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Tax policy in France
• Share of direct taxation is much higher in France than in England
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Tax reforms France 1715-1815

• Critical transition from the Ancien Régime to a more modern structure

• Repeated failures before 1789, why?
– comparison with cases where the way out was found

• England XVIII
• France under Napoleon

– institutions in Ancien Régime
• “absolutism”
• Parlement
• Church

– Structure of the economy”
– France is too large, drive toward centralization, completed by the 

Revolution (Tocqueville, “the Ancient Régime and the Revolution”)
– Ideas about economics, physiocrats, “les économistes”
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Attempts at reforms before 1789

• Under Louis XIV
– Existing state
– Reform:

– Capitation
– Proposal of Vauban

• all reforms are toward direct taxation

• After1725
– Indirect taxes

• Ferme Générale or regulated administration 
– Direct taxes

• land tax, attempts at reforms
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Financiers
• Wealthy individuals (families) who could lend large sums on short notice.

• Not bankers; typically later tax farmers

• Resistance to reforms of  capital markets and to banking institutions
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Types of loans

• Term loans
– (fixed term, 8 to 32 years)

• Tontines

• Life annuities

• Paper by Velde and 
Weir
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Players• Four main players (or homogenous groups)

– King
– Nobles
– Church
– Parlement

• Parlement
– Parlement is a judicial court, not a representation of the population
– Taxes are laws and require the validation by the parlement (and regional 

parlements)
– In case of conflict, very formal assembly with remonstrating by the parlement 

with the king present; ultimately the king prevails, but may be substantial 
transaction costs; possible costs in other areas by the functioning of the 
parlement.

– much obstruction against the court spending (rivalries)

• In 1770, Louis XV, finally attempts strong reforms
– dismisses the Parlement
– partial bankrupcy

• no redeemable debt: no contingent financial instrument, annuities have a 
fixed rate no matter the state of the economy or the public finances
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• Patial default in 1770
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France

England



Borrowing cost
s(Velde & Weir)



11

Sale of offices

• Major issue in France 1500-1789, both for public finance and for the incentive in the 
whole economy.

• Office sales took off with Francis I (1515-). Expansion of the system in the rest of the 
century.

• Office is a saleable commodity. The crown sells an office like a bond: the buyer pays 
to the crown the right to collect some future income. 

•  Some limits were put, at first, on inheritances. (No sale 40 days prior to death, but 
insurance or permissions could be purchased).

• Purchase of office was financed by loans. Lenders had first claim on the office (like a 
bank in today's mortgages). Hence the ``market'' (with little risk premium) interest 
rate. Indirectly, the crown could benefit from that interest rate.
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Large loans before the French Revolution

• Life annuities not based on the life expectancy

• Intermediation by banks in Geneva
– annuity would be written on a healthy girl of 5-6 years old
– like an investment

• pooling girls by groups to diminishing risk
• intermediation by banks

– high rate of return, 9 percent or even higher
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Little girls of Geneva
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The crisis of the eighties

Budget crisis



Last budget
of the Ancien 
Régime

Indirect

Direct

Direct / Rev = 162 / 425 = 38 % 
[ Total - domain = 475 - 50 = 425 ]

Interest payments
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Final act

• Options in 1788
– Primary surplus is negative
– choice to default
– (resistance to taxation)
– calling the Estates Generals for May 1789

• this time to avoid default and increase taxation
• Mirabeau: “blessed public debt”

• Meeting of the Estates in June 1789
– first move: double representation of the Third Estate
– famous essay of Sieyès:
“What is the Third Estate?  - everything
What has he been so far in the political order? - nothing 
What does he want? - to be something”.

• privileges (no taxation) of the first and second order abolished in August 1789.

• Church domains nationalized in the Fall of 1789



Composition of public debt 
in 1789

(Sargent & Velde)

Inflated number
(reduce by 50%)

from the Law system



The French Revolution (1789)

• Fiscal crises at the end of the 80s

• Budget in 1789

• Solution: nationalization of the Church estates

• Assignats

• Inflation

• Eventual default



Events of 1789

• Decision of Louis XVI not to default

• Estates General were called for the Spring of 1789 first meeting since 1610 900 

members in three Estates (300 each).

• Rise of the Third Estate: (expanded from 300 to 600: representation for taxation

• Abolishion of the special treatment of the first two Estates in August 1789

• Nationalization of the domains of the Chuch in the Fall of 1789

• At the same time crowd disturbances, and manipulation of these disturbances



National domains

• National domains: about 2400 millions

• Essential issue: how sell the national domains

• Method: issue shares:

• Bills which are claims on the national domains.

• When the national domains will be sold, assignats will be used to buy the 

domains.



Assignats I

• Assignats were negotiable

• What are they? bond or money?

• Initially they were of high denomination

• Because of the need for money, business opportunity:

• enterprise: financial intermediation



Assignats II

• Bank notes are more valuable than assignats because they provide transaction 
services. 

• The private bank provides these services and makes a profit.

• State reclaimed the supply of liquidity for transaction and suppressed the banks in the 
summer of 1992. 

• The state issued  small denominations.

• Debate on the role of assignats.

• Frontier between counterpart of estates and currency became fuzzy.

• Need for more revenues because of wars.



New issues



The demand for money
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Comparison: Ancien Régime with Napoleon

Tax revenues after 1800 (year 0)
• most of the variation is in 

indirect revenues
• sharp increase and drop 

during napoleonic wars
• after 1815,

• growth after 1815 with 
the economy

• reduction of the rate of 
direct taxation


