


[bookmark: _GoBack]30 January 2020 

Paul van Zeeland, a monetary economist between two worlds

1. Introduction
The travels of European economists to American universities and other influential institutions gained momentum after the First War World. Part of this early academic migration explains the more recent process of Americanisation of European economics. This has sparked important debates among European economists (see, e.g. Kolm 1988, Portes 1987 and, more recently, Hageman 2011). As argued by Maes and Buyst (2005b), Belgium has been at the forefront of this tendency. Back in the early 1920s, the basic reason was the Commission for Relief in Belgium (CRB) fellowships, which encouraged many of Belgium’s top economists to undertake graduate studies in the United States. This paper presents the case of the economist Paul van Zeeland, who was part of the first wave of CRB fellows to study in the United States in 1920.
Van Zeeland (1893-1973) was a towering figure in Belgium during the 20th century but still unknown in the history of economics. He is best known for serving as Prime Minister of Belgium from 1935 to 1937, a time when he was also internationally known as a policy-maker. In 1935, he left significant marks on economic policy by putting an end to deflationary policy, devaluing the Belgian franc, and introducing radical reforms like the establishment of the Banking Commission for the prudential supervision of banks. He is also remembered for soundly defeating Leon Degrelle, the leader of the fascist Rexist Party, in a 1937 by-election, effectively stopping the advance of fascism in Belgium[footnoteRef:1]. [1:  The 1935 devaluation, and van Zeeland’s role in it, has already been the topic of several studies, for instance the biographies of van Zeeland or different histories of the National Bank of Belgium. See Buyst, E., I. Maes, W. Pluym and M. Danneel, 2005, Dujardin, V. and M. Dumoulin, 1997, Henau, B., 1995 & Van der Wee, H. and K. Tavernier, 1975.] 

	Van Zeeland studied as an undergraduate in Belgium, following courses on money and central banking taught by Albert Édouard Janssen. Once he finished his degree in law and philosophy in Leuven, he went to Princeton University to study with Edwin Walter Kemmerer. When he returned from the United States, in the autumn of 1921, he started working at the Economic Service of the National Bank of Belgium (NBB), where he developed stabilisation plans for the Belgian economy. One of the key documents to enter the NBB was his dissertation entitled La réforme bancaire aux Etats-Unis d'Amérique de 1913 à 1921, le système de la réserve fédérale (van Zeeland 1922b).
This paper analyses van Zeeland’s training as a monetary economist, stressing his joint American and Continental European influences. The first section details van Zeeland’s academic education in Belgium at the University of Leuven, the Belgian tradition of central banking and the monetary effects of World War One on the Belgian economy. The following section analyses his experience in the United States, especially his studies at Princeton and his internship at the Federal Reserve of New York. It also focuses on his vision of the US banking system, the case of a big closed economy, and how it influenced his early stabilisation plan for the Belgian economy, which was designed for a small open economy. Finally, the last sections present the ensuing evolution of van Zeeland’s ideas, especially the 1935 devaluation of the Belgian franc.
2. Van Zeeland’s Belgian period: the case of a small but open economy 
	Van Zeeland was born in Soignies on November 11, 1893. He studied law and philosophy in Leuven (Dujardin and Dumoulin 1997). After the war, he also studied political and social studies, which included economics. As in several other Continental European countries, courses in economics were taught in so-called “schools of political and social sciences,” which were sub-divisions of the Law School. Most professors teaching economics had a background in law and much emphasis was put on institutional and descriptive elements (Maes, Buyst and Bouchet 2000). 
	Van Zeeland took courses on monetary economics mainly with Janssen, who was the director of the NBB and who soon became his mentor. Janssen had obtained degrees in Law and in Political and Diplomatic Sciences at the University of Leuven. His doctoral dissertation, Les conventions monétaires, focussed on the Latin monetary unions. Van Zeeland’s later thesis on the Federal Reserve fitted perfectly into Janssen’s research programme on money and central banking[footnoteRef:2].  [2: 	On Janssen, see Maes 2010.] 

Van Zeeland’s ideas reflected the Catholic economic thought in which he was immersed during his studies. In fact, he would later become an emblematic leader of the Christian Democratic Party. With professors like Brants and Janssen, the University of Leuven played a leading role in Catholic economic thought, which was marked by scholastic academics and emphasised the economic order (Henau 1995). In van Zeeland’s words: “The economic order in its original mould was based on a hierarchy in values for goods and services, it resulted from years and years, even centuries, in which the economic laws of exchange, competition and adjustment were able to enjoy free rein.” (van Zeeland, 1921, 49).
The scholastic academics at the University of Leuven also played a very important role for monetary theory (Henau, 1995, 31). In line with their ideas on the economic order, they advocated a stable currency and the honouring of contracts at the purchasing power of money at the time the contract was concluded. This was also emphasised by van Zeeland: 
“But how do you want us to be able to measure items of value and continue to trade in them if the common measure of value, that is, the currency, ceases to be stable? It would be equally futile to claim to draw up surveying plans with a chain with a constantly varying length, arbitrarily.” (van Zeeland, 1921, 50).	
As one of Janssen’s students, van Zeeland learned about the Belgian experience in central banking. In Belgium, the “central bank” was established in 1850 and was, in essence, an issuing and discount bank (Buyst, E., I. Maes, W. Pluym and M. Danneel, 2005). Frère-Orban, the founder of the NBB, adhered to the “banking principle”, i.e. that the central bank should accommodate the needs of business by discounting commercial paper, like most central banks on the European continent. The founding law gave the Bank three important missions: issuing banknotes, organising short-term commercial credit, in particular rediscounting commercial paper, and functioning as State cashier. 
The activities of the NBB are brought to the fore in its balance sheet (cf. Table 1). Two main items dominated the assets: precious metals and discount credit. Its liabilities were dominated by banknotes in circulation. 
	Table 1 	Balance sheet of the National Bank of Belgium in 1913
	(end of year, in millions of Belgian francs)

	Assets
	
	
	Liabilities

	Gold and silver reserves
	472
	Banknotes in circulation
	1 067

	Discount credit and bills for collection
	635
	Sight deposits
	117

	Advances on public funds
	61
	Own capital
	113

	Public funds
	100
	
	

	Sundry
	45
	Sundry
	16

	Total
	1 313
	Total
	1 313

	Source: NBB, Bulletin, September 1950, Table 1


 	
	In line with the Real Bills Doctrine, van Zeeland strongly adhered to the view that banknotes had to be covered by gold or short-term commercial transactions. He abhorred banknotes issued by the State, “with no metal or commercial basis”. He was opposed to a full fiduciary system not backed in real assets, because “in this case, the notes are no longer ‘banknotes’ but really ‘paper money’. The State does not have the power to create value; this is something that results from economic laws that elude the State just like the laws of physics or chemistry.” (van Zeeland, 1921, 7).
To place van Zeeland in the history of economic thought, it is important to note that his analysis of the Belgian monetary situation and later the US banking reform was not in line with what the literature describes as the British monetary orthodoxy (Fetter 1965; and de Boyer and Diatkine 2008). Van Zeeland was intellectually closer to the banking principle and the Real Bills Doctrine (RBD). Studying his ideas about Belgian and American monetary debates reveals neither Hume’s price-specie-flow mechanism, nor the Currency Principle. But there are some inconsistencies in van Zeeland’s thinking in terms of logic, and also some absences when compared to other authors of the same period who went further and introduced notions such as expectations. For van Zeeland, the fact that the money supply follows the needs of trade and is backed on sound assets does guarantee the stability of the price level. The problem is that, in times of inflation - caused for example by war finance - since the needs of trade are then partially or primarily based on movements in expected nominal prices, monetary expansion was then completely disconnected from the  real economy.[footnoteRef:3] [3:  We would like to thank one of our referees for noting that the gold standard cannot guarantee stability even in peace times, because price levels move in all countries and transactions are essentially made via inter-bank transfers and clearinghouses. We agree that since post-war Belgium suffered from inflationary war finance, the QTM was at the heart of the debate - but so too was the Real Bills Doctrine, offering some guidance for the deflationary transition period in the return to the pre-war parity of the gold standard. Van Zeeland did not see the management of expectations, an issue understood by Hawtrey and others at the time.] 

Van Zeeland was very familiary with the history of NBB and the monetary policy it practised during WWI. Like many other central banks, the NBB was set up as a special type of commercial bank, in contrast with the Bank of France, which was created to finance the Napoleonic wars. Nevertheless, the links between the government and the NBB were very narrow. For example, the Governor of the NBB was appointed by the King and there was also a Government Commissioner in the NBB. The function of State cashier also underlined the public nature of the institution. Over time, this public role of the NBB was reinforced. An important step came in 1873, when the banknotes it issued became legal tender[footnoteRef:4]. But with the First World War, as in the case of many European central banks, the convertibility of banknotes was suspended. The war was a disaster for the Belgian economy, with economic activity grinding to an almost complete standstill. The heavy war levies were largely financed by money creation, just as they were in the neighbouring European countries (see in chart 1, “Advances to the State and the public sector” on the assets side of the balance sheet of the NBB).  [4: 	To go deeper into the history of the NBB, see Kauch 1950 Van der Wee & Tavernier 1975 and, previously, Conant 1910.] 

	Chart 1 - 	Selected items of the balance sheet of the National Bank of Belgium, 
	1900-1925 (end of year, millions of Belgian francs)
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	Source: NBB, Bulletin, September 1950, Table 2



Liquidity in the Belgian economy received a further boost when the German authorities started paying for their purchases in Belgium using German marks at a compulsory, overvalued exchange rate. Shortly after the Armistice, the Belgian government decided to exchange all domestic holdings of German marks for Belgian francs at the rate formerly imposed by Germany. The NBB then exchanged the German mark notes for newly issued Belgian franc notes. As a counterpart for taking the German notes out of circulation at par, the NBB received a claim from the Belgian government. These operations completely changed the NBB’s balance sheet, with dramatic increases in the items “Advances to the State and the public sector” on the assets side, and “Banknotes and sight deposits” among the liabilities (see chart 1). The measure also caused a massive influx of fraudulent marks. Therefore, the conversion further increased Belgium’s money supply, which in turn fuelled inflation (Buyst and Maes, 2007). 
The German mark notes became part of Belgium’s claims on Germany in the post-war negotiations. The Belgian authorities hoped that Germany would repay the mark notes at par. This would have allowed the Belgian State to redeem part of its short-term debt to the NBB, which would then, with the proceeds, have been able to withdraw Belgian franc notes from circulation, which would in turn have slimmed down the NBB’s balance sheet by reducing the “Advances to the State and the public sector” among the asset items and “Banknotes and sight deposits” among its liabilities.
Foreign commentators were very critical of this move, as illustrated by Keynes’ comments in The Economic Consequences of the Peace: 
These notes, estimated to amount to no less than six thousand million marks, are now a source of embarrassment and great potential loss to the Belgian government … The Belgian government took this very imprudent step partly because they hoped to persuade the peace conference to make the redemption of these bank-notes, at the par of exchange, a first charge on German assets. The peace conference held, however, that reparation proper must take precedence of the adjustment of improvident banking transactions effected at an excessive rate of exchange. (Keynes, 1919: 77). 

In its attempts to stabilise the Belgian franc, the NBB was therefore severely handicapped by the huge amount of government debt on its balance sheet, a heavy burden for monetary policy. 
Post-war reconstruction, as well as the expectation of receiving German war reparations, led the Belgian government into an expansionary budgetary policy. As a result, both the budget deficit and public debt exploded. The composition of public debt also changed dramatically (see chart 2). Price increases and uncertainty eroded investors’ confidence in long-term loans so that the government increasingly had to rely on short-term credit. Moreover, the public sector’s borrowing requirements could no longer be funded from the domestic market. Short-term foreign loans were thus indispensable. Consequently, Belgium’s public finances became extremely vulnerable to financial crises. 
	Chart 2 - 	Belgium’s public debt, 1900-1925 (as a % of GNP)
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	Note: central government only. Source: Pirard, 1999 and Buyst, 1997.



Furthermore, these lax budgetary and monetary policies affected the balance of payments, with current account deficits going from 8 to 10 % of gross national product (GNP) in the early 1920s. The complete absence of any credible economic programme further undermined international confidence in the Belgian franc. By the end of 1920, the Belgian franc had already lost half of its pre-war value against the British pound.
The WWI was a watershed in Belgian history that led to profound political as well as social changes and reforms. In November 1918, a national union government, the Delacroix I government, was formed. It introduced key reforms, like a new voting system based on “one man, one vote”[footnoteRef:5] and more rights for the trade unions, two measures that naturally strengthened the Socialist Party. As in other countries, the war led to an emancipation of the working class, and also to significantly less (downward) wage flexibility (Buyst, E., I. Maes, W. Pluym and M. Danneel, 2005).  [5: 	Before, people could have several votes, depending on parameters like taxes paid or education, and women were not given the right to vote.] 

Belgium’s monetary and financial situation would become a major concern for van Zeeland when he became head of the NBB’s Economic Department, and took on the elaboration of a stabilisation programme for the Belgian economy. Janssen, his mentor, was one of the first economists in Belgium to warn against the perils of the “inflation of bills”. In 1919, as a member of the Allied Mission in the United States, he gave a well-documented lecture about Belgium’s financial situation (Janssen archives AEJA, No. 639). Janssen defended the exchange of German marks for Belgian notes at the rate formerly imposed by Germany, in order to “revive our industrial life”, but he was deeply worried about the ensuing increase in banknotes. Janssen speaks of the “inflation of bills”, meaning an increase in their quantity. He feared the perils of an autonomous increase in the central bank balance sheet, an increase driven by the State’s dictates rather than commercial needs. However, his analysis of the expansion in the circulation of notes lacked a broader theoretical framework, such as the quantity theory of money. It is worth quoting his analysis in detail:

But I can assure you that reduction of notes today is an important feature of our finance policy; we fully realise that the inflation of bills has always provoked the depreciation of the monetary unit and contributed to the cost of living. The economic rejuvenation of Belgium calls for a concentration of all our efforts to diminish the cost of living, which is so intimately related to the question of salary and wages. The government and the National Bank of Belgium are determined to prevent any increase in issue notes. The Bank will make no more advances of notes to the State and efforts will be concentrated on keeping the issue of notes down. Their success in this naturally depends to some extent upon how quickly Belgium can liquidate the six billion marks in the vaults of the National Bank. However, this is a question for the future and it would be premature to discuss it here. (Janssen archives AEJA, No. 639).

However, Janssen was confident that Belgium would receive its war indemnities from Germany, even if the timing was “a matter of doubt”. It would be a vain hope (Buyst, E., I. Maes, W. Pluym and M. Danneel, 2005). To understand how Belgium’s claims were perceived more generally, it is worth going back once again to Keynes’s The Economic Consequences of the Peace, which clearly indicates the unrealistic nature of German reparations. Besides, Keynes was critical of Belgium: “It is popular delusion to think of Belgium as the principal victim of the war; it will turn out, I believe, that taking account of casualties, loss of property, and burden of future debt, Belgium has made the least relative sacrifice of all the belligerents except the United States.” (Keynes, 1919: 79).
The Leuven scholastic economic tradition, the Belgian experience of central banking and the monetary chaos following wartime monetary financing would leave an indelible mark on van Zeeland and shape his approach to central banking. When he left Belgium to go to the United States, he had this argument on small open economies such as Belgium in his mind. We follow van Zeeland’s travels from Belgium to America, and then back to Europe, to analyse the evolution of his thought, and its implications for the monetary policies he later proposed.

3. Van Zeeland’s American period: the case of a big but closed economy
The First World War provided the impetus for important changes in Belgian academic life (Maes and Buyst, 2005). In order to save Belgium from starvation during the German occupation, Herbert Hoover established the Commission for Relief in Belgium (CRB) in the United States. After the Armistice, the remaining funds were used to create several educational and scientific associations; one of them was the CRB Educational Foundation. The CRB awarded Graduate Fellowships to enable promising young Belgians to pursue graduate studies at top American universities such as Columbia, Harvard, MIT, Princeton, Chicago, Stanford or Yale. Van Zeeland was among the first group of CRB students in 1920. 
Van Zeeland went to Princeton to study monetary economics with the expert Edwin Walter Kemmerer, and upon arrival he obtained an internship at the newly created Statistics Department of the New York Fed where he would work with Benjamin Strong. 
	At Princeton University, van Zeeland started a dissertation that he published in French under the title La réforme bancaire aux Etats-Unis d'Amérique de 1913 à 1921, le système de la réserve fédérale. Kemmerer wrote the preface and said the following about van Zeeland: 
His special preparation, coupled with his high ability as a scholar and with the broad training in economics and finance with which he began this work, has enabled him to write a book on the American banking system that is at once a comprehensive, sound and critical exposition of American banking. (Introduction in: van Zeeland, 1922: p. VIII).

Van Zeeland became a quantity theorist after his research trip to the United States. Kemmerer was already quite an authority on the quantity theory of money; it was the subject of both his Master’s thesis and his doctoral dissertation, started in 1903 and published in 1907[footnoteRef:6].  In many ways, Kemmerer’s work preceded the analysis of Irving Fisher (see Gomez Betancourt 2010b). [6:  In his autobiography, Kemmerer explained the importance of having worked on the QTM for his further career as a money doctor: “[T]his choice, as will be seen later, was largely responsible for my becoming a money doctor” (Kemmerer’s Autobiography, n.d.: 23). For van Zeeland, the QTM would become a crucial instrument to analyse the monetary situation in post-war Belgium, as illustrated in the next section. See also Kemmerer’s dissertation (1907).] 

When van Zeeland arrived in New York, he found reminiscences of the debate that had spurred the creation of the Fed. According to Clow (1903), in late 19th century United States, there were mainly three groups that participated in this monetary debate: first, there were supporters of the quantity theory and of bimetallism more generally, normally classified as partisans of the “Quantity Principle School”, who explained the demonetisation of silver as the principal cause of the decrease in prices. Second, a monometallic group defending free trade, the Real Bills Doctrine and most of what is known as the “Credit School” principles. Finally, there was also a “Gold Monometallic School”, which rejected bimetallism and the Real Bills Doctrine, but supported the quantity theory principle and inflationist policies. Support for the quantity theory of money (QTM) was directly linked to the common popular requests for an increase in the quantity of the means of circulation, and generally came from populist or inflationist partisans, who were mainly located in the US South. Van Zeeland – as well as Kemmerer[footnoteRef:7] (Gomez Betancourt 2010b, 118) – was closer to the American “Credit School” in its defense of free trade and the RBD, though supporting the QTM just like the Gold Monometallic School. [7:  We could establish a relationship between the lack of elasticity and the lack of business confidence (an argument used by Kemmerer to explain the periods when the quantity theory cannot be verified), and between business confidence and Kemmerer’s affinities with the Real Bills Doctrine (see Gomez Betancourt 2010b, 464).] 

Inspired in different ways by Paul Warburg, Strong and Kemmerer, van Zeeland’s analysis of the American banking system, and particularly the Fed, showed the importance of the elasticity of bank money in helping the United States meet the demand for money. He also agreed with the general consensus on the need for banking reform, and he was optimistic about the new Federal Reserve’s capacity to solve most of the problems of the National Banking System. 
Van Zeeland’s book was very critical towards the national banking system and the Federal Reserve System (Maes and Gomez Betancourt 2018). He put particular emphasis on the development of the financial markets, especially the discount market, and the international dimension of the recently created central banking system. He also drew attention to the fact that the system was becoming more centralised, and to the need to guarantee the Fed’s independence from the US government. 
In the book’s second part, van Zeeland paid a lot of attention to the discount market. He noted the differences with the system used in Europe, where issuing banks discounted paper from commercial firms, while in the United States, the Federal Reserve Banks were bankers’ banks that had no direct relations with the public: 
The European central banks, while acting mainly as the banks of banks, practice direct discounting, and they receive deposits and open accounts for individuals. They regard this approach as a way of staying in direct contact with the business world, as well as offering greater scope for steering the money market. (van Zeeland 1922, p.116).

As the majority of European banks, the Federal Reserve was established under the banking principle so, coming from Europe, it was not difficult for van Zeeland to understand it origins. According to Mehrling (2002) and Dimand (2003), Fisher, Kinley, Taussig, Sprague, Laughlin, Willis, Warburg and Strong all played an important role during the creation of the Fed. In their articles, they analyse the context of the 1920s, which helps us to understand that the market for government bills was already dominant as a consequence of the Great War (as in the case of Belgium). Soon after, the Fed’s famous 10th Annual Report would put forward open market operations as the main mechanism for monetary control. Van Zeeland was struck by the American monetary context and the conditions that allowed the Fed’s establishment and the development of the discount market[footnoteRef:8].  [8: 	On the American banking debate before the creation of the Fed, see also Gomez Betancourt (2010a). For a deeper analysis of the opposition between bankers and public opinion, see Dimand (2003) and Mehrling (2002). On the peculiarities of the US monetary and banking experience during the 19th and early 20th centuries, see Young (1924) in: Mehrling Perry G. and Roger J. Sandilands (1999), especially chapter 34 “Monetary system of the U.S.” and chapter 35 “Mobilizing Banking credits.”] 

Allyn Young (1924) wrote a more refined account of the contemporary American scene after the publication of van Zeeland’s thesis in 1922. Young gave a deeper explanation of how the National Banking System worked and made the advantages and problems of this system explicit, while still expressing views that were close to van Zeeland’s. In his own words:
To appreciate its real significance [of the 1913 Federal Reserve Act] we must first understand the evils it was designed to cure. Of the defects of the National banking system, those most emphasized… were the following: 1. Decentralized reserves. Cash reserves were parcelled out among the vaults of 7500 individual banks. 2. Rigid reserves requirements, under which banks were compelled to refuse new loans when their cash reserves had fallen bellow the minimum set by law. 3. The inelasticity of the note issues, or the liability of our currency to adjust this volume to the varying needs of trade. (Young 1924, 298).

In his book, van Zeeland embraced the optimistic view that the establishment of the Fed has resolved problems of financial instability in the US: 
From now on there will no longer be any panics; there is a clear-sighted authority, well-placed and well-equipped, keeping an eye on things, and taking preventive action in time. If despite everything a crisis were to erupt, the banks are no longer in dire straits, but have the backing of the entire System behind them, with all its strength, all its resources and all its knowledge. (van Zeeland 1922, p.71). 

In fact, throughout his work, because of his European origins and intellectual background, van Zeeland was always careful to point out the differences and similarities between the United States and Europe (Maes and Gomez Betancourt 2018). For him, American economists, the new banking system and institutions had to take the international financial markets more closely into account, to avoid the dependence that prevailed before the Fed was set up.
	 He devoted a whole chapter to the Fed and international finance, describing how the US financial markets were rather small from an international perspective before 1914. It is well known that deep and liquid financial markets are a crucial determinant of the stability of international currencies, together with the size of the economy, and monetary and financial stability. Because of the context of the First World War and the position of Belgium in Europe, van Zeeland was aware of the crucial link between strong and well-developed financial markets and a currency’s international role.
The emphasis on the development of the discount market and the international role of the US dollar in van Zeeland’s writings set him apart from many American economists, even if several other authors, like Warburg, also made this point. Van Zeeland put forth a comparative perspective by looking at the differences and similarities between the United States and Europe. Moreover, van Zeeland spent his 1920 winter break at the New York Fed, which was very closely involved in financial markets. Its Governor, Benjamin Strong, was very active in developing the acceptance market and strengthening the international role of the dollar (Eichengreen, 2011, p. 29).
Even though Kemmerer and Strong both had an influence on van Zeeland, their weight is quite different mainly because they did not share the same monetary theory. Certainly an internship during the winter break was not enough for van Zeeland’s thought to be permeated with the ideas that dominated the Fed at that time, and he was ultimately more influenced by Kemmerer’s QTM than by Strong’s conception of a central banking system[footnoteRef:9]. [9: 	On Strong’s role at the NY Fed and his position as money doctor, see Dal-Pont, Torre & Barbaroux (2016).] 

While van Zeeland clearly understood that the international financial scene was changing because of the Federal Reserve and the First World War, he still believed in the superiority of London as a financial centre and in European economists as better experts in money management: 
It is true that much has already been done to develop the financial influence of the United States in the outside world. The legal means exist. The war enabled the Americans to make considerable progress down that road. Yet the superiority of London in this field is not at all shaken, and despite keeping its distance from precious metals, the pound sterling is still the leading international unit of currency, way ahead of the gold dollar. (van Zeeland 1922, p. 256).	

Van Zeeland’s position on London’s role in the international financial system was essentially the same as that espoused by the economists from the New York Fed. Young, on the other hand, was more optimistic about the position of New York. On the relevance of London and the pound sterling as the centre of the international system, he wrote: 
“London’s position is founded not so much upon the magnitude of English capital, of English trade, or of English gold reserves, as upon the highly organized and perfect machinery of the London money market, upon the elasticity rather than the sheer bulk of English banking reserves, upon the varied character and word-wide distribution of English trade, and upon England’s geographical position, bringing London close to the other financial centers of Europe.” (1924, p. 321). 
He later explained how foreign exchanges were regulated, in practice, between the United States and England, and how their relative importance changed due to the war: 
“Notable among the many financial changes resulting from the Great War were New York’s relative gain and London’s relative decline as an international financial center. The positions of England and the United States were for the time being, at least, completely reversed. The United States suddenly became the world’s greatest creditor nation, while England found itself, strangely enough, in the position of debtor. The United States, thanks to the elasticity of the federal reserve system, was able to maintain the gold standard unimpaired throughout the war and the years of financial turmoil which followed.” (Young 1924, p. 320).
The Fed was not originally intended to be a global central bank, as is evident from all the debates about whether it should even work as a domestic central bank, rather than a federation of regional central banks. There was, however, an external dimension, as one of the goals was to create a domestic dollar bill market so as to avoid depending on the London bill market. 
In his conclusion, van Zeeland again emphasised the stabilising role of the Federal Reserve for the US economy: “Under the thoughtful guidance of the Reserve Board, the system became what it was intended to be: the financial market regulator. The key stabilizing influence in the economic life of the United States.” (van Zeeland 1922, p.259) For van Zeeland, the reforms had succeeded in creating a financial market for the United States as a whole, in strong contrast with its earlier fragmentation. In hindsight, van Zeeland’s view was far too optimistic. In the ensuing years, financial crises would further hamper the United States. 
Van Zeeland explained the importance of guaranteeing the independence of the Fed from the US government (Maes and Gomez Betancourt 2018). Marked by Belgium’s wartime experience and the ensuing financial chaos, he warned against the strong position of the government in the decision-making process of the Federal Reserve System, with consequent threats to financial stability: “the danger is real: it is certainly a weakness of the new regime that the function of preventing excessive expansion of the financial system is placed solely in the hands of an institution of government origin, without any automatic restraint against that tendency.” (van Zeeland 1922, p.167). 
It is not surprising that van Zeeland made reference to the debate about government control over the central bank in the United States. The trauma of the greenbacks during the Civil War was still affecting American economists, who were afraid to give too much power to the State regarding banking and monetary decisions. Here, again, we can see a contrast between van Zeeland’s European outlook and American economists who were still shaken by this late 19th century experience. 
Apart from the fear of government expressed by van Zeeland, Americans were also marked by the 1907 panic which provoked great mistrust directed at J. P. Morgan’s private banking operations and bankers in general[footnoteRef:10].  [10:  We would like to thank one of the referees for calling our attention to the fact that State control is what made central banking acceptable to those who feared bankers’ control. In the following years, the role of the Fed in financing the world wars, for example, made Americans more used to State control, while fear of bankers continued apace.] 

The 1935 Banking Act and the creation of the Federal Open Market Committee took a step further towards centralisation. In addition, the Treasury Secretary and the Comptroller of the Currency, who initially were members of the Federal Reserve Board, were removed from the Board to enhance the Fed’s independence from the government. As Meltzer (2003) observed:
“The Banking Act of 1935 permanently changed the Federal Reserve’s structure and laid the foundation for the post-war Federal Reserve System. Out went the legal basis for semiautonomous, regional banks, each controlling its own portfolio. Reorganization shifted power and authority over the reserve banks to the Federal Reserve Board in Washington, where it remained. Although the Treasury controlled most decisions until after World War II, the 1935 Act made possible the centralized system that developed once the Federal Reserve became free to pursue an independent policy.” (Meltzer 2003, 415).

In line with van Zeeland’s argument against the excess of government power, Young also said that “public opinion in 1863 was not yet ready to sanction the reestablishment of any such all-powerful institution [as the First and Second United States Banks]; nor was it willing to accept the dictation of any single central directorate” (Young 1924, 295).
What makes van Zeeland peculiar is that he differed from most of his American colleagues in his analysis of the American economic situation because of his European background. Centralisation, independence from the national government and internationalisation of the banking institution were some of the ideas that van Zeeland already had in mind when he arrived in New York in the 1920s. 
4. Van Zeeland’s stabilisation plan for a small open economy
The First World War and the ensuing monetary chaos highlighted the need to reinforce economic analysis at the NBB. In discussions with the Bank’s Board, Janssen pressed for the establishment of a real “Service d’Etudes Économiques” (Van der Wee and Tavernier, 1975). Just back from Princeton, van Zeeland was recruited as Conseiller au Service des Études Économiques (Advisor to the Economic Department) on October 1, 1921. In May 1922, he received a permanent appointment as Head of the Economic Department. 
Over the following years, the Department expanded (Maes, 2010). In December 1922, Jean-Jacques Vincent was appointed deputy Head of the Economic Department. In 1924, the year that van Zeeland became Secretary, Louis Mahieu joined the group. In 1925, two young brilliant economists were recruited: Léon-H. Dupriez and Robert Lemoine. 
Within the Economic Department, the work was specialised to a certain level. Van Zeeland worked chiefly on monetary and exchange rate policy. Vincent’s analyses mainly covered banking and public finance, while Dupriez was the specialist in business cycle analysis. Van Zeeland also worked on the organisation and structure of the Economic Department[footnoteRef:11].  [11: 	According to the NBB’s 1928 Internal Rules of Procedure, the Economic Service comprised five sections at the time: Library, Documentation, Statistics, Research, Press and Publishing.] 

Van Zeeland also pursued an academic career. He became a professor at the University of Louvain and, in October 1928, with A.-E. Janssen, he set up its Institut des Sciences Économiques. The research agenda of the Institut was very much inspired by the activities of the Harvard Committee for Economic Research (van Zeeland 1929). In the interwar period, the Institut became the first modern research centre in economics in the Low Countries. An important figure was Dupriez, who had studied at Harvard in 1918-19 and was also a colleague of van Zeeland’s at the NBB. Dupriez was a leading scholar in business cycle analysis, considered in a broad sense, i.e. the interaction of growth and different types of cycles in economic life. The focus was very much on the different industrial sectors of the economy.
André Molitor, a student in Louvain during the 1930s, who later became the Belgian King’s Head of Cabinet, discussed in his Souvenirs the vibrant atmosphere of his student days. He emphasised strongly the attraction of the new School of Economics in Louvain. A clear factor was its innovative approach thanks to strong US influences: “It was an innovative environment, greatly influenced by research in America, which at that time was way ahead of Europe in this field” (Molitor 1984: 94). Molitor further underlined the qualities of several young professors, who had studied in the US with a CRB fellowship, and were “destined for great things”, like Dupriez, Gaston Eyskens, Franz de Voghel and van Zeeland. He was strongly impressed by the latter, “about to become Prime Minister, … a rising star who taught the financial analysis course brilliantly, speaking in a low, persuasive voice and occasionally embellishing his explanations with theatrical flourishes like a magician or conjuror”. Molitor further underlined the importance of the practical sessions, very much inspired by the US example, which contributed to the research of their professors. 
Naturally, the immediate policy challenge was the stabilisation of the Belgian franc. This was also the case in several other countries after the war. Indeed, the war was a critical dislocation for the economy. There are quite a few similarities between Belgium and France (Mouré 2002). In December 1921, a few months after joining the NBB, van Zeeland produced a 107-page note titled Inflation et déflation (Inflation and Deflation), which contained a comprehensive plan to remedy Belgium’s monetary difficulties (NBBA, N099/7). The policy conclusion was clearly in favour of deflation. 
Van Zeeland examined the origins of Belgium’s inflation. His framework of analysis was the quantity theory of money, as advocated by Kemmerer. He applied a very basic version of the quantity theory in which the value of the currency depended on the ratio of goods to the quantity of money in circulation: “If prices are given as P, goods as E and the currency M, we get the formula: P = M/E.” (van Zeeland, 1921, 4) [footnoteRef:12]. Van Zeeland had no doubts about the validity of the quantity theory of money: [12:  One can observe that, here, van Zeeland put forward a more ‘crude’ version of the quantity theory than Kemmerer and Fisher (without credit and velocity of circulation in the formula). This simplified version of the QTM did not take into account either the analysis by the economists from the Cambridge School or by Gustav Cassel. Both credit and velocity were fundamental variables at times of high and accelerating inflation. ] 

“Explained and completed in this way, the quantity theory of money defies all criticism. It has the majority of economists behind it. It alone can account for the phenomena that have accompanied the monetary reforms of the modern day, such as the revaluation of the rupee in the British Indias from 1893 to 1898 for instance. It alone explains the financial situation created by the war. If the governing bodies had taken it into account, the people would undoubtedly not be struggling with the financial crises that are embracing them today and exposing them to the worst possible social catastrophes.” (van Zeeland, 1921, 5)

We can thus see how the background for van Zeeland’s monetary thought evolved from the Real Bills Doctrine, to include the quantity theory doctrine defended by his Princeton mentor Kemmerer. Generally speaking, these two doctrines are opposed in the literature on monetary economics. However, just like Kemmerer himself, van Zeeland advocated both the RBD and the QTM. On the one hand, as a defender of the Real Bills Doctrine, van Zeeland believed in allowing the money supply to increase when necessary for the expansion of business, and then to contract when economic activity receded. According to him, the money supply had to be elastic and should follow the needs of trade. On the other hand, van Zeeland was also a gold-monometallist and a quantity theorist. Fundamentally, the quantity theory was an instrument for van Zeeland to analyse the monetary imbalances affecting Belgium. He did not see any contradiction between these two theories.
Applying the quantity theory of money to the Belgian postwar situation revealed the main culprit of the inflation to be the enormous increase in the supply of banknotes imposed by the German occupiers during the war: “The inflation of our money circulation is a war legacy, of the enemy’s making and the enemy owes war reparations like for a burned-out town.” (van Zeeland, 1921, 91).
The effect on the economy was disastrous. “What really counts is that these banknotes do not represent a thing by themselves, whether they were brought out by the State, they are a burden on circulation, in short, they are causing the artificial rise in prices and all the economic troubles that normally go with it.” (van Zeeland, 1921, 15)
As argued earlier, van Zeeland was strongly influenced by scholastic economic thought, emphasising an economic order of which monetary stability was an essential element. The destruction of the monetary order and the functions of money had disastrous consequences for the economy: 
“At the end of the day, the essential and decisive advantage of deflation can be summed up in a few words: it gives us back a sound currency, by enabling us to re-establish contact with gold. The monetary unit is the unit of value measurement. If it fluctuates, fair trade is impossible; and the economic order has to collapse, taking down with it all social structures. It is absolutely essential that the currency, the measure of value, is stable.” (van Zeeland, 1921, 88). 

In his 1921 note, van Zeeland used the return to gold as the main argument to justify a deflationary policy. He further observed that, in theory, fiduciary money could also be stable money. For this to happen, it was necessary for the quantity of money to be constant, in line with the prescriptions emerging from the quantity theory of money. But he did not trust policy-makers: “In fact, for this ‘quantity’ in circulation to be respected, it has to be kept out of man’s reach.” (van Zeeland, 1921, 88)
He also worried that the destruction of the economic and monetary order would lead to the destruction of the moral order of society: “For every economic upheaval, there is a corresponding reversal of moral ideas within the masses.” (van Zeeland, 1921, 51). He feared this might lead to a revolution, like in Russia: “There is a common outcome to unbridled inflation and that is revolution.” (van Zeeland, 1921, 56). This shows how the longing for a return to the (mythical) period of the gold standard was very strong after the First World War in Belgium, not least for van Zeeland.
In line with Catholic economic thought, van Zeeland felt deflation was a clear case of social justice: 
“Giving up deflation would mean to put on some elements of the social fabric the three-quarters of the debt burden - that is, the ransom to be paid for the war and its consequences. Justice requires this burden to be shared out as fairly as possible among all citizens: this can only be done if the servicing of all debt is ensured through taxation.” (van Zeeland, 1921, 83).

Like many other authors, van Zeeland also analysed the effects of inflation on the distribution of income: 
“Inflation favours certain social categories like farmers, intermediaries and stock-holders, the producers; while it is bad for all those who live off fixed wages or incomes. It pushes down the workers’ real wages, unfairly benefits debtors to the detriment of creditors, brings trouble for public finances and disrupts exchange rates. It compromises not only the economic order, but also the moral order and social order in the country”. (van Zeeland, 1921, 104)[footnoteRef:13]. [13: 	Van Zeeland’s type of analysis bears certain similarities with Keynes’ analysis in the Tract on Monetary Reform of “the consequences to society of changes in the value of money” (Keynes, 1923, chapter 1). Naturally, Keynes rejected both inflation and deflation.] 


For an important economy in the world scenario, like Belgium, which aimed to be a centre of the gold standard, a return to the pre-war gold parity was essential: 
“We, too, are and want to remain a strong people. Let’s leave the easy street for the others, that of ‘cheap money’, it leads to ruin. We are not afraid of the difficulties. There is nothing to be gained from hiding them: deflation will be harsh. But we have seen other bouts before.” (van Zeeland, 1921, 107).
	
Van Zeeland rejected the idea of stabilising the Belgian franc at a lower level than the pre-war gold parity. His main argument was that this would destroy the economic, social and moral order of society. But he also laid out certain technical arguments. First, the volatility of several key currencies – i.e. the British pound – made it very difficult to determine a credible new gold parity for the Belgian franc. Second, many investors hoarded large amounts of Belgian banknotes speculating à la hausse. In this context, fixing a new official exchange rate below the pre-war gold parity would have immediately provoked a massive sell-off of Belgian francs. These speculative flows would have soon made the new exchange rate untenable. Therefore, van Zeeland concluded that a return to the pre‑war gold parity was the only way out. 
The question remained, of course, how the pre-war gold parity should be restored. Van Zeeland argued that a return to the pre‑war price level was not a necessary condition, as the purchasing power of gold had declined substantially since 1914. Therefore, the required dose of deflation was not as hard as previously thought. Applying the quantity theory of money, he calculated that reducing banknotes in circulation by three billion Belgian francs should do the job. More specifically, he recommended that the government issue a series of bonds over the coming six years. With the proceeds, the Belgian State could repay the treasury certificates held by the NBB and redeem banknotes (see Table 2; this would lead to a decline in the items “Advances to the State and Public Authorities” and “Banknotes in circulation”). The government was supposed to increase taxes to service the new bonds. Van Zeeland acknowledged that the whole operation would be painful for the Belgian economy, especially for economic agents with large debts, like the government. 
	Table 2 	Balance sheet of the National Bank of Belgium in 1919
	(End of year, in millions of Belgian francs)

	Assets
	
	
	Liabilities

	Gold and silver reserves
	350
	Banknotes in circulation
	4 786

	Discount credit and bills for collection 
	395
	Sight deposits
	2 482

	Public funds
	109
	
	

	Advances on public funds 
	63
	
	

	Advances to the State and 
	
	Own capital
	123

	Public authorities
	6 280
	
	

	Sundry
	211
	Sundry
	      17

	Total
	7 408
	Total
	7 408

	Source: National Bank of Belgium, Bulletin, September 1950, Table 1.



5. Further evolution of van Zeeland’s ideas in a global world
Van Zeeland would gradually move away from his position as a staunch defender of the gold standard at the pre-war parity, accepting changes in the exchange rate as an important instrument of economic policy. 
In a 1922 essay, he had already admitted that restoration of the pre-war parities would not be possible for all European currencies, even though he still considered it appropriate for the Belgian franc, which was a core gold standard currency. He observed that deflation would no longer be appropriate if the new structure of prices were established in a country:
“Nobody is contesting that the ideal to pursue is price stability, that is, stability in the value of money. If a new equilibrium had been established for many years on the basis of a depreciated franc, there could no longer be any question of deflation: the nonetheless legitimate interest of certain groups would have to be sacrificed for the greater good. It’s because the safest way of restoring order and balance seems to be the return to the old established order that we are recommending deflation. But it’s clear that the solution would change if the problem itself were to change over many years.” (van Zeeland, 1922).

So, van Zeeland’s adherence to deflation was not absolute. He admitted that, for many countries, a devaluation was inevitable[footnoteRef:14]. In his opinion, however, the best option for Belgium was a return to the gold standard at pre-war parity:  [14: 	"It is incontestable that most countries in Europe will have to resort to devaluation; Germany, Poland, Austria, Romania and a good many others have no other route to follow; they should resign themselves to the fact and make arrangements to limit the damage as far as possible." (van Zeeland, 1922).] 

“But Belgium, just like France, and even Italy, has held onto the hope and the possibility of consolidating its monetary situation before stabilising it. The economic importance of our country enables us to aspire to the role of a gold centre. We cannot take on this role in the situation that we still find ourselves in. But we are not giving up our legitimate claims.” (van Zeeland, 1922).
	Meanwhile, different Belgian governments struggled to get the monetary chaos under control. In June 1925, there was a radical shift of power on the Belgian political scene with the Poullet-Vandervelde government. The new government was supported by the Socialists and the labour wing of the Catholic Party. Janssen became Finance Minister, with the responsibility of drawing up a stabilisation plan. 
Van Zeeland proved to be very influential in drawing up this plan. The NBB, and its Economic Department in particular, played an important role in the preparatory work (Van der Wee and Tavernier, 1975). The memoranda of the Economic Department, under the responsibility of van Zeeland, formed a framework on the basis of which the NBB and the Finance Minister could decide on the measures to be taken. The stabilisation plan of Janssen contained three key elements: stabilisation of the Belgian currency at a rate of 100 francs to the pound sterling (compared to the pre-war parity of 25.22 francs), the issue of a long-term foreign loan of 150 million dollars and tax increases to cover the budget deficit. But consolidation of the floating debt would only be tackled after the stabilisation of the franc. It would prove to be a major weakness of the plan. 
Janssen's stabilisation plan immediately ran into criticism from Belgian commercial bankers. Société Générale Vice-President Emile Francqui, for one, was in favour of a significantly lower exchange rate for the Belgian franc. He also wanted to give priority to tackling public finances, including the floating debt. This criticism naturally induced foreign bankers to take a more cautious and reticent attitude towards the Belgian stabilisation plan. In these circumstances, the government failed to obtain a loan on the international financial markets. The stabilisation plan derailed and Janssen had to resign in April 1926. 
Thereafter, a government of national union was formed, with Emile Francqui as its key figure. In October 1926, Francqui succeeded in stabilising the Belgian franc, albeit at a parity of 175 francs to the pound sterling. The NBB, and van Zeeland too, were kept out of the negotiations on Francqui’s stabilisation plan (Buyst, E., I. Maes, W. Pluym and M. Danneel, 2005). During the following decade, Belgium remained firmly anchored to the gold standard.
As a small open economy, Belgium was badly affected by the Great Depression in the 1930s. Initially, the Belgian authorities had strongly defended the gold parity, even when the pound sterling went off gold in September 1931. There was unanimous support for maintaining the existing gold parity. The difficulty in stabilising the franc in 1926 was still too fresh in everyone’s memory. Nobody wanted to take the responsibility for another monetary adventure, very much like in France around the same time (Mouré 2002). Socialist politicians argued that "le franc des riches est aussi celui des pauvres" (the rich man's franc is also the poor man's franc) (Van der Wee and Tavernier, 1975, p. 258). At the time, there was no real alternative to a deflationary policy, under which domestic prices had to be adjusted to the lower world market price level by cutting costs.
But when the Belgian economy began increasingly to suffer, deflation sparked major debates within the NBB’s Economic Department (Van der Wee and Tavernier, 1975). Dupriez wrote a memorandum in the spring of 1934 in which he claimed that the Belgian position was not sustainable. In his view, a devaluation was the only possible solution. In response to this argument, Lemoine drafted a text in June 1934, in which he emphasised the disadvantages devaluing the Belgian franc. Agricultural products would become more expensive as Belgium was heavily dependent on imported produce. Additionally, there would be no rise in exports of Belgian manufactures, given the ever-increasing impediments to trade throughout the world. Finally, the renewal of government debt would become extremely difficult after a devaluation. Governor Franck supported Lemoine’s position. Vice-Governor van Zeeland, on the other hand, was not so strongly opposed to a devaluation, as proposed by Dupriez, who was also one of his colleagues at the University of Leuven. 
Within the Economic Department, devaluation advocates gradually gained more ground (Van der Wee and Tavernier, 1975, p. 279). In a memorandum dated 15 March 1935, Lemoine, who was previously against devaluation, put up a case for an immediate and official devaluation. However, Governor Franck rejected the opinions of Vice-Governor van Zeeland and the Economic Department. The 1926 gold franc remained his top priority and the NBB’s gold reserves were, in his opinion, amply sufficient to ward off an attack on the Belgian franc. Besides, the gold standard went hand in hand with the classical liberal belief in free markets, free trade and a liberal government.
Nevertheless, van Zeeland was a strongly empirical and pragmatic economist. The bank crises and rising unemployment led the deflationary policy to lose all credibility in the eyes of the population. Capital flight took hold, which put the Belgian banking sector into an even more serious predicament. On the international currency markets, the Belgian franc soon fell victim to heavy speculative attacks.
In March 1935, the political cards in Belgium were radically reshuffled. Van Zeeland was instructed by King Leopold III to form a national unity government. As soon as he was appointed Prime Minister, he wanted to devalue the franc immediately. This led to an embarrassing confrontation between the former Vice-Governor of the Bank and Governor Franck. On March 31, 1935, the franc was devalued by 28 % by Royal Decree. The devaluation percentage had been calculated in a ‘scientific’ way by a pupil of Dupriez at Leuven University, Robert Triffin (1937).

6. Conclusion
In the 1920s, the future Belgian Prime Minister Paul van Zeeland was simultaneously a theoretician and a practitioner of the quantity theory of money, of central bank management and of the gold standard. Van Zeeland went from being a student at Princeton University during the 1920-1921 academic year to becoming the first Head of the National Bank of Belgium (NBB)’s Economic Department in October 1921. A few lessons emerge from the three fundamental steps in van Zeeland’s intellectual career as a monetary economist.
First step: “la Belgique”. During this period, van Zeeland mainly learnt that the gold standard constituted the anchor that would avoid inflation. The NBB’s archives show that he was under the influence of Catholic social thought, which paid significant attention to the economic and social order. The major influence on his thought was Janssen.
Second step: “The USA”. During this short but intense period, van Zeeland became a supporter of the quantity theory of money. This was crucial for his analysis of the Fed and the monetary policies he later proposed for Belgium but introduced a major split between him and his Belgian mentor, Janssen. They both agreed, however, that the gold standard was the anchor of economic policy. At this time, the major influences on his thought were Benjamin Strong, Paul Warburg and Kemmerer.
Third step: the return to Europe. Once he had the possibility to elaborate concrete monetary policies and play the role of money doctor for his own country, van Zeeland gradually became an advocate of changes in the exchange rate as a crucial instrument of economic policy. This illustrates the difficulties experienced by policy-makers when searching for an anchor for economic policy in turbulent times, as well as the evolution in the monetary thought of a theoretical and applied economist. Van Zeeland’s legacy paved the road for a new generation of professional economists in Belgium.
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Abstract 
This paper focuses on Paul van Zeeland’s (1893-1973) formation as a monetary economist and his vision of the economic situation in the United States and in Belgium in the 1920s. Before becoming Belgian Prime Minister in the 1930s, several intellectual experiences marked his early career. He went to Princeton university to study with Edwin Walter Kemmerer in the academic year 1920-1921 and on his return to Belgium he became the first Head of the Economic Service of the National Bank of Belgium (NBB) in October 1921. 
This paper first studies how van Zeeland was imbibed by the European experience of central banking. It shows how his main mentor, Albert Édouard Janssen, who was also Director at the NBB, transmitted to him the ideas of the gold standard and the real bills doctrine. Secondly, this article deals with the period van Zeeland spent at Princeton with Kemmerer and at the New York Fed with Benjamin Strong. Thirdly, this paper goes into van Zeeland’s position on exchange rate policy, especially during the difficult period for stabilising the currency in Belgium following World War One. Gradually, van Zeeland would become more sceptical of a rigid adherence to the gold standard, culminating in his decision, as Prime Minister, to devalue the Belgian franc by 28% in 1935. This article highlights the experience and originality of this young Belgian central banker: he was an early example of a money doctor for his own country and among the first who showed the influences of American economic ideas in Europe what allowed later the Americanisation of European economics and policy-making. 
Keys words: van Zeeland, Federal Reserve System, Banking Reform, deflation, money doctor, Belgian economy.
JEL: B1, N21, N26, E58.
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