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The regulation of French banking and stock exchange markets (19th-20th centuries): State interests & COMMON interest, FROM TOTAL LIBERALISM TO TOTAL STATE INTERVENTIONISM?

As a large retrospective, which covers two centuries and two large banking and finance activities, that globalising study will look more as an ‘essay’, launching some problematic and following a few tracks than as an achieved synthesis. It will of course irritate German and Anglo-Saxon readers owing to its French-side aspects, but a sense of reality demands that such a study looks after the ways used to build up French banking and financial powers as Paris as a money place has ever been submitted to a perception of competition risking to leave London, German or American giants overcoming its independence. This requirement could explain that total liberalism which had been prevailing for decades left room to total State interventionism since the 1930/1940s, before perhaps a return to some forms of controlled liberalism at the very end of the 20th century.

1. Liberalism in front of common interest

Nonetheless, the philosophy of benign neglect which seemed predominant up to the 1940s was itself limited by numerous considerations, which had been traditionally gathered in France under the label of « common interest » (intérêt général): it means that some superior authority is necessary to provide people with an overlook of economic (and social) affairs in order to avoid chaos which could result from leaving people, companies or financiers speculate all by themselves whilst forgetting common interest, that is the interests of citizens’ community as a whole ; in centralised France, that latter had to be preserved on a higher level – besides in Great Britain or Germany, currently, decentralised forms of managing these interests could be entertained – and Paris authorities became therefore more and more the cornerstone of such a policy.

A. State defending its own interests through public debt’s market impulse

One must not forget that a major mission was to find out investors to subscribe « la Rente », that is State long-term bonds. The French State’s Budget emerged from revolutionary and napoleonian wars wholly exhausted (payment of a huge indemnity to victorious enemies in 1815 and reimbursements of a lot of providers to armies who had been unpaid during the wars…). Then the foibles of its fiscal system left it permanently within deficit all along the 19th century. The expenses of Second Empire (wars, growth of civil servants) developed that deficit (and public debt jumped from 5 billions FRF in 1851 to 11 billions in 1869). The financial punishment imposed to France by Germany in 1871-1873 (5 billions FRF) crowned that evolution… But roads, railway, school or army investments deepened the Budget deficit thereafter. A real State bonds market developed thus since the end of the 1810s:  State’s priority became the entertainment of that market, for the success of frequent issues of course, but too for the managing of secondary market, the preservation of the value of the Rente, the balance and liquidity of the market. State borrowing climaxed of course during First World War, but the transformation of short term debt into long term debt was the success of Prime Minister Poincaré in 1926-1929, who reinstated the credit of public bonds whereas Treasury bills, hugely issued since 1919, got less and less trust from subscribers…

The State didn’t leave bankers manage all by themselves freely the State bonds’ market – even if they were used in several opportunities in order to alleviate selling pressures against State bonds – as did Rothschild during the 1820s/1840s. The Treasury authorities wished first to enlarge the investors’ market for public bonds: such bonds’statutes were changes in 1831 from ‘nominative’ statutes to ‘bearer’s statutes’, which allowed eased circulation of such securities; then, in the 1850s, their face value was strongly diminished, all these efforts tending to « nationalise public debt », that is to considerably increasing the number of bearers towards French investors and thus towards middle bourgeoisie – at a time (in the 1820s) when a third of public debt was possessed by foreign investors. Authorities acquired some new and acute experience in managing market flows during Poincaré’s rebuilding of State credit (which explained his surname: « Poincaré la confiance »), then through financing rearmament largely with Treasury bills issuing between 1934 and 1940 – whilst some bonds issues occurred then (for the State itself or for overseas colonies). 

But, in order to mastermind public bonds market, the State used too a discreet tool, Caisse des dépôts & consignations. As a large financial institution, this State firm had been created precisely in 1816 to entertain the market of State paper! Its motto was ‘Fides’, which means in Latin ‘trust’, as it had to preserve or rebuild permanently the State’s credit among investors and saviours.

Owing to huge resources – the funds gathered by savings banks, which could (1833) then had (1854) to transfer saviour’s money directly to Caisse des dépôts, against a small interest commission (but Caisse des dépôts added to these large sums some capital fund piled up during decades through its operations’ benefits) –, Caisse des dépôts kept as its main task the function of subscribing and managing State bonds (and Treasury bills too), with a key role: avoiding risks of drifting for the value of State securities. It bought thus Treasury bills in the interwar – with the help of Caisse d’amortissement, some kind of subsidiary in 1926-1929; the success of the famous ‘Pinay issuing’ in 1952 – as Prime Minister Pinay seemed to re-establish trust towards State bonds at that time… - was in fact due to Caisse des dépôts’ strong involvement… 

If we jump up to the 1970s, the State played an decisive role in firmly advising nationalised firms to solicit foreign investors in order to finance their investments: at that time (especially since 1976), EDF (Electricité de France) built its program of nuclear plants, SNCF its TGV railway program, etc. But French banks (and Caisse des dépôts) spread at that time State bonds all over financial markets ad the State needed to cover its growing deficit. The endeavours to burst a market of eurofranc was a sign of this openness; French bankers (almost completely nationalised in 1982) formed then a small informal club with Treasury high servants to manage State bonds markets along ‘common interest’ – which allowed thereafter the French State to enlarge its call for foreign investors when the State’s debt grew immensely in 1993-1995. In fact, the State favoured intensely the development of ‘SICAV’ or mutual funds (since 1978, through fiscal rules) in order to sell them a lot of public securities (particularly through ‘SICAV monétaires’ or monetary funds, rich with public securities); and the creation of the MATIF in 1986 (Marché à terme international de France) – the equivalent of LIFFE – was intended first to lodge long term public bonds bought by banks, as the State spurred them to acquire huge quantities of such bonds…

B. Informal pressures on Banque de France’s policy

Common interest included current financing of the State… Along that line, Second Empire imposed to Banque de France discreet but firm pressures in order to ease Banque de France’s advances to the Treasury. The arguments about the renewal of Banque de France’s privilège, that is the contract attributing money issuing mission to Banque de France, allowed the State to reach better terms for getting advances from its partner… Such victories took place in 1852 and especially in 1857, and the State could thus make ends meet more easily by diving into Banque de France’s availabilities (through a Treasury current account)… Historian Alain Plessis has shown how subtle was the intercourse between the State and Banque de Frances’ ‘régents’ (the council managing Banque de France’s policy) – but the latter convinced the State to maintain Banque de France’s monopoly against ‘free banking’ proposals – the Pereire brother proposing thus to establish competing issuing banks…The balance between the State’s influence (for instance through the Banque de France’s Governor, who was either a highest civil servant or an ancient high level ministry) and the Régents’ authority was a challenge of these times. 

The interwar period is well known for the emergence of struggles between Banque de France and the State, which destroyed the balance reached in the first third of the 19th century. The Treasury convinced Régents to provide huge liquid advances in 1922-1926 (some of them secretly in 1925…). As Governor Robineau resisted such pressures, the leftist government sacked him in favour of Moreau in July 1926. In fact, Banque de France had to stop that drift towards more money inflation: both Régents and new Governor chose to put a ceiling over Treasury borrowings, which launched the political crisis of Summer 1926… and the fall of the leftist majority, replaced by a centrist one led by Poincaré. Liberalism was not thus ‘integral’ liberalism as various interpretations of common interest led to strong pressures and interventions on Banque de France’s philosophy and day to day policy. Compromises between wisdom (that is slow money circulation’s increase) and pragmatism (to allow the State to pass day by day insolvency risks…) were the rule. 

Banque de France itself did intervene against liberalism through its refinancing policy. A current opinion among business circles and therefore Régents – most of them being their representative at Banque de France – was that one had to preserve economic and sociological balances, to avoid the fall of small and medium sized enterprises, threatened by inflation (or deflation too) moves and by industrial and commercial amalgamation; French economy had to be preserves from the British or American drift towards salarisation and big business, and middle classes (petty shopkeepers, craftsmen, businessmen) had to be favoured. Thus Banque de France and authorities converged toward the preservation of ‘regional’ banks, banks covering some départements (local district areas) or even several provincial regions. Against liberalism mood and wishes from big Paris banks to accelerate Darwinian concentration, Banque de France refinanced largely the middle banks between 1922 and 1926, in years of difficulties for them, which, besides the advances to the Treasury, explained the growth of Banque de France’s portfolio (from 1 973 millions FRF in June 1922 to 6 558 millions in April 1925 or 7 864 in August 1926); Banque de France’s rediscounting policy put some brakes in liberal trends towards banking concentration – which had to wait for the 1930s… Of course, Banque de France had to convince its banking borrowers of drastic moves since 1926 onwards in order to favour liquidity and true discount and to reduce their involvement in excessive overdrafts – and that was particularly Governor Moreau’s policy in 1926-1928. But its very intervention before that turnabout proved that common interest prevailed somehow over pure liberalism in the managing of banking market. 

C. Liberalism shattered by the State’s needs: the State versus common interest?

When the State’s money needs grew hugely – rearmament since 1934-1936; payments to German occupant in 1949-1944, reconstruction after Second World War –, State interventionism reached high levels. Banking market’s oversight, which had been an exception up to no – because of afterwar inflation) became thus a rule: some important parts of money flows had to be oriented towards State needs and State direct or undirect management. The sacking of Banque de France Governor Labeyrie by the new leftist government in 1936 was a high mark of that turnabout, followed by a small reform of Banque de France statutes in 1936 and moreover by its nationalisation in 1946. Banque de France’s advances to Treasury grew more and more. The management of exchange) (through the Fonds de stabilisation des changes, launched in 1936) became too a symbol of that common management of money flows by Banque de France and the State. Even when a Conseil national du crédit was instituted in 1945 in order to build an autonomous authority supervising credit markets, the State and Banque de France reduced it into a mere consultative function. The Treasury and Banque de France regulated more or less altogether the life of money flows. Mass public debts towards Banque de France were piled up (as in 1952-1953 or 1957-1958). Common interest – that is the preservation of some balance between money issuing and the State borrowings – could be perceived as in opposition with the State policy, and Banque de France governor yearly report couldn’t but denounce that discrepancy (1953, 1957, for instance – before other renowned ones in 1974 and 1982): what was called ‘grands équilibres’ (balance between various State requirements: public debt, Budget, exchange, etc.) became a challenge but the State imposed to central bank and to banks its point of view. Banque de France appeared thus to much as a tool of the State, particularly up to 1958…: Treasury borrowings to Banque de France became a leading line in Banque de France balance sheet; and, since 1948, banks were imposed to subscribe huge quantities of Treasury bills (along a ratio with their current accounts) in order to contribute to State financement.

D. Common management of common interest

Since World War II, as in every country, State authorities and Banque de France managed altogether the evolution of banking money markets. But these missions, for a long time only emerging (in the interwar for instance) became quite explicit – as through the 1973 law about Banque de France which precised clearly its functions as an « institution » in charge of supervising credit and money (and exchange). Classically thus, Banque de France managed stiff credit rules – besides usual rediscount rates variations (through a large range of rates, growing each time borrowing ceilings were jumped over – up to the suppression of these discount ceilings in January 1972). In the 1945-1951 years, Banque de France forced banks to limit credit extensions in order to tame strong inflation: drastic cuts were thus imposed to credits in 1947 and 1948, in each sector judged non prioritary. Later, in the 1960s/1970s, Anglo-Saxon-like rules fixed compulsory reserves adjusted to the growth of credits (and deposits), in order to put some brakes on that latter by deepening costs of lending for banks – and that system was reinforced when the leftist government struggle against inflation in the first half of the 1980S (for instance in 1985, when reserves rules doubled at once). With several steps, since 1969-1973 indeed up to the second half of the 1980s, it imposed credit ceilings to banks, some ratios between credit distribution’s increase and the evolution of economy. Just after the Parliament elections of 1973, an inquiry mission about banks revealed that they didn’t respect antiinflationary rules and delivered too much credits; as a scapegoat, Crédit lyonnais president François Bloch-Lainé was therefore dismissed by newly elected president V. Giscard d’Estaing in 1974 and discreetly but firmly banks had to follow paths defined by authorities. Besides professional regulations, which remained relatively rare in fact, money regulations defined banks’ life.

E. Far from State intervention? Liberalism versus controls ?

Anglo-Saxon could joke about French State’s interventionism but Paris lack any ‘money market’ along the model of London or USA. Because of historical reasons – which historians lack in fact to explain besides the 1920s period – Banque de France and Treasury authorities kept their direct responsibilities over money flows supervision and sometimes controls. Central bank functions didn’t include the management of a large and resilient money market; and numerous big banks used to refinance themselves without the intermediation of Banque de France rediscount; they worked « hors Banque », owing to their own availabilities or to direct call to those of their colleagues, either in Paris or abroad (through correspondent banking, for instance in London). This led Banque de France economists to imagine the building of some Anglo-Saxon-like money market in Paris since 1928. Banque de France favoured the creation of banking money and short term paper brokers (Compagnie parisienne de réescompte in 1928, then Caisse générale de réescompte, Caisse mobilière d’escompte, etc.). 

As soon as Treasury bills issuing resumed in 1934, Banque de France relaunched its project, which took shape through a June 1938 Law – but war choked off these efforts. Credit centralisation and controls put a halt on them thereafter – until the beginning of the 1970s. Paris was then equipped with a money market, where money was provided by insurance companies, Crédit agricole (both kinds of entities entitled to offer liquidities to banks since 1967), Caisse des dépôts, all of them rich with liquid availabilities. The 1973 reform of Banque de France completed that evolution, which was nonetheless somehow limited as credit rules were maintained and prevented money market to become the sole way of managing monetary mass and banking liquidity. The transfer of banks’ liabilities and assets supervision from control authorities (a mix of Treasury and Banque de France) to money market (under the utmost responsibility of central bank) required thus several years, and the 1980s were the key period for that revolution.

As a first conclusion: an invisible regulator’s hand

This part tends thus to show that liberalism had to get compromises with pragmatism in the name of common interest: as soon as the 1820s, various authorities managed to supervise somehow the current life of money markets – either the Stock exchange (for State bonds) or banking activities (for Treasury bills) – through direct or indirect (owing to Caisse des dépôts) interventions on markets or through rules negotiated with Banque de France. Regulation didn’t need explicit ‘regulation rules’ to exist somehow and an invisible regulator’s hand used to regulate money markets to drive them along official wishes. But authorities’ intervention was developed strongly since the 1920s and became drastic after World War II as in any country: after false free liberalism, real money flows’ regulation was built up.

2. Regulations in favour of French economic power

Far more visible was the authorities’ hand dedicated to the reinforcement and promotion of French economist interests against European competitors. The recurrent French syndrome of ‘decline’ – in front of Germany, especially, for instance in the 1920s when economic war was intended to replace real war – impulsed them to launch initiatives to spur French economic forces.

A. Forging banking tools for economic competitiveness

Discreetly but firmly, authorities pushed bankers towards unity when the resistance to intense British or German competition had to be resisted.

a. ‘Etablissements de place’

Thus appeared the first ‘établissements de place’, institutions which were attributed a specific function, that of representing the whole French interest on some ‘niche’. Banque impériale ottomane (1863) became more and more the French bankers’ ambassade in Constantinople-Istanbul ; likewise, Banque de l’Indochine (1875) provided French firms with the lever needed to overcome somehow powerful Hong Kong & Shanghai Bank – and, after dreaming of managing an autonomous strategy in the Far East, Société générale (1889) and Crédit lyonnais (at the end of the 19th century) finally joined Banque de l’Indochine too as stockholders and partners for Indochina but also Chinese and Oceany operations – and when a small Banque industrielle de Chine tried to compete with it in the beginning of the 1920s, it reflected intense rivalries within Foreign Affairs ministry itself… The very salvation of Comptoir d’escompte de Paris – one of leading deposit banks – in 1889 can be interpreted as a way of preserving French interest abroad as that bank led French influence in Madagascar, Serbia and Tunisia – and was the main strategic stockholder of Banque de l’Indochine. Consensual autoregulation led thus to self-consciousness from banks for the sake of common economic interest abroad and avoid any competition between French banks in some areas.

b. Geopolitical interests

Parallely, the defence of French economic interests included geopolitical interests: this explains the intervention of the State within Stock Exchange life! It had the power to give its authorisation to any issuing in favour of foreign issuers, and it used it to reject some projects, when it seemed that immediate financial interests had to be sacrificed to middle term interests: a Turkish operation was thus stopped in 1904, two Romanian operations in 1903 and 1908, because these countries were too much linked with German industrial interests, and French authorities didn’t accept that French money could help them buy German products!

These geopolitical considerations flourished in most of the interwar as French authorities sustained efforts to drive French business interest into Central Europe. Capital exports – which had been forbidden between 1918 and 1928 because of the priority of reconstruction over abroad developments – could have been authorised in favour of direct investments in countries where French firms could reinforce their influence (like Schneider in Tchekoslovakia, banks in several countries and especially in Romania). There was there regulation as capital flows were drastically controlled by State authorities. And everybody knows that these prospects were spurred by Banque de France’s responsibilities – against Bank of England’ ambitions – in some programs of finance and banking reconstruction in Central Europe (Yugoslavia, Romania, for instance) under the label of Société des Nations sponsorship. 

c. Acceptances promises

Lastly, Banque de France and State Treasury favoured in that times the project of transforming Paris into a finance place rival to London and New York… They were pushed towards such pretensions because the franc had been rebuilt (‘franc Poincaré’) and Paris became a rescue place for European availabilities in search of strong currencies in 1929-1932. Banque de France tried thus to enrich the range of banking products available in Paris: it favoured the development of acceptance activities, so prosperous in London and New York.

Because French banks’ international creditworthiness grew sensibly with the restoration of franc, State Finance authorities and the banking community, Banque de France being the link between them, favoured the use of acceptances by banks and their customers; the enlargement of that activity was based on a new institution, Banque française d’acceptations (1929), which was intended to be used as a cornerstone of that policy – even if the 1920s crisis hindered its development.

B. Regulation through specialisation

That very endeavour of Banque française d’acceptations might help understand the path followed after World War II: the State chose then to prop up French economy owing to specialised financement circuits and institutions, which could dedicate funds to specific activities and thus help fostering stronger growth and competitivity. In the 1940s-1970s years, the French State laid down a banking strategy of ‘specialisation’ ; besides commercial banks, specialised institutions had to cover specific market segments as a way to improve credit supply and modernisation.

a. The case of Banque française du commerce extérieur

Banque française du commerce extérieur (BFCE, launched in 1946) was endowed with the task of coping with sustaining foreign trade. It belonged to the nationalised sector as its capital was owned by nationalised Banque de France, Caisse des dépôts, Crédit agricole and the four nationalised commercial banks. BFCE’s very mission was to « ease financing of export or import operations ». France equipped itself with a such a tool along a trand common with the United States (EximBank), Spain or West Germany itself. It was the sole institution entitled to get the official guarantee of COFACE, the official credit-insurance for export, launched by the State in 1946 and the equivalent of German Hermes or British ECGD. Its range of banking products was extended in order to provide any service needed by abroad trading flows. BFCE became instantly a key tool for import trade. It provided numerous surety (caution) contracts to importers, especially in favor of customs administration, then more and more (since the 1960s) in favor of companies submitting their candidacy to foreign importers’ tender offers for imports or large engineering projects. Basic services were of course documentary credits (crédits documentaires). Sureties and documentary credits were thus intensively used to sustain Marshall Plan’s imports in the 1948-1952 years. BFCE was deeply involved in imports financing, especially for raw materials, transport equipments, cotton, agriculture equipements, petroleum products, being, in such order, the main items. This remained a key role of BFCE all along its history.

Its basic task – since 1948 – was to offer endorsements (avals) to banks credits, this activity feeding 30 % of its balance sheet in 1948 for instance. Endorsements grew in favour of short-term credits linked with bills over firms’ foreign customers or in favour of credits shaped as exports prefinancing operations. More and more, endorsements were extended to the financement of large equipment projects, as French engineering and mechanics firms were reinserted within international projects. In fact, BFCE developed two-tiered activities. On a first level, it was used as a necessary relay for any French bank: French banks, nationalised or not, had to get BFCE as an intermediary to get guarantees and refinancement by BFCE; they prepared the borrowing forms by themselves for their own customers and they presented them to BFCE, sacred as the ultimate institution distributing the specialised credits which commercial banks didn’t entertain by themselves. 

It rediscounted thus a bulk of credits for exports. It delivered too its signature to banks which asked for Banque de France’s discount in case of credit for exports benefiting with State guarantee, and that eased the growth of such loans for a two years term (from 1944 to 1948) and then for up to five years term (since 1949). International competitivity required more and more the extension of credit deadlines, especially when domestic reconstruction was completed and French firms began to prospect foreign markets at the end of the 1950s. The range of financement products failed to comply with international trade requirements, particularly to overcome strong competition in Latin America, Asia and Middle East. A national (patriotic?) challenge was therefore issued, and BFCE became once more a decisive lever to reach foreign trade objectives. A 1960 law spurred the growth of ten years long loans (instead of five years): owing to borrowed resources, Crédit national distributed such credits with the endorsement of BFCE: every such loan rediscounted to Crédit national had to get is bills endorsed beforehand by BFCE, as it got the monopoly of scrutinising the credit form in order to assess the risk. In the meanwhile too, banks constituted with BFCE a special fund, GICEX, which was financed through a little percentage of their deposits or capital funds. Cooperation with Crédit national was reinforced in the 1970s: both institutions distributed special credits to exporting firms – the application forms being provided by commercial banks: long term credits to help investment abroad (with more efficient types since 1972); long term financement of prospecting expenditures abroad (since 1972).

A turning-point was in 1965 the conception of loans to buyers abroad [‘crédits acheteurs’], loans granted by banks to foreign buyers of French products in their country itself – owing to correspondent banking – and in their own national money or in international currencies. Such loans were intended to long term contracts about equipment goods (like complete factories or transport equipments) exported to developing countries. They were set up altogether by commercial banks and BFCE in favour of foreign importers which became thus able to pay cash French exporters, rid of usual loan and treasury risks; BFCE had to intervene as sole lender for every credit with more than a five years term, and moreover to prepare the borrowing form with public authorities, COFACE and banks – which often remained the basic provider of customers. Such credits to foreign buyers gathered momentum since 1967 and became usual financial products thereafter; their amount reached four billions francs in 1970. BFCE found refinancement resources through bonds issuing or Treasury loans. 

The 1970 years reinforced BFCE’s part; a 1971 reform entrusted BFCE solely with the mission of rediscounting directly to Banque de France the fraction of medium term banks’ export credits endowed to rediscounting; this mastership allowed BFCE to assert itself its leadmanager office in scrutinising and setting up such credits (whether buyer credits or exporter credits). That reform endowed BFCE too with the task of refinancing totally such credits with terms over seven years, through a convention signed with the Treasury ; between 1971 and 1985, BFCE became the sole distributor of such government-subsidised loans granted for export credits in order to alleviate interest rates. BFCE’s expertise and funds are thus called up by the State that handed over exports financial support to BFCE. 

In the meanwhile, little by little, BFCE developed commercial banking activities, deregulated or without the benefits of specific rules attributing several financements to BFCE. It became a kind of ‘second bank’ for importing or exporting companies, this ‘second bank’ role being played in fact over the ‘pools’ of banks with which any French society was linked, as commercial banks formed ‘pools’ in order to divide risks born on each customer. Just a while after its conception, BFCE asserts its prudence: « BFCE is conscious to have answered to public authorities’ demand and to have efficiently worked in benefit to national interest. » BFCE became rapidly a useful tool to develop new types of loans and allow French firms to get as relevant credits as their foreign competitors; economic struggle was once more at stake and BFCE got its place in the French range of trade arms.  BFCE was seen as a fighting instrument in the hands of French banking and trade systems, servicing « our industry »; it helped experimenting and developing new types of large and medium-term credits owing to its part of the risk sharing between banking institutions; it therefore spurred these latter to improve their foreign risks assessment and their foreign trade financement skills. At that moment of French banking history, it expanded banks’ competitivity and expertise. It expressed anyway some ambiguity, as it assumed monopolistic official activities and commercial banking ones, which began to be questioned by other banks in the 1970s…

b. Specialised banking rules

Since the end of the 1940s, overregulation was then conceived as the cornerstone of any efficient economic policy – with the climax of the beginning of the 1980s when the leftists thought that the reinforcement of specialised money circuits would pull France out of economic crisis.

Specialised circuits of middle term credits were the main tools in favour of economic growth. Crédit national distributed such credits to industrial firms, as a relay for banks, along the same way as was used by BFCE operations abroad. Banque de France rediscounted these amounts of middle term credits since 1944, which help spreading of their use by banks. Crédit agricole launched special middle term credits to peasants developing modernisation and extension investments. Since 1948 Crédit foncier de France was attributed the mission of financing massively special loans to people investing in lodging. Banques populaires offered petty businessmen (crafstmen, shopkeepers, and hotel managers) specialised loans too. Moreover Caisse des dépôts had extended its missions by financing massively local entities for their investments into transports networks, social lodging, urban equipment, etc.

Owing to State’s grants (at Crédit agricole since 1965 for investment loans) or official guarantees or rediscounting by Banque de France, such institutions flourished in the 1960s/1970s and even the 1980s (when was created Crédit d’équipement des PME then Banque de développement des PME, an institution devoted to small & medium sized enterprises. Middle term credits became the basis of French economic expansion. The State entertained that type of regulation (specialisation of credit and money flows) as everybody seemed convinced that it couldn’t but stimulate modernisation and growth.

A rationalised, organised and efficient banking system was thus built in the 1950s/1970s: everybody, every firm, whatever its size, every sector could get access to some specific type of credit. Leftists dreamed to crown that magnificent system with a Banque nationale d’investissement, which ought to have gathered investment banks (Paribas, Suez, etc) in order to sustain intense rearmament of industrial equipments, but it failed to take shape… But specific credit committees were instituted in each province and on a national level to manage credits threatened by companies’ industrial and financial difficulties, as the State authorities wished to impose to banks new ways of relationship with firms: an ultimate credit and money circuit appeared thus, a mixed treatment of threatened banking credentials over companies. Even the very function of banks – credit and risks management – became thus regulated for some years for the sake of enterprises’ demography.

C. Regulation to spur risk assumption 

Finally some reforms devoted to accelerate expansion were thoughts as State tools to stimulate risk taking, either by stately owned institutions or by private ones, or by individual investors.

a. Banking regulation to encourage liberal competition

Law itself had to change mentalities and habits, along a typical French way of change, from high to low levels. Suddenly, in 1966-1967, Finance minister Michel Debré launched a vast reform of banking regulations: while specialised institutions were preserved and developed, commercial banks were encouraged to intensify competition, endowed with the right to open freely news outlets – whilst it was submitted since 1941 to an official authorisation –, encouraged to finance by themselves larger ranges of middle term credits, spurred by specialised banks which the State encouraged to transform into commercial banks (Crédit agricole, Crédit mutuel, and in some ways, Caisses d’épargne) – and Debré informed B.N.C.I. and C.N.E.P. presidents that both banks ought to merge and form Banque nationale de Paris (B.N.P. 

He demanded that bankers built a powerful Paris banking place; kinds of overregulation and of deregulation were thus used on a mixed way to reach that objective. But the State encouraged up to now mergers among banks as a way to equip Paris with strong institutions able to resist European or American (then Japanese too) competitors. The State authorities played therefore a key role in that strategy: laws and pressures were a path followed to manage change: regulation in order to favour competition, which might seem contradictory to Anglo-Saxons…

b. Stock Exchange regulation to encourage liberal competition

As the State intended to reach general mobilisation of any money stored in the country, for the first time in the history of Stock exchange, it produced laws to encourage capitalism… As in France everything new was forbidden because the vacancy of law risked to favour the emergence of speculation or tricky methods, every piece of financial innovation had to endure law officialisation. But the Authorities sustained that move as they were convinced that firms needed new flows of securities investments to finance their expansion. 

After some years of growth between 1954 and 1962, the Paris Stock Exchange seemed to stagger between (April) 1962 and 1978: firms profits were not considered attracting (because of huge modernisation investments and overdebt); progressive fiscality burdened potential investors to get access to securities; lodging investments seduce middle-classes much more than Stock Exchange; then the 1974 crisis shook firms profitability. French Stock exchange capitalisation was only world seventh in 1977, between Switzerland and Austria… But the State produced laws about mutual funds (SICAV in 1964), about special mutual funds invested in French stocks and benefiting thus of large fiscal privileges. The State itself had thus to awaken the sense of financial risk, the desire of speculation… Regulation was used to prop up liberal habits!

As a second conclusion

French authorities undertook numerous reforms as they tried, at each key period of international economic competition, to reinforce competitivity and financial means of companies. Regulation was a key tool to reach these objectives, as more and more specific money circuits, specialised institutions, specialised financial products were set up in order to catch money and savings and then to consolidate economic basis.

3. Towards an economy of risks: regulation as a tool for deregulation

As everywhere, a turnabout occurred in Paris in the midst of the 1980s, as the leftists themselves were then convinced that more competition and despecialisation (“banalisation”) had become key ways to reach more efficiency and therefore competitivity. “Eurosclerosis” had to be submitted through more competition; it was not contradictory in fact as the leftists (with Beregovoy as Finance minister then Prime Minister) had to struggle against any ‘conservationists’, any piece of ‘establishment’ – even managed by leftist people. Leftists (those since 1984-1986, in 1988-1993, since 1997) and liberals (in 1986-1988, then in 1993-1997) joined thus to impose deep changes to specialised, rationalised, cartellised banking and finance markets.

A. An economy of risks

Without any originality – but with acuteness required to vanquish lobbies and resist governments and Parliament majorities turnovers –, French authorities inserted Paris within the move towards deregulation or ‘liberalisation’ (déréglementation). 

a. Stock Exchange involved in deregulation

Several mini-Big Bangs occurred thus between 1983 and 1990 on the Stock Exchange: the monopoly of Stock Exchange brokers (instituted in 1801) disappeared in 1987, banks bought most of them; several securities markets merged, techniques evolved immensely, the Second Marché and the Nouveau Marché were launched to attract small & middle sized firms and start ups. Fiscal reforms enticed saviours into subscribing securities and mostly mutual funds parts. Thus “popular capitalism”, mostly favoured by rightists, enlarged its basis, owing to these reforms favouring investors and to numerous privatisations of nationalised companies in 1986-197 and 1993-1997 especially. Liberalisation of Stock Exchange markets, the growing part of banks as comanagers of the system (for instance as stockholders of Paris-Bourse then of Euronext in 2000) and more and more as brokers for securities, led to a renewal of financial liberalism.

b. Banks involved in deregulation

Several reforms (banking law of 1984, changes at Savings Banks in the 1990s, at Crédit agricole, etc.) shook the banking system. Any credit specialisation disappeared in favour of ‘universal banking’ – any bank gathering the whole range of credit products and of customers. A huge crisis occurred which saw most of ex-specialised institutions join bank groups (Crédit national and BFCE at Banques populaires-Natexis, Crédit foncier at Savings Banks, for instance) while several banks couldn’t bear independence as they had to gather larger capital funds and they too were amalgamated into groups (CIC into Crédit mutuel, Indosuez into Crédit agricole, Paribas into BNP) – whereas CCF was bought by HSBC. Destroying barriers within the banking market, leaving less banks but more competitive: such realities seemed compulsory to preserve the opportunities for Paris to keep its rank among main world banking places as insertion within a unified European money market occurred in 1993.

B. Regulation to manage risks

That marvellous march towards deregulation and liberalism demanded altogether – and in France like in other countries – some forms of re-regulation. Liberalisation required regulation in order to prevent crisis due to bad risks management.

a. Re-regulation at Stock Exchange

Paradoxically, whereas the Stock Exchange had been structured along monopolistic ways since the beginning of the 19th century, no real rules covered its day to day evolution. No regulation at all was available during the 19th century… Some specific rules were fixed in order to moralise practices on each market – for instance in Bordeaux in 1845-1846 when stockbrokers agreed to respect minimal rules and to provide customers with a few guarantees (like in Lyon in 1845 or Marseille in 1847). But the very legalisation of term markets took place in Paris only in 1885 when the State determined some rules to avoid irresponsible speculation and huge crashes – as the 1882 crash (the whole Parquet of Lyon failed, while Paris and Marseille were seriously shaken) had fuelled worries about the fate of the Stock Exchange. Some other texts precised the ways of life of Stock Exchange in the 1890s but without installing any authority surveying its management, while trials recognised and precised the principles of ‘credits at call’ (reports).

But in fact, besides the institutionalisation of stockbrokers firms, of their common Compagnie des agents de change and of a few financial ‘products’ or markets (reports, marché à terme, Coulisse then Hors-Cote), the French Stock Exchange was a free for all market; any speculation occurred; any troubled practices were entertained; insiders’ habits developed. Numerous witnesses told us in the 1980s that most high level bankers of the 1950s/1960sused to add to their somehow meagre salaries some revenues provided with insiders’ privileges… But liberalism had prevailed since the first debates of the end of the 19th century and no one (government, authorities) felt determined to put an end to Stock Exchange freedom and free for all struggles – which explained small and middle investors’ disappointment in 1931-1935 and the prolonged distrust towards securities in the 1950s/1960s.

When the Stock Exchange met some renewal in the 1960s and when authorities wished to lure small and middle investors back to securities and to new mutual funds, some practices had to be put aside. A long and difficult struggle began thus against mismanagement of securities risks. A Commission des opérations de Bourse was instituted only in 1967 along the model of the American Securities and Exchange Commission. But it had to invent its controls means, its intervention level. The notion of insider’s crime was defined by law only in 1970 – but in the States in fact only in 1964 par the Supreme Court). Commission des opérations de Bourse lack severely of employees and of executive officers able to ‘smell’, discover and follow bad practices. The main task of Commission des opérations de Bourse was in fact to check the documents published by companies before capital operations and bids. Its procedures were little by little defined but pragmatism prevailed as rules and sometimes law had to adapt permanently to new market practices, especially when a bids wave gathered momentum in the 1980s. In fact, besides law itself, it helped first to set up deontological rules within banks or finance companies. And, as everywhere, the 1990s were the key decade for the construction of real Stock Exchange regulation, through the reinforcement of Commission des opérations de Bourse and the development of rules, set up by law or more generally by Commission des opérations de Bourse itself. Numerous scandals – involving sometimes high civil servants or businessmen linked with government officials, even leftists ones… - justified reforms of Commission des opérations de Bourse: a 1988 law increased considerably its powers but it had to share them with a new Conseil des marchés financiers, before the merger of both institutions is discussed for 2001. Besides that confusion, Commission des opérations de Bourse (with only 220 agents) has reinforced its inquiry powers and abilities, in order to control informs presented by firms and to preserve the interest of minority stockholders during companies’ restructurations.

b. Re-regulation on banking markets

Paradoxically, liberalism didn’t bear any attempt to check the respect of liberal rules by banking economy up to the 1940s…  Banks could entertain their cartels along their own tactics; they had no solvency or liquidity rules to respect besides their self-consciousness; limits for risks had to be fixes somehow through main pragmatism. Banks weren’t sure of course that Banque de France would play some role of last resort lender; but as it had played it (with the support of big banks) already in 1889 to rescue Comptoir national d’escompte de Paris and in 1913 to help Société générale meeting hard times, it seemed almost sure that the motto “too big to fail” would be valuable… But its completion took shape in the 1930s only through case by case intervention – to help Banque nationale de crédit resist a crash and become Banque nationale pour le commerce & l’industrie; to father the transfer of assets of Banque d’Alsace-Lorraine and Banque privée to the Crédit industriel & commercial group, especially – and several dozens middle and small size banks failed without any durable help of central bank.

In the meanwhile Banque de France didn’t in fact assume a real task of central bank as it didn’t build any true banking system, with systematic rules, with clear-cut principles of refinancement – as its attitude evolved largely for instance in the interwar – and with an explicit function of surveying banks. In that area, it had only to check the quality of discount bills remitted to its rediscount. Liberalism explained that ‘benign neglect’ choice and big bankers were confident in some kind of natural selection among banks – even if Banque de France intended to preserve some competition through large refinancing of regional banks in the 1920s.

Banque de France’s central bank functions were deprived of precise, stable and coherent criteria, which could facilitate the assessment of the safety of French banking system. Banque de France had no legal basis to require from informations about their prudential ratios, their balance sheet, their credit policy. It was the kingdom of banking liberalism! No supervisory mission had been attributed to Banque de France. Its function of ‘banque des banques’ was being entertained on empirical basis. It met enormous difficulties to get monthly or even annual balance sheets from numerous familial banks it helped; or details about the beneficiaries of drafts which were then ‘mobilised’ through the rediscounting of ‘financial bills’. Banque de France had no power to impose managerial rules to banks; it could only keep informal contacts, relationship with trust and intimacy between Banque de France branch managers and bankers, and a policy of comparison between banks through the assessment of the quality of their rediscounted credits. It provided advises remembered banks with prudence rules, etc., within the community of each banking place. Parallely, Banque de France could rarely deepen its knowledge of big banks’ management, besides the legal informations they published monthly. The use of rediscount to gauge the quality of bills was almost impossible as big banks worked of without soliciting Banque de France’s rediscount – ‘hors Banque’ – as they were generally rich with liquid assets. Moreover, a few of Paris banks were linked to provincial small banks and rediscounted their bills – thus reducing the intermediation of Banque de France. This swept Banque de France from its central bank functions of ‘banque des banques’. It succeeded only in convincing some banks to be more prudent, to change some or some branch director.

Banque de France itself wasn’t able to reach a balanced knowledge of banks’ risks of illiquidity or insolvency. Its means of inquiry were limited in fact to personal contacts with bankers, to the use of official balance sheet and to the survey of commercial bills presented to rediscount. No risk centralisation, no systematic rules, could allow it to exert a real central bank functions of ‘banque des banques’. Thus, several banks that were helped by Banque de France through high level rediscount, that provided then precise informations about their activities profile, collapsed suddenly, endangering moreover Banque de France rediscounting involvement… as that was the case for a few provincial banks in the 1920s. The help strongly and durably provided by Banque de France to regional banks or young national or multiregional banks was developed liberally; but Banque de France couldn’t impose them solvability ratios, although it perceived somehow imperfectly that their financial structure lacked solidity, as for Banque nationale de crédit: Banque de France refinanced it for 348,7 millions FRF on 15/5/1925 in front of a capital of 250 millions, as the rapid growth of Banque nationale de crédit has not been accompanied still by the building of a solid financial basis – but Banque de France was quite happy to accompany such a growth that alleviated the heavy domination of large Paris banks over banking economy and could just provide amounts of advice to Banque nationale de crédit.
The debate aroused in the 1930s about the rediscount provided by Banque de France to Banque Oustric, a banker and financier that controlled industrial firms and banks, whose collapse in september-october 1930 was the starting bell for the French banking crisis. In front of members of parliament, Banque de France could only answer that it rediscounted bills already scrutinised by large banks and that it wasn’t within it responsibilities to assess the management of banks’customers. But the Oustric case helps to ponder whether Banque de France had exerted any central bank functions in preventing the 1930-1932 banking crisis… Its discount general direction (direction générale de l’escompte) was accused of leaving along a benign neglect policy, without strong and permanent criteria in the selection of bills. What could have provided elements in favour of Banque de France was that its help of Oustric and some other ‘financiers-bankers’ (Bauer and Marchal, especially) allowed the French banking economy to reinforce its structures, as Oustric (with Banque Adam, a large north-western bank) and Bauer-Marchal (with Banque privée et Banque d’Alsace-Lorraine) contributed to stabilise the capital and the activities of middle-sized banks and thus to the growth of general economy. It seems then as if Banque de France had acted more as a ‘patron’ or ‘godfather’ of economy and especially regional economy than as a ‘banque des banques’ supervising banks’ ratios, more as a contributor to the global liquidity of economy than the supervisor of banks’ liquidity, the various aspects of the central bank functions contradicting themselves: all the more it injected liquidities into the French banking economy, it favoured somehow a petty risks analysis or bankers’ unconsciousness, as they did know that they could get Banque de France’ s help if needed...

No risks centralisation, no prudential ratios standardisation, were projected in the interwar : central bank functions remained on a protocentralisation level! This explained the attitude of Banque de France in front of the parliamentary inquiry committee which tried in the 1930s to reconstitute the process of the banking crash, as it could only remember it for its basic law rules and of general practices: credits assessment lied largely upon subjective judgements, far away from the management of ratios – and arguments aroused all over bankers and experts in the interwar about the lacks of knowledge about credits amounts in banks, but Banque de France went on with its methods mixing diplomacy and urgency in its relations with borrowers.

Banking regulation occurred mainly during Second World War when bankers and authorities joined their points of view to reject non-interventionism that had prevailed since the 19th century. Law of 1941 and 1946 instituted a real banking system, with a true function of central bank for Banque de France. It managed thus a Commission de contrôle des banques (banks’ control committee) which was then established and which could check any files within banks themselves owing to inspectors’raids, issue severe reports about liquidity and management rules and impose their conclusions to bankers in order to get reforms – as now Banque de France could retire its agreement to any bank in case of mismanagement. Risks had to be declared officially to the Fichier bancaire des enterprises (FIBEN) and Banque de France itself gathered every credit that had been sold by all bankers to any enterprise. Solvency, liquidity, risks division, respect of some requisites (to buy Treasury bills; then to follow credit ceilings rules) were thus developed owing to a team of 350 employees and executives linked to that Commission de contrôle des banques.

As it was the case in most countries, the 1970s/1990s set up reinforced rules to banks. After a first step when Banque de France was reformed in 1973 and still through a further text in 1979, the French 1984 banking law enlarged Banque de France’s control powers – attributed to a new Commission bancaire – and developed considerably solvability ratios – in the line of Cooke ratios from the International Settlements Bank. Rules were published in June 1985 that impose drastic ratios to banks (for instance a 5 % ratio risks/capital funds).

But, along the same way as followed at Stock Exchange (when insiders’ crimes burst out…), the reality of markets shook these rationalised rules… The 1991-1993 recess revealed overinvolvements of numerous big banks in credits to small and medium size firms, to failing steel, trade or textile companies and moreover a disastrous wave of credits to real estate developers – whilst Crédit lyonnais itself gathered every kind of overvalued credits to big insolvent customers… The part played by Banque de France, by Commission bancaire or by Treasury authorities seems retrospectively somehow troubled as nobody did perceived the intensity of the lending crisis, the perversity of overlending, the headlong flight towards speculative credits!…

We can thus express doubts about the rules installed by French authorities in the 1990s and by European authorities (1993, 1995) whether they concern the Stock Exchange or banks: authorities need enlarged powers of investigation, more links with Justice, more asserted attitudes in front of speculative habits, etc. Re-regulation has to be itself overregulated to become either persuasive or restrictive.

As a third conclusion 

Conversely with its reputation of overdeveloped State interventionism, France didn’t show any far-reached kinds of banking and Stock-Exchange markets regulation. Liberalism had prevailed in fact up to the 1940s for the first one and up to the 1960s for the second one… In fact, so long as they were intended to some hundreds thousands (wealthy) customers, no one seemed to be concerned with clear-cut day to day rules of management… Money had to follow its own path and anybody was supposed to be informed and intelligent enough… But when mass money markets took shape, when foreign investors began to attend Paris, and when some European union wes sketched, authorities had to define explicit rules and to assume far more enlarged surveying attitudes and powers.

* Conclusion: Various paths of regulation

Regulation can follow common paths, well explicit rules, in the hands of clearly defined authorities. But we have proved that numerous kinds of authorities’ intervention could be set up along an ‘invisible hand’, which tended to favour public bills and thus somehow firmly guide the choices of banks… Far more recently, the huge amounts of laws and rules about Stock Exchange and banking regulation couldn’t reach in fact efficiency without the invisible hand of political powers, that is a firm will to use them and to impose them to money markets makers…: regulation does need official texts but willingness too. 

Ideology could have prevailed up to the 1940s/1960s in order to avoid any regulation and leave actors play they part – sometimes at the expenses of less informed investors or customers, as it appeared through crashes… The reinforcement of the State in the 1940s and then the wish to protect middle and small investors and customers spurred the emergence of regulation; but it met somehow delays as banking economy was in fact so much split up into specialised sectors that it seemed that it could be surveyed without far reached regulation laws – up to the moment of intense liberalisation dismantled that banking system and paved the way for intense competition. 

We can therefore pretend that there are no any rationalised rules of regulation, but only way of regulating markets which are adapted to ideological moods, to various conceptions of economic and financial structures. Each stage of French money history was provided with its own way of regulation (or non-regulation) or with some invisible hands surveying or dispatching money flows.
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