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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 independence. 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 attainment. Attention is turned to the Soviet Russian gold that transited the country, 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 reduced to nothing more than worthless coloured paper. Failure usually set
off a series of problems in the area of economic policy, and had a destabilizing effect on society as a whole.
Prospects for stabilization depended to a considerable degree on existing preconditions. A poor starting position could be substantially improved 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 accumulated in this small country. Despite lack of experience in governance, a country had to be built up. Democracy had to be founded by people 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 meagre that they could be carried about in the wallet of the Minister of Finance. 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 communism, 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 intensely. Their state was 150 times larger than Estonia in terms of population 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 situations 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 opportunities. 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 improvements 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 developed 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 “Lahtirakendamine” (Disengagement), which appeared in Estonian in 2003. Improvements have been made to the analytical chapters, and above all to
the sections dealing with the influences of stabilization on societal processes. 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 traditions; others thought that the traditions themselves had been inadequate.
Indifference was rarely encountered.
At first, even international experts were not able to help Estonian politicians, 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 international 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 practitioners 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 conditions 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 intermediary 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 essential goods, like footwear for children, kerosene and other vital commodities.
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 independence.
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 production 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 existed 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 economy. 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 emancipated 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 economic 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 addition to the economic changes it could wreak, rapid inflation was also capable of causing enormous social disorder. The weakening or destruction
of the middle class constituted a serious threat to civil society in its entirety. Elias Canetti has justifiably noted that other than wars and revolutions, 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 economies – 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 itself to the bounds of economic history alone. Due to the wide range of
choices standing before Estonia at the time, and because of the interconnectedness 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 disengagement 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 economic theory only overlap in part. Economic history in its wider sense
focuses on the study of the causes of uneven levels of economic performance, 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 economic political mechanism as a consequence of all of those factors, economic theory has also had to change.
A widespread research method in economic science is a form of analysis, in which a situation is modelled with one economic indicator changing, but all others remaining unchanged. An analysis of this kind (ceteris
paribus) can only be of limited use in economic history.2 From the perspective of economic history, all economic and social parameters change
in the long term. When abstractions are being researched, economic historians 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 explained 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 objectives, such as minimal unemployment, sustainable economic growth or a
balanced balance of payments.
The terms “stabilization periods” and “stabilization policy” have a narrowed-down meaning in economic history, where they are used within
the context of specifically delimited periods. Stabilization is usually understood 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 stabilization was simultaneously the prerequisite, the output and the tool for balancing the whole economy. In practice, currency stabilization was a protracted process, as Derek H. Aldcroft has noted, with most countries acting 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 control 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 administrative capability of the country, and motivation. When the economy was
balanced, inflation also stopped. On the one hand, inflation caused an economic interregnum, and on the other hand, the disarray of the actual economy 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? – Economic 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 variety of ways. In the post-World War I period, inflation grew out of a policy 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 financial resources. This resulted from the fact that in an inflationary situation, the primary user (or in other words the government) had to use expensive money. In the period after World War I, the essence and effects
of inflation were unknown, since Europe had not experienced rapid inflation 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 latter. In the case of hyperinflation, prices rise extremely fast. This has a
devastating impact on real production and employment, and thereby destroys 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 distinguished by extent. According to P. Cagan’s classical definition, hyperinflation occurs when prices rise more than 50% per month. (P. Cagan. The monetary dynamics of hyperinflation. – Studies in the Quantity Theory of Money. Ed.
M. Friedman. Chicago, 1956.) Charles S. Maier has provided the following division: 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. Brookfield, 1991, p. 335). Peter Bernholz states that according to Cagan’s definition, 29
countries in the world have experienced hyperinflation. (P. Bernholz. Monetary Regimes and Inflation. History, Economic and Political Relationships. Cheltenham, Edward Elgar 2003, p. 8). He has not counted Estonia among these countries. 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 government 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 maintaining the rate is the manipulation of the market (through currency intervention) by means of official reserves that are kept in central banks. In
the event that the state does not have sufficient reserves, and the government wants to maintain the stability of its exchange rate, it must resort to
unpleasant alternatives. There are three of these. The first is the imposition 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 government 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 demand remains unsatisfied. In this way, a deficit in the balance of payments is avoided by limiting imports to a level that corresponds to export
capacity. The problem is that the currency control system damages relations in international trade that have developed on the basis of equal preference, 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 conditions: 1) currency was pegged to a fixed content of gold; 2) gold reserves 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 increases, and a free-floating standard is being employed, then the exchange 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 disappeared from circulation, and conversion of bank notes into gold was restricted, 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 connected 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 emancipation, which allowed separation from the economic region to which it had
hitherto belonged. It is even fair to say that the scope of inflation expressed the price of this separation.
In Europe after World War I, valorisation was often used as an instrument 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 discouraged 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 restore pre-war parity. In the period preceding World War I, when inflation
had been minimal for decades, a world economy based on the gold standard 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 measurement 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 backwardness – 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 stabilization 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”, differences of opinion pertain only to the scope of inflation. Practitioners of
economics and economic history both agree that hyperinflation causes financial collapse, depression and socio-political chaos. Normal distribution
of income is knocked out of balance, and businessmen, debtors and speculators have an opportunity to earn at the expense of the rest of society.7
The efficiency of stabilization, as of every economic policy, can ultimately be evaluated both by the efficiency of creating social values (freedom, justice and security) and by economic growth. If currency were stabilized 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 followed 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 Finance, 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 exports, 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 flexible 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 important was to behave in a way that inspired confidence in the people regarding 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 interwar 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 treatments focus on factors that influenced the stability of money – the issuing
of currency, development of exchange rates, the national budget, international 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 postWorld 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
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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 monetarists 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 researchers 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 overlooked the Eastern European countries in their work.
The outstanding theoretician Barry Eichengreen has evaluated the effectiveness of stabilization policies, using growth figures for industrial
production and comparing the industrial production of countries with
9
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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 generalizations. Aldcroft’s style is elegant and easy, his books are very readable 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 efficiency 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 inflation 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 Baltic 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
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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 models is very pertinent. He divides countries into three groups: (1) The Anglo-Saxon countries, all of which returned to their pre-war dollar parities;
(2) the hyperinflationary countries: Germany, Austria, Hungary and Poland; 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 economic growth in countries with hyperinflation fluctuated during an extended 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 necessarily 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 received 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. Latvia, for example, achieved stabilization with an innovative money-based
program, without external assistance, without the introduction of an independent 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
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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 described 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 policies.22 They examined the stabilization ability of countries based on political 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 Parliament in the 1920s was positive in terms of maintaining a stable exchange 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 historic 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 accusation, since it was difficult to research this topic until Estonia regained
her independence. During the period of the interwar Republic of Estonia,
21

Ch. S. Maier. The Politics of Inflation in the Twentieth Century, p. 43.
B. Eichengreen, B. Summons. International Economics and Domestic Politics.
Notes on the 1920s. – Banking, Currency, and Finance in Europe between the
Wars. Ed. Ch. H. Feinstein. Oxford, Clarendon Press, 1995, pp. 131–151.
23
Ibid, pp. 138–140.
24
P. Bernholz. Monetary Regimes and Inflation. History, Economic and Political
Relationships. Cheltenham, Edward Elgar 2003, p. 19; 166.
22

INTRODUCTION

25

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 optimism 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, Estonia inherited a dilapidated economic structure. Most enterprises on Estonian 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 industries 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 publications of the Estonian State Central Bureau of Statistics and the Estonian
25
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economics publications of the period. It is understandable that his approach 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 published between the two world wars, Soviet-era retrospective materials
differed primarily because of the Marxist-Leninist ideology that they incorporated. 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 solution 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 authors 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 speaking, only two political schools were discerned in Estonia – progressive
29
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Estonian communists on the one hand, who were in favour of nationalization 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 engaged 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 archival 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 credibly 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 Portugal 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 Estonian 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 economic 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 industrialization 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 international 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 differ 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 stabilization period, but preconditions in the countries have not been classified, 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 independent, 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 totally 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 European 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 European 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 preconditions 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 factors, the general preconditions need to be evaluated and the countries
grouped on these bases.
An analysis of stabilization should focus on monetary policy and public 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 importance.
While stabilization policy as a phenomenon and the period under consideration 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 statistics 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 Estonia, 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 archives for preservation by the state in the period between 1948 and 1951,
but the aforementioned documents were not among the holdings transferred.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.

INTRODUCTION

31

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 impress 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 Parliament, 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 members of the Monetary Affairs Committee were best informed about fiscal
affairs in 1919. Thereafter the role of the committee decreased in importance 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 Committee on August 22, 1924 to investigate the activities of the Bank of Estonia. Due to the new domestic political situation that developed after the
Communist coup attempt of December 1, 1924 neither the political circles nor the new Management Board of the Bank of Estonia were interested any longer in actively investigating the earlier activities of the Bank
38
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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 special 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 Committee 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 collection 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 Treasury (ERA, f. 74) includes drafts, circulars and instructions, speeches, reports, and communications that concern finances. Since the Treasury was
39
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subordinated to the Ministry of Finance, the level of generalization afforded by these documents is not high. One document, however, should
be highlighted.42 An undated review of the gold operations of the Treasury and the attached tables deal with the period from March 27 to October 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 attention. The first thorough audit – one that only involved the situation concerning 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 Audit Office were assigned to audit and perform a post-audit check on operations carried out by the Bank of Estonia with the funds deposited in accounts 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 documents, compiled in 1920, are collated into one file.45 The communication
reveals that the Bank of Estonia did not provide information willingly. Consequently, it is possible that the information provided was not sufficient,
accurate or even truthful. These particular documents do not deal with operations carried out with the Bank of Estonia’s own financial resources.
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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 meetings, 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 agencies, 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 resolutions 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 proceedings, including the priorities and working methods of the Government. 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 Archives.
In order to study the issues of Russian gold transit, it has been necessary to cooperate with archives in foreign countries. The reports and
communications of the members of the Soviet Russian delegation in Tallinn, 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 unsystematic, contradictory, and therefore not very reliable. Particularly unreliable
is the information contained in the documents of the Comintern. In regard to this study, the material included in the RGASPI (the former
46
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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 activities of the delegation of Soviet Russia in Tallinn to be so important
that – besides the documents addressed personally to Vladimir UlyanovLenin, 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 report 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 comprehensive overview of the activities of the Tallinn Trade Delegation that is
available.47
As the Great Powers were also interested in gold transit, some materials – 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 extraordinary 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 unfolded in 1924, extremely useful informative retrospectives were compiled 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
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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 published the names of the members of the board and the founders of companies. 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 understandably, 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 jubilee album of the Bank of Estonia, however, we can find three commemorative 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 Solomon.51 Describing his activities in Tallinn, the author focuses on the intrigue 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 proc49
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esses of financial policies, they are very valuable sources for those interested 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. Business 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 incomplete 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.
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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 northwestern 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 behind 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 eastern 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 protectionist economic policy. The state was surrounded by the highest customs barrier in Europe. In 1904, customs taxes made up 40 percent of the
total cost of imports.3
1
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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 property 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 semiclosed 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 considerably better developed than what was average for the Tsarist Empire.
Although all researchers agree about the good economic level of Estonia 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 Estonia) 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 economic 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
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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 capita in those countries was quite low. The United Kingdom, Switzerland,
Belgium, Netherlands, Germany, France, Sweden and Denmark are included 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 income 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 between 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 Czechoslovakia, 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 percent respectively of the active population was engaged in agriculture, as
countries in which industrial development was delayed. Poland and Hungary, 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
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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 development. 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, especially outside the agrarian sector. Estonia, Latvia and Greece were exceptions. 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 backward. 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 consists 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 Estonia was definitely below that of Czechoslovakia, but approximately equal
to that of Hungary and the western parts of Poland, and it clearly surpassed the level of the Balkan countries. Even so, a number of other factors affected the starting points of the Estonian and Latvian economies in
an adverse manner. The relatively high level of literacy in these countries
11
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expressed the readiness of the population for changes, yet these populations 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 (including 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 industry 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 capital of all the industry on the territory of Estonia, while providing employment 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 employed 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
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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 workers had risen to 21,600 by the year 1900.16 Latvia was even more industrialized, with more than 93,000 workers in 1910.17
Before the World War, the industry of Estonia became highly influenced by militarization, which was even less related to the local economic 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 decided to build shipyards in Tallinn.18 As a result, in 1913, production had
nearly tripled and the number of workers doubled compared to the beginning of the century.19 These large companies worked on the basis of imported 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
16
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serfdom during the years 1816–1819, vestiges of the feudal order continued 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 managed to buy no more than 40 percent of the manor lands. The rest belonged to about 1,200 manors, with a quarter of manorial lands having
been rented as farms. More than half of the rural people remained landless. 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 whenever 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 markets as well. Since the production of grain was insufficient to satisfy
domestic needs, grain for bread, as well as cheap feed grain, were purchased 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
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Suffice it to say that the agriculture of Estonia, and in particular its industry, 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 second 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 relationships 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 continuously, constituting a mere 28% in 1913.29 Through these means, Finland
managed to distance itself from the unfavourable tendencies and problems 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 economy of Estonia remained enclosed in the economic space of Tsarist Russia.
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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 incurred were also unprecedented. World War I was predominantly a European conflict, and Europe also paid most of the price. When calculating
total economic losses, it has been estimated that had pre-war growth continued and had there been no war, Europe would have achieved the 1929
level of industrial production as early as 1921. Other estimates have calculated 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 services 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 clothing decreased. The capacity of certain branches of industry grew, which
resulted in some prices and salaries going up, while others dropped. Because of the war, it often happened that consumers could no longer import from earlier sources. The alternative was either to change the source
country or to make do with domestic production. When grain from Russia and Eastern Europe could no longer be shipped beyond the Dardanelles, 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 financial system were sent tumbling into chaos.
30
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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 individuals. As long as the growing number of banknotes was “covered” by
gold in central banks, everything seemed to be in order. This was imaginary, 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 resulted 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 completely 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 budgets and the gold standard fell into disuse. By 1918, the number of banknotes in circulation in France had grown fivefold, and six fold in Germany. This would have been impossible if the gold standard had been
preserved, since the claims of banknote owners for gold would have depleted 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
31
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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 Belgium, but in relative terms, some of the smaller countries emerged from
the war with the greatest level of devastation. The absolute value of material 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 wagonloads of machinery and raw materials from 523 companies worth approximately 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 Latvia’s buildings and 80% of her merchant ships were partially or completely 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 Waldhof 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
33
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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 several other enterprises.34
The German occupation stripped local industry of another part of its
remaining reserves of raw material, fuel and finished products. Equipment of plants and factories was also evacuated to Germany, as well as
means of transport and other property.35 According to subsequent calculations carried out in Estonia, damage caused by Germany amounted to an
enormous amount – 250 million gold roubles.36 This was a sum equivalent 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 Germany, it cannot by any means be regarded as completely reliable.
According to the Tallinn Manufacturers’ Union, the production capacity of major industries before the War of Independence did not exceed
10–15% of 1913 levels.37 Many factories and plants had shut down production completely and others reduced the number of hours being
worked. Industry was able to provide work for no more than 9,600 workers. 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
34
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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, machine 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 effort. 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. Agriculture 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 population’s need for grain and 46% of the meat requirement. Only potato production 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. Potatoes 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 borders 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 calculated that the value of savings that had been lost because of the weakened
39
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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 roubles.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 roubles 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 Estonian 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 Estonia were quite large. A calculation of comparative material war losses indicates that Estonia was apparently in third or fourth place in Europe, analyzing 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 Belgium and France), but were apparently smaller in relative terms (see Table 1). Since a War of Independence was also waged here, hostilities in Estonia 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. Germany 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.
41
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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 Communist experiment in Russia also caused a shift in the earlier economic
balance. Before the World War, Russia had been an exporter of agricultural 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 – remained in the hands of the government. The primary objective of the monopoly 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 particularly those that had broken away from Russia in the 1920s. Later, during the great economic crisis, when the Soviet Union started to again export its traditional products, at the cost of starving its own population to
death, the USSR undoubtedly deepened the severity of the economic crisis in the West, and especially in countries exporting agricultural products.43
43

The impact of market changes between the overseas and European countries is
one of the well-known and accepted causes of the great economic crisis. In
contrast, the destabilizing impact, on world trade and the course of the great
economic crisis, of the exclusion and later return of Russia to the international
distribution of labour has not been dealt with in research literature so far.
While Russia exported an average of 10.6 million tons of grain a year during
the 1909–1913 period, exports fluctuated a great deal during the twenties. During the agricultural year 1922/23 0.7 million, 1923/24 2.6 million, 1924/25 0.6
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The first half of the 1920s turned out to be a period of economic upheavals, 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 disproportionately high number of human losses, which is why the Americans 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 Germany.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 justifiably regarded the payment of reparations to be an impossible task.
44
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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, Belgium, and other smaller allies. France had extended nearly 2 billion dollars 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 billion 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 national 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 because 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 alternative 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
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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 financial 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 stability 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, providing 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 hyperinflation. At the same time that this problem was the result of the aforementioned troubles, it also caused additional instability.
The preconditions that existed in various parts of Europe differed drastically. In this work, the European countries are divided into groups.
Right at the start, the concession has to be made that attempts at classification inevitably involve simplification. For the purpose of making classifications, three factors have been considered: backwardness, participation in the war and war damage, and national need for economic consolidation. No attempt has been made to assess the weights of these factors
separately.
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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 backwardness: 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 population and the political elite were less ready for changes, i.e. poorly prepared to adapt to the new conditions that emerged after the World War.
At the same time, stabilization was relatively easier to achieve in exportoriented agrarian countries, in cases where stability had previously existed. 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 stabilization, 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 factors. No attempt has been made to assess the weights of these negative
factors separately.
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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, Table 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
Switzerland
Sweden
Netherlands
Denmark
Norway
Spain
United Kingdom
Finland
Italy
Greece
Belgium
France
Ireland
Bulgaria
Albania
Portugal
Yugoslavia
Germany
Austria
Czechoslovakia
Romania
Lithuania
Hungary
Soviet Russia
Latvia
Estonia
Poland

Need for
Participation
War Backwardconsolida- Total
in war
damage
ness
tion
0
0
0
0
0
0
x
1
x
1
x
1
x
x
2
x
x
2
x
x
2
x
x
2
x
x
2
x
x
2
x
x
2
x
x
x
3
x
x
x
3
x
x
x
3
x
x
x
3
x
x
x
3
x
x
x
3
x
x
x
3
x
x
x
3
x
x
x
3
x
x
x
3
x
x
x
x
4

Countries categorized in the most favourable grouping included Sweden,
Denmark, the Netherlands, Switzerland, and Norway. The economic levels 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 categorized on the basis of a classification that hinges on the criterion of stabilization. The first group stabilized their respective currencies at the pre-war
rate, the second group at below pre-war parity, and the third group includes five Central and Eastern European countries whose currencies
were ruined by hyperinflation. (Table 2).
Table 2. Post-war stabilization of European currencies
Year of de facto (de jure)
New parity compared to
State
restoration of gold standard 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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Germany
Poland
Austria
Hungary
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Year of de facto (de jure)
New parity compared to
restoration of gold standard pre-war/established parity, %
Hyperinflation
1923
0.0000000001
1926
0.000026
1922
0.00007
1924
0.0069

Sources: Ch. H. Feinstein; P. Temin; G. Toniolo. International Economic Organization: Banking, Finance, and Trade in Europe between the Wars – Banking,
Currency and Finance in Europe between the Wars, p. 24; Memorandum on Currency 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, fluctuation 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. Different 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
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The countries with the best preconditions (Switzerland, Sweden, Norway, 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 hyperinflation.
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, elections to a Provincial Assembly were held. On November 15, 1917, the
Provincial Assembly declared itself to be the supreme authority in Estonia.
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 parliamentary 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 parliament. 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
Constitutional
I
II
Party
Assembly
Riigikogu 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
5
10
their followers (C)
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
1
2
4
(URP)
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 primarily 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 LeftWing 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 received from Russia. They were underrepresented in the Parliament in
terms of their actual popularity among the people.54 The Christian People’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 Union.
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
Minister of
Coalition
In Power
(Prime Minister)
Finance
FU; PP; LP;
K. Päts (FU)
J. Kukk (LP) 2.24.1918–11.27.1918
SD
FU; PP; LP;
K. Päts (FU)
J. Kukk (LP) 11.27.1918–5.9.1919
SD
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
FU; LP;
K. Päts (FU)
G. Westel (FU) 1.25.1921–11.21.1922
CPP
J. Kukk (LP)
LP; FU G. Westel (FU) 11.21.1922–8.2.1923
FU; PP; LP;
K. Päts (FU)
G. Westel (FU) 8.2.1923–3.26.1924
CPP; NLP
O. Strandman
Fr. Akel (CPP)
CPP; LP; PP
3.26.1924–12.16.1924
(LP)
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 positions (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 government was in power until August 2, 1923, but the end of this period coincided 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 Government 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 intensive 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 subsequent 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 organizations, 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, consisted 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 chamber 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 Estonia on February 24, 1919. These were based on the example of the statutes 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 million 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 paragraph 11 of the statutes, the bank could also execute the following operations: 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 statutes 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 Central 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 threemember committee, which had to act under the direct control of the Ministry of Finance until the full board of the bank was convened. In March
57

Juhan Kukk. Kui Eesti Pangale alus pandi, pp. 11–12.
Valitsusasutiste tegevus 1918–1934. Tallinn, 1934, p. 301.
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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 beginning of April 1921, the government had increased the original fixed capital 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 shareholders, as well as to elect the members of the Board and their substitutes”.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 Management Board and Supervisory Board were appointed by the Government. 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 – something 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.
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CHAPTER II – THE WAR OF INDEPENDENCE
Seizure of Power. Financial chaos. Scrip
Under the conditions set out by the Armistice concluded between the Allies and Germany on November 11, 1918, Germany was obligated to remove its occupation forces from Estonia. The German military was obligated 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 borders from the Bolsheviks, who had come to power in Russia a year earlier. 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 institutions of the Republic of Estonia.1
The actual transfer of power did not go smoothly, especially in southern 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 appointed by the German occupation forces. The situation was made even
more difficult as a consequence of the subversive activities of the Communists, 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 Russian 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 unrestrained 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 November 30. The Headquarters component of Estonia’s Defence Forces
was established on December 14. On December 23, Colonel Johan Laidoner was appointed the Commander-in-Chief of the Defence Forces. A
British fleet arrived in Tallinn during mid-December. Contingents of volunteers 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 military 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
2

Minutes of the Council of the Provincial Assembly meeting of November 12,
1918. ERA, f. 2124, n. 2, f. 257, p. 69.
3
Eesti Vabadussõda 1918–1920. Vol. I, pp. 168–169.
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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, expropriations 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 addition 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 Division led by Graf Rüdiger von der Goltz, who had overthrown the Latvian government and wanted to establish a Baltic Duchy. The Estonian
advance began on June 22, and after violent battles, the Baltic Landeswehr 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
4

Minutes of the Provisional Government meeting of November 19, 1918. ERA,
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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 extended 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 printing of money also came to a halt.9
A solution to the food problem, which also helped to alleviate domestic political tensions, came from another source. After the war, the US got
rid of its warehouses in Europe. In May, negotiations started with the representatives 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, tobacco, 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 Together with later consignments, in 1919–1920, the goods were bought
through the Revalis company on credit for a total of 12.2 million dollars.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
8
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were starving, these hundreds of tons of flour and pork fat, tens of thousands of uniforms and pairs of boots, medicine and other supplies definitely 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 Government 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, Estonia would not have been capable of buying additional foodstuffs. Finances 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
12
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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 Finance of the Provisional Government could fit the holdings of the Treasury into his pocket, and this would truly have been the case, had he converted the money into dollars or sterling.
In any event, there was enough paper money on hand for the population. During World War I Russia had compensated for its increasing expenditures 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 40rouble denominations. All these roubles remained in circulation even after 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 February 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 roubles 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 occupation. The German authorities established an exchange rate of one Russian
16
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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 various 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 banknotes, and this applied above all to those who lived in the countryside.
These colourful batches of paper were inconvenient to use for the settlement 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 government resolution affirming and detailing the validity of the German occupation-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 “kerenski” 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 assigned 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 questionable 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.
19
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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 territory 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 different status.
Despite these measures, there was not enough money in the state coffers to cover the most essential expenses of the Armed Forces, the local
authorities, schools, and the government apparatus. When the government emerged from hiding, initial expenses were covered by loans provided by firms and individuals, amounting to 1.4 million marks during
October, November, and December 1918. The government also got contributions 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 companies. 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 Finance was also afraid that the people would not trust the national currency 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
23

Riigi Teataja 1918, 8, p. 2.
Eesti Vabadussõda 1918–1920. Vol. I, p. 173.
25
Minutes of the Provisional Government meeting of November 19, 1918. ERA,
f. 2124, n. 1, f. 669. unpaginated.
26
Minutes of the Provincial Assembly 1917–1919. November 22, 1918, pp. 297–
299.
24

THE WAR OF INDEPENDENCE

75

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 obligations were denominated in German Eastern marks.27 Estonia’s future currency 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 probably reflected the general scepticism of the people towards the prospects
of sustained independence. More precisely, this went to show how politicians 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 presented a report in which he noted that the situation demanded extraordinary measures. Getting new loans from Finland was hopeless, because
27
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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 provisional 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 Helsinki until the evening of January 21.33 On January 23, a clarifying announcement was made by the Minister of Finance, which declared promissory 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 German 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
31
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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 accept 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 received 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 guideline 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 Provincial Assembly or the Ministry of Finance, since there was no time for
debate. Use of the term “mark” was natural under the circumstances. Issuing a monetary unit of another name could have halted the sales of the
bonds, which were slow anyway, and created even more confusion.
35
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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 paper 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 Provisional Government was able to issue an edict on May 2, in which it declared 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 continue 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
37
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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 domestic 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 Government 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 comprehend 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 Conference), had Ferdinand Kull and Joseph Goldarbeiter of the special delegation of Estonia sound out the Consul of England in Stockholm. The
British had acted in a reserved manner and asked for securities. Strandman 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 overestimated the importance of their country. In any event, they were too optimistic about the prospects of receiving a foreign loan. On December 27,
41
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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 today”.48 On December 16, the government authorized the Minister of Finance to take an additional 10 million-mark loan from Finland, against
security provided by the credit institutions of Tartu at terms and conditions as similar as possible to the first loan.49 This loan was received in
disbursements at the beginning of 1919. In addition, Kansallis-OsakkePankki provided a loan of 1.5 million Finnish marks, backed by a guarantee of the government of Finland, which was secured in Estonia by 3 million 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 promissory 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 Estonian Armed Forces had supported the attack to a limited extent. Had the
White Guard had been successful, this might have actually ended up constituting a threat to the independence of Estonia, since – just like the Bolsheviks – the White Russian forces had not recognized Estonian independence.
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 establishment 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 currency. 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
50
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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. Regardless 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 inadequate access to markets. Unemployment increased steeply. In accordance
with a government decision of December 9, 1918, the Ministers of Finance 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 enterprises. 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 several 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 decisions. 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 “Dvigatel” 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 further 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 produced respectively at 19, 12, 3, 39 and 11 percent of the output volumes
of 1925 provides an indication of the volume of Estonian industrial output 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 approval 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 Industry or Internal Affairs.62
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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 review applications pertaining to import, export, and transit, and to solve
other issues related to foreign trade. The committee consisted of representatives of Ministries and economic organizations.63 A governmental monopoly 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 Customs Act.65 This act imposed a set of general customs tariffs based on
earlier Russian legislation on certain types of goods, among the most important of which was the permission granted for the duty-free import of
agricultural machinery and implements. These duties were of course calculated 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 clothing were increased five times; while coal, perfume, soap and many luxury
goods were subjected to a tenfold increase in duties. Even though the actual 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, depending 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 payments to at least some extent, to protect industry against external competition, and to promote agriculture. The governmental monopoly on trade
in flax and linseed lasted until December 13, 1919. The state then transferred 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 external 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 accounted for the greater part of goods imported to Estonia. The primary
countries of origin were England and Finland. In 1920, the list of imported 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: potatoes (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 litres), 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 activities 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 collection 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 derived 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 received 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
71
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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
Banknotes in circulation in
Index
Date
millions of marks
(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
75
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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 comparison 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 currency 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 auxiliary troops was costing an additional 3 million marks per month. Estonia’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
76
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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 subordinated 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 foreign 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 purchase 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 attesting to the sale or purchase of goods, or on the basis of certificates issued by persons authorized by the Minister of Finance. All financial institutions were obligated to provide the Bank of Estonia with weekly information 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 reality, 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 itself, 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
81
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acceptable rate for the pound sterling was 40 Estonian marks, the President 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
100
100
100
100
100
Date
£1
Swedish
German
East
French Tsarist
kronor
marks
marks
francs 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 Minister 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.
84
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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 military 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 correspond 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 exchange 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 discussed 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 foreign currency. The Minister of Finance Juhan Kukk was of the opinion
86
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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 independence “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 foreign 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 continued 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 – considering 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
90
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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 domestically would make it possible to keep the issuance of currency under better 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 interested 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 considerably. 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 mandatory 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 revenues into Estonian marks using one rate. The spring of 1919 was chosen
93
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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
118
spirits & ether
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 issues 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 Estonian War of Independence”. These materials reveal that military expenditures 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
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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 calculation made at the rate of 1 dollar = 50 Estonian marks, we arrive at a figure 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 foreign 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 proposal 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 confidential meetings with the representatives of Estonia concerning the conditions of concluding the peace agreement. The most important issues related to the peace negotiations were worked out at those meetings.
By signing the Tartu Peace Treaty on February 2, 1920, Russia recognized 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 anything pertaining to Estonia were to be directed solely to Russia, and that
96
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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 harvest a million dessiatines97 of forest.98 With a diplomatic note that accompanied 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
97
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from trading with Russia. After November 1918, the pressure of the Allies 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 Bolsheviks, the blockade was far from being uniform and impenetrable. Citizens of neutral countries continued to do business, and their state authorities closed their eyes to it. The policy of the Entente States, and particularly 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 Bolsheviks had refused to honour Russia’s foreign loans, which totalled 12.2 billion gold roubles (6.1 billion gold dollars). France and the United Kingdom were the countries to whom Russia owed the most money. In addition, 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 Revolution were much lower.102 As a result, the Supreme Council of the Entente
countries relaxed the blockade on January 16, 1920. The Allies now allowed 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
100
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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 mistrust of the Soviet regime. However, a more important factor was that
the British and US businessmen continued to have difficulties as concerned the exchanging of Soviet gold for their goods. The greater lenience of the US in trading with the Bolsheviks did not extend to permitting the import of Soviet gold and Soviet money. Even when the restrictions 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 provided invaluable services to the Bolsheviks, not only by acting as
“agents” in transit trade, but also by converting Soviet gold.105 As a result, the Baltic ports and Tallinn above all continued to play an important 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 bureaucratic 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 halfimperials (“gold fivers”). Post-Revolution requisitions provided additional 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 People’s Commissary of Foreign Trade Leonid Krassin and others had already come to the Baltic capitals. Tallinn was still occupied by German
troops at that point, but they were already hauling bags of gold and looking 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 Estonia was of great value, considering the intricacy of the international
107
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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 England, 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, opportunities were also opened for the political subordination of Estonia. According 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 believed 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 Estonia, 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 Bolsheviks in those years (apart from world revolution) was to obtain recognition 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 complete economic chaos in Russia. Industry and transport were destroyed,
and what began as land reform turned into anarchy, with senseless violence 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 operated at partial capacity. Worst of all for the population was the famine in
111
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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 investigation carried out in 1923 indicated that 8–10% of the peasants illegally 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, Estonian 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 arrived in Tallinn on February 18, 1920. Until Georgi Solomon, the representative of the People’s Commissariat of Foreign Trade of Soviet Russia, came to Tallinn on August 2, 1920, Gukovsky directed not only the
diplomatic, but also all the financial and commercial activities in Tallinn.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 elsewhere 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 institutions: the People’s Commissariats of Finance, Foreign Affairs, and
Foreign Trade, the Central Committee of the Russian Communist Party,
1
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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 beginning. 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 preference in his transactions to people he personally found to be politically acceptable.5
By the end of May 1920, the Port of Tallinn was filled with ships carrying cargos for Russia. Moscow ordered Gukovsky to slow down, because the capacity of the Narva-Petrograd railway was limited to 70 carriages per day. A large part of the goods purchased consisted of enormous consignments of weapons (rifles, machine guns, cartridges, etc.)
and other military equipment (potassium chlorate, military boots and uniforms, telegraph equipment, etc.).6 The Entente countries could not tolerate these purchases – at least not officially – and that is why the Bolsheviks incurred high costs. Military orders were coordinated by Lev Trotsky personally, and it seems that the Chairman of the Council of the People’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 roubles 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 intermediation fees were higher. When any of the representatives of Soviet Russia in Western Europe, special Bolshevik couriers, the secret division of
the Comintern, or anyone else needed foreign currency, Gukovsky exchanged 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 Tallinn. A French journalist who wrote about the eastern business here described 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 Estonia 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 Republic of Estonia, even when private companies shipped the gold out of Estonia.12 On November 8, 1920, a contract was concluded between the
7
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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 concluded 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. According 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 political 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
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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 railway was also increased. By autumn of 1920, two trains (with 80 carriages) 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 November. According to Solomon, the sale of precious stones was poorly organized because of constant interference by several people and organizations.
As a case in point, Maxim Litvinov, who had come to Tallinn as his successor, 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 December 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 primarily in Tallinn.25 Until the end of 1921, the representation of Soviet
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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 beginning of World War I, approximately 200,000 Estonians lived in Russia. Some of them were relatively wealthy. After Estonia achieved its independence, their fate became a significant issue in the negotiations between 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 roubles), 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 (frequently under the pretext of sending aid to people who were going to be
headed to Estonia). Repatriation officials and people who came to Estonia exchanged these goods for money, valuables, or luxury goods. Juhan
Kartau, the Chairman of the Moscow Repatriation Committee, was regarded 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, securities, 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
26
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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 concentrated 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 banknotes 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 consisted 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 provided with an additional important foreign trade partner. Trade on the
28
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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 outstripped 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 policy. 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 Estonia 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 calculation is only an approximate one – is a complicated, but necessary
31
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task, because the amounts involved were enormous. According to accounts 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 include 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 Estonia 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 Estonia and the State Treasury, and how much by others. Niitem’s calculations 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 million 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
35
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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 London 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 period 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 currencies 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
Gold coins Commission Sums earned by
Period
traded
percentage
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 period. 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 official 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 private 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, Yakubov 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 transactions 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 participated 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
41
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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 agreements. Päts and Westel were also the owners of the Harju Bank. This institution 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 Minister 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 Ambassador 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 expenses. This sum was deposited in the account of the Estonian State
Treasury at the Royal Bank of Scotland. According to a government decision 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 knowledge of the Constituent Assembly (Asutav Kogu), it was revealed to the
43
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public later. The report also proves that gold had been sold prior to September 1, 1920.
A letter written in 1920 by the Bank of Estonia to the main administration 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
47
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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 Tallinn 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 occasions in 1922, in the amounts of 1.98 and 2 million gold roubles respectively. 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
50
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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 approximate 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 table also contains information about other gold operations, as described
previously.
Table 9. Gold operations by the State Treasury in millions of gold roubles
Received thanks to the Tartu
Sold
Time
Peace Treaty or bought later
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 percent 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) million 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 letter 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
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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 involving 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 carrying out transactions involving gold, the Bank of Estonia must have
earned anywhere from 2.7 to 10.4 million gold roubles. 10.4 million roubles 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 procedures were any different for silver and platinum.
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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, negotiations were held over the service charge in the range of 0.18–0.20 percent. 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 roubles), 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 actually exceeded 30 million gold roubles. This is a sum that would have required 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 partially caused by the use of differing methods for the calculation of the exchange 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
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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 calculations 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
Inc. “ordinary”
Inc. defence
Year
Income
Expenditures
income
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 respective 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 expenditures 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.
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In 1920, licenses were required for those who wanted to engage in foreign trade. Foreign currency obtained from exports had to be handed over
to the government, and importers had to apply for a license to obtain foreign 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 väliskaubandus 1919–1921, p. 36; J. Valge. The Tartu Peace Treaty and the Economic Development 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 exclusive right to issue money. In March 1921, the Bank of Estonia also acquired the right to issue money, but had to obtain permission from the
Government on each occasion it did so. The amount of money in circulation is shown in Table 12 (by units, not the exchange rate).
61
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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 spontaneously. 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 December 1920, Minister of Finance Juhan Kukk justified the need for new issues 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 important one of 1921 – did not reach the Riigikogu. The Government decision became law without the approval of the Riigikogu, as permitted under 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. Banknotes worth 8 million marks were issued initially, and then 36.9 million
62
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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 banknotes 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 subsequently 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 decrease 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
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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 decision 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 effectively 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
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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 discussed at the sessions of the government.
As far as is known, the transition to the gold standard began to be discussed 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, because 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 advisors. Georg Westel then informed the Government that the Ministry of
Finance did not consider it expedient or necessary for the League of Nations 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 personal 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 exchange rate was clearly overvalued. It is evident; however, that transition to the gold standard would probably have prevented the taking of
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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 passivity – is not known. In any event, the discussion did not reach the
Government.
From February 1922 to the early summer of 1924, the Monetary Affairs Committee of the Riigikogu did not discuss the matters of issue, exchange 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 interested 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 accordance 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 primarily at the elimination of unemployment. Large Tsarist-era enterprises
dominated among the borrowers. At the end of 1919, the making of decisions about the loan applications of local administrations and cooperatives 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 exceeded the foreign loans taken during the period of the War of Independence, 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, twothirds 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 percent 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 subject 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 guarantee 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.
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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 currency 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 foreign currency liabilities and assets an exercise in absolute futility.”85 The
same is true for the data for the years 1920–22. Even computations carried out later, earlier audits, the deeds transferring gold from the State
83
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Treasury to the Bank of Estonia and the results of the work done by special 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 thereafter bought at the Tallinn Stock Exchange, in order to maintain the exchange 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 Russia. 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 imported. As late as in spring 1924, the galoshes were still littering Tallinn’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 Estonian-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 included the granting of permission for trading on the border. At some point
during the second half of the decade, but maybe even earlier, Renning became the intermediary between Päts and the Soviet Embassy.88
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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 regards his economic views, Georg Westel was an industrialist and dedicated 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. Petersburg. 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 committee 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. Unfortunately, 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 speculative 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 miscalculation was not to blame. An analysis of the owners and managers of 25
89
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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. Mauritz, 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”, “Atlanta”, 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 associated with politicians. 796 million marks comprised 36 percent of the
total amount owed to the Bank of Estonia by the twenty-five major borrowers. This was the equivalent of 4.5 million gold roubles, without taking the smaller loans into consideration. It has not been possible to determine all the business relationships that existed. For example, there is
evidence to indicate that the above-mentioned grouping of Päts-WestelJaakson 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: PätsWestel-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
91
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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 owners 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 perished 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 acquired 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 revolution. Put a different way, these parties had considerably more Russian
background than average Estonian politicians, businessmen or intellectuals did. In view of this, and also of the earlier orientation of the companies 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 – Põllumeestekogud (Farmers’ Party). The social and lobbying activities of this group
were centred around the Seltskondlik Maja (Social House) association,
93
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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, Estonia’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 distribution 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 Estonia 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 nobility, 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 foreman in the Baltic Cotton Factory. Some time later, they were very influential 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 originated 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 regarded 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 institution, 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 permitted limit.
As for loan insurance, the Bank of Estonia was violating its own statutes. 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
99
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further 11 percent, and the rest consisted of government and bank guarantees.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 ensuring that banking is carried out within the scope of the statutes. In reality, 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 currency 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 Department of the State Audit Office asked the State Treasury whether the Bank
of Estonia was allowed to spend the foreign currency, Russian gold currency 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 threatened by a catastrophe. The state has not disbursed a penny from its reserves. At the moment, the banknotes issued by State Treasury are covered to the extent of 120 percent by gold and foreign currency gold
coins.”102
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Rumours about the dubious activities of the Bank of Estonia were apparently 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 responsible 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. Imports 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 favourable 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 Estonian mark undergone hyperinflation, part of these loans would have diminished 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 export 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 unusually 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 financial market was complicated, but tried to ward off accusations to the effect 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 Estonia 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 Riigikogu.3
On December 7, when the budget was being discussed, Otto Strandman 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 opposition.
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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 damage, 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 People’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 sufficient. 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, expenditures 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
4
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accordance with an order of the manager of the Treasury, more gold ingots worth 940 000 gold roubles were transferred to the Bank of Estonia.5
The controversy also reached the press. “Kaja” (Echo) – the publication 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 foreign 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 Estonia – 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 industrial 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.
5
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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 balance.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 judicially or actually existed as an untouchable reserve. What the interpellators 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 fulfilment 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 Estonia 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
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Bank and the treasury was 1,495 million marks or 8.3 million gold roubles.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 obvious 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 Comptroller, 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 measures to determine the rate at which the loans should be repaid. So – not
only had Strandman disproved Westel’s statements, but he also decisively established the basis of his future financial policy – the valorisation of debts.
Johan Laidoner, who had received huge loans from the Bank of Estonia, 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
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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 million gold roubles had been spent in this way. He could not see any Government culpability, nor did he think it necessary to change the economic
policy. At the end of his speech, Päts clearly indicated that the Government 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 roubles 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 victory.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 holidays of the Riigikogu were impending, and since the gold and foreign
currency reserves could now only be used with permission of the Parliament, 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 reserves 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
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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 continue to run the affairs of state under the control of the Riigikogu, because quick action is needed”. Christian Kaarna from the Labour Party
made a statement to the effect that the Labour Party no longer considered 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 industry.
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 roubles.
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
14
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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 Socialists, Russians and Germans (12 in total) this would have been nearly
enough to unseat the government. It was not easy to gain the united support 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 personally received loans from the Bank of Estonia through dozens of businesses, 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 Estonia 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 connected 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 million marks within the year 1924.17 Other issues were also discussed, and
in particular the matter of valorisation. This latter topic was left undecided 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.
16
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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 became a “public secret” that he would not return to the position of minister. 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
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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 individuals.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 valorisation of the mark. The Prime Minister declared that in the area of loan policy, 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, Konstantin Päts was the most critical. Among other things, he believed there
was not much hope of carrying out valorisation during the period of office of the 2nd Riigikogu, because it would require considerable thought.
In the same speech, Päts also expressed his political credo, which has
23
24
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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 preferences… 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, particularly 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 formula 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 development 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 differently from the people who had previously shaped Estonian economic policy. Even as the Foreign Minister, he had reached the conclusion that Estonia’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 developing the industries that had been established on Estonian territory during
the Tsarist period.27
25
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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 Finance Minister was very worried when speaking about overall perspectives. 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. Strandman justifiably praised the financial policy of Latvia as a model for Estonia. This was shocking both for the members of the Riigikogu and the
general public.
28
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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 Estonia 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 foodstuffs, 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 obtain outside assistance. The Government had to commit the Bank of Estonia 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 Democrats 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 Government. The Democratic Union, which belonged to the coalition, supported the plan, and took the role of submitting the respective motion.
30
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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 demanded that discussions be started immediately on the topic of Estonia
joining the Soviet Union. The Riigikogu passed the motion of the Democratic 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 recalculation 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 contradicted, 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.
31
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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, Parliament 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 repayments. Thus it was possible to deprive the influential but indebted
financial circles of their motive to drive the Estonian currency into hyperinflation.
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 establish 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
35
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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 process. The Bank of Estonia placed its debtors in a quandary, where uncertainty 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 discussion 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
36
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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 restricted 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 submitted 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 important 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 quietly faded away. The Farmers’ Party nonetheless stuck to its delaying
tactics. The Social Democrats and some representatives of the Democratic Union also remained sceptical. The latter expressed hopes of obtaining 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 Valorisation 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
37
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and draw up an edited version.38 The supporters of valorisation had a majority 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 repayment of mortgages, without an agreement by the parties involved being 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 coefficient for the franc was 66–75, which would make recalculation cumbersome. 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 decision 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 subcommittee’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
38
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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 tabling 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 proposal to return the draft to the Committee. Thereupon, the Farmers’ Party
criticized the contents of the draft, which they said threatened the Estonian 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 simply 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 opposition 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 businessmen, 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 stipulated 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 voting 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 politicians and the public alike.
Since the valorisation of mortgages and the concluding of other contracts 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. According to the law, valorisation was to take place on the basis of voluntary agreements, but the Bank of Estonia was entitled not to extend the
loans of debtors who refused to accept valorisation. Private banks operated 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 understand 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 order 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 government-minded “Vaba Maa” and “Postimees” were reserved on the topic
of valorisation. It is possible that journalists, just like most of the politicians, were afraid to take a standpoint. For that matter, the effects of valorisation 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
Reserves of the Bank of Estonia
Date
Circulation
and the State Treasury
1.1
2.1
3.1
4.1
5.1
6.1
7.1
8.1
9.1
10.1
11.1
12.1

1495
1429
1472
1467
1239
1049
940
620
610
737
978
1131

3442
3260
3410
3521
3503
3285
3086
2941
2974
3110
3223
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 purchases 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 seasonal 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 currency, 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 October. 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 customs 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 Riigikogu on May 30 was to come into force, pursuant to which, only the legislator 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
42

Eesti Pank 1924, p. 6.
Calculation basis: Eesti Statistika 1923, 1, pp. 8–9; Eesti Statistika 1923, 3,
pp. 8–9; Eesti Statistika 1923, 6, pp. 8–9; Eesti Statistika 1923, 12, pp. 9–10;
Eesti Statistika 1924, 1, pp. 11–13; Eesti Statistika 1924, 2, pp. 10–11; Väliskaubandus 1924, pp. 2–4.
44
Riigi Teataja 1924, 90/91, pp. 549–550.
43

BREAKTHROUGH

159

this aroused the ire of the Social Democrats above all, whom Strandman
very badly needed as allies. As for Strandman himself, this was the easiest 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 expected. 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 million 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 Estonian 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” continued their extremely sharp attacks against Strandman.
Meanwhile, the Government had authorized Klaus Scheel to start negotiations with the financial circles of London, in order to try to obtain
500,000 pounds worth of credit. Rumours about this leaked soon. Undoubtedly, 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 category. 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 improve. 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 foreign 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 coverage 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 circulation had foreign currency or gold coverage (Table 14). It was now necessary – 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. Unfortunately, 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 Social 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 Democrats demanded valorisation of salaries, establishment of control over
foreign trade and currency, closing of banks, reorganization of the Council and Board of the Bank of Estonia, assumption of state control over
45
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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 accompanied 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 separately – when the circulation of money and borrowing are restricted, the
economy stagnates and unemployment may occur, but the prices of consumer 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 dissatisfied. 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 increasing, 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 redundancy. Both the increasing of customs tariffs and the continued reclamation of loans were essential, in his opinion. He emphasized that if a foreign 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 valorised.47 The Prime Minister’s words about the soon-to-be-received foreign loan could have been meant to reassure the public.
In the negotiations that started on August 21, the most important question 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
47
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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 Democrats and the Farmers’ Party. The Farmers’ Party accused the Government of taking negative measures and of not having a positive program. 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 insisted that economic bankruptcy had been avoided earlier by covering the
deficit with the gold received from Soviet Russia. Luts presented the economic-political project of the Working People’s United Front, which consisted of building up industry with the support of the Soviet Union; solving the working people’s housing crisis by means of requisitioning housing; 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 “fascist” and other organizations with an “iron hand”.49 After the chairman’s
third notice, Luts left the podium. His presentation had been met by general laughter. Unfortunately, it was no laughing matter. The Estonian
Communists could, in all seriousness, really see the beginning of the economic 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
48
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preparations for the revolt in Estonia, which had already started in January, had to be completed. The Political Bureau thought that in two or
three months an appropriate moment would arrive, and that such an opportunity would not reoccur for several years.51 The Estonian Commission, 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 Estonia.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 transitional wording. A 12-member committee was elected to review the activities of the Bank of Estonia.53 Thus, the extraordinary session had culminated 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, exports 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 limited 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 accordingly (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 certain gains for the Government. This was the last serious attack by the inflationists 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 inflationists. 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 Economic 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 basically 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 inflationist agenda with its resolution of October 3, the theses of the Economic Council were progressive, and the rate of the mark had improved.
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
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Kaubahinnad kui majanduspoliitika peegel. – Eesti Majandus 1924, 40, p. 722.
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f. 61, p. 11.
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was quickly visible. By January 1, 1925, the supply of money had exceeded the level for July.56
The state budget deficit for 1924 – 178 million marks – was not particularly 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 after 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 Estonian members of the Estonian-Russian Chamber of Commerce, which was
founded at the initiative of Moscow.58 On October 31, 1924, the management of the Estonian-Russian Chamber of Commerce sent the trade delegation of the Soviet Union a document called “A Plan of Study of the Economy 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 Estonia, 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 economy 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 bankruptcies. 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 communists, 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
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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 revolution, because of insufficient information about the situation. Evidently
this order did not reach Tallinn.60 What the phrase “insufficient information” 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 communists 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. However, Estonian history might have been totally different, if there had been
chaos caused by hyperinflation before and/or during the attempted communist 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
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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. Problems were discussed by elected representatives – by the Parliament and
parliamentary committees. The Government ceased the granting of onetime preferential customs duties to applying businessmen.
In September of 1924, the Government authorized the Minister of Foreign 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 Nations by domestic political considerations: an evaluation by an authoritative 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 economic 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 discussed 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
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168

CHAPTER IV

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 currency, 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 Estonian crown remained at the level Strandman had recommended in the Financial Affairs Committee on June 6, 1924, and had later firmly defended.
According to Ragnar Nurkse, the role of external financial aid in securing the technical success of stabilization in European countries was relatively insignificant, and the loan charges were rather high. The case of
Estonia validates his observation. In Estonia, too, the loan had no particular importance as a stabilizing factor. The more important economicpolitical decisions – transition to the gold standard and agricultural orientation – had gained the approval of all the political forces by 1927, so the
opinion of the League of Nations experts did not have particular importance 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 borrowed 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
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Nations and the loan itself in securing the selected economic policy cannot 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 domestic economic orientation. The influence of the banking farmers decreased 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 Easternoriented industrialism of the agrarian party, which would have promoted
industrialization to suit Estonian conditions.
The change in the domestic economic orientation was primarily expressed by changes in the loan sector. The year 1924 was pivotal in regard
to general credit conditions. From the following year onwards, the abnormally high proportion of state credits started to decrease. The Estonian economy had achieved maturity and a state of equilibrium.
The change in credit policy is expressed by the change in the distribution 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.

170

CHAPTER IV

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 revolution 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 politicians. 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
turnover in percent
1913 1920 1921
% of exports
ca 90 32.0 29.8
% of trade turnover ca 90 16.3 15.5

Estonian exports and trade
1922 1923 1924 1925–38
25.7 6.7 5.3
5.0
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 official 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 EstonianRussian 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 unofficially 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 supporter 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 required a lot of resources, and it took place at the cost of economic
growth.
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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 happiness – 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 appropriate. If the pre-war parity no longer corresponded to post-war conditions, by being too high, the feeling of security achieved by the stabilization 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 according 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
Country
Greece
Switzerland
Czechoslovakia
The Netherlands
Norway
France
Yugoslavia
Spain
Denmark
Finland
Sweden
Italy
Belgium
Hungary
Germany
Portugal
Latvia
Lithuania
Estonia
Austria
Ireland
United Kingdom
Romania
Poland
Russia
Bulgaria

Growth Rate by 1929 Parity Date Negative
1913=100 1920=100
factors
147
...
6.7
1927
2
145
153
100
1924
0
145
158
14.3
1923
3
141
136
100
1924
0
139
125
100
1925
0
135
145
20
1926
2
133
130
9.0
1925
3
131
128
floating
...
0
130
127
100
1926
0
129
148
12.5
1923
1
125
137
100
1922
0
121
120
25
1926
1
120
128
14.3
1923
2
118
...
0
1924
3
113
145
0
1923
3
113
...
4.5
1929
2
…
...
0.8
1921
3
…
...
100
1922
3
106
163
1.1
1924
3
107
153
0
1923
3
105
....
100
1925
2
104
113
100
1925
1
...
...
3.3
1927
3
…
...
0
1926
4
93
...
0
1924
3
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 lacking 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 economic consolidation. Somewhat surprising is Greece’s rapid economic
growth despite its participation in the war (in addition, the Greeks conducted 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, especially 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 difficulties in maintaining earlier economic ties – both Austria and Hungary continued to import goods produced in Czechoslovakia, as they
had during the time of the Empire. War damage was also relatively limited.
Czechoslovakia’s first Minister of Finance, Alois Rasin, an enthusiastic 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. Bloomington, 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 exports competitive.
In France, which suffered extensively during the war, inflation facilitated 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 exchange rate. But France also did much to modernize its industrial structure.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 acquired 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 governments, 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, attractive 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 decline 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.
C. Saint-Etienne. The Great Depression 1929–1938, p. 6.
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7
E. Damsgaard Hansen. European Economic History, p. 223.
8
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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 generally as we might expect them to be, and correspond to the conditions that
they had found themselves in previously. Only Britain succeeded in ruining 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 salaries 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 sterling 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 European 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 concluded 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
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B. Eichengreen. Understanding 1921–1927, pp. 32–33; B. Eichengreen. Golden
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good preconditions. The United Kingdom and Ireland represent especially 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 expensive. He states that it would still be difficult to come to axiomatic
conclusions when evaluating alternative policies. In later works, he examines 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, economic growth in the long term was unstable. Economic growth in countries 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. Attempts to determine whether inflation is disadvantageous or advantageous on the basis of theory and ideology would not seem to be particularly productive from a scientific point of view. When analyzing the
influence of inflation, one should concentrate separately on each specific case. Economic and political preconditions, rather than the inflation 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
12
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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 inflation into hyperinflation occurred in the case of defects in economic policies (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 unnecessary decrease in living standards; those that are too high, however, inhibit
export and favour imports, which spoil the economic balance. By examining 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 establish a rate of exchange that was about 20–30% lower than the rate established in 1924, for instance, 1 Swedish crown = 130 Estonian marks. This
rate would have been easy to maintain. The need for keeping official reserves, 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 Finnish 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 currency 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 external 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 – especially at the initiative of Eli F. Heckscher, a Swedish professor of economics 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 become 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 Estonia 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 prospects would have been better than they actually turned out to be. Had Estonia stabilized foreign currency exchange rates earlier on and at a beneficial rate, and had she provided loans only to vigorous businesses, there
might have been a better outlook for growth. Only under such circumstances 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 substantial reorientation and consolidation.
13
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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 politicians and economic opinion makers did not know how to clearly evaluate the influence of exchange rates on economic growth. The first serious
discussions on this topic took place at the beginning of the 1930s. Undoubtedly, the voters would also not have been able to assess the advantages 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 conditions, 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 emission 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 continued to a greater extent after the Provisional Government moved to
Riga in August of 1919. In March of 1920, the Latvian rouble was declared 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 exchange rate for the rouble decreased and prices increased. The cost-ofliving 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. Ringolds 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 program began to be referred to later as the “Kalnings Program” in a laudatory way.
16
17
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To begin with, Kalnings implemented a series of administrative reforms. 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 reserves 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 institution (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 central bank received the sole right to issue Latvian lats. The treasury notes
(Latvian roubles) remained in circulation, but their amount did not increase. 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 negative 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 effective 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 implementation 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 considered a success, already due to its rapid implementation. It was the first
East European country, and the first country that had achieved its independence 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
20
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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 foreign 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 legislation. Or keeping Päts and Westel away from key economic positions.
But actually, in 1923–24, Estonia was not far from Poland’s development scenario. Poland had extremely difficult preconditions, more difficult 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 Byelorussian or German. Three-quarters of the population lived in the countryside. There was rapid population growth. Wealth was distributed differently by nationality: the eastern part of Poland, where Byelorussians
and Ukrainians lived, was very poor. The task of integrating the population, 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 expressing its will and enforcing its status. Political power was divided between the different administrative groups, and powerless governments
were only able to remain in office for a short time. Therefore, it is no surprise 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 Poland 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 valorisation 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 infrastructure. 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 central 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 customs quarrel with Germany, and the total lack of foreign aid, also did not
promote currency stabilization. In May of 1925, imports were again restricted. In 1925 the crop was plentiful. Imports fell dramatically in the
third quarter and remained low until February of 1926, while exports sig25
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nificantly increased. Although the circulation of bank notes dropped dramatically 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 anniversary 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 deficit grew during the second half of 1925.26
During the second half of the year, energetic efforts were made to reduce the deficit. At first, the focus was on cutting budgetary expenditures, but in April of 1926, the Government took forceful action to increase 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 remained.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 beneficiaries – 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
26
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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 during 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 regime of Jozef Pilsudski, who came to power in May of 1926. Certainly
the Parliament, political parties and the opposition all continued to function. 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 democratic system as such. Pilsudski carried out the coup one month after inflation 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 unsuccessful 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 psychological 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
30
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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 activities, 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 exchange 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 perceived 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 Estonian 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 Estonia 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 visions of this kind. It would have been possible to adopt a lower exchange
33
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rate later on as well, during the 1925–1927 period, but there are no records 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 politically 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 foreign trade were not available, and there were no reasonably accurate
forecasts pertaining to possible conditions of price levels for goods exported by Estonia.
It is fair to say that even if Strandman had desired to stabilize the currency at a lower level, he would have faced concerted political opposition. There was a prevalent attitude in Estonia that the exchange rate of
the mark needed to be raised. An editorial in “Eesti Majandus” (“Estonian 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 complete loss of control over monetary matters and the economy of the country 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, economic emancipation, the forming of an independent economy, and becoming 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 stabilization 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
34

Kaubahinnad kui majanduspoliitika peegel. – Eesti Majandus 1924, 40, p. 723.

190

CHAPTER V

factors, the issue of stabilization was by no means just a monetary consideration.
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. Stabilization 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 reform 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 properly and was rather weak, which made the execution of decisions difficult. Military needs caused a severe lack of cash on hand, and in contrast to the majority of the other newly independent states, Estonia was
forced to immediately issue currency, which brought with it the technical 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 residents 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 period 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 borrowing, emissions and inflation were speedily corrected, and they had relatively 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 Latvia, which attained stability in short order. The reason for this was a considerable 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 towards 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 radical 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 fertilizer. 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 Government remained in office, Estonia would have been overtaken by
hyperinflation. In any event the Päts Government would have been unable 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 Estonian economy. The money disappeared into businesses that went bankrupt and into the pockets of adventurers. The illusions that accompanied
the Eastern trade and revenues, and the type of ethical business and governance 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 coming 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 threatened Strandman as he strove to carry out his reform policy, but he was
36
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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 appropriate set of tactics. He operated publicly and drew support in an alternating 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 decisive measure was that of valorisation, which deprived the influential politicians 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 differed from archetypal Central European stabilization packets, which
rested on foreign investment, at least in theory, and entailed the functioning 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 Bolshevik 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 business in the transit gold trade was incrementally smaller in Latvia and
Lithuania than was the case in Estonia. Despite the fact that they had access to fewer resources than Estonia, Lithuania and Latvia attained stabilization 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 separation process, instead of enhancing such trends.
Estonia also did not have a distribution of forces for stabilization and
37
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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 subscribed 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 operating under conditions of economic decline it is possible to stabilize exchange rates, as long as there is sufficient and strong motivation to do so.
The Estonian example does not dovetail exactly with the working stabilization model proposed by economist Peter Behold either, who suggests 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 Nations 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 Latvian kind, which emphasized greater parity and speed, and gave less social 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 extraordinarily 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 considerable resources were available. On the other hand, in 1924, when stabilization 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 thesis 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 contrast, the cases of Yugoslavia, Latvia and Czechoslovakia seem to confirm that the inflationary model did serve an effective function in Eastern
Europe. In these as well as in a number of other Eastern European countries, 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: inflationary 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 regarded 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 society 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 remains 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 beginning of the Great Economic Crisis of the 1930s, states that had experienced 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 customs 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 protectionist economic model, the result of which was the existence in Estonia
of a large industrial capacity that had been directly oriented solely towards 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 Bolsheviks. The gold mediation trade was a unique phenomenon. Other countries 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 equivalent 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. Conjectural 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 transaction 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 deposited 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 apparently 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 functionaries 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 business” 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 Independence 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 beginning 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 stabilize the mark and go over to the gold standard. This would have been an
indication that Estonia had reached awareness of her economic possibilities – 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 getting the approval of the State Treasury for the granting of loans was discontinued. When credit was made available, preference was given to industry and above all to heavy industry, as well as to banks and the commercial sector. Loans provided to local governments and to the agricultural sector were rather small. The interest rate of the Bank of Estonia
was notably lower than the rate charged by private banks. Economic disengagement 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 Finance 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 unclear 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 accompanied a stream of people who had chosen to return to their country of origin from Russia as well as the gold transfer trade came to a halt. A gigantic business deal that would have had Estonian workshops repairing Russian 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 extent 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 continued 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 analysis 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 received 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 Estonia. 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 channelled into the hands of private persons could have been motivated by a
desire to create a middle class consisting of Estonian nationals and to ensure 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 countries 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 processes 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 reasons 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 Estonia 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 apparently been coordinated with the Social Democrats, who were in the
parliamentary opposition, and with the People’s Party, who were members 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 Democratic 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 accusations. 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 replies 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 government commission led by the Minister of Finance during the beginning
of the following year, all indicate that the Päts government underestimated the depth of the crisis and was incapable of coping with it. Had the
Päts government continued, Estonia would have been struck with hyperinflation. 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 Democratic Union ministers who were supported by the Social Democrats and
some smaller parliamentary groupings – at least at the outset. The Farmers’ Party was in outright opposition. For the time being, the post of Minister of Finance remained vacant. Some time later Karl Baars was appointed 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 experienced 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. Strandman 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 creditors 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 regulation of the relationship between then Bank of Estonia and the government.
The government also raised the customs tariffs. In June, the government 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 opposed 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 between 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 valorisation would cause. There are indications that what was important to them
were issues of substance, rather than things like the name of the new currency. 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 complicated 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 government 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 currencies, and more Estonian marks began to circulate. Thanks to these developments, the government felt no need to apply additional constraints.
The final campaigns of those who favoured an inflationary policy also
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failed in the Riigikogu. The most critical phases of stabilization and decoupling 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 supported Strandman’s policies, developed them further, and help to clear up
some details. By the late fall of 1924, stabilization had taken place in reality. 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 farmers brought in a good harvest. The failed coup d’etat of the communists
on December 1 provided proof to the public that aspirations directed towards the Eastern market were more than futile – they were in fact dangerous. The attempted coup had no destabilizing influence on the monetary situation, but it did create a new set of circumstances in Estonia’s
domestic political environment. Had the attempted coup taken place under 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 measures. 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 stabilization of Estonia’s currency and were close to the monetary mechanisms of the Bank of Estonia.
The direct political influence on Estonia by the Bolsheviks also undoubtedly had a significant role in the developments related to the shaping 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 relationships 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 Riigikogu. This weakened and tended to compromise the parliamentary system
in Estonia. The Social Democrats participated in stabilization efforts, although they were concerned about the unemployment that was an accompanying 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 government 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 transformation in economic policy in 1924, the politics of the economic sphere became 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 turning of a new leaf in economic policy. This was a group that consisted
of figures such as Konstantin Päts, Johan Laidoner, Karl Einbund and
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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 economic 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 possible 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 export sector as well, which was focused on attaining a demand for Estonian farm products on the Western European agricultural market.
The growth of the gross domestic product was relatively slow in Estonia during the twenties. The main reason for this was the need for disengagement, 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 unsound economic policy of the time had been financed with monies derived 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 belonging to the Baltic German nobility were expropriated, (meaning 56%
of all the land in Estonia), with the former owners receiving compensation.
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. Businessmen 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 invested in financial instruments. Among the overall consequences of inflation, 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 rating 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 contributions 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 considered: the overall context, and the other one being more Estoniacentred.
In the broader perspective, there has been too little done to bridge the
gap between the general history of the countries of Europe and economic history. Economic processes are not sufficiently reflected in general historic research. Historians use economic theories in their work all
too rarely, and economists tend to not focus sufficiently on social processes 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 demographic 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 middle 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 factors 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 policies 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 stabilization 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 devaluation 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 countries 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 development 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 significant topic to be studied more might well be the competence of politicians 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 phenomenon that had various divergent effects from the perspectives of Estonia, Soviet Russia and the Western nations. Connected effects were felt
in all the countries involved, in the areas of foreign policy as well as domestic 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 estimate (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 Estonia 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 fortunes. 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 removed from the country. Russian archives would be the first place to
look for information about the gold transfer trade in respect to destinations 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 information about Moscow’s intentions. Could it be that indecision by the Communists 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 attempt was the economic situation. It is not clear: did Soviet Russia intend 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 continue 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 Russia, 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 beginning of the 1920s.

APPENDIX
Table 1. Economic indicators of European countries
% of population enRailway in meters
Country
gaged in primary
per resident
production
United Kingdom
7.7
0.77
Switzerland
26.8
1.25
Belgium
22.5
0.61
Holland
28.4
1.25
Germany
35.2
0.95
Denmark
41.7
1.37
Austria
56.9
0.97
France
41.6
1.02
Sweden
46.3
2.56
Ireland
43.9
…
Italy
55.4
0.53
Norway
39.5
1.26
Spain
56.1
0.76
Czechoslovakia
40
0.96
Hungary
51.6
1.01
Latvia
68
…
Estonia
65.6
1.28 (0.91)
Finland
69.2
1.18
Poland
75.9
0.51
Lithuania
79.4
…
Greece
49.6
0.58
Bulgaria
81.9
0.46
Romania
79.5
0.48
Russia
86.7
0.44
Portugal
57.5
0.50
Yugoslavia
…
0.78

GDP per
capita
(1913)
5,032
4,207
4,130
3,950
3,833
3,764
3,488
3,452
3,096
2,733
2,507
2,275
2,255
2,096
2,098
…
(2,050)
2,050
…
…
1,621
1,498
…
1,488
1,354
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 Czechoslovakia 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 countries 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 boundaries 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 Lithuanian GDP per capita was certainly lower.

APPENDIX

215

Table 2. Live births, mortality, infant mortality, population growth
and illiteracy in European countries during the years 1921–
25 or 1920–24
Population
Live
Infant
Country
Mortality
growth Illiteracy
births
mortality
per year
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
44.1
24.1
224
20.0
…
Soviet Russia
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 mortality 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 reliability 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 production of the heavy industry and agricultural sectors in 1913 and 1920. According
to Arno Köörna, industrial production constituted 53% of the combined industrial and agricultural production of the country in 1913, with agricultural production 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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