to be reduced, and banknotes to the 
amount of the budget surplus needed to be removed from circulation. The 
second step required that the size of the loans owed to the Bank of Esto-
nia be reduced, while at the same time an additional number of banknotes 
would be removed from circulation. Both sets of moves had to be carried 
out resolutely. The Government was responsible for the policy of the 
Bank of Estonia. The Government had also decided that in order to limit 
imports, the customs duties applied to nearly all goods, except vital food-
stuffs, would have to be increased 100 percent. 
 Otto Strandman continued by saying that the government had come to 
the decision to adopt a law according to which each creditor could demand 
his earlier loans be repaid according to a fixed rate. This meant that the time 
was ripe for valorisation. Valorisation of the loans of the Bank of Estonia, 
in Strandman’s opinion, had to take place so that a person who had received 
current account loans from the Bank had to choose whether he agreed with 
valorisation or – as an alternative – would repay the debt by the deadline. 
Strandman considered it possible to valorise credits in three months. 
 Among other measures, Otto Strandman attached much importance to 
the sale of linen and timber to foreign countries. He also noted that there 
were no longer any favourable opportunities for obtaining foreign loans. 
First it was necessary to demonstrate that you are capable of improving 
your own situation, at which point it would then become possible to ob-
tain outside assistance. The Government had to commit the Bank of Es-
tonia to maintain the exchange rate of the mark. For this purpose, the 
state’s precious metal and foreign currency reserves had to be placed at 
the disposal of the Bank of Estonia.30 Strandman’s long and worried, but 
reserved speech (he used the “we” form when speaking about mistakes 
that had been made) was followed attentively, without interruptions. 
 Negotiations about governmental action plans began the next morning 
at the initiative of the Government. There could not be any further delay, 
as the Stock Exchange and the public were waiting. The Social Democ-
rats had a reserved presentation, supporting the Strandman plan in every 
regard, other than the customs policy he proposed. The Baltic German 
and Russian minority parties were ready for cooperation with the Gov-
ernment. The Democratic Union, which belonged to the coalition, sup-
ported the plan, and took the role of submitting the respective motion. 
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The Farmers’ Party announced its impartiality, while the Socialists said 
that they did not support the plan. The Communists, who had become 
very quarrelsome by spring, introduced a motion of censure and de-
manded that discussions be started immediately on the topic of Estonia 
joining the Soviet Union. The Riigikogu passed the motion of the Democ-
ratic Union.31 The Government received the approval and the freedom 
that it needed to act from the Riigikogu. 
 By mid-June, about 500 million marks worth of Bank of Estonia loans 
had been valorised, although the respective legislation had not yet been 
adopted, which means that there was no uniform basis for this. The recal-
culation units were kilograms of rye, grams of gold, etc.32 
 On May 30, the Act on Customs Tariffs was adopted, pursuant to 
which customs tariffs could be established or changed by the legislator. 
At the outset, the Government was empowered to set new customs tariffs, 
as long as proposals to that effect had been submitted to the Riigikogu.33 
The government had previously enjoyed the right to set customs tariffs 
through directives. During the Päts Government, it was common practice 
for the government to exempt imported goods from customs duties with 
one-time normative decisions. Customs tariffs were the focal point of 
serious political conflicts, since, by adjusting them, politicians were able 
to give preferential treatment to certain firms. Now the government could 
provisionally establish customs duties, and the Parliament could either 
approve or reject them. In the latter case, the customs duties established 
by governmental decisions became invalid. 
 With its regulation of June 3, the Government actually did raise the 
customs duties. Duties went up considerably (by 30–75 percent) and for 
so many goods that it was easier to specify the articles which had not had 
their tariffs raised.34 Although the regulation was legally proper, it con-
tradicted, in essence, the recently adopted Customs Tariffs Act. This act 
had not yet been proclaimed in the “Riigi Teataja” (State Gazette) and 
had therefore technically not yet come into force. In reality, this caused 
no major problems, although the Social Democrats remained quite upset 
about the increase in customs duties. 
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 Significant personnel changes took place at the Bank of Estonia. The 
Government increased the number of the members of the Board of the 
Bank of Estonia to four, and appointed Juhan Kukk to be the fourth 
member on the Board. By a decree of the Government of July 25, 
J. Sihver was replaced by Tõnis Vares.35 These replacements weakened 
the positions of the supporters of the “open tap” policy. By June 20, Par-
liament had also adopted legislation reducing the number of government 
employees. It appears that by then, the Farmers’ Party had abandoned the 
use of delaying tactics. It was the “banking farmers” who had been much 
more interested in the Valorisation Act, which, by then, had already been 
adopted against their will. 
 
 
Valorisation of Debts. A New Increase in Customs Tariffs 
 
One of the most essential instruments for improving the economy, in the 
circumstances that Estonia was in, was valorisation of debts. This had a 
financial importance in terms of regulating the financial mechanism, but 
it also – and even more importantly – had a psychological importance. A 
fixed basis for the repayment of debts was established. In the course of 
this process, a monetary unit of fixed gold content was created, in order 
to foster trust in the national currency and in the economy in general, as 
well as to discourage debtors of the Bank of Estonia from delaying re-
payments. Thus it was possible to deprive the influential but indebted 
financial circles of their motive to drive the Estonian currency into hyper-
inflation. 
 The unit of fixing debts was also a sign of the stabilization level of the 
Estonian currency. While further economic development depended on 
the method of valorisation, the most important consideration was to es-
tablish the parity of the planned new unit of money, and to fix its relation 
to the Estonian mark, which would then be replaced. If the Estonian 
monetary unit were to be moderately devalued, the manufacturing of 
Estonian export goods would receive a strong stimulus and economic 
growth would be accelerated, but those who possessed real estate and 
savings deposits, creditors, and those with fixed salaries would suffer a 
loss. In the case of substantial deflation, on the other hand, the latter 
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segments of the population would have – at least seemingly – gained at 
first, but economic growth would have stalled. 
 In the second half of May, the Government had already approved 
Strandman’s valorisation plan. By mid-June, part of the loans that had 
been provided by the Bank of Estonia and the State Treasury had already 
been valorised, but there was no legislation in place to regulate this proc-
ess. The Bank of Estonia placed its debtors in a quandary, where uncer-
tainty prevailed as to whether the Bank would valorise loans and extend 
their lives, or do neither. The loans of the Bank of Estonia had been 
given at a term of six months and the Bank was not obligated to extend 
them. 
 A proposal presented by the Government spelled out that in future 
transactions, contracts and commitments would be made as agreed by 
the parties involved, on the basis of a unit of money which would be 
equivalent in value to 0.4032 grams of fine gold (i.e. the gold content of 
the Swedish crown) and which would be called the taalder (as in 
“thaler”). Mortgages previously concluded in Estonian marks were to be 
calculated in taalders, which equalled a hundred Estonian marks.36That 
is to say: mortgages were to be repaid at the rate of 1 Estonian mark per 
0.004032 grams of gold without the need for a separate agreement by the 
parties. 
 On June 6, the Monetary Affairs Committee had postponed the discus-
sion of this draft, as proposed by the Social Democrats. On June 13, the 
draft reached the Committee again. Karl Ipsberg from the Farmers’ Party 
found that the question of valorisation needed careful consideration and 
that valorisation had to be limited to certain situations, which needed to 
be specified in the wording of the act. As a unit, the franc would be more 
acceptable than the crown. Labourite Juhan Kukk, the former Minister of 
Finance, announced that he himself had drawn up a new draft, which was 
based upon the gold mark, and that the planned valorisation in Estonia 
would be different from the valorisation undertaken in other nations, 
since Estonia planned to adopt metal currency. This would have meant 
going to a full gold standard! 
 Strandman and the government were in a hurry, and did not support 
the adoption of a total gold standard. To go to a full gold standard would 
actually have been impossible in any event, because, in mid-June, the 
State Treasury and the Bank of Estonia only had 1 billion marks worth of 
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gold and foreign currency reserves on hand, although there were more 
than three times as many marks in circulation (Table 14). Transition to 
the full gold standard would have meant deflation of an unprecedented 
extent and revaluation of the mark. That would have considerably re-
stricted economic growth. It cannot be excluded that Kukk’s proposal had 
been made in agreement with Strandman, with the purpose of shocking 
the debtors. The proffered solution would have been the most harmful for 
the “debtor-politicians”. It is possible that Strandman and Kukk could 
have, in this manner, tried to induce them to be more flexible in regard to 
reasonable valorisation. 
 Karl Ipsberg and August Jürman from the Farmers’ Party found new 
arguments to attack the draft. Social Democrat Leopold Johanson submit-
ted a proposal to suspend the discussion of the draft until June 16.37 The 
attacks and delays by the Farmers’ Party were quite understandable, 
while other Members of Parliament could have been afraid to make im-
portant decisions. 
 Meanwhile, there had been lively commentary about valorisation in the 
press, with Kukk’s standpoints being contrasted to Strandman’s. Thus, 
the June 16 session of the Financial Affairs Committee started with Kukk 
stating that the draft he had submitted did not substantially differ from the 
Government’s draft. With this, the idea of the full gold standard had qui-
etly faded away. The Farmers’ Party nonetheless stuck to its delaying 
tactics. The Social Democrats and some representatives of the Democ-
ratic Union also remained sceptical. The latter expressed hopes of obtain-
ing a foreign loan, but there were no prospects for getting one in a hurry. 
Strandman then declared, that he, being the Minister of Finance, did not 
regard it possible to continue as Minister of Finance without the Valorisa-
tion Act. 
 His dramatics were quite to the point. Without valorisation, all control 
could have been lost over the financial system. Strandman was the key 
person in the Government. It would have been hard for the coalition to 
find someone to replace him. The opposition would hardly have wished 
to come to power under those circumstances. Strandman’s resignation 
could have induced premature elections and hyperinflation. The draft was 
adopted instead, after extensive debate and the making of amendments, 
on the first reading, although a subcommittee was formed to hear experts 
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and draw up an edited version.38 The supporters of valorisation had a ma-
jority in the subcommittee. The subcommittee completed its work in a 
couple of hours, after having made considerable changes in the draft bill. 
The unit of the gold coin of the Republic of Estonia was to be the gold 
mark, with a fine gold content of 0.2903225 grams (the parity of the gold 
franc). The proposed exchange rate of the mark for the purpose of re-
payment of mortgages, without an agreement by the parties involved be-
ing needed, would have been one seventieth of the gold mark.39 Thus, 
according to the subcommittee’s draft, the gold content of the mark was 
to be 0.004147 grams, i.e. more than in the Government’s draft. 
 During the same afternoon, the Monetary Affairs Committee continued 
with the second reading of the bill. There were debates about the measure 
and the name of the monetary unit. Strandman insisted that it would be 
advisable to adopt the crown system. He justified this with the argument 
that if the Estonian mark were adopted as the basis for the exchange rate, it 
would be possible to use 100 as the recalculation coefficient, while the co-
efficient for the franc was 66–75, which would make recalculation cum-
bersome. Juhan Kukk continued to support the franc system. He proposed 
that the new name of the Estonian currency be the kuldmark (gold mark). 
 Since the various segments of the bill were voted on separately, a de-
cision was taken to create a unit of currency, which, although based on 
the franc, would be known as the taalder, so that 1 taalder would be 
equal to 0.2903225 grams of fine gold. Parties had the right (but were 
not obligated) to conclude contracts in taalders. All taxes were to be 
paid in Estonian marks, on the basis of the exchange rate of the taalder 
on the date of payment. Mortgages taken in Estonian marks were 
deemed repayable in taalders, on the basis of the parties notifying the 
Real Estate Registry, and the sum payable in taalders could not be less 
than three-two hundredths of an Estonian mark. It was now decided to 
table the bill in the Riigikogu. A major change, compared to the sub-
committee’s draft, was that now the valorisation of mortgages could take 
place only on the basis of an appropriate notification by the parties (i.e. 
voluntarily), while the gold content of the mark was to be no less than 
3/200 of a taalder, i.e. not less than 0.004355 grams of pure gold. This 
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was a greater gold content than provided for in the drafts submitted by 
the Government and the subcommittee. 
 The report had to be presented to the plenary meeting of the Riigikogu 
by Committee Chairman August Jürman, who belonged to the Farmers’ 
Party. The members of the Government, including the Prime Minister and 
the Minister of Finance, were also present. Jürman limited himself to ta-
bling a motion for adopting the Act on the first reading. After Juhan 
Kukk’s explanatory address, the Farmers’ Party vigorously criticized how 
the draft had been debated. The Parliament, however, rejected their pro-
posal to return the draft to the Committee. Thereupon, the Farmers’ Party 
criticized the contents of the draft, which they said threatened the Esto-
nian nation and its economy with unforeseeable consequences. 
Strandman proposed that the gold content be fixed at 0.403226 grams, 
instead of 0.2903225 grams, thus returning to the original gold content, 
as proposed in the Government’s draft. In Strandman’s opinion, there was 
a purely practical reason for favouring the crown – two zeros would sim-
ply have to be deleted from the value of the mark. On that 19 June, the 
Swedish crown actually was worth 101 marks. 
 Again, the Farmers’ Party severely criticized the draft, stating that the 
Act was a formalism and beneficial only for the banks. Theodor Pool, 
an authority on agrarian politics from the Labour Party, who relatively 
rarely delivered speeches in the Riigikogu, thought it strange that oppo-
sition to valorisation would emerge from the Farmers’ Party, who had 
always promoted themselves as protectors of farmers. Pool reminded 
them that all the loans to farmers – for land rent, building loans, dairy 
management and land improvement loans – were fixed on the basis of 
gold. But when the same principle is extended to loans made to busi-
nessmen, the representatives of the Farmers’ Party farmers object! 
 After several speeches, the proposal of the Minister of Finance to 
adopt the model of the Swedish crown (which had a gold content of 
0.403226 grams) was put to a vote. This proposal received 39 affirmative 
votes and 14 nays. The proposal to adopt the term kroon instead of the 
taalder received 19 yea votes and 18 nays. Thus, the currency became 
known as the kroon, thanks to only one vote. Otherwise, the name taalder 
or taaler would have been adopted, and Estonia might be using thalers 
even now, instead of crowns. 
 Since the future currency unit would be the crown, the basis of debt 
valorisation had to be changed. The proposal of the committee had stipu-
lated that the mark would be worth 3/200 gold francs (which meant a 
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gold content of 0.004355 grams). Strandman now presented a motion to 
establish the content at 1/100 of a Swedish crown (0.0403226 grams). 
Members of the Farmers’ Party abstained, with only the Communists vot-
ing against the motion. The bill was passed into law without amendments 
during the third reading.40 
 With this move, a decisive step towards improving the finances of the 
country was taken. As the gold content of the crown was established, it 
was recommended that contracts be drawn up on these bases, and the 
mark to crown ratio had been defined for mortgage loans. It could also be 
understood as the rate of the mark to the future gold-based crown, and as 
the stabilization level for the mark. This is how things were seen by poli-
ticians and the public alike. 
 Since the valorisation of mortgages and the concluding of other con-
tracts were to be done on a voluntary basis according to the law, the rate 
of the mark had to definitely be stabilized by other means. Otherwise, the 
debtors would not have agreed to the valorisation of loans, and from the 
perspective of the creditors, who had provided long-term loans, the Act 
would have been useless. In order to establish credibility, the Act clearly 
specified the objective, and also committed the Government to achieving 
the objective in the name of which deflation had to be induced. The Act 
deprived the debtors of the Bank of Estonia of a motive for bringing 
about hyperinflation. It also became possible for the Bank of Estonia to 
collect its debts in full or almost in full, in such cases where they could be 
collected at all. 
 After the Act was adopted, the Bank of Estonia valorised the earlier 
loans that had become long-term loans, at the rate where 1 crown was 
equal to 100 marks. Later loans, however, were valorised at various rates 
(1 kroon = 105 marks; the day’s rate, etc.), in order not to discriminate 
against those who had borrowed when the mark’s rate had been low. Ac-
cording to the law, valorisation was to take place on the basis of volun-
tary agreements, but the Bank of Estonia was entitled not to extend the 
loans of debtors who refused to accept valorisation. Private banks oper-
ated in the same manner. Current account loans and long-term loans were 
valorised before others.41 
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 A step that Konstantin Päts had claimed would take several years had 
been taken in a month. Still, it seems that the politicians did not under-
stand the effect that the gold content of the monetary unit would have on 
the development of the economy, nor the need for a balanced rate. 
Strandman may have comprehended this, but he avoided the topic in or-
der to not get caught up in exhausting arguments, or perhaps he was 
aware he did not have enough information to be able to determine a more 
accurate exchange rate. At any rate, his unrelenting insistence on the gold 
content of the crown was the best strategy, compared to other proposals. 
Strandman did not let himself be led by the desire to get as much money 
from the debtors as possible. If the Estonian mark had been fixed at the 
0.004355 gram gold content, it would have been necessary to bring about 
a rate of deflation that would have been 7–8% higher. Such a burden 
would have been extremely difficult to bear, if at all. 
 The media did not perceive valorisation as being a breakthrough. “Kaja”, 
“Päevaleht” and “Eesti Majandus” tended to criticize valorisation. The gov-
ernment-minded “Vaba Maa” and “Postimees” were reserved on the topic 
of valorisation. It is possible that journalists, just like most of the politi-
cians, were afraid to take a standpoint. For that matter, the effects of valori-
sation did not become immediately apparent, as evidenced in Table 14. 
 

Table 14. The value of gold and foreign currency reserves in millions of 
marks and the circulation of money in 1924 

Date 
Reserves of the Bank of Estonia 

and the State Treasury 
Circulation 

1.1 1495 3442 
2.1 1429 3260 
3.1 1472 3410 
4.1 1467 3521 
5.1 1239 3503 
6.1 1049 3285 
7.1 940 3086 
8.1 620 2941 
9.1 610 2974 

10.1 737 3110 
11.1 978 3223 
12.1 1131 3506 

 

Source: Report of State Treasury for 1924 to the Ministry of Finance 24.07. 
1925. ERA, f. 74, n. 1, f. 68, p. 19. Note: Calculated on the basis of the Swedish 
gold crown. 
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The tension on the financial market culminated in July. Contrary to the 
usual effect of deflation, which would have meant postponement of pur-
chases and growth of deposits, the total amount on deposit in private 
banks decreased by 16 percent in July.42 There might have been several 
reasons for this. It was possible that trust had not been restored yet. This 
might have also been caused by a shortage of ready cash – during hard 
times, savings had to be used up merely so that people could survive. 
 The most difficult times seemed to still be impending. The entire free 
gold and foreign currency reserve of the Bank of Estonia and the State 
Treasury had dropped to 940 million marks by July 1. Due to the sea-
sonal nature of agriculture the main import season was still ahead. The 
trade balance deficit for 1923 had been 279 million marks in July and 498 
million in October.43 Considering the data for the previous years, it was 
not difficult for Strandman to forecast that the outflow of foreign cur-
rency, resulting from the predominance of imports would deplete the 
scarce existing foreign currency resources by September or October at the 
latest. Thereafter it would be impossible to maintain the exchange rate of 
the mark. This meant that a collapse was imminent in September or Oc-
tober. The public did not know the facts about the state’s gold and foreign 
currency reserves, but this knowledge probably made Strandman’s and 
his team’s flesh creep. 
 Strandman now took an unpopular and desperate, but evidently the 
only possible and imperative step. Although customs tariffs had just been 
increased by a regulation of 3 June, on July 4, the government raised cus-
toms duties once more, and more radically than ever before – up to 
275%, including a customs duty of 275% on wheat; 160% on cloth; and 
100% on flour, semolina, macaroni, sugar, cotton, underwear, leather 
products and footwear. The respective regulation came into force on 5 
July.44 Just two days later, the Customs Tariff Act adopted by the Riigi-
kogu on May 30 was to come into force, pursuant to which, only the leg-
islator had the right to change customs duties. Thus, a step had been 
taken against the will of the legislator for the second time already, and 
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this aroused the ire of the Social Democrats above all, whom Strandman 
very badly needed as allies. As for Strandman himself, this was the easi-
est and probably the only possible option he had. He could imagine the 
discussion about the pros and cons of increasing of customs duties going 
on for months in the Riigikogu, and importers, at the same time – fearing 
the raising of customs tariffs – intensively bringing in goods. At the same 
time, the state’s limited foreign currency reserve would continue to 
dwindle... The results of the rise in customs charges unfolded as ex-
pected. Imports fell nearly twofold in August, compared to the previous 
month and the same period of previous year. Akel’s Government had also 
put an end to individual customs exemptions, widely practiced during the 
rule of previous governments. True, this did not increase the popularity of 
Strandman in the eyes of businessmen who were used to getting favours 
from the government. 
 The government also withdrew banknotes from circulation and did its 
best to valorise currency in a very active fashion. The total sum of the 
loans held by the Bank of Estonia still continued growing until July. This 
growth was caused primarily by the need to grant extraordinary credits to 
the farming sector. Regardless of all these measures, by August 1, the 
remaining foreign currency and gold reserves were worth only 620 mil-
lion marks (Table 14). 
 The trust that Strandman enjoyed was also running out. Relations with 
the Council and the Board of the Bank of Estonia had grown even more 
critical. Relations with the opinion leader in economic policy in the Esto-
nian press Nikolai Köstner had also worsened. Strandman’s relationship 
with Jaan Tõnisson was also strained. Both “Kaja” – the publication of 
the Farmers’ Party, as well as the impartial but indebted “Päevaleht” con-
tinued their extremely sharp attacks against Strandman. 
 Meanwhile, the Government had authorized Klaus Scheel to start ne-
gotiations with the financial circles of London, in order to try to obtain 
500,000 pounds worth of credit. Rumours about this leaked soon. Un-
doubtedly, Scheel was far from being a model businessman, but he was 
not one of the businessmen who had received enormous loans from the 
Bank of Estonia. The Government could not rely on people of that cate-
gory. Scheel had apparently been told in London that the City would 
grant a loan, if Estonia involved experts from the League of Nations in 
the process. Inviting the latter was, however, unacceptable for a great 
many Estonian politicians, since they feared that the League of Nations 
would want to revise the Estonian plans for land reform. Considerations 
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of prestige also added to their feelings of reluctance. Akel had reportedly 
noted: ”This would turn us into Austria.”45 
 In midsummer, the exchange rate of the Estonian mark started to im-
prove. By August 1, the circulation of cash had decreased to less than 3 
billion marks, i.e. by 500 million marks since the beginning of the year 
(Table 14). Because of this, and also due to the fact that in August the 
balance of trade had become favourable, there was less demand for for-
eign currency than was available. 
 Then, in August, just at the peak of deflation, the exchange rate of the 
mark started to fall once again. This can be attributed to speculators who 
were taking measures to stem the strengthening of the mark.46 The cover-
age of the mark with solid assets had decreased by half, compared to the 
beginning of the year. By early August, only every fifth mark in circula-
tion had foreign currency or gold coverage (Table 14). It was now neces-
sary – at all costs – to avoid loss of confidence, because no one knew 
whether the reserves would be sufficient if panic broke out. The state 
needed stability. The people were dissatisfied. Passions flaring even 
higher in the Riigikogu was the last thing that the nation needed. Unfor-
tunately, this was exactly what came to pass. 
 
 
Attacks from Right and Left, and also from the East. 
Recovery of the Economy 
 
The Riigikogu was to convene on September 16 for its next session, but 
things went otherwise. Members of Parliament had already gathered at 
Toompea on August 19, because 30 members of the Riigikogu – the So-
cial Democrats, Socialists and members of the Farmers’ Party – had 
called an extraordinary session. Left-wing politicians were urged to take 
this step due to the rise in the cost of living and unemployment resulting 
from the Government’s customs and deflation politics. The Social De-
mocrats demanded valorisation of salaries, establishment of control over 
foreign trade and currency, closing of banks, reorganization of the Coun-
cil and Board of the Bank of Estonia, assumption of state control over 
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enterprises financed by the Bank of Estonia, etc. The “banking farmers” 
were dissatisfied primarily because of valorisation and restriction of 
loans. What made Strandman’s situation more difficult was the fact that 
entrepreneurs could appeal to the wage earners, exactly as “Kaja” and 
“Päevaleht” were doing. Estonia was in a serious economic depression. 
Usually, a decrease in cash circulation and the restricting of loans is ac-
companied by a fall in prices, which primarily disturbs businessmen. A 
sudden rising of customs duties is accompanied by a rise in prices, which 
primarily disturbs wage earners. Generally, these processes occur sepa-
rately – when the circulation of money and borrowing are restricted, the 
economy stagnates and unemployment may occur, but the prices of con-
sumer goods will drop. Strandman’s policy, which he had to implement 
due to the extraordinarily serious conditions, led to a situation in which, 
despite economic stagnation, prices were rising. Everyone was dissatis-
fied. The economy was heading downhill and had not come to a stop yet. 
The Government lacked a positive message, and probably was not even 
sure if it was going in the right direction. 
 Prime Minister Friedrich Akel admitted that the cost of living was in-
creasing, which – in his words – had to be taken more seriously than 
“whining about the restrictions on credits and valorisation”. Akel spoke 
about the Government’s efforts to keep bread prices at their former level, 
and noted that 2% of the civil servants had been laid off due to redun-
dancy. Both the increasing of customs tariffs and the continued reclama-
tion of loans were essential, in his opinion. He emphasized that if a for-
eign loan was forthcoming, the exchange rate of the Estonian mark could 
soon be restored to its former level, and that even a gold-based unit of 
currency could be introduced. For as long as a loan from abroad had not 
yet materialized, the policy of deflation would have to be carried out with 
a firm hand. In respect to the valorisation of salaries, Akel declared that 
the state could not implement such a step in the private economy, and that 
state expenses could not be valorised either, before revenues were val-
orised.47 The Prime Minister’s words about the soon-to-be-received for-
eign loan could have been meant to reassure the public. 
 In the negotiations that started on August 21, the most important ques-
tion was whether the Social Democrats would continue to support the 
Government. They severely criticized the increase in customs tariffs and 
in the cost of living. Answering them, Strandman explained valorisation 
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at length and declared that the action by the debtors was bound to fail. He 
said that deflation policy would be pursued until there was coverage for 
the mark.48 
 Now tensions mounted within the opposition, between the Social De-
mocrats and the Farmers’ Party. The Farmers’ Party accused the Gov-
ernment of taking negative measures and of not having a positive pro-
gram. The Social Democrats claimed that the Farmers’ Party was acting 
in concert with an action by the Union of Borrowers from the Bank of 
Estonia. 
 The Communist E. Luts went on to rebuke the bourgeoisie, and in-
sisted that economic bankruptcy had been avoided earlier by covering the 
deficit with the gold received from Soviet Russia. Luts presented the eco-
nomic-political project of the Working People’s United Front, which con-
sisted of building up industry with the support of the Soviet Union; solv-
ing the working people’s housing crisis by means of requisitioning hous-
ing; repealing all “unfair taxes”, as in the Soviet Union; demobilizing the 
military and arming the working class; dropping all charges against those 
who had fought against the rule of the bourgeoisie and suppressing “fas-
cist” and other organizations with an “iron hand”.49 After the chairman’s 
third notice, Luts left the podium. His presentation had been met by gen-
eral laughter. Unfortunately, it was no laughing matter. The Estonian 
Communists could, in all seriousness, really see the beginning of the eco-
nomic collapse of Estonia in the occurring depression, which, according 
to their ideology, was actually inevitable. The solution, in their opinion, 
lay in Estonia joining Russia. 
 The initiative for the attempted coup d’etat of December 1 came from 
Estonian Communists in the Soviet Union.50 In August, the decision 
process had reached the Political Bureau of the Central Committee of the 
Russian Communist (Bolshevik) Party, where it was found that the 
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preparations for the revolt in Estonia, which had already started in Janu-
ary, had to be completed. The Political Bureau thought that in two or 
three months an appropriate moment would arrive, and that such an op-
portunity would not reoccur for several years.51 The Estonian Commis-
sion, consisting of some of the leading figures of the Comintern and the 
Russian C(B)P, was formed to coordinate assistance for the Estonian CP 
in preparing and carrying out the putsch. It was proposed to the People’s 
Commissariat of Foreign Trade that it exert economic pressure on Esto-
nia.52 The economic situation in Estonia was actually the most critical in 
August, when the final decision was made to carry out the insurrection. 
 The session of the Riigikogu ended with the adoption of a simple tran-
sitional wording. A 12-member committee was elected to review the ac-
tivities of the Bank of Estonia.53 Thus, the extraordinary session had cul-
minated in a victory for the Government coalition. The left-wingers had 
also earned plus points with their voters. On the other hand, the session 
had been a complete failure for the banking farmers-inflationists. It is 
noteworthy that Päts did not speak. The preliminary attack had failed to 
such an extent that the “heavy artillery” was not deployed. This session 
was also characterized by the fact that the Communists became especially 
quarrelsome. 
 The exchange rate of the mark at the end of August, when the dollar 
was at a level of 460 marks and the Swedish crown at 121 marks, marked 
an all-time low. It was at that point when the balance of trade finally 
turned positive for the first time since December 1922. Besides this, ex-
ports had in fact increased in comparison to the same period in previous 
years, 
 Immediately after the extraordinary session of the Riigikogu, the rate 
that the mark was being traded at started to improve. Probably all of the 
factors had had an impact, such as the positive balance of trade, the lim-
ited circulation of banknotes and also psychological factors. The public 
and even the black market were interested in seeing that the scales would 
not tip in favour of the inflationists. 
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 As the rate of the mark improved, the Bank of Estonia started to buy 
up foreign currency, and the circulation of Estonian marks expanded ac-
cordingly (Table 14). Political tension in the Parliament decreased, too, 
although the Communists still remained quarrelsome. Another vote of no 
confidence, attempted at the beginning of October, even ended with cer-
tain gains for the Government. This was the last serious attack by the in-
flationists in the Riigikogu. As the journal “Eesti Majandus” (“Estonian 
Economy”) commented thereafter: “...on the day of the debates, one 
could clearly spot the businessmen who were waiting for the fall of the 
Government, as if for the appearance of the Messiah.” 54 By October, all 
of the air had gone out of the “Messiah-anticipation” felt by the inflation-
ists. It is doubtful that even the fall of the Government would have saved 
them any more. 
 At the same time, a debate on the issues of monetary policy was taking 
place within the State Economic Council. On October 27, the State Eco-
nomic Council adopted certain theses concerning the bases of the stability 
of the Estonian mark. These were quite comprehensive. The general 
premise was that the balance of production and consumption ought to be 
the basis for stability. The need for going over to the gold standard was 
emphasized. It found that the legally permitted minimum coverage should 
not fall below one-third of the volume of the currency in circulation.55 In 
other matters as well, the majority in the State Economic Council basi-
cally supported Strandman’s policy, developing it further and in greater 
detail. The supporters of the “free-flowing taps” like Madis Jaakson were 
no longer dominant. 
 By the end of October, it was safe to say that stabilization in Estonia 
had been completed de facto. The Riigikogu had voted against the in-
flationist agenda with its resolution of October 3, the theses of the Eco-
nomic Council were progressive, and the rate of the mark had im-
proved. 
 The cost of these improvements was extremely high. By October 1, 
the supply of money had dropped 11 percent in comparison to January. 
In comparison to July of the same year, money supply had fallen a full 
26 percent. This was a bigger decrease than experienced during the 
great economic crisis of the early 1930s. Having said that, improvement 

                                            
54 Kaubahinnad kui majanduspoliitika peegel. – Eesti Majandus 1924, 40, p. 722. 
55 Minutes of the State Economic Council session 20.10.1924. ERA, f. 990, n. 1, 

f. 61, p. 11. 
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was quickly visible. By January 1, 1925, the supply of money had ex-
ceeded the level for July.56 
 The state budget deficit for 1924 – 178 million marks – was not par-
ticularly high. Similarly, the foreign trade balance deficit – 324 million 
marks – had decreased considerably, compared with the previous year.57 
In the fall, the Government had already reduced customs charges back to 
the average June level. 
 Konstantin Päts attempted to continue his eastern business activities af-
ter leaving his position as head of Government. As early as in July 1923, 
Päts and other members of the Päts-Westel-Jaakson group were the Esto-
nian members of the Estonian-Russian Chamber of Commerce, which was 
founded at the initiative of Moscow.58 On October 31, 1924, the manage-
ment of the Estonian-Russian Chamber of Commerce sent the trade delega-
tion of the Soviet Union a document called “A Plan of Study of the Econ-
omy of Estonia in view of the Economic Rapprochement with the Soviet 
Union, and Issues for Examination in the Section of the Estonian-Russian 
Chamber of Commerce.” This ample document recommended that in the 
interests of future economic approachability, industry, trade, transport and 
banking in Estonia, including the foreign transactions of the Bank of Esto-
nia, were all to be analyzed for a start.59 If this idea had been accomplished 
in full, in the long term it could have meant the subordination of the econ-
omy of Estonia to the Soviet Union. In the short term, it might have helped 
the East-oriented businessmen and top politicians to avoid a wave of bank-
ruptcies. It is not known whether or how the plan was developed further. 
 The communists also pursued their course. By the end of November, 
arms had been smuggled in from the Soviet Union to the Estonian commu-
nists, in addition to whom 40 communists of Estonian origin had illegally 
entered Estonia from Russia. They were mostly military men who were 
                                            
56 Calculation basis: Report for 1924 of the State Treasury to the Ministry of 

Finance 24.07.1925. ERA, f. 74, n. 1, f. 68, p. 19; 21; Eesti Statistika Kuukiri 
1925, 44, p. 26. The calculation includes circulation of cash plus fixed-term 
and current deposits in the Bank of Estonia and private banks. 

57 Eesti 1920–1930, p. 157. 
58 Eesti-Vene Kaubanduskoja avamine. – Päevaleht 17.10.1924. 
59 Management of the Estonian-Russian Chamber of Commerce to the Trade 

Delegation of the Soviet Union, 31.10.1924. Arhiv ekonomicheskovo razvitiya 
i torgovli Rossiiskoi Federatsii (AMERiT), f. Torgpredstvo SSSR v Estonii, 
n. 11938, p. 24, p. 1–13. I am grateful to Magnus Ilmjärv for a copy of this 
document. 
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tasked with taking the leading role in the planned uprising. There were 
shock troops gathered at the border of the Soviet Union and Estonia, who 
were to invade Estonia after the beginning of the uprising. On November 
29, an order was given in Moscow to stop all the preparations for the revo-
lution, because of insufficient information about the situation. Evidently 
this order did not reach Tallinn.60 What the phrase “insufficient informa-
tion” meant is not known. It cannot be ruled out that Moscow had received 
new information about the improved economic situation in Estonia. 
 The communist revolt that started in Tallinn in the early morning hours 
of December 1 was an utter failure. People did not support it as the com-
munists had hoped. It is even possible that the failure of the attempted 
revolution in Estonia was one reason for Stalin abandoning his plans to 
export world revolution. 
 The failed revolt had no ramifications for the financial sector. How-
ever, Estonian history might have been totally different, if there had been 
chaos caused by hyperinflation before and/or during the attempted com-
munist coup d’etat. 
 
 
A New Economic Policy Takes Root 
 
The attempted revolt of December 1 confirmed that the hopes attached to 
the eastern market were not only pointless, but also dangerous. It also 
created a new domestic political constellation in Estonia. The hostility 
that had previously existed between the pro-independence parties now 
seemed more trivial than ever before. A new broad coalition government 
was formed after the coup attempt. 
 The proponents of the old economic policy – Päts, Westel, Ipsberg, 
etc., were no longer influential in the governments of the second half of 
the 1920s. Madis Jaakson remained in the State Economic Council as the 
representative of the joint-stock banks, until the end of March 1925, 
when his bank, the Harju Bank, went bankrupt. Jaakson was prosecuted 
and imprisoned for financial offences. The makeup of the State Economic 
Council changed in the summer of 1925, remaining in a comatose state 

                                            
60 Rudolf Vakmann to Otto Rästas 30.11.1924; Otto Rästas, probably to the For-

eign Office, CC of the ECP, 30.11.1924. – Kas nad lahkusid Moskva rongiga, 
pp. 131–132; 134–135; Olaf Kuuli. Sotsialistid ja kommunistid Eestis 1917–
1991, p. 40. 
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until Konstantin Päts, who came to power as a result of the 1934 coup 
d’etat, started to implement his corporate state program. 
 Monetary policy in Estonia became truly democratic as of 1924. Prob-
lems were discussed by elected representatives – by the Parliament and 
parliamentary committees. The Government ceased the granting of one-
time preferential customs duties to applying businessmen. 
 In September of 1924, the Government authorized the Minister of For-
eign Affairs Karl Robert Pusta to approach the League of Nations to look 
into the prospects of credit being extended to Estonia.61 It is likely that at 
that time, the Government was also motivated to turn to the League of Na-
tions by domestic political considerations: an evaluation by an authorita-
tive institution would have helped raise the prestige of reforms. At the time 
when the approach was being discussed (probably in August), Strandman 
needed support. There was still a need for a loan, but Estonian politicians 
knew that obtaining a loan with the support of the League of Nations was 
not a speedy process, so that it was unrealistic to hope that the 1924 eco-
nomic crisis could be overcome with the help of a foreign loan. 
 The loan question dragged on for several vague reasons. At the end of 
1926, the Financial Committee of the League of Nations once again dis-
cussed the issues related to the reform, and now stated its positive attitude 
towards granting the loan. On December 8, 1926, Finance Minister Leo 
Sepp signed the protocol of the loan agreement approved by the Financial 
Committee.62 In this document, the Committee advised Estonia to adopt a 
new currency act, to reform the statutes of the bank of issue, to transfer 
treasury notes and state reserves of gold and foreign currency to the bank 
of issue, to found a mortgage institution, and to take a foreign loan. The 
latter was fixed at the sum of 1.35 million pound sterling.63 
 Respective bills were submitted to the Riigikogu, which adopted the 
Foreign Loan Act, the Termination of Issuing Treasury Notes Act and the 
Currency Act, as well as the new statutes of the Bank of Estonia. In June, 
Estonia’s first foreign loan that was quoted by foreign stock markets was 
issued in London, Amsterdam and New York, with a nominal value of 
roughly 27.7 million crowns. The above-mentioned acts came into force on 

                                            
61 Confidential decision of the government, 10.09.1924. ERA, f. 31, n. 2, f. 16, 

p. 47. 
62 V. Made. Eesti ja Rahvasteliit, p. 165. 
63 Report of the Financial Committee of the League of Nations. 8.12.1926. ERA, 
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January 1, 1928. The monetary system was based on the gold currency 
standard, and the monetary unit was the kroon, which equalled 100 former 
marks. The Bank of Estonia obtained, for 25 years, the exclusive right to 
issue banknotes. The Bank was reorganized. Pursuant to the new statutes, 
which took effect in the year 1928, it became a modern joint-stock bank of 
issue, for which lending operations were considerably restricted by the 
statutes, and which was not allowed to engage in trading. The main tasks 
of the Bank of Estonia were thenceforth to maintain the value of the cur-
rency, along with general credit regulation. The price of the Estonian 
crown was set at 0.4032 grams of pure gold.64 Thus, the parity of the Esto-
nian crown remained at the level Strandman had recommended in the Fi-
nancial Affairs Committee on June 6, 1924, and had later firmly defended. 
 According to Ragnar Nurkse, the role of external financial aid in secur-
ing the technical success of stabilization in European countries was rela-
tively insignificant, and the loan charges were rather high. The case of 
Estonia validates his observation. In Estonia, too, the loan had no particu-
lar importance as a stabilizing factor. The more important economic-
political decisions – transition to the gold standard and agricultural orien-
tation – had gained the approval of all the political forces by 1927, so the 
opinion of the League of Nations experts did not have particular impor-
tance either. All in all, a loan in the sum of 1.35 million pounds sterling 
was not very important for Estonia. After the deduction of the cost of the 
loan, 23.4 million was received in Estonian crowns, or 13 million in gold 
roubles. This was slightly more than a quarter of average annual state 
budget revenue in the second half of the 1920s, or approximately as much 
as the wider Päts-Westel-Jaakson and Citron-Wachmann circles had bor-
rowed from the Bank of Estonia in the years 1921–23. 
 Undoubtedly, the external loan was useful for easing Estonia’s chronic 
lack of capital.65 The importance of expert opinion from the League of 
                                            
64 Explanatory notes to the statutes of the Bank of Estonia. ERA, f. 891, n. 1, 

f. 1868, p. 11; J. Jaakson to the III Riigikogu Committee of the Statutes of the 
Pikalaenu pank 24.11.1927. ERA, f. 80, n. 2, f. 3, p. 2–4; Valitsusasutiste tege-
vus 1918–1934, pp. 121–122. 

65 E. Poom has stated that foreign capital came to Estonia apprehensively and in 
small amounts, due to the threatening and paralyzing shadow of the Soviet Un-
ion. Foreign capital remained in Estonia mainly in areas that delivered ex-
tremely high profits, but also permitted the transfer of these profits from Esto-
nia. (E. Poom. Omariiklusaegse Eesti majandusstruktuurist ja majanduspoliiti-
kast. – Mana 1963, 2, p. 158.) 
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Nations and the loan itself in securing the selected economic policy can-
not be denied either. 
 Another change, which the turnaround in 1924 initiated and which was 
capitalized on in the following years, was the change in direction of the do-
mestic economic orientation. The influence of the banking farmers de-
creased in the central organs of the Farmers’ Party during 1924, and within 
the party itself, there was a decisive trend towards an agrarian orientation. 
The time of illusory hopes, the eastern El Dorado and the “great leap”, was 
over. Unfortunately, no political force developed to replace the Eastern-
oriented industrialism of the agrarian party, which would have promoted 
industrialization to suit Estonian conditions. 
 The change in the domestic economic orientation was primarily ex-
pressed by changes in the loan sector. The year 1924 was pivotal in regard 
to general credit conditions. From the following year onwards, the ab-
normally high proportion of state credits started to decrease. The Esto-
nian economy had achieved maturity and a state of equilibrium. 
 The change in credit policy is expressed by the change in the distribu-
tion of all government credits by sectors of the economy (Table 15). 
 

Table 15. Proportion of state credits by sectors of economy 
Year Industry Trade Agriculture 

1918/19 50 0 50 
1920 94 0 6 
1921 54 38 8 
1922 55 33 12 
1923 52 27 21 
1924 45 23 31 
1925 39 22 39 
1926 34 16 51 
1927 34 14 51 
1928 33 9 59 
1929 30 7 63 
1930 28 5 67 

 

Calculation basis: Valitsusasutiste tegevus 1918–1934, p. 104, 122, 309; Annual 
Report of Eesti Maapank for 1929. Tallinn, 1930, pp. 38–39; Annual Report of Eesti 
Maapank for 1930. Tallinn, 1931, p. 14; Eesti 1920–1930, pp. 265–266; Eesti arvudes 
1920–1935, p. 218; Eesti Pank 1919–1929, p. 86; Eesti Majandus 1938. a. Eesti Panga 
aastaraamat, p. 27; Annual Report of the first year of Pikalaenu Bank – 1928, pp. 10–
14; Report of Pikalaenu Bank for 1929, pp. 12–14; Report of Pikalaenu Bank for 
1930, pp. 7–9. Note: The banks have not been included in the calculation. 
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Evidently, in the 1920s, it would have been difficult to find another state 
with such dramatic economic policy turnabouts. The general opinion that 
eventually came to predominate in Estonian political circles was that a 
state could be economically wealthy even as an agrarian country, like 
Denmark. At first, this opinion seemed to be confirmed by prices on the 
world market. The prices of agricultural products in the first half of the 
decade were, compared to the pre-war period, generally higher than the 
prices of industrial goods. 
 The third important change caused by the economic-political revolu-
tion of 1924 was the change in Estonia’s foreign economic orientation. 
There would be no sense in seeking the reasons for the sudden decrease 
in economic relations with Russia in the preferences of Estonian politi-
cians. This turn of events was forcibly created by the Soviet Union. From 
an economic viewpoint, Estonia did not separate itself from Russia, but 
vice-versa, Russia separated itself from Estonia. Imports to the Soviet 
Union could be completely regulated via the foreign trade monopoly. 
From 1923 on, the Bolsheviks reduced levels of imports from Estonia to 
a much lower level. Table 16 provides an overview of the extent of the 
separation that occurred. 
 
Table 16. Share of the Soviet part in Estonian exports and trade 

turnover in percent 
 1913 1920 1921 1922 1923 1924 1925–38 
% of exports ca 90 32.0 29.8 25.7 6.7 5.3 5.0 
% of trade turnover ca 90 16.3 15.5 13.6 5.3 4.8 7.1 
 

Calculation basis: Väliskaubandus 1921. ja 1923. aastal. Tallinn, 1923, pp. 16–
17; 20; 22; 29–53; Eesti arvudes, pp. 150–151. Note: The table data reflect offi-
cial foreign trade. If gold and border trade were included, the figures for the 
years 1920–1922 would be twice or three times as high, and the fall in 1923 even 
more drastic. 
 
The close trade relationships that had existed prior to World War I shrank 
more than tenfold over as many years. As recently as in 1922, Soviet 
Russia had been the greatest purchaser of Estonian exported goods, even 
with only the official trade taken into account. 
 It seems that the persons who had been controlling the money taps of 
the Bank of Estonia also attempted to continue (economic) cooperation 
with the Bolsheviks during the second half of the decade. The Estonian-
Russian Chamber of Commerce became, for Moscow, a political and 
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economic information office, with Päts and Renning being the centre’s 
main informants. During a conversation with Notovich, the secretary of 
the Embassy of the Soviet Union in March 1925, Päts had supposedly 
raised the matter of an Estonian and Soviet Union federation. He had 
supposedly claimed that the Soviet Union was feared only by the people, 
not by the political parties or government circles.66 Päts worked unoffi-
cially as the legal consultant to the trade delegation of the Soviet Union, 
continuously offering economic cooperation to the delegation. In 1930, 
the Ambassador of the Soviet Union, Adolf Petrovski, saw Päts as a sup-
porter of Estonian-Soviet rapprochement, and as the only outstanding 
Estonian politician whose support could be counted upon.67 
 Estonia had learned to live with a different reality. After a painful, 
though very quick adjustment period, the Estonian economy managed 
from then on to cope without the Eastern market. This also meant a shift 
for Estonia from Russia’s economic global region to the Western and 
Central European region. All of this took place within the course of an 
unprecedented short period of time, if viewed from the perspective of the 
modern economic history of the world. Naturally, this turnaround re-
quired a lot of resources, and it took place at the cost of economic 
growth. 

                                            
66 M. Ilmjärv. Konstantin Päts ja Nõukogude Liidu Tallinna saatkond: aastad 

1925–1934. Acta Historica Tallinnensia, 3, 1999, pp. 162; 165. 
67 O. N. Ken, A. I. Rupasov. Politbyuro ZK VKP(b) i otnosheniya SSSR s 

zapadnymi sosednimi gosudarstvami. I. 1928–1934. Sankt-Peterburg, 2000, 
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CHAPTER V – ESTONIA IN A COMPARATIVE 
PERSPECTIVE 

 
 
 

Comparative Success of Stabilization Policy in Various European States 
 
The primarily social values – freedom, security and the pursuit of happi-
ness – which, according to the modern European view, are supposed to 
come about as a result of economic policy, are hard to measure. What is 
clear is that the sooner monetary parity was stabilized (preferably at the 
most suitable level), the fewer would be the administrative regulations 
that needed to be implemented. Thereby, economic independence could 
be guaranteed. From a security standpoint, of course, stabilization at the 
pre-war parity could be preferred, because this was the best way to install 
a feeling of security among the citizens but only if the parity was appro-
priate. If the pre-war parity no longer corresponded to post-war condi-
tions, by being too high, the feeling of security achieved by the stabiliza-
tion of the currency at the pre-war parity would be an illusion. Since, in 
this way, the broader economic equilibrium would suffer and, as a result, 
so would economic wellbeing, one of the components of welfare. 
 A criterion for judging the success of currency stabilization, which is 
at least as important as social values, is economic growth – if it is even 
possible to compare the two. In any case, economic growth is easier to 
measure, although it is far from clear how large a role economic growth 
played as an influencing factor in stabilization policy. In very backward 
agrarian societies, it undoubtedly plays a smaller role. Appendix 3 shows 
the per capita growth rate of the total gross domestic product for the 
European countries. Table 17 includes a list of the countries ranked ac-
cording to the rate of growth (economic growth in 1929 compared to 
1913), the stabilization date, parity and pre-conditions. 
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Table 17. Growth rate of GDP per capita, de facto stabilization time, 

and negative factors of preconditions 
 

Growth Rate by 1929 Country 
1913=100 1920=100 

Parity Date Negative 
factors 

Greece 147 ... 6.7 1927 2 
Switzerland 145 153 100 1924 0 
Czechoslovakia 145 158 14.3 1923 3 
The Netherlands 141 136 100 1924 0 
Norway 139 125 100 1925 0 
France 135 145 20 1926 2 
Yugoslavia 133 130 9.0 1925 3 
Spain 131 128 floating ... 0 
Denmark 130 127 100 1926 0 
Finland 129 148 12.5 1923 1 
Sweden 125 137 100 1922 0 
Italy 121 120 25 1926 1 
Belgium 120 128 14.3 1923 2 
Hungary 118 ... 0 1924 3 
Germany 113 145 0 1923 3 
Portugal 113 ... 4.5 1929 2 
Latvia … ... 0.8 1921 3 
Lithuania … ... 100 1922 3 
Estonia 106 163 1.1 1924 3 
Austria 107 153 0 1923 3 
Ireland 105 .... 100 1925 2 
United Kingdom 104 113 100 1925 1 
Romania ... ... 3.3 1927 3 
Poland … ... 0 1926 4 
Russia 93 ... 0 1924 3 
Bulgaria 79 ... 3.8 1924 2 

 
Sources and basis for calculations: A. Maddisson. Monitoring the World 
Economy 1820–1992, pp. 194–198; Tables 1, 2, Appendix 3. Note: Data is lack-
ing on the GDP of Poland, Romania, Latvia and Lithuania; estimates have been 
made of the positions of these countries. 
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 The position of Switzerland, The Netherlands and Norway at the top 
of the list is understandable. These countries were at a high economic 
level before the war, and did not suffer war damage nor require eco-
nomic consolidation. Somewhat surprising is Greece’s rapid economic 
growth despite its participation in the war (in addition, the Greeks con-
ducted a war with Turkey in 1920–22). There are many reasons for 
Greece’s unusually strong economic growth, primarily the inflow of 
entrepreneurial exiles. If, before the war, only 24% of the population 
lived in cities, then remigration raised this to 33%.1 Therefore, it seems 
that monetary policy was not the primary reason for rapid economic 
growth in Greece, but stabilization policy there was sound enough to 
not inhibit economic growth by switching to the gold standard at too 
high an exchange rate. However, it is true that this was not a conscious 
policy. 
 Czechoslovakia’s place at the top of the list is also surprising, espe-
cially if we consider its three negative factors – participation in the war, 
war damage and the post-independence need for consolidation. The last 
factor, however, was generously compensated. After the collapse of the 
Austro-Hungarian dual monarchy, Czechoslovakia inherited 21% of its 
territory, 26% of its population and at least 70% of its industrial power.2 
As opposed to Estonia and Latvia, Czechoslovakia did not have any dif-
ficulties in maintaining earlier economic ties – both Austria and Hun-
gary continued to import goods produced in Czechoslovakia, as they 
had during the time of the Empire. War damage was also relatively lim-
ited. 
 Czechoslovakia’s first Minister of Finance, Alois Rasin, an enthusias-
tic supporter of financial moderation, carried out a monetary reform at the 
beginning of 1919. The bank notes of the former Empire were replaced 
with the Czechoslovakian crown. Secondly, Rasin reduced the number of 
bank notes in circulation by 20% and established an upper limit for the 
issuance of bank notes. And, thirdly, fiscal reform was carried out, which 
already resulted in a small budgetary deficit in 1920–21.3 Deflation in 
Czechoslovakia was kept under control. 

                                            
1 J. R. Lampe, M. R. Jackson. Balkan Economic History, 1550–1950. Bloom-

ington, 1984, pp. 378, 386. 
2 A. Teichova. East Central and Southeast Europe, p. 889. 
3 I. Spigler. Public Finance, p. 119. 
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 Yugoslavia, which also had relatively poor preconditions, achieved 
equally good economic growth, in which competitive exports helped to 
stabilize the currency rate.4 Yugoslavia’s currency policy also seems to 
have been sound, and the appropriate parity certainly helped to make ex-
ports competitive. 
 In France, which suffered extensively during the war, inflation facili-
tated large reconstruction investment, unleashed a burst of activity and 
increased employment. Only one-fifth of the parity value of the gold franc, 
which had been maintained throughout the 19th century, survived. From 
the second half of 1927 until the first half of 1930, industrial production 
in the country grew by 30%.5 This was largely due to the franc’s ex-
change rate. But France also did much to modernize its industrial struc-
ture.6 During these years, the distinctiveness of the French economy 
became fixed – small family farms, small shops, and family trading. In 
addition, with its Citroen, Peugeot, and Renault factories, France ac-
quired a leadership position in the European automobile market.7 This 
economic growth, which was very successful from an economic growth 
point of view, and developed into long-term stabilization, was created 
as a result of improvisations by weak and rapidly changing govern-
ments, not by conscious activities. The majority of the French actually 
yearned for the pre-war level of the franc. In any case, the low prices in 
France also continued to make Paris, with its inexpensive prices, attrac-
tive as the capital of bohemians of all nationalities. We cannot say the 
same for London. 
 We should also separately mention Finland, with its early stabilization 
and rapid economic growth, where the goals of financial policy were 
clearly declared, starting in 1921 and the restitution of the pre-war parity 
was knowingly abandoned.8 Based on the Finnish example, we can say 
that Denmark and Norway could have avoided the sharp economic de-
cline in the first half of the 1920s and achieved even greater economic 
growth by the end of the decade, if their currency had been valued at a 
lower rate of exchange. Finland’s inflation did reduce real revenues, but 

                                            
4 The Course and Control of Inflation, p. 126. 
5 C. Saint-Etienne. The Great Depression 1929–1938, p. 6. 
6 D. H. Aldcroft. The European Economy 1914–1990, p. 42. 
7 E. Damsgaard Hansen. European Economic History, p. 223. 
8 Y. Blomstedt. Kansallis-Osakke-Pankin historia I 1889–1939. Helsinki, 1989, 

pp. 281, 283–285. 
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increased job activity: the number of workers had increased one and a 
half times by 1926.9 
 The positions of the countries at the bottom half of Table 17 are gener-
ally as we might expect them to be, and correspond to the conditions that 
they had found themselves in previously. Only Britain succeeded in ruin-
ing its relatively good preconditions with a poor stabilization policy. Due 
to the economic stagnation, which accompanied the deflation generated 
with the aim of re-establishing former parity, the pre-war economic level 
was barely exceeded only in 1927. The British export industries were 
handicapped by the high rate of exchange. The attempt to reduce the sala-
ries of the miners with the aim of reducing manufacturing costs led to a 
long, ill-fated strike. In order to preserve its reserves, the Bank of England 
was forced to keep interest rates high after 1926, which, however, did not 
encourage business activity.10 Due to high parity, there were difficulties in 
maintaining the balance of payments and keeping exports competitive in the 
second half of the decade. And therefore, the stabilization of the pound ster-
ling did not mean a balancing of the economy of the United Kingdom. 
Quite the opposite – the successful efforts of the British to restore pre-war 
parity also had a bad influence on the international economy. The weakness 
of the pound sterling was one of the reasons for the collapse of the Euro-
pean financial system in 1931. 
 Barry Eichengreen has examined the growth of industrial production 
in countries with higher and lower rates of inflation, and he has con-
cluded that the former experienced faster industrial growth in 1921–
27.11 The stabilization policies of the former countries, therefore, were 
more effective. Examining European stabilization policies during the 
1920s, in connection with GDP growth and the preconditions of the 
countries, seems to confirm Eichengreen’s conclusion: economic 
growth was rapid in Greece, Czechoslovakia, France and Yugoslavia in 
the 1920s despite the poor preconditions of these countries. On the other 
hand, economic growth in Denmark and Sweden was moderate despite 

                                            
9 R. Hjerppe. Suurimat yritykset Suomen teollisuudessa 1844–1975. Helsinki, 

1979, p. 163; Reino Hjerppe, Riita Hjerppe, K. Mannermaa, O.-E. Niitamo, 
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p. 152. 

10 H. Heaton. Economic History of Europe, p. 688. 
11 B. Eichengreen. Understanding 1921–1927, pp. 32–33; B. Eichengreen. Golden 

Fetters, p. 184. 
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good preconditions. The United Kingdom and Ireland represent espe-
cially drastic examples. 
 Derek Aldcroft has cautiously conceded that inflation can benefit GDP 
growth, and while he believes that inflation and currency devaluation 
benefited France, it did not benefit many Central and Eastern European 
countries, since this made the import of necessary technology more ex-
pensive. He states that it would still be difficult to come to axiomatic 
conclusions when evaluating alternative policies. In later works, he ex-
amines groups of countries that stabilized at different parities based on 
the growth of GDP, industrial production, and export in the 1920s, and he 
concludes that in countries that experienced very sharp inflation, eco-
nomic growth in the long term was unstable. Economic growth in coun-
tries that experienced moderate inflation was “commendable, but by no 
means exceptional”. The Netherlands and the Scandinavian countries for 
example, had a better overall performance on average than either France 
or Belgium. Accordingly, the conclusion would appear to be that inflation 
and currency depreciation were not necessarily a winning combination in 
the recovery effort.12 Aldcroft, however, has not taken the preconditions 
of the countries into consideration: The Netherlands and Scandinavian 
countries were in a markedly better position than France or Belgium (see 
Table 16). The fact that economic growth in France was faster than in 
Denmark and Sweden, which had stabilized at pre-war parities, and that 
Belgium’s economic growth only lagged a bit behind them, should still 
be considered to result from moderate inflation. 
 In general, it must be stated that inflation was the unavoidable price 
that was paid for war damages and the need for economic consolidation 
in the new countries. In many cases, including in Estonia, there was no 
alternative to inflation. The politicians simply had no other alternative 
for finding revenues for the state, other than by printing money. At-
tempts to determine whether inflation is disadvantageous or advanta-
geous on the basis of theory and ideology would not seem to be par-
ticularly productive from a scientific point of view. When analyzing the 
influence of inflation, one should concentrate separately on each spe-
cific case. Economic and political preconditions, rather than the infla-
tion level, caused the rate of economic growth in the 1920s. With 
sound or unsound stabilization policies (with an inflation level suitable 
for the preconditions), it was possible to improve or aggravate these 
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preconditions. In this manner, inflation was a measure for the collective 
correction of poor preconditions, a sort of war damages tax for the 
population. 
 Hyperinflation is, of course, another thing. The development of infla-
tion into hyperinflation occurred in the case of defects in economic poli-
cies (Germany, Soviet Russia, Poland) and/or very weak administrations 
(Austria, Hungary). The same countries also suffered severe war damage. 
Hyperinflation was accompanied by significant infringements of social 
values. Currency stabilization at suitable parity also meant balancing the 
entire economy. Parities that are too low are accompanied by an unneces-
sary decrease in living standards; those that are too high, however, inhibit 
export and favour imports, which spoil the economic balance. By exam-
ining the development of stabilization measures in different countries, it 
becomes clear that this was primarily not deliberate, but developed as a 
result of improvisation. 
 
 
Stabilization Policy and Estonia’s Choices 
 
Estonia could have adopted the gold standard even in 1921–22. There 
were sufficient resources for this. It would have been practical to estab-
lish a rate of exchange that was about 20–30% lower than the rate estab-
lished in 1924, for instance, 1 Swedish crown = 130 Estonian marks. This 
rate would have been easy to maintain. The need for keeping official re-
serves, which would have accompanied the adoption of the gold standard, 
would also have meant that the Bank of Estonia could not so easily have 
lent out its resources. Export would have been strongly stimulated, the 
economy would have adapted faster, and economic growth could have 
been greater. This model was very similar to Finland. The Finnish mark 
was stabilized relatively early, de facto in 1923 and de jure two years 
later. The 1920–21 international crisis did not especially affect the Fin-
nish economy, since relatively rapid inflation until the first half of 1920 
encouraged export. In the spring of 1920, the dollar price was 18, but 
already 46 marks in the fall. At the beginning of 1921, however, 80 
marks was the market rate for one dollar. The Bank of Finland tried to 
slow down the depreciation of the currency, but there was insufficient 
foreign currency available for that purpose. The attempt to limit the right 
of exchange to the Bank of Finland did not succeed, because there was a 
fear that a black market would start to proliferate. This meant continued 
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depreciation of the Finnish mark. According to Risto Ryti, the Minister 
of the Economy and later chairman of the board of the Bank of Finland, 
very drastic deflation would have endangered production and could have 
been accompanied by widespread unemployment. The goal of the cur-
rency policy of the Bank of Finland from 1921 to 1923 was to keep the 
domestic rate of the mark high, and to support export with a lower exter-
nal rate of exchange. The balance of payments improved. Starting in 
1923, more and more talk could be heard about returning to the gold 
standard. The Bank of Finland raised the discount rate from 8% to 9%, 
which also improved the exchange rate.13 The restoration of the pre-war 
rate of exchange was not consciously attempted.14 It was believed – espe-
cially at the initiative of Eli F. Heckscher, a Swedish professor of eco-
nomics and economic history – that returning to the old parity would just 
postpone the adoption of the gold standard into the unknown future. By 
1925, when the gold standard was adopted de jure, the economy had be-
come balanced. The price of the dollar remained at 39.7 marks.15 As in 
Sweden, the advantageous price level for forestry products facilitated 
stabilization. 
 The achievement of Finnish-type powerful economic growth in Esto-
nia throughout the interwar period would have required the existence of 
some other conditions. There are many of these “ifs”. Had Estonia been 
able to continue receiving revenues from the East and had she been able 
to predict that her role as an East-West intermediary would come to an 
end in 1923 and that the Eastern market would remain closed, her pros-
pects would have been better than they actually turned out to be. Had Es-
tonia stabilized foreign currency exchange rates earlier on and at a bene-
ficial rate, and had she provided loans only to vigorous businesses, there 
might have been a better outlook for growth. Only under such circum-
stances might Estonia have made up (thanks to the receipt of revenues 
from the East in 1920–1922) for her disadvantageous starting position, 
which was partially caused by the greater war damages the country had 
sustained. This poor starting position called for significantly more sub-
stantial reorientation and consolidation. 
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 Prospects for attaining all the conditions mentioned above were in fact 
extremely small, even if the exchange rate had been lower. Estonian poli-
ticians and economic opinion makers did not know how to clearly evalu-
ate the influence of exchange rates on economic growth. The first serious 
discussions on this topic took place at the beginning of the 1930s. Un-
doubtedly, the voters would also not have been able to assess the advan-
tages of a lower rate of exchange. A more realistic variant would have 
been that the mark would have been stabilized and the gold standard 
adopted in 1920–22, although at an exchange rate that would have been 
close to the actual rate of exchange for the mark as stabilized in 1924. 
This would have been more realistic since the average rate of exchange in 
1921–22 was somewhat higher than the stabilized rate of 1924. This 
model would have been similar to Latvia. 
 Latvia stabilized its currency very quickly, already in 1921. In 1918–
20, a relatively strict tax burden, as much as was possible under war con-
ditions, had been enacted. In 1919 defence expenditures made up 57%, 
and in the next year 24%, of the budgetary expenses.16 Initially Russian 
roubles and German marks were used, which were issued from the emis-
sion for financing the state’s expenses. In January of 1919, the Latvian 
Provisional Government started to issue public treasury notes (Latvian 
roubles), the printing of which started in Liepaja in April and which con-
tinued to a greater extent after the Provisional Government moved to 
Riga in August of 1919. In March of 1920, the Latvian rouble was de-
clared to be the only legal tender. The printing press worked actively: by 
April of 1920 the printing of money covered 65% of budgetary revenues. 
Reflecting the increase in the monetary volume and loss of trust, the ex-
change rate for the rouble decreased and prices increased. The cost-of-
living index in Riga rose from 146 in June to 308 by the end of the year.17 
During the 1920/21 budgetary year, the percentage of emissions in the 
budgetary revenues dropped to 43%, and to 12% in the next year. Rin-
golds Kalnings, the newly appointed Minister of Finance, implemented a 
stabilization program in April of 1921. Although his contemporaries 
criticized him harshly for “freezing” the economy, the stabilization pro-
gram began to be referred to later as the “Kalnings Program” in a lauda-
tory way. 
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 To begin with, Kalnings implemented a series of administrative re-
forms. These measures were effective, and compared to the previous 
year, budgetary revenues for direct taxes in the 1921/22 financial year 
increased fourfold, customs revenues increased fivefold, and indirect 
taxes threefold. Money emissions, however, also increased, and the fiscal 
improvements were insufficient to stabilize the currency. 
 Stabilization occurred in two steps. The first goal was to implement a 
stable exchange rate, and the second, by using this stability, to amass re-
serves that would allow for the free exchange of gold. The removal of 
roubles from circulation was used to fulfil the first goal. This succeeded 
in the second half of 1921 and was followed by a harsh liquidity crisis 
and deflation. With the inflation issue out of the way, attention was 
turned to the adoption of the gold standard. Already in June of 1921, a 
hypothetical new currency unit was introduced – the Latvian lat – which 
was equal to the gold franc. The valorisation of taxes and state credits 
was based on the lat.18 
 In order to amass gold and a foreign currency fund, a separate institu-
tion (the State Savings and Credit Bank) was established. By October, 
foreign currency had been acquired to cover 142 million Latvian roubles. 
In February of 1922, the exchange rate for the Latvian rouble rose 40% 
against the pound sterling. Despite small fluctuations, the stabilization 
measures introduced in 1921 and 1922 endured. In August 1922, the cen-
tral bank received the sole right to issue Latvian lats. The treasury notes 
(Latvian roubles) remained in circulation, but their amount did not in-
crease. Roubles were exchanged for lats at a fixed rate (50 roubles = 1 lat) 
until the roubles disappeared from circulation. The entire circulation was 
subordinated to the control of the central bank. The lat was equal to the 
gold franc (contained 0.2903226 grams of gold), was fixed with a gold 
value, and from the start, was exchanged for gold or foreign currencies on 
the gold standard. The restrictions on foreign currency were removed. 
There were no great problems in preserving the stability of the lat. The 
cover for the bank notes consisted of gold or “stable currencies”, and these 
were to cover 50% of the first 100 million lats in circulation, 75% of the 
next 50 million, and 100% of any amount above this.19 Already in 1922, 
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the Latvian lat had become one of the most stable currencies in Europe.20 
The speed of stabilization was noteworthy, especially when considering the 
small Latvian reserves. With the peace treaty, Latvia had only received 4 
million gold roubles from Russia (which was only ca. 10.4 million lats, i.e. 
formed only 21% of the first 100 million of Latvian reserves). 
 The Latvian characteristic during the 1920s was a relatively large nega-
tive foreign trade balance.21 It seems that foreign investments compensated 
for this. The Latvian experience demonstrates that it is possible to escape 
from developing hyperinflation without using external help. Latvia’s effec-
tive tax valorisation was the first case in the European post-war history of 
inflation. It is not known where the Latvians found this model. In any case, 
followers were to be found, as in Germany in 1923. During the implemen-
tation of the stabilization program, it did not have many supporters, and 
Estonian politicians and journalists criticized it quite haughtily. 
 The rate of economic growth in Latvia in the 1920s remained low. The 
preconditions were markedly worse than in Estonia: its industry totally 
ruined, and eastern ties cut. By the end of the decade, industry had not 
achieved 1913 levels: according to the approximate calculations of the 
time, Latvian industry produced products totalling 521 million lats in 
1910, by 1922 this indicator had dropped to 136 million and by 1927 it 
had risen to only 344 million lats.22 But when industry adapted to the 
conditions of an independent country, production increased at a very fast 
rate in the 1930s.23 From 1920 until 1935 the number of city dwellers in 
Latvia increased 1.4 times (the same indicator in Estonia in the period 
1922–1939 was 1.2 times).24 Although the foreign trade deficit during the 
second half of the 1920s seems to confirm that the exchange rate for the 
Latvian lat was too high, Latvian stabilization policy should be consid-
ered a success, already due to its rapid implementation. It was the first 
East European country, and the first country that had achieved its inde-
pendence after the war, to stabilize its currency. 
 If Estonia had already stabilized and adopted the gold standard in 1921–
22, as had Latvia and Lithuania, which had considerably less resources, this 
would also have meant that the Bank of Estonia could not have distributed 
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such large and uneconomical loans to 60–100 influential politicians and 
business leaders, and that Estonia would have adopted a more realistic for-
eign trade orientation even sooner, at the latest by the beginning of 1923. In 
this way, an uncoupling from Russia would have taken place sooner, the 
1923–24 financial crises could have been avoided, and the loan received 
with the support of the League of Nations would not have been necessary. 
The name of the Estonian currency unit would now be the mark. 
 An economic policy closer to the Latvian model – earlier stabilization 
and adoption of the gold standard at a relatively high rate of exchange, 
while being conservative in loan policy – might have meant significant 
positive changes in Estonia’s future economic and interior policies. And 
the conditions required to realize this option were not very unrealistic – 
public control over the activities of the Bank of Estonia, or the existence of 
some influential politicians on the bank’s council who were free of eastern 
illusions, and who would have supervised compliance with existing legisla-
tion. Or keeping Päts and Westel away from key economic positions. 
 But actually, in 1923–24, Estonia was not far from Poland’s develop-
ment scenario. Poland had extremely difficult preconditions, more diffi-
cult than in any other country. Poland was rich in terms of diversity, but 
poor in terms of economic resources. Almost 2/3 of the population was 
Polish, and the rest was basically Ukrainian (15%), Jewish (9%) and Bye-
lorussian or German. Three-quarters of the population lived in the coun-
tryside. There was rapid population growth. Wealth was distributed dif-
ferently by nationality: the eastern part of Poland, where Byelorussians 
and Ukrainians lived, was very poor. The task of integrating the popula-
tion, institutions and traditions was tremendous. In 1919–20, six different 
currencies were in circulation, different administrations were maintained 
in five regions, and four languages were used by the military. In addition, 
there were three bodies of law and two incompatible railway gauges. 
 Poland’s neighbours were also its enemies. During the first three years, 
Poland waged six border wars: with Germany (in Poznan and Silesia), 
Czechoslovakia, Lithuania, Ukraine and Soviet Russia. Armed combat 
with Soviet Russia broke out on October 18, 1920. The eastern portion of 
Silesia, its most industrialized territory with coalmines and metal works, 
was not recovered by Poland until the summer of 1922. Until that time 
there was a great coal shortage, which along with other important Silesian 
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products, had to be imported.25 
 Internal politics also reflected the division in Polish society. The Polish 
constitution, similar to the Estonian one, was very Parliament-centred. As 
in Estonia, a strong executive was missing. The Seim had problems ex-
pressing its will and enforcing its status. Political power was divided be-
tween the different administrative groups, and powerless governments 
were only able to remain in office for a short time. Therefore, it is no sur-
prise that, until mid-1921, the Polish inflation curve was more drastic 
than in any other country. This slowed during the next year, but started to 
increase again in mid-1922, but especially at the end of 1923. 
 Since the executive power was very weak, little was done until 1921 to 
stop inflation. In 1921–23, two stabilization attempts were made through 
tax reform. Both attempts failed after short-lived success, mainly because 
efforts were slackened prematurely. Actually there was plenty of room 
for increasing budgetary revenues, since the tax burden per capita in Po-
land was 5 gold francs in 1920, and 10 francs in 1923, and before the war 
the average in the Polish territory had been 28 gold francs. 
 The next attempt was made at the beginning of 1924, at a time when 
Poland was already suffering from hyperinflation. Rigid fiscal measures 
were enacted by the Wladislaw Grabski reforms, including the valorisa-
tion of taxes and customs duties on the basis of gold. In this way, initial 
stabilization of the new currency – the zloty – was achieved. The zloty was 
based on gold and was the equivalent of a gold franc. The Bank of Poland 
organized the zloty emission, but the budget was not balanced until 1926. 
Until that time, the conditions were lacking for large foreign investments, 
a rebirth of industry, and improvement of the primitive economic infra-
structure. But the success was again short-lived. The weak regime was not 
able to take decisive steps and again slackened the fiscal measures too 
early. Imports increased, and in January of 1925, the pressure on the cen-
tral bank’s foreign currency reserves started to increase. In contrast to 
Germany, effective measures were not taken to restrict borrowing. Other 
factors, such as the deficit in the trade balance, poor crop yields, a cus-
toms quarrel with Germany, and the total lack of foreign aid, also did not 
promote currency stabilization. In May of 1925, imports were again re-
stricted. In 1925 the crop was plentiful. Imports fell dramatically in the 
third quarter and remained low until February of 1926, while exports sig-
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nificantly increased. Although the circulation of bank notes dropped dra-
matically after April, the entire circulation did not dry up, but grew slowly 
until the government itself put coins into circulation – and their circulation 
increased faster than the circulation of bank notes could diminish. 
 The Polish government had been granted the right by law for an anni-
versary emission of 12 zloty per person, for a total of about 350 million 
and this was raised by 50 million in August. The price of the dollar and 
wholesale prices started to slowly increase. Depreciation of the zloty rate 
of exchange caused a new fear of hyperinflation. When the zloty fell, the 
public predicted a continuation of the fall and reacted as it had in 1923, 
by delaying tax and customs duty payments. And so, the budgetary defi-
cit grew during the second half of 1925.26 
 During the second half of the year, energetic efforts were made to re-
duce the deficit. At first, the focus was on cutting budgetary expendi-
tures, but in April of 1926, the Government took forceful action to in-
crease revenues by implementing a 10% additional tax and increasing 
railway tariffs. After the fourth quarter of 1925, the budgetary deficit had 
quickly diminished. The zloty exchange rate improved and in July 1926 
it was stabilized de facto. 58% of the original value of the zloty re-
mained.27 These measures soon restored confidence in the currency and 
the new rate of exchange was formally legalized in the summer of the 
next year with the help of an international stabilization loan.28 The new 
currency reform granted the central bank a monopoly on issuing bank 
notes.29 
 During 1918–1923, Poland derived two-thirds of its budget revenues 
from the inflation tax. Much of this income was redistributed to business 
circles by the government in the form of subsidies and credits. Under 
conditions where the value of currency was falling, this practice 
amounted to gift giving, either partially or in full. The primary beneficiar-
ies – at the expense of other segments of society – were people who had 
business connections. Salaries during 1923 and 1924 had fallen by half, 
in comparison to the pre-war period. Most of the cost of the inflation tax 
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was being borne by members of the poorer levels of society. Because of 
this, it came as no surprise when a wave of unrest swept over Poland dur-
ing the second half of 1923, during the apogee of the inflation cycle. The 
depression that settled in after the period of inflation was also acute, with 
industrial production down by 20%.30 It is probable that at the end of the 
decade, Poland’s income per capita remained at a level lower than it had 
been in 1913, although this was partially attributable to rapid population 
growth. 
 It is difficult to specifically define the nature of the authoritarian re-
gime of Jozef Pilsudski, who came to power in May of 1926. Certainly 
the Parliament, political parties and the opposition all continued to func-
tion. 31 Pilsudski drew his support from left-wing groupings as he carried 
out his coup d'etat, as was the case with Päts in Estonia in 1934. Inflation 
in Poland had destroyed the middle class, which had constituted the 
foundation of democracy, as well as faith in the viability of the democ-
ratic system as such. Pilsudski carried out the coup one month after infla-
tion began to be brought under control. At that point in time, however, 
the results had yet to become apparent, and society continued to feel ill at 
ease. Estonia had found herself in a similar situation during August and 
September of 1924. Poland can therefore be regarded as a model of what 
could have come about in Estonia, had Estonia’s policies been unsuccess-
ful in 1924. It is possible that for this to occur, someone like Pilsudski 
would have had to come to power. There is no doubt that Päts had a psy-
chological disposition that could easily have turned him into Estonia’s 
Pilsudski. As Toomas Karjahärm has noted, Päts – as a practitioner of 
realpolitik – held the course within the riverbed of the system of liberal 
democracy, but at the same time he did not actually believe in the idea 
that representative democracy could function successfully in Estonia. 
Päts saw himself more as leader of the entire people and nation than as 
merely the head of a single party or layer of society.32 Had hyperinflation 
and Päts’ dictatorship existed simultaneously, it is likely that Estonia 
would have become a satellite country of the Soviet Union. At the very 
least, the influence of the Soviet Union would have grown significantly in 
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Estonia. 
 Having postulated that the primary mistakes were made during 1921–
1923 by Päts and Westel, and having given credit to Strandman’s activi-
ties, the question still has to be asked: might even he had better options 
available in 1924? In 1924, the Estonian mark was stabilized at a rate of 
100 marks to the Swedish crown, 1818 marks to the pound sterling, and 
375 marks to the dollar. Before that could take place, it was vital to raise 
the value of the mark by a rate of approximately 15–20%. This induced 
deflation slowed down economic growth. During the second half of the 
decade, it became necessary to impose higher customs duties at the same 
time that Estonia’s deficit in international trade increased.33 At the time 
of the international economic crisis, the pressure for a devaluation of the 
currency increased acutely. 
 As valorisation was carried out, it turned out that the exchange rate – 
which Strandman and the general public both assumed would be the ex-
change rate of the future currency of Estonia – had been set too high. No 
discussion of substance had preceded the setting of the rate of Estonia’s 
new currency. There are no clues to whether Strandman himself per-
ceived the true importance of the matter. Since, at the time the decision 
was made in June of 1924, 100 Estonian marks had an equivalent value 
of roughly 1 Swedish crown, the valorisation was carried out at this rate, 
as was the subsequent adoption of a concomitant level of gold parity. By 
July and August the Swedish crown was being traded at a rate of 121 Es-
tonian marks. Returning to a 100-mark level induced a very substantial 
deflation, which stupefied economic activity during the summer and fall 
of 1924 and induced the authorities to hike customs duties in July and 
also later on. Growth on the money market was stifled during the second 
half of the 20s as a result, which left economic activities in a slump. 
 From the perspective of monetary theory, an exchange rate set 30–40% 
lower would have been more appropriate. If the valorisation had been 
carried out at that rate, parties who had borrowed from the Bank of Esto-
nia would have benefited, while the Bank of Estonia would have been in 
a losing position. Another option would have been to valorise at the June 
level, and then to usher in the future new currency at a lower rate. In any 
event, neither Strandman nor anyone else came up with alternative vi-
sions of this kind. It would have been possible to adopt a lower exchange 
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rate later on as well, during the 1925–1927 period, but there are no re-
cords to show that one politician or another fielded such ideas. It could be 
that the reason for this was inadequate knowledge of the workings of 
monetary policy. Another possibility is that politicians with the necessary 
knowledge did not consider it politically feasible to try to attain such a 
goal. 
 If we focus once again on the topic of the choices that were open in 
1924, it is difficult to say if any additional option besides pegging the rate 
of the mark at 100 marks to the Swedish crown would have been politi-
cally and psychologically feasible in the overheated environment of that 
summer. If the value of the mark had continued to decline, Strandman 
would have faced the ire of more left-wing politicians. He had enough 
opponents as it was. Strandman also had reason to fear the spread of 
panic. Had the mark continued to fall, it might have left the impression 
that the government was incapable of maintaining the mark at a stable 
value. There were sufficient grounds for fearing an outbreak of panic, 
since gold and foreign currency reserves had dwindled to 20 percent of 
mark holdings at the time when the situation was most critical. In other 
words, if every fifth person in possession of marks had endeavoured to 
trade them against gold or other international currencies, the situation 
would have careened out of control, and much more substantial resources 
would have been needed for a return to normalcy. Such resources were 
nowhere to be had. The remaining option that was still available would 
have entailed putting a cap on currency sales. 
 It should also be emphasized that neither Strandman nor any other 
politician could have known in 1924 what level of parity would have 
been the most appropriate one. Sufficiently precise statistics about for-
eign trade were not available, and there were no reasonably accurate 
forecasts pertaining to possible conditions of price levels for goods ex-
ported by Estonia. 
 It is fair to say that even if Strandman had desired to stabilize the cur-
rency at a lower level, he would have faced concerted political opposi-
tion. There was a prevalent attitude in Estonia that the exchange rate of 
the mark needed to be raised. An editorial in “Eesti Majandus” (“Esto-
nian Economy”) declared: “Deflation absolutely needs to be sustained 
until it is assured that the exchange rate of the mark comes to rest at a 
certain level, which, it has been decided, will be pegged at 100 marks to 1 
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gold crown.”34 
 Strandman deserves to be recognized for his steadfastness in adopting 
parity with the Swedish crown as the basis for policy. An alternative 
proposal, which had been discussed in the Monetary Affairs Committee 
of the Riigikogu as well as on the floor of the Riigikogu, revolved 
around the idea that the Estonian currency should be based on the gold 
frank, and that the exchange rate be pegged at a 3:200 ratio. This would 
have resulted in having to pay off even more debts, an idea that might 
even have had some appeal for Strandman and the Social Democrats, but 
would have created the need for precipitating deflation on an even more 
dramatic level, to the tune of an additional 7–8%. Developments during 
the summer and fall of 1924 indicated that bringing this about would 
have been very difficult if not impossible, and could have led to a com-
plete loss of control over monetary matters and the economy of the coun-
try in general. Such a policy would also have brought about an economic 
standstill during the second half of the twenties. When all is said and 
done, Strandman’s steps in 1924 were probably the best that could be 
taken under the circumstances. 
 
 
Disengagement from Russia 
 
Considering Estonia’s circumstances, the stabilization of her currency 
had other ramifications as well, such as economic self-sufficiency, eco-
nomic emancipation, the forming of an independent economy, and be-
coming uncoupled from Russia. 
 In the countries that became independent after World War I (Hungary, 
Czechoslovakia, Poland, Lithuania, Latvia, Estonia and Finland), success 
in the stabilization of currency indicated that the country was capable of 
managing its economy. Put a different way, it showed that a country had 
succeeded in emancipating itself in the economic sense. Arriving at stabi-
lization was unquestionably fraught with greater difficulty for these new 
states, since – as a rule – they (with the exception of Finland) started out 
burdened with a poor set of preconditions. At the same time that they 
tackled the issue of economic stabilization, they also had to build up the 
institutions of state and try to reach accommodation with neighbouring 
countries. Intertwined as it was with many other domestic and foreign 
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factors, the issue of stabilization was by no means just a monetary con-
sideration. 
 On the other hand, the results attained by the new countries were not 
distinctly poorer than those of other countries. Hungary and Poland did 
descend into hyperinflation, but Finland and Czechoslovakia acquitted 
themselves extraordinarily well, along with Latvia, particularly in view of 
the poor preconditions Latvia had inherited. 
 In the case of Estonia as well, successful stabilization of the country’s 
currency entailed more than attainment of economic equilibrium. Stabili-
zation was also accompanied by economic emancipation and breaking 
away from Russia. 
 Estonia’s statesmen had no experience in the spheres of economics 
and foreign policy. Improvisation is the catchword that characterizes the 
economic policy of Estonia during the era of the War of Independence. 
The lion’s share of the state’s expenditures were of a military nature, 
and the entire economic sphere – to the extent that the government had 
sway over it – was put to work in the interests of national defence. The 
objective of economic policy was to make the war effort possible, using 
ad hoc methods. At the same time, unrest had to be staved off behind 
the front lines. In response to the expectations of society, agrarian re-
form was the primary goal of the powers-that-be in the civilian sector. 
This had little to do with monetary policy. 96% of the large holdings 
belonging to Baltic nobles were expropriated in 1919 after the passage 
of the Land Act. The central authority had yet to consolidate itself prop-
erly and was rather weak, which made the execution of decisions diffi-
cult. Military needs caused a severe lack of cash on hand, and in con-
trast to the majority of the other newly independent states, Estonia was 
forced to immediately issue currency, which brought with it the techni-
cal conditions for the development of inflation. The main failures of 
economic policy of that period were a result of misplaced idealism. It 
seems as though the politicians overestimated the willingness of resi-
dents to donate foodstuffs, their wish to buy Estonian Government 
bonds, and the readiness of friendly countries to come to the assistance 
of Estonia with loans. There were high hopes in respect to the latter. 
Many decisions had to be reconsidered on the spot because of these 
miscalculations. 
 On the whole, the economic policies of the War of Independence pe-
riod warrant being seen in a positive light. Extremely quick changes were 
adopted within a short time frame. A good example would be the deci-
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sion to regard promissory notes as currency, which was a bold and clever 
solution. Inadequate forecasts pertaining to external and internal borrow-
ing, emissions and inflation were speedily corrected, and they had rela-
tively little negative influence on the development of an independent 
economy. 
 Once the Tartu Peace Treaty had been signed, it was characteristic of 
the governments which were in power during the 1920–1923 period that 
they hoped for restoration of economic ties with Russia similar to the 
ones that had existed before the war, and also had expectations which 
envisioned Estonia becoming an economic bridge between East and 
West. Economic processes seemed to lend credence to these ideas. With 
the arrival of peace, the Estonian model came to differ from that of Lat-
via, which attained stability in short order. The reason for this was a con-
siderable influx of capital into Estonia from Russia during 1920–1922. 
According to the calculations in Chapter 2, at least 6,100 million marks 
accrued to the Estonian government from the East, with at a further 4,000 
million marks or more ending up in the hands of private persons. During 
the same period, the total sum of money provided as a loan by the League 
of Nations during 1927 amounted to 2,450 million marks. According to 
official statistics, the annual revenue that accrued to the State Treasury 
during the 1920–1922 period was – on the average – 4,100 million marks 
(not including loans). Consequently: the government of Estonia received 
1.5 times the amount of the annual budget from the East, with a further 
year’s worth of income ending up in the hands of private persons. The 
gold reserves of the state and the income from the East were applied to-
wards stabilizing the mark under the prevailing trade deficit, and were 
also invested unsoundly as loans of the Bank of Estonia in expectation of 
the opening up of the market to the East. 
 Estonia just barely managed to avoid hyperinflation and the internal 
political turmoil that might have followed. Drastic methods had to be 
adopted. Ragnar Nurkse has pointed out that deflation is one possible 
mechanism for correcting an imbalance in payments, but it extracts a 
devastating cost by destabilizing internal balance, and because of this 
cannot be regarded as a true option.35 Induction of such extreme deflation 
was not justified in economic terms, but was unavoidable from a political 
and psychological perspective. 
 Were Päts and Westel – the pivotal persons in Estonian economic 
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policy during the years of 1920–1923 – capable of carrying out a radi-
cal program designed to cure the economy? This seems implausible, or 
at least unlikely under the conditions of parliamentary democracy. For 
that matter, the Päts government lacked a plan for currency reform. The 
only specific and viable step that Westel took was to propose in 1924 to 
borrow a sum equivalent to 750,000 Swedish crowns for the purpose of 
buying seed grain, pedigree livestock, farming implements and fertil-
izer. At the same time, this proposal is an additional indicator of the 
ineptness of the Päts government. 750,000 Swedish crowns amounted 
to no more than 75 million marks, which was but a drop in the ocean in 
comparison to other (rejected) proposals for restoring health to the 
monetary system. Such a sum would have enabled continuation on the 
same economic level for a mere two to four weeks. Despite this, the 
Management Board and the Board of Directors of the Bank of Estonia 
remained unwilling at the beginning of 1924 to admit to the need for 
making a change in credit policy.36 
 This allows a fairly definite conclusion to be drawn: had the Päts Gov-
ernment remained in office, Estonia would have been overtaken by 
hyperinflation. In any event the Päts Government would have been un-
able to avoid it with the methods permitted in a parliamentary democracy, 
even if it had had the will to do so. In reality, it tended to continue to use 
credits provided by the Bank of Estonia to turn out the wrong products in 
its own enterprises, along with mediatory efforts and a general orientation 
towards the Eastern market. 
 In effect, it seems paradoxical that in comparison to Latvia and 
Lithuania, the revenue from the East had a net negative effect on the Es-
tonian economy. The money disappeared into businesses that went bank-
rupt and into the pockets of adventurers. The illusions that accompanied 
the Eastern trade and revenues, and the type of ethical business and gov-
ernance values that were part and parcel of that mindset, deformed the 
political relations of the country and made disengagement from Russia all 
the more painful. 
 A precondition for avoiding the hyperinflation scenario was the com-
ing to power of a government that was not embroiled in business interests 
that were eastwardly oriented, and which had no burden of debt to the 
Bank of Estonia. There were a number of dangerous shoals that threat-
ened Strandman as he strove to carry out his reform policy, but he was 
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able to navigate past these in an adept and sometimes forceful way. To 
remain at the helm and to act in a difficult situation that required so many 
unpopular steps was a feat of skill. It seems that Strandman chose an ap-
propriate set of tactics. He operated publicly and drew support in an al-
ternating fashion from various factions of the opposition, relying mostly 
on the Social Democrats. A misstep in one phase or another of the reform 
process would have precipitated hyperinflation. It appears that the deci-
sive measure was that of valorisation, which deprived the influential poli-
ticians and businesspeople who had borrowed from the Bank of Estonia 
of the motive to employ hyperinflation for the purpose of writing off their 
debts. 
 From the point of view of ordinary citizens, inflation in Estonia and 
the other new states represented the price that one had to pay for attaining 
a new and qualitatively different level of balance. The rate of exchange 
had to develop in way that – one the one hand – did not impoverish the 
residents intolerably, but – on the other hand – did not impede economic 
activity of the sort that allowed new capital to accumulate. 
 In the case of Latvian stabilization, H. G. Wolf points out how this dif-
fered from archetypal Central European stabilization packets, which 
rested on foreign investment, at least in theory, and entailed the function-
ing of an independent central bank.37 The Estonian model also differed 
from the Central European model by virtue of these same characteristics, 
but – in contrast to Latvia – the preconditions in Estonia were noticeably 
more favourable. Latvia gained 4 million gold roubles from her peace 
treaty with Russia, while Lithuania got 3 million gold roubles. Latvia also 
engaged in (Eastern) border trade and acted as a conduit for some Bol-
shevik gold. In addition to investments made by émigré Lithuanians, 
Lithuania also received some funds from the East, but the magnitude of 
the “golden rain” that fell upon Latvia and Lithuania as a result of busi-
ness in the transit gold trade was incrementally smaller in Latvia and 
Lithuania than was the case in Estonia. Despite the fact that they had ac-
cess to fewer resources than Estonia, Lithuania and Latvia attained stabi-
lization successfully and with remarkable speed. Running counter to what 
might be considered the expectations of conventional economic logic, 
money from the East impeded stabilization and interfered with the sepa-
ration process, instead of enhancing such trends. 
 Estonia also did not have a distribution of forces for stabilization and 
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against stabilization of the kind that Ch. S. Maier has considered to be 
classical.38 Part of the influential new economic elite and the communists 
took active measures against stabilization in Estonia. The latter sub-
scribed to the idea “the worse it gets, the better it is.” On the other hand, 
the Social Democrats in Estonia distinguished themselves by belonging 
to the forces that endeavoured to maintain a stable course. 
 Barry Eichengreen and Beth Summons have reached the conclusion that 
in countries with independent central banks, stable governments and with 
governments that enjoyed a sizeable majority, states were more capable of 
opposing pressure to lower exchange rates, and they also found that the 
presence of left-wing parties in parliaments during the 20s had a beneficial 
effect on maintaining a stable course.39 The Estonian case does not run 
counter to their conclusions. However, the period of stabilization during 
1924 in Estonia goes to show that even with a minority government operat-
ing under conditions of economic decline it is possible to stabilize ex-
change rates, as long as there is sufficient and strong motivation to do so. 
 The Estonian example does not dovetail exactly with the working sta-
bilization model proposed by economist Peter Behold either, who sug-
gests that regimes that tie the hands of rulers, politicians and governments 
are an indispensable condition for keeping inflation in check. “Monetary 
regimes binding the hands of rulers, politicians and governments are a 
necessary condition for keeping inflation at bay. Confidence in reforms 
could be gained by removing, as soon, as possible, exchange controls and 
obstacles to imports. Instead of or together with an independent central 
bank a fixed exchange rate to a stable currency may be introduced”.40 In 
Estonia, Strandman managed to stabilize the exchange rate even under 
conditions where politicians may have been influencing the institutions 
that were responsible for monetary policy. Perhaps the knowledge that no 
aid from abroad was forthcoming compelled an effort to be made in the 
summer of 1924. A loan provided with the support of the League of Na-
tions did not materialize until the end of 1927, at which point Estonia’s 
currency had already been stable for quite some time. The new bylaws of 
the Bank of the Estonia, which ensured independence for the Bank in its 
actions, took effect in 1928. 
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 The question of which to pick – a strategy of stabilization of the Lat-
vian kind, which emphasized greater parity and speed, and gave less so-
cial offence that the slower Finnish model, which enabled economic 
growth at a faster tempo at the outset – is basically a matter of ideological 
preference. Either option could have been exercised in Estonia. 
 In a nutshell: Estonia’s post-war stabilization period was extraordinar-
ily dramatic – more so than in most of the other European countries. A 
mistaken course that was taken during 1921–1923 in prioritizing Russia’s 
markets did not permit Estonia to attain stabilization, even though con-
siderable resources were available. On the other hand, in 1924, when sta-
bilization was linked to the aim of disengagement from Russia, and the 
new government was sufficiently motivated to act, it turned out to be 
possible to stabilize the situation even under conditions that entailed 
meagre resources, a lack of foreign aid, and under circumstances where 
the domestic climate was politically tenuous. 



 

 

 
 
 
 
 

SUMMARY 
 
 

Broadly speaking, an examination of the stabilization policies of the 
countries of Europe that factors in both growth of GDP as well as the 
time needed for stabilization confirms research that has been carried out 
up until now, but also requires that we make certain correctives. The the-
sis that the inflationary model was not useful for the countries of Eastern 
Europe seems to be fallacious. Only two countries in Eastern Europe did 
not resort to using the inflationary model, those being Albania and 
Lithuania. Unfortunately there are no GDP figures available for either 
nation. Both countries were backwardly agrarian societies where there 
was little or no need for investments intended for reconstruction. In con-
trast, the cases of Yugoslavia, Latvia and Czechoslovakia seem to con-
firm that the inflationary model did serve an effective function in Eastern 
Europe. In these as well as in a number of other Eastern European coun-
tries, including Estonia, which we have viewed so thoroughly here, there 
was no alternative to inflation. It was just a matter of deciding how much 
inflation to allow, how to keep it under control, and of when and with 
what means it ought to be stopped altogether. The level of inflation was 
affected to a very substantial degree – in fact more substantially than has 
been suggested in previous research – by preconditions. The adoption of 
a gold standard of appropriate parity (which, if pre-war parity was not 
restored, also resulted in inflation) helped to compensate for economic 
deficiencies and the state was able to attain quick economic growth in 
any event. 
 As one of the conclusions of this study, a rule can be stipulated: infla-
tionary models justified themselves in the 1920s in those countries that 
were in the direst need of investment for the purpose of rebuilding. The 
greater the war damage suffered and the greater the need for economic 
reorientation, the greater the level of inflation and the more substantial 
the fall of the exchange rate had to be. Therefore, inflation can be re-
garded as the price that the residents of the country had to pay in order to 
attain a new balance in the economy. By the same token, inflation could 
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not be allowed to slip out of control, that is to say it could not be allowed 
to morph into hyperinflation. The destabilizing effect of inflation on soci-
ety had a lesser significance in these countries, since they had already 
been substantially destabilized by the preceding war. Although inflation 
could have an invigorating effect on the growth of the economy, it re-
mains a fact that it undermines trust, lessens the general sense of security, 
and causes social ills, which could precipitate a crisis later on. At the be-
ginning of the Great Economic Crisis of the 1930s, states that had experi-
enced considerable inflation would characteristically have inadequate 
fiscal policies. 
 This study is the first to assess Estonia’s economic level in respect to 
the background provided by other nations of Europe at the beginning of 
Estonian independence. Compared to the other lands of Europe, Estonia’s 
position as she struggled to attain stability was unfavourable, but was not 
unique either. Of the new countries, Estonia enjoyed preconditions that 
were superior to those of Poland, and roughly equivalent to those enjoyed 
by Latvia, Lithuania, Hungary and Yugoslavia. The fact that comparative 
Finnish prospects were notably better has not been taken into adequate 
consideration in previous Estonian and Finnish studies. Since Estonia’s 
cross-border business relations with countries situated outside the cus-
toms border of the previous Russian Empire did not exceed 10%, the 
need for economic reorientation was several times larger than that of 
Finland, which also meant that Estonia had a much harder time getting 
uncoupled from Russia. Estonia’s efforts to disengage were made all the 
more complicated by the fact that Tsarist Russia had maintained a protec-
tionist economic model, the result of which was the existence in Estonia 
of a large industrial capacity that had been directly oriented solely to-
wards the Russian internal market, and which produced goods that stood 
no chance of being competitive on any other market. 
 For the first time, this study has researched in depth the transactions 
conducted via Estonian territory by Soviet Russia during the 1920–1922 
period, and has – using extrapolation – calculated the approximate size of 
the revenues that accrued to Estonia as a result. The most important 
source of income for entrepreneurs as well as the state was the sale of 
gold, which was facilitated by the Tallinn representation of the Bolshe-
viks. The gold mediation trade was a unique phenomenon. Other coun-
tries traded in foreign resources as well (people emigrated to Latvia and 
Lithuania as well as Estonia from Russia, refugees returned to Greece, 
border trade took place all along the Western border of Soviet Russia). 
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Gold, on the other hand, was traded primarily through Estonia, and as it 
turns out, state institutions of the Republic of Estonia such as the Bank of 
Estonia and the State Treasury of the Ministry of Finance were directly 
involved in this trade as early as April of 1920. 
 Documents stored in the archives of Estonia, Russia and Britain prove 
that gold coins worth 683 million gold roubles made their way to the 
West through Estonia during the 1920–1922 period, which was equiva-
lent to 4% of all of the gold held by the treasuries of the countries of the 
world. Soviet Russia sold almost all of its liquid assets to the Western 
countries through Estonia. Gold bars, other items of value, jewels and 
church treasures were also sold in addition to gold coins, although it 
seems likely that these were traded mostly by private persons. Conjec-
tural calculations indicate that the transaction fees retained by Estonia 
amounted to at least 30 million gold roubles, although the actual sum 
might have been considerably larger. Approximately 2/3 of the transac-
tion fees that remained in Estonia might have accrued to the Estonian 
state, either as a result of direct transactions carried out by the Bank of 
Estonia and the State Treasury, or as a consequence of gold being depos-
ited with the Bank of Estonia or thanks to service fees. 
 The circle of people in Estonia who coordinated these transactions and 
knew of their details had to be very small. The key figures were appar-
ently Georg Westel, who was initially the Director of the Bank of Estonia 
and later the Minister of Finance, and also Konstantin Päts, who became 
the head of Estonia’s government towards the end of 1920. Harju Bank, 
which belonged to Päts, also engaged in the sale of gold. The members of 
the Board of Directors of the Bank of Estonia and the leading functionar-
ies of the State Treasury also had to have some knowledge of the trade in 
gold. Income derived by private persons from the Eastern trade had the 
effect of supporting the value of the Estonian mark. All of this might 
have left less aware politicians with the impression that monetary balance 
had been attained in Estonia. The revenue earned by Estonian national 
institutions as a result of the gold transactions and other “Eastern busi-
ness” may have induced some of the key figures in economic policy to 
undertake ambitious but risky projects that were primarily linked to the 
Russian market. 
 The dominant economic ideology of the 1920–1922 period inevitably 
also had an influence on the monetary policy of the country. The amount 
of money in circulation increased in 1920 by a factor of 3.4, by 1.7 in 
1921, and 1.2 in 1922. By the end of 1922, there was circa seven times 
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more in circulation than had been the case at the end of the War of Inde-
pendence in 1920. The rate of inflation was the most intense during the 
spring and summer of 1920. Some leading politicians believed that more 
money could be emitted without fuelling inflation. 
 In March 1921, the Bank of Estonia was given the right to emit money. 
The Bank of Estonia was the only establishment with the right to emit 
currency – a process that was to take place under the direct supervision of 
the Ministry of Finance and the State Audit Office. However – a directive 
issued in 1922 changed the gold clause of the by-laws, and the Bank of 
Estonia became free to issue currency in unlimited amounts. The fall in 
the rate that the mark was being traded at had come to a halt at the begin-
ning of 1921, when the Bank of Estonia began to buoy the value of the 
mark on the exchange with its resources. It is not known how large these 
investments were. The existing resources made it possible to finally stabi-
lize the mark and go over to the gold standard. This would have been an 
indication that Estonia had reached awareness of her economic possibili-
ties – of her main export markets. 
 The Minister of Finance Westel had direct control over the policy of 
the Bank of Estonia. The Board of Directors, formed at the end of 1921 in 
accordance with the wishes of Minister of Finance Georg Westel, became 
a vanguard of the country’s business interests. The Bank itself was a 
party to its conversion into a national bank where businessmen made use 
of the finances of the state. 
 The first loans of the Bank of Estonia were intended for the purpose of 
lessening unemployment and were directed at large industrial enterprises 
of the Tsarist period. The tempo with which loans were made increased 
after Päts had come to power towards the end of 1920, when the Bank of 
Estonia began to independently extend credit. The earlier practice of get-
ting the approval of the State Treasury for the granting of loans was dis-
continued. When credit was made available, preference was given to in-
dustry and above all to heavy industry, as well as to banks and the com-
mercial sector. Loans provided to local governments and to the agricul-
tural sector were rather small. The interest rate of the Bank of Estonia 
was notably lower than the rate charged by private banks. Economic dis-
engagement from Russia was not considered necessary during those 
years, nor was it even attempted. The plan that the Ministry of Finance 
had worked out was impractical, which led to its abandonment. 
 Georg Westel retained the post of Minister of Finance in the government 
of Juhan Kukk, which came to power at the end of 1922. The government 
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itself lacked in vigour in expectation of the parliamentary elections that 
were soon to be held. During the first months of 1923, the Ministry of Fi-
nance worked on planning a transition to the gold standard at the behest of 
the President. The planned exchange rate per se was overly high. It is un-
clear why Juhan Kukk did not see this plan through to the end. 
 As 1922 drew to an end and 1923 began, Estonia’s economic relations 
with Russia began to dramatically shrink. Official export and border trade 
began to lessen, and both the influx of people’s assets that had accompa-
nied a stream of people who had chosen to return to their country of ori-
gin from Russia as well as the gold transfer trade came to a halt. A gigan-
tic business deal that would have had Estonian workshops repairing Rus-
sian locomotives went sour. The grain harvest was extraordinarily poor in 
1923 – some 15% smaller in size than ordinary harvests. Bad weather 
hampered the export of lumber at the same time that the prices paid for 
timber abroad had fallen. 
 The abrupt decline in economic relations with Russia had nothing to 
do with the will of Estonia’s politicians. The Soviet Union was the party 
who initiated the process of economic uncoupling. In the economic sense, 
it was not Estonia who separated herself from Russia, but rather it was 
Russia who pushed Estonia aside. Trade relations, which had been close 
before the World War, shrank to less than one-tenth of their original ex-
tent within a decade (1913–1923). This meant that the economic balance 
that had existed earlier in Estonia was changed considerably. 
 Despite all of this and in part because of it, the Bank of Estonia con-
tinued its earlier money lending policy during 1923. By November of 
1923, the Bank was lending one and a half times as much money as it had 
been doing during the beginning of the year. Weak firms and those with a 
greater interest in the Russian market received financing. The branches of 
industry that held greater promise and developed the most quickly during 
the latter part of the independence period were in disfavour. As an analy-
sis of the largest sums that were lent showed, almost all of the enterprises 
that received large amounts of credit from the Bank of Estonia were 
linked to either the members of the Board of Directors of the Bank of 
Estonia, or to leading politicians. The research carried out for this work, 
which focused on the circle of business leaders and owners who had re-
ceived loans most frequently, revealed an influential group consisting of 
politicians and businessmen including key figures such as Konstantin 
Päts, Georg Westel, Madis Jaakson, Johan Laidoner and others that had 
received more than a third of all of the loans disbursed. The leaders of a 
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second group were Isaak Citron and Konstantin Karl Wachmann. It is 
possible that these groups were interlinked. If that were the case, the 
combined amount of money lent to these parties would amount to as 
much as percent of the money that the Bank of Estonia made available to 
larger enterprises. Some 60–100 persons constituted the circle of people 
who received the predominant part of the assets lent by the Bank of Esto-
nia. An analysis of party membership shows that leading figures of the 
Farmers’ Party – so called “bank farmers” – dominated the list of those 
who received loans. 
 The manner in which the assets of the Bank of Estonia were chan-
nelled into the hands of private persons could have been motivated by a 
desire to create a middle class consisting of Estonian nationals and to en-
sure that finances would not slip out of their hands in the event of danger 
to Estonian independence. The lending policy of the Bank of Estonia was 
in violation of the laws of the country. Initially, no changes were made in 
the lending policy. There is no other precedent in the history of the coun-
tries of Europe between World War II that entailed the emptying out of 
the assets of a central bank through lending. Part of the debtors of the 
Bank of Estonia whose Eastern-oriented business plans had failed and 
whose debts continued to grow may have been quite interested in having 
such a lending policy continue until it had driven the Estonian mark to 
hyperinflation. 
 Most of Estonia’s politicians had no overview of the monetary proc-
esses that were taking place in Estonia during the 1920–1923 period, nor 
of the mechanisms of control that were involved. The reports of the Bank 
of Estonia did not provide an overview of what was taking place. The 
Bank of Estonia was the bank of the government, but the government did 
not discuss the policies of the Bank of Estonia. It appears that it was the 
State Elder (President) Konstantin Päts who exerted care and supervision 
over the Bank of Estonia. Influence over publicity and monetary policy 
were concentrated in the hands of a narrow group, who had personal rea-
sons for using these mechanisms. The unwillingness of Westel and Päts 
to have League of Nations experts visit Estonia and to allow a Discount 
Committee to be created within the Bank of Estonia are both indications 
that they were not interested in sharing power or information. Estonian 
politicians were not versed in the mechanisms of guiding the economy 
and were incapable of asking the Bank of Estonia for information. 
 The economic crisis was followed by a crisis in domestic policy on 
December 7, 1923, when Labour Party politician Otto Strandman gave a 
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speech in the Riigikogu in which he exposed the fact that the Bank of Es-
tonia had been selling or lending the state’s gold reserves. This attack 
against the Bank of Estonia and the policies of Westel and Päts had ap-
parently been coordinated with the Social Democrats, who were in the 
parliamentary opposition, and with the People’s Party, who were mem-
bers of the coalition. 
 Thanks to a visit of the State Audit Office to the Bank of Estonia in 
December 10–12, many more politicians became convinced of the fact 
that gold and currency reserves had been expended. On December 13, 35 
members of the Riigikogu – members of the Labour Party, Social Democ-
ratic Party, socialists and homesteaders – made a formal inquiry to the 
government about the storage and use of the reserves of gold. 
 During the discussion that ensued, Westel did his best to quell the ac-
cusations. He misled the public in regard to both the sums that were 
available to the State Treasury as well as to interpretations of the legal 
status of the gold reserves. It is certain that Westel’s replies had to have 
been checked out first with the State Elder Konstantin Päts. Westel’s re-
plies on that occasion and thereafter, and also the crisis plan put forth by 
the government on the following day, as well as the work done by a gov-
ernment commission led by the Minister of Finance during the beginning 
of the following year, all indicate that the Päts government underesti-
mated the depth of the crisis and was incapable of coping with it. Had the 
Päts government continued, Estonia would have been struck with hyper-
inflation. It is possible that Päts and Westel had entertained this covert 
objective all along. 
 During the course of the discussions, Strandman postulated one of the 
decisive conceptual foundations of his future monetary policy – that of 
valorisation of debts. The Labour Party withdrew its members from their 
cabinet posts. The government was able to continue for some time due to 
the splintered nature of the opposition. 
 On March 10, the government of Konstantin Päts was forced to resign. 
The decisive force behind this development had been the Labour Party, 
led by Otto Strandman. The minority government headed by Friedrich 
Akel that took office on March 26 consisted of Labour Party and Democ-
ratic Union ministers who were supported by the Social Democrats and 
some smaller parliamentary groupings – at least at the outset. The Farm-
ers’ Party was in outright opposition. For the time being, the post of Min-
ister of Finance remained vacant. Some time later Karl Baars was ap-
pointed Minister of Finance, but he put in a lacklustre performance. On 
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May 13, Otto Strandman became the Minister of Finance. This experi-
enced politician – a lawyer by education – was not indebted to the Bank 
of Estonia. He was an open-minded economic thinker, who saw Estonia’s 
economic options in a political context, unlike Päts and Westel. Strand-
man did not see the potential in a broad-based orientation towards the 
Eastern market. Neither was he an inflationist. Thanks to this, he had an 
adequate vision of the methods that could be used to bring stability to the 
country’s currency and economy. 
 When Strandman assumed the post of Minister of Finance, Estonia’s 
monetary policy began to stabilize. This can also be defined as economic 
disengagement. The State Treasury and the Bank of Estonia had a little 
more than a billion marks left at that point in time, in the form of gold 
and currency reserves. Loans outstanding to the Bank of Estonia had 
grown to the sum of 4.9 billion marks. However, the summer, which was 
the primary import season, was approaching, and summer always put a 
strain on the reserves of gold and currency. Strandman, who had quickly 
presented his program at the end of May, was of the opinion that in order 
to stabilize the mark, state spending would have to be reduced, that the 
Bank of Estonia would have to reduce the loans it was making available, 
and that concomitant sums of paper money would have to be withdrawn 
from circulation. He also considered it necessary to raise customs duties. 
He also worked out a more detailed plan for valorisation, which had as a 
component the principle that all agreements could be drawn up on the 
basis of paper money or in units based on a gold standard, and that credi-
tors could demand to be repaid on the basis of selected currencies. The 
valorisation of obligations was an extremely vital measure, which had the 
goal of leaving the debt-burdened but influential groups of businessmen 
and politicians without a motive for driving the Estonian mark into 
hyperinflation. Another one of Strandman's measures entailed the regula-
tion of the relationship between then Bank of Estonia and the govern-
ment. 
 The government also raised the customs tariffs. In June, the govern-
ment introduced a bill in the Riigikogu that envisioned the adoption of a 
new currency unit, which would be backed with gold equivalent in value 
to one Swedish crown, which, at that time, was being traded at a rate 
equivalent to approximately 100 Estonian marks. Valorisation was op-
posed by those segments of society who had taken loans from the Bank 
of Estonia and for whom the arrival of hyperinflation would have made it 
possible to pay off their debts with currency that had lost value. Without 
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the employment of valorisation, it would have been exceedingly difficult 
to stabilize the exchange rate of the mark. The behaviour exhibited by the 
politicians shows that they were afraid to take decisive steps. Despite 
this, the supporters of valorisation attained a majority in the Parliament 
and all that their opponents could do was draw out the process by posing 
questions of a technical nature. In any event, it took more than a month to 
get the bill passed. 
 Partially as a result of political improvisation and chance, one of the 
most important legal acts in Estonian history, which has not been studied 
by historians up until now, took final shape. The choice of the term 
“crown” and the adoption of the gold content of the Swedish crown had 
to with the fact that during the summer of 1924, the Swedish crown was 
being traded at a level that was close to 100 Estonian marks. It seems as 
though the leading politicians had no awareness of the relationship be-
tween the rate at which a currency was fixed and economic development. 
In any event, they were lacking in information that would have helped 
them to determine the exchange rate more precisely. It is not clear as to 
whether the monetary ideologues were aware of the results that valorisa-
tion would cause. There are indications that what was important to them 
were issues of substance, rather than things like the name of the new cur-
rency. The passage of the Valorisation Act in the Riigikogu meant that in 
addition to assuming control over the mechanisms of monetary policy, a 
decisive step had been taken towards disengagement from Russia, since 
continuation of a policy that would have enabled the opening up of the 
Eastern market was now ruled out. 
 Thanks to valorisation and other measures, a foundation was created 
that made it possible to stabilize the currency. Because of the compli-
cated situation that had developed in the everyday economic life of the 
country, an extraordinary session of the Riigikogu was convened at the 
insistence of leftist parties, which might have been seized upon as an 
opportunity to destabilize the situation again. As it turned out, the gov-
ernment emerged victorious from the session. In August the balance of 
exports and imports turned in a favourable direction, and as soon as the 
extraordinary parliamentary session had taken place, the rate that the 
mark was being traded at began to improve. In connection with these 
improved rates, the Bank of Estonia began to purchase foreign curren-
cies, and more Estonian marks began to circulate. Thanks to these devel-
opments, the government felt no need to apply additional constraints. 
The final campaigns of those who favoured an inflationary policy also 



SUMMARY  

 

205 

failed in the Riigikogu. The most critical phases of stabilization and de-
coupling had been successfully carried out. 
 The National Economic Council adopted a set of resolutions regarding 
the bases for the stability of the mark at the end of October, which sup-
ported Strandman’s policies, developed them further, and help to clear up 
some details. By the late fall of 1924, stabilization had taken place in re-
ality. Subsequent recommendations by experts of the League of Nations 
were now useful in a political context, but not in terms of steps that 
needed to be taken. A loan to the sum of 1.35 million pounds sterling was 
provided at the recommendation of the League of Nations, but after the 
events of 1924, this no longer had bearing as a factor that would have 
contributed essentially to stabilization. In contrast to the cases of Austria 
and Hungary, where a loan was used to stabilize the currency, Estonia’s 
currency had already attained stability, as was the case in Bulgaria as 
well. 
 The economic difficulties of 1924 were comparable for Estonia to the 
Great Economic Crisis of the early 30s, but recovery came quickly. 
Needed adjustments had been made in the industrial sector and the farm-
ers brought in a good harvest. The failed coup d’etat of the communists 
on December 1 provided proof to the public that aspirations directed to-
wards the Eastern market were more than futile – they were in fact dan-
gerous. The attempted coup had no destabilizing influence on the mone-
tary situation, but it did create a new set of circumstances in Estonia’s 
domestic political environment. Had the attempted coup taken place un-
der the conditions of hyperinflation, events might easily have escalated 
beyond control. 
 Disengagement had been carried out in an extremely delicate political 
situation in less than half a year, albeit through the use of drastic meas-
ures. This signalled the transition for Estonia from the Russian economic 
region to the Western and Central European region. 
 Looking back, what deserves mention is the apparent fear that the 
taking of responsibility induced in politicians of the time. Examples of 
this can be seen in the case of the minority government of Friedrich 
Akel, the behaviour of Karl Baars in his role as Minister of Finance as 
well as his resignation from that post, and the procrastination that was 
evidenced in the reluctance to rise to the defence of the Valorisation 
Bill. Another factor that bears mentioning is the ignorance of many 
politicians and journalists in respect to the search for the solution to 
monetary problems. 
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 What also bears mentioning is the Russian background or the Russian 
interests that were displayed by many parties who had opposed the stabi-
lization of Estonia’s currency and were close to the monetary mecha-
nisms of the Bank of Estonia. 
 The direct political influence on Estonia by the Bolsheviks also un-
doubtedly had a significant role in the developments related to the shap-
ing of economic policy during the 1920–1924 period. It is known that 
Päts had a “special relationship” with the Embassy of the USSR towards 
the end of the decade. Since Päts’ Harju Bank had been implemental in 
selling the gold of the Bolsheviks, Päts must have developed relation-
ships hidden from public view with the Russian Bolsheviks during this 
early period. There are no materials to be found at the present about the 
nature of these relations. 
 The role played by the bloc of communists in the Estonian Parliament 
was one of destabilization. This was a group of MPs, who mostly voted 
nay, except in the case of motions of no confidence. The communists did 
not have enough influence to attain their goals through parliamentary 
methods, but they were powerful enough to disrupt the work of the Riigi-
kogu. This weakened and tended to compromise the parliamentary system 
in Estonia. The Social Democrats participated in stabilization efforts, al-
though they were concerned about the unemployment that was an accom-
panying feature of deflation. 
 The paradigm shifts of 1924 also induced changes in the culture of 
economic politics in Estonia. The politicians who had previously been in 
power – and this applies in particular to Päts and Westel – had avoided 
democratic methods of arriving at decisions. Significant questions had 
not been decided in parliamentary commissions or at the ministerial level. 
The activities of the Bank of Estonia were hidden from public view, and a 
select group of people decided who would be afforded credit. The gov-
ernment decided which enterprises would be granted customs exceptions. 
This was a form of governance that tended towards authoritarianism or 
was at the very least hidden from public view. Thanks to the transforma-
tion in economic policy in 1924, the politics of the economic sphere be-
came democratic and transparent – this until the seizure of power by the 
Päts and Laidoner coup in 1934. 
 It is significant that in 1924, a group of politicians made huge efforts 
to keep Estonia’s currency from being stabilized and to thwart the turn-
ing of a new leaf in economic policy. This was a group that consisted 
of figures such as Konstantin Päts, Johan Laidoner, Karl Einbund and 



SUMMARY  

 

207 

August Jürman. The same group of politicians impeded the devaluation 
of the crown at the beginning of the thirties, which was a direly needed 
step, and were also at the core of the autocratic regime of Estonia during 
the second half of the thirties. The second major flaw of Estonia’s eco-
nomic policies between the two world wars was the procrastination that 
characterized attempts to devalue the national currency during the 1931–
1933 period. The domestic political crisis that culminated in the loss of 
democracy can be attributed to this. It is safe to say that the roots of the 
direction of economic policy taken in the thirties and maybe even the 
events of domestic policy of that era as a whole can be found in the 
monetary policy of the early 1920s: had the stabilization of the national 
currency been then undertaken with greater expediency, it is entirely pos-
sible that the political decision to devalue the currency would also have 
been taken with greater confidence at the beginning of the thirties. 
 The second half of the twenties was a period of economic maturation, 
during which the economic policy chosen in 1924 was implemented. The 
manifestations of this economic policy were threefold. There was a 
change in the instruments used for economic and monetary policies, as 
evidenced in the successful banking and currency reforms of that period; 
then there was a transformation in domestic economic emphasis, with 
agriculture at the centre; and finally there was a transformation in the ex-
port sector as well, which was focused on attaining a demand for Esto-
nian farm products on the Western European agricultural market. 
 The growth of the gross domestic product was relatively slow in Esto-
nia during the twenties. The main reason for this was the need for disen-
gagement, which was inevitable and could not have been avoided by any 
political force or economic strategy. Having said that, disengagement was 
possible, as was the stabilization of the economy in a manner that was 
more effective than had been previously attempted – free from the failures 
that were a result of a poorly chosen set of fiscal and monetary policies. 
 Until the transformation, both the policy of disengagement and the un-
sound economic policy of the time had been financed with monies de-
rived from inflation. The parity of the Estonian mark that had been fixed 
at the outset had been reduced to a mere 1.1% of its initial value by the 
time that the currency had finally been stabilized de facto in the fall of 
1924. Of the other countries that had not experienced hyperinflation, only 
Latvia experienced an even more dramatic fall in the value of its national 
currency. Financing through the device of inflation came at the cost of 
retarding improvements in the standard of living of the population. 
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 During the course of land reform, 96% of the large landholdings be-
longing to the Baltic German nobility were expropriated, (meaning 56% 
of all the land in Estonia), with the former owners receiving compensa-
tion. 
 Holdings worth approximately 200 million crowns (equivalent to 100 
million gold roubles) were transferred to new owners. Inflation also 
brought about a transformation that was probably no less dramatic. 
 Since the Estonian mark was declared to be equivalent to the Russian 
rouble, which had undergone a sharp fall in value because of the World 
War and political changes, the value of the mark fell hundreds of times 
during the 1913–1921 period. The only ones who were left unaffected 
were owners of real estate as well as of gold and other valuables. Busi-
nessmen who were quick to comprehend the nature of inflation managed 
to profit. The losers in this process were ordinary citizens, but also the 
wealthier groups who had saved or collected Russian roubles and in-
vested in financial instruments. Among the overall consequences of infla-
tion, in addition to a weakening of the middle class, were an evening out 
of social differences and the development of a new moneyed elite. 
 The stabilization policy carried out in Estonia merits a satisfactory rat-
ing within the broad context of the community of countries of Europe, 
thanks to the quick and decisive reforms of 1924. Estonia managed to just 
barely avoid hyperinflation and the turmoil that might have followed in 
its wake. Otto Strandman is the one figure who deserves the most credit 
for seeing the reform course through to the end. Strandman’s contribu-
tions were of a unique nature. His role in Estonia was no less important 
that the roles of Alois Rasin in Czechoslovakia and Ringlods Kalnings in 
Latvia, who have both received considerable mention in the annals of 
international scientific literature and scientific publications aimed at the 
general public. 
 In respect to future possible research, two perspectives should be con-
sidered: the overall context, and the other one being more Estonia-
centred. 
 In the broader perspective, there has been too little done to bridge the 
gap between the general history of the countries of Europe and eco-
nomic history. Economic processes are not sufficiently reflected in gen-
eral historic research. Historians use economic theories in their work all 
too rarely, and economists tend to not focus sufficiently on social proc-
esses in terms of the big picture. Economic historians have chosen to 
emphasize economic processes in the long term, and infrequently turn 
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their attention to the relationship of these processes to politics and demo-
graphic history. Research carried out in the area of economic history 
tends to have but a weak influence on the discipline of history as a whole. 
 Monetary policy is directly related to the development of society. 
Choices made in fiscal policy during decisive periods can set the overall 
stage for socio-political processes, or be the primary decisive factors that 
influence such developments either immediately or over the long term. 
 Exploring the ties between the monetary policies of the nations of 
Europe and social processes offer us a number of intriguing possibilities. 
For example, the relationship between the middle class and the strength 
of democracy has been well documented, as has also been done in respect 
to the relationship between hyperinflation and the weakening of the mid-
dle class. On the other hand, the relationship between the coming into 
existence of a new “inflationary elite” between the two world wars and 
the development of dictatorial regimes in Europe has not been examined 
in much detail. 
 The period of stabilization was too fleeting to allow evaluation of the 
policy of stabilization with rigor, and there were a number of other fac-
tors that influenced economic growth. Neither do these aspects allow us 
to try to put together a comparative evaluation of the degrees of success 
of the economic policies of various countries. Having said that, prospects 
for carrying out research concerning evaluation of economic policies on 
the basis of economic growth and for creating groupings of countries, 
based on the conditions that they initially found themselves in, would 
improve if we were to carry out a series of retrospective studies of GDP 
for countries where such studies have previously not been conducted, and 
also by examining more closely the series from other countries. 
 If we seek to determine causal relationships between monetary policies 
and economic growth as well as a variety of socio-political phenomena, it 
would be prudent to broaden the search to include the economic policies 
of the crisis period of the beginning of the 1930s. 
 An examination of the monetary history of Europe between the two 
world wars indicates that there was a close relationship between the 
monetary policies of the Great Economic Crisis and the stabilization poli-
cies carried out a decade earlier. 
 Of the countries that had stabilized their national currencies with a lot 
of difficulty, there was a much greater opposition at the beginning of the 
thirties to devaluation as a policy to alleviate the crisis, which resulted in 
rejection of devaluation and a consequent stagnation of the economy. 
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 It can be postulated as a general rule (although there were exceptions), 
that in countries that did not succeed in avoiding hyperinflation after the 
end of the war (Austria, Hungary, Poland and Germany), or where stabi-
lization had been torturous and preceded by long periods of inflation (as 
in the case of France), there was much more opposition to the idea of de-
valuation during the Great Economic Crisis at the beginning of the 1930s. 
This means that one mistake gave birth to another. In this manner, we can 
show how there is a relationship between monetary policy and broader 
societal processes. The broad tentative conclusion that can be drawn is 
that countries with wavering monetary policies, and above all the coun-
tries that were struck by hyperinflation in the twenties, tended towards 
authoritarianism at a later time. 
 Since monetary policy is an area which – as the alternative models we 
have looked at in this study have proven – influenced economic devel-
opment very powerfully, it is safe to suggest that an important topic for 
further research in the area of European economic history would be 
awareness of the significance of decisions as they pertain to monetary 
policy. During the phase of stabilization and the Great Economic Crisis, 
public opinion favoured the induction of deflation – a policy that often 
resulted in the destabilization of the economic equilibrium. Another sig-
nificant topic to be studied more might well be the competence of politi-
cians in general, and the extent to which they tended towards populism. If 
one scrutinizes the monetary policies of the 1920s, it becomes apparent 
that the level of competence was low. 
 The flow of gold into the Western countries through Estonia during the 
1920–1922 period is something out of the ordinary, and it is also a phe-
nomenon that had various divergent effects from the perspectives of Es-
tonia, Soviet Russia and the Western nations. Connected effects were felt 
in all the countries involved, in the areas of foreign policy as well as do-
mestic and economic policy. From the Estonian point of view, it would 
be interesting to know who gained from the gold trade and how much 
they gained. It was within the scope of this paper to reach a minimal es-
timate (through the use of indirect methods) of how much profit was 
earned, but how the money was subsequently spent remains unclear. It is 
entirely possible that the amounts earned by the Bank of Estonia and the 
State Treasury as a result of their brokerage activities were larger than 
this minimum estimate. Logic compels us to ask – what became of the 
money? If we assume that the official statistics released by the Bank of 
Estonia, which were endorsed by the State Audit Office, are trustworthy, 
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it can safely be said that so much money would not have been needed 
simply for the support of the Estonian currency and for the purpose of 
lending money. Could it be that the statistics kept by the Bank of Estonia 
about lending were bogus? Or is it possible that transactions for the sale 
of gold were handled on the basis of a scheme that this study was unable 
to uncover? Or is it possible that the profits of the Bank of Estonia were 
not as large as had been estimated? Perhaps one needs to pick up the 
bookkeeping trail, which would show where the assets of the Republic of 
Estonia are? The sums that “disappeared” may be very substantial. Who 
were the actual owners of the correspondent accounts of the Bank of Es-
tonia in London and New York? 
 From the Estonian vantage point, it would be interesting to learn the 
routes by which the gold was moved in Western Europe and elsewhere in 
the world. What was the gold used for? It seems unlikely that the Western 
governments were truly unaware of the movements of these colossal for-
tunes. What institutions, enterprises and individuals were tied to the 
transfers of Bolshevik gold and valuables? Were profits reflected in the 
accounts of the companies that continue to have a solid reputation at the 
present, and how were taxes paid? The answers to these questions are not 
in the archives of Estonia. It is unlikely that Westel or Päts would have 
had detailed knowledge of what became of the gold when it had been re-
moved from the country. Russian archives would be the first place to 
look for information about the gold transfer trade in respect to destina-
tions beyond Estonia. It is possible that additional facts can be found in 
the archives of the intelligence services of the Western countries, as well 
as in the files of agencies that are responsible for planning foreign policy 
and conducting analysis. 
 Due to lack of source material, the exact details of the background of 
the failed coup of 1924 in Estonia remain cloudy, particularly from the 
foreign policy and economic analysis perspectives. There is no informa-
tion about Moscow’s intentions. Could it be that indecision by the Com-
munists of Soviet Russia and the fact that they “bet on two horses” – the 
Estonian communists on the one hand, and Estonian businessmen on the 
other hand – created a more favourable set of conditions for Estonia, and 
made both disengagement and the preservation of democracy possible? 
It is possible that one of the things that set off the communist coup at-
tempt was the economic situation. It is not clear: did Soviet Russia in-
tend to induce economic difficulties in Estonia by cutting off economic 
ties, or did the communists gain inspiration from the economic woes that 
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had befallen Estonia? If the latter were the case, then one of the causes, 
at least partially, was the policy that Päts and Westel had been pursuing 
earlier. 
 One way or the other, regardless of a number of questions that con-
tinue to beg for answers, it is clear that Estonia achieved her economic 
identity in the process of the stabilization that took place during the first 
half of the 20s and as she became more and more disengaged from Rus-
sia, and as a result of these phenomena. During 1988–1991, as Estonia 
was becoming independent again, neither the leading politicians nor the 
people doubted in Estonia’s ability to fend for herself economically, 
which was in contrast to the feelings that were in the air during the be-
ginning of the 1920s. 
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Table 1. Economic indicators of European countries 

Country 
% of population en-

gaged in primary 
production 

Railway in meters 
per resident 

GDP per 
capita 
(1913) 

United Kingdom 7.7 0.77 5,032 
Switzerland 26.8 1.25 4,207 
Belgium 22.5 0.61 4,130 
Holland  28.4 1.25 3,950 
Germany 35.2 0.95 3,833 
Denmark 41.7 1.37 3,764 
Austria 56.9 0.97 3,488 
France 41.6 1.02 3,452 
Sweden 46.3 2.56 3,096 
Ireland 43.9 … 2,733 
Italy 55.4 0.53 2,507 
Norway 39.5 1.26 2,275 
Spain 56.1 0.76 2,255 
Czechoslovakia 40 0.96 2,096 
Hungary 51.6 1.01 2,098 
Latvia 68 … … 
Estonia 65.6 1.28 (0.91) (2,050) 
Finland 69.2 1.18 2,050 
Poland 75.9 0.51 … 
Lithuania 79.4 … … 
Greece 49.6 0.58 1,621 
Bulgaria  81.9 0.46 1,498 
Romania 79.5 0.48 … 
Russia  86.7 0.44 1,488 
Portugal 57.5 0.50 1,354 
Yugoslavia … 0.78 1,029 
 

Calculation basis: Percentage of populace engaged in primary production: 
Statistical Yearbook of the League of Nations 1930/31, pp. 44–45. Germany in 
1907, Holland in 1909, Switzerland, Belgium, Norway, Austria, Sweden, 
Finland, Hungary, Spain and Bulgaria in 1910, United Kingdom, Denmark, 
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France, Ireland, Italy and Portugal in 1911, Romania in 1913, Greece in 1920, 
Czechoslovakia and Poland in 1921, Estonia in 1922, Lithuania in 1923, Latvia 
in 1925, Russia in 1926. The segment of the population labouring in the primary 
sector in Estonia was smaller before the World War than in 1922. Total length 
of railroad tracks : “International Historical Statistics. Europe 1750–1988”, 
pp. 657–662; Eesti arvudes 1920–1935, p. 158. Austria, Germany and Czecho-
slovakia in 1919, Poland and Yugoslavia in 1920, Hungary in 1921, Estonia in 
1922. All other countries in 1913. Calculations are based on the borders of coun-
tries as they were between the two world wars. Parentheses contain calculations 
based on the total length of railways actually in use. Gross domestic product 
(GDP): A. Maddisson. Monitoring the World Economy 1820–1992, pp. 194–
198. Calculations made in 1990 Geary-Khamis dollars, within national bounda-
ries as of the beginning of 1990. There are no figures available for the per capita 
GDP of Estonia, Latvia and Lithuania in 1913. It is fair to assume that Estonia’s 
GDP-d per person was roughly equivalent to that of Finland’s respective statistic 
(2050). Latvia’s GDP per capita was probably somewhat higher, while Lithua-
nian GDP per capita was certainly lower. 
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Table 2. Live births, mortality, infant mortality, population growth 
and illiteracy in European countries during the years 1921–
25 or 1920–24 

Country 
Live 
births 

Mortality 
Infant 

mortality 

Population 
growth 
per year 

Illiteracy

Norway 22.0 11.5 50 10.5 - 
Denmark 22.2 11.3 83 10.9 - 
Holland 25.5 10.4 66 15.1 - 
Germany 22.1 13.3 132 8.8 - 
England and Wales 21.4 12.2 77 … 0.0 
Sweden 19.1 12.0 56 7.1 0.1 
Austria 22.2 15.7 142 6.5 … 
Finland 23.2 14.2 96 9.0 … 
Czechoslovakia 27.0 16.2 147 10.8 … 
Estonia 19.6 15.5 155 4.1 4.0 
France 19.3 17.3 92 2.0 8.0 
Hungary 29.4 19.9 184 9.5 8.8 
Latvia 22.1 14.7 88 7.4 13.5 
Italy 29.0 17.0 128 12.0 … 
Ireland 20.3 14.6 66 5.7 … 
Poland 34.9 18.1 … 16.8 23.1 
Spain 30.1 20.4 148 9.7 31.0 
Bulgaria 39.0 20.8 165 18.2 31.4 
Romania 36.4 23.2 207 … 42.0 
Lithuania 28.4 16.5 148 11.9 37.2 
Greece 23.0 16.5 92 6.5 40.8 
Portugal 33.0 21.5 152 … 59.0 
European part of 
Soviet Russia  

44.1 24.1 224 20.0 … 

 
Calculation basis: “The Fontana Economic History of Europe. Contemporary 
Economies. Statistical Appendix 1920–1970”, pp. 648–652; “International 
Statistical Yearbook 1929”, pp. 52–53; D. H. Aldcroft. “Studies in the Interwar 
European Economy”, p. 199. Births and deaths per 1,000 residents, infant mor-
tality per 1,000 live births, and illiteracy on the average among children aged 7–
10 during the years 1921–25 or 1920–24. 
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Table 3. GDP per capita in 1919 (1913 = 100) 

Country GDP per capita 1919 (1913 = 100) 
Italy 111 
Norway 106 
Holland 102 
Yugoslavia 102 
Denmark 99 
United Kingdom 99 
Spain 96 
Switzerland 95 
Czechoslovakia 92 
Finland 87 
Sweden 86 
France 81 
Hungary 81 
Belgium 80 
Germany 72 
Austria 65 
Latvia  below 60 
Estonia  60–70 
 
Calculation basis: A. Maddison. Monitoring the World Economy 1820–1992, 
pp. 193–200. 1920 figures for Finland, Czechoslovakia, Hungary, Yugoslavia, 
Latvia and Estonia. Calculated on the basis of 1990 national borders. The reli-
ability of calculations made for these turning-point years is not particularly high. 
Direct destruction caused by hostilities is reflected indirectly in the figures. In 
respect to Estonia: estimates are derived on the basis of comparing the produc-
tion of the heavy industry and agricultural sectors in 1913 and 1920. According 
to Arno Köörna, industrial production constituted 53% of the combined indus-
trial and agricultural production of the country in 1913, with agricultural produc-
tion making up the remaining 47%. (A. Köörna. Suure Oktoobri majanduslikud 
eeldused Eestis. Tallinn, 1961, pp. 15–16.) Estimates indicate that agricultural 
production in 1920 was at 80% of the 1913 levels and that industrial production 
constituted but 20–40% of 1913 levels. Latvian figures are based on an estimate. 
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