From the Franc to the ‘Europe':
Great Britain, Germany and the attempted transfor mation of the Latin Monetary Union
into a European Monetary Union (1865-73)°

Luca Einaudi

In 1865 France, Itay, Belgium and Switzerland formed a monetary union based on the franc and
motivated by geographic proximity and intense commercid relations The union was called aLatin
Monetary Union (LMU) by the British pressto stress the impossibility of its extension to northern
Europe.? But according to the French government and many economists of the time, it had a
vocation to develop into a European or Universa union.

This article discusses the relations between France, which proposed to extend the LMU into
a European monetary union in the 1860’ s, and the main recipierts of the proposd; Great Britain and
the German States. It has usudly been assumed that the British and the Germans did not show any
interest in participating in such a monetary union discussed at an international monetary Conference
in Parisin 1867 and that any attempt was doomed from the beginning. For Vanthoor * France had
faled in its attempt to use the LMU as alever towards a globa monetary system during the
international monetary conference... in 1867, while for Kindleberger ‘the recommendations of the
conference of 1867 were dmost universaly pigeonholed.’”®

With the support of new diplomatic and banking archives, together with alarge body of
scientific and journdigtic literature of thetime, | will argue that in fact the French proposas
progressed much further and were close to success by the end of 1869, but failed before and
independently from the Franco-Prussian war of 1870. An intense debate took place in many
European countriesin the 1860’ s, largely neglected by current research. The case in favour of and
againgt monetary union was presented in an articulate way and reflected the clash between sectiona
and nationd interests as well as the state of economic theory. A comparable dignment of interest
groups emerged in France, Germany and Britain, suggesting a very strong integration in interests and
behaviour throughout Europe despite palitical boundaries. The mgority of economists supported the
same pogitionsin al these countries, as did the Chambers of Commerce which favoured the
adoption of the gold standard and monetary unification, while bankersin generd were united across
borders againg unification and changes in existing monetary stlandards. The new contribution of this
aticleisto analyse the characters of this debate on European Monetary Unification, to question the
frequent interpretation of the LMU as amere palitica attempt by Napoleon 111 to extend his area of
influence, and to uncover the reasons for the failure of the French project. It is argued that the main
causes of its demise were neither the disturbances connected to the price of slver, nor the Franco-
Prussan war in 1870. Both of these events took place after conflicting interest groups had paralysed



the policies of France, Britain and the German States. The struggle between free traders and
internationdists againg protectionists, nationdigts, conservatives and bankers split the French and
the British governments and parliaments. The paralyss of the French initiative weakened decisvely
the expectations of success of the project, shifting the balance in favour of nationdists and
conservetives.

The article describes the arrangements of the LMU, its popularity in southern Europe and its
falure in northern Europe. 1t then reviews the proposds for improvement and enlargement of the
union, the British reaction and the negotiations started by the British Chancellor of the Exchequer in
1869. The indecisve dtitude of the French government undermined the position of British
supporters of monetary unification, who aready found themsalves under intense criticism. The
German debate is dso congdered, showing how the conflicting interests of bankers and exporters
were ultimately overcome by the nationdist evolution of German internd palitics. Findly, some
comparisons between the LMU project and the Euro are drawn together with the conclusions.

The French invitation to adopt a common coinage for dl ‘civilised nations' can not be dismissed
excdlusvey asaform of politica expangoniam, evenif it was partidly so. The French initiative was
aso the result of purely economic factors, linked to free trade and to the embryonic development of
European federadist ideas. The French economist and politician Féix Esquirou de Parieu directed
French policy towards monetary unification and embodied its most liberd character. Asvice-
president and then Minister of the Council of State under Napoleon I11, he presided over three
internationa conferences and severd nationd commissions, publicising sysemeticdly his cause. He
expressed as early as 1865 the intention of the French government to transcend the Latin Monetary
Union and to ‘ consder amore distant and larger perspective, that of a uniform monetary circulation
for dl of Europe.’® In 1867 Parieu proposed to introduce a common currency based on a 10 francs
unit, named the * Europe’, within a‘Western European Union’, whose name could be changed in
case of a US application for membership.® A European Monetary Union based on the gold
standard offered ‘arich and comfortable metdlic circulation, the possibility of an agreement with the
greatest commercid power of Europe, England, and aso with Germany... The gradua destruction in
the economic order of one of these frequent barriers which used to divide the nations, and whose
reduction facilitates their mutual moral conquest, serving as a prelude to the pacific federations of
the future.’” His reference to the pacific federations of the future was more understandable when he
published in 1870 his Principes de Science Politique in which he anticipated the ingtitutiond
structure devel oped by the European Union after the Second World War. Parieu cdled for a
federdist frame, a* European Union’ directed by a* European Commission’ whose members would
be appointed by netional governments with an elected  European Parliament’ to be added |ater.?
The federation would prevent further European wars, it would have a common currency, a common
market, common trangportation, mail and diplomatic representatives. Parieu was aware of the



visionary character of his ambitions and declared to a sceptica French Senatein 1870: ‘in the
higtory of humanity, the generous utopia of yesterday can be transformed in the practical and
feasible creation of tomorrow, because the world has progressed.® The federdist positions of
Parieu were well ahead of histime and contributed to give intellectua credentias and depth to the
French project, well beyond purely hegemonic interpretations.

The third quarter of the nineteenth century was for Europe a period of internationaisation
and liberaisation of exchanges, creating the conditions for monetary integration in asmilar way to
what has happened with the Common European Market and the Euro in the late twentieth century.
Astrade barriers were giving way, So were monetary divisons, through a progressive reduction in
the number of currenciesin circulation. Old coinages were victims of nationd unification in
Switzerland and Italy, of regiona monetary agreements in Germany and of the increased
internationa influence of the currencies of the mgor countries, the pound and the franc. While the
pound exerted a large influence outside continental Europe thanks to the Empire and the influence of
the London money market, French gold coins congtituted the largest part of the gold circulation in
continental Europe. The attraction of the French currency had led to its adoption by Piedmont
(1816), Belgium (1832), Switzerland (1850) and Italy (1862).

The Monetary Convention of 23 December 1865 between France, Itdy, Belgium and
Switzerland did not redly create a monetary union, despite being widdly known asthe Latin
Monetary Union. The union was a L atin European coinage agreement, formed to fight internationd
gpeculation in siver divisonary coinage (smadl change silver coins). The union was limited to gold
and dlver coins, excluding bronze coins and bank notes. It did not introduce a single unit of account
and each gtate was reponsible for its nationa coinage, linked by afixed 1 to 1 exchange rate based
on theintringc metdlic content of the coins. Nationd sovereignty was restricted only by alimit on
the issue of overvaued divisonary slver coins and by the obligation to respect common standards
of mintage and to exchange information between partners. No individua citizen was forced to
accept coinsissued by foreign states members of the union, such an obligation being limited to
governmentd inditutions. As the national banks were private, including the Bank of France and the
Nationd Bank of the Kingdom of Italy, governments had to convince them to abide by the rules of
the union but could not order them to do s0.*° In times of intense international speculation in
currencies the Bank of France could oppose governmenta policy and at one point or another it
refused Swiss, Itdian and Belgian coins. No politica-adminigrative ingtitution was formed to
manage the union, neither a centra bank to run the currency nor a network of nationd banks
officialy co-operating with one another.** No pendties had been devised for member states
overissuing the common currency or suspending the convertibility of their paper currency in gold and
slver, as would happen with Italy (1866), Greece (1868) and France (1870).

But if the LMU had alimited fid of gpplication, dangeroudy incomplete rules and a
confused indtitutiona framework, what was then the initiad apped of such aunion? How was it
supposed to develop into a European Monetary Union, attractive for Great Britain and the German
states? In 1866 the French offered membership of the LMU to whoever would stand by the very



loose rules of the union. It is indisputable that the LMU scored some early successes and proved
popular with many southern and central European States, attracting gpplications for membership
from Greece, Spain, Audtria-Hungary, Romania, Serbia, Bulgaria, the Pontifica State, and San
Marino, while Sweden issued gold coins denominated in francs. By attempting to join the union,
gtates with poor public finances wanted to facilitete their internationa trade, import a better interna
currency, acquire monetary credibility and gain access to internationa financia markets.

The most frequent argument was that union facilitated internationa trade and travel by
reducing exchange costs. For a French MP, Louvet, monetary unification ‘is a consequence of free
trade and of the irresistible movement which pushes nations to associate with each other through the
strongest solidarity of dl, the solidarity of industry and trade, of wealth and well being.’*?
Furthermore, smaller states often did not possess an adequate internal monetary circulation. They
were plagued by old and clipped tokens, by amultiplicity of foreign and debased units. A substantia
part of the attraction of the franc as an internationd currency wasits ‘ scientific’ nature, based on a
decima system and on the use of the gram, invented during the French Revolution as alate product
of the age of enlightenment. This new system showed its capecity for internationa expansion inthe
1860's as the German states and Italy adopted it and Gresat Britain legaised its use. By adopting the
franc and renaming it according to loca customs - aslira, peseta, drachma, lei, dinar or leva - the
weakest European states could create a modern and orderly nationd currency and dispel monetary
chaos®®

These states needed access to the capital markets of London and Paris.** They needed both
to acquire credibility as borrowersto float successfully a public loan and to acquire the satus of an
advanced State associated with the richest parts of Europe.™> Membership of the LMU seemed to
provide such credibility. The search for amonetary link with France was not the manifestation of a
preference for the Paris bourse, but reflected the opportunity given by Franceto join the LMU and
the absence of any such palicy in the UK. Had Britain followed the policy initiated by the French,
many more states would have been interested in monetary union, as explicitly sated by the
governments of Portugd, Holland, Norway, Denmark and even the USA, when approached by
France.

Therewas aso a palitica urge to consolidate bilaterd relations, and monetary union was a
part of alarger package of alliances constructed by France. Austria turned to France for a monetary
union in 1867, when it considered an anti- Prussian dliance. When Itdy entered the LMU it ill
needed French financia and political support to completeits unification. In 1867 the Papa State
gpplied to join the LMU directly to France from which it received protection from Itaian territorid
ambitions. Greece applied when it needed French support for the Greek uprising in Crete against
the Turkish occupants. Romania gpplied just after it had received French support againgt Turkey.

Nations which were more solidly established would not accept such levels of dependence
and had to be treated more carefully. Parieu was aware of the symbolic power of national coinage.
‘The coinage is like the emblem of a country and of the sovereignty it represents he wrotein
1866.° National susceptibilities had been taken into account and national symbols were entirely



preserved in the union promoted by France. In the intention of the founders of the LMU ‘from
Antwerp to Brindis travellers should pay their way in the same coin, without any of therisk or
inconvenience of nationa exchanges... whether it bore the effigy of free Helvetia, the head of Victor
Emmanue or of Napoleon 111, or of the two successive kings of Belgium.’’

The benefits of monetary union, seen from the point of view of a State relatively backward
in economic terms, were well expressed by the Spanish finance minister in 1868. His statement
commented on the introduction of the franc in Spain under the name of peseta, after the overthrow
of the Bourbon monarchy:

Everything that facilitates trade and relations between nations condtitutes an
immense benefit, fertilisng the seeds of wedth, improving the position of citizens and
reeffirming civilisation and freedom. Adopting the monetary system of the
international convention, Spain opens her ams to her sster states of Europe and
gives anew and evident proof of its unshakesble resolve to unite with them, to enter
in the assembly of free Peoples™®

Many of these arguments for union did not redly concern Britain nor, to alesser degree, the
German States. Neither Britain nor Prussia wanted political protection from France and could
accept a subordinate position in the union. If these two countries were to join a European Monetary
Union, it was not conceivable that the Quay d’ Orsay would continue to run the Union and the Bank
of France stabiliseits circulation.

Furthermore Britain had no need to improve its monetary system following the French
example (except for the decimalisation of the pound), nor to import credibility or to improve access
to financia markets. In 1866 it did not wish to improve its palitical relations with France, being
deeply digtrusgtful of the expansionist and ‘revolutionary’ leanings of Napoleon 111. The British
government preferred to facilitate internationa exchanges employing free trade, while preserving the
exchange profits regped by its banking system thanks to the multiplicity of currencies. It was not
particularly anxious to abandon the pound, well established and highly symbolic of Victorian
prosperity, and to favour the currency of its competitor across the channel. Despite these
consderations, as will be seen, there was gtill a consderable pro- unification movement in Britain,
composed of businessmen, Chambers of Commerce and economists.

The German gates had more to gain from monetary union than Grest Britain, but the case
for an international union was not as strong as for weaker sates. After the summer of 1866
Germany was on adifficult and uncertain path to nationd palitica unification. The Prussian
dominated North German Confederation led by Bismarck was faced in the south by four
independent states, Bavaria, Wirttemberg, Baden and Hesse-Darmstadit, reluctant to relinquish
their sovereignty. France supported their resistance intermittently, according to Napoleon's
diplomatic Stuation and to his changing assessment of the possibility and merit of a French
opposition to German unification. In the German states as many as seven different types of German



currencies circulated aong with French and other foreign gold coins. Different types of thaers,
gulden and crowns competed with francs and pounds. Germany could benefit enormoudy from
importing a unified modern currency and no one denied the urgency of amonetary reform.™
Nevertheless nationa monetary unification was a viable dternative to internationd unification,
because a unified Germany would not need to import credibility or negaotiate its place on
international commodity and capita markets, thanks to its Sze and economic strength.

There was another difference between the northern Europeans and the southern European
dlies of France. The LMU was based on the circulation of both gold and silver coins with an
identical power to pay debts and conclude transactions, with afixed legd price of gold coinsin term
of dlver coinsat 1/15.5. This system was called bimetallism or the double standard. England instead
had officialy adopted agold standard since 1816, so that silver coins were not legal tender for large
transactions. The German states employed a silver sandard with a smdler pardle gold circulation,
mainly of foreign origin.

The closest monetary dlies of France were rductant bimetalists, Belgium, Switzerland, Itay
and Audtria-Hungary had expressed their desire to adopt the gold standard between 1865 and
1867, but had to submit to French hegemony.?® They could live with thisimposition, especialy
because the Italian and Austro-Hungarian preference for gold was wishful thinking in thet the poor
state of their public finances did not permit the adoption of the gold standard. Countries such as
Spain, Greece and Romania could only afford aslver circulaion. On the whole, dl the states most
atracted to monetary unification were bimetalist, either by choice or by necessity, while northern
Europe was monometallis, either based on gold or on slver.



After the raification of the Monetary Convention by the parliaments of the four member Satesin the
summer of 1866, the French government invited al the European states, Russa, the Ottoman
Empire and the USA to discuss the possibility of monetary union. Each contacted nation was
offered ether to join the LM U, adopting a coinage on the French modd, or to participatein an
international monetary conference, in order to discuss new arrangements for monetary unification
and ‘favoriser I éablissement d un circulation monétaire uniforme entre tous les éats civilisés > The
representatives of 20 countries met in Parisin June and July 1867 to discuss on unofficid terms how
to achieve internationa monetary unification. The internationa conference was attended by dl
European countries, by the USA, Russia and the Ottoman Empire. Parieu presided over most of the
eight gttings of the conference. * The whole world agrees upon the benefits to be derived from
monetary unity,’? summarised Parieu on the findl day of the conference. The delegates had
unanimoudy voted for the adoption of the gold andard as the common metalic standard (with the
exception of Belgium), and for the co-ordination of existing monetary systems, choosing the gold 5
francs as a common unit without introducing new systems. The creation of an internationa coin of
25 francs-10 Audtrian florins - 5 US dollars -1 British pound would act as the pivot and symbol of
the union. The United States and the UK would have to reduce the gold content of their currencies,
respectively of 3,8% and 0.9%, Austria and the Germans would have to replace the silver sandard
with the gold standard, while France would have to drop bimetalism. All states would report to
France the progress accomplished by early 1868 to permit a new conference sealing the agreement.

The conclusions of the Conference were not based on solid foundations. While some
countries entered the Conference with the intention of acting according to its deliberations as soon
as possible, the British and the Prussians had no desire for practica action. On 10 April 1867,
before the Conference, the British Foreign Secretary, the Conservative Lord Stanley, declined the
offer to join the Monetary Convention which would require Britain to ‘dter very materiadly the
existing monetary system of this country.’* Stanley added in a further diplomatic dispatch that
‘hitherto Parliament and the public of this country have shown themsdves unwilling to sanction any
change in the monetary system to which al classes are accustomed, and which has grown up under
along course of legidation.** The British delegates a the conference would be entitled neither to
express an officid opinion on behdf of the government nor ‘to commit Her Mgesty’ s government,
directly or indirectly, to any conclusion a which the foreign members of the Conference may
arive’®

Important asthe lack of enthusaam in Britain and Prussa may have been, one of the
strongest weaknesses of the plan approved by the conference was the position of the French
Government itself. France voted in favour of the gold standard and the 25 francs gold coin because
its delegation at the conference was dominated by the aliance between the gold party, represented
by Parieu and the Council of State, on one side and the French free trade interests represented by
the Ministry of Foreign Affairs on the other.® The Quai d’ Orsay was aso interested in the



improvement of the palitical and financia influence of France through the extension of its monetary
system to alarger area. These gods did not coincide with those of two other indtitutions, the
Finance Minigtry and the Bank of France, which were represented in the internationa conference
only by acivil servant who could not oppose openly Parieu or the Foreign Minister Moustier. The
Treasury and the Bank of France carried a much greater weight in French internal politics than the
Council of State or the Quai d’ Orsay and blocked the introduction of the gold standard and of the
25 francs internationa coin.

The attitude of the French Treasury on monetary unification and on monetary standards did
not change subgtantidly in the 1860’ s. The French Finance Minister Fould had initiated the process
of congtruction of the LMU in January 1865 (before the Belgian overtures) in order to facilitate
frontier trade and ‘ the commercia transactions of the four neighbouring countries’, and to prevent
the speculation on smdl coinage. He did not want to cregte alarge international monetary union, nor
to adopt the gold standard.?” Fould made it dlear from the beginning that bimetallism should not be
threstened by the negotiations with Italy, Belgium and Switzerland.?® It was the intervention of the
Foreign Affairs Minigtry during early internationa negotiations and later of Parieu which transformed
and widened the scope of the union. The expansion of the LMU was then planned *au grand
avantage des relations internationales et de I'influence politique de la France dans le monde.’ % After
the Conference of 1867 successive Finance Minigters did not change theinitia objective of the
Treasury and continued to obstruct the implementations of the Conference’ s recommendations,
appointing a series of commissions to study the introduction of the gold Sandard as a ddaying
tactic. Finance Ministers denounced the evils of monetary union, identified with the excessive and
uncontrollable influx of Itaian, Pontifica, Belgian and Greek coinsin France, which reduced the
seignorage profits of the French Treasury, caused price increases, monetary confusion and political
tensons.* Seignorage profits on silver divisionary coins amounted only to afew hundred thousand
francs per year and their loss was not unbearable for the French government. What was
unacceptable was the idea that foreign states could break international treaties, export disorder and
political difficulties as had been done by Italy and the Pontificd State. If large states with
catastrophic public finances, like Audtria-Hungary or Spain, were to join the union, al these
problems could be multiplied by the monetisation of large parts of government deficits. The
Treasury’ s opposition was due to a divergence of objectives with the Quai d’ Orsay and to the fear
of losing control of the internal monetary Stuation. The Treasury was not necessarily expecting a
subgtantia dteration of inflation or interest rates but more prosaicdly forgery, litigation and
confusion, in short, athreat to the orderly course of business practices. Its postion was not smply a
consequence of an implicit blackmail by the Bank of France as often repeated in the literature.

The Bank of France strongly opposed the adoption of the gold standard and monetary
unification. Its governor Rouland and its directors (régents) de Waru and Alphonse de Rothschild
repeatedly advocated the use of two metals to defend the Bank’ s reserves and keep low and stable
interest rates. They rejected monetary union because of the unsound finances of some other
members of the union. The private banker De Waru inssted on the responsibility of foreign statesin



the accumulation of an excessive amount of divisionary coinage in France, notably of ‘a country
which adopted inconvertible paper money’ (meaning Itay), which, in his opinion, had violated the
limit of issue of 6 francs per inhabitant. * From this point of view the internationa convention of 1865
could not be blamed too much.’®* The Bank of France considered monetary unification usdess for
travellers because other forms of banking facilities than coins were employed for such purpose. De
Waru declared: ‘travellers dready have paper, letters of credit, cheques, more comfortable than
gold, and the 20 francs coin is dready accepted everywhere. It seemsthereis nothing redly useful
|eft to be done.’*? The idea that transaction costs would be reduced by monetary unification was
consdered as having little weight by Rouland. He remarked that transportation costs, insurance and
interest rate differentias would remain after unification, together with the cost of banking facilities
(discount to transfer commercia paper or interest to obtain bank drafts). Thus exchange costs
would be preserved in adifferent form, unless transactions were entirely conducted by coins, avery
rare occurrence. ‘ Let us recognise that most of the exchange costs survive despite monetary
unification.”** Rouland concluded * In such a situation the Bank is entitled to ask for the status quo; it
disolaysin thet way a sense of caution and conservatism which serves to counterbaance
excessively bold and hurried minds’**

The Bank of France was caled on to play arole of aunofficia central bank of the LMU,
accepting the largest flows of coins from the whole monetary union. It was not arole assgned
deliberately to the Bank by any internationa agreement. Thisrole the Bank had not asked for, and it
did not welcome it. The Bank of France was a private nationa bank whose shareholders were
private bankers. They would be the mgor losersif unification and the gold standard abolished the
possihility of arbitrage between different metas and different currencies. When the interests of
money changers and bullion deders are discussed, it must be remembered that prestigious private
bankers included such activities in their fidd of interest.® The interest of these private bankers
corresponded to a‘naturd’ resistance to reform and certainly reinforced it, but the Haute Banque
was not the exclusive cause of the Bank’ s opposition to the gold standard and to monetary
unification. The destabilising nature of change was feared because it destroyed the existing way of
operating on the money market and eroded the margins for an independent national policy. The
unresolved neture of nationa banks, which refused to be considered as centra banks but were
progressively acquiring such arole, bear congderable responsibility for the failure of monetary
unification in the 1860's* The single gold standard and/or unification were opposed in some form
by the Bank of France, but dso by the Bank of England, by the Bank of Prussia and by the Bank of
Holland.*’

v
The incompleteness of the proposals elaborated at the Conference of 1867 encouraged further

elaboration with respect to indtitutions and a common currency. The French economist Michel
Chevdier rightly pointed to the mgor weaknesses of the international scheme for monetary



unification, namely that the French character of the proposed internationa coinage would awake
national vanities and create an obstacle to its acceptance.® Parieu wished to overcome such
objections by identifying a common unit in francs (5 or 10 gold francs) and then introducing it in all
the countries of the union with a common name, ‘ Europe . The project was shared by others with
different names, like the *ecu of the union’ proposed by Joseph Garnier, chief editor of the Journal
des Economistes of Paris, or the ‘ Ducat’ suggested by the Master of the London Mint, Graham.*

Chevalier also proposed to create an internationa committee responsible for the control of
the correct issue of international coins, guaranteeing the respect of the agreed weights, fineness and
limits to issue by each member of the union.*® The transformation of this international commission
into an internationd central bank would have been a further step which required the introduction of
internationa bank notes. Most economists did not take this further step because they did not believe
that bank notes were money. Chevalier thought thet only coins with an intringc precious content
qudified as money. Paliticians discovered the problem late, after Italy and Greece issued massve
quantities of inconvertible paper money, unregulated by the union. Only Joseph Garnier proposed to
create a‘Universal bank’ formed by the Nationa banks, in charge of the issue and control of the
bank notes of the Union. The scheme was based on a

universal bank or internationa syndicate formed by the nationd or officia banks of
the main trading nations. Naiond banks would preserve their complete
independence and separate organisation as before, but would create together an
international bank note. This syndicate, composed by directors gppointed by the
national banks concerned, will be responsible for the issue and control of the bank
notes. It would not need a numerous work force and would transfer every four
years from one capita to another, to guarantee the independence of the syndicate
from loca influences on one hand and to provide its member with practical
knowledge of the various greet financial centres on the other.**

Given that monetary union was conceived within a specie system, where bank notes had a
semi-automatic equivaent in gold or siver reserves, the discretiondity of the monetary policy
conducted by nationa banks and by a hypothetical common central bank was not an issue in the
debate. Centra bank independence from poalitica interference was therefore not at the centre of
attention as isingtead the case with the European Central Bark (ECB) today. Nationa banks of
issue depended at the same time on governments and on private shareholders.

Garnier’ s proposa was favourably reviewed by Parieu and by the Swiss officia Feer-
Herzog, but was too much ahead of the debate at the time to be accepted by the governments. The
French Minigtry of Foreign Affairs remained in fact the co-ordinating indtitution of the Union.

Despite itsincompleteness, its limits and its difficulties, the process was advancing
convincingly enough to permit Feer-Herzog to say in October 1869 that ‘whatever the outcome of
unification in England and the United States, the most likely result in anot too distant future, is that
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the unification planned in 1867 will embrace dl of continental Europe.” In contrast to what most
scholars have written since, the process continued after 1867 and the British and Germans were not
inevitably hogtile to membership of such amonetary union.

\Y,

In 1866 the British press welcomed the formation of the Latin Monetary Union. It was ‘amost
important step in the process of European civilisation’ for The Times” and The Economist
described the Monetary Convention as ‘ one of the most characterigtic treaties of the nineteenth
century...we see no reason why each State should have a separate money.’*® Nevertheless, despite
the Edinburgh Review’ s support for British participation on the grounds that ‘ we are separated
from the rest of Europe and America by the duo-decima system of numeration, and by the high
vaue of the pound, dmost as much as by the seawhich surrounds these idands,’* the large
mgority of the press opposed British participation, either because of the bimetallic nature of the
LMU (The Economist) or because the change ‘would not bring us advantages sufficient to
compensate for the immense inconvenience of the change’ (The Times).*®

Following the line suggested by the mgority of the British pressin 1866 and the policy
followed in 1867 by the Derby- Disradli governments, a Royad Commission appointed in 1868 to
supply an officid reply to the French offers concluded in favour of monetary unification but against
British involvement.*® Because of the extensive recoinage costs for atemporary reform and the
damage it would cause to creditors, the Commission recommended not to adopt the 25 francs coin
but ‘felt it [their] duty to Sate the grounds on which, with aview to the generd interest of the
commerce of the world, the English sovereign and pound might form a convenient basisfor an
international currency.’*” These conclusions reflected the views of politicians and of bankers, while
the mgority of the witnesses who testified in front of the Commission, businessmen, chambers of
commerce and economigts, favoured British participation. The Commission decided to follow
Goschen' s argumernt that a cost of exchange would remain even after unification. George Goschen
was aliberad MP for the City, aformer director of the Bank of England and afinancier of high
reputation. In a gpeech ddivered in Liverpool in February 1868, he summed up his arguments:

Admitting al the advantages of a uniform system of coinage, | cannot but fed thet it
is a doubtful matter, seeing how the question affects the Nationd creditor, and,
indeed dl contracts, whether the immense disadvantage of depreciating the vaue of
the sovereign, asis proposed, be it by ever o little, does not outweigh the benefit of
acommunity of Coins. If we could get rid of dl fluctuations of Exchange, that
would, indeed, be a very agreeable result. But even if the piece of 25 francs were
made equd to the Sovereign, and the two coins were absolutely identical, - were
two Sovereignsin fact, - the Sovereign in France would not necessarily be equd to
the Sovereign in England. It would still depend upon the balance of trade, upon the
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demand for Gold for remittance to England, or for remittance to France; you would
never get rid of the fractions®®

Goschen was in fact pointing at the persgstence of most of the transaction costs associated
to an exchange operation. The diversity in coins and bank notes accounted only for asmal part of
the banking costs. Those costs would survive monetary unification, preserving some price for the
purchase of foreign instruments of payment. Confirming the relevance of Goschen’s argument, in
January 1999 the European Commission discovered with some embarrassment that the end of
exchange rate fluctuaions in the Euro area did not encourage the banking system to sdll foreign
currencies without taking any commission.

In response to the Commission’ s arguments businessmen and most Chambers of Commerce
asserted their fear of being placed at an unfair disadvantage from continental competition by being
excluded from monetary union. Many witnesses testified that a common currency would intensify
internationa competition to the British advantage, expressing al pricesin the same units, reveding
true prices even to those not conversant with foreign units, smplifying accounts and comparisons
between different goods. Smdler firmswould be able to compete with larger enterprises without
bearing the high fixed cost of clerks specidised in foreign exchange. The reduction of various types
of transaction cost brought about by monetary union was aso indicated, together with the reduction
of exchange fluctuation risk. The Chambers of Commerce were dmaost unanimoudly in support of
monetary unification.”® Several economists came to support them, but the main contribution from the
British economic profession followed after the report of the Commission. First Walter Bagehat,
editor of The Economist, proposed to combat the expanson of the LMU by creeting an Anglo-
American monetary union to which Germany would later be attracted. ‘ Looking to the commercid
activity of the Teutonic races and the comparative torpor of the Latin races, no doubt the Teutonic
money would be most frequently preferred” Bagehot wrote.™ The second contribution, by W.S.
Jevons, had amuch larger impact as it convinced Robert Lowe, Chancellor of the Exchequer of the
newly dected Gladstone government, to accept the praspect of unification, begin negotiations with
the French government and deliver avery controversa speech in the Commons. Jevons termed the
report of the Roya Commission ‘ambiguous and the difficulties it advanced ‘imaginary’, dueto
‘misapprehension of theory’ and to ‘ prejudice’.™ Jevons demonstrated with the help of Satistical
investigation that the gold coinage of Greet Britain was largely worn and consumed so asto be
legdly unfit for circulation. A mgor recoinage was therefore an unavoidable necessity which could
easly be combined, without any greater cost or disturbance with the adoption of a new pound of 25
francs, replacing the old pound of 25.22 francs as requested by the International Monetary
Conference of Paris. Jevons argued that ‘ingtead of occasioning cost and difficulty the trifling
dteration of the Sovereign is the only mode by which we can impart practica as well as theoretica
perfection to our metallic currency’. He added that
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The most formidable of the prgudices [of the Royd Commission] arises from our
nationa pride in the fact that the sovereign is known and respected in nearly dl parts
of theworld... If we are not mided by foolish pride, we shdl take, while we can do
it with good grace, the step of adopting our sovereign to become the new gold
currency of the world. | may add that if we place any opposition or obstruction in
the way of the Internationad Monetary Convention, they have amogt judtifiable and
powerful weapon ready to ensure our defeat. It is only necessary for the continenta
nations and the United Statesto issue, asis dready proposed, a piece of 25 frs. in
order to supplant the sovereign.>

The two arguments used by Jevons were the right ones to convince the new Chancellor of the
Exchequer. In June 1869 Lowe pointed out to the cabinet, in a confidential memo which escaped
the attention of historians, the need for England to participate in the projected universal coinage. It
was necessary to impose aMint fee, that is a 1% tax on the coinage of new coins to cover the cost
of remintage. This fee would reduce the weight of the gold pound to 25 francs, achieving recoinage
and unification at no cost to the Treasury. Lowe concluded in his report to the Cabinet that ‘the
question of internationa coinage cannot be disregarded by this country, and it is highly probable
from the rgpid progress that it is making dl over the world, that one system of coinage will within no
distant period be dmost universally adopted, from which it will beimpossible for Great Britain to
stand aloof.’ > After receiving a pro-unification report from the master of the London Mint, Graham,
and the Former Master of the Cdcutta Mint, Smith, Lowe decided to act, gpparently without
obtaining any response from the rest of the Cabinet. Lowe replied on 27 July 1869 to anew French
invitation to proceed towards monetary union, praising the conclusion of the last French monetary
commission in favour of the adoption of the gold standard, and explaining that an agreement was
possible once France had legally adopted it.>* He added that negotiations would be required to
reach an agreement on common weight, fineness, mint fee and mintage conditions. He then delivered
along speech to the Commons on 6 August stating that *the blessing of one coinage throughout
Europe, [is] agrest step in civilisation, > posing the question in Jevons sterms, and asking
Parliament to consder the issue during the recess.

The reaction was tumultuous. Lowe does not seem to have received any support in the
Cabinet. The war secretary Cardwell wrote to Gladstone ‘1 was very sorry to see that Lowe had
given way to what seems to me a mischievous falacy about the Sovereign.” If his plan were to be
carried out ‘1 should consider the English currency to have been depreciated, - and the standard of
vaue atered.”*® Gladstone replied ‘| am astonished’ ™’ and later ordered Lowe to calm down. ‘Be
quite understood about the Mint that | do nothing until the question of the [unreadable: Sovereign’s
weight?] has been disposed of.’*® The financia world, led by aformer governor of the Bank of
England, the conservative MP J.G. Hubbard, renewed its criticism, facilitated by some technica
mistakes in Lowe' s plan which eclipsed the substance of the debate in favour of a confused polemic
on minor details. The presswas in genera outraged by the attack on the integrity of the pound.
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According to an anonymous ‘bullionist” *the maintenance of our sandard of money isa sacred
obligation.”* To the Morning Advertiser Lowe was a‘ chartered liberting' issuing ‘ grest absurdity’
and his plan was a‘financia crotchet’.* In the words of Hubbard: ‘the prevailing impression in this
country [ig] that the wisest course to pursue with our own coinageis-to leave it alone.’®* Jevons,
Smith and other economists and businessmen intervened in support of Lowe but their contribution
was drowned in the flow of pamphlets and articles.

From apoalitical point of view Lowe was weakened by the fact that whereas dl
Conservatives opposed the change (Hubbard, Hunt, Stanley and Disradli), not dl Liberds
supported it. The most influentia specidigts of monetary and financia questionsin the Liberd Party
had strong ties with the City and the Bank of England and shared its gpproach. Three cabinet
ministers were againgt Lowe' s project (Goschen, Cardwell and Hdifax), none in favour of it.
Gladgtone himsdlf, despite his difficult relations with the Bank of England, would not support
unorthodox schemes. The current governor of the Bank, Crawford, was aliberd, like Lord
Overgtone, but both opposed Lowe, and their opinion weighed heavily both in governmenta circles
and with the public at large. Once the future of the pound was at stake, the opinion of the financiers
counted more than that of the Libera free traders and merchants, especidly if the technicdity of the
guestion prevented awider participation in the debate. Furthermore, many shared Disradli’ s opinion
that Britain was fundamentally not just a European power but an internationa one. The pound
circulated in dl the continents thanks to the Empire. It would be unthinkable to offer a great politica
advantage to France by adopting the franc as a reference vaue for the pound. What Jevons termed
‘foolish pride’ was considered by many to be alegitimate pride in asymbol of British economic
success, internationa influence and atus, threaetened by the initiatives of the historical French rival.

The French government was too divided to be of any help to the Chancellor of the
Exchequer. The Quai d’ Orsay was enthusiagtic about Lowe s initiative but met the usuad stubborn
resistance of the French Treasury, which delayed its decison until it could obtain from Napoleon a
new and more complete commission of enquiry on the gold standard in relation to monetary
unification.®® What the French nationalists, conservatives and protectionists feared was not that the
question would be discussed by Parliament, because el ected parliaments in the nineteenth century
were rather conservative and prudent in al matters concerning the currency. Legidative changes
were extremely difficult to achieve. The French parliament repesatedly voted to maintain as much of
bimetallism as possble. The elected lower house of Parliament, the Corps Légidaitif, rgected the
gold standard in 1864 and 1866.%* What the opponents of gold and internationalisation of money
feared was adirect intervention of Napoleon who could use his powers to conclude internationa
treaties, despite the opposition of Parliament. In January 1870, the French Senate decided after four
gttings of discussions to endorse the internationd 25 francs coin on atrid basis but rgjected the
introduction of the gold standard. The vote was not binding on the government, but it had an
important political impact, especidly abroad, because it exposed Parieu’ s bluff. It was suddenly
gpparent to German and British observers that monetary union and the gold standard did not have a
solid mgority either in the French government or in the French Parliament and therefore the union
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was not necessarily bound to succeed as Parieu and his friends had claimed for severa years® In
the following months, well before the beginning of the Franco- Prussian war, supporters of monetary
union suffered a perceptible loss of influence. In Britain Lowe was forced to stop his project and
communicate to the Commons in February 1870 that, ‘ as the single gold standard was
indispensable for the advancement of a scheme of internationd coinage, the matter had to stand
over until the French government had arrived to a conclusion on that al important subject.’® Lowe
was not a supporter of international money for its own sake, he endorsed it only because he feared
the effects of a British excluson from a unified Continental monetary system dominated by France.
L owe was no francophile, and in September 1870 he expressed satisfaction at the Prussan victory
againgt the French and defined the fall of Napoleon 111 asa*dearing of the moral atmosphere.’® As
soon as the French initiative collapsed, Lowe dropped the 25 francs pound from his set of monetary
reform proposals. The influence of the Foreign Office in this matter seems to have been very limited;
during the Liberd government British diplomeatic despatches concerning the issue were smple
transcriptions of texts written by the Treasury.

Vi

In the German ates the pattern of support and opposition to monetary unification and the gold
gandard followed smilar lines asin Britain, athough pro unification economists and Chambers of
Commerce were initidly much more visble than bankers and nationdigt paliticians. The
fragmentation of the various German systems of currency, despite the Miinzverein of 1837 and
1857, acted in favour of the French proposa for an internationa gold currency based on the franc,
epecidly because the German slver sandards had been infiltrated by large quantities of French
gold coins, particularly in the south. In August 1867 the German congress of economigtsin
Hamburg declared its support for German monetary unification based on the French gold currency,
with asubgdiary slver divisionary coinage in marks, derived from the Prussan thaer. Through the
impulse of Prof. Soetbeer, a highly reputed economist and Satigtician, specidised in currency
matters and a leading supporter of the gold standard, the congress of the association of German
Chambers of Commerce (Handelstag) came to advocate in October 1868 a German system
organically integrated into an international system based on the franc and the gold standard.’” These
deliberations, aimed at convincing the politicians, were not without effect and were followed by
smilar resolutions adopted in 1868 by the Reichstag (parliament of the North German
Confederation) and in 1869 by the Zollparliament (the customs parliament of the Zollverein, which
included the south German states as well).®® The officia motion stated that * The trade parliament
invites the governments of the States represented in this assembly to agree as soon as possible on
the adoption of a purely decima monetary system, presenting as much as possible al the conditions
which would make it apt to be accepted as a universal system by dl civilised nations’® It is
important to stress that international monetary unification was seen as a faster, more complete and
efficient way of achieving internal monetary unification. As soon as a purely nationd solution had a
chance to win over the resistance of the southern German states, many economists and chambers of
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commerce ralied around it. Similar to what happened in Britain the support for monetary union
declined when the weakness of the French leadership in the matter became evident. If the gold
standard could not be expected from Paris because of the defence of the status quo by the French
Finance Minigtry and Parliament and the active resistance of the Bank of France, it might come from
Bismarck. Thefirg initiatives taken in favour of a purdy nationa monetary system by the politica
leader of the gold party in Germany, Ludwig Bamberger, came only in May 1870, after the French
aternative had been weakened by the French Senate.

The Bank of Prussa contrasted gold and unification, fearing the end of its loca privileged
position and the ‘ globdisation’ of banking operations brought about by new internationa capita
flows. The Bank of Prussia anticipated the destabilisation of the domestic market caused by
fluctuating interest ratesintroduced in order to compete with London for capital denominated in
gold. The French consul in Cologne summarised its postions thus.

The discount rate [of the Bank of Prussia) never descends below four per cent; and
what it ssemsto fear over everything isthat, once Germany will have the same
standard as the other states, financid capital from Paris and London, less well
remunerated, would flow to Berlin to profit from the higher Prussian discount rate...
The Bank of Berlin aso fearsthat, under the influence of a universal monetary
gtandard, Germany would be involved more often than in the past in the great
commercid crises which periodically wreak havoc in the old and the new continent.
Attracted by the high discount rate reached in these cases in France and England,
German capitd... would leave to find there a more profitable use than in the home
country, causing an equivaent increase in the discount rate in Prussia.”™

The diversty in monetary units but especidly in metalic Sandards had permitted until then a higher
degree of separation of the domestic monetary conditions of Prussia, isolated from what was
perceived to be foreign finandid instability. ™ It is likely however that the banks were attributing to
the monetary system an excessive share of the responsbility for an ingtability largely dueto
indugtrialisation and stronger economic growth. The Bank was mounting a defence of old and rigid
practices, which led to dear credit in ordinary periods and only partialy lower discount ratesin
periods of crigis.”? The crisis of 1866 had shown that the Bank of Prussiawas aready forced to
follow the increase of the British discount rate in times of crisis and that the internationdisation of
exchanges, the progressive spread of gold in Germany and the reduction of transportation costs for
bullion, were increasing financia interdependence, whatever the Bank of Prussa thought about it.
Despite the opposition of the banking world, and of nationaigt politicians and the explosive
popularity of national solutions to German problems after the Franco-Prussian war and the creation
of the second German Reich by Bismarck, some support for Parieu’s scheme il existed in 1871
When the project of law introducing the mark in a united Germany was discussed, the Chambers of
Commerce of Frankfurt, Wirttemberg, Baden and Bavaria petitioned the Reichstag to ask for the
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adoption of the internationa 25 francs coin.” A progressive member of the Reichstag representing
Wirttemberg, the economist Moritz Mohl, introduced an amendment in favour of it, supported by
other progressives. Mohl ingsted on the interests of trade and travellers from southern Germany,
surrounded by France, Switzerland and Ausdtria, dl using gold francs. He defined the mark as‘a
great step backwards . ‘ Two or three years ago, when you were discussing the metrical system,
had the government proposed to introduce the French system... | believe you would have accepted
it, but now, gentlemen, we now have had a bloody war... Had we lost | would understand such a
hate.’ " The banker and Nationd Libera politician Ludwig Bamberger, chief architect of the new
currency, denied the need for unification explaining that the common use of a gold sandard was the
only step necessary to facilitate internationd trade. He then spelt out the new nationalist credo:
accepting the French system for the German currency ‘was perhaps to be recommended in atime
when we accepted the policy of dl foreign countries and had none of our own and that is of course
why we were so praised in al countries, as we would aso be praised now if we accepted aforeign
monetary system.’ " The mark became the German currency, and a mocking economist, Adolf
Wagner, proposed to cal the double mark piece ‘aBismarck’.

Seeing that neither the franc nor the mark could become the internationd currency, the
Scandinavians created the Scandinavian Monetary Union, resulting in Sweden’ s abandoning its gold
coinage denominated in francs. After some years Audtria-Hungary |eft the gold franc it had adopted
after 1867 as well, to come closer to Germany. The French loss of political and economic influence
meant the definitive end of the project of European Monetary Unification until more ‘ bloody wars
revived full political co-operation between the European countries.

VI

It is not possible to answer the question of whether monetary union can take place without a
previous palitica union. This study suggests that it certainly can not take place when nationa
governments are not sufficiently committed to it to tame or compensate specid interests opposed to
it, when there are no neutra supranaiond inditutions to mediate conflicts, when some governments
can monetise ther financid difficulties a the expense of their partners, when protectionismis
mounting or when hodtility between nationsis perceptible. It isalong list but not a prohibitive one.

The hegemonic power within the LMU, France, failed to stand up to its position because of
adivided and insecure leadership, and a divided leadership could not impose itswill on conflicting
interests. Aninformal codition of supporters of free trade, economic integration and gold promoted
monetary unification, while another codition of protectionists, bimetalist bankers and nationdist
politicians opposed it.

The reasons for the victory of the anti unification codition are numerous.
1) Nationaism was rising in Europe at the time and corflicting geopalitica interests were not
compensated adequately by the perception of acommon foe or menace: the three hegemonic
powers, France, Britain and Prussia, could not come to terms, forging a solid politica aliance.
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France and Prussia were preparing for war againgt each other. Monetary co-operation was
incompetible with rampant warfare.

2) In financid matters, the voice of the nationd banks was very influentia in dl countries, aso
because of their specidised knowledge and information advantage. However these banks did not
belong to the State sector and were therefore free to oppose openly government policy on the
matter. They expected to be losers from the process and acted as Pareto would expect them to, a
tiny lobby, which is effective because each member has alot to lose, while its opponents only have a
very diluted gain to achieve.

3) Parliamentary and ministeria conservatism on monetary issues played againgt change. In France
bimetalism had worked well for 65 years and in Britain the old pound was the symbol of the British
success. Excessive confidence in exigting arrangements and important transition cots, linked to the
liquidation of massive stocks of coined siver, favoured the status quo. France and Britain were not
auffidently dissatisfied with their own economic performance in the 1860’ s to accept substantia
monetary reforms. In the 1990's, by contrast, the need to tackle an unsatisfactory economic
performance has been a source of political determination to achieve a highly symbolic change.

4) The problems linked to the Itaian paper currency, to the Pontifical speculation and to the Greek
inexperience undermined the will of the French indtitutions to expand the LMU before the Franco-
Prussan war and before thefdl of the price of slver. The incompleteness of common rules and
indtitutions was only partidly adjustable because of unanimity voting in the LMU. The diverse
benefits of monetary unification sought by various participants aso explained the evolution of
nationd atitudes. The plurality of centres of decison in France prevented a consstent French
position on the adoption of aforma gold standard in the 1860’ s. The position of the contenders
however was asymmetrica: the opponents of internationa money could win just by blocking further
decisons.

The French inability to follow asingle policy condemned to failure its own attempt to extend
the union to northern Europe, regardiess of British reluctance to follow. Even countries like Sweden,
Audria-Hungary and the Southern German states who were more or less following the French lead
would have abandoned it once the persistence of bimetallism became clear. Surprisingly enough the
championing of gold by French economists and diplomats made a decisive contribution to the
edtablishment of the internationa gold standard, offering a platform to the gold parties in Germany
and Scandinaviawhich led to the adoption of the gold sandard by these two countriesin the early
1870's.

Monetary union became avictim of conflicting national ambitions, of the bankers' interest in
preserving exchange profits, but aso of the lack of trust between states. No state would dienate its
monetary sovereignty knowing thet it might become partidly liable for the cogts of financid
mismanagement by its neighbour. Monetary unification created excessve and sometimes
contradictory expectations in its supporters. it could not deliver political advantage for some
governments, sustain peaceful aspirations, economic development and free trade al together.
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Some evident dements of comparison between the monetary unions promoted by Parieuin
the 1860’ s and by Delorsin the 1990’ s are unavoidable. They might, however, be partialy
mideading since technica aspects of money, as well as the palitica background, have changed
radicaly. Fiduciary money has replaced commodity money based on silver and gold, enlarging
subgtantialy the discretionary powers of monetary authorities. The confrontationd political Situation
of the nineteenth century has given way in Europe to atight system of economic, political and
military dliances. A solid indtitutiond framework manages and resolves peacefully conflicts between
European dtates, ensuring that co-operation ultimately is the most convenient choice. The set of rules
and inditutions of the EMU and the more developed financid structure of the union members should
prevent problems of overissue seen in the early years of the LMU. Projections of nineteenth
century fiscal behaviours of the Itdlian or Greek State into a twentieth century context would not
make much sense.

The defensive aspects of the condtitutiona framework of EMU might be interpreted as an
adequate response to the misfortunes of the LMU. Convergence criteria, the stability pact and the
cregtion of an independent European Centrd Bank (ECB) with the exclusive god of fighting inflation
and the prohibition of financinggovernment deficits are dl devices to prevent free-riding behaviour
and inflationary pressures.

Many nationd centra banks have maintained a hodtile attitude towards monetary union but
having become in the meantime State Banks, could not oppose it as openly and consistently asthey
did in the nineteenth century. Furthermore part of their opposition was neutraised by the pardld
increase in centra bank independence, largely a by-product of the creation of the ECB and by the
acceptance by European governments of the principles of monetary and fisca orthodoxy.

The geopolitica aspects of today’ s European Monetary Union are more smilar to those of
the nineteenth century. Parieu’ sideas of the ‘ peaceful federations of the future and of monetary
unification as the most efficient weapon of peace, ‘the Chassepot of peace °, re-emerged after
three Franco-German ‘bloody wars . They were the ideas which guided Mitterrand and Kohl in
1990-91 when they negotiated the Maadtricht treaty. France continues to see in monetary union an
essential component of the project of permanent reconciliation with its larger neighbour through
close economic and political co-operation. It so counterbaances its rdlative decline providing a
large share of the politicad direction of common inditutions.

More than a century after Digradli, Britain is till divided between its extra- European
interests, the Commonwedth and the specid relation with the USA on one side, and its links with
the continent on the other. The British government seems again to be motivated more by the fear of
excluson from a successful union than by a genuine desire to join a convincing project. A popular
press agitating the image of international conspiracies to weaken Britain remains one of the main
obstacles for contemporary chancellors as it was for Lowe.

Despite many structurd changes, many nationa attitudes to monetary union show a strong
continuity. Politica redlities continue to pose smilar dilemmasin changing forms, but the radicaly
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different policy of Germany in the last decades shows that new and better solutions can aso be
found.
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