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The currency of a society is the medium which facilitates the exchange of goods

or services between individuals or groups of individuals in the market. Currency acts in

such a manner because it represents the perceived value of goods or services at a specific

moment in time and because it allows individuals to trade goods during a present time

frame, then postpone the exchange of the currency which represents the value of that

individual‟s present goods for other goods which he values more than the value of his

previous goods, at a later point in time. However, if the role of money as a store of value

is compromised, there can be severe consequences on the market, as can be observed

historically through an analysis of the Sixteenth Century Price Revolution in Western

Europe. The Sixteenth Century Price Revolution began to emerge as early as 1470 and

lasted until as late as 1650, making it overwhelmingly the most prolonged and influential

occurrence of widespread rampant inflation in modern history (Fischer 70). As is the case

with many historical/political events whose repercussions were widespread and rampant

upon society at the time of their occurrence, the Sixteenth Century Price Revolution

became a watering ground for economic theorists and historians eager to test their own

personal theories against the data present from the time and to make a name for

themselves in the intellectual community based upon their findings. In fact, the

complexity of the situation and the obscurity of data from the time period lend itself quite

well to the testing of theories and the manipulation of data in order to prove these

theories. This longstanding debate not only revolves around the impetuses which spurred

and sustained the inflation in Western Europe, but also effects that this inflation had on

the society in terms of the viability of inflation as a source of economic stimulation. A

number of economically contested ideas, including the quantity theory of money, the
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Malthusian population theory, Hamilton‟s profit inflation theory, which influenced

Keynes‟s active fiscal policy and his multiplier effect theories, some of the models and

ideas from Adam Smith‟s Wealth of Nations, and a number of other theories whose

effects have been less dominant upon modern economic thought, claim close historical

and economic ties to the information which these intellectuals gleaned from the Price

Revolution. However, a comprehensive analysis of the viable data remaining from the

time reveals that a number of the ideas which influenced many of these divergent views

were involved in the Price Revolution to a lesser extent than the theorists may have

emphasized and the dominant factor in understanding the phenomenon is the

manipulation of the money supply and the effects that said manipulation had upon both

the domestic and foreign economies of the time.

The Sixteenth century was a time of catalytic change in Western Europe. With the

discovery and exploration of the New World abroad and additional technological

advances which preceded and contributed to the modernization of the financial industry

and the Industrial Revolution two centuries later, the face of Europe was beginning to

change in a very substantial way. The Price Revolution was preceded by the Renaissance,

which is overwhelmingly considered an era in which the populations of Western Europe

experienced relative peace, harmony, and stability (Fischer, 63). In fact, one of the most

substantial reasons that the Price Revolution protruded in such stark disparity from the

Renaissance is that the countries of Western Europe had been experiencing equilibrium in

terms of the prices of commodities and labor during the fifteenth century, and even a very

subtle deflation, as opposed to the violent inflation experienced during the sixteenth and

seventeenth centuries (Fischer, 51). The Bubonic Plague had wiped out nearly a third of
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the population of Europe in the Fourteenth century, concentrating the previous wealth of

these individuals in the hands of the remaining two-thirds (Munro). In addition to this,

the Catholic Church had strict bans against usury, which is essentially the act of charging

interest on currency loaned to others, and the mines which served as a source of precious

metals were producing at a low, constant rate (Munro). However, technological advances

in the mining industry, as well as the prolificacy of currency debasement by royals, and

the emergence of Protestantism as an alternate to Catholicism began to disrupt this

equilibrium in a way which, to this point, had not been thoroughly documented by

historians. Also, structural changes in Mediterranean trade with Ottoman conquests,

diverted more and more of the new silver flows away from the Levant to north-west

Europe from 1517 (Munro).

One of the first historical references to the beginning of the price inflation

phenomenon occurred during the festival of San Giovanni in Florence June 24, 1491

(Fischer, 65). A month before this festival of celebration of the economic prosperity of

the country, the mint-masters had issued a new Florentine coin which they claimed would

perform miracles on the economy (Fischer, 66). Shortly after this celebration, their leader

Savonarola was seemingly murdered by his incompetent physicians, and the country was

cast into widespread poverty and conflict, as Savonarola‟s son, as well as his son‟s

replacement were both incapable of supporting and defending the country (Fischer 68). In

response to the devaluation of currency and the political turmoil, prices surged to

unprecedented rates during the 1490‟s as the economy began to fail, marking the

beginning of what was about to become a widespread phenomenon across Western

Europe (Fischer, 68). However, this debasement phenomenon was certainly not an
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isolated occurrence. In fact, Henry VIII of England is infamous for his “Great

Debasement”, a program which initially debased silver coinage by 11.11% in 1526,

which he increased by an additional 23.14% in 1542 (Munro). Additionally, his successor

Northumberland debased the fine silver content of the penny to an amount which was

equal to an overall reduction of silver content by 83.1% from the 1526 coinage (Munro).

Queen Elizabeth restored the silver coinage to the traditional fineness of 92.5% fine silver

in November 1560, but by this point, the Price Revolution had come into complete

fruition, and a number of other factors contributed to the continuation of rampant

inflation in Western Europe (Munro).

As stated previously, the Sixteenth Century Price Revolution began to emerge as

early as 1470 and lasted until around 1650, an incredible 180 years, making it by far the

longest instance of prolonged price inflation in modern history (Fischer 70). Although the

prices increased by average only about one percent per year during this period of time,

making it seem almost insignificant in reference to modern rates of inflation, the most

remarkable aspect of the era was the length which the inflation endured (Fischer, 70). As

the inflation of prices become apparent in the early to mid-sixteenth century, England‟s

Parliament reacted in response to this peculiar phenomenon by forbidding the exports of

food and wood until prices rose above a specified level (Fischer, 75). As is often the case

with trade barriers, the institution of these “protective” tariffs are contagious and usually

mimicked by other countries, crippling trade, and harming the economies of each of these

countries in significant ways. The decade of the 1590‟s was the furthest point of

economic degradation during the Price Revolution (Fischer, 91). At this point, the real

wages and industrial prices remained at a depressed level, while fuel and food costs
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continued to climb at an increasing and unstable rate (Fischer, 92). However, by the mid

seventeen hundreds the crisis had come to an end, and equilibrium appeared once again

throughout Europe after a period of economic transition and rehabilitation (Fischer, 102).

In order to clearly understand the effects of monetary inflation in the Sixteenth

Century Price Revolution, it is essential to first have an understanding of the concepts of

the supply and demand of money in a market economy. According to sound economic

theory, “supply is the total stock of a commodity at any given time; and demand is the

total market demand to gain and hold cash balances, built up out of the marginal- utility

rankings of units of money on the value scales of individuals on the market (Rothbard,

160)”. One of the most unique aspects of money as a commodity is that it is not desired

to be consumed (Rothbard 297). The demand-to-hold aspect of money is what gives it

such a distinctive function of being able to be held as a stock for future sale, which is

incredibly important in understanding inflation, which is the devaluation of currency in

relation to the current stock of commodities in a market (Rothbard 197-198). In the

market for money, a commodity which allows for the indirect exchange of goods and

services by acting as a medium of exchange and a store of value, the supply of money is

either very durable in reference to production at any moment in time in such systems as

the gold standard, or it is determined exogenously to the market most usually by the

government (Rothbard 297). One of the most unique aspects of the Price Revolution in

Sixteenth century Western Europe was that the gold standard was disrupted by an

unprecedented influx of new precious metals due to technological advances in the mining

industry and the discovery of new mines in the Americas in the latter half of the Sixteenth
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century as well as the emergence of monetary notes controlled exogenously by federally

controlled financial institutions (Munro).

The inflation of currency is tempting to those increasing the money supply

because the money which they inject into the money supply is not expected by the

market, and it is accepted by others under the expectation of a stable money supply

(Rothbard 300). Essentially, money represents the value of the good that it is exchanged

for at the specific moment of the exchange. Because of this, the value of money is backed

by previous production, and it allows for the distribution of goods in the market to be

allocated in such a manner in which they represent the most desired demands of the

individuals in that market. If an entrepreneur produces more of a good than is desired,

that entrepreneur suffers a loss and is forced to sell the goods at a price at which those in

the market are willing to pay for that good, and he will reduce the production of that good

so that he will not suffer further losses. However, if currency, which is not backed by

previous production, is introduced into a market, the currency will break this balance and

the allocation of resources in the market will not actually reflect the demands of

consumer. For this reason precisely, inflation is extremely attractive to inflators because

it allows these individuals or groups of individuals to purchase the goods or services

which they desire at little actual cost to themselves, yet at the market price in society

which is based on the desired allocations of resources by others in the market. When this

occurs, the demand for these goods rises along with the prices of these specific goods

(Rothbard 300). Gradually, this new money makes its way through the economy raising

the demand for certain goods as the prices for these goods on its way, eventually

redistributing income and wealth to those who initially introduced the new money into
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the market as well as those who received the new money early at the expense of those

who received the new money later during this process or those who may have a fixed

income and did not receive this new money at all (Rothbard 300). Because of this, there

are two different types of shifts in relative prices caused by the increase in money: “(1)

the redistribution from late receivers to early receivers that occurs during the inflation

process and; (2) the permanent shifts in wealth and income that continue even after the

effects of the increase in the money supply have worked themselves out. (Rothbard 300)”

In addition to this, the new money in the market causes a systematic distortion of the

production structure, or a lengthening out of the production structure beyond what is

actually sustainable in the economy. The reason that this occurs is that these investment

processes which had previously not appeared to be profitable for investment appear to be

profitable due to an increase in loanable funds not backed by savings which are

consequently receiving investment from entrepreneurs. The production structure will

lengthen and widen at the higher stages of production because these are the stages which

had previously been unprofitable for investment. These new processes of production take

time to complete, and this lengthening process is therefore justified if individual‟s time

preferences also go down, but since that money supply was increased by credit

expansion, this is not the case. When these entrepreneurs begin the new supposedly

profitable business ventures, they are forced to pay higher wages to their employees in

order to bid them away from the employment stages already available in the existing

stages of production. However, the price of natural resources and factors of production

will increase due to the fact that there wasn‟t actually any capital investment funding the

increase in the money supply, raising the overall price of production for the employers.
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Since these business ventures still appear to be profitable at first, the entrepreneurs

continue to invest in them and to pursue them, and the demand for consumer goods will

actually increase. In a vivid example of the Ricardo effect in reverse, the wages will

begin to decrease faster than the price of consumer goods, and they will bid back down

the structure of production to the lower stages of production which will now once again

become more profitable than the production process at the higher stages of production.

This reversal will cause a massive readjustment of the production structure in a number

of ways. One of the most devastating effects of this reversal is that the entrepreneurs who

had previously engaged in malinvestment now experience a cluster of entrepreneurial

error. Because their investments are faltering, and they are no longer experiencing the

profits necessary to fund their investments and complete them in a manner in which they

could continue to experience profit, they will demand more loans to finish paying off

these investments. However, the causal effect of an increase in demand upon any market,

include the market for capital funds, is a shortage of supply which correspondingly

results in an increase in the price of that commodity, which in this case is loanable funds.

Because of the higher interest rates, some production processes that had been begun at

the higher stages of production will not be finished because the entrepreneurs will have

gone bankrupt and will not be able to finish their investment in these processes resulting

in a waste in investment from sunk capital, resulting in less capital than had existed

before the capital expansion. Some of the immediate effects of financial reversal of the

boom are stock market crashes in addition to the increase in interest rates and loss of

capital. The bust of the business cycle is the liquidation of the investments which should

not have existed in the first place. This reversal happens because of consumer
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