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ABSTRACT: As a socially, politically, and economically complex communi-
ty, the Kingdom of Serbs, Croats, and Slovenes faced numerous financial difficul-
ties. In order to enable the state to function smoothly, revive and develop economic 
activities, and allow citizens to meet their daily needs, it was necessary to establish 
a unified financial system. The elements of this system, particularly the establish-
ment (or redefinition) of a central bank, expanding its network by incorporating 
branches of the Austro-Hungarian Bank to facilitate payment transactions, con-
trolling the kronen and replacing them with new national currency, and imple-
menting measures to stabilize the dinar, will be examined by the authors through 
the analysis of literature and primary archival sources. 
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Introduction 

 
The unification of Serbia with other South Slav territories into a joint state 

was a significant political and economic turning point. The proclamation of the 
Kingdom of Serbs, Croats, and Slovenes (KSCS), on 1 December 1918, resulted in 
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the creation of a new sovereign entity which, in addition to facing constitutional and 
legal ambiguities, was also marked by powerful ethnical, social and economic differ-
ences. The KSCS, with 11.98 million inhabitants (by January 1921 census), was 
the most complex among the new countries in Europe and represented a patchwork 
of historically formed cultural and economic regions.1 

The constituent parts of the KSCS were marked by different and divergent 
paths of economic development.2 Industrialization began in the Northwest, in Slo-
venia, soon after the Revolution 1848–1849, and was at an enviable level before the 
First World War (metallurgy, wood processing, chemical and food industry). De-
velopment gathered speed in Croatia and Slavonia from late 19th century, supported 
by a notable inflow of foreign capital. Zagreb came to be recognized as its hub, while 
wood processing industry developed in Slavonia. Dalmatia remained economically 
backward, with the first important industrial undertakings emerging in early 20th 
century (food, chemical and cement industry). In the final two decades of the 19th 
century, in addition to the still highly prevalent craftsmanship and manufacture, 
efforts were made in Vojvodina to develop the agricultural industry, so the number 
of sugar refineries, steam mills and breweries went up. Despite the two laws on 
supporting domestic production (1873 and 1898), the development of industry in 
Serbia greatly depended on Austria–Hungary and its interests. It is only the trade 
dispute and the Customs War between the two neighbouring countries in 1906 that 
spurred domestic production, which was now free from disloyal Austro–Hungarian 
competition, and that enabled the rise of the textile and food industry. The begin-
nings of industrialization in Bosnia and Herzegovina (BiH) ensued after its occupa-
tion by Austria–Hungary (1878), but they were mostly in the function of wood and 
ore exploitation. In Macedonia, Kosovo, and Montenegro there were no traces of 
industrialization, while manufacturing production was only poorly developed.3 

There were differences in the degree of development of transport as well. Railway 
construction in Slovenia began as early as in 1849 as part of the railway which connect-
ed Vienna with the Empire’s periphery, while railways constructed in Croatia (1870), 
Slavonia (1875) and Vojvodina (1852) connected these areas with Budapest and were 
mutually connected only later. At the Berlin Congress (1878) Serbia was given the obli-
gation to construct railways. By 1884, it built the Belgrade–Niš railway which would 
then continue to Bulgaria and Turkey. Railways in Macedonia and Kosovo served for 
making the connection with Thessaloniki (1873–1874). Separate local networks 
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(intended for natural resources exploitation), often disconnected from other networks, 
were also developed in Dalmatia and BiH, while Montenegro got its first railway as late 
as in 1908. The integration of heterogeneous railways in the new state, in addition to the 
severe damage to the network caused in Serbia during the war, was impeded by the ex-
istence of five systems of different track gauges. Finally, river transport was underdevel-
oped, while road transport was only incipient and the use of cars marginal.4 

In a country where 76% of the population lived in rural areas, there were sig-
nificant agrarian differences as well. By contrast to the small peasant holdings dom-
inant in Serbia, in northern parts there were large private and church estates whose 
owners were mostly not supportive of unification, while in BiH, Dalmatia and the 
areas Serbia acquired after the Balkan Wars, feudal relations persisted and were yet 
to be abolished to ensure the transfer of ownership to farmers.5 

The occurrence of the KSCS was attended with great expectations, among 
other things, of economic progress. However, before attempting to achieve greater 
unity (and, according to some expectations, also integration) among the nationally 
formed peoples, who lived in different political, economic and social conditions and 
belonged to different religions, with some areas linguistically very distant and hav-
ing significant differences in culture and tradition, it was necessary to resolve the 
inherited economic and social issues. Urgent matters included the restoration of war 
damage, repayment of debts, eradication of feudalism, making up for shortages of 
capital and skilled labour.6 

Like other countries that had been large battlefields, Serbia suffered extensive 
destruction.7 The consequences of the war were evident, not only because of the 
devastation which the enemy left behind after withdrawing, but also because of 
large-scale damage incurred during the occupation. The German, Austro–
Hungarian and Bulgarian military or occupation authorities carried out robust eco-
nomic exploitation, which affected agriculture in particular. According to the first 
inventory of war damage from November 1918, goods worth as much as around 5 
billion dinars (4.4 billion French francs) were seized from Serbian peasants or de-
stroyed. Cattle breeding suffered, as between one-third and more than four-fifths of 
the livestock was lost.8 In addition to material damage, Serbia also suffered im-
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mense human losses, the extent of which causes controversies to this day.9 Esti-
mates are that the total demographic loss of all areas constituting the KSCS was 
around 1.9 million.10 

The situation in the regions of the former Austria–Hungary was not alarm-
ing, as there had mostly been no direct combat actions there. Agriculture suffered 
the most as yield declined due to a lack of labour, while industry was almost fully 
incorporated into the war economy. The least developed BiH suffered the most from 
direct conflicts, particularly in its eastern and southern parts. According to the re-
ports of the Land Government in Sarajevo, 1200 iron plows, 1500 wooden plows, 
3000 threshing machines and 10,000 carts were destroyed, and total damage was 
estimated at 3 billion kronen.11 Considering the scope of destruction, human and 
material casualties of the First World War, the peace treaties signed during the Par-
is Peace Conference acknowledged the right to damage reparation to the Entente 
and the allied powers, including Serbia. The total agreed sum of 132 billion German 
gold marks (USD 33 billion) was more a reflection of political negotiations than of 
the requests of the damaged parties, but it too turned out to be unrealistic.12 Germa-
ny was to pay 126.3 billion over 60 years, while the rest, 5.7 billion, referred to Aus-
tria, Hungary, Bulgaria and Austria–Hungary successor states, with 5% of German 
and 10% of other payments belonging to the KSCS (a total of 7.2 billion gold marks, 
or 9 billion gold dinars). 

As noted by the Minister of Finance Momčilo Ninčić, in the initial months af-
ter the unification cash requirements were huge and there were no sources any-
where, as one could not “count at all on regular income in a state whose financial 
organisation has been destroyed”.13 Addressing the members of the Temporary Na-
tional Representation, he highlighted budget, tax and currency issues as being of key 
significance. The volume of kronen in circulation was unknown and there were no 
data based on which to prepare the state budget. The chronic lack of money was a 
standing problem and the expenses mounted further. The Government ascribed this 
state of things to the consequences of the war, the general increase in prices and the 
process of forming of new institutions, but it was obviously unable to secure reve-
nues and to collect taxes. This was also due to unequal levying and collection of tax-
es in different areas. Leaving aside western areas, where only some kind of voluntary 
tax was in place after the separation from Austria–Hungary,14 tax collection was 
uneven and disorderly in Serbian areas as well.15 
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The difficult state of things called for prompt financial consolidation and uni-
fication, which was supposed to produce (and indeed did produce) not only eco-
nomic but also political consequences. Some of the first measures to integrate the 
financial and economic system concerned the establishing of the central and issuing 
bank for the entire KSCS with a developed network in the function of a single pay-
ment system and lending to the corporate sector, unification of the money system 
and stabilisation of the national currency. Though frequently imperfect, activities to 
achieve the demanding goal of financial integration were comprehensive and, in 
some stages, powerfully intertwined. Their successful implementation until 1925 
coincides with the general European trend of transitioning from post-war recovery 
to the brief and limited boom which preceded the Great Depression.16 
 

National Bank 
 

The Kingdom of Serbia was the only one to have an issuing bank (since 1883). 
The intention of the new financial authorities was therefore to extend its activity to the 
whole KSCS, so that money issuance would not be carried out by government authori-
ties which could then be tempted to print money without coverage in order to offset ex-
penditures. As it was not known when the regular national assembly would convene, 
the Government and the Privileged National Bank of the Kingdom of Serbia reached an 
agreement and, in the form of a contract, adopted the Law on the National Bank of the 
KSCS. The new central bank began operating on 1 February 1920. Since the capital of 
10 million dinars17 was not sufficient to operate under new conditions, it was planned to 
increase the volume of share capital by an issue of 40,000 shares (along with the existing 
20,000) in the nominal value of 500 dinars, but with the sales value of 720 dinars in 
gold per share and additional 10 dinars per share on account of costs.18 

According to the plan, 130 dinars were supposed to be paid in December 
1920, with the remaining 600 dinars to be paid over a period of five years. Howev-
er, only 2266 shares were subscribed by end-December. The management of the 
National Bank examined the reasons for such state of things and concluded that the 
lack of success was to be ascribed to political circumstances, as the subscription of 
shares was announced during the campaign for elections to the Constitutional As-
sembly (28 November 1920). At the peak of parties’ rivalry replete with rallies, ac-
cusations and pre-electoral uncertainty, the management noted that the current 
“disordered political circumstances (...) make people unwilling to part from their 
gold, as they do not know what future has in store”.19 
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It is also certain that the success of the first subscription of shares was hin-
dered by the strict terms of purchase. When, following amendments to the Law on 
the National Bank in April 192120 it was made possible to buy shares for banknotes 
in silver as well and the limit on shareholders’ profit was abolished, all the remain-
ing shares were sold successfully by March 1922 and the subscription was made by 
725 shareholders.21 Still, there were no major changes in the composition of share-
holders by nationality. Serbs continued to be the dominant shareholders and the 
intention to include members of other nationalities, primarily from the western re-
gions, did not materialise. The economic reasons for this include the lack of trust in 
an institution which took part in the liquidation of the Austro–Hungarian Bank 
which, until recently, had been the guarantor of capital of rich citizens from north 
and west areas. However, there were also political reasons. The initial euphoria over 
liberation and unification22 was replaced by distrust and then, by mounting ten-
sions, especially as it became clear that the Serbian Court, as the key driver of activi-
ties aimed at constituting the state, and the opposition, whose most vociferous rep-
resentatives included the Croatian Peasants’ Party, had very different views regard-
ing the regulation of the state and its institutions.23 
 

Takeover of Branches of the Austro-Hungarian Bank 
 

The division of Austria–Hungary into seven old and new states meant the 
forming of as many monetary areas and types of kronen in circulation.24 Due to the 
monetary separation, it was necessary to liquidate the Austro–Hungarian Bank, as 
confirmed in the peace treaties signed with Austria in Saint-Germaine-en-Laye 
(1919) and with Hungary in Trianon (1920).25 As the ratification of the treaties was 
slow, the commissioners, i.e. liquidators, were appointed with a delay, in August 
1920, but they did not begin work until April 1921.26 The Austro–Hungarian Bank 
had a wide network of 102 branches, of which 15 were in the territory of the KSCS 
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(Novi Sad, Subotica, Zrenjanin, Pančevo, Vršac, Zemun, Zagreb, Varaždin, Osijek, 
Sarajevo, Banja Luka, Mostar, Ljubljana, Maribor and Split). These branches were 
placed under sequestration as assets of the enemy state at the beginning of 1919. 
Money and other movable valuables were transferred to the treasury of the Funds 
Administration in Belgrade, while property was managed first by the Ministry of 
Trade and Industry and then by the Ministry of Justice.27 

The Law on the National Bank envisaged the takeover of branches of the 
Austro–Hungarian Bank on terms to be subsequently defined. As the Government 
wanted the branches to start operating as soon as possible because of the exchange 
of kronen and easier distribution of money, on 11 March 1920 an agreement was 
made with the National Bank of the KSCS on the urgent start of takeover of facilities 
and movable property.28 The basis of the agreement was the model applied in Po-
land in 1919 according to which the National Bank accepted the cash from the 
branches with the obligation to use it to settle the liabilities of the Austro–
Hungarian Bank in respect of gyro-accounts and treasury bills. In order to ensure 
operational functioning, agreement on the appointment of employees and the take-
over of branches in the territory of the KSCS was made on 20 May 1920 in Vien-
na.29 The takeover agreement had a temporary nature, and the National Bank did 
not become the owner but a lessee of the branches, paying rent to the state,30 while 
the basis for the start of operations was a circular letter with instructions on the 
keeping of businesses books and making of an inventory count of valuables of 1 July 
1920. By October, all branches were operational, except the one in Split which, due 
to a dispute between the KSCS and Italy,31 opened its doors in January 1921. Soon, 
in order to normalise payment transactions, contingents of cash began to arrive.32 

The takeover of the branches could not be legally completed without the liq-
uidation of the Austro–Hungarian Bank. To reach an agreement, several confer-
ences were held in Vienna from January 1921 between the representatives of Aus-
tria and Hungary and the representatives of Italy, Poland, Romania, Czechoslovakia 
and the KSCS. Though there was much disagreement among successor states,33 the 
economic situation was so difficult that they agreed to divide the valuables through 
advance payments before the signing of a final agreement. The basis for division was 
the volume of withdrawn and exchanged kronen and the number of inhabitants in 
unified territories. Hence, 15 million gold kronen was to go to Czechoslovakia, 14 
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145–147. 
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D. Novaković's report to the Minister of Finance, 22. 3. 1922. 
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million to Romania, 10 million to KSCS, 7 million to Poland and 4 million to Italy. 
After 30 May 1921, when the liquidation protocol was signed, the successors divid-
ed gold as well on several occasions (only in October 1922, 73 crates of minted gold 
in kronen, perpers and Turkish liras, worth around 14 million gold kronen, were 
delivered to the KSCS).34 The KSCS acquired ownership of the buildings and inven-
tory of the branches based on the sales agreement signed with liquidators in Mari-
bor on 23 May 1921. The amount of 2.75 million gold kronen was deducted from 
the advance part of the valuables which appertained to the KSCS. The National 
Bank soon paid same amount to the Government, thus becoming the owner of the 
branches. Finally, the takeover of the assets and liabilities of the branches posed 
many problems, including that of the currency in which claims would be collected 
and debts settled. Eventually, the liquidators agreed to suggest to successor states 
that their national banks receive to their account all assets and liabilities of the 
branches, and that the balance, which would either be a debit or a credit, be added 
to or deducted from the sum for withdrawn banknotes of the Austro–Hungarian 
Bank issued before 27 October 1918.35 Regardless of the protocol, the liquidation 
was not completed until 1931 due to issues faced by the branches, disordered 
books and archives.36 

The Government of the KSCS confirmed the agreements on the liquidation of 
the Austro–Hungarian Bank by a decision of 20 July 1921.37 The sequester on 
branches was lifted and the Government undertook to hand the money taken out 
from treasuries by civil or military authorities over to the National Bank. On 4 April 
1923, the Ministry of Finance issued a decision on the liquidation of assets and lia-
bilities of former branches subject to which all rights and liabilities in the procedure 
were transferred to the National Bank. The decision described the procedure for the 
liquidation of assets. Namely, debtors were invited via official heralds to settle their 
debts by 30 June 1923 (other than mortgage loans for which the liquidation bank in 
Vienna was competent),38 in dinars, at the exchange rate of 4 kronen for 1 dinar. 
Since the liquidation of assets and liabilities did not go according to plan, the Minis-
try of Finance extended the deadline by a year. Through its branches, the National 
Bank was to invite deposit holders to withdraw their valuables and borrowers to 
settle their obligations, and to file court charges against them if they fail to do so. 
The branches were required to hand over the inherited kronen to the banknote de-
pository in Belgrade.39 

The activities on liquidating the Austro–Hungarian bank continued in 1924 
as well, when the final tranche of gold kronen from the liquidation estate was paid 
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out. From January 1921 until November 1924, the KSCS received over 35 million 
gold kronen on six occasions40 and, in 1925, a certain amount of foreign exchange 
as well. Based on a decision of the Ministry of Finance of April 1926, the National 
Bank handed over all inherited valuables to the State Attorney’s Office,41 but even 
this did not mark the end of the liquidation activities because as late as in 1927 it 
was still collecting the coupons on Austrian bonds.42 
 

Exchange of Kronen 
 

The most obvious financial problem in the everyday life of KSCS citizens was 
a multitude of currencies in circulation. Particularly sensitive was the question of 
Austro–Hungarian kronen and, less so, of the Bulgarian levs. In order to determine 
the volume of kronen in circulation at least approximately and protect the new mar-
ket, only five days after the first KSCS Government was formed, on 25 December 
1918, the Ministry of Finance issued an order prohibiting the bringing of kronen 
into Serbian parts of the state, i.e. into pre-war Serbia and Montenegro (by end-
January 1919 this measure was extended to the entire KSCS), and ordering the 
marking (stamping) of kronen and lev, with numeration and signing.43 According to 
Kosier and Steiner, stamping and signing of kronen in western regions of the KSCS 
was carried out based on an order of the Ban of Croatia of 8 January 1919.44 

The banknotes were stamped in the following way: imprint of the stamp for 
the receipt of documents of a local authority was made upon each banknote and the 
serial number from the list of money bearers was written on the imprint. The 
stamping was done in the presence of the bearer and the banknotes were immedi-
ately returned. Because of the importance of data on the volume of kronen in circu-
lation, county prefectures were required to submit the lists of stamped kronen ur-
gently by telegram to the Ministry of Finance, and only subsequently to mail them. 
It was still difficult to determine the exact scope of stamping with precision as, ac-
cording to the National Bank 5,323 billion kronen were stamped by 31 January 
1919, while Stojadinović wrote about 4,875 billion kronen, and the Delegation of 
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the KSCS in Paris came out with a tentative figure of around 5,572 billion, noting 
that the number could be as high as 8 billion.45 

The kronen banknotes in the KSCS were practically nationalised by stamping, 
and the intention was to break the monetary union with Austria–Hungary. That was 
important because the timing of the currency replacement was still uncertain.46 After 
the stamping, and to encourage internal trade, it was allowed to bring stamped kro-
nen into the territory of pre-war Serbia and Montenegro.47 Although the stamping 
clearly drew a monetary boundary in relation to other areas under the dominance of 
the krone, it sparked controversy, with the greatest resistance emerging in Croatia. 
According to Nedeljković, the parts of the Croatian society whose interests were deep-
ly intertwined with other parts of the former Austria–Hungary “campaigned against 
this measure in a way that was even slightly inappropriate”.48 

Though the KSCS was the first country in which the kronen were stamped,49 
the belief that this would prevent a further rise in the volume of kronen in circula-
tion proved to be unfounded. As the value of the krone quickly declined, in October 
1919 the KSCS stopped officially setting its exchange rate against the dinar and 
abolished the possibility for dinar obligations to be settled using the kronen.50 As 
the stamped kronen had long been in circulation, including not only valid banknotes 
but also many with a forged stamp (which was possible due to the primitive stamp-
ing technique), there was a need for re-marking.51 The regulation of 11 November 
1919 set out a more efficient measure – marking (by special stickers).52 Partial 
withdrawal of kronen was carried out at the time, because 20% of the total value of 
banknotes presented for marking was deducted, which was supposed to represent 
the inflation rate in the past period. The 1- and 2-krone denominations were not 
included by this measure, while stickers of different colours were attached to the 10-
, 20-, 50-, 100- and 1000-krone banknotes.53 The marking began on 26 November 
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and, by early January 1920,54 5.686 billion kronen were marked,55 or 360 million 
more compared to the stamped banknotes (excluding 1- and 2-krone denomina-
tions) according to the data of the National Bank, 114 million more according to the 
data from the Peace Conference or as much as 811 million more according to Stoja-
dinović.56 Be that as it may, an immense quantity of illegal money had been placed 
into circulation in less than a year.57 

All successor states were faced with the problem of the large volume of kronen 
in circulation. They therefore prohibited kronen from being brought into their territo-
ry and announced that they would not acknowledge the issue after October 1918 at 
the time of exchange. They had to contend with a multitude of counterfeits and went 
through different stages of marking the banknotes before the exchange in order to de-
termine the amount in circulation. The provisions of the Saint-Germain and Trianon 
treaties committed them to marking the kronen within two months, to replacing them 
with the national currency within a year at an exchange rate they determine and, final-
ly, to handing over all the inherited kronen to the Reparation Commission. However, 
numerous problems emerged in practice. In case of the KSCS, for instance, it was not-
ed that the inventory count was made more difficult because of a multitude of different 
kronen. There were as many as ten types in the treasury of the Ministry of Finance 
alone: white Austrian, Austrian with red stamp, Austrian with Hungarian stamp, 
Austrian with suspicious stamp, kronen of other issues, Bolshevik, marked, with 
counterfeit stickers, counterfeit and confiscated kronen.58 

The number of kronen circulating in former Austro–Hungarian territories 
was difficult to establish. According to Austria’s Foreign Trade Chamber, in March 
1919, out of the entire sum in circulation, 31% was in Czechoslovakia, 21% in Aus-
tria, 18% in Hungary, 12% in the KSCS and 5.2% in Romania, while 12.8% was in 
Italy and Poland. Estimates were that there were also around 18% of unmarked 
kronen, the most in Czechoslovakia and Austria. Finally, contemporaries also noted 
that, in search of a more favourable exchange rate, the kronen easily crossed the still 
soft borders between the states. Thus, because of a mandatory tax of 50%, many 
kronen from Czechoslovakia ended up in Austria.59 

The Law on the National Bank envisaged the release into circulation of an is-
sue of the KSCS dinar which would replace the kronen, but this did not materialise 
quickly. In 1919 there were still both Serbian dinars and marked kronen in circula-
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tion. Their relation varied during the year and finally stopped at the exchange rate of 
4 kronen for 1 dinar. In the meantime, a series of KSCS dinars of state issue in de-
nominations of 5, 10, 20, 100 and 1000 dinars (actual value of 20, 40, 80, 400 and 
4000 kronen) arrived from printing. As of 2 January 1920, the printing of the kro-
nen amount on these dinar banknotes began in the Funds Administration in Bel-
grade,60 creating specific krone–dinar (dinar–krone) banknotes. Contemporaries 
from the professional and business world were baffled by the reasons for such deci-
sion by the Government. Some, like Bajkić, believed this was done in order to avoid 
confusion among the general population when calculating the value and because of 
the grave danger that a comprehensive reform could be misused in order to raise 
prices, while Kosier saw in this a politically determined decision.61 

The exchange of kronen for dinars with the printed krone value, which took 
place between 16 February and 3 June 1920, was carried out by the Ministry of Fi-
nance. The National Bank, involved in internal reorganisation, did not participate in 
organising the exchange, though its staff helped in technical matters.62 The creation of 
economic unity in a country such as the KSCS was a laborious process, and a good 
illustration of the lingering of old habits and economic ties is the fact that the krone 
was valid as legal tender in the KSCS until 1923, even longer than in Austria.63 

Once the kronen were replaced by the specific dinar banknotes, the banknotes of 
the National Bank of the Kingdom of Serbia also remained in circulation for some time 
yet.64 Through contemporaries believed that the exchange had put an end to discussions 
and arguments for and against the exchange rate at which kronen were valued, the con-
trary proved to be true. The relation of the krone and the dinar remained contentious 
over the coming decades, and, particularly on the Croatian side, was used as evidence of 
the Great Serbian hegemony and economic exploitation of the western regions.65 
 

Measures for Currency Stabilisation 
 

 Extraordinary post-war circumstances gave rise to currency instability in 
many a European country and sudden fluctuation in the value of money was condu-
cive to all kinds of speculations. The run-down and devastated economy of the 
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KSCS was incapable of meeting the growing peacetime needs and the Government 
sought to find a policy that would stabilise the dinar and ensure enough gold and 
foreign currency for foreign payments. The dinar’s value in the international market 
and its domestic purchasing power were on a decline from the unification until end-
January 1923. To stabilise the dinar, the Government put in place firm measures 
limiting the outflow of foreign exchange and gold and silver money from the coun-
try. The rise in inflation, a typical consequence of any major war conflict of modern 
times,66 was attributed in the KSCS to economic and political causes typical for the 
greater part of Europe – economic devastation and the loss of human capital, 
changes in state borders accompanied by disturbances in trade flows, high unem-
ployment, industrial dislocation, fiscal deficit, accumulation of public debt and its 
enormous growth as a percentage of GDP and, especially, the factor of uncertain-
ty.67 The KSCS, plagued especially by the poor state of the economy, shortage of 
foreign currency, slow and unfavourable regulation of reparation and unification of 
money, was particularly severely struck by political uncertainty due to national ten-
sions which arose in parallel with the unification.68 

Striving to suppress inflation, the KSCS Government resorted to administra-
tive measures. By the regulation of 30 March 1919, it established the Central Office 
for foreign payments, a body in charge of collecting foreign currency needed to effect 
foreign payments on behalf of the state, the control of spending and distribution of 
surplus foreign currency to importers. The Central Office included representatives 
of the National Bank, Ministry of Finance, Ministry of Trade and Industry, Trade 
Chamber and Industrial Chamber. However, due to a considerably higher volume of 
imports compared to exports, the Central Office could not secure enough foreign 
currency, so it stopped operating at end-September 1920.69 

Though the value of the dinar steadily weakened (until June and again 
from August 1920), the currency was listed on the Belgrade Stock Exchange as 
of 1 March 1919, and on foreign stock exchanges having stronger links with the 
KSCS (Budapest, Vienna, Trieste and Thessaloniki) only in 1921.70 A steady 
depreciation of the dinar value was spurred by the two currencies in circulation 
and the constant increase in money supply. Shortages of goods strengthened the 
black market and other speculative business. Importers handed over foreign 
currency to the Government at the times when it was the most expensive, while 
keeping their liabilities in arrears, or bought other goods abroad instead of re-
paying the foreign currency. To strengthen the dinar value and moderate the 
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agio, the Ministry of Finance offered foreign currency for sale at a lower ex-
change rate at the Belgrade Stock Exchange.71 

As elsewhere in Europe, the KSCS economy profited from the inflationary 
conjuncture. The renewal incentivised demand, while also driving price growth and 
public debt, and the Government responded by printing money. In late 1923 the 
quantity of circulating money was eightfold that in 1920, but money devaluation 
was conducive to the growth in demand for material goods and encouraged new 
investments.72 In the post-war renewal effort, industrialisation was stepped up, 
though it could also be viewed as a consequence of the development of a modern 
society, assuming the expansion of the secondary and tertiary sector, spreading of 
urbanisation and independent development of science and technology.73 A sudden 
growth (until 1922 around 140 new factories were set up annually) could be more 
readily attributed to the revival of demand after gloomy war years than to govern-
ment efforts. Conducive to this growth were low tariffs (at the level of pre-war Ser-
bia), which turned upward under the impact of the financial crisis of 1922, when 
the Government started to intervene more directly.74 

Wavering between free and restrictive imports, in October 1920 the Ministry 
of Finance transferred the operations of the closed Central Office for foreign pay-
ments to the General Inspectorate, Department for cheques and foreign exchange by 
the regulation on foreign exchange and currency transactions. Importers were able 
to exchange foreign currency for dinars (and kronen) at the National Bank and 
banks authorised by the Ministry for these transactions, and to receive a special cer-
tificate thereof, while exporters were obliged to import and sell to the National Bank 
the equivalent of the foreign currency obtained for the goods sold and obtain a cer-
tificate thereof which served as a guarantee in customs clearance. Banks kept rec-
ords and informed the ministry about these operations. One-third of purchased for-
eign currency belonged to the Government, that is the National Bank to which the 
authorised banks were obliged to hand over foreign currency, without commission. 
The concentration of foreign currency at the National Bank was supposed to create a 
quantity sufficient to meet foreign payments and reserves which could be used to 
intervene in the domestic market during the dead season. Still, administrative 
measures failed to prevent a further fall in the dinar value.75 

Next phase of currency policy began in July 1921 when the Ministry of Fi-
nance and the National Bank made an agreement according to which the central 
bank assumed all operations of procurement of foreign currency needed by the state 
to effect foreign payments, as well as all foreign payments ordered by the Ministry. 
Although the National Bank was sceptical about the agreement, it instilled a certain 
order in the foreign exchange market. The market was freed from sudden demand 
because foreign currency needed by the Government was purchased at the most 
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favourable exchange rate, evenly throughout the year. The second benefit was that 
this created an ideational basis for the accumulation of a foreign exchange stock at 
the National Bank (foreign exchange reserves), which would play an important role 
in the later consolidation of the dinar.76 However, as this measure failed to yield 
results in the short run and did not strengthen the dinar, based on the Rules regulat-
ing trade in foreign exchange and foreign currency from September 1921, the Min-
istry of Finance set up a board tasked with regulating the imports and analysing all 
issues of currency relations. The board included experts from the National Bank, 
private banks and chambers of commerce in Zagreb, Ljubljana and Sarajevo.77 

A certain stabilisation of the political situation after the adoption of the Vi-
dovdan Constitution (June 1921) did not significantly contribute to putting curren-
cy circumstances in order. That is why in February 1922 the Government author-
ised the National Bank as the sole seller of dinars abroad. To facilitate the imple-
mentation of this decision, the National Bank transferred this right to 13 major 
commercial banks in Belgrade, Zagreb and Ljubljana. While at first the dinar value 
soared, it soon began falling and touched the level of 740 dinars for 100 French 
francs (vs. 200 dinars for 100 francs in October 1920), so that system also failed to 
produce the desired result. In June 1922 the KSCS took a loan from a New York 
banking firm Blair & Co. in the nominal amount of USD 100 million. During the 
dollar purchase (September–November 1922) the dinar value in stock exchanges 
strengthened, but once the purchase stopped in December, the dinar again suddenly 
depreciated (695 dinars for 100 francs).78 

A new period in the conduct of foreign exchange policy and the role of the 
National Bank began after December 1922, when Milan Stojadinović took office as 
the Minister of Finance. With a brief recess, he oversaw this ministry until April 
1926 which was a long period for Yugoslav circumstances and marked the policy of 
continuity (as many as five ministers changed in office until 1922). Unlike his pre-
decessors, Stojadinović (1921, 40) did not think administrative measures were able 
to prevent the dinar devaluation and stopped the practice of central foreign ex-
change bodies since they failed to produce the desired results, while creating “the 
regime of individual permits”.79 As of January 1923 exporters were able to buy 
foreign currency from authorised banks based on customs declarations, of which 
records were kept.80 The fall in the dinar value was halted already in February 
(600 dinars for 100 francs), and in March 1923 Stojadinović tasked the National 
Bank with setting up a foreign exchange department which would be in charge of 
all foreign exchange operations and start the purchase and sale of foreign currency 
for Government purposes in stock exchanges via the temporary exchange account. 
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The minister’s intention was to gradually increase the dinar’s value by listing it on 
the European stock exchanges, as the regulators of currency strength. Stojadinović 
believed in the strength of stock exchange operations, guided by the belief that “a 
currency is worth as much as it is demanded“,81 and his model was to a large extent 
followed by France during the third Government of Raymond Poincaré (of 1926) in 
a bid to appreciate the weakened franc.82 

Owing to its active policy in the foreign exchange market, in 1923 the Na-
tional Bank managed to buy one third of foreign currency generated by exports and 
to secure the funds for foreign payments by the Government. To further solidify the 
gradually strengthening dinar, Stojadinović directed the National Bank to start buy-
ing and selling foreign currency to monitor its value in the foreign exchange market. 
From February 1923 until August 1925 the constantly growing dinar strengthened 
by as much as 79% against the Swiss franc, i.e. from 5.12 to 9.17 francs for 100 
dinars.83 Not even the short-lived replacement of the minister of finance (July–
November 1924), could shake the stability of the national currency. The active role 
of the National Bank in the new currency policy was confirmed by the amended in-
terpretation of the Law on the National Bank in the segment pertaining to the bank-
note contingent which may be used for purchases in foreign stock exchanges, so as 
of August 1925 it was allowed to exclude such banknotes from the regular contin-
gent. This in fact meant the stabilisation of the dinar and the setting of standing 
principles for future work with the domestic currency so it would be protected from 
speculations and shocks.84 However, once the monetary stabilisation set in, the 
short-lived construction boom deflated and the first signs of the crisis in the agricul-
tural sector appeared, stemming, among other things, from the inherited economic 
lagging behind the developed Europe.85 
 

Conclusion 
 

After the creation of the KSCS, a single country gathered communities which 
shared some similarities but were also divided into different areas with separate, 
sometimes very heterogeneous, social, economic and cultural patterns and divergent 
historical experiences. The level of development weakened along the northwest-
southeast axis, while the level of poverty and ramifications of war devastation grew 
in the opposite direction. The initial euphoria over national liberation and unifica-
tion was swiftly replaced by economic difficulties which parts of the political elites 
would begin to prey on to forward their particularistic objectives. 

The new state inherited an economy in a poor condition and financial chaos 
marked by multiple currencies in circulation, inability to collect taxes and lack of 
data needed for preparing the budget. Since financial recovery was necessary, while 
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political tensions offered no hope of swift constitutional regulation of the state, the 
Government started the consolidation by its own measures. First, in an agreement 
with the National Bank of the Kingdom of Serbia, it amended the law and expanded 
the Bank’s activity to the territory of the new KSCS (1920), while significantly in-
creasing the volume of share capital and expanding the ownership structure. With 
smaller efforts the capital was collected, but the ownership structure did not reflect 
the national structure of the state, partly due to the lack of trust and partly because 
of the political attitude. 

The next important step concerned the establishment of the financial net-
work, which meant including the Austro–Hungarian Bank branches into a new sys-
tem. Although the branches in the territory of the KSCS were sequestered as the 
property of the enemy state, to legally incorporate them, it was necessary to liqui-
date the Austro–Hungarian Bank, which turned out to be a cumbersome process 
due to the disagreement among successor states. To include the branches into the 
system as soon as possible, due to the necessity to exchange money (kronen) and 
enable normal payment operations, the Government concluded with the National 
Bank an agreement on temporary takeover with the obligation to settle the debt of 
the Austro–Hungarian Bank. With the liquidators of the Austro–Hungarian Bank, 
the Government concluded the agreement on the appointment of employees (1920) 
and, after the liquidation, also the agreement on the purchase of branches (1921), 
which the National Bank bought from the state. 

Major financial difficulties in the everyday life were multiple currencies in 
circulation and inflation. Even before the end of 1918, the first measures were 
taken to control the circulating money, first by limiting the circulation of kro-
nen, and then by stamping them, primarily with the intention to determine the 
money supply in circulation. Due to the primitive technique, the stamping did 
not yield good results and such kronen remained in circulation for an extended 
period, until a new form of designation was introduced in late 1919: marking. It 
was then established that hundreds of millions of kronen had illegally entered 
the market in less than a year and the measure was implemented of taking away 
20% of banknotes handed over for marking. The new dinar of the common state 
was not issued until 1920, when the money was exchanged. However, economic 
and political reasons motivated the Ministry of Finance to mark those banknotes 
in a special manner – by printing the value in kronen along with the existing 
dinar nominal value (1 dinar – 4 kronen). 

The financial consolidation was supposed to be rounded off by the 
strengthened domestic currency (the dinar) which was badly hit by post-war 
inflation. Initially, the Government tried to collect enough foreign currency to 
meet its liabilities and stimulate foreign trade through administrative measures. 
However, several such attempts in 1919–1921 proved fruitless. Inclusion of the 
National Bank (1921) in the conduct of currency policy had short-term results 
(and the potential that was not recognised at the time), but soon the dinar start-
ed weakening again so the way out was sought in the credit of US private capital 
of USD 100 million (1922). The dollar inflow briefly spurred the dinar growth, 
but the old weakening trend soon prevailed. A successful foreign exchange poli-
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cy, resulting in a stronger dinar, was ushered in by the measures of the new fi-
nance minister Stojadinović (1923), who sought the exit in the real sector, i.e. in 
the free purchase of foreign currency necessary for imports and listing of the 
dinar on European stock exchanges as regulators of currency strength. In this 
way, the dinar strengthened by almost 80% in about two and a half years, prac-
tically stabilising by 1925. 
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ESTABLISHMENT OF THE FINANCIAL SYSTEM IN THE KINGDOM OF 
SERBS, CROATS, AND SLOVENES AFTER THE FIRST WORLD WAR 
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Summary 
 

Among the new states on the map of Europe in 1918, the Kingdom of SHS was the 
most complex. It was composed of previously different state-legal entities (independent 
Serbia and Montenegro and several areas of Austria-Hungary) with uneven levels of eco-
nomic development and diverse national, religious and linguistic communities. Part of the 
territory of the new state (Serbia) suffered war destruction, gross economic exploitation 
and many human casualties, and the entire country was gripped by inflation accompanied 
by the black market and other speculations. In order to unify the currency, ensure state 
payments, revive trade and credit and other activities to establish a unified financial sys-
tem, the government undertook several interrelated and chronologically intertwined steps. 
There was a redefinition of the function of the National Bank of the Kingdom of Serbia, 
whose activity was expanded territorially, the capital was increased and a new manage-
ment staff was introduced in accordance with the national and new shareholder comp. For 
the sake of the functioning of regular payment transactions, which was important not only 
for the state, but also for all citizens, activities were carried out to take over branches of the 
Austro-Hungarian Bank. The original sequestration was replaced by a temporary regula-
tion of work and finally by agreements and contracts by which the National Bank bought 
the property and took over the personnel of the branches. The specificity of KSHS was the 
multitude of currencies in circulation. Considering the quantity, the Austro-Hungarian 
kronen was a particular problem, so several steps were taken to control and stabilize it, 
from stamping, through marking with a deduction of 20 percent of the value, to issuing 
money simultaneously denominated in SHS dinars and in kronen and replacing the kro-
nen with those denominations. Due to the complex economic and financial circumstances 
and non-economic measures of the government, the national currency was continuously 
losing its value. In order to ensure its stability and strengthening, and indirectly to ensure 
sufficient amounts of gold and foreign currency for foreign payments, the state authorities 
undertook a series of measures of an administrative nature, which had a limited effect. It 
was only with the measures of foreign exchange liberalization and the listing of the dinar 
on the stock exchanges, initiated by the Minister of Finance Stojadinović, that the dinar 
began to appreciate and its de facto stabilization was achieved. 
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