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FIAT MONEY INFLATION IN FRANCE

HERGDUGTION

Anprew DicksoNn WaiTE, who achieved eminence as an
historian, an educator, and a diplomat, was born in
Homer, New York, on November 7, 1832. He graduated
from Yale in 1853, studied at the Sorbonne in Paris in
1854 and at the University of Berlin in 1855 and 1856,
meanwhile serving as attaché at the United States lega-
tion at St. Petersburg.

He became a professor of history at the University of
Michigan when he was only twenty-five. The fraternity
boys, on his arrival, thought him a freshman and lugged
his bags to his hotel. But his teaching proved a revela-
tion. As one of his students (Charles Kendall Adams)
afterwards wrote of him: “He not only instructed . . . he
inspired.”

From his freshman days he had dreamed of an Amer-
ican university more stately, more scholarly, and more
free than any he had known, In 1867, with the help of
an endowment from Ezra Cornell and a New York land
grant, he established the present Cornell University at
Ithaca, New York, and became its first president, a post
which he held until 1885. He died November 4, 1918.
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White was a man of affairs as well as a scholar. He
served as United States minister to Germany from 1879
to 1881, as minister to Russia from 1892 to 1894, and
as ambassador to Germany from 1897 to 1903. In 1899,
he headed the American delegation to the Hague
Peace Conference and was responsible for one of its
most dramatic events—the celebration by the Amer-
icans of their Fourth of July by laying a laurel wreath
on the tomb of Grotius, the father of international
law,

The most famous of White’s longer works is A I istory
of the Warfare of Science with Theology in Christen-
dom, published in two volumes in 1896.

The short essay in the following pages was born of
his lectures on the French Revolution. It was first pub-
licly read before a meeting of Senators and members of
the House of Representatives of both political parties
at Washington on April 12, and before the Union
League Club of New York on April 13, 1876. In 1912,
at the age of eighty, at the request of a Canadian busi-
nessman, he revised and enlarged the essay “for private
circulation only.” It has since been republished several
times and has become a classic.

What chiefly strikes today’s reader is the astonishing
similarity of the arguments put forward by our own
contemporary inflationists to those of the inflationists of
eighteenth-century France. Not less striking, of course,
is the similarity in the actual consequences of paper
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money inflation in revolutionary France and inflation
everywhere in the modern world.

These parallels were, of course, intentionally under-
lined by White. His essay was written not merely as a
cold history, but as a lesson and a warning to his own
American contemporaries. When his original lecture was
read in 1876, the United States was still on a paper
money standard, an inheritance from its resort to the
Greenbacks during the Civil War. And though the Re-
sumption Act had been passed on January 14, 1875, it
was not until January 1, 1879 that gold payments were
in fact resumed.

But these parallels strike us so forcibly today, not
primarily because White underlined them for his hear-
ers in 1876, but primarily because the course of inflation
everywhere—economically, psychologically, politically,
and morally—does in fact follow the same pattern.

Before we trace this pattern in more detail, we may
pause to look at some connections, which White does
not specifically refer to, between the fiat money infla-
tion and the political chronology of the French Revolu-
tion. The States-General was called to meet on May 5,
1789 by Louis XVI, but defiantly adopted the title of
the National Assembly on June 17. On July 14 came
the storming of the Bastille. In April of 1790 came the
first issue of 400,000,000 livres in paper money, followed
by successive new issues.’

t A fuller chronolegy is appended at the end of White's essay in the
present edition,
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When the new Assembly met in October 1791, it con-
tained such extremists as Robespierre, Danton, and
Marat. On August 10, 1792, the mob stormed the royal
palace, slaughtered the Swiss guards, and overthrew
the monarchy. The massacres of September 1792 were
followed by the trial and execution of Louis XVI in
January 1793, and by the Reign of Terror. On February
28, 1793, at eight o'clock in the evening (as White
records), a mob of men and women in disguise began
plundering the stores and shops of Paris. And on Sep-
tember 29, 1793, came price-fixing—the Law of the
Maximum, with its punishment of the guillotine for
violators.

Now there is obviously a causal connection between
these “political” and “economic policy” developments.
And, as we study this, it becomes obvious that the
causation was not merely one way. It was not merely
the political terror that led to the monetary and price-
fixing terror. The inauguration of inflation, by the ob-
vious and fresh injustices that it brought about in the
distribution of wealth and income, by the new burdens
that it put upon underpaid labor, by causing the rise of
a speculative and gambling class and the display of
luxury by the new inflation-made rich, enormously in-
creased envy, discontent, and resentment, and helped
to accelerate and intensify the social upheaval and vio-
lence. Inflation aggravates the very evils it seeks to
cure.
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The most striking parallel between the events re-
corded in Andrew D. White’s essay and the situation in
the modern world is psychological. Tt is the persistence
of delusions. The arguments of the inflationists, then
and now, are essentially the same. The inflation in revo-
Jutionary France was begun to pay off a debt and
finance a budgetary deficit. (The immediate cause of the
French Revolution, in fact, was the bankrupt state of
the public treasury, which forced Louis XVI to call the
States-General.) Inflation was to be the “short road
to prosperity.” The great want of the country was
thought to be a “shortage” of the circulating medium.
Merely add to the money supply, through the printing
press, and all your difficulties dissolve. What the coun-
try needs is more “purchasing power.” And as this
remedy fails, and quite different results follow, the sole
solution of the inflationists is still more money, still
more “purchasing power.”

The broad pattern of all inflations, historic and mod-
ern, is the same. The first result is commonly the “re-
covery” that the inflationists, like others, are seeking.
It is not until later that its disappointing and poisonous
effects become apparent. The economic reasons for this
are not obscure. When there is relative stagnation in
business, and unemployment, it is usually because an
unbalanced and unworkable relationship has developed
between prices at which goods can be sold and their
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costs of production. The main difficulty, usually, is that
wage-rates are too high in relation to prices, This could
be cured by a readjustment of specific wage-rates, by
more flexible wages and prices, by permitting compe-
tition to work. The first effect of a new injection of bank
credit or paper money into the system is, indeed, an
apparent increase of that “purchasing power” which is
so much wanted. It enables “surplus” goods to be sold
at their existing prices. It enables prices of other goods
to be raised to levels at which existing wage-rates can
be paid and a full complement of workers hired. So it
tends to restore that “full employment” so cherished, at
any cost, by the modern reformer. This goal is achieved
under inflation by raising prices enough to validate the
existing level of wages. But what is forgotten is that the
adjustment could have been made not only just as well,
but much better, by a realignment of the particular
wages that had got out of line. Such piecemeal adjust-
ment would have restored the necessary coordination of
the price-and-wage structure without the subsequent
evils and crises that the inflation is bound to produce.

Once “full production” and “full employment” have
been restored, there is no further mixture of desired re-
sults with the damage that further inflation must do.
All the results of inflation from that point on are neces-
sarily harmful. If it raised all prices and all wages
equally (which it doesn’t), it would obviously benefit
no one. It would merely force everybody to be a better
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mathematician; to think in higher figures; to get more
for his own work but to pay more for everybody else’s;
to get a higher money income but to pay higher prices.

Even on this assumption of uniformity of price and
wage increases, however, there would be one great evil
effect. The real purchasing power of savings would be
constantly eroded. All savers would be cheated. This
would discourage thrift. It would discourage, in short,
the creation of those savings which are necessary for
the investment upon which all economic progress and
increase of productivity depend.

This result may be put in another way. If the rise of
prices and wages were uniform, the chief economic ef-
fect of inflation would be to benefit debtors at the
expense of creditors. This, indeed, has been one of the
main arguments for it in the past. It was a leading argu-
ment for it at the time of the French Revolution. But it
is a glaring fallacy, especially in modern times, to
identify debtors with the poor and creditors with the
rich. In the United States today the chief debtors are
the stockholders of the corporations. These stockholders
are found among the wealthiest classes. The creditors
include the direct bondholders of these same corpora-
tions (probably less wealthy, on the average, than the
stockholders, for they include investors who cannot af-
ford to take the stockholder’s risks). The creditors also
include the holders of life insurance policies, and of
government bonds, large and small. They include mil-
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lions of savings-bank depositors, made up mainly of
people of moderate means,

A poor man never gets to be a big debtor. Only a rich
man, or a man with a reputation of being rich, can get
into that situation. It is economic nonsense today to talk
of a “debtor class” and a “creditor class” as if these rep-
resented separate groups necessarily at different eco-
nomic levels. Each of us is to some extent debtor, to
some extent creditor. Even if it were possible to work
out a statistical average, based on the net position of
each of us, it is more than doubtful that the “creditors”
would prove on the average to be richer than the “debt-
ors”; it is much more probable that the relationship
would prove to be the other way around. N othing but
injustice, discouragement of work and thrift, encour-
agement of speculation and gambling, and economic
disruption can follow from an effort to swindle credi-
tors to the benefit of debtors by a constant lowering
of the purchasing power of the monetary unit.

It is a mathematical truism, in fact, that once reason-
ably full employment has been achieved, by any means,
any further inflation is bound to injure as many people
as it profits. The gainers gain at the expense of the
losers. Everyone whose product rises in price more than
the average must gain at the expense of everyone whose
product rises less than the average. Assuming un-
changed physical production, anyone whose wage or
salary advances more than the average must do so at
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the expense of everyone whose wage or salary goes up
less than the average.

And inflation typically brings about just such altera-
tions in the relative position of economic groups. Infla-
tion always starts from a particular point. If the gov-
ernment prints more money to pay for war contracts,
for example, the first beneficiaries are the government
contractors. The next group of beneficiaries are the
workers for these contractors. The third group is com-
prised of the tradesmen whom these workers patronize.
Those whose incomes go up first can buy goods while
prices are still low, and so gain an advantage. But others
must pay higher prices for the goods they buy before
their own goods or services have risen by an equivalent
amount. These are the losers. So inflation disturbs and
disrupts all pre-existing economic relationships.

It may be thought that, in one important aspect, the
redistribution of real income and wealth brought about
by modern inflations is less unjust than in inflations of the
past. Some of our present inflationists even regard this
redistribution as beneficent. White speaks repeatedly
of the fact that in the assignat inflation “everything was
enormously inflated in price except the wages of labor”

Now though this result was intensified at that time
by the Law of the Maximum (which contained a provi-
sion that bound workers to their jobs by empowering
the government to imprison those who refused to
work), it appears to have been common to the older
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inflations. This result has been changed in our time by
the existence of powerful unions, many of which are
able to impose “escalator” clauses in their contracts
which provide not only for automatic wage increases
proportionate to increases in the official cost-of-living
index, but for automatic “annual improvement” in-
creases on top of these. Other unions are also able, by
strikes and violence, to impose wage increases that go
beyond both consumer-price increases and any increase
in marginal Iabor productivity.

This has led some academic inflationists in our time
to conclude that “creeping inflation probably prevents
more injustice than it creates.” “Labor,” as they see it,
is gaining by the process. And is not any inflation bene-
ficent that gives more to the “poor” and to the “under-
dog™?

Such a view is superficial and false. Its initial mis-
take is to treat labor as one huge monolithic lump. Ac-
tually, wages in each of scores of major industries differ
sharply from each other. They are changed at different
times and to different degrees. Within each industry
there are scores of different classifications of workers.
And there are millions of unorganized or salary workers
whose compensation is fixed by individual bargains.
Coercive union bargaining not only raises the wages of
a minority of organized labor at the expense of the
greater body of unorganized labor, but it raises the
wages of the union workers in more strategic positions
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at the expense of the union workers in less strategic
positions. It does this by forcing up the prices of the
goods that the less-advantaged workers must buy, faster
than they can force up their own wages. (Net profit
margins, contrary to common opinion, constitute a
minor element in prices. Corporate profits after taxes
in 1958, for example, were only five per cent of the
national income.} It should be mathematically obvious
that in the long run wages that are raised above the
average must be raised at the expense of those that are
raised less than the average. And experience shows that
it is the workers who are already among the highest
paid who are usually able by their stronger organiza-
tion to increase their advantage at the further expense
of the lower-paid.

Even this does not tell the full story. The unions that
succeed in raising their wages beyond the point of
marginal productivity do so only at the expense of
bringing about unemployment in their own ranks.
Those who retain their jobs at the new higher wage do
so at the expense of their colleagues who have been
dropped.

The effect of all this is to put still greater political
pressure on the government to resort to still further
money-and-credit inflation in order to raise prices to
make “full employment” possible at the higher wage
rates. But where there are extensive automatic wage-
escalator clauses this becomes a wild accelerative spiral
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(like that following the practically universalized escala-
tor wage clauses in Germany in 1923) that fails to cure
the unemployment and leads only to catastrophe.

All this explains why, following the first stage of a
recovery {assuming that this recovery occurs), there
can be no further productive stimulation from inflation,
but at best a redistribution of income and wealth, A
point is soon reached, however, where there is a net
profit in inflation for fewer and fewer people and a net
foss for more and more, until we reach a point where
the profit is taken out of inflation for nearly everybody.
This is because the kind of production stimulated by
inflation even at the beginning is an unbalanced pro-
duction (owing to the money illusions that inflation
creates) and because inflation finally encourages merely
malinvestment, thriftlessness, speculation, and gambling
at the expense of production itself.

White points out in his account that, after the first
stimulation following the early issue of new assignats,
there were periods of prostration and renewed com-
plaints of “shortage of money.” The economic explana-
tion of this is simple. The value of money, like the value
of everything else, is determined chiefly by the quantity
of it in existence. The more wheat there is, the less the
value of an individual bushel of wheat; the more money
in eirculation, the lower the purchasing power of an
individual unit.

But the value of the monetary unit does not fall, con-
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trary to a common assumption, in exact proportion to
the increase in the total quantity of money in circula-
tion. When the quantity is at first increased, the indi-
vidual unit of money commonly loses its value much
more slowly than the quantity of money increases. This
means that more goods are bought with the increased
money supply, and we get the familiar stimulation and
recovery of the first stages of an inflation. But as the
supply of money continues to be increased, a fear be-
gins to spread that there will be still further increases.
It begins to be believed that the value of the monetary
unit is going to continue to fall—that it will be less next
year than this year, less next month than this month.
Once such a belief has taken hold, the decline in the
value of the monetary unit is anticipated. The value of
the monetary unit begins to fall faster than the supply
is or can be increased.

The monetary managers are from then on in a neces-
sarily losing battle. The more they increase the supply
of money, the more public opinion anticipates still
further increases. Prices then go up more than in pro-
portion to the increase in the money supply. The new
increased supplies of money therefore do a smaller
volume of business and have a lower total value than
the previous smaller supplies of money. Then comes
the characteristic complaint, which White writes about,
of a “shortage of money.” The more desperately the
raonetary managers try to offset this shortage by further
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issues of bills, the more the public fears for the value
of the monetary unit, the more the monetary unit falls,
and the greater the shortage of money becomes. White
writes, on his last pages, of the “law of accelerating is-
sue and depreciation.” This is the psychological and
economic explanation of that law.

Inflation, in its final stages, always ends in prostra-
tion, in what modern economists call a “stabilization
crisis.” The explanation of this stabilization crisis is not
mysterious. During the inflation, as we have just seen,
prices do not respond in simple proportionality to the
increase in the money supply. Some prices race beyond
this, enticipating a further inflation. Even if the infla-
tion is halted at some point and no deflation sets in—
that is, even if the increased supply of money is merely
locked where it is and not reduced—the stabilization
crisis sets in because these anticipatory prices collapse.
This stabilization crisis, like the drunkard’s hangover,
is part of the price that must be paid for every inflation-
ary orgy.

The story that Andrew D. White tells is complete in
itself. It carries its own moral. But just as the French
of 1790 had failed to learn the lessons of the inflation
of seventy years before, in John Law’s time, so the
present-day world has failed to learn the lesson of the
assignats.

Perhaps the study of other great inflations—of John
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Law’s experiments with credit in France between 1716
and 1720; of the history of our own Continental cur-
rency between 1775 and 1780; of the Greenbacks of our
Civil War; of the great German inflation which culmi-
pated in 1923—would help to underscore and impress
that lesson. Must we, from this appalling and repeated
record, draw once more the despairing conclusion that
the only thing man learns from history is that man
learns nothing from history? Or have we still time
enough, and sense enough, and courage enough, to be
guided by these dreadful lessons of the past?

Henry HazLrrr
New York City
March 1959
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FIAT MONEY INFLATION IN FRANCE

EARLY 1IN THE YEAR 1789 the French nation found itself
in deep financial embarrassment: there was a heavy
debt and a serious deficit.

The vast reforms of that period, though a lasting
blessing politically, were a temporary evil financially.
There was a general want of confidence in business
circles; capital had shown its proverbial timidity by
retiring out of sight as far as possible; throughout the
land was stagnation.

Statesmanlike measures, careful watching, and wise
management would, doubtless, have ere long led to a
return of confidence, a reappearance of money, and a
resumption of business; but these involved patience and
self-denial, and, thus far in human history, these are
the rarest products of political wisdom. Few nations
have ever been able to exercise these virtues; and
France was not then one of these few.!

There was a general search for some short road to
prosperity: ere long the idea was set afloat that the

t For this and subsequent footnotes, see pages 117-124.
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great want of the country was more of the circulating
medium; and this was speedily followed by calls for
an issue of paper money. The Minister of Finance at
this period was Necker. In financial ability he was ac-
knowledged as among the great bankers of Europe,
but his was something more than financial ability: he
had a deep feeling of patriotism and a high sense of
personal honor. The difficulties in his way were great,
but he steadily endeavored to keep France faithful to
those principles in monetary affairs which the general
experience of modern times had found the only path
to national safety. As difficulties arose, the National
Assembly drew away from him, and soon came among
the members renewed suggestions of paper money: ora-
tors in public meetings, at the clubs, and in the As-
sembly, proclaimed it a panacea—a way of “securing
resources without paying interest.” Journalists caught
it up and displayed its beauties, among these men,
Marat, who, in his newspaper, “The Friend of the
People,” also joined the cries against Necker, picturing
him—a man of sterling honesty, who gave up health and
fortune for the sake of France—as a wretch seeking only
to enrich himself from the public purse.

Against this tendency toward the issue of irredeem-
able paper Necker contended as best he might. He
knew well to what it always had led, even when sur-
rounded by the most skillful guarantees. Among those
who struggled to support ideas similar to his was Ber-
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gasse, a deputy from Lyons, whose pamphlets, then
and later, against such issues exerted a wider influence,
perhaps, than any others. Parts of them seem fairly in-
spired. Anyone today reading his prophecies of the evils
sure to follow such a currency would certainly ascribe
to him a miraculous foresight, were it not so clear
that his prophetic power was due simply to a knowl-
edge of natural laws revealed by history.

But this current in favor of paper money became so
strong that an effort was made to breast it by a compro-
mise; and during the last months of 1789 and the first
months of 1790 came discussions in the National As-
sembly looking to issues of notes based upon the landed
property of the Church, which was to be confiscated
for that purpose. But care was to be taken; the issue
was to be largely in the shape of notes of 1,000, 300,
and 200 livres,® too large to be used as ordinary cur-
rency, but of convenient size to be used in purchasing
the Church lands; besides this, they were to bear inter-
est and this would tempt holders to hoard them. The
Assembly thus held back from issuing smaller obliga-
tions.

Remembrances of the ruin which had come from the
great issues of smaller currency at an earlier day were
still vivid. Yet the pressure toward a popular currency
" Emrow's Note: ‘The livie was the common coin of exchange in
France at the beginning of the period White describes. 'The franc be-

came the official monetary unit in 17g5, with conversion at the rate of
81 livres to 8o francs.
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for universal use grew stronger and stronger. The fi-
nance committee of the Assembly reported that “the
people demand a new circulating medium”; that “the
circulation of paper money is the best of operations”;
that “it is the most free because it reposes on the will
of the people”; that “it will bind the interest of the citi-
zens to the public good.”

The report appealed to the patriotism of the French
people with the following exhortation: “Let us show to
Europe that we understand our own resources; let us
immediately take the broad road to our liberation in-
stead of dragging ourselves along the tortuous and ob-
scure paths of fragmentary loans.” It concluded by rec-
ommending an issue of paper money carefully guarded,
to the full amount of four hundred million livres, and
the argument was pursued until the objection to smaller
notes faded from view,

Typical in the debate on the whole subject, in its
various phases, were the declarations of M. Matrineau.
He was loud and long for paper money, his only fear
being that the Committee had not authorized enough
of it; he declared that business was stagnant, and that
the sole cause was a want of more of the circulating
medium; that paper money ought to be made a legal
tender; that the Assembly should rise above prejudices
which the failures of John Law’s paper money had
caused, several decades before. Like every supporter of
irredeemable paper money then or since, he seemed to
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think that the laws of Nature had changed since previ-
ous disastrous issues. He said: “Paper money under a
despotism is dangerous; it favors corruption; but in a
nation constitutionally governed, which itself takes care
in the emission of its notes, which determines their num-
ber and use, that danger no longer exists.” He insisted
that John Law’s notes at first restored prosperity, but
that the wretchedness and ruin they caused resulted
from their overissue, and that such an overissue is pos-
sible only under a despotism.”

M. de la Rochefoucauld gave his opinion that “the
assignats will draw specie out of the coffers where it
is now hoarded.”™

On the other hand, Cazalés and Maury showed that
the result could only be disastrous. Never, perhaps, did
a political prophecy meet with more exact fulfillment
in every line than the terrible picture drawn in one of
Cazalés’ speeches in this debate. Still the current ran
stronger and stronger; Petion made a brilliant oration
in favor of the report, and Necker’s influence and ex-
perience were gradually worn away.

Mingled with the financial argument was a strong
political plea. The National Assembly had determined
to confiscate the vast real property of the French
Church—the pious accumulations of fifteen hundred
years. There were princely estates in the country, bish-
ops’ palaces, and conventual buildings in the towns;
these formed between one-fourth and one-third of the
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entire real property of France, and amounted in value
to at least two thousand million livres. By a few sweep-
ing strokes all this became the property of the nation.
Never, apparently, did a government secure a more
solid basis for a great financial future*

There were two special reasons why French states-
men desired speedily to sell these lands. First, a finan-
cial reason—to obtain money to relieve the government.
Secondly, a political reason—to get this land distributed
among the thrifty middle classes, and so commit them
to the Revolution and to the government which gave
their title.

It was urged, then, that the issue of four hundred
millions of paper, (not in the shape of interest-bearing
bonds, as had at first been proposed, but in notes small
as well as large), would give the treasury something
to pay out immediately, and relieve the national neces-
sities; that, having been put into circulation, this paper
money would stimulate business; that it would give to
all capitalists, large or small, the means for buying from
the nation the ecclesiastical real estate; and that from
the proceeds of this real estate the nation would pay
its debts and also obtain new funds for new necessities.
Never was theory more seductive both to financiers and
statesmen.

It would be a great mistake to suppose that the states-
men of France, or the French people, were ignorant
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of the dangers in issuing irredeemable paper money.
No matter how skillfully the bright side of such a cur-
rency was exhibited, all thoughtful men in France re-
membered its dark side. They knew too well, from that
ruinous experience, seventy years before, in John Law’s
time, the difficulties and dangers of a currency not well
based and controlled. They had then learned how easy
it is to issue it; how difficult it is to check its overissue;
how seductively it leads to the absorption of the means
of the workingmen and men of small fortunes; how
heavily it falls on all those living on fixed incomes, sal-
aries, or wages, how securely it creates on the ruins of
the prosperity of all men of meager means a class of
debauched speculators, the most injurious class that a
nation can harbor—more injurious, indeed, than profes-
sional criminals whom the law recognizes and can
throttle; how it stimulates overproduction at first and
leaves every industry flaccid afterward; how it breaks
down thrift and develops political and social immoral-
ity. All this France had been thoroughly taught by
experience. Many then living had felt the result of such
an experiment—the issues of paper money under John
Law, a man who to this day is acknowledged one of
the most ingenious financiers the world has ever known;
and there were then sitting in the National Assembly
of France many who owed the poverty of their families
to those issues of paper. Hardly a man in the country
who had not heard those who issued it cursed as the
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authors of the most frightful catastrophe France had
then experienced.’

It was no mere attempt at theatrical display, but a
natural impulse, which led a thoughtful statesman, dur-
ing the debate, to hold up a piece of that old paper
money and to declare that it was stained with the blood
and tears of their fathers.

And it would also be a mistake to suppose that the
National Assembly, which discussed this matter, was
composed of mere wild revolutionists; no inference
could be more wide of the fact. Whatever may have
been the character of the men who legislated for France
afterward, no thoughtful student of history can deny,
despite all the arguments and sneers of reactionary
statesmen and historians, that few more keen-sighted
legislative bodies have ever met than this first French
Constitutional Assembly. In it were such men as Sieyés,
Bailly, Necker, Mirabeau, Talleyrand, Du Pont de Ne-
mours, and a multitude of others who, in various sci-
ences and in the political world, had already shown and
were destined afterward to show themselves among the
strongest and shrewdest men that Europe has yet seen.

But the current toward paper money had become ir-
resistible. It was constantly urged, and with a great
show of force, that if any nation could safely issue it,
France was now that nation; that she was fully warned
by her severe experience under John Law; that she was
now a constitutional government, controlled by an en-
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lightened, patriotic people—not, as in the days of the
former issues of paper money, an absolute monarchy
controlled by politicians and adventurers; that she was
able to secure every livre of her paper money by a vir-
tual mortgage on a landed domain vastly greater in
value than the entire issue; that, with men like Bailly,
Mirabeau, and Necker at her head, she could not com-
mit the financial mistakes and crimes from which
France had suffered under John Law, the Regent Duke
of Orleans, and Cardinal Dubois.

Oratory prevailed over science and experience. In
April 1790, came the final decree to issue four hundred
millions of livres in paper money, based upon confis-
cated property of the Church for its security. The de-
liberations on this first decree and on the bill carrying
it into effect were most interesting; prominent in the
debate being Necker, Du Pont de Nemours, Maury, Ca-
zalés, Petion, Bailly, and many others hardly inferior.
The discussions were certainly very able; no person can
read them at length in the Moniteur, nor even in the
summaries of the parliamentary history, without feeling
that various modern historians have done wretched in-
justice to those men who were then endeavoring to
stand between France and ruin.

This sum—four hundred millions, so vast in those
days—was issued in assignats, which were notes secured
by a pledge of productive real estate and bearing inter-
est to the holder at three per cent. No irredeemable cur-
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rency has ever claimed a more scientific and practical
guarantee for its goodness and for its proper action on
public finances. On the one hand, it had what the world
recognized as a most practical security—a mortgage on
productive real estate of vastly greater value than the
issue. On the other hand, as the notes bore interest,
there seemed cogent reason for their being withdrawn
from circulation whenever they became redundant.®
As speedily as possible the notes were put into circu-
lation. Unlike those issued in John Law’s time, they
were engraved in the best style of the art. To stimu-
late loyalty, the portrait of the King was placed in the
center; to arouse public spirit, patriotic legends and
emblems - swrrounded it; to stimulate public cupidity,
the amount of interest which the note would yield each
day to the holder was printed in the margin; and the
whale was duly garnished with stamps and signatures
to show that it was carefully registered and controlled.’
To crown its work the National Assembly, to explain
the advantages of this new currency, issued an address
to the French people. In this address it spoke of the
nation as “delivered by this grand means from all un-
certainty and from all ruinous results of the credit sys-
tem.” It foretold that this issue “would bring back into
the public treasury, into commerce, and into all branch-
es of industry strength, abundance, and prosperity.”
Some of the arguments in this address are worth re-
calling, and, among them, the following: “Paper money
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is without inherent value unless it represents some spe-
cial property. Without representing some special prop-
erty it is inadmissible in trade to compete with a metal-
lic currency, which has a value real and independent
of the public action; therefore it is that the paper
money which has only the public authority as its basis
has always caused ruin where it has been established;
that is the reason why the bank notes of 1720, issued
by John Law, after having caused terrible evils, have
left only frightful memories. Therefore it is that the Na-
tional Assembly has not wished to expose you to this
danger, but has given this new paper money not only
a value derived from the national authority but a value
real and immutable, a value which permits it to sustain
advantageously a competition with the precious metals
themselves.”

But the final declaration was, perhaps, the most in-
teresting. It was as follows:

“These assignats, bearing interest as they do, will
soon be considered better than the coin now hoarded,
and will bring it out again into circulation.” The King
was also induced to issue a proclamation recornmend-
ing that his people receive this new money without ob-
jection.

All this caused great joy. Among the various utter-
ances of this feeling was the letter of M. Sarot, directed
to the editor of the Journal of the National Assembly,
and scattered through France. M. Sarot is hardly able
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to contain himself as he anticipates the prosperity and
glory that this issue of paper is to bring to his country.
One thing only vexes him, and that is the pamphlet of
M. Bergasse against the assignats; therefore it is after
a long series of arguments and protestations, in order
to give a final proof of his confidence in the paper
money and his entire skepticism as to the evils pre-
dicted by Bergasse and others, M. Sarot solemnly lays
his house, garden, and furniture upon the altar of his
country and offers to sell them for paper money alone.

There were, indeed, some gainsayers, These especial-
ly appeared among the clergy, who, naturally, abhorred
the confiscation of Church property. Various eccle-
siastics made speeches, some of them full of pithy and
weighty arguments, against the proposed issue of paper,
and there is preserved a sermon from one priest threat-
ening all persons handling the new money with eternal
damnation. But the great majority of the French people,
who had suffered ecclesiastical oppression so long, re-
garded these utterances as the wriggling of a fish on
the hook, and enjoyed the sport all the better,™

The first result of this issue was apparently all that
the most sanguine could desire: the treasury was at
once greatly relieved; a portion of the public debt was
paid; creditors were encouraged; credit revived; ordi-
nary expenses were met, and, a considerable part of this
paper money having thus been passed from the govern-
ment into the hands of the people, trade increased and
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all difficulties seemed to vanish, The anxieties of Neck-
er, the prophecies of Maury and Cazalés seemed proven
utterly futile. And, indeed, it is quite possible that, if
the national authorities had stopped with this issue, few
of the financial evils which afterwards arose would have
been severely felt; the four hundred millions of paper
money then issued would have simply discharged the
function of a similar amount of specie. But soon there
came another result: times grew less easy; by the end
of September, within five months after the issue of the
four hundred millions in assignats, the government had
spent them and was again in distress.”

The old remedy immediately and naturally recurred
to the minds of men. Throughout the country began a
cry for another issue of paper; thoughtful men then be-
gan to recall what their fathers had told them about the
seductive path of paper-money issues in John Law’s
time, and to remember the prophecies that they them-
selves had heard in the debate on the first issue of as-
signats less than six months before.

At that time the opponents of paper had prophesied
that, once on the downward path of inflation, the na-
tion could not be restrained and that more issues would
follow. The supporters of the first issue had asserted
that this was a calumny, that the people were now in
control, and that they could and would check these is-
sues whenever they desired.
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The condition of opinion in the Assembly was, there-
fore, chaotic: a few schemers and dreamers were loud
and outspoken for paper money; many of the more shal-
low and easy-going were inclined to yield; the more
thoughtful endeavored to breast the current,

One man there was who could have withstood the
pressure: Mirabeau. He was the popular idol—the great
orator of the Assembly and much more than a great
orator--he had carried the nation through some of its
worst dangers by a boldness almost godlike; in the var-
ious conflicts he had shown not only oratorical boldness,
but amazing foresight. As to his real opinion on an ir-
redeemable currency there can be no doubt. It was the
opinion which all true statesmen have held, before his
time and since—in his own country, in England, in
America, in every modern civilized nation. In his letter
to Cerutti, written in January 1789, hardly six months
before, he had spoken of paper money as “a nursery of
tyranny, corruption, and delusion; a veritable debauch
of authority in delirium.” In one of his early speeches
in the National Assembly he had called such money,
when Anson covertly suggested its issue, “a loan to an
armed robber,” and said of it: “That infamous word,
paper money, ought to be banished from our language.”
In his private letters written at this very time, which
were revealed at a later period, he showed that he was
fully aware of the dangers of inflation. But he yielded
to the pressure: partly because he thought it important
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to sell the government lands rapidly to the people, and
so develop speedily a large class of small landholders
pledged to stand by the government which gave them
their titles; partly, doubtless, from a love of immediate
rather than of remote applause; and, generally, in a
vague hope that the severe, inexorable laws of finance
which had brought heavy punishments upon govern-
ments emitting an irredeemable currency in other lands,
at other times, might in some way at this time be ward-
ed off from France.”

The question was brought up by Montesqujeu’s re-
port on August 27, 1790. This report favored, with evi-
dent reluctance, an additional issue of paper. It went
on to declare that the original issue of four hundred
millions, though opposed at the beginning, had proved
successful; that assignats were economical, though they
had dangers; and, as a climax, came the declaration:
“We must save the country.””

Upon this report Mirabeau then made one of his most
powerful speeches. He confessed that he had at first
feared the issue of assignats, but that he now dared
urge it; that experience had shown the issue of paper
money most serviceable; that the report proved the first
issue of assignats a success; that public affairs had come
out of distress; that ruin had been averted and credit
established. He then argued that there was a difference
between paper money of the recent issue and that from
which the nation had suffered so much in John Law’s
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time; he declared that the French nation had now bhe-
come enlightened and he added, “Deceptive subtleties
can no longer mislead patriots and men of sense in this
matter.” He then went on to say: “We must accomplish
that which we have begun,” and declared that there
must be one more large issue of paper, guaranteed by
the national lands and by the good faith of the French
nation.

To show how practical the system was he insisted
that just as soon as paper money should become too
abundant it would be absorbed in rapid purchases of
national lands; and he made a very striking comparison
between this self-adjusting, self-converting system and
the rains descending in showers upon the earth, then
in swelling rivers discharged into the sea, then drawn
up in vapor and finally scattered over the earth again
in rapidly fertilizing showers. He predicted that the
members would be surprised at the astonishing success
of this paper money and that there would be none too
much of it.

His theory grew by what it fed upon—as the paper-
money theory has generally done. Toward the close,
in a burst of eloguence, he suggested that assignats be
created to an amount sufficient to cover the national
debt, and that all the national lands be exposed for sale
immediately, predicting that thus prosperity would re-
turn to the nation and that all classes would find this
additional issue of paper money a blessing.**
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This speech was frequently interrupted by applause;
a unanimous vote ordered it printed, and copies were
spread throughout France. The impulse given by it per-
meated all subsequent discussion; Gouy arose and pro-
posed to liquidate the national debt of twenty-four hun-
dred millions—to use his own words—"by one single op-
eration, grand, simple, magnificent.” This “operation”
was to be the emission of twenty-four hundred millions
in legal tender notes, and a Jaw that specie should not
be accepted in purchasing national lands. His dema-
gogy bloomed forth magnificently. He advocated an ap-
peal to the people, who, to use his flattering expression,
“ought alone to give the law in a matter so interesting.”
The newspapers of the period, in reporting his speech,
noted it with the very significant remark, “This dis-
course was loudly applauded.”

To him replied Brillat-Savarin. He called attention to
the depreciation of assignats already felt. He tried to
make the Assembly see that natural laws work as in-
exorably in France as elsewhere; he predicted that if
this new issue were made, there would come a depreci-
ation of thirty per cent. Singular, that the man who so
fearlessly stood against this tide of unreason has left to
the world simply a reputation as the most brilliant cook
that ever existed! He was followed by the Abbe Goutes,
who declared—what seems grotesque to those who have
read the history of an irredeemable paper currency in
any country—that new issues of paper money “will
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supply a circulating medium which will protect public
morals from corruption.”™

Into this debate was brought a report by Necker. He
was not, indeed, the great statesman whom France es-
pecially needed at this time, of all times. He did not
recognize the fact that the nation was entering a great
revolution, but he could and did see that, come what
might, there were simple principles of finance which
must be adhered to. Most earnestly, therefore, he en-
deavored to dissuade the Assembly from the proposed
issue, suggesting that other means could be found for
accomplishing the result, and he predicted terrible
evils. But the current was running too fast. The only
result was that Necker was spurned as a man of the
past; he sent in his resignation and left France forever.”
The paper-money demagogues shouted for joy at his
departure; their chorus rang through the journalism of
the time. No words could express their contempt for a
man who was unable to see the advantages of filling the
treasury with the issues of a printing press. Marat,
Hébert, Camille Desmoulins, and the whole mass of
demagogues so soon to follow them to the guillotine
were especially jubilant.’

Continuing the debate, Rewbell attacked Necker,
saying that the assignats were not at par because there
were not yet enough of them; he insisted that payments
for public lands be received in assignats alone; and
suggested that the church bells of the kingdom be
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melted down into small money. Le Brun attacked the
whole scheme in the Assembly, as he had done in the
Committee, declaring that the proposal, instead of re-
lieving the nation, would wreck it. The papers of the
time very significantly say that at this there arose many
murmurs. Chabroud came to the rescue. He said that
the issue of assignats would relieve the distress of the
people, and he presented very neatly the new theory
of paper money and its basis in the following words:
“The earth is the source of value; you cannot distribute
the earth in a circulating value, but this paper becomes
representative of that value and it is evident that the
creditors of the nation will not be injured by taking it.”
On the other hand, appeared in the leading paper, the
Moniteur, a very thoughtful article against paper
money, which sums up all by saying, “It is, then, evi-
dent that all paper which cannot, at the will of the
bearer, be converted into specie cannot discharge the
functions of money.” This article goes on to cite Mira-
beau’s former opinion in his letter to Cerutti, published
in 1789—the famous opinion of paper money as “a
nursery of tyranny, corruption, and delusion; a veritable
debauch of authority in delirium.” Lablache, in the
Assembly, quoted a saying that “paper money is the
emetic of great states.”™

Boutidoux, resorting to phrasemaking, called the as-
signats “un papier terre,” or “land converted into paper.”
Boislandry answered vigorously and foretold evil re-
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sults. Pamphlets continued to be issued, among them,
one 50 pungent that it was brought into the Assembly
and read there—the truth which it presented with great
clearness being simply that doubling the quantity of
money or substitutes for money in a nation simply in-
creases prices, disturbs values, alarms capital, dimin-
ishes legitimate enterprise, and so decreases the de-
mand both for products and for labor; that the only
persons to be helped by it are the rich who have large
debts to pay. This pamphlet was signed, “A Friend of
the People,” and was received with great applause by
the thoughtful minority in the Assembly. Du Pont
de Nemours, who had stood by Necker in the debate on
the first issue of assignats, arose, avowed the pamphlet
to be his, and said sturdily that he had always voted
against the emission of irredeemable paper and always
would.?

Far more important than any other argument against
inflation was the speech of Talleyrand. He had been
among the boldest and most radical French statesmen.
He it was—a former bishop—who, more than any other,
had carried the extreme measure of taking into the
possession of the nation the great landed estates of the
Church, and he had supported the first issue of four
hundred millions. But he now adopted a judicial tone—
attempted to show to the Assembly the very simple
truth that the effect of a second issue of assignats may
be different from that of the first; that the first was evi-
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dently needed; that the second may be as injurious as
the first was useful. He exhibited various weak points
in the inflation fallacies and presented forcibly the trite
truth that no laws and no decrees can keep large issues
of irredeemable paper at par with specie.

In his speech occur these words: “You can, indeed,
arrange it so that the people shall be forced to take a
thousand livres in paper for a thousand livres in specie;
but you can never arrange it so that a man shall be
obliged to give a thousand livres in specie for a thou-
sand livres in paper—in that fact is embedded the entire

question; and on account of that fact the whole system
fails,”

The nation at large now began to take part in the
debate; thoughtful men saw that here was the turning
point between good and evil; that the nation stood at
the parting of the ways. Most of the great commercial
cities bestirred themselves and sent up remonstrances
against the new emission, twenty-five being opposed
and seven in favor of it,

But eloquent theorists arose to glorify paper and
among these, Royer, who on September 14, 1790, put
forth a pamphlet entitled Reflections of a Patriotic Citi-
zen on the Issue of Assignats, in which he gave many
specious reasons why the assignats could not be de-
pressed, and spoke of the argument against them as
“vile clamors of people bribed to affect public opinion.”
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He said to the National Assembly, “If it is necessary to
create five thousand millions, and more, of the paper,
decree such a creation gladly.” He, too, predicted, as
many others had done, a time when gold was to lose all
its value, since all exchanges would be made with nis
admirable, guaranteed paper, and therefore that coin
would come out from the places where it was hoarded.
He foretold prosperous times to France in case these
great issues of paper were continued and declared these
“the only means to insure happiness, glory, and liberty
to the French nation.” Speeches like this gave courage
to a new swarm of theorists. It began to be especially
noted that men who had never shown any ability to
make or increase fortunes for themselves abounded in
brilliant plans for creating and increasing wealth for
the country at large.

Greatest force of all, on September 27, 1790, came
Mirabeau’s final speech. The most sober and conserva-
tive of his modern opponents speaks of its eloquence as
“prodigious.” In this the great orator dwelt first on the
political necessity involved, declaring that the most
pressing need was to get the government lands into the
hands of the people, and so to commit to the nation and
against the old privileged classes the class of landhold-
ers thus created.

Through the whole course of his arguments there is
one leading point enforced with all his eloquence and
ingenuity—the excellence of the proposed currency, its
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stability, and its security. He declares that, being based
on the pledge of public lands and convertible into them,
the notes are better secured than if redeemable in
specie; that the precious metals are only employed in
the secondary arts, while the French paper money rep-
resents the first and most real of all property, the source
of all production, the land; that while other nations
have been obliged to emit paper money, none have ever
been so fortunate as the French nation, for the reason
that none had ever before been able to give this landed
security; that whoever takes French paper money has
practically a mortgage to secure it—and on landed prop-
erty which can easily be sold to satisfy his claims, while
other nations have been able only to give a vague claim
on the entire nation. “And,” he cries, “I would rather
have a mortgage on a garden than on a kingdom!”
Other arguments of his are more demagogical. He de-
clares that the only interests affected will be those of
bankers and capitalists, but that manufacturers will see
prosperity restored to them. Some of his arguments
seem almost puerile, as when he says, “If gold has been
hoarded through timidity or malignity, the issue of
paper will show that gold is not necessary, and it will
then come forth.” But, as a whole, the speech was bril-
liant; it was often interrupted by applause; it settled
the question. People did not stop to consider that it was
the dashing speech of an orator and not the matured
judgment of a financial expert; they did not see that
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calling Mirabeau or Talleyrand to advise upon a mone-
tary policy, because they had shown boldness in danger
and strength in conflict, was like summoning a prize
fighter to mend a watch.

In vain did Maury show that, while the first issues of
John Law’s paper had brought prosperity, those that
followed brought misery; in vain did he quote from a
book published in John Law’s time, showing that Law
was at first considered a patriot and friend of human-
ity; in vain did he hold up to the Assembly one of Law’s
bills and appeal to their memories of the wretchedness
brought upon France by them; in vain did Du Pont pre-
sent a simple and really wise plan of substituting notes
in the payment of the floating debt which should not
form a part of the ordinary circulating medium; nothing
could resist the eloquence of Mirabeau. Barnave, fol-
lowing, insisted that “Law’s paper was based upon the
phantoms of the Mississippi; ours, upon the solid basis
of ecclesiastical lands,” and he proved that the assignats
could not depreciate further. Prudhomme’s newspaper
poured contempt over gold as security for the currency,
extolled real estate as the only true basis, and was fer-
vent in praise of the convertibility and self-adjusting
features of the proposed scheme.

In spite of all this plausibility and eloquence, a large
minority stood firm to their earlier principles; but on
September 29, 1790, by a vote of 508 to 423, the deed
was done; a bill was passed authorizing the issue of
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eight hundred millions of new assignats, but solemnly
declaring that in no case should the entire amount put
in circulation exceed twelve hundred millions. To make
assurance doubly sure, it also provided that as fast as
the assignats were paid into the treasury for land they
should be burned, and thus a healthful contraction be
constantly maintained. Unlike the first issue, these new
notes were to bear no interest,”

Great were the plaudits of the nation at this relief.
Among the multitudes of pamphlets expressing this joy
which have come down to us the Friend of the Revo-
lution is the most interesting. It begins as follows:
“Citizens, the deed is done. The assignats are the key-
stone of the arch. It has just been happily put in posi-
tion. Now I can announce to you that the Revolution is
finished and there only remain one or two important
questions. All the rest is but a matter of detail which
cannot deprive us any longer of the pleasure of admir-
ing this important work in its entirety. The provinces
and the commercial cities which were at first alarmed
at the proposal to issue so much paper money now send
expressions of their thanks; specie is coming out to be
joined with paper money. Foreigners come to us from
all parts of Europe to seek their happiness under laws
which they admire; and soon France, enriched by her
new property and by the national industry which is pre-
paring for fruitfulness, will demand still another crea-
tion of paper money.”
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France was now fully committed to a policy of infla-
tion; and, if there had been any question of this before,
all doubts were removed now by various acts very sig-
nificant as showing the exceeding difficulty of stopping
a nation once in the full tide of a depreciating currency.
The National Assembly had from the first shown an
amazing liberality to all sorts of enterprises, wise or fool-
ish, which were urged “for the good of the people.” As
a result of these and other largesses, the old cry of the
“lack of a circulating medium” broke forth again; and
especially loud were the clamors for more small bills,
The cheaper currency had largely driven out the dearer;
paper had caused small silver and copper money mainly
to disappear; all sorts of notes of hand, circulating
under the name of “confidence bills,” flooded France—
sixty-three kinds in Paris alone.

This unguaranteed currency caused endless confusion
and fraud. Different districts of France began to issue
their own assignats in small denominations, and this
action stirred the National Assembly to evade the sol-
emn pledge that the circulation should not go above
twelve hundred millions and that all assignats re-
turned to the treasury for lands should immediately be
burned.” Within a short time there had been received
into the treasury for lands one hundred sixty mil-
lion livres in paper. By the terms of the previous acts
this amount of paper ought to have been retired. In-
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stead of this, under the plea of necessity, the greater
part of it was reissued in the form of small notes.

There was, indeed, much excuse for new issues of
small notes, for, under the theory that an issue of
smaller notes would drive silver out of circulation, the
smallest authorized assignat was for fifty livres. To sup-
ply silver and copper and hold it in circulation every-
thing was tried. Citizens had been spurred on by law
to send their silverware and jewels to the mint. Even
the King sent his silver and gold plate, and the churches
and convents were required by law to send to the gov-
ernment melting pot all silver and gold vessels not ab-
solutely necessary for public worship. For copper
money the church bells were melted down. But silver
and even copper continued to become more and more
scarce. In the midst of all this, various juggleries were
tried, and in November 1790, the Assembly decreed a
single standard of coinage, the chosen metal being sil-
ver, and the ratio between the two precious metals was
changed from 15%2 to 1, to 142 to 1—but all in vain.
It was found necessary to issue the dreaded small paper,
and a beginning was made by issuing one hundred mil-
lions in notes of five francs, and ere long, obedient to
the universal clamor, there were issued parchment notes
for various small amounts down to a single sou.*

Yet each of these issues, great or small, was but as a
drop of cold water to a parched throat. Although there
was already a rise in prices which showed that the
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amount needed for circulation had been exceeded, the
cry for “more circulating medium” was continued. The
pressure for new issues became stronger and stronger.
The Parisian populace and the Jacobin Club were es-
pecially loud in their demands for them; and, a few
months later, on June 19, 1791, with few speeches, in
a silence very ominous, a new issue was made of six
hundred millions more—less than nine months after the
former great issue, with its solemn pledges to keep
down the amount in circulation. With the exception of
a few thoughtful men, the whole nation again sang
paeans.*

In this comparative ease of new issues is seen the
action of a law in finance as certain as the working of a
similar law in natural philosophy. If a material body
falls from a height its velocity is accelerated, by a well-
known law, in a constantly increasing ratio: so in issues
of irredeemable currency, in obedience to the theories
of a legislative body or of the people at large, there is
a natural law of rapidly increasing emission and depre-
ciation. The first inflation bills were passed with great
difficulty, after very sturdy resistance and by a majority
of a few score out of nearly a thousand votes; but we
observe now that new inflation measures were passed
more and more easily, and we shall have occasion to see
the working of this same law in a more striking degree
as this history develops itself.

During the various stages of this debate there cropped

[50]



up a doctrine old and ominous. It was the same which
appeared toward the end of the nineteenth century in
the United States during what became known as the
“greenback craze” and the free “silver craze.” In France
it had been refuted, a generation before the Revolution,
by Turgot, just as brilliantly as it was met a hundred
years later in the United States by James A. Garfield
and his compeers. This was the doctrine that all cur-
rency, whether gold, paper, leather, or any other ma-
terial, derives its efficiency from the official stamp it
bears, and that, this being the case, a government may
relieve itself of its debts and make itself rich and pros-
perous simply by means of a printing press—funda-
mentally the theory which underlay the later American
doctrine of “fiat money.”

There came mutterings and finally speeches in the
Jacobin Club, in the Assembly, and il newspaper ar-
ticles and pamphlets throughout the country, taking
this doctrine for granted. These could hardly affect
thinking men who bore in mind the calamities brought
upon the whole people, and especially upon the poorer
classes, by this same theory as put in practice by John
Law, or as refuted by Turgot, but it served to swell the
popular chorus in favor of the issue of more assignats
and plenty of them.*

The great majority of Frenchmen now became des-
perate optimists, declaring that inflation is prosperity.
Throughout France there came temporary good feeling,
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The nation was becoming inebriated with paper money.
The good feeling was that of a drunkard just after his
draught; and it is to be noted as a simple historical fact,
corresponding to a physiological fact, that, as draughts
of paper money came faster the successive periods of
good feeling grew shorter.

Various bad signs began to appear. Immediately after
each new issue came a marked depreciation; curious it
is to note the general reluctance to assign the right
reason. The decline in the purchasing power of paper
money was in obedience to the simplest laws in eco-
nomics, but France had now gone beyond her thought-
ful statesmen and taken refuge in unwavering optimism,
giving any explanation of the new difficulties rather
than the right one. A leading member of the Assembly
insisted, in an elaborate speech, that the cause of de-
preciation was simply the want of knowledge and of
confidence among the rural population and he sug-
gested means of enlightening them. La Rochefoucauld
proposed to issue an address to the people showing the
goodness of the currency and the absurdity of preferring
coin. The address was unanimously voted. As well
might they have attempted to show that a beverage
made by mixing a quart of wine and two quarts of
water would possess all the exhilarating quality of the
original, undiluted liquid.

Attention was aroused by another menacing fact:
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specie disappeared more and more. The explanations of
this fact also displayed wonderful ingenuity in finding
false reasons and in evading the true one. A very com-
mon explanation was indicated in Prudhomme’s news-
paper, Les Révolutions de Paris, of January 17, 1791,
which declared that coin “will keep rising until the
people shall have hanged a broker.” Another popular
theory was that the Bourbon family were, in some mys-
terious way, drawing off all solid money to the chief
centers of their intrigues in Germany. Comic and, at
the same time, pathetic, were evidences of the wide-
spread idea that if only a goodly number of people
engaged in trade were hanged, the par value of the
assignats would be restored.

Still another favorite idea was that British emissaries
were in the midst of the people, instilling notions hostile
to paper. Great efforts were made to find these emis-
saries and more than one innocent person experienced
the popular wrath under the supposition that he was
engaged in raising gold and depressing paper. Even
Talleyrand, shrewd as he was, insisted that the cause
was simply that the imports were too great and the ex-
ports too little.”” As well might he explain the fact that,
when oil is mingled with water, water sinks to the bot-
tom, by saying that this is because the oil rises to the
top. This disappearance of specie was the result of a
natural law as simple and as sure in its action as gravi-
tation; the superior currency had been withdrawn be-
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cause an inferior cwrrency could be used.* Some efforts
were made to remedy this. In the municipality of
Quilleboeuf a considerable amount in specie having
been found in the possession of a citizen, the money
was seized and sent to the Assembly. The people of that
town treated this hoarded gold as the result of un-
patriotic wickedness or madness, instead of seeing that
it was but the sure result of a law working in every land
and time when certain causes are present. Marat fol-
lowed out this theory by asserting that death was the
proper penalty for persons who thus hid their money.

Still another troublesome fact began now to appear.
Though paper money had increased in amount, pros-
perity had steadily diminished. In spite of all the paper
Issues, commercial activity grew more and more spas-
modic. Enterprise was chilled and business became
more and more stagnant. Mirabeau, in his speech which
decided the second great issue of paper, had insisted
that, though bankers might suffer, this issue would be
of great service to manufacturers and restore prosper-
ity to them and their workmen. The latter were for a
time deluded, but were at last rudely awakened from
this delusion. The plenty of currency had at first stimu-
lated production and created a great activity in manu-
factures, but soon the markets were glutted and the
demand was diminished.

In spite of the wretched financial policy of years
gone by, and especially in spite of the Revocation of
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the Edict of Nantes, by which religious bigotry had
driven out of the kingdom thousands of its most skill-
ful Protestant workmen, the manufactures of France
had before the Revolution come into full bloom. In the
finer woolen goods, in silk and satin fabrics of all sorts,
in choice pottery and porcelain, in manufactures of
iron, steel, and copper, they had again taken their old
leading place upon the Continent. All the previous
changes had, at the worst, done no more than to inflict
a momentary check on this highly developed system of
manufactures. But what the bigotry of Louis XIV and
the shiftlessness of Louis XV could not do in nearly a
century, was accomplished by this tampering with the
currency in a few months. One manufactory after an-
other stopped. At ome town, Lodéve, five thousand
workmen were discharged from the cloth manufactor-
jes. Every cause except the right one was assigned for
this. Heavy duties were put upon foreign goods; every-
thing that tariffs and customhouses could do was done.
still the great manufactories of Normandy were closed,
those of the rest of the kingdom speedily followed, and
vast numbers of workmen in all parts of the country
were thrown out of employment.® Nor was this the
case with the home demand alone. The foreign demand
which at first had been stimulated, soon fell off.

In no way can this be better stated than by one of
the most thoughtful historians of modern times, who
says, “It is true that at first the assignats gave the same
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impulse to business in the city as in the country, but
the apparent improvement had no firm foundation,
even in the towns. Whenever a great quantity of paper
money is suddenly issued we invariably see a rapid
increase of trade. The great quantity of the circulating
medium sets in motion all the energies of commerce
and manufactures; capital for investment is more easily
found than usual and trade perpetually receives fresh
nutriment. If this paper represents real credit, founded
upon order and legal security, from which it can derive
a firm and lasting value, such a movement may be the
starting point of a great and widely-extended prosper-
ity, as, for instance, a splendid improvement in English
agriculture was undoubtedly owing to the emancipa-
tion of the country bankers. If on the contrary, the new
paper is of precarious value, as was clearly seen to be
the case with the French assignats as early as February
1791, it can confer no lasting benefits. For the moment,
perhaps, business receives an impulse, all the more vio-
lent because every one endeavors to invest his doubtful
paper in buildings, machines, and goods, which, under
all circumstances, retain some intrinsic value. Such a
movement was witnessed in France in 1791, and from
every quarter there came satisfactory reports of the ac-
tivity of manufactures.

“But, for the moment, the French manufacturers de-
rived great advantage from this state of things. As their
products could be so cheaply paid for, orders poured in
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from foreign countries to such a degree that it was
often difficult for the manufacturers to satisfy their
customers. It is easy to sec that prosperity of this kind
must very soon find its limit. . . . When a further fall
in the assignats took place, this prosperity would neces-
sarily collapse and be succeeded by a crisis all the more
destructive the more deeply men had engaged in spec-
ulation under the influence of the first favorable pros-
pects.”™

Thus came a collapse in manufacturing and com-
merce, just as it had come previousiy in France: just as
it came at various periods in Austria, Russia, America,
and in all countries where men have tried to build up
prosperity on irredeemable paper.”

All this breaking down of the manufactures and com-
merce of the nation made fearful inroads on the greater
fortunes; but upon the lesser, and upon the little prop-
erties of the masses of the nation who relied upon their
labor, it pressed with intense severity. The capitalist
could put his surplus paper money into the government
lands and await results; but the men who needed their
money from day to day suffered the worst of the misery.

Still another difficulty appeared. There had come a
complete uncertainty as to the future. Long before the
close of 1791 no one knew whether a piece of paper
money representing a hundred livres would, a month
later, have a purchasing power of ninety or eighty or
sixty livres. The result was that capitalists feared to
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embark their means in business. Enterprise received a
mortal blow, Demand for labor was still further dimin-
ished; and here came a new cause for calamity, for this
uncertainty withered all far-reaching undertakings. The
business of France dwindled into a mere living from
hand to mouth.

This state of things, too, while it bore heavily upon
the moneyed classes, was still more ruinous to those in
moderate and, most of all, to those in straitened cir-
cumstances. With the masses of the people, the pur-
chase of every article of supply became a speculation—
a speculation in which the professional speculator had
an immense advantage over the ordinary buyer. Says
the most brilliant of apologists for French revolutionary
statesmanship, “Commerce was dead; betting took its
place.”™

Nor was there any compensating advantage to the
mercantile classes. The merchant was forced to add to
his ordinary profit a sum sufficient to cover probable or
possible fluctuations in value; and while prices of prod-
ucts thus went higher, the wages of labor, owing to the
number of workmen who were thrown out of employ-
ment, went Jower,

But these evils, though great, were small compared to
those far more deep-seated signs of disease which now
showed themselves throughout the country. One of
these was the obliteration of thrift from the minds of
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the French people. The French are naturally thrifty;
but, with such masses of money and with such uncer-
tainty as to its future value, the ordinary motives for
saving and care diminished, and a loose luxury spread
throughout the country.

A still worse outgrowth was the increase of specula-
tion and gambling. With the plethora of paper currency
in 1791 appeared the first evidences of that cancerous
disease which always follows large issues of irredeem-
able currency—a disease more permanently injurious to
a nation than war, pestilence, or famine. For at the
great metropolitan centers grew a luxurious, specula-
tive stock-gambling body, which, like a malignant
tumor, absorbed into itself the strength of the nation
and sent out its cancerous fibers to the remotest ham-
lets. At these city centers abundant wealth seemed to
be piled up. In the country at large there grew a dislike
of steady labor and a contempt for moderate gains and
simple living.

In a pamphlet published in May 1791, we see how,
in regard to this also, public opinion was blinded. The
author calls attention to the increase of gambling in
values of all sorts in these words: “What shall I say of
the stockjobbing, as frightful as it is scandalous, which
goes on in Paris under the very eyes of our legislators—
a most terrible evil, yet, under the present circum-
stances, necessary?” The author also speaks of these
stock gamblers as using the most insidious means to
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influence public opinion in favor of their measures; and
then proposes, seriously, a change in various matters
of detail, thinking that this would prove a sufficient
remedy for an evil which had its roots far down in the
whole system of irredeemable currency. As well might
a physician prescribe a pimple wash for a diseased
Liver,®

Now began to be seen more plainly some of the many
ways in which an inflation policy robs the working class.
As these knots of plotting schemers at the city centers
were becoming bloated with sudden wealth, the pro-
ducing classes of the country, though having in their
possession more and more currency, grew lean. In the
schemes and speculations put forth by stockjobbers and
stimulated by the printing of more currency, multitudes
of small fortunes were absorbed and lost while a few
swollen fortunes were rapidly aggregated in the larger
cities. This crippled a large class in the country dis-
tricts, which had employed a great number of work-
men.

In the leading French cities now arose a luxury and
license which was a greater evil even than the plunder-
ing which ministered to it. In the country the gambling
spirit spread more and more. Says the same thoughtful
historian whom I have already quoted: “What a pros-
pect for a country when its rural population was
changed into a great band of gamblers!™

Nor was this reckless and corrupt spirit confined to

[60]



businessmen; it began to break out in official circles,
and public men who, a few years before, had been
thought above all possibility of taint, became luxurious,
reckless, cynical, and finally corrupt. Mirabeau himself,
who, not many months previous, had risked imprison-
ment and even death to establish constitutional govern-
ment, was now—at this very time—secretly receiving
heavy bribes. When, at the downfall of the monarchy
a few years later, the famous iron chest of the Tuileries
was opened, there were found evidences that, in this
carnival of inflation and corruption, he had been a reg-
ularly paid servant of the Royal court.®

The artful plundering of the people at large was bad
enough, but worse still was this growing corruption in
official and legislative circles. Out of the speculating
and gambling of the inflation period grew luxury, and,
out of this, corruption. It grew as naturally as a fungus
on a muck heap. It was first felt in business operations,
but soon began to be seen in the legislative body and
in journalism. Mirabeau was, by no means, the only ex-
ample. Such members of the legislative body as Jullien
of Toulouse, Delaunay of Angers, Fabre d’Eglantine,
and their disciples, were among the most noxious of
those conspiring by legislative action to raise and de-
press securities for stockjobbing purposes. Bribery of
legislators followed as a matter of course. Delaunay,
Jullien, and Chabot accepted a bribe of five hundred
thousand livres for aiding legislation calculated to pro-
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mote the purposes of certain stockjobbers. It is some
comfort to know that nearly all concerned were guillo-
tined for it.*

It is true that the number of these corrupt legislators
was small, far less than alarmists led the nation to sup-
pose, but there were enough to cause widespread dis-
trust, cynicism, and want of faith in any patriotism or
any virtue.
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