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PREFACE

Many years ago, when in H.M. Treasury,
I received instructions to prepare a report on
the Public Finance of France. My report,
when presented, appeared to find a certain
amount of favour. For, even in those
Gladstonian and economical days, it was
printed, and earned the approbation of the
rather formidable Chancellor of the Exchequer
of that time, Sir William Harcourt.

Adventuring in the same direction I also
composed some papers on the policy of the
Bank of France, which The Times did me the
good service of publishing at the close, I
recollect, of 18¢4.

I must confess that since then I have not
put pen to paper on that subject. It seemed
so uninteresting for the public, so dry,
technical, and strange. France fed on deficits
and flourished, as the Pontic king fed on
poisons and flourished too. And there were
those complicated accounts, the despair of
even the best French experts : budgets extra-
ordinaires, budgets annexes, budgets autonomes,
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PREFACE

comptes hors budget, comptes spéciaux, budgets
des dépenses recouvrables. Most of this, it is
true, could be simplified into the one word,
borrowing.

Nor was the subject spiced by the presence
of any very commanding personalities. 'There
was no Colbert with his front négatif, the face
that says, no. Did not Thiers pronounce thata
Minister of Finance must possess the quality
of férocité? Did not Madame de Sévigné
declare for a “ man of marble ”? None such
was visible on the foreign scene,

And then, suddenly, at the opening of 1924,
a Financial Crisis sensationally appeared. It
had been, indeed, long in preparation, but,
when it did come, it got to work quickly. In
May 1924 it overthrew, so M. Poincaré has
stated, his powerful government of the Bloc
National. Not a year had passed ere it swept
M. Herriot out of office, the leader of the Cartel
des Gauches,

M. Painlevé, the new Prime Minister, in
April 1925 conceived an inconceivable plan.
He rang up Mamers on the telephone, nrgently
offering the post of Minister of Finance to
“ the best hated man in France,” to the outcast
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PREFACE

who had been solemnly proscribed by the
Senate five years before as a public enemy, the
“ protégé of Germany,” the despised and
detested ** Catiline.”

This redoubtable personage answered the
trunk call with the words “Je marche.”
Instead of the Tarpeian rock—the Treasury !

Even from across our side of the Channel,
where we have enough of our own troubles
and to spare, one watched, one could not
help watching, this Crisis in its development
with intense interest. So much went with
it for the world at large, and very specially
for ourselves. It was so important that our
public should realise correctly the causes of
its origin, its living significance, the results
which it would produce.

So I thought, I hope not too rashly, that the
time had come when I might venture to go in
again. I do so with many a backward glance
of regard for those who, whether at The Times
or at the Treasury, encouraged me of yore,

GEeorge PEEL.

27 BeLGRAVE Squarg, S.W.
September 1925.
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THE FINANCIAL CRISIS OF
FRANCE

CHAPTER 1

SUMMARY OF THE ARGUMENT

“ Les nations tendent 4 se rapprocher. Bientdt tout ce que
le sol produit, tout ce que P'industrie a créé dans les différens pays
deviendra un bien commun 4 I'espéce humaine. Tous les peuples
doivent finir par reconnoitre les mémes connoissances, par se
réanir pour les progrés de la raison et du bonheur commun.”—
Condorcet, Fie dr Turgot, édition de 1786, p. 308.

Tue argument of this book is, to start
with, that at the date of the opening of the
Great War the system of French Public
Finance was well-nigh obsolete and needed
reconstruction.

It had been, in the main, the work of the
revolutionary statesmen of the Constituent
Assembly, and of their mighty successor,
Napoleon. But during the century from

1815 to 1914 the heirs of the heroic age,
B 1



THE FINANCIAL CRISIS OF FRANCE

though individually distinguished, were too
far steeped in the accepted tradition to be
able to provide France with a financial system
technically abreast of modern science, or
politically fitted for the times in which we
live. So, in 1914, the flames of war con-
sumed the substance of that old order, all
the quicker that its virtue had departed and
its sap was dry.

Thus to the statesmen of our own hour fell
the ungrateful task of raising another system
amid the horrors of the worst catastrophe that
men have inflicted upon one another, and
amid the unutterable economic welter which
ensued. Like the sage Archimedes of old
days, they pursued their calculations in the
thick of warfare and did their reckonings in
the dust.

Yet, after as close and as impartial an
examination as I am able to furnish, my
conclusion will be found to be that the founda-
tions of the reforms thus accomplished, though
marred by many defects, have been well and
truly Jaid. If that conclusion be correct, then

France, for the first time in her long fiscal
2



SUMMARY OF THE ARGUMENT

history, which dates from Rome and still
faintly bears the hall-mark of the Casars,
stands possessed of a taxation system which,
though open to criticism in many points of
assessment and of levy, is soundly conceived.

Unfortunately, while this result was being
slowly attained, converse things were happen-
ing on the other side of the account. In
ten years’ time, from the middle of 1914 to
the middle of 1924, the internal national
debt of France rose from about 33 milliards
to about 278 milliards. Added to this was
the external debt, which, if expressed in francs
at their par gold value, was approximately
36 milliards.

The service of the internal debt, and also
the service of about one-seventh of the external
debt, was being duly met, Even this re-
stricted payment, however, was already absorb-
ing a high percentage of the reorganised and
expanding revenue. This ratio, which for
technical reasons is capable of somewhat vary-
ing calculations, may be taken as not far from
5o per cent. In the Budget of 1913 that
ratio had been only 20 per cent.

3



THE FINANCIAL CRISIS OF FRANCE

The raising of this enormous debt had
been dictated and justified, of course, by the
necessities of the life-and-death struggle. But
unfortunately there were several avoidable
financial errors—so, at least, I argue—which
accompanied this process. During the war,
more debt was raised than need have been,
and next it was issued on terms more onerous
for the State than was necessary. Thirdly,
after the war was over, more debt was again
raised than was essential ; and lastly, the error
was committed throughout of arranging the
maturities of the various forms of debt in a
sequence which would inevitably involve the
most dangerous embarrassments in the near
future.

Precisely in the middle of these operations,
and perhaps because of them, a new and
startling factor entered upon the economic
scene. The franc, of which the average yearly
rate had been 25.17 to the [ in 1914, and
which was still held at the rate of 26.75 to
the [ in 1918, fell thenceforward to the
levels which we know.

It might seem on a narrow view that this

4



SUMMARY OF THE ARGUMENT

fall of the franc might exercise a not un-
favourable reaction upon the Budget. So far
as the internal debt was of perpetual and
long-term denominations this devaluation
clearly lightened the load of the State at the
expense of the holders. But this pleasant
consideration was neutralised by the fact that
only about 150 milliards of the debt was of
this order. The remainder of the internal
debt was short-term and floating, and the
burden of these constantly renewable obliga-
tions of 128 milliards could not readily be
alleviated that way. Besides, the burden of
the external debt, being a contract in sterling
and in dollars, would react in the other
direction to the falling franc.

It therefore followed irresistibly that, though
some decline in the gold value of the franc
might be possibly acceptable, having sole
regard to the perpetual and long-term debt,
yet no severe or sustained fall could be con-
ceivably contemplated with favour by the
authorities of the Ministry of Finance. For
such a movement could not fail eventually
to upset the all-essential confidence required

5



THE FINANCIAL CRISIS OF FRANCE

from the holders of the short-term and floating
debt, who might if they lost faith take the
course of failing wholesale to renew. Thus
these latter creditors constituted the really
dangerous element in the situation, an element
which sooner or later could only be diminished
by asking the assistance of the public in a
funding operation. But no funding operation
would be practicable if the franc in which
such an operation would be conducted had
forfeited faith. Here, then, was the crux of
the situation, the articulus stantis aut cadentis
Reipublice. In the words of M. Caillaux,
“rien & faire tant que le franc ne se sera
pas stabilisé.” !

But, then, how was the franc to be stabilised ?

The argument proceeds to examine what
measures were taken in this direction from
1924 up to date, and to mark what we may
perhaps be excused for considering the mis-
calculations made, or finally the good accom-
plished.

Meanwhile, behind and beyond the grave
1 Projet de lov ayant pour objet dassurer le plein équilibre budgét-

asre, No. 1608, 1925, p. 12 of Exposé des motifs,
6



SUMMARY OF THE ARGUMENT

problem of the internal debt towered that
presented by the external debt. "This debt
was onec-seventh *‘commercial” and six-
sevenths *‘ political.” A Himalayan range
soaring up in all, as we have seen, to 36 mil-
liards of gold francs, or, otherwise stated, about
£1,400,000,000.

This problemn should have been tackled
and settled in 1919. Then was the unique,
the appointed hour which should have been
seized for settlement. If only some Prometheus
among statesmen had been there to shape
into a reasonable solution the molten emotions
of men! If only the genius of Lloyd George
or the wisdom of Wilson had seized the flying
opportunity ! If only Talleyrand, if only
Turgot, had been there that day! Then
perhaps the nations would have seen the
white light of reason, and would have forgone
the accursed burden of their mutual indebted-
ness,

The argument proceeds to consider the
existing situation created by this further en-
tanglement, and to examine the solution
of it,

7



THE FINANCIAL CRISIS OF FRANCE

Finally, I proceed to ask whether we can
hope that France, in spite of the extraordinary
difficulties of her situation, can attain to a
revenue so reorganised and to an expenditure
so adjusted as to secure for herself 2 bearable
Budget, a debt within her compass, and a
stabilised franc. My conclusion is in the
affirmative.

Will that desirable end, once attained, prove
a permanent settlement? Not if Christen-
dom, which since the fall of the Roman
Empire has been the scene of wars or the
stage for their preparation, is still bent upon
death. If we cannot substitute concert for
conflict, if we still refuse to grow great in
common, no financial policy, however skilful
or however scientific, will avail to avert the
speediest and most certain ruin, no, not if

there were ten Colberts or ten Caillaux in the
field.



CHAPTER 11

THE PENALTIES OF BAD FINANCE

“ 11 est des sciences absolament sereines qui ont de I'indulgence
pour leurs contempteurs et les laissent en repos. La Science des
Finances n’est pas de ce nombre. Elle a une terrible fagon de se
venger des gouvernements qui Pignorent ou qui la bravent.”—
Paul Leroy-Beaulieu, Science des Finances, préface de la s® Edition,
18gr1, p. ix.

Tue financial history of France, should it
ever be written in its entirety, would be a
tale of many crises. From age to age, during
two thousand years, a people of marvellous
industry and intelligence have seen the profits
of their labour intermittently swept away.
Those carnings have been claimed in turn by
irresistible Imperial Rome, by the feudal
barons, by medizval and Hanoverian England,
by the gay and greedy princes of Versailles,
by the Germany of blood and iron, by the
Russia of the Bolsheviks. This ever-recurring
loss, the burden of twenty centuries, has left
a profound imprint upon the French people,

9



THE FINANCIAL CRISIS OF FRANCE

(13

in matters of finance * the most sensitive and
easily alarmed minds in the world.”* How
to arrest that process of misfortune for the
future is still the problem for France to-day.

Rome, during her ascendancy of five cen-
turies in Gaul, constructed a fiscal system
which comprised many modern features, and
which, for a considerable period, seemed well
justified in its results. Serious as were the
criticisms directed against it in antiquity, “ we
- must conclude that it was not fundamentally
defective, since it did not prevent the marvel-
lous expansion of public prosperity during
the first two centuries of Roman occupation,
and a portion of the third.” ?

Gradually, however, that which had been
judicious, or at any rate tolerable, became
fraught with injustice and then with ruin.
It was not that the principles of the system
were so bad in theory. Rome aimed, more
or less on modern lines, at a balance between
direct and indirect taxation, the #riduta, on

v The Economist, February 28, 1925, p. 398.
1 Erpest Lavisse, Histoire de Franmce, 1900, Denxidme Partic,
Livre Premier, Chapitre Premier, p. 165.
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THE PENALTIES OF BAD FINANCE

the one hand, and the vectigalia, on the other.
But what had been rooted in arbitrary power
shot up presently into practices which were
as unjust and as disastrous as can be con-
ceived, a system of exemptions for the rich
and strong and of corresponding impositions
for the poor and weak. *Men, shut up in
a circle from which there was no escape, felt
their energy decay. They slackened in their
toil and contracted the range of their thoughts.
They lost all that sense of public interest
without which there is no such thing as patriot-
ism. They no longer sought to improve their
lot. A mortal poison spread throughout the
social system, stupefying the intelligence and
will. The evil had many causes, but when
one wants to explain that species of general
stagnation which characterises the end of the
Roman Empire in Gaul, we must not forget
that it was due, in a distinct measure, to an
unsound financial policy.”*

The Barbarians entered, and Feudalism suc-
céeded to the Barbarians. Through the long

1 Ernest Lavisse, Histoire de France, 1goo, Deuxidme Partie,

Livre Second, Chapitre Second, p. 28g.
II



THE FINANCIAL CRISIS OF FRANCE

dark night of six centuries we can faintly
discern that the fiscal system of Rome had
been so solidly founded that, though broken
into fragments, it disappeared not. Like some
old mosaic pavement which we now unearth,
it retained a recoverable life. As one of the
leading statesmen and economists of modern
France has written : “ The system of Roman
taxation survived the invasion of the bar-
barians. Under feudalism it crumbled but
was not destroyed. When royalty, in secking
to find a basis for its power in the unity of
the nation, made its great effort to acquire
the power of taxation and succeeded in so
doing, it was to the fiscal system of Rome that
it had resort. Ages passed. Political revolu-
tions and economic revolutions came and went.
The fiscal organisation of France adapted itself
to them all, but continued none the less to
bear the impress of the Roman economy. Even
to-day we trace that system in our methods
of taxation, just as in our soil we encounter
traces of the roads of Casar built so solidly
that they secem to defy the march of time.” !

1 M. joseph Caillaux, Les Impéts en France, 1904, Préface, p. 32.
1z



THE PENALTIES OF BAD FINANCE

It was indeed the fact that the unified and
homogeneous fiscal system of the Emperors
became parcelled out in the dark and feudal
ages, private rights usurping the public right
of old days. And, for centuries after, the
long and weary work of the French monarchy
was directed towards wresting, bit by bit, the
power of taxation from localities and indi-
viduals in order to secure it for the central
power of royalty. At length, in the fullness
of time, the royal right itself, so long victorious
in appearance, but now as much in acknow-
ledged decay as that of the Casars had been,
was replaced by the national right at the
Revolution of 1789.

How was it, we may pause to ask, that the
national right in finance did not successfully
assert itself till so late an hour as the close of
the eighteenth century 7 Why did fiscal free-
dom tarry for so long ?

One reason was, that the French monarchy,
in labouring constantly and successfully to
absorb the great medizval fiefs, steadily acquired
a revenue of its own, thus rendering itself
relatively independent of any popular assembly

I3
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or national control. Besides that, as Guizot
pointed out, the nation, spurred on by “the
really intense and invincible hatred which it
has always felt for the feudal system,” * gave
far too free a hand to the monarchy, as to
the sworn enemy of feudalism, in the economic
administration.

Further, we must remember that, owing
to the medieval possessions and claims of
England in France, there was between the
two countries “a chronic state of war from
1066 to 14573, when Bordeaux, the last English
possession in the south, was taken, or, if you
like, until 1558, when Calais fell to the
French.”* From all this it resulted that the
representatives of the French people finally
resigned the key of the fiscal fortress into the
hands of the French monarchs during the
course of the fifteenth century, on the under-
standing and with the compact that their
princes should rid France of the presence of
England. *“In 1439 the States General agree

1 M. Guizot, Histesre de la Civilisation en Europe, 18th edition,
1881, p. rog. :
% Prof. Stubbs, Lectures on Medizval History, p. 362.

14



THE PENALTIES OF BAD FINANCE

that the land tax should be levied on the
initiative of the king, so that he may be enabled
to entertain a standing army. . . . Feudalism
is conquered, but the absolute monirchy is
thus founded in its stead.”?

From this time onward, with remarkably
brief intervals and in spite of several short~
lived attempts at reform, the financial ad-
ministration can only be described as flagrant.
The more enlightened efforts of Louis XI,
and of Sully, the minister of Henri IV, were
little more than flashes in the pan. From
the death of the latter monarch at the opening
of the seventeenth century up to the French
Revolution there is not to be found a Budget
balancing with a surplus, except some few in
the time of Colbert, the great minister of
Louis XIV. And, though Colbert is regarded
as perhaps the most eminent Finance Minister
of the old régime, yet a survey of his twenty~
four Budgets shows that only eight of them
balanced on the right side.

Those monarchs of old France lived on bad
financial expedients. Their medieval plan was

1 M. Joseph Caillaux, Les Impéts en France, Préface, pp. 39-40.

15
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to debase the coinage when they wanted
money. Later, in the seventeenth and eigh-
teenth centuries, they pursued the practice
of pledging the revenues ahead, so as to obtain
lump sums down from the agents to whose
tender mercies they consigned the taxpayers.
What was most serious of all, they permitted
the feudal system to re-assert itself in matters
of taxation and to continue to flourish, in the
fiscal field at any rate, side by side with
themselves.

Taine, in his work on the Ancien Régime,
argued, with ability but with exaggeration,
that, out of every 100 francs of income which
a peasant might be earning prior to the French
Revolution, direct taxes took §3 francs, tithes
and seignioral dues 28 francs, or 81 francs in
all.’ Thus the peasant would be left, on this
calculation, with some 19 francs only, out of
which, in addition, he would have to defray
the salt tax and the wine excise.

It must be said that modern research has
reduced these scarcely credible figures. M.
Marion, in his work on this subject, has

1 Ancien Régime, p. 412, note 5, English translation.
16
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calculated that direct taxes took 36 francs,
and tithes and seignioral dunes together 24
francs, or 60 francs out of the 100.?

Even if we accept the latter and lesser
calculation, this weight of feudalism was heavy
enough, but, as the eighteenth century pro-
ceeded, it seems that it actually tended to
increase. So, at least, those writers, who
have recently studied anew that period of
French history, appear to have established.
As one of their number has well expressed
it, there was in process during the latter
half of the cighteenth century “a feudal
reaction ”” which took the form of enhanced
demands for the payment of feudal dues.?
This was indeed too much to be borne with
equanimity.

Thus, as the Revolutionary age opened, the
monarchy of France fell a victim to its long-
concealed weakness. Those princes, for all
their efforts, had never been competent to
overcome feudalism, after all, so that, as De

1 M. Marion, Les Impéts directs sous Pancien Régime, principale-
ment au XVIII¢ sizcle, p. 120.

1 M. Luchitsky, L’Etat des Classes Agricoles en France 3 la
Feille de la Révolution, 1911, pp. 102-4.
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Tocqueville once wrote, *feudalism, at the
opening of the French Revolution, still re-
mained the greatest of all the civil institutions
of France.” Translated into financial terms
this meant inequitable taxes for the many and
indefensible exemptions for the few. Monarchy
had thus become the accomplice, instead of the
antagonist, of feudalism. It had surrendered
to, or had compromised with, that very enemy
which it had been chiefly commissioned to
combat. That was why the knife of the
guillotine fell.

- How singular that the whirligig of time had
come full circle after fourteen centuries ! How
disturbing to reflect that, on the slippery slope
of the economic Gilboa, the shield of the
mighty, of the Capets no less than of the
Cesars, had been vilely cast away !

18



CHAPTER III

THE EXPENDITURE OF FRANCE, 1789-1914

“Je vois tous les Etats de PEurope courir & leur ruine.
Monarchies, républiques, toutes ces nations si magnifiquement
institudes, tous ces beaux Gouvernements si sagement pondérés,
tombés en décrépitude, menacés d’'une meort prochaine.””—Jean
Jacques Roussean, 1793 edition of #erks, Vol. IL, p. 2139.

WuaT was the nature of the financial policy
pursued by France from the date of the
Revolution of 1789 up to the outbreak of
warin 1914 ¢ We will examine in this chapter
the expenditure side of that policy. .

A high tribute must first be paid to the
zeal and goodwill of the statesmen of the
Constituent Assembly, who, in the first flush
of the Revolution, laboured strenuously, and
partly on sound lines, to rebuild the broken
economic structure of the Commonwealth.
But the nature of the times absolutely forbade
success, and it was impossible just then to
cure the errors accumulated through many

19
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centuries. Cursed with so many evil legacies,
harassed by wars without and civil chaos
within, France went speedily down into bank-
ruptcy.

According to the report of Necker, pre-
sented in 1789 to the States-General, the
annual expenditure bequeathed to France by
the fallen monarchy was §31 million francs,
included in which sum was the annual debt
charge of 207 million francs. But in 1797
this debt charge was officially pronounced to
be ““a sum far superior to the means of the
Republic,” and was drastically and disastrously
scaled down by two-thirds.

Thus Napoleon, on his accession to power,
was presented, on the one hand, with a great
advantage in the shape of a considerably
reduced expenditure, but, on the other, was
faced with a great problem in the shape of
an utterly ruined national credit. He soon
proved himself equal to this situation, and his
financial policy as regards expenditure can be
summarised as follows.

First, Napoleon set his face resolutely against
financing the State by means of further borrow-

20



THE EXPENDITURE OF FRANCE

ing. He himself only made a small issue of
rentes in 1813 after the Russian campaign,
with the result that, at the close of his reign,
the annual debt charge was no higher than
81 million francs,

Next, he realised that it is impossible to
found an economical administration upon the
quicksand of a debased and fluctuating cur-
rency, which he regarded, to quote the words
of one of his circulars, as “ the greatest scourge
of nations.” For this purpose among others
of securing a sound monetary system as the
only solid basis of all public and private trans-
actions, he established the Bank of France in
18c0. This was the achievement of which
he was most proud, and from the field of
Austerlitz he wrote that he was thinking more
about the Bank than about the enemy.

Further, the Emperor believed that it was
advisable in the interest of economy to avoid
the direct participation of the State in trade.
He considered, however, that the State should
help in securing facilities for the smallest and
humblest traders to obtain money at cheap

rates and, as far as possible, at rates that did
21 :



THE FINANCIAL CRISIS OF FRANCE

not vary. Thus he wrote to Mollien, his
financial right-hand man, in 1810, that he
wished that there should be inscribed over the
doors of the Bank of France these words in
golden letters: “ What is the end and object
of the Bank of France? It is to discount
all the Bills of all the business houses in France
at the rate of 4 per cent.” That policy was
sedulously, followed, and one hundred years
after his time the average rate of discount
of the Bank of France during the fifteen years
1goo—1gI14 was only 3.07 per cent,, while
there were only fourteen alterations of the
rate during that period, in contrast with the
seventy-five changes made during that period
by the Bank of England.

His poverty-stricken years in Corsica and
his military life at Auxonne had instilled
into him very strict ideas of expenditure and
accountancy. Hence his organisation of a
regular system of tax collection, as opposed
to the costly methods in vogue hitherto, and
the preparation of the cadastre, or register and
survey of the land of France, Hence, too, his

plan for controlling the State expenditure by
22



- THE EXPENDITURE OF FRANCE

means of a Court known as the Cour des
Comptes, the function of which was, and still
is, to pass judgment on the returns of the
Accounting Officers of the Budget.

Besides, this, he displayed an intense personal
interest in economising in his administration.
“ Where did you buy that ? How much did
it cost?” And when he got his answer
Napoleon used very often to say, “ That was
much cheaper when I was a Sub-Lieutenant :
I won’t give more for anything than anybody
else.” ' Or again, he would write to General
Duroc his Grand-Maréchal du Palais, *“ Noth-
ing must be spent except with the direct
approval of His Majesty ! 2

Nor did Napoleon omit, in the interests of
France and posterity, to found a school of
trained financiers, imbued with his governing
ideas and comprising such notable names as
those of Mollien, Gaudin, Baron Louis, the
Comte Corvetto, and de Villéle, Some of these
statesmen and financiers carried forward the

1 Mlke. Avrillon, Memosrs, Vol. L, p. 136.
3 Correspondence of Napoleon 1., Vol. XXII, p. 419; Letter to
General Duroc, August 1g, 1811,

23
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principles which they had learnt under him
into the later times of the Restoration. And
their tradition lasted long. Thus Baron Louis
informed and inspired Thiers, who in turn
handed on the torch to Léon Say.
Unfortunately, Napoleon pursued another
principle of financial policy, which, however
specious and attractive in appearance, well-
nigh cancelled by its fateful consequences the
good of all the rest. This principle was that
war should be made to pay for war. The
receiptsthus obtained, termed receztes extérieures,
were levied on the vassal States or on conquered
enemies. But this proved a fatal lure to ever
new adventures, and the last wages of his war-
fare were ruin, not revenue. In plain terms,
the Spanish campaign began the evil process,
the Russian disasters enhanced the financial
troubles of the State, until with Leipzig bank-
ruptcy began to show its face. A few weeks
after that disaster Mollien could write to his
master that, “ It is impossible for this state of
things to continue without a renewal of those
disorders which cannot conceivably be allowed
under the reign of Your Majesty, since it is
24
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Your Majesty himself who remedied them once
for all.”

Nevertheless, it must be said that the
financial system of the First Empire had been-
so solidly founded as to enable a very speedy
recovery to be made, a recovery mainly
engineered by the skill and devotion of Baron
Louis and the Genoese Corvetto. After all,
the task was not an impossible one. As
already mentioned, the total State expenditure
in 178¢g had been 531 million francs. In
1815 the corresponding figure was only 931
million francs, which reflected a really modest
addition to the State expenditure after nearly a
quarter of 2 century of wars. So speedy, at
any rate, was the financial recovery of France
that by 1818 her public credit may be con-
sidered to have been re-established.

What was the expenditure policy pursued by
France from that date onwards up to the out-
break of war in 1914 ?

During the course of the hundred years in
question a series of powerful and well-nigh
resistless forces, so resistless that they seemed
to assume the strength of natural forces,
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operated to swell the outlays of all medern
States.

One main cause of enhanced Budgets was,
of course, the vast extension of State services,
arising out of the new conceptions entertained
of the duties of the State towards its citizens.
France felt that influence as much as any other
people. To take a notable example, the sum
spent in the Budget on public education was
quite insignificant in the Napoleonic age and
only amounted to 2} million francs in 1830.
It stood at 328 million francs in 1913.

Another general cause of the growth of
expenditure during that age was the increasing
weight of militarism, whether incurred in past
wars and represented in that case by a burden-
some debt charge, or assumed by way of pre-
caution against wars in prospect and thus
represented by the direct naval and military
estimates annually voted by Parliament.

Such, apart from any change in monetary
values, were the main forces making in that
age for increased State expenditure. How did
France manage her public expenditure in view

of them ?
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The French Budget, which was 5§31 millions
in 1789, attained to 1 milliard in 1828, to 2
milliards in 1860, to 3 milliards in 1877, and
to about 3 milliards at the close of the century,
deducting centimes locaux, i.e. the share of the
local authorities in the Budget receipts. Hence
the Budget at the close of the nineteenth
century was about six times the Budget of
1789, as measured in terms of money.

Yet Léon Say, speaking in 1876, and looking
backwards to the days when the Budget was
only 1 milliard, argued with high authority
that, during that period at any rate, the real
weight of the Budget had not increased. His
argument was founded on an analysis of
property passing by death; from which he
inferred that the real wealth of France had kept
pace with the increased expenditure.!

At the close of the century Paul Leroy
Beaulieu re-examined the matter more com-
prehensively from 1789 up to date. Though
working by a different method he reached the
same conclusion as the one arrived at for the
shorter period by Léon Say. He argued that

1 Speech in the Chamber of Deputies, December 8, 1876.
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between 1789 and the date of writing the
precious metals had lost half their purchasing
power in France, and also that the productivity
of France measured in goods and services had
increased threefold. * Thus, valued in money,
the production of France in 1898 is about six
times as great asin 1789. Hence a Budget six
times as great to-day as it was at the moment of
the Revolution would not require a larger part
of the revenue of our citizens than did the
Budget presented by Necker.”!

These considerations may enable us to draw
the conclusion that, taking a long historic view,
up to the close of the nineteenth century the
national expenditure of France, though it had
shown in recent years disturbing signs of expan-
sion and irregularity, had not outrun the
capacities of the French taxpayers.

Nevertheless—whether because of some
inborn fallibility of financiers, or because the
course of Budgets, like that of true love, never
did run smooth—it unfortunately is the case
that, in spite of the above general conclusion,
notable signs of irregularity and disorder began

! Seience des Fimances, Vol. 11, pp. 195-6, 6th Edition.
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to manifest themselves in the financial policy
of France, as the nineteenth century drew
onwards, This disagrecable and unhappy truth
can best be established if we notice the growth
of that congenital disease of Budgets known as
supplementary estimates.

In this connection, it would appear, according
to a report of the Upper House in 1833, that
during the period 1815-1830 the average
supplementary estimates voted by Parliament
were only 40 million francs. But with the
growth of Parliamentary appetites a similar
report, published in 1878, shows that from
1840 to 1870 that figure of supplementary
estimates had grown to 250 millions on the
average and that France had scarcely more than
one or two Budgets that balanced on the right
side. After the war of 1870~1871 a better
state of things was established for a few years,
and then the old evil resumed its course, not
indeed on a scale such as would alarm us now-
adays, but still in a manner more disturbing
than before. Unfortunately, too, this tendency
in expenditure continued unabated or even
enhanced up to the opening of the Great War

29



THE FINANCIAL CRISIS OF FRANCE

itself in 1914. The date of this new epoch
can perhaps be fixed at the year 1883, so that
the period of serious disorder in question
extended over some thirty years.

The great disasters of 1870-1871 had been
swiftly followed by years of economic recovery.
The average price of the 3 per cent. rentes
in 1869 had been 71; it had fallen to 54 in
1871, but had recovered to 75 as early as 1878.
There had been an abounding and elastic
revenue resulting in excellent surpluses. And
then suddenly we read in 1883 of the financial
disorder of France : * With the largest debt
in the world growing rapidly, an unmanageable
floating debt, a constantly increasing expendi-
ture, and, on the whole, a slackening yield of
taxes and recurring deficits of indefinitely
large amounts,” 1

Following on this changing aspect of affairs,
we can trace, through the writings of the
economists of those days up to the close of
the period now in question, a chorus of dis-
approving and alarmist notes.

Thus writing in 1898, Paul Leroy Beaulieu

! Annual Register, 1883, p. 231.
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himself could declare : *‘ At no epoch have we
witnessed a greater prodigality. We seem to
wish to endow our democratic finances with all
the vices of the ancient régime . . . our
Budgets are entangled one with another so
much as to have lost all clearness and all
exactitude with the voting of enormous supple-
mentary credits. ‘The indefinite delays in the
clearing up of the accounts take away all
precision from the public finances. The con-
fusion between ordinary and extraordinary
expenditure, between taxes and loans, which
seem to serve alike for meeting expenditure,
obscures everything all round. No one has
any clear responsibility for the Budget, since
all the world is busy adding on to it and
upsetting it. In a word, after the altogether
correct Budgets of the Restoration and the
less correct but fairly orderly ones of the reign
of Louis Philippe and the Second Empire, it
seems that we are working to restore the
inextricable and incomprehensible finance of
the ancient régime.” ?

Accordingly, it is evident that, as the

1 Science des Finances, dition of 18¢8, Vol. IL, p. zor.
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twentieth century opened, a critical hour had
arrived in French finance. Nothing disastrous
or irreparable had been done, so far, Expendi-
ture had certainly not been on a ruinous scale.
Still, grave signs of fiscal deterjoration or disease
had begun to make themselves manifest.
Clearly, a more rigorous, exacting and per-
emptory control of expenditure, a more strict
accountancy, a more abstemious policy at
home, a less adventurous policy abroad, needed
all to be instituted. Unfortunately, things
happened otherwise.

The deciding factor which, as the twentieth
century opened and proceeded, began to direct
the expenditure of France into deeper channels
arose¢ from the pursuit of a great national
policy in Europe and overseas alike.

Between 1871 and 1914 France was increas-
ingly animated by a central and consuming
purpose, as embodied in the successive but
accordant policies of Gambetta, Jules Ferry,
Rouvier, Waldeck-Rousseau and Poincaré.
This policy had a twofold embodiment, but
only in the sense that, partly by Colonial
expansion and partly by a system of European
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alliances or friendships, one great purpose was
aimed at, the resurrection of France as an
international Power.

As regards French policy outside Europe,
“‘These statesmen had récourse to the policy
of ancient Rome. Rome, being weak in
Roman citizens and rich in the number of her
subjects, sought to make good her deficiency
in Latin soldiers by enlisting the legionaries
of Gaul, of Spain, or of Numidia in her service.
Colonial expansion became the complement, or
rather the buttress, of their general policy.
That policy was calculated to confer on France
the material power, the necessary weight, for
the assertion of her rights in Europe,”*

What reaction on the French Budget was
exercised by this Colonial expansion ? It was
a powerful influence, and it has been sketched
in vivid terms by the historian of modern France
in his standard work. * The acquisition of
enormous territories under diverse headings—
protectorates, annexations, spheres of influence
—rprocured for France a vast Colonial empire,
peopled with natives either barbarous or else

1 M., Joseph Caillaux, 4gadir, pp. 6, 7.
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hostile to the civilisation of France and refrac-
tory to assimilation. . . . Operations began
with Tunisia, and, starting with this first step,
the Ferry Ministry employed the procedure
which was to characterise the Colonial enter-
prises of the Republic. This was to demand.
insufficient credits and to conceal the full
meaning of the expedition in question in order
to avoid alarming public opinion; to send
troops “in little lots ”; to engage in military
operations before informing the Chambers of
Parliament and to incur expenditure before
having obtained credits; to involve ‘the
honour of the flag” and “the prestige of
France ” up to a point at which the country
could only feel itself bound to push the adven-
ture to the issue of conquest.” !

This policy outside Europe finally crystal-
lised into the resolution to obtain the Pro-
tectorate over Morocco.

The Moroccan enterprise was considered as
the last hope of that Colonkl Empire which
France had so steadily pursued for centuries.

! Ernest Lavisse, Histosre de France Contemporaine, Vol. VIIL,
p- 188,
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Time after time in India, in Canada, in
Australia, in the area now occupied by the
United States, in Tripoli and in Egypt, those
hopes had played her false. Here, it seemed,
was the final opportunity of making good
those long, traditional, and generally unfulfilled
aims.

In Europe the corresponding policy cul-
minated in the establishment of the alliance with
Russia and the Entente with ourselves.

France felt that the German peril forced her
to all this. It involved her in an expenditure
on a rapidly ascending scale.

There was first and foremost a race for naval
armaments. Suffice it to say that, during the
first decade of the twentieth century, this race
for naval armaments was so severe that if we
take the total naval expenditure of the eight
great Powers, it had swollen in that short
period by no less than 6 per cent. The
increase of France in that period was 37 per
cent.! ‘

Quickly following upon this pursuit of naval

1 “The Growth of Expenditurc. on Armaments,” Quarterly
Review, 1912, p. 224.
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expansion had come a similar expansion on
land.

The Army policy of Germany from 1870
to 1911 had been one of quinquennial revision
and re-organisation : * To this quinquennial
system the German army had owed much of
the homogeneity and steadiness which marked
its progress in strength and efficiency.” ' The
latest response of France to this growing organi-
sation had been that, in March 1903, she estab-
lished a uniform period of two years’ military
service for all persons without distinction, thus
abolishing the very large exemptions which
had been the rule since the law of 1889, The
result of this was that, though Germany had in
1910 a larger army than France, France had
reduced that superiority by means of the great
effort in man-power which she had felt herself
forced to make since 1905,

This was the situation when, in April 1911,
France decided to send an expeditionary force
to Morocco with a view to establishing a Pro-
tectorate in that country. As our Annual

1 “The French and German Army Bills,” Edinburgh Review,
July 1913, p. 224.
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Register recorded at that date, “the whole
nation understood the importance of the part
it had to play in North Africa, and accepted
responsibility for the new attitude about to be
assumed in Morocco.” *

The answer of Germany to this proceeding
was the despatch of the Panther gunboat to
Agadir in July 1911, a date which may be
taken as marking the initiation of that crisis
which was consummated in July 1914. Ger-
many, in abrupt departure from her quin-
quennial system, now brought forward a
measure for much increasing and improving
her army, and this measure became law in
June 1g12. This statute was quickly followed
by another yet more formidable proposal which
in its turn was embodied in the German Army
Act of 1913.

All this naturally enough created a profound
sensation in France. Accordingly, in March
1913, a solemn meeting was held in Paris of
the Supreme War Council, at which it was
decided that a Three Years’ Service Act must
be at once passed. Inquiries showed that the

Y danual Register, 1911, p. 301
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artillery was gravely defective, that the forti-
fications which should protect the frontier in
case of an invasion were in a parlous state, and
that large additional barracks were needed for
the increased number of recruits who would
require accommodation. Thus suddenly in
the early months of 1913 all financial prospects
were darkened to the gloom of night by the
knowledge that immense new outlays must be
provided on all manner of military material
at home, in addition to the constant and heavy
drain on the finances entailed by the Moroccan
enterprise, which was still causing large sums
to be spent by the French Treasury.1

This was the reason why, as the twentieth
century opened and proceeded upon its way,
that stern chorus of denunciation and invective
upon the part of the experts, which had first
arisen in the closing years of the preceding
century, swelled in volume and emphasis against
the expenditure system of France. The author
of the standard work entitled The Budget
wrote, for instance, in 19o6 : “The idea of
economy constitutes the very foundation of

L ef. The Economist of July 5, 1913, and December 6, 1913.
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the French mentality, but it has very little
success in the bosom of the State Budget. For
while private citizens accumulate savings with
a fervid zeal, the representatives of these same
private persons yield to the impulse of prodi-
gality with a fervour which is scarcely less.” 1

And again a little later at the end of 1908 :
“ Our Budgets, in spite of the strict network
of formalities by which they are nominally
hedged in, are swollen by irregular undertak-
ings, by over-spent credits, by unconcealed
waste and other abuses to which all the world
is party.” 2

These severe strictures, if they are tested by
the facts, contain a considerable clement of
truth, even if we view the matter from the
purely technical point of view. For instance,
in France the constitutional theory is that the
Budget of the coming year opening on the 1st
January has to be voted at latest by the day
before, the 31st December. But if we recall
the dates on which the Budgets were actually

L René Stourm, Le Budger, preface to the 5th edition, January

1g0b.
% Ibid., 6th edition, November 1go8.
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voted by Parliament during the twenty years,
1895-1914, preceding the war, we shall find
that sixteen of them were only voted after a
delay upon the appointed time varying from
two to seven months. Thus the Budget of
1913 was only passed in that August, or seven
months in arrear, and the Budget of 1914
only on the 1sth July of that year, or over
six months in arrear.

Another technical indication of a deterior-
ating finance was the sinister appearance of
comptes provisionnels and comptes spéciaux. The
purpose and meaning of these parasitical
accounts, the very curse of Budgets, was the
concealment of expenditure. Having expendi-
ture which you could not meet, you entered
it in a special account and you borrowed money
to defray it. Thus you withdrew that outlay
from your visible Budget expenditure and you
met it by increasing the floating debt. In
1914 we unearth from their concealment no
less than four of these special accounts—the
account for perfecting war material and the
installation of military services ; the account of
national defence and the Morocco expedition ;

40



THE EXPENDITURE OF FRANCE

the account of non-renewable expenses relative
to the national defence ; the account of expenses
relating to the improvement in naval equip-
ment,

This was really a series of ““ extraordinary ”
military Budgets, all fed by borrowing. These
outlays could be traced only by looking at the
figures of the floating debt. At the opening
of 1914 the floating debt was reckoned to have
reached 2,081 million francs. France was
borrowing by irregular methods in order to
meet her current military expenditure in time
of peace.’!

The root cause, as we have seen, of this
profound economic disturbance was the rapidity
of the race for armaments. If we take the
military outlay of France, including the
expenditure on the army, the navy, colonies,
and the pensions list of the combatant forces,
as it appeared in the Budget of 1913, this
entailed a burden of 2,110 million francs.
This was no less than 41 per cent., and over,
of the Budget of 5,067 million francs. In

3 ¢f. M. Germain Martin, Les Finances Publigues de la France,
1925, P- 47-
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1873 the corresponding charges had consumed
only a trifle over 25 per cent. of the French
Budget.

The remarkable fact was that the ““ Armed
Peace ” which had reigned in Europe since
1873 weighed on the finances of France during
the next forty years more heavily than on those
of any other people. The Bankers’ Trust of
New York and Paris has made a most careful
investigation on that point and has published
most valuable figures, Its experts have calcu-
lated the total cost of the Armed Peace from
1873 to 1913 for the six great nations of the
Continent, including the United Kingdom.
In the calculation in question the specific cost
of wars waged in that period are excluded, and
only the annual and normal Army and Navy
expenses are reckoned in. In absolute figures
France heads the list, with Germany, Russia,
Austria and Italy behind. France’s figure
converted into sterling is [1,717 millions,
while that of Italy, the lowest, is £602 millions.!

How heavily, we may ask ourselves, did the

1 Bankers’ Trust of New York and Paris, French Public Finance,
1932, p- 2.
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Budget of 1913 weigh upon the taxpayers of
France ?

In order to ascertain this we must not take
the whole of the 5,067 million francs included
in the Budget of that year, as in that case we
should be including the non-tax reccipts. The
tax receipts were in that year 4,135 million
francs, as furnished by the French Govern-
ment. Thus, as the population was 39,600,000
at that date, the taxation burden in that year
would be 104 francs per head, and this is,
indeed, the figure as calculated officially by the
French Ministry of Finance.!

The correctness of this calculation is, how-
ever, not accepted either by the League of
Nations or by the British Treasury. Thus the
Chancellor of the Exchequer stated in April
1925, in the House of Commons, that the
taxation per head of France was only 84.5
francs in 1913.2 In this he was in agreement
with the League of Nations’ estimate.

What was the reason of the difference in these

1 Inventaire de la Situation Financidre de la France, official docu-
ment No. 441 of 1924, p. 106.
2 See Times report, April ¢, 1925.
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two calculations ? If we analyse the figures we
can account for it, I think, as follows. The
French Government runs certain monopolies or,
in other words, certain industrial enterprises,
In arriving at their figure they reckon into the
taxation figures the gross receipts of their
enterprises. The British Government, on the
other hand, only reckons in the net receipts of
these enterprises, and thus arrives naturally at
the lower figure.

It may be considered somewhat pre-
sumptuous to call in question a calculation
adopted by the French Government in regard
to a technical matter of primarily domestic
concern, Nevertheless, it may be considered
that from the strict accounting point of view
the method endorsed by the British Govern-
ment would be more in accordance with the
usage generally accepted.

If, then, we accept the latter calculation,
the real burden on the French taxpayer was
84.5 francs in 19173, or, say, £3 7s. per head.
For the United Kingdom at that date the
corresponding figure, as officially furnished,
was £3 11s., omitting the pence in each case.
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In order, however, to institute & fair com-
parison between the two countries we must
bear in mind that the United Kingdom had
national income at that date of £2,250 millions,
or 5o per head.!

Asregards France, the most generally accepted
estimate of her national income at that date has
been furnished by M. René Pupin. His
estimate is a national income for France in
1913 of 37,500 million francs, or [i1,500
millions, equal to f38 per head of the
population.?

It is true that this figure has been criticised
by Sir Josiah Stamp and has been rated by him
only in Grade II for probability. Since then,
however, the French Ministry of Finance has
published its own calculation in the follow-
ing terms: ‘ Serious studies supervised and
rectified by the French financial staff on the
Reparations Commission have fixed, for 1913,
the total of the annual revenue of private

1 The estimate of Sir Josiah Stamp, confirmed by Professor
A. L. Bowley, Fournal of the Royal Statistical Society, July 1919,

P- 491.
% of Richesse Privée £t Finances Frangaises de I'Avant-Guerre
& PAprés-Guerre,
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persons in France at about 335,870 million
francs.”” ! This would be equivalent in 1913 to
£1,435 millions sterling, thus approximating
to the view of M. Pupin, and would mean a
national income of 36 per head.

Hence in 1913 the French taxpayer would
be paying a higher ratio, about g per cent. of
his income, than the British taxpayer, 7 per
cent, .

Remember, however, that this is based on
an uncertain factor, the actual figure of the
national income,

How did France defray, during the same
period from 1789 to 1914, the weight of
expenditure thus described in this chapter?
Her financial policy in respect of the levy of
taxation naturally falls to be considered next.

1 Inveniaire, 1924, pp. 107-8.



CHAPTER IV

THE SYSTEM OF DIRECT TAXATION, 1789-1914

“ Tous les citoyens ont Je droit de constater par eux-mémes ou
par leurs représentants la nécessité de la contribution publique,
de la consentir librement, d’en suivre I'emploi et d’en déterminer
la quotité, Passiette, le recouvrement et la durée.”—ZLa Déclaration
des Droits de I'Homme, Article 14, August 4, 1789,

WuaT, then, was the policy pursued by
France from 178g up to 1914 in regard to
raising the revenues of the State ? This policy
is of remarkable interest and significance,
especially in view of the events which were to
arise at the latter date, After eliminating
innumerable details, it ran as follows.

The governing and central idea of the
legislators of the early days of the Revolution
was that thé land was the sole source of wealth,
and that, in taxing it accordingly, fiscal justice
would be achieved as well as social justice,
since the land had fallen into fewer hands
than was desirable. Hence the financial
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authorities of the Constituent Assembly, while
seeking to limit taxation to' 300 million francs,
hoped to raise 240 millions of that sum by the
agency of the land tax.

The subsequent history of French taxation
is a movement on the whole away from
that assumption and that policy. That is
to say, indirect taxation ousted direct taxation
from its initial predominance. Thus it was
the policy of Napoleon to move quicetly and
steadily towards indirect taxation. If we
examine his Budget of 1813, the last year when
his finance was fairly normal, it appears from
the figures that by that date he had reduced
the proportion of direct taxation to one-third
only of the total taxation receipts.

In the view of the statesman and historian of
French taxation, M. Caillaux, writing in 1903,
this historic tendency was of a purely reaction-
ary nature. *‘The predominance of direct
taxation desired by the Constituent Assembly
was superseded by the predominance of indirect
taxation. . . . This reaction, which quickly
followed on the Constituent Assembly, began
with Thermidor, developed strength under the
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Directory, and proceeded under the Consulate,
the Empire, and the Restoration.” !

The opposite view of this question may be
illustrated by a sentence or two taken from the
work recently published by the distinguished
writer, M. Marion, on the financial history of
France from 1715 to 1818. In criticising
*“ that systematic hostility which in 1790 and
1791 had nearly destroyed the indirect taxes of
France,” he observes that * we must do justice
to that powerful movement of opinion which, in
reaction against the delusions of the Physiocrats,
so fashionable at the opening of the Revolution,
entailed a return to the indirect taxation so un~
justly repudiated on the occasion of the elabora-
tion of the new fiscal system in 179o~1791.” 2

The real fact was that, at this critical point
in her history, France could not bring herself
to adopt a sound system of direct taxation. In
default of this, she fell back inevitably upon
other taxation. But that she did so is no
matter for special eulogy.

' M, Joseph Caillaux, Les Impéts en France, Vol. 1., Preface,
PP. lxxviii, and Ixxx, ; November 1903,

¥ M. Marion, Histoire Financiére de la Framce depuis 1715,
Vol. 1V,, p. vi. of Introduction and p. 19.
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The direct system of taxation as instituted
at the Revolution had as its sheet anchor
the land tax, /impét foncier. But throughout
the period under review it was never levied
fairly and accurately, and this on three
accounts.

It was essential that any such tax should be
based on a correct valuation, But this was
never done. Napoleon, indeed, ordered a
survey, “ cadastre,” in 1807, but this was only
finished in 1850, with the result that during the
nineteenth century the assessments for the
land tax, whether applied to * property built
on” or to ‘“property not built on,” were
hopelessly at sea. It is true that under the
Acts of 1890 and 1914 remedial steps were
taken to assess it properly.

Next, in default of an exact assessment, this
tax was left to be what is technically known as
an impbt de répartition, i.e. a tax of which the
total yield is first fixed by the Government and
then is collected in rather random fashion by
the local authorities. The right thing would
have been, no doubt, to have organised it as
an smpét de quotité, ie. a tax fixed as a settled
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percentage on the net revenue of land and
houses.

Lastly, the tax was improperly levied because
it did not distinguish the dénéfice agricole, or the
profits made out of farming, from the revenu
foncier, or the annual value of the land as such.
The tax as instituted at the Revolution did not
touch the éénéfice agricole. It is of interest to
note that when in 1g9o7 M. Caillaux first
brought forward his memorable scheme for
the reform of French taxation, he based it on a
division of incomes into seven categories, of
which three were in respect of the existing
impot foncier, i.e. revenue from land built on,
from land not built on, and from farming
profits derived from exploitation agricole. But
that essential principle did not prevail until
the war years,

‘The statesmen of the Revolutionary age,
however willing in theory to limit direct taxa-
tion to the land tax, could not close their eyes
to the obvious fact that there were other sources
of revenue derivable from direct taxation.
In fact they established altogether four direct
taxes, so famous in French economic history
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under the name of the guatre wvieilles, i.e. the
quatre vietlles contributions. These were, besides
the land tax, the impor personnel-mobilier, or
personal property tax, the impor des portes et
fendtres, or tax on doors and windows, and the
impot des patentes, or tax on licences. All these
taxes lasted up till 1917 ; at that date the last
three were repealed, so far as the State was
concerned, and only remained for the local
authorities, while the impés foncier was already
being transformed and adapted to the needs of
the times.

Unfortunately, these three taxes, the supple-
ments to the land tax, were based upon an
incorrect principle of levy. What was this
principle, and why was it adopted and adhered
to with such strange tenacity by the enhghtened
statesmen of France?

The Revolutionary financiers, in resorting to
direct taxation, were at once confronted with a
serious difficulty. Direct taxation implies an
accurate assessment of wealth, and this, in its
turn, involves either investigation into private
affairs by the State, or else a formal declaration
and confession of wealth by the taxpayer. But
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the French public, which had just escaped from
the fiscal injustices of the ancient régime, felt
itself to be opposed to both procedures alike.
The phantom Governments rushing in head-
long sequence across the scene were not disposed
to add one more to their innumerable troubles
and accepted the fact of this antagonism,
They resorted, in fact, to an ingenious but
unsound compromise which with slight modifi
cations endured up to 1917. This comprom-
ise was that they dispensed the taxpayer
both from any individual assessment by the
State and also from the obligation of a personal
declaration and affidavit. The ingenious plan
resorted to was, in technical language, to rely
on signes extérieurs, or outward and visible
and tangible marks of wealth as a basis for
assessment. For instance, there was the house
which a man inhabited with its presumed rental
value, with its doors and windows indicating
the scale of his income; or, again, there was
the professional category in which a man
worked, furnishing, to some extent, the clue
to his means. This compromise stood up
till the War period as the governing factor
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in the policy of France regarding direct
taxation. '

M. Caillaux, writing in 1903 on these taxes
and their unimportant accessory taxes, faxes
assimilées, dismissed them with the sentence
that they were then “ quite out of date, ossified
in their original form, and wholly out of con-
tact with the living realities of the taxable
wealth of France.”! In verification of that
verdict, a few words must be said in explanation
of each of these taxes.

The personal property tax dated like the
land tax from the Revolution and the year
1791. It was in theory composed of two taxes,
a capitation tax calculated on the basis of three
days’ work and the tax on rent of the house.
“ The great vice of this tax,” wrote the leading
economist of France at the close of the nine-
teenth century, “is that it is a tax of reparti-
tion . . . the partitioning of it is wholly
unequal as between the Departments, and in
fact is quite as unjust as that of the Jand tax.”
This tax had originally been meant to be
a tax on personal property balancing that on

Y Les Implts en France, Vol. L., Preface, p. xcvil,
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real property, but during the course of-the
nineteenth century “it completely lost its
primitive purpose of a tax on personal revenue,”’
to become a fixed tax unadjusted to the con-
ditions of the days into which it survived.

The next of the taxes in question was that
on doors and windows. Enough of it to say
that, *“ to sum up its character, the tax on doors
and windows is one which it is impossible to
assess equitably.” 2

The last of the “four old ones” was the
tax on licences, /’impot des patentes. This was
initiated by the law of 1791, and perhaps no
other tax underwent more frequent manipula-
tions by the Legislature. The amending law
of 1880 thus defines it : ¢ Every individual,
French or foreigner, who exercises in France
a business, a trade, or a profession not com-
prised within the exceptions determined by
the law, is subject to the tax on licences.”
The principle of levy for this tax was to exact
a droit fixe and a droit proportionnel, the idea

! Paul Leroy Beauliew, Science des Finances, Vol. L, pp. 439,

444.
3 Ibid., p. 426.
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being to range all the occupations into distinct
classes, at the same time to regulate the amount
of the tax by the profits presumably realised
by members of that particular occupation.
It will be thus observed that it adhered to
the principle of taxation by * exterior signs,”
since it avoided inquiries into exact profits
and confined itself to the injustice of pre-
sumption.

Such, from 1791 up to 1914, was the
financial policy of France in regard to direct
taxation. Apart from some trifling “ assimi-
lated ” taxes, it consisted of the four taxes
mentioned above. In 1913, the last clear year
before the war, these taxes yielded the very
modest sum of 634 million francs, or about
£25,000,000. Apart from any question of
the total yield, this system was chaotic, unjust
and antiquated. The hour had struck when
it must be swept away.

Indeed, the French Ministry of Finance
admitted as much in 1924 when it published
its famous Inventory of the financial situation
of France. In the course of that document the

Ministry wrote, with a backward look at the
56



THE SYSTEM OF DIRECT TAXATION

system of pre-war finance : * Our four ancient
direct taxes were based on certain outward
signs of wealth. But the value of these Iatter,
as presumption of ability to pay, was constantly
decreasing, and it became daily more obvious
that these taxes could not be adapted to the
constant and rapid fluctuations of wealth.
They could not be levied in any proportion,
however distant, to the incomes of individual
taxpayers.” !

Before we leave the direct taxes proper, it
should be stated that there was also 2 tax on
securities, valeurs mobilieres, This was a timid
little direct impost, 2 Cinderella beside the
four big elderly ones, which had dared to be
born into the world in 1872. It had, however,
been so pitted and ravaged with exemptions
that its yield was only 138 million francs in
1913, though, to be sure, it was destined to
grow to nine times that volume ten years
later.

Thus the taxes on revenue proper totalled
772 million francs in 19r3. This was about

1 fnvmzairt de la Situation Financitre d¢ la France, Document
No. 441 of 1924, p. 114.
57



THE FINANCIAL CRISIS OF FRANCE

19 per cent. of the total tax revenue of the State
that year,

Before leaving this question of the direct
taxation policy of France it would be highly
unfair and misleading not to mention that there
was another important class of taxes, raised
throughout the period in question, which,
though generally reckoned as “ indirect,” were
quite arguably to be counted as “ direct”
taxes. These imposts are known as those of
Registration and Stamps. It may be said of
them that they were incidental to the exchange
of wealth, as those hitherto mentioned were
incidental to the receipt of wealth.

Léon Say, writing in 1896 and striving to
define the difference between direct and indirect
taxation, remarked that, * Scientifically, one
calls that tax ¢direct’ which is specifically
charged to the individual who is paying it, and
that tax ¢indirect’ which the individual who
is paying it is able to pass on to the purchaser
by increasing the price payable by the latter.
But in reality the same taxes are sometimes
direct and sometimes indirect.” *

1 Les Finances, 186, p. 17.
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It may be added that the Ministry of Finance
has never been very decided in this matter,
to judge from the fact that the collection
of these taxes was assigned neither to the
Administration des Contributions Directes
nor to the Direction Générale des Contribu-
tions Indirectes, but to the special Administra-
tion de I’Enregistrement, the task of which was
to deal with * the mutations and movements of
wealth.”

Recently, however, it may be pointed out
that, in the Inventory of 1924, the Ministry,
revising its own old classification, places these
taxes under the heading of imposts on capital,
and elsewhere calls them zaxes sur la_fortune.

These considerations may be said to put
another light upon the financial policy of France
in regard to direct taxation discussed in this
chapter. They appear to redress to a con-
siderable degree the immense disparity between
“direct > and ““indirect ” taxation. For if,
as pointed out above, direct taxes on revenue
amounted to 19 per cent. in 1913, and these
taxes on wealth amounted to another 26
per cent. and over, then the total of what

59



THE FINANCIAL CRISIS OF FRANCE

may be arguably regarded as *“ direct ’ taxation
amounted to about 46 per cent. of the total
tax revenue.

The taxes on Registration are of greater
antiquity than their companion Stamp Duties.
The former divide themselves into two main
categories, falling first on property, whether
real or personal, at the moment of its trans-
mission, and secondly on certain acts incidental
to judicial decisions or civil life. These duties,
so far as the exchange of property is concerned,
may be almost said to have been coincident
with civilisation itself, for they were in full
vigour in Rome, were perpetuated under the
Roman Empire, and took their place among
the regulations of feudalism. The monarchy
greatly increased the injustice and com-
plexity of these feudal dues. In 1790 they
were swept away in the first ardours of the
Revolution, but only to be re-established
immediately. |

It would be far too Jong and is really unneces-
sary to trace the complex evolution of these
taxes during the course of the nineteenth

century. Suffice it that they may be divided
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in the opening years of the twentieth century
into three main categories : (a) droits propor-
tionnels, which were levied mainly on property
changing hands at death and also on transfers
between living parties, etc. The next sub-
division (4) was termed dJroits fixes and fixes
gradués, e.g. fees paid to the State on the
occasion of the marriage contract, etc. Lastly
(¢) a tax on the registration of mortgages, etc.

The other great branch of these duties was
that of stamps. These duties were of much
more recent date than the registration taxes
and were instituted by Louis XIV in his
Edict of 1655. But it was only in 1791
that there was initiated the modern system
of stamped documents, From that time
forward this system steadily increased in
range and yield, and especially during the
latter half of the nineteenth century, This
was owing to several reasons: there was an
increase in the rates of duty, more especiaily
after the war of 1870; the obligation of
using stamps was steadily extended ; and,
especially after 1860, there was a considerable

growth of national wealth involving a corre-
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sponding expansion in transactions. At the
close of the nineteenth century an inquiry
showed that each of these three causes had
played an equal part in the growth of the yield.

Altogether, then, in 1913 the Registration
duties (834 millions) and the Stamp duties
(241 millions), together with 2 small tax
{10 millions) on Stock Exchange operations,
yielded in sum 1,085 million francs, or 26 per
cent., and a little over, of the entire revenue
derived by the State in that year from
taxation.

Having thus dealt with the policy pursued
by France from 1789 up to 1914 in regard to
taxation on revenue and taxation on wealth,
the next chapter mlust be devoted to the other
great branch of revenue, the indirect taxes
proper, or taxes on consumption,
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CHAPTER V

THE SYSTEM OF INDIRECT TAXATION,
1789-1914

“ Les Chambres penstrent et sentirent comme le ministre qm
les honorait en s¢ confiant dans leur vertu. Le grand parti qui
marchait sous la conduite de Sir Robert Peel, propriétaires, capi-
talistes, négociants, manufacturiers, aristocrates et riches de toute
sorte, accepta le fardeau de Pincome-tax qu'il leur imposait, et
Pordre fut rétabli dans les finances de PEtat.”—QGuizot, Life of
Sir Robert Peel, 1856, p. 91.

Our survey of the taxation policy pursued
by France from 1789 to 1914 has so far only
embraced that portion, 46 per cent., of the
whole taxation which was levied on * revenue ”’
and “ fortune.”

The remaining 54 per cent., if we take the
figures as they finally stood in 1913, was levied
on articles of consumption. This portion of
the revenue was raised in several different ways
and on different principles. These varieties of
taxation may be most briefly and simply
recounted as (a) taxes on drinks, impdes sur

63



THE FINANCIAL CRISIS OF FRANCE

les boissons ; (4) taxes raised by means of
State monopolies, monopoles fiscaux ; (¢) taxes
raised by Customs duties, Douanes; and
(4) taxes raised internally on divers other
articles of consumption or use. Each of these
methods requires some explanation and account.

Under the old régime the taxes on drinks,
then existing under the name of Jes droits
d’aides, had been multiplied to excess and had
become hopelessly illogical and intertangled.
Early in 1791 the Constituent Assembly, in
its primitive revolutionary ardour, swept them
away.,

And yet, as was so often the case in other
branches of legislation, this work of abolition
had no sooner been accomplished than a long
and elaborate series of statutes began to revive
these imposts and recalled them to a very
active life. For instance, by the year 1817
a whole code re-establishing the wine duties
had come into being. Beer, again, had its
legislation regulated by the statutes of 1808
and 1816, statutes which were only remodelled
as late as 1899. The other great category of
the taxes on drinks, i.e. the taxes upon alcohol,
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was definitely organised and assessed by the
statute of 1824, the principle of which is still
in force in the twentieth century.

These taxes by the opening of the twentieth
century were divided into taxes on vins naturels,
taxes on alcohol, taxes on ‘‘ artificial wines”
such as vermouth, and taxes on beer. But in
that long period of time since their re-institu-
tion under Napoleon and the Restoration they
had not been altered in any very vital degree.

And yet, under the surface, a powerful
movement of opinion had begun to ferment
and had already exercised its influence upon
the statute book. Faced by the increase in the
consumption of alcohol, reformers, as the nine-
teenth century proceeded, began to demand
that spirits should be more severely taxed than
wines, and in this campaign they naturally
enlisted the support of one of the most powerful
factors in France, the interest of the numberless
cultivators of the vine, who leaned readily
towards a distinction in favour of the so-called
hygienic drinks, bozssons hygiénigues, i.e. wine,
cider, and beer. A long list of statutes dating
from 1855 bore the mark of this agitation, so
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that, while the rate of tax on wine, etc, fell,
that on alcohol rose steadily.!

It is remarkable to note that out of this
tendency there arose a further movement of
evolution. The weightier taxation of alcohol
necessitated a more vigilant system for guarding
against fraudulent and illicit distillation. Hence,
from being purely a tax on consumption, it
tended to become a tax on production in the
nature of excise, The laws of 1899, and more
especially of 1900, hastened this evolution of
events, and the taxation of beer was reorgan-
ised on similar lines in accordance with its
alcoholic content.

As regards wine this system was found to be
impossible at that date, though the existing
‘three complicated taxes on * circulation,” on
retail sale, and on entry into the bigger towns,
which fell upon wine in a very inequitable
manner, were replaced by a uniform tax
imposed on its volume as dlstmguishcd from
its alcoholic content,

Next to the taxes on drinks came the
Government monopolies on tobacco, on

1 of. M, Caillaux, Les Impits en France, Vol. L, p. 12.
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matches, and on gunpowder. The State manu-
factured these articles and taxed the public on
them by means of the price which it charged
on their sale, It had undertaken the manu-
facture and sale of tobacco since 1810 and of
matches since 18go, together with that of
gunpowder since 1775,

By far the most important and the most
lucrative of these monopolies was that of
tobacco. 'The French economists, despite
many severe criticisms as to the methods of
purchasing the raw material and the costs of
production, have on the whole approved this
method of taxation. “ The finance of the
country would have to be singularly pros-
perous to induce it to renounce a tax so harm-
less, so moral, so productive, and so easy of
collection . . . if we had to classify the taxes
on articles of consumption in order of merit or
of harmlessness, we should conclude that the
most commendable tax is that on tobacco.” ?

The third main department into which the
taxes on articles of consumption can be divided
was that of the Customs, Douanes.

3 cf. Science des Finances, edition of 1899, Vol. L, pp. 767, 769.
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The Constituent Assembly of the Revolution
swept away the multitudinous medizval ob-
stacles to the circulation of goods within
France, and created a Customs system framed
on liberal lines. “ The law of March 1791
established the commercial relations of France
with foreign nations upon the basis of a
moderate and uniform tariff.””* But when
war presently befell, war itself closed the ports,
total prohibitions of entry abounded, the
tariffs, if they remained, rose to dizzy heights,
and the field of a real fiscal policy was left open
for the legislators of the Restoration and their
SUCCESSOrs.

Unfortunately, “the Tariff Act of 1816
made it perfectly clear that, for a very long
time, France would adhere to the commercial
policy which she had adopted during the
war.”” 2

Acting on the principles of Colbert, the
statesmen of the old régime had generally been
opposed both to absolute prohibitions of entry
and also to the taxation of raw material. But

! Levasseur, Histoire du Commerce de la France, Vol. L, p. 46

% Mr. Percy Ashley, Modern Tariff Histery, 35d edition, p. 275.
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from 1814 to 1850, at any rate, the Chambers
insisted on pursuing a policy in direct opposi-
tion to these reasonable principles. ‘The
economic historian of that time! has demon-
strated that throughout that long period the
Governments were constantly proposing and
favouring an advance towards commercial
freedom, but that the Legislature as constantly
opposed and rejected those efforts. In fact,
up to 1830, at any rate, the tariff history of
France is the history of numerous absolute
prohibitions and of exorbitant tariffs carried
by the Chambers in defiance of the Executive,

Another historian of French economic history
has clearly established the broad nature of the
financial policy thus pursued. Its main features
were the extraordinary place occupied by
absolute prohibitions of entry, the taxation of
almost all the raw materials essential to industry,
and the inextricable and absurd complication
and chaos of the tariffs.2 It was an epoch of
fiscal terror, in which the famous saying of

Lof. Amé, Emudes sur les Tarifs de Dovane et les Trastés de
Commerce,
% of. de Hock, Administration financidre de la France,
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Marshal Bugeaud, that he preferred an invasion
of Russian Cossacks to an invasion of Hungarian
cattle, found acceptance.

The first real attack on this intolerable
system, which was crippling France, came from
the Emperor Napoleon III.  After forty years
of confusion his Government made a start in
1853 by reducing duties. But the Corps
Législatif would have none of it. By a bold
stroke, which, however, was strictly within
the terms of the Constitution, the Emperor
concluded with Cobden the famous Treaty of
1860, thus achieving “ the chief financial and
economic reform accomplished in France since
the Revolution.”! The result was that
“ during the period from 1850 to 1860, when
moderate reforms were being made, France
commenced a rapid advance in prosperity
which quickened considerably with the intro-
duction of more sweeping changes of policy
after 1860.” 2 By 1870 France had become
an industrial Power; her commerce, her
agriculture, her manufactures were flourishing,

1 Science des Finances, Vol. L, p. 673.
¥ Mr. Percy Ashley, op. cit.) p. 303.
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and when she came to bear the burden of 1870
she astonished the world.

After thirty years of moderate tariffs
opposite principles began to prevail in 1881
and triumphed decidedly in 1892. The
causes in operation had been several: the
need of more revenue after the disasters of
1870, the fall in agricultural prices owing to
the entry of the New World into the market,
and the formidable growth of trade rivals,
Germany, England and America. This move-
ment for higher rates of duty would have won
its way earlier had not the whole system of
Commercial Treaties, enacted according to the
principles of 1860, stood in the way. But as
these Treaties were gradually got rid of, the
new system, that of a minimum tanff for
supposed commercial friends and a2 maximum
tariff for supposed commercial enemies, was
instituted and remained in force mostly un-
altered up to 1910. The scales could be
altered at any time, whereas those under the
Commercial Treaties could obviously not be so
adjusted.

The new minimum tariff was, in reality,
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much higher than the old “ Conventional ™
tariff established by the Treaties now disposed
of. For instance, even on agricultural produce
the average minimum tariff was no less than
25 per cent. ad valorem, and it may be imagined
how eagerly manufacturers would insist on
corresponding rises in tariffs affecting them-
selves. The rates of duty of the maximum
tariff were on the average about 15 per cent.
higher than those of the minimum tariff.
Much to the dissatisfaction of the protected
parties and contrary to their expectations, it -
was the minimum tariff, and not the maximum,
which, as the twentieth century proceeded, had
come to be generally applied by France to all
European countries except Portugal, and to
numerous non-European countries also. All
this seemed to call for a drastic revision of the
duties upward, and this was accomplished, after
an active agitation lasting from 1908 onwards,
by the tariff of 1910, despite the almost open
indifference or hostility of the French Govern-
ments holding office during that period. The
principle of the new tariff, which held good up -
to the outbreak of the Great War, was the
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considerable increase in both rates of duty, the
inclusion of many new headings, and a highly
developed specialisation of the rates.

Looking at the matter from 1892 onwards,
there was real progress in French industry, but
it was nothing like so important as that which
took place during the same period either in the
two chief neighbouring countries of the United
Kingdom and Germany, or in the United
States. In the great industrial and commercial
development of the last decade of the nine-
teenth century and the first decade of the
twentieth century, France had relatively little
share. “ There was some progress made in
the commerce and industry of France during
the four years from the enactment of the tariff
of 1910 to the outbreak of the European War,
but it was in no way comparable to the develop-
ment shown by her great industrial competitors
on the East and on the West.”” ! Altogether,
“ the tariff was one of the stiffest in the world.
On British goods exported to France, early in
the present century, the duties were reckoned
to average 34 per cent., being, of course,

1 Mr. Percy Ashley, op. cit., pp. 340, 355.
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much higher than that in many leading
instances.” !

In the year 1913 the Customs duties yielded
756 million francs to the French Budget.

The last class (4) of the taxes on articles of
miscellaneous consumption or use was not
unimportant. This was chiefly made up of
taxes on sugar and salt, and a tax on transport.

Originally, at the period of the Revolution,
the tax on sugar was a Customs tax levied on
the entry into France of cane sugar from her
colonies, but during the reign of Napoleon I
the industry of extracting sugar from beet was
inaugurated. This beet sugar was not taxed
until 1843, and from that time forward many
were the commercial and fiscal difficulties
which harassed legislators upon sugar. If you
taxed it low, there was the double disadvantage
for the revenue that sugar from abroad would
not be sent in to be taxed at the Customs and
that the home tax on beet sugar would also
naturally fall in yield. If, on the other hand,
you taxed it high, then there arose a chorus of

Y Mr. J. H. Clapham, The Economic Development of France and
Germany, p. 264,
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complaints from the native growers that they
were being penalised for the benefit of the
foreign importers and that they could not con-
ceivably compete in the markets of the world,
Between these two alternatives the yield of the
tax has oscillated, sometimes up to 200 millions
in 1894, sometimes down to 175 millions in
1go1, and ending at 191 millions in the year
before the war.

As regards the salt tax, this was the oldest
tax in France, dating, it is said, from the days
of Philippe de Valois in the fourteenth century
and known under the name of gabelle, meaning
a gift or gade. This tax, it need not be said,
was levied with the grossest injustice and
inequality prior to the Revolution. There
were regions of the great gabelle, of the small
gabelle, regions redecmed of the gabelle, and
regions which had always been exempt from
this imposition. One of the most distinguished
of French economists, writing in 1876, calcu-
lated that in France in 1788 the average daily
pay of an agricultural labourer was 6o cen-
times,! From this it may be deduced that

1 M. de Foville, article in Economiste Frangais of January 8, 1876,
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the salt tax in the regions of the great
gabelle was as high as one-tenth of the whole
of the labourer’s revenue. The Revolution,
of course, abolished this tax, but it was soon
re-established in 1806. By 1872 the salt tax
was so modified that it was equivalent only to
1 franc per head of the population, a mere
trifle.

Enough has now been said to indicate the
general character of the policy pursued by
France from 1789 to 1914 in respect of the
taxes on consumption. As was mentioned
above, these amounted in 1913 to 54 per cent.
of the total revenue derived from taxation,

Though we must be disposed to consider this
ratio a high one, we must remember that out of
the total of 2,269 million francs yielded by the
taxes on consumption in rgr3, the large pro-
portion of 966 million francs arose from duties
on alcohol and tobacco, not to mention the
trifling yield from gunpowder, taxes which
the Ministry of Finance has recently classified
under the heading of *“ Imposts on Articles not
necessary to existence.”

The balance of 1,303 million francs was
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levied on articles of general use in consumption,
and was equivalent to about 31 per cent. of
the total tax revenue of 1913.

It may be of interest to compare the financial
policy of France in respect of the relation
between direct and indirect taxation with that
of Great Britain for the last year of the period
in question in this chapter, 1913. Speaking
in the House of Commons in 1925, the Chan-
cellor of the Exchequer stated that with us in
1913 the ratio of direct taxation was §7'5 per
cent., and indirect taxation 425 per cent.! In
order to make some comparison between the
two countries, we may include in direct
taxation in France the so-called taxes on
“revenue ” and the so-called taxes on “ for-
tune.” On that basis the comparable figures
for France were 46 per cent. direct taxation
and g4 per cent. indirect. Strictly speaking,
however, the “direct” taxes of France only
produced about 19 per cent., as we have seen.

Before closing this account of the revenue
policy of France up to the outbreak of war,
mention should be made of certain further

! Times report, May 26, 1925.
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receipts realised by the French Budget which,
if we take the Budget of 1913 as an example,
swelled it from the 4,135 million francs of the
taxation revenue up to a total of 5,067
million francs.

There were the recgipts from the State
Domains. The principle of the old fallen
monarchy had been that no public property,
once acquired, was alienable, and the famous
Edict of Moulins in 1566 had formally and
finally enunciated that doctrine, But when
the Revolution broke out this principle was
reversed, the Constituent Assembly having
found at its disposal not only the domains of
the extinguished régime, but also a fresh mass
of properties including those of the Church
and those of the émigrés.

Accordingly, during the succeeding hundred
years there were, in fact, many alienations of
these vast possessions by successive Govern-
ments, though it was found in 1878, when a
summary of the matter was published in accord-
ance with the terms of the Act of 1873, that
the State still had property worth nearly
4 milliards of francs. This figure, moreover,
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did not include such incalculable values as those
of the roads or harbours or canals, nor did it
embrace the vast possessions of the local
authorities in France. But for our present
purpose this does not matter, for the reason
that neither of these two additional items could,
in their nature, provide any material revenue
to the Treasury.

More than this, an important reduction has
to be made even from this figure of 4 milliards,
if we are to regard the question from the
standpoint of the public revenue. For the
figure in question comprised no less than
2,348 million francs of property which, in the
technical language of the French administra-
tion, is known as Domaine Publique, i.e. State
property of which the public user is gratuitous,
or which the State employs for its own purposes
without attempting to draw any direct revenues
therefrom. The balance of the 4 milliards,
ie. 1,644 million francs, is, however, in a
different category, and represented the value
of the Domaine Privé at that date, which is so
called because it is of the nature of private
property in the sense of producing real and
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tangible revenue for its owner. In substance,
this Domaine Privé consisted of the forests of
the State. These forests during the period
under survey were the only real property of
the State furnishing any appreciable revenue.
It will be seen at once how modest a contri-
bution could accrue to the public finances
from this source. At the date of the Revolu-
tion these woods and forests of France had been
of the extent of 9,713,000 hectares, an hectare
being very nearly two and a half acres.' By
the opening of the twentieth century this
figure had fallen to about 8 million hectares
owing in part to the loss of Alsace-Lorraine,
and of this area the State, as distinguished from
the local authorities, possessed very nearly one
million hectares.

Another of the items in question was furnished
by the posts, telegraphs and telephones. During
that epoch it is exceedingly difficult to discern
the true facts as regards the finances of this
administration. For instance, taking the
accounts as they stood at the close of the
twentieth century, these various undertakings

1 M. de Foville, article in Economiste Frangais, June 19, 1875.
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would appear at first sight to have been
lucrative, seeing that at that date the annual
gross receipts were about 220 millions of francs
and the expenses about 160 millions, thus
leaving a surplus of 6o million francs. But,
unfortunately, it seems more than likely that
this was only a budgetary illusion.

Thus there is nothing discernible in the
account for interest on all the capital sunk in
these enterprises, and nothing for the fact that
the local authorities were bearing a considerable
share of the cost of upkeep. Again, nothing
was reckoned in for the cost of the pensions
payable to the very numerous personnel, that
figure requiring to be unearthed from its con-
cealment among the estimates of the Ministry
of Finance. Finally, the State had made
agreements with the railways, and in virtue of
these cahiers des charges the railways had to
perform a vast amount of postal work free of
charge on behalf of the postal authorities.
But this did not seem to figure in the
account. So these items, if added together,
would turn the apparent surplus into a real

deficit.
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Another item of some importance would be
miscellaneous revenue, Recettes d'ordre.

It may be asked whether the railways, of
which the State owned some, and with all of
which it had a close connection, did not assist
the Budget. But here the answer must be in
the negative.

When railways were first started in 1835 the
State adopted a somewhat sceptical attitude.
At that date, when the first concession for
construction was wrung from the Government,
Thiers is credited with the remark, “ We must
give Paris its toy, but it will never carry a
passenger or a parcel.” From that date for-
ward a most sustained and ably conducted
debate, lasting for many years, sprang up on
the policy of nationalisation or otherwise. The
policy of nationalisation found its chief advocate
in Lamartine, who, echoing the principles of
the revolutionary Mirabeau, claimed that the
State alone should construct and possess the
lines.! In the final result private enterprise
won the day to the extent that, by the close of

1 Guillamot, L’Organisation des Chemins de Fer en F rance, 1899,

pP-7-
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the nineteenth century, the State only pos-
sessed 67 per cent. of the total railway mileage
of France, Later, in 1908, the Government
felt itself compelled to buy the Western Com-
pany in addition, and incorporated it in the
State system.

The principle discernible in the fluctuating
policy of those days was that the State would
not readily own, but was prepared to subsidise
and guarantee where necessary, The financial
outcome for the State, from the earliest days
up to 1883, was on the whole so unfortunate
that in the latter year the whole matter was
definitely rearranged. The main principle
then adopted was one of a State guarantee up
to a fixed amount of profits. By an unexpected
misfortune bad trade and low prices very
shortly drove all the great companies, except
the Northern, back on the guarantee. Then
a turn of the wheel occurred. One after the
other the railways recovered some measure of
prosperity, so that in 19o0s, for the first time,
repayments from the companies to the State
of the sums which it had advanced were greater
than outgoings under the guarantee scheme,
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except in the case of the Western, which, as
already mentioned, had to be bought by the
State.

At the close of the period now in question
France possessed a railway network consisting
of six systems all owned by private companies
with the exception of one owned by the State.
As regards finance, the position was that the
two strongest lines were paying well and had
cleared off their debts to the State, while the
three weaker ones, though occasionally falling
back on the State guarantee, were also in
process of repaying their debts. The weakest
spot was the State railway system, which was
losing seriously. It seems then that by 1914
not only was there little or no profit arising to
the State from the railways, but also that the
State, if any catastrophe were to occur, would
have a very serious liability impending in the
shape of guarantees of interest. At the
moment, it is true, this was of no great financial
importance, but, if a war broke out, what then ?

The argument of this and of the two
preceding chapters is that, during the period
from the Revolution up to 1914, France had
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not established a system of taxation duly
adjusted to the incomes of her citizens. All
that ingenuity could devise in the shape of
indirect borrowings, of heavy Registration
and Stamp duties, of heightened Tariffs, and
so forth, had not availed to remedy that central
defect, and, indeed, had only served to accen-
tuate it. It was not that France was lightly
* taxed, it was that she was not taxed rightly.
So the advent of the Armed Peace, with all that
it entailed of extra effort overseas and in
Europe, brought to bear upon her fiscal
system 2 weight too heavy for a structure
founded upon injustice,
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CHAPTER VI

M. CAILLAUX COMES AND GOES, 1gob-1g14

“Ily a un bon style de finances, comme il ¥ a un bon style
littéraire.”—Anatole France, La Vie Littérairz, p. 20.

IT has been shown in the preceding chapters
that, as the year 1914 drew onwards into
summer, a crisis was evidently and inevitably
approaching in French finance. On the one
hand, the expenditure of the State had begun
to rise rapidly in recent years, owing to causes
uncontrollable by any Minister of Finance,
On the other hand, nothing of real moment
had been, or was being, accomplished to reform
the State revenuc system, which was antiquated
and unsuitable. In consequence, there was no
help for it but to borrow by concealed and
irregular methods outside the four corners of
the Budget.

Was it, then, true that the able and enlight-

ened statesmen of France stood by to a man
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“ with folded arms to view the progress of this
mighty evil,” in the phrase used in 1842 by
Sir Robert Peel in presence of a similar crisis
in our financial history ? This was not wholly
the case, for, from 1907 onwards, M. Caillaux
had come forward with a plan for financial
reform, more particularly aimed at the recon-
struction of the taxation system. Singularly
enough, he found his main support among the
agricultural classes, who were profoundly dis-
satisfied with the unequal incidence of the land
tax as an impdt de répartition, and who, besides,
were firmly convinced that they were more
heavily taxed than the commercial and investing
classes, _

It is true that, before the official entry of
M. Cajllaux into the matter, many persons had
‘discoursed at large upon that subject, and that
even several political banners had been in-
scribed with the programme of an income tax,
But somehow at the crucial moment, when the
trumpet had sounded for battle, those discourses
had died down dumbly, and that particular
ensign had been discreetly furled.

One recalls, for instance, those already
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ancient electoral days of 1885, when that
fiery Radical of the Left, Clemenceau, inscribed
on the advanced programme of his Party the
impot progressif sur le revenu. For, as it seemed,
he wanted to abolish ““ the old monarchical
organisation of our taxes,” and to replace “ the
outworn system of our imposts which spares
the rich and weighs down the poor.”

This advanced income tax proposal was
endorsed in 1886 by the Budget Commission
of the Chamber, and even presently by the
Chamber itself. As the Parliamentary Ses-
sions wore on, statesman after statesman,
minister after minister, nobly ranged himself
in its favour. Finally, its hour of victory
seemed actually to have dawned in 1896, when
the Cabinet of Léon Bourgeois definitely took
the plunge, and, for the first time in the history
of France, brought forward a measure for a
graduated income tax calculated to yield 150
million francs per year.

This was too much. This ** anthropométrie
fiscale ™ was denounced by the Opposition with
such fury that the alarmed Chamber and the

astounded Cabinet dropped the matter forth-
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with. So for the next twenty years the some-
what dry and caustic remarks of the historian
of contemporary France hold good. * This
conflict had a merely abstract result. Both
sides condensed their proposals of fiscal reform
into exact formul®, adapted to the require-
ments of electoral propaganda. All agreed
to condemn the ancient French system of
" direct taxation, which agreement, however,
did not prevent it lasting for another twenty
years,” !

Nevertheless, long before that twenty years
was out, M. Caillaux, as mentioned above,
appeared upon the scene in 1907 in his capacity
of Finance Minister, and apparently not being
content merely to * condense ” his plans into
““exact formule,”’ only suitable for electoral
propaganda, he introduced a detailed measure
and fought it steadily to a finish.

The plan of M. Caillaux was to catalogue
and classify the revenues of all individuals
under seven headings or schedules for the
purpose of taxation in each case. Knowledge

! Ernest Lavisse, Histoire da France Comtemporaine, Vol. VIIL,
p. 186,
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having thus been acquired of the total revenue
of each individual, a tax was to be super-
imposed upon it in a manner corresponding to
the method of our super-tax,

All this was a profound innovation upon the
conceptions handed down from the days of the
Constituent Assembly, as modified in the suc-
ceeding century. Accordingly, the Chamber
took two years, up to March 1gog, to digest
this strong meat, and then passed it on to the
Senate. The Senate, in its turn, took four
leisurely years to think over the disagreeable
subject, and then finally turned it down in
November 1913. In default of this scheme,
the Ministry of that day had nothing much
better to offer by way of finance than borrowing,
so that M. Caillaux felt himself at length
obliged to cross swords with the Government,
though not on the direct issue, with the result
that on December 2 this other “man of
December ”  brought the Ministry to the
ground. He himself assumed the office of
Minister of Finance.

At the opening of 1914, therefore, the
excitement of good citizens rose to a fever
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pitch when they realised the range and sig-
nificance of the scheme of the Finance
Minister. Apart from his income tax pro-
posals, his further plan as regards the taxation
of capital was that a man’s whole property,
both real and personal, was to be subject to
tax. It was to be reckoned net, i.e. debts
were to be deducted in estimating the assess-
able amount, and also 5,000 francs were to
be deducted in respect of each dependent.
Besides these exemptions, no fortune under
30,000 francs was to be taxed at all. On
fortunes over 30,000 francs the tax was to be
levied on one-fifth of the amount between
30,0c0 francs and j5o,000; on two-fifths
between 50,000 and 100,000; on three-
fifths between 100,000 and §5oo,000, and so
on. On the above-named amounts the tax
was to be levied at the rate of 2} per cent,
People had by this time become pain-
fully aware that there was now installed in
officc 2 man whose programme was tanta-
mount in their view to confiscation, and who,
moreover, was resolutely bent on placing
that programme on the Statute Book. For
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M. Caillaux’s plans apparently embraced not
merely an income tax on the lines already
described, but also an increase in the death
duties, bestdes, worst of all, this tax on capital,
impot sur la richesse acquise.

So the issue, long postponcd since 1791 and
the days of the Constituent Assembly, came
to a head at last. Never, perhaps, in Parlia-
mentary history since the days of the Revolu-
tion had a more embittered campaign been
raised against a Minister. Every charge of
treachery, of treason and corruption, public
and private, was hurled in crescendo at one
man’s head. On the other hand, “full of
confidence in his talents and in his star, the
Finance Minister exhibited a marvellous bold-
ness in his manceuvres,” *  The public crowded
to hear his memorable duel with the great
financier Ribot, or made a ring for that tre-
mendous battle of economic argumentation in
which, on February 27, 1914, MM. Briand,
Millerand, and Jaurés vied with M. Caillaux
himself for the palm of victory.

But, as 1914 proceeded, the pace grew too

v Annual Register, 1914, p. 271.
92



M. CAILLAUX COMES AND GOES

hot, the stress of passion too intolerable. Amid
tragic circumstances M. Caillaux fell, to the
delight and ecstasy of his enemies. With
him wvanished that special bugbear, the
Tax on Capital. Strangely enough, however,
much to the joy of Jacques Bonhomme on the
land, M. Caillaux, ere he fell, succeeded so far
that, by the statute of March 19, 1914, the
tax on land not built on, ie. agricultural
land, was made a tax of guorité, and also the
taxation of waleurs mobilizres was reformed,
So far, everybody could feel pleased, except
no doubt M. Caillaux himself. And then, by
the most surprising stroke of all, M. Caillaux
himself had the satisfaction of witnessing on
July 15, 1914, the passing into law, though
shorn of most of its schedules, of his famous
or infamous income tax, impor global sur le
revenu !

The Income Tax Bill only passed into law
after having been severely pruned by the
Senate. Under its modest terms every person
was made liable, if his income, after deductions
for married men and for men with families,
exceeded 5,000 francs.
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The normal rate of the tax was only 2 per
cent. of the net income; and even this was
only fully applicable when the income had
reached the total of 25,000 francs. For in-
stance, it was only ©-40 per cent. on incomes
from 5,000 to 10,000 francs, rising from
that level by stages up to the full 2 per cent.
as aforesaid.

Take, for example, the case of a married
man with two children and with a net income
of 30,000 francs, He would pay nothing on
the first 5,000 francs; his marriage and his
two children would exempt him in respect of
another 4,000 francs, thus reducing his taxable
income to 21,000 francs. On this the gradu-
ated tax would be 220 francs. In this shape,
then, on the very eve of war, the Income
Tax Bill at last found a haven for its weary,
battered, and extenuated spirit on the Statute
Book.

A distinguished French economist, locking
back on that history, has recently asked with
wonder how such an ‘“anodyne” as the
income tax measure of 1914 could possibly
have aroused ‘‘ debates of such intense passion,
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for such was certainly the character of those
debates which raged round it from 1907 to
1914”1 '

The fact was that the storm in question
had blown and raged so long not. against. the
modest measure which scraped and squeezed
into harbour in July 1914, but against those
measures which had been originally launched
in 1907, and of which this castaway was the
last survivor and relic,

The basis of that proposed reform had been
the analysis of personal incomes under different
schedules and their taxation accordingly, com-
pleted and crowned by an impés global on their
sum. But this scheme had been defeated so
far as the essential schedules were concerned.
Apart from the impét foncier the other three of
the * quatre vicilles ” remained with all their
inadequacy and all their injustice on that
statute book where the Constituent Assembly
had placed them long ago. Hence a just
assessment of the income tax as a whole had
been rendered impossible. Finally, the /mpor

1 M. Germain Martin, Les Finances Publiques de la France, 1925,
P 72.
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sur la richesse acquise had been beaten altogether
off the field.

Thus, when war befell, no real reform of the
French financial system had been accomplished.
And what had been accomplished had come
too late.



CHAPTER VII

THE CRISIS IN PREPARATION

“H n’y a rien que la sagesse et la prudence doivent plus régler
que cette portion qu'on &te, et cette portion qu'on laisse, aux
sujets, . . . Ce n’est point & ce que le peuple peut donner, qu’il
faut mesurer les revenus publics, mais & ce qu'il doit donner; et,
si on les mesure 4 ce qu'il peut donner, il faut que ce soit du moins
i ce qu'il peut toujours donner.”—Montesquieu, Esprit des Lois,
Livre X1IL, Chapitre IT.

In the preceding chapter the financial policy
of France has been described up to the very
date of the outbreak of war. This chapter
will be devoted to furnishing an account of the
financial policy pursued by that Government
during the course of hostilities.

A distinguished French economist, writing
in 1919, has stated that, “for many a
working or peasant family in France—for
all those, at any rate, who have not had
to mourn the death of a son—the Great War
will have been a veritable Golden Age, the
memory of which will be handed down from
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generation to generation as of a fabulous time,
when neither taxes, nor rents, nor debts were
paid, and the end of which was much to be
regretted, however much one may scruple to
pray for its return.” !

The justification of such a statement may be
held to be that the French taxpayers were in
many cases relieved of the necessity of paying
the existing taxes, the tax collectors being
instructed not to prosecute in cases where
mobilisation could be pleaded. Also, under
the terms of the moratorium, proclaimed at
the outbreak of war, mobilised rent-payers or
their families were dispensed from house rent,
farmers from agricultural rent, and debtors
from the discharge of debts. Again, the
families of mobilised men received allowances
on a gradually increasing scale, with the result
that a man with a wife and three children
received eventually 5.75 francs a day, or 40.25
francs a week. This represented a total charge
on the State of more than 2,500 million francs
a year, or one-half of the total pre-war Budget.

1 M. Charles Gide, * French War Budgets, 1g1g-20,” Econemic
Fournal, June 1919, p. 129.
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As M. Mcdétin, the Under-Secretary for
Finance, expressed it, this fiscal policy was
inspired by the desire, “To maintain the
magnificent enthusiasm of the people by
enabling their families to endure, with a
constancy that has never failed, the trials
imposed upon them, for the salvation of their
country.”

M. Gide further arrived at the conclusion
that until 1917, *“ The French Government
had performed the feat of carrying on the
most expensive of all wars without requiring
the French taxpayer to contribute a single
penny.” !

It is advisable that we should check such
views as these by taking the Budget figures for
the four years from the opening of 1914 to
the end of 1917, in the first place. In 1913,
the year before the war, the total revenue had
been a little over §,000 million francs, For
the four years ending with 1917 the average
total revenue was 4,778 million francs, so that
up to the opening of 1918 the revenue was on

1 M. Charles Gide, * French War Budgets, 191g-20,” Economic
Joumnal, June 1919, pp. 12930,
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the average somewhat less than before the
war.

If we include the figures for 1918, when
some new taxation, as will be explained present-
ly, had begun to tell, we shall find that, even
so, the average revenue for the whole five
years up to the end of 1918 was only 5,219
million francs, which was thus only a trifle
higher than the above-quoted figure of the
revenue of 1913,

It must also be remembered in this con-
nection that, though the franc was kept very
stable during the war in relation to sterling,
yet there was a certain amount of depreciation
amounting at its worst to an average of 28.05
francs to the pound in 1916, as against an
average of 25.13 in 1914, The bearing of
this is that any depreciation of the franc would
naturally tend in the direction of increasing
the revenue as measured in francs.

It would seem, then, so far, that the taxation
effort of France during the war was not of
serious importance, as judged by its yield. In
fact the French economist above quoted has
laid it down, after a critical analysis of the
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figures, that in France “ Taxation contributed
practically nothing towards war expenses. The
new taxes of 1917and 1918 did no more than
cover the non-payment of taxes during the
years 1914 and 1916, !

The financial result of all this was that,
whereas the total revenue of France for the
five complete years, 19g14-18, was 26,098
million francs, the expenditure during that
same period was 169,929 million francs. The
vast gap of 143,831 million francs had there-
fore to be filled somehow by borrowing in one
shape or another. In other words, during
those five years the whole of the war expenses
proper were defrayed by borrowing.

In order, however, to form a closer and fairer
conception of the financial methods of France
during the war, let us inquire as to the tax-
ation policy pursued, and—since reliance was
placed almost wholly on borrowing in order
to finance the war—as to the specific nature
of that borrowing and the consequences
involved.

! M, Charles Gide, “ French War Budgets, 1919-20,” note on
p- 132 of Ecomomic Fournal, June 1919,
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Taking these important matters in turn, we
may omit from our survey the numerous
minor manijpulations of indirect taxation
effected from time to time during the period
in question, such as increased rates on alcohol,
on postage, etc. The first really serious
departure made in taxation was the War Profits
Tax instituted by the law of July 1, 1916,
Contribution extraordinaire sur les bénéfices de
Guerre.

There were a number of reasons, not neces-
sary to recite, why this tax should take long
before getting into its stride. Its yield was,
in fact, very modest during 1917 and 1918,
and only attained its apogee of 3,313 million
francs after the war in 1921. If we may
anticipate events subsequent to this chapter, it
may be mentioned that its total yield during
its nine years of life should have been theoretic-
ally about 18 milliards. But owing to exemp-
tions and difficulties of recovery, it will
probably not work out, when the final figures
are furnished, at much more than a total of
14 milliards. We must realise, too, that up

to March 1924 the people were allowed to
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pay it in rentes securities, and gained very
much thereby, as rentes depreciated. By the
date when the law of March 1924 was passed
prohibiting for the future this method of dis-
- charging the tax, the profiteers, who had paid
up to that date 11,442 million francs, had
defrayed no less than 7,254 million francs of
this total in the shape of rentes.

In 1917, the next year, two further really
important steps were taken in the direction of
new taxation, the first of these being the tax
which later developed into the Business Turn-
over Tax.

The aim of this statute, which became law
on the last day of 1917, was to establish a very
productive tax calculated to strike business
transactions generally. It was termed the Tax
on Payments, /la taxe sur les paiements, and
must not be confused with the later Business
Turnover Tax, Ja taxe sur le chiffre d’affaires.
This later tax, which was only passed into
law in 1920, grew, indeed, out of the earlier
tax, but was of a different character.

The 1917 tax in question levied a low tariff
on all “cvil” payménts and on all com-
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mercial purchases done retail. Now, among
these latter purchases some were classified
specially as *“de luxe.” On this a special
tariff, /a taxe de luxe, was levied at the
high rate of 1o per cent. This luxury
tariff was really the kernel and centre of the
whole plan, for the yield on the other parts of
the tax was not important. In due course, an
active campaign was organised against this
luxury tax, and the Chambers of Commerce
declared their preference for a tax on business
turnover. The Legislature, only too glad and
not a little surprised to have a tax proposed
for their endorsement, gracefully yielded to
these representations, and this change was duly
enacted by the law of June 25, 1920, which
created the Business Turnover Tax, Ja taxe sur
le chiffre d’affaires.

An observer of financial events might
perhaps suggest that the reason why the
business community was forward in pro-
posing this Turnover Tax, was because it
cherished the not altogether illusory hope that
it could pass on the charge entailed by this
tax to the consumer,
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The other tax measure passed on the 31st
July, 1917, was of a really fundamental and
epoch-making character. This measure pro-
vided a sound and scientific basis upon which
to construct that adequate system of direct
taxation which had hitherto been wanting in
French finance. _

It will be remembered that some days before
the outbreak of war the income tax, impét
général sur le revenu, had been passed into law.
But on the outbreak of war this measure was
postponed until 1916, and was then again
postponed until 1917. Thus it now came
automatically into operation in 1917, but its
yield during the war was, and could only be,
slight.

According to the corrected figures, furnished
in 1925 by the Fournal! Officiel, its yield yearly
up to 1920 was only as follows :—

Million francs.
1917 . . . . . 195
1918 . . . . . . 359
Ig1g . . . . . . 568
1920 . . . . . . 754

But, as has been mentioned in the pre-
ceding chapter, this income tax measure was
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really futile as long as the various items com-
posing each individual’s total revenue had not
been properly scheduled and ascertained.
Without such a classification it was obviously
quite impossible to assess correctly the total
income of any individual. Therefore, the
State now proceeded to remedy this funda-
mental deficiency much on the lines of the
original proposals of 1907.

(1) There was first the revenue derivable
from *“ property built on,” i.e. house property.
No change was required here in so far as
the tax was already levied in this case on the
basis of the actual amount of the assessed
revenue. It was fixed at 5 per cent.

(2z) There was next the revenue derivable
from * property not built on,” t.e. land. Here
it was only necessary to put into force the law
of 1914, asin No. (1). The rate was fixed
. at § per cent.

(3) There was the income derivable from
the profits made in agriculture, This, as
distinguished from the revenue arising from
the ownership of the land as such, No. (2), had

never, so far, been levied in France as a separate
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tax. The profits on agriculture were now
reckoned by rule of thumb as being equal to
one-half of the rental value of the land in
question, though this was raised later in 1920
from one-half to parity. The rate was in
principle 6 per cent. apart from certain
exemptions.

(4) There was the income derivable from
the profits of industry and commerce. In this
case the tax was fixed at the rate of § per cent.,
with exemptions.

(5) There was the income derivable from the
profits of non-commercial professions, i.e. the
““liberal ” professions. This rate was 6 per
cent., with exemptions.

(6) The next revenue dealt with was that
from emoluments, salaries, and pensions, at the
rate of 6 per cent., with exemptions.

(7) Lastly, there was the revenue arising
from securities. This had already been dealt
with, mainly under the statutes of 1872 and
1914, but it was now widened considerably in
its scope.

This measure of reform entailed, of course,
the abolition of the three ancient direct taxes
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instituted at the Revolution, i.e. the personelle-
mobilizre, the portes et fenétres, and the patentes.
‘Thus of the four ancient taxes only the Land
Tax remained extant, so far as the State was
concerned.

This series of taxes, except No. (7) tax,
were known as the scheduled taxes, /es
impits cédulaires, because they dealt with all
the various categories or schedules of the
revenues of the taxpayers. As this new system
only began to operate in 1918, when it pro-
duced a trifling amount, if we exclude the
yield of the impbr général, it is clear that the
scheduled taxes made no contribution in sub-
stance towards meeting the problem of war
finance,

The further question of great interest and
moment remains to be answered. Why was
so little done in the way of taxation during the
period of the war? The highest French
authorities have themselves been disposed to
criticise this policy. We read the words
of an economist and a statesman: “ On
the outbreak of war the fragmentary in-

come tax, which the preceding Legislature
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had been induced to accept, was temporarily
suspended. This event symbolised the new
régime. Only after several years of war
were taxes levied upon individual categories
of incomes and profits, a step which ought
‘to have been taken on the very first day of
the conflict. . . . While across the Channel
the financial policy, which for 150 years had
always given England a free hand in the world,
was being continued in force, France was
sinking into a fiscal trance which paralysed the
activity of the whole nation. The Govern-
ment was obsessed with one idea—to make the
war popular behind the lines.” ?

In mitigation of this serious criticism it
can be urged that almost the whole adult
male population was mobilised in the very
first days of the war, indeed, more than five
million men by February 1915. This pro-
foundly upset the collection even of the old
taxes, and rendered the organisation of any
new taxes extremely difficult.

To illustrate the very great obstacles in the
way, we must remember that Customs duties

1 M. Caillaux, O3 va la France, etc., English translation, pp. 87-8,
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on any articles of public necessity could not
suitably be increased at such a time. Indeed,
some such articles were freed from existing
duties, while others under the Decree of March
1917 were prohibited from entry, as being of
no use to a nation at war. ‘This course, though
no doubt justifiable, was obviously prejudicial
to the Customs revenue.

Besides this, there was no machinery yet in
being, or which could be easily constructed, for
collecting the income tax. Even after the end of
the war, in the spring of 1919, the taxpayers
of France, as a whole, had not generally
received the demand notes for income tax
relating to the incomes of 1917,

Looking at the matter from the technical
point of view of the Administrative services,
it may be mentioned that in 1913 the number
of officials employed for the collection of taxes
was 38,000. It was onlyin 1919 that, after the
disturbances of the war period, this number was
regained or somewhat surpassed.! There was
thus a severe “ crise du personnel ” to account
for the difficulties in the way of taxation.

I M. Georges Bonnet, Les Finances de ia France, p. 326.
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Last, and not least, it cannot be, of course,
forgotten that France was continuously occupied
by the enemy, and though, from the date of
the Battle of the Marne, the extent of her
territory thus occupied was only 4 per cent.
of the total area, yet this included the most
populous and industralised districts. These
Departments are estimated to have produced
70 per cent. of the coal, 63 per cent. of the
steel, 78 per cent. of the sugar, of France.
They contained in their area 6o per cent. of
the cotton spindles, nearly all the wool-combing
mills, about 8o per cent, of the woollen yarn
and cloth capacity, as well as a high proportion
of the jute, chemical, and engineering factories.
To look at the matter in another way, these
Departments contributed to the Treasury,
according to the official calculation of the
French Government, about one-fifth of the
total revenue receipts prior to the war.

When all the arguments have been con-
sidered on both sides with the utmost fairness,
and with the most extreme desire to be reason-
able, we may be permitted to range ourselves

on the side of the opinion expressed by the
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French Ministry of Finance itself in its ““ In-
ventory of the Financial Situation of France ”
issued in 1924, in connection with the pro-
posed Budget measures for the financial year
1925. In the course of that document the
following conclusion is put on record : * We
are thus led to regret that on the opening of
hostilities the most strenuous efforts were not
made to obtain a greater yield from taxation.
Whatever obstacles there may have been in
the way of increasing our fiscal resources, the
principles of sound policy should have for-
bidden the issue of new loans without securing
at the same time that the necessary service of
such loans was secured on permanent revenue
resources, The final conclusion of our survey
assigns to this initial weakness of our financial
policy during the war a very large measure
of responsibility for our actual difficulties.” *

1 Inventaire, 1924, pp. 10-11.
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CHAPTER VIII

THE BORROWINGS OF THE STATE, 19I14-1918

 Babouc conclut qu’il y avait souvent de trés bonnes choses
dans les abus. . . . Il trouva en une heure par leur moyen ce
qu’il n’aurait pas eu en six mois par les voies ordinaires.”—Voltaire,
Babouc, ou le monde comme il va, Chapter XIIL, * La Finance.”

Prior to the war, and even on the occasion
of its outbreak, many persons thought that
enough money could not be found to finance
it for long. They forgot that already, in the
eighteenth century, ‘“ Babouc™ had ascer-
tained otherwise.

At the close of 1g13 the National Debt of
France stood at the figure of 32,594 million
francs. As the figure of this debt increased
from that time forward up to the actual out-
break of hostilities, it can be said that when
France entered the war the amount of her
National Debt was not very far from that
figure of 335,870 million francs which, as
already stated, is the official estimate of her

then national income.
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The service of the French Debt was 1,355
million francs in 1913. But this figure in-
cludes the service of the Deste Viagere, “ life
debt,” or, as we should say, the charge for
pensions, We in this country should not
reckon in these pension charges as part of the
National Debt. Deducting, therefore, the pen-
sion charges, the service of the French National
Debt proper in that year was nearly one milliard
francs, and, as the debt was on the increase,
it must have been at the rate of one milliard
francs when war broke out. This was about
2o per cent. of the total State expenditure.

It is not safe, however, to estimate the burden
of the national debt of any country by its
total figure, or even by the figure of its annual
service charge. For it is possible that such
debt may have been incurred for useful and
remunerative national purposes, or else the
money may have been wasted in war.

Viewed from this standpoint, the position
of France in respect of her debt was not a
favourable one. M. Caillaux has written of
the National Debt of France at that date, as
follows :—*‘ The Powers of Central and Eastern
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Europe, Germany above all, had railroads
which compensated for their debts—reduced
them, in fact, almost to nothing. Of all the
countries of the world, France was the most
heavily burdened. With a population of less
than 4o millions, she carried a debt of more
than 30 milliards, and she could put in the
balance against this only minor industrial
possessions, composed of a rather poor State
railway system, and certain scattered forms of
credit, principally the securities of railway
companies.” *

This statement of M. Caillaux, though
justified from the strictly commercial stand-
point, requires some modification if we would
do full justice to French statesmanship, and if
we would look at all the facts. Commercially,
it is true, there was little direct yield from the
sums which had hitherto been raised by the
creation of National Debt, little, that 1is,
which was capable of direct entry on the
revenue side of a Budget. Nevertheless, it is
fair to remember, and it is due to state, that

! M. Ciillaux, O3 va la France, od va PEurope, English transla-
tion, p. 3I.
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a certain portion of the debt had been raised
for the purpose of the national equipment,
and was, therefore, in the fuller and deeper
sense, remunerative,

If we take a more comprehensive view of
the history of the French National Debt from
the Revolution up to 1914, there would seem
ground for the statement that one-third of it
had been raised for the purpose of what may be
termed the national equipment, i.¢. the railways,
roads, rivers, canals, harbours and schools of
the country. It is true that the remainder had
been raised owing to the exigencies of wars,

In the volume issued under the auspices of
the Bankers’ Trust Company of New York
and Paris, this point has been very well stated
as follows :

“To sum up the story of the debt to the
close of 1913, we find that it increased from
about 2,000 million francs at the close of the
revolutionary period to nearly 34,000 million
francs at the close of the period of Armed
Peace. We find that this increase in debt may
be "apportioned roughly about one-third to

public works, such as roads, improvement of
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rivers, construction and improvement of canals
and railroads, to construction of docks, to
works of sanitation, to building school houses,
in short, to works of a constructive character
which added to the health, the pleasure and
the industrial status of the nation. The other
two-thirds of debt was dedicated to the god
of war,” !

Such was the situation of the National
Debt at the opening of hostilities. During
the course of those hostilities, as has been
explained in the preceding chapter, it was the
policy of France to rely on borrowing rather
than on taxation, The result of this policy
was that the actual increase in the National
Debt in the five years up to the end of 1918
was 145 milliards. Or, as the French Ministry
of Finance has exactly stated it, “ The weight of
debt which the war period directly bequeathed
to us can be estimated at about 145 milliards.” 2

The result was that whereas the annual
charge for the debt was 1,355 million francs
in 1913, if we choose to include the pension

1 Bankers’ Trust Company, French Public Finance, 1922, p. 200.

1 I'nventaire, 1924, p. 19.
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charges, this sum had risen to 7,021 million
francs in 1918, and to 7,903 million francs in
1919, including always the pension charges.
This would be an increase in annual burden
as measured in francs of about six times.

If we analyse this borrowing as a2 whole, we
shall find that about 15 per cent. of it was
“effected by means of advances from the Bank
of France, including a small amount from the
Bank of Algeria; 29 per cent, was by means
of National Defence Bills and similar temporary
loans; 36 per cent. by means of permanent
loans, i.e. the great Funded Loans, including
the loans issued by the Crédit National and
the State Railways, incurred expressly on the
State’s behalf; and finally 20 per cent. by
means of Foreign Loans reckoned at the par
of exchange, Hence, we may conclude sum-
marily that the war, as far as France was
concerned, was financed by borrowing as to
8o per cent. from within France, and as to
20 per cent. from outside.’

1 ¢of. Bankers’ Guaranty Trust of New York and Patis, French
Public Finance, p. 23. These figures include the borrowings for

1919.
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When the war opened, the Finance Ministry
was placed in an embarrassing situation. The
taxation policy of the State was not capable of
swift and flexible adjustment to the urgent
necessities of the hour, as would have been the
case if a modernised system of direct taxation
had been in force. Nor was the season favour-
able, as may be guessed, for big formal long-
term loans, or even for the immediate raising
of a large floating debt by means of short-
term bills.

Thus it came about that the Government
had to resort at the start to another source,
different from all these. In the season of
crisis they called to their immediate assistance
a financial giant, the Bank of France,

This institution, founded, as has been already
mentioned, in 1800 by Napoleon, had always
been the favourite child, though not the spoilt
child, of the great Emperor. Yet the privi-
leges which he or his successors in Government
. granted to the Bank were always carefully
balanced by the stipulation of corresponding
duties to the public, and it was perhaps because
of this essentially just basis for its operations
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that the Bank survived so triumphantly among
all the revolutions and catastrophes which were
destined successively to descend on France.

In the tragic days of 1870 the Bank, which
since 1848 had enjoyed the monopoly of note
issue, was authorised to suspend specie pay-
ments, but the inconvertible currency was so
skilfully handled that specie payments were
resumed without difficulty in 1878. It also
furnished to the Provisional Government of
those days a credit of 2,000 million francs,
which was, however, not wholly utilised, and,
at any rate, was entirely liquidated in 1877.
Hence there were clear precedents for what
was to happen now, though the scale was
indced gigantic compared with those days of
small things.

The wise and able men who had long directed
the policy of the Bank of France had pursued
a very progressive and liberal policy, more
especially since the year 1897, at which date
the Bank’s charter had been renewed until
1920. More facilities than hitherto were
granted for discount, with the consequence

that the number of such accounts rose from
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3,387 in 1897 up to 21,426 in the year before
the war. In this same period the number
of its banking accounts rose from 27,304 up
to 147,800. As regards its portfolio, the
Bank had confined itself to commercial bills of
three months’ maturity at the most, and also
limited its advances on collateral securities to
those of a readily marketable nature. Hence
the Bank was always in a very liquid position,
and, thus resting on this judicious admixture
of State control and private enterprise, was
not only well able, when the hour struck, to
meet the commercial demands for discount
which for the moment increased immensely,
but also could avail to tide over the crisis at
the call of the Government.

If we summarise the accounts of the Bank
as they ran normally in the years before the
war, we shall find that it was its general
policy to keep about 70 per cent. in specie
and about 30 per cent. in loans and discounts
against its liabilities in the shape of its note
circulation and deposits. It is true that, in the
critical year and a half before the actual out-

break of war, the above-mentioned ratio had
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somewhat fallen, so that in July 1914 the
ratio of specie to circulation and deposits had
fallen to 63'10 per cent. But this was not
very material. What was material was that by
1918 this ratio had fallen to 18-49 per cent.,
and at the close of 1921, if we may look
further ahead, to 14°80 per cent.

Was this prodigious change to be accounted
for by the fact that the discounts and loans to
the public had correspondingly risen ¢ By no
nreans, These had only increased by a modest
figure; the real reason of the change was that
advances to the State had swollen from the
3,900 million francs advanced to the Govern-
ment, as at the date of the outbreak of war, up
to 20,000 million francs in February 1919,
Such was the measure of the assistance which
had been afforded to the Government. These
huge advances of the Bank took the form,
broadly speaking, of an immense increase in
the note circulation. The note circulation,
which was 6,051 million francs at the outbreak
of the war, had attained to 32,000 million
francs in February 1919.

The State had obtained these advances from
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the Bank in virtue of nine successive statutes
beginning in August 1914 and ending in
July 1919. It should be mentioned that the
State had stipulated originally that these ad-
vances to itself during the war should be at
the rate of only 1 per cent. But in September
1914 it was further arranged that one year
after the cessation of hostilities this rate should
be raised to 3 per cent. This additional
2 per cent. was not to be counted in the profits
of the Bank, but was allocated to a special
sinking fund account for the purpose of reduc-
ing the State’s debt to the Bank.

Such is the main gist and a brief summary
of the financial policy pursued by the State
during the war in its efforts to obtain ready
money on cheap terms from the Bank of
France.

The next most important means of raising
money was by way of Treasury Bills, in which
term is included Treasury Bills strictly so
called, doms du trésor, and also the National
Defence Bills, bons de la défense nationale, as
the Treasury Bills were renamed after Septem-
ber 1914. This method of raising money
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from the public was decidedly popular and
steadily outdid the method of advances from
the Bank. But the immense increase in this
means of borrowing came only in 1919, when
the enormous amount of over 26,000 million
francs was raised in this way. The result of
this was that, taking all the war years, includ-
ing 1919, the amount borrowed by Treasury
Bills, etc., was about 29 per cent. of the total
war borrowings. This constituted, no doubt,
a very dangerous legacy of State indebtedness
constantly falling due and constantly having
to be renewed.

More important perhaps than either of the
two sources just mentioned was a third category
of debt, consisting of the great permanent
loans, and the fixed term loans, including
Crédit National and railroad issues, and bond
issues of two years up to ten years currency.

As 1915 opened, the Government, pushing
beyond its policy hitherto adopted of relying
- on the Bank of France and on the issue of
bills, conceived the plan of issuing bonds of 2
short term of currency. They were known as
National Defence Bonds, cbligations de la
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défense nationale, and had a currency of ten
years, but they never achieved the success of
the Treasury Bills, They were preparatory
to the issue of the first great War Loan of
November 1g9r13.

During the period of the war the French
Government pursued the policy of issuing four
great loans to the public, in 1915, 1916, 1917
and 1918 respectively, They were all made
in the so-called * classic form,” i.e. without a
fixed maturity date, being so-called perpetual
rentes, and at a discount from par.

These National Defence loans bore a rate of
interest of 5 per cent. as to the first two of
them, and of 4 per cent. as to the next two.
They were all issued so much under par that
to the investor the yield was as high as §-73,

571, 583, and 565 per cent. Added to this
~ their interest payments were free of taxation,
though it should be noted that, in estimating
the income subject to the impbr général sur le
revenu, the income from these securities was
not to be deducted.

It is further to be noticed that a considerable

proportion of the money subscribed was allowed
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to be in the form of bons, of obligations, and of
the old existing rentes, besides, of course,
actual cash. Hence it happened that, of the
amount of the total subscriptions of 55,762
million francs, only 24,130 million francs were
in actual cash. Thus these loans might in part
be considered as funding operations,

So far we have considered the policy of
borrowing during the war by the agency of
the Bank of France, by means of short-term
bills, and by means also of long-term and
funded debt.

There are two main criticisms to be made
in this connection, apart altogether from the
question as to whether the expenses of the
war should have been so little assisted by
taxation and so entirely fed by loans. The
first criticism is that, short-term borrowing
being itself dangerous to the borrower when
on a large scale, the dates of maturity should
have been most carefully distributed over the
future. This was not provided for. As the
Ministry of Finance has since acknowledged,
the issue of short-term loans should at any

rate have been accompanied by the skilful
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distribution of the maturities of such debt, so
as to avoid entailing upon the State important
repayments to the borrowers within the course
of asingle year. ¢ This measure of prudence
was not observed in the case of the Treasury
Bills, and it can be shown that it was equally
neglected in the case of the issue of the bonds
of National Defence.”?

To illustrate the accuracy of this criticism it
will be found that the years 1925 and 1929 in
particular were most heavily encumbered by
vast maturities to be met and discharged within
their course.

The other main criticism is that the big
permanent loans were issued at too low a price
and too favourably for lenders. Hence the
large gap established between the nominal
amount of the loans and the amount actually
received by the Treasury. M. Caillaux as
Finance Minister has definitely stated that one
of the faults committed was 