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"Notre devoir était de défendre le patrimoine des épargnants. La dévaluation est une
Jaillite. On ne fait faillite que s’il n’y a plus d’espérance d’amélioration. Ce n’était pas
le cas en 1934.”

L.GERMAIN-MARTIN (1936)

"La dévaluation en diminuant la valeur du franc, frappe tous ceux qui ont des revenus
JSixes, elle diminue les revenus réels des salariés, des rentiers, des petits commergants et des

paysans.
C’est une folie de prétendre que la dévaluation peut ramener la prospérité. Elle ne

pourrait que précipiter notre pays dans une misére plus grande.”

J. Duclos - speaking on behalf of the communist party.






TABLE OF CONTENTS

VOLUME 1
INTRODUCTION (p.1)

THE POLITICAL CONTEXT (p.12)

i The nature of the French polity (p.13)

ii) Inter-war French political parties (p.17)

iii) The Senate (p.29)

iv) The electoral system (p.32)

v) The historical course of the inter-war French polity (p.36)

vi) The radicals and French politics (p.45)

vii) The new electoral system and domestic politics (p.50)

viii) The 1932 elections, the Leagues, and crisis of the Radical
state (p.54)

ix) Constitutional reform proposals (p.57)

X) The rise and fall of the Popular Front (p.65)

xi) Conclusion (p.71)

THE INTER-WAR MONETARY SYSTEM (p.75)

i) Introduction (p.75)

ii) Bimetallism (p.111)

i) Credibility and co-operation as essential attributes of the gold standard
(p.114)

iv) An historical overview of inter-war monetary history (p.124)

v) Conclusion (p.153)

FRENCH MONETARY POLICY UP TO THE 1933 WORLD ECONOMIC
CONFERENCE: A COMPARATIVE PERSPECTIVE (p.160)

)] War finance (p.160)

i) Reparations, war debts, and post-war finance (p.171)

iii) British post-war stabilisation policy (p.174)



iv)
V)
vi)
vii)
viii)
ix)

x)

The French experience (p.178)

The UK’s return to gold (p.185)

The Cartel des Gauches’ financial debacle 1924-26 (p.189)

The Poincaré stabilisation 1926-29 (p.193)

France and the Inter-War gold standard (p.203)

Depression and breakdown of the gold exchange standard (p.209)

Conclusion (p.219)

BUDGET DEFICITS AND FINANCIAL INSTABILITY (p.224)

i)

Budget Deficits: The revenue side and economic activity (p.248)

THE NATURE OF FINANCIAL ORTHODOXY (p.259)

THE GOLD BLOC: A DEFENSIVE CURRENCY PACT (p.274)

i
ii)
iii)
iv)
v)
vi)
vii)
viii)
ix)

x)

The World Economic Conference (p.276)

The Gold Bloc (p.305)

Negotiating a trade agreement within the Gold Bloc (p.313)
The Geneva meeting (p.328)

Preparing the Bruxelles meeting (p.331)

Lithuania’s membership of the Gold Bloc (p.364)

The Bank of France, the Gold Bloc and eastern Europe (p.366)
The Gold Bloc in disarray (p.368)

The Belgian devaluation (p.375)

Conclusion (p.397)

VOLUME 2

THE DEVALUATION CAMPAIGN (p.399)

)

Conclusion (p.434)

NEGOTIATING STABILISATION (1934-36) AND THE TRIPARTITE
AGREEMENT (p.436)



i) The Tripartite agreement (p.463)

ii) The 24hr. Gold Guarantee agreement (p.473)
iii) Italy’s "re-alignment” (p.483)

iv) Conclusion (p.487)

MONETARY POLICY IN THE GOLD BLOC PERIOD (p.489)

i) The devaluation debate in parliament (28/9-1/10/36) (p.521)

ii) The Tripartite agreement and currency experience (1936-39) (p.536)
iii) Conclusion (p.544)

DID FRANCE DESTABILISE THE INTERNATIONAL MONETARY
SYSTEM? THE MALDISTRIBUTION OF GOLD AND THE OPEN-MARKET
POLICY CONTROVERSY (p.546)

i) Open-market policies (p.579)

CONCLUSIONS (p.600)
REFERENCES (p.608)
Primary Sources - Official Archives and Documents.

i) Banque de France - Délibérations du Conseil Général
ii) Ministéres des Finances - Archives Economiques et

Financitres.
iii) Ministeres des Relations Extérieurs - Archives
Diplomatiques.

iv) Royal Institute of International Affairs.
v) Journal Officiels: Débats, Chambres des Députés et Sénat.

Secondary Sources - Books and Articles (p.614)



APPENDICES (p.634)

Table A-1: Indicators of Comparative Economic Performance, France, UK, USA
(1913-39)
Table A-2: Competitiveness of French Exchange Rate with Sterling 1913-1938.
Table A-3: Competitiveness of British Exchange Rate with the Dollar 1913-1938.
Table A-4: Competitiveness of French Exchange Rate with the Dollar 1913-1938.
Table A-5: Annual Average Bank of France Discount Rate
Table A-6: Trade Relations Between and Outside the Gold Bloc.
Table A-7: (a): Balance of Trade of Belgo-Luxemburg Union.
(b): French Balance of Trade.
(c): Italian Balance of Trade.
(d): Dutch Balance of Trade.
(e): Polish Balance of Trade.
(f): Swiss Balance of Trade.
Table A-8: Exports of Gold Bloc States from 1929-33 to One Another and the
World at Large.
Table A-9: The Behaviour of M2 over the Inter-War Years.
Table A-10: Heads of Government, Finance and Budget Ministers, and
Govemors of the Bank of France (1919-39).
Table A-11: Presidents of the Republic.
Table A-12: Composition of the Five-Inter War Chambers of Deputies.

Document A-1: "British declaration of policy at the London conference,” speech
delivered by Chancellor of the Exchequer 14th July 1933.

Document A-2: “"Projet de déclaration commune des gouvernements des pays
dont les monnaies somt au régime de l'étalon or et des pays dont les

monnaies ne sont pas & ce régime,” 30th June 1933.

Document A-3: "Déclaration des Etats fidéles au régime de l'étalon or," 3rd July
1933.



Document A-4: "Official statement relative to President Roosevelt’s message to
the Conference,” Sth July 1933.

Document A-5: “Accord de coopération technique entre les banques centrales des
pays du bloc-or,” 8th July 1933.

Document A-6: "Réglement technique mis en application pour la Bangue
Néerlandaise et la Banque d’Italie,” 22nd July 1933.

Document A-7: "Protocole signé par les représentarus des Etats adhérents au
Bloc or,” 20th October 1934.

Document A-8: "Projet de note aux gouvernements américain et britannique,”
8th September 1936.

Document A-9: "French Triparatite declaration,” 25th September 1936.

Document A-10: "Agreement regulating 24hr. gold guarantee arrangements
between British, US, and French monetary authorities,” 14th October 1936.

Document A-11: "Extension of 24hr. gold guarantee arrangements to Belgian,
Dutch and Swiss monetary authorities," 23rd November 1936.

Document A-12: "US Treasury statement proposing clearing (netting) of gold
balances held under ear-mark between central banks party to 24hr. gold
guarantee arrangements,” 26th January 1937.

Document A-13: "Note sur l'open market policy,” 23rd May 1933.

Document A-14: "Moyen d’action sur le marché monétaire donné & la Banque
de France par la Convention du 23 juin 1928," 22nd September 1933.






INTRODUCTION

This thesis explores the nature and objectives of French monetary, exchange rate and
economic policy in the 1930s. Until Eichengreen’s (1985 & 1992) and Mouré’s (1991)
work, the conventional wisdom was that French policy was, misguided (g.v., Hawtrey) or
characterised by financial ignorance (q.v., Kemp, 1972). This judgement came readily to
British analysts who felt that the French were too slow to abandon the old orthodoxy which
their own country had discarded five years earlier (the British and many others having
abandoned gold in 1931, whereas the French and the Gold Bloc only in 1936). As a result
the French were forced to deflate in the 1930s, whilst the British reflated.

These once traditional views take inadequate account of important differences
between French and British experience and policy in the 1920s (when sterling was overvalued
and the franc undervalued), and they take no account of differences in political structures and
institutions which placed different constraints on France (and some other Gold Bloc
countries) than on the UK.

I feel that if we are to understand why France did not devalue earlier, it is essential
to investigate closely what the political, institutional, and attitudinal constraints were in
France.

My thesis therefore involved investigation and assessment of French policy options
as they were perceived at the time. This is done by a study of the archives of the Ministére
des Finances and the Banque de France, and French diplomatic correspondence, before and
after the 1933 World Economic Conference, in the archives of the Ministére des Relations
Exterieurs. 1 also examine the views of different political groupings by exploring the record
of parliamentary debates and the newspaper clipping files at the Royal Institute of
International Affairs at Chatham House, as well as those held at the Banque de France.

My thesis which explores the sociology of policy-making therefore makes a much
more detailed analysis of the inter-play of opinion and policy-making than Eichengreen and
Mouré have done, though I share their revisionist assessment of the quality of French policy.

It is a central tenet of this thesis that French inter-war currency experience cannot
be understood in vacuo, and that a holistic political and economic approach is essential to

grasp the interaction of historical circumstance, ideology, and politics which made for the



particular course which policy took. Foreign policy illusions and the domestic political
imperative of financing post-war reconstruction expenditure through borrowing, as a German
liability, explains the substantial post-war deficits. The resulting experience of inflation,
currency depreciation, and the sacrifices made by the renriers with the Poincaré stabilisation
acted as constant referent to policy-makers and analysts.

Why did the French political establishment fail to resolve the fiscal crisis of the state
any sooner? To understand this it is necessary to analyze the nature of the French polity
from an institutional perspective in terms of the relations between presidency, executive and
the legislative, viz., the Chamber of Deputies and the Senate. It is also necessary to
apprehend the nature of parties and fluid political groups which acted within these mediating
structures. The role of the radicals is crucial to understanding the difficulties of building a
solid majority around a defined set of policies. These difficulties were compounded by the
inability of the executive to request a premature dissolution of the Chamber of Deputies or
referendum. From 1926 onwards, the method increasingly used to broker a parliamentary
impasse was the grant of decree-making powers. These temporary delegations of
parliamentary authority would no sooner be reclaimed. Attempts at constitutional reform ran
against the vested interests of the radicals, in particular, who, as the necessary ingredient of
any coalition either of the right or left, stood to lose most.

Why the French obsession with the gold standard and did it conform to the reality
of the gold standard in the pre-1914 world? French policy-makers held to a text-book 19th
century analysis of the gold standard and its neutral automaticity. This seems to have
derived more from innate liberal economic predilections than sound historical analysis of the
workings of the gold standard. The interpretation of the self-equilibrating nature of the pre-
war gold standard is essential to understanding the dominant French analysis of the cause of
the depression and therefore prescriptive policy action.

Most French policy-makers argued that the causes of the depression lay in the failure
to find a new economic equilibrium in the immediate post-war period. Adjustment was
disrupted by inflationary credit policy on the part of the US Federal Reserve System and the
Bank of England. The depression constituted the necessary cathartic process towards
reaching a new equilibrium, and intervention could only delay this process. France rejected
the accusation that it deliberately acquired gold and destabilised the international monetary
system in 1928-32. Instead it blamed the US and UK for running too loose a monetary



policy. The Bank of France would stand ready to discount any sound commercial bills, but
would not be drawn into any artificial expedients which smacked of managed money, such
as open-market policies. Similarly in the depression years, the Bank and the French policy-
making establishment rejected the use of open-market policies to stimulate activity on the
grounds that this would constitute an unwarranted intrusion in the market place.

We will show that the case against devaluation derived from a well articulated
economic and political model. We will demonstrate that the French political establishment
was not opposed to devaluation by 1935, but was insistent that this should occur within the
framework of a tripartite currency agreement. Such an agreement should preferably
incorporate a commitment to return to the gold standard.

Whilst the US was willing to discuss this the British government was adamantly
opposed to any fixed exchange rate commitment, particularly in 1935 which was an election
year. This proved a major stumbling bloc along with the rather desultory fashion in which
the US administration approached the question. It was only when the Popular Front
government faced a persistent drain of reserves that a Tripartite Agreement was reached with
the British and US governments. This lent a veneer of international co-operation to France's
devaluation.

Why did the Popular Front government fail to devalue on coming to office and, or,
introduce exchange controls? To understand this it is important to realise that the Popular
Front was a heterogeneous coalition of radicals, socialists and communists. The communists
were virulently opposed to devaluation, arguing that it was a method of reducing real wages,
the radicals were none too keen either, and would certainly have opposed exchange controls.
Perrot’s (1955) assessment was that no party advocating devaluation could have won the
election.

Why this aversion to devaluation? Devaluation was considered a moral and
contractual default, and the experience of the 1920s suggested that devaluation and inflation
went hand-in-hand.

This thesis will demonstrate that French policy-makers were far from financially
ignorant and that policy rested on a coherent liberal political and economic paradigm. Its
economic basis rested on what is now known as supply-side economics and the new classical
macro-economics. We will see that devaluation was rejected on the grounds that it would

lead to imported inflation and compensatory wage demands in the private and public sectors.



Whilst devaluation might bring a temporary fillip to economic activity it was argued that any
competitive advantage would soon be eroded by wage-push inflation and public sector
demands would further burden the budget. When it became evident to policy-makers that
devaluation was inevitable France continued to press for a general stabilisation agreement
preferably with a commitment to ultimately return to gold. This thesis shows that this was
necessary for domestic political reasons, both because of the success of the previous
campaign against devaluation and the need for a political cloak to disguise a policy volre face,
but also internationally to avoid retaliation. French policy-makers sincerely feared that
sterling, which was under a managed float, might be allowed to weaken and that the US
might devalue the dollar from the prevailing 59% of its former gold parity to 50%, as
Roosevelt was empowered to do. Lastly questions of credibility were not absent from the
desire to reach an international agreement, rather than take a unilateral course and risk being
buffeted by "speculative” currency flows as in the 1920s.

Our thesis also demonstrates that when British policy-makers such Hawtrey
encouraged France to engage in open-market operations following the de facto stabilisation
of the franc in 1926 they had failed to understand the political reasons for which the Bank’s
statutes specifically precluded open-market policies. In effect the Bank’s statutes aimed at
making monetary policy independent of government and to prevent a recurrence of the
budgetary monetisation which had characterised much of the period to 1926. We will see
that this past experience also explains why the Bank rejected open-market operations to offset
the effects of depression in the 1930s. The second factor which informed the Bank’s quietist
attitude was that it firmly adhered to the "banking principles” that is, it was prepared to
discount all sound commercial bills presented to its discount window. That these were not
presented in sufficient quantities was not the Bank’s fault but resulted from the world
depression which had been caused by an increase in production during the war, collapse of
agricultural prices, and the post-war credit bubble fuelled by the gold exchange standard.
To the French policy-making establishment the gold exchange standard and open-market
operations were coterminous both were inflationary and faulted the price mechanism.
Depression was part of a natural Darwinian process which had to run its course until a new
equilibrium was found. These views were particularly espoused by Clément Moret,
Governor of the Bank from 1930-35.

This thesis makes clear that although the Bank has often been accused of



undermining governments of the left and centre this accusation is probably not founded,
rather the Bank saw as its main function the defense of the gold franc.

The Bank and the majority of the French political establishment felt that if the gold
franc were abandoned governments would follow the path of least resistance and monetise
the deficit. Once this avenue was opened further devaluations would offer governments the
prospect of enjoying the profits realised on the revalued gold reserves of the Bank. There
would be no end to the financial rout. In the event the financially orthodox were proved
right.

In the circumstances why couldn’t France have devalued as the UK had done? The
answer is straightforward, financial crisis masked a deep political cleavage which would have
prevented a political coalition from reaching a necessary consensus on accompanying fiscal
measures. That political cleavage was made worse by the perverse policies forced on French
governments as a result of the increasing over-valuation of the franc does not detract from
this judgment.

It is our judgment that French monetary and economic policy was characterised by
failure in the 1930s. This applies in particular to the Gold Bloc whose importance should
not be over-emphasised. France clearly wished to maintain this gold currency bloc to
increase diplomatic pressure for an eventual return to gold. French policy-makers remained
convinced that British agreement to such an accord could eventually be obtained. We will
show that this was a serious misjudgment. As far as relations with the US are concerned
both France and the UK would rightly continue to mistrust US policy initiatives after the
London World Economic Conference. Failure was also apparent in France’s policy of
deflation and when Laval’s experiment was abandoned the Popular Front’s policy of "pouvoir
d’achar” was also found wanting. This reflationary attempt failed before its inconsistent
objectives encapsulated in the electoral pledge imposed by the nature of the Popular Front
coalition of, "ni déflation, ni dévaluation”.

Our answer to the entreaty that France should have engaged in open-market policies
during the later 1920s to reduce the gold avalanche (q.v., Hawtrey) a policy which
Eichengreen (1985) has identified as the only one which could have had a significant impact
in reducing France’s demand for gold, is that it was misconceived and would have
compromised the independence of the Bank. Had the Bank engaged in such activities in the
1930s in circumstances when the budget deficit continued to widen despite, and because of,



efforts at deflation, open-market operations would have undermined the credibility of the
Bank and made it harder for government to fund deficits. In the circumstances such action
might well have forced the authorities to rely on the issue of Treasury bills with the risks of
monetisation that this would involve. Therefore the Bank was probably correct in rejecting
open-market policies. As to devaluation as a solution to the depression of the 1930s, when
it came it did undoubtedly bring relief but the last bulwark guarding against financial
instability had been removed. The recurrent political crisis which masked as a monetary one
would remain unresolved. Reform of the state might have provided a solution, but even then
it is an important tenet of our thesis that the degree of cleavage was such that even political
reform might not have provided an answer in the short-term. Given the inter-action between
monetary and political factors it may be that a simple suspension of the gold standard would
have been the best solution, at least it would have protected the gold reserves.

Finally, this thesis should put paid to the view that French monetary policy was
characterised by financial ignorance. On theoretical grounds this was not the case and
contemporary British policy prescriptions advocating variously open-market operations and
devaluation failed to take account of political factors and historical antecedents.

Chapter One, "The Political Context,” provides an analytic overview of the French
polity and the sources of political instability, which were the ultimate cause of France's
continuous post-war budget deficits and concomitant fiscal crisis till the Poincaré
stabilisation. The 1930s would see a renewal of political instability which weakened the
franc. This climaxed in 1935, when governments had increasingly to monetise the budget
deficit by means of indirect advances from the Bank of France, leaving the Popular Front to
inherit an extremely unfavourable financial situation.

This chapter gives a broad insight into inter-war monetary and economic history,
which cannot be divorced from the political and economic matrix from which it issued. In
this context, it is important to realise that it was not only the electoral system but the very
nature of the historical and cultural political divide which accounted for political instability.
The ambiguous position of the centre groupings and parties of radical persuasion, caught
between an espousal of the republican heritage and social values to the left, whilst largely
endorsing fiscal orthodoxy, meant that any alliance with the socialists would always prove
tenuous. A far left coalition with the communists proved more elusive given the reluctance

of the communists to condone the bourgeois system, such an alliance would have alienated



many within the radical party. It was only with the rise of fascism and the leagues in
France, and the imprimatur of Moscow, that the communists agreed to join in the Popular
Front created in 1935.

Alliances between the centre-right and radicals were also prone to instability, as the
radicals for reasons of electoral expediency and a firmly held republican tradition did not
wish to distance themselves too much from the left.

Chapter Two, "The Inter-War Monetary System,” is introductory in nature. It aims
to demonstrate that the pre-war gold standard, which was to constitute a constant referent for
French policy-makers, was far removed from the text-book model. The latter in its crudest
form represented the gold standard as though it were a pure specie standard, with little or
no role for financial intermediaries. A better understanding of the gold standard’s managed,
partly discretionary nature, or at least of its socio-political underpinnings, could well have
saved France from the costs which a rigid adherence to financial orthodoxy imposed. An
important point to make in this context is the downward rigidity of wages (relative to the fall
in prices) which characterised the inter-war world. This meant that adjustment towards some
form of equilibrium, rather than being smooth, consisted of destabilising quantity shifts, e.g.,
unemployment. Falling economic activity reduced government revenue, and attempts at
balancing the budget had perverse and self-reinforcing macro-economic effects. The ensuing
fall in prices raised real interest rates and indebtedness, exacerbating difficulties of economic
adjustment. The inflexibility of the nominal wage-price framework was in part due to the
more prominent role played by parties self consciously representative of working class
interests in parliament, after the First World War.

Chapter Three, "French Monetary Policy Up to the 1933 World Economic
Conference: A Comparative Perspective,” examines war finance and its legacy of debt over-
hang, particularly of short-term unfunded debt, and the post-war habit of carrying some 50%
of government expenditure off-budget. A comparative section on British war and post-war
finance demonstrates that French budgets were less sound than British. This is followed by
an examination of France’s post-war foreign policy illusions and domestic political
imperatives which determined that reconstruction expenditure would be carried-off budget
under the heading of "recoverable expenses” to be serviced by reparations payments. The
Ruhr fiasco marked the end of this illusion, which had been the premise of early post-war
budgets. Financial crisis continued until the Poincaré stabilisation in 1926. This chapter will



take us through to the onset of depression and deflation.

Understanding earlier post-war French monetary experience up to the Poincaré
stabilisation is crucial to comprehending the subsequent reluctance to devalue. Currency
depreciation had become synonymous with inflation and it was felt that the rentiers could not
be asked to make any further sacrifices.

Chapter Four, "Budget Deficits and Financial Instability," is thematic and takes a
closer look at inter-war budgets, identifies the main source of deficits, and the political and
economic difficulties that meeting these budgetary short-falls presented in the 1920s, in terms
of building a consensus around the appropriate fiscal measures to adopt. In the 1930s
difficulties were compounded by a deflationary macro-economic environment imposed by the
fixed gold parity and exchange dumping as sterling and later the dollar were devalued.

Chapter Five, "The Nature of Financial Orthodoxy,” is also thematic and
demonstrates that the orthodox financial view was part of a well-articulated philosophical
(viz.,methodological individualism), ethical (the sanctity of contract) and economic model
(Manchester liberalism) which finds its contemporary resonance in Thatcherism and supply-
side economics. The reluctance to embrace devaluation was a reflection of these beliefs as
well as a theoretical understanding that devaluation would lead to imported inflation, and the
post-war French experience which attributed inflation to a depreciating exchange.

Chapter Six, "The Gold Bloc: A Defensive Currency Pact,” is divided into various
specific sub-headings. The first examines the negotiations to secure a currency stabilisation
agreement before and during the World Economic Conference, held in London in June-July
1933,- though as yet stabilisation had not become an explicit euphemism for an
internationally agreed French devaluation. This section traces the reasons for which the
Conference failed, resulting, as it did, in the formation of the Gold Bloc.

The second section examines the Gold Bloc and the monetary agreement which
underlay it.

The third section analyses the attempt to give the Bloc concrete economic form by
means of a trade agreement. The next two sections reveal the extent to which the most
favoured nation clause (MFN) and fear of retaliation acted as impediments to trade
liberalisation within the Bloc. They also point to the difficulty of a process of economic
liberalisation in a depressed economic environment in which producer groups become more

vocal and politically effective.













































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































