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Tax policy in France

 Share of direct taxation is much higher in France than in England

Share of direct taxes in total revenues
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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
— 1nstitutions in Ancien Régime
“absolutism”
Parlement
Church
— Structure of the economy”

— France 1s 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

e Under Louis XIV
— Existing state

— Reform:
— Capitation
— Proposal of Vauban

e all reforms are toward direct taxation

o Afterl725

— Indirect taxes
* Ferme Générale or regulated administration

— Direct taxes

 land tax, attempts at reforms



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

LEASES ON THE GENERAL FARMS, 1726-1786

Advances
( Bonds-
Lease Price money
Lease  Date® (in Livres) and loans)
Carlier 1726 80,000,000 ' 8,000,000
Desboves 1732 - 84,000,000 | 8,000,000
Forceville 1738 91,830,000 8,000,000
La Rue 1744 92,000,000 (peace) 8,000,000
91,153,000 (war)?® '
Girandin® 1750 104,265,000¢ 20,000,000
Henriet 1756 110,000,000 60,000,0002
Prévost 1762 124,000,000 (peace) 72,000,000
118,000,000 (war)®
Alaterre 1768 132,000,000 92,000,000
David 1774 152,000,000 92,000,000

Salzard® 1780 122,900,000 (prix rigereux) 62,400,0001
126,000,000 (prix espéré)
Mager® 1786 144,000,000 (prix rigereux) 65,520,0001
150,000,000 (prix espéré) 68,840,000«
(in 1788)
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The debts are measured by their face value. When the data is not available for France with
capitalized value of payments discounted at 5 percent. The same rate is appied to the rentes
issued in the resolution of the Law system. For example, 1720 rente at 2.5% with a face
value of 1000 millions is counted only for 500 millions. All amounts are in livres. A pound
sterling is 24 livres. Sources: England, Clark (2001); France, see text.

FIGURE 1 Public debts in England and France



Types of loans

Term loans
— (fixed term, 8 to 32 years)

Tontines
[ife annuities

Paper by Velde and
Weir

DIRECT LOANS OF THE FRENCH GOVERNMENT, 1747-1788

TABLE 2

Date of Edict  Finance Minister Loan Term Net Sum Raised Loan Yield Bond Yield
November 1740 Orry life 6.0 5.88
October 1741 life 8.0 5.82
June 1742 15 years 12.0 5.00
December 1743 Tife 8.4 7
November 1744 life 4.7 8.18
July 1747 Machault life 11.8 7.95 6.03 |
October 1747 12 years 30.0 6.71 6.22
September 1748 12 years 20.0 6.71 5.70
May 1749 12 years 36.0 5.00 5.18
y 1751 22 vears <30.0 9

May 1751 life 21.8 6.04 4.88
October 1752 9 years 22.5 6.17 4.55 |
November 1754 Séchelles life 56.7 5.10 4.36 |
November 1755 12 years 30.0 5.86 5.86
July 1756 Moras 10 years 36.0 5.00 4.95
March 1757 12 years 36.0 6.20 5.02
June 1757 11 years 40.0 7.35 5.08
November 1757 Boullongne life 60.0 6.4-9.0 5.15 |
April 1758 30 years 40.0 6.65 5.19 |
November 1758 life 39.0 7.0-9.0 5.20 |
April 1759 Silhouette ‘‘shares”’ 72.0 6.50 5.23
December 1759 Bertin tontines 46.9 9.53 6.85
May 1760 10 years 20.0 9.66 6.87
May 1760 32 years <60.0 ? 6.87
July 1761 32 years <30.0 ? 6.58
November 1761 life 43.5 6.4-9.0 7.30
January 1766 Laverdy life 60.3 5.2-8.0 6.15
December 1768 Maynon d’'Invau life 44.6 5.2-8.0 6.34
June 1771 Terray life 62.4 8.8-11.0 10.32

| January 1777 Necker life & perpetual 24.0 5.8-7.0 6.07
December 1777 7 years 25.0 5.00 5.87
November 1778 life 48.4 5.2-8.0 6.08
November 1779 life 69.4 5.2-80 6.12
October 1780 9 years 36.0 6.29 5.79 |
February 1781 life 77.3 6.4-9.0 6.04
March 1781 life 90.5 5.2-8.0 6.02

| January 1782 Joly de Fleury _life 190.3 7.6-90 607
December 1782 15 years 50.0 8.00 6.00
April 1783 d’Ormesson 8 years 24.0 7.49 5.79
October 1783 8 years 24.0 7.49 5.78
December 1783 Calonne life 100.0 7.0-9.5 5.95 |

cember 1784 25 years 125.0 6.76 5.90

Decem 10 years 80.0 6.67 5.49

|_September 1786 6.50 5.58
May 1787 Brienne 6.4-8.0 5.58
November 1787 life 120.0 7.6-10.0 5.79




e Four main players (or homogenous groups)

Players
— King

— Nobles

— Church

— Parlement

e 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)

e In 1770, Louis XV, finally attempts strong reforms

— dismisses the Parlement

— partial bankrupcy

s 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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Borrowing cost
s(Velde & Weir)
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Sale of offices

Major 1ssue in France 1500-1789, both for public finance and for the incentive 1n 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 mnvestment
* pooling girls by groups to diminishing risk
* intermediation by banks

— high rate of return, 9 percent or even higher
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Millions of Livres

Little girls of Geneva
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FIGURE 6

ANNUAL LIFE ANNUITY PAYMENTS BY AGE OF NOMINEE IN 1788
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The crisis of the eighties
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" Paces ' REVENUS"

Last bUdget du Compte.
of the Ancien h

FerMES générales. ... .oooonn oo W, 150,107,0000

des Poflesie s v v vv e neen i e 12,000,000.
- des Meffageries. . .o v v vevvvnini i, 1,100,000,
Reg ime — des droits dans les marchés de Sceaux & de Poiffy. . . 630,000.
Indirect des Affinages. .. . . [RRRRELRTTLTIERERETRCRAE 120,000-
des droits du Port-Louis.. . ... . e 47,0004
ABONNEMENT des aroits des quaire Viembres de Ja Flandie
5. MATIIME. o ¢ ¢ o e v v v e ee et 823,000-
(Rﬁ(;[n genera!e des Aides & droits y TEUNIS . o o o T e n 50,220,000,
Ves des Domaines & BoiSese s s v evevvnnsonasnnnes 50,000,000,
de fa Loterie royale de France o0 autres y Telnies... . 14,000,000.
des Revenus cafuels. . oo e v vvvvvvenieann 3,000,000,
70 du Marc dor,..vvvvevvennereeniesiseaens 1,500,000.
------------ Rﬂﬁ 200
8.. ImposiTions de la ville de Paris, des P;lys d'Eledion & Pays
CONQUiSes ¢ venvvunrnan ................7.155,655’000,
9. de Languedoc ( Ireéforerte J... ... ... . oo 3,594,820,
10e. —— Mdeme....... {Recette générale). . ... oovvnnnt 1,182,430
11.. ——— de Bretagne.. (Tréforerie Jo.vuovuuvennnnnnn 6,115,400,
. Mdem....... « {Recettegénérale)............. . 496,060.
Direct 12.. g———- de Bourgogne. { Tréforerie }o. v vuvvvvennne. - 3,190,060.
Idem....... « ( Recette générale ... ...l Ll 938,120
130 3—-— de Provence.. ( Tréforerie)e......... ceraanes 1,997,030
4. 3 Hem...... .. (Recettcj générale ).. .. TR : 895,430
R de Pau, Bayonne & Foix (Recette générale). ...... 1,156,650.
15... CAPITATION & Vingticmes abonnes.. . ... PPN Y §75,000.
CarrtaTion & Dixiémes retenus au Trélor royal fur les
16.. S Penﬁons 3 1T 6,200’000.
(IMPosITIONs particuliéres aux fortifications des Villes..... .. §75,000.
BEnEFices fur la fabrication des Monnoies... . ... ... e 500,000.
17-- des Forges royales.. . ... ..o, 80,000.
18.. Revenus de la Caiffe de Commerce.. . ovvvvovnven . 636,000.
1g.. InrErfrs annuels des fommes prétées aux Etats-unis de FAmé-
FIQUEs « e 1,600,000.
CLovers des maifons & des terrains des Quinze-vingts.. ,. .. 180,000.
22.. glNrégﬁrs annuels de {ix millions que doit -un Prince d’Alle-
TGN ¢ s e e s utntrasonesuenconsonnanenn, 300,000.

ToTALs ..o v v vt 475,204,000,

R ——————

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

PAGES DE’PENSE&

du Compte.

DEPENSES générales de Ja Maifon du Roi, de celles de fa Reine
25 & de la Famille royale.. . . .. PN 25,000,000
g Maisons des Princes, fréres de Sa Majefté. .. .......... 8,24.0,000.
26.. AFFAIRES étrangéres & Ligues Suiffes. . oo v vev i eeenans 7,330,000,
27.. DEparTEMENT de Ja Guerre, & dépenfes accefloires. . ... .. 99,091,000,
32e¢ MARINE & Colonies. c v vvererareeenoneeeeennns 40,500,000,
34+« Ponrs & Chauffées.eveeereennvnnnne. T eeeeaean 5,680,000.
410 HARAS< o4 voueons feraen cesensens cessisreen erene 814"000_
44 ReNTES perpétuelles & viageres. . ovvvaeieceeiieneenn 161,466,000,
58.. InTirETs deffets publics & diverfes créances....vecveon.n 44.856,000.
97-- ENGAGEMENS i temps envers leClergé. .........vvvnn 2,500,000.
98.. GacEs de charges repréfentant Pintérét de la finance. ...... 14,729,000
'100.. INTERETs & frais d'anticipations......... e 15,800,000.
FOTe. INDEMNITES. . o o e oe e iesenesanacocansoasosnsnns 3,167,000.
100, PENSIONS. v v v v vevosseaanonsnssossascosasnsos 29,954‘.000'
133.. GacEes du Conleil, & Iraitemens particuliers defa Maguuav.ure. 2,815,000.
?3 9.+ GaGEs, Traitemens & Gratifications i diverfes perfonnes. . . 351,000,
143.. InTENDANS des provinces & feurs bureauXe. .o v ev v v e v nn 1,413,000.
144.. Pouice de Paris........ he e eeye e e e «  1,569,000.
147.. GuET & Garde de Paris.. . ....oovvvnennn. Ceeees +  1,136,000.
150.. Marfcuausste de {'ifle de France.........coovvnenn . 251,000,
PAVE de Paris. . oo v venvsnneeceenonoonsasasann, : 627,000.
Y51 ) Travaux dans les carriéres fous Paris. .« cevvone et 400,000

)

I52.. REMIsES ou moins impofé, décharges, non- -valeurs & moderatlons
fur les impofitions. « . <« o« oot . e 7,123,000:

I§5.. TRAITEMENSs aux Receveurs, Fermiers & Régiffears généraux,
& autres frais de TeCOUVIEMENTt. v o v v vt vvvensrruns 19,511,000
166.. ApmiNisTRATEURs du Tréfor royal, Payeurs des rentes, &, .. 3,372,000.
167.. Bureaux de ladminiftration générale.,......covnnenn. 2,345,000,

Trarremens & Dépenfes de la caiffe du Commerce, de celle
170 des Monnoies, du Département des mines, & de 2 Liquidation

Interest paymeﬁts

de T'ancienne Compagnie des Indes.......... Cereea 794,000,
Fonps rélervés pour des aftes de bienfaifance........... 173,000,
172+ 3 Sgcouns aux Hollandois refugiés en France............. 829,000,
173 CoMMUNAUTES, Maifons religieufes & entretien d'édifices facrés. 2,082,000,
177.. DoNs, Auménes, Secours, Hopitaux & Enfans trouvés. . . . . 3,635,000,
184.. Travavx decharité....... ... ool . 1,911,000.
185.. DestrucTioN du vagabondage & de fa mendicité. .. ...... 1,144,000,
186.. PriMEs & autres encouragemens pour le Commerce........ 3,862,000.
187.. JarpiN royal des Plantes, & Cabinet d'Hiftoire nawreffe.. . . 129,000,
188.. BiBLIoTHEQUE du Rolee v v vvvenivnien e innnn... 159,000.
189.. UNIVERSITES, Académies, Colléges, Sciences & Arts.. . . .. 1,004,000.
PassEPorTs en exemption de droits. ..ol 400,000.

195 gENTRETXEN Réparations & Conftruction de bitimens pour fa
chofe pubhque, ........................ ceeens 1,874,000.
196.. Diverses Dépenfes de plantations dans les foréts, ér. . . 817,000.
198.. DEpEnsts de Procédures criminelles & de Pnfonmers ...... 3,180,000.
199. gDEPENSES focales & variables dans les Provinces. ... ...... 4,500,000.
DEPENSES imprévues. . « .« .. e ereeeaa et eeaen 5,000,000.

ToTiL.. ... 531,533,000,




Final act

Options in 1788

— Primary surplus 1s 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 Sieyes:
“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
16



Composition of public debt

in 1789
(Sargent & Velde)

STATE or DEBT IN 1789

Capital

Outstanding  Debt Service

1. Rents:

Inflated number Perpetuals

(reduce by 50%)
from the Law system

Life annuities
2. Fixed-term loans
3. Anticipations
4. Bond monies
5. Financed offices
Total (May 1789)

Ratio to GNP
Ratio to revenues

6. Offices

7. Feudal rights

8. Debts of clergy

9. Debts of abolished institutions
Total (November 1789)

Ratio to GNP
Ratio to revenues

1,136.0
1,154.0
830.3
322.3
201.8
119.2
3,763.6

63.3%

616.7
130.0
95.0
228.4
4,816.9

81.1%

56.8
105.0
111.5%

15.8

10.2

5.0
304.3

64.4%
9.7
4.75

11.4

3254

68.9%

SOURCE.—Compte général (1789), pp. 44-48, 50-54, 82, and 98-99: Archives parlemen-

taires, 10:96, 72:199, 41:145-52, and 30:329.
* 34.7 of this is interest payments.



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 1n 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: 1ssue 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 |

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 11

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 1ssued 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 1ssues

497

3500 : — : W ]

3000+

’
’,
’
2500 ’
- - -
-
-
.
.

,
,
.
-
2% ’
L . .
-
.
.
.
.

1500 - total issue ]

millions of livres

e

0

150 1790.5 1791 1791 5 1792 1792.5 1793

F1G. 6.——Assignats used for debt reimbursement and total issue, 1790—99, Source:
Archives Nationales, Paris, AD IX 497bis and 586.



The demand for money
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FiG. 7.—Scatter plot of the logarithm of the inflation rate (log{p./p,-.1), on the
vertical axis, vs. real balances of assignats, on the horizontal axis; the circles depict
points from the “real-bills” period from January 1791 to July 1793; the crosses refer
to the Terror from August 1793 to July 1794; the stars trace the hyperinflation from
August 1794 to March 1796. Sources: Braesch (1934) for 1790-91; reports of the
Treasury and the Caisse de 'Extraordinaire for 1791-95 (Paris, Archives Nationales,
AD IX 497bis and 586); and Ramel de Nogaret (1801) for 1795-96.



Comparison: Ancien Regime with Napoleon
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