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TO
HIS GRACE
THE DUKE OF WELLINGTON,

FIRST LORD OF THE TREASURY,

&e. &e. &e.

My Lorp Duxkes.

- As your Grace occupies that office

in His Majesty’s councils to which belongs

the origination of all public measures, I
feel the less reluctance in addressing you

upon a-subject, in which, as I humbly con-

ceive, the most important public interests
are concerned. B o ’
In an ¢ Essay upon the supposed ‘Ad-
vantages of the Sinking Fund,” by Lord
Grenville, it is the strenuous advice of the
a 2
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noble writer, that the Government should
no longer uphold a system which presses
so heavily upon the present means of the
country, and which, according to his prin-
ciples, pays off debt in no greater amount,
than that in which the money paid is im-
mediately drawn from the people. It is
unnecessary - to. urge, that the rank and
character of the noble writer, together

with his large participation in the original -

measure, superadd his _personal authority
to the weight of his reasoning, and excite
a strong prejudice in favour of his argu-
ment. T will not hesitate to say, that I have
much. more -apprehension from: the effect
~ of this authority than 1 should entertain

* from the unassisted weight of his Lordship’s

- reasoning. - In their judgment, as well as

~in their conduct, the greater part of man-
‘kind, my Lord, is: led by example; and
whilst the world is constituted as it is, the
; charactér and reputation of a speaker, or
 writer, will -always be carrled to the credit

of: his argument.
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There is still another circumstance which

~appears to me to render it most important

to call your Grace’s attention to this sub-
ject at the present period. The Finance
Committee is now sitting, and is engaged

-in ; an inquiry upon the general expendlture
.of the country. The object of this Com-

mlttee must manifestly be two-fold.  First.

To reduce our annual expenditure, so far
~.as shall be consistent with the effective dis-
. charge of the public service. Secondly.

To prevent the growth of the national debt,
and to make such an impression upon its

-amount during a period of peace, as may
~.enable the country to encounter the ex-
pences of any future war. It must be to-

tally unnecessary to urge, that the latter of
these objects can only be accomplished,

either by upholdlng the system of the sink-
JAng fund, or by proposing some new mode
by Wthh the vast amount of the pubhc
}Adebt may be gladually reduced.

~ Those who propose relief from present

.: ;tnatlon will always find WIHIHO‘ auditors,
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In passions and feehngs the public is too
much like an individual ; or, perhaps, is
still less reasonable, and more susceptible
of wrong impressions, inasmuch as it is
less under the control of character and re-
sponsibility. It is the duty of a statesman
to consult for the distant as well as for the
immediate good of the country. But it
will always be the nature of the people to
consult -only for its own immediate ease.
I do not intend to say, that there exists any
duty to assume an intolerable burthen upon
ourselves for the relief of a remote poste-
rity. But I do intend to assert, that itis a
most mean, selfish, and narrow prudence,
to conside\r' the state as a creature of the
day, and to transmit a ruined patrlmony to
our immediate children. -

" Your Grace will perceive, that Lord
Grenville, as an economist and financier,
has put himself at the head of a new
school, and proceeds to a greater extent

than Ricardo, Dr. Hamilton, and all pre- .

ceding writers. His proposal is to abolish
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entirely what they only wished to qualify.
His argument is, that our whole system is
founded in.delusion, and is an: intolerable
present burden, w1th0ut any resultmg be-
neﬁt whatever.

- The object of the present Essay is to
show the fallacy of his Lordship’s -argu-

~ ment, and to establish the necessity of up-

holding a system, which, as it appears to |
the writer of this answer, is so connected
with the public credit of the country, and
with the due maintenance of its res;)urces,

~as to -render it incumbent:uApon.the-Go-

vernment to up’holdlit, no less from the
obligations - of puinc faith; -than as the
means of public safety.. |

With this purpose I beg leave to submlt
the following pages to your Grace’s consi-
deratiQn, in which I have endeavoured to
take as brief a view of the subject as its
very complicate nature would admit.

The present Essay consists of four chap-
ters, or parts.

'The first chapter contains a general re-
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view of the prinéiple's a,nd argumenté pro-
posed by Lord Grenville, ';and "point§ out
their fallacy in the extent in’ which they
are laid down by hiSLo’rdshipi. o

The second chapter treats of the efﬁca‘gy
of a sinking fund, upon principle as well

as experience.

The third chapter treats of the obliga_tiqn‘ |
of maintaining a sinking fund, on’ the

grounds of faith to the public creditor.

The fourth chapter establishes thé ne-

cessity of a surplus fund; and, |
In the conclusion, a brief review is

attempted of the relative value of the diﬂ'er-—
et measures proposed for reducing the

public debt. R
I have the. honour to remain3 |
- With the highést reSpéct, |
Your Graée’S'most obedient

Humble s’eryant,'

Tur AuTHOR.

May 2, 1828.

LETTER
DUKE OF WELLINGTON,
&e., &e., &e. ' ——

CHAPTER 1.

Of the three fundamental fallacies of the writer of the Essaj'
on the Supposed Advantages of the Sinking Fund.—1. That
there is no practical reality in the operation of compound

interest as applied to the sinking fund.—2. That all sucls -

operations are only exchanges of equivalents.—3. The use
of the term people in an equivocal sense, viz., as an indivi-
dual and a collective body in the same premises.

SucH important public interests are concerned.

in this question, and the matters comprehended in

it are so weighty and ample, that it would be-

loss of time to occupy the reader with general
intreductory matter, . The subject must be entered
upon at once, though at the ‘hazard of some ab-

fuptness.  In discussions of this kind, it is usual

to cloud the question by one of two modes ;. either
by a technical phraseology, which needlessly ob-
scures both the subject, and the matter of reason-

ing, to the ordinary reader; or, by a general com-

mon place, half reasoning and half discursive,
which envelopes it in words, and teo often hidaa
N _
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the main. question ‘hoth from the reader and
writer himself. In order-to avoid this inconve-
nience, I shall confine myself as much as possible,
in the first place, to a brief exposition of principles,

and secondly, to the manifest inferences from

them, without colouring and without comment.

T trust, that I shall thus be enabled to place my

subject in so clear a point of view, as to leave no
doubt whatever upon the mind of an impartial
reader. ' R

My object in the first part of these observations
is, to establish to the conviction of an unbiassed
mind, that the public good requires the resolute
maintenance of the sinking fund as now esta-
blished, and . this in its two characters, as a
sinking fund and as a surplus fund. In order to
effect this purpose, I shall attempt to establish the
three main points, into which’ the subject most
naturally divides itself:— : '

1st. The obligation on the good faith of govern-
ment to maintain a sinking fund, as a part of the
system under which the national creditor had been
induced to advance his money; and to the main-
tenance of which he looks, not ‘only ‘ for - his
‘security, but for his stock attaining that value
which he contemplated at the time of his original

advance.

~2dly. The necessity - of a sinking fund from its

3

an;ndepend_ent efficacy ; that ié, as a systelh
wor nd i
rking by compound interest to the gradual

reduction or the keepi
e the keeping under of the public

3dly. The necessity of a sinking fund to b
ready as a surplus revenue, and this chicfly & e‘
three reasons, and for three occasions : 1y ’I(3 I
supply a sum when required in any g;'eat..ans

unfors ner,
seen emergency. 2. To be at hand to assist

in maintaining t I
aintaining the credit of the national securities

in an i
y season of extraordinary deficit of the

revenue. - 3. To y
put our own public securities

lupon Z par with those of foreign countries, which
1ave adopted the system of a sinki

hy . a sinking and surpl
fund after the example of Great Britain o

t B.ut befor:e approaching this part of thé subjecf
_ zl . will Fonsxderably clear up the difficulty of the:
1scussion, to examine the three general i)i’in

7C1p]es, which the noble author of the Lssay on the

Supposed Advantages of the Sinking Fund lays
down as the basis of his argument. These are: L

The entire dependence of every sinking fund
on an actual existing surplus of revenue |

2. The conks‘equent m tility of rowe
. | 'l utility of al T
kg e | y’ all borrowed

B <
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3. The no less evident impossibility of deriving
benefit from a sinking fund operating- in - time of
war, or of otherwise deficient revenue. o

The two last of these principles are little more
than co-rollaries deduced from the first.

With respect to the first principle, - ;

There is no doubt that no sinking fund can be
productive of real benefit, except where the ox~
dinary income of the state has reached an amount
permanently exceeding its current expenditure.
To reduce debt, being the principal and imme-
diate object of a sinking fund, it follows that
there must be a surplus from which such sinking
fund can be supplied, and that such surplus should
be appropriated to the redemption of debt. But
it by mo means follows that there can be mo
sinking fund, unless there be an actual existing
surplus of. the whole revenue of the state on all
The yevenue of the state is ordinary

It may be sufficient one year ;
ther.

occasions.
and extraordinary.
but require the assistance of loans in ano
No sinking fund can be established, unless there
he an excess of ordinary revenue adapted to work
it; but suppose an extraordinary expenditure
becomes necessary from unforseen circumstances,
will it be contended that a sinking fund, before
established, is thereby annihilated ? Cannot - the
state, having already provided for the sinking fund

5

as a charge upon its ordinary ;'evénue, raise new
resources of its own to meet e'xtraordinary expen-
,d;ture? For example, when the sinking fund of
on.e per cent. on the war loan of 1793 was esta-
Phshed,vwhich, (by a specific appropriati(;n) was
intended to redeem such loan in a period of forty-
five years : will it be said, because it became neces-
sary torbor_row in the succeeding year 1794 (there
not b.eing an actual surplus of revenue to meet the:
occasions of -that year), that there was no sinkin
fund in operation towards the redemption of thi
loan of 1793? 'This scarcely can be contended
The loan of 1793 and the fund provided for its.
1'epa)fmeDt were altogether unaffected by the
deficient revenue of the following year; so lon
qt least as the taxes raised for that loan, and iti
.approp.riated sinking fund, remained productive.
The sinking fund of 1793 was a fresh surplus
vcr(:)ated by new taxation, in addition to thevsurplug
existing before. In the same manner, the sinkint;*
ﬁlfxd of 1794, and of subsequent years. Thz
principle therefore of the mnoble author is too
g:enerally stated. .~ If he had said that every
'smking» fund entirely depends on an actually exist-
Ing revenue appropriated to the support of such
fund, he would have stated his proposition cor-
rectly. . The sinking fund is nothing more than
an . annuity raised by taxation for a particular

burpose;; as in the example of the first war loan
1 1793.  And so long as the revenue created for
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its support, and the taxes imposed for that year,
were in fuill efficiency, such sinking fund coq}d
not be said to depend on the whole revenue ex-
ceeding the wants of the nation in a subsequmzxt
year. New resources might be opened, and,v in
fact, new taxes were created, to meet these
deficiencies of the revenue; and the sinking fund
of’ 1793, and the loan to which it 'wa’sAappro-
p’riatbed, remained precisely as before the deﬁ—
ciéncies occurred. |
Take the example of a landowner, whose pre-
sent income raised from his estate is 1,000/, ‘pe‘r
annum, which he has exceeded by 500/ It bef-.
comes necessary to provide for payment of this
excess in the ensuing year, and he borrows f'or
that purpose the 500/ required, 'paying an {n’-
terest of 6/. per cent.; 5. per cent. on the prin-
cipal, and 1 per cent. to constitute a redeemmg
fund.  Tn order to meet this excess of expendi-
ture, he advances his rents 80/, per annum. Now
it is‘obvious, provided his tenants can afford to

pay this extra rent, that in 45 years, at the latest,

he will have redeemed the 500/, This transaction
would be free from all doubt: but, suppose thzjtt
in the next year he requires 500/. more, and in
order to raise, and to extinguish, the new logn at
the same period of tiine, he advances his tenants
an additional 807 ; which they are able to pay and
do bay; will it be said that the sinking fund —adf-
vanced upon -the first: 5001., namely, the 17. per

7

cent, raised for its redemption, is at all impaired
in ‘its efficacy, because the borrower has been
obliged to have recourse to a loan in the ~second
year? . Certainly not. Each loan depends on-its
own distinct resources; and, provided the general
value of the estate, and the ability of the tenants,
be sufficient to satisfy the new demands -of the
landowner, that is, provided, as a new debt is
incurred, new resources are specially opened and
applied (which was the case of the war loans, at
least, from 1793 to 1802), it is erroneous to assert
that no sinking fund could be in operation, be-
cause the state was in the condition of a borrower
year after year. The state may indeed go on bor-
rowing till its resources, ordinary and extraordi-
nary, altogether fail; and the landlord may raise
his rents till the tenants can no longer pay them,
and then no sinking fund can be constituted. A
surplus there must always be. This surplus is the
excess of  taxes raised beyond the 0rdinary expen-
diture of the state, which are to work out the
redemption of the whole debt by the usual opera-
tion of such funds. Should such surplus fail, the
sinking fund is pro tanto impoverished or de-
stroyed ; but it would be absurd to say, because
an extraordinary expenditure is required for any
particular year, that the whole system of borrow-
ing, with specific redeeming appropriations, is de-
stroyed. . The state must create new -resources as
new .emergencies arise. Thus, the efficiency -of the
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sinking fund will be found ultimately to depend,
not on the failure of the revenue of this or that
yéar, but on the general ability of the country to
discharge its engagements. In the case »pu.t,
Lord Grenville does not seem to question this
ability.

-Secondly. The consequent inutility of all bor-
rowed sinking funds. .

This is the second principle of the noble author,
who dwells on the “ utter worthlessness, the total
and hopeless utility of a borrowed sinking fund.”
<« Can it be profitable,” he says, “ to any man to
buy up in the open market his own engagements

with money raised at the same moment, and in

the same market, by a -corresponding issue of
simﬂar securities ?”  And again, © debt, redeemed
by a fresh creation of debt, is ;mu'ch ?;v.orse than
nu—gatory .-it is almost always prejudicial -to the
‘debtor.”” And again, To reduce debt by bor-
~ rowing to the same amount on terms of eflual ?1'
- greater disadvantage is a ’manifgsﬁ‘ fiction in
. finance; a fiction in that branch of government,
‘in-‘which, above all others; fiction is most to be
condemned.” - SR e

- Now, supposing ‘the fact ‘to be as stated, that
the sinking fund was borrowed, that the govgrn—
méﬁt-, or-the commissioners, ‘went» into the market,
- and contracted for-a sinking fund. of - five millions,

" the author’s proposition might be true, though,

9

even in such a case, the principle must be taken
‘with some limitations. But the noble author is
under a most extraordinary error in fact. . THERE
IS NO SUCH THING IN THIS COUNTRY ‘AS A BOR-
ROWED SINKING ‘FUND. Lord Grenville denies
the existence of the national debt in ‘capital, but
properly designates it as a debt in annuities.
“ That debt is continually spoken of, he says, as if

it were composed of the nominal amount of our

public securities; but it is really composed only of
the annual payments guaranteed by those. securi-
ties.” = Again; * the state has not borrowed: his
(the stockholder’s) money at: interest, under: an
obligation of repayment, but has sold to him. an
annuity.® To such a transaction, the words loans,
‘and debts, capitals and interests’ are not strictly
applicable.”* Now it must be admitted that the
sinking fund partakes of the nature of the debt,

and if the terms loans, debts, capitals and inter-

ésts, are not applicable to the debt, they are not

appli_c‘ablé to the éinking fund. It is an absurdity

to call the sinking fund a borrowing to' pay off a

debt. This fallacy arises from the mode of stating

the account, and from the ordinary method pur-
“ sued ‘in keeping the accounts between ‘the  state

and the commissioners. "It would be just ‘as’rea-
sonable to represent that the: civil list' was sup-
ported by a loan, as that the sinking fund had

C# P, 29
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been supported by a loan. The sinking fund

neither is, nor ever was, a sum borrowed to form
a capital, but an annuity granted to’ pay a debt.
The sinking fund is composed of a surplus of
vevenue. How it was formerly - constituted, and
under what condition it now exists, wi-ll be ex-
plained in the third chapter of this treatise. But
it would be just as reasonable to say that when the
income tax was levied, it was a loan from the
people to the government, as to re.present. that the
present sinking fund,. first coqsututed in 1819,
upon a surplus. of 2,000,000 clear revenuc, and:
the imposition of 3,000,000 of new taxes, was
a borrowed sinking fund. It is bo.r.rowed pre-
cisely in the same sense as a tax 1s borrowed.

* Abolish the sinking fund, and you do not extin-

guish a debt, but you repeal, or have the power of
repealing an amount of taxes.. :

 The third leading principle of the noble al.lﬂ.l()l'
is. The no less evident impossibility of _dcirwmg
benefit from a sinking fund, operating un times of
war, or-of otherwise deficient revenue. o
The fallacy of this principle has been .pointed
oﬁt.in investigating the first. The operation of a
sinking fund does not depend upon a state of war
or peace, but upon the productivene?s of the taxe:\s
imposed for its support. = The question. m,us:t:be, is
there, or is there not, a revenue equal to its sup-
port? When the noble author asserts that no

11

sinking fund can exist, except in periods of peace,

he contradicts experiencée. If a sinking fund be,

as stated, a surplus of annuities, or taxes, beyond

the expenditure of the government, raised in order

to redeem a debt, by the operation of accumu-
lating *interest, it is difficult to see, why such a
system cannot be supported, (under -increased
pressure, doubtless) in war as well as in peace.
But war (says Lord Grenville), by absorbing our
ordinary income; affords no excess of millions for
the reduction of debt; the “surplus - created for
that purpose, in peace, being drunk up by the dog
star, “ the stream will become dry, and all pbssi-
bility of benefit from a sinking fund will vanish.”
It is true that the expenditure of war will, in
most cases, exceed the ordinary revenue of the
country, and the taxes required for a sinking fund
may thereby be diverted from their purpose,—and
no doubt, if the resources of this fund be cut off,
its channels will be empty. But is it not the
ordinary prudence of government to provide for
this occasion? May not a. powerful and active
sinking fund be preserved,—still maintained -in all
its vital spirit, and remain unaffected by any other
contingency than that, which by - destl’oying “all
public credit, shall bury both debt and its redemp~
tion in one common ruin.- -Surely: this is not only
practicable, but in a state of high national credit
and prosperity perfectly easy. - .
‘A new war may require new Jloans and new
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taxes for their support, and a new sinking fund

may be raised for their 1edemptlon ; or the fund
already existing may be enlarged and strength-
But it does not
follow that the revenue, already appropr iated, is
inadequate to the purposes for which it was raised,
because, for the expenditure of war new loans are
required, and new taxes to defray them. * The
sinking fund,” says. Mr. Ricardo, “ was esta-
blished with-a view to diminish the national debt
during peace, and to prevent its rapid increase
during. war.” - Neither Ricardo nor Dr. Hamilton
deny the efficacy of a sinking fund steadily ap-
plied in both cases.. They do not go the length
of the noble author in asserting its utter Aimpos-
sibility of producing any rational benefit in times

of war. The error of Lord Grenville throughout

- is in falling into extremes .on both sides of his
“argument ; first, in denying the reality of compound

interest altogether, and next, in expecting more
from a sinking fund than the nature of it would
warrant, or than its authors ever ‘contemplated.
Tis Lordship first calls it capital, and not an
He then considers government as bor-
rowing it of the people, and argues as if the

“people were doubly incumbered ; first, with the

loan; and, secondly, with the annumes raised for

its redemption.
That the sinking, fund steadllv apphed would

have effected all its purposes there can be no

138

doubt. ‘The sinking fund of Mr. Pitt in 1786,
reinforced by some temporary aid, redeemed nearly
4,000,600 of the public debt. - The sinking fund
dppxommted to the early war loans (takmg the
average price of 4 per cents. dumng the war at -
between fifty and sixty) would have cancelled all |
the debt of those years, had not the nece551t1es of
the state compelled a diversion of- its income.
As 1t. .was, the» prmmple had worked with such
unerring certainty, that in 3813, more than
238,000,000/ of the national debt was redeemed
and an income of 15,000,000/ yearly had accu:
mulated in the hands of the commissioners. It is
true, that this was the consolidated capital of the
old and new sinking funds, and, in the crisis of -
the war, it was judged necessary to apply the-
greater pmtlon of it to the services of the year;
but the principle of redemption and good faith: to
the public creditor were never forgotteh. .
I now proceed to the three fundamental fallacies

which pervade every part of the algumenf of the
noble authm ‘

The first of these is, that there is no reality
in the alleged productive operation of ‘a sum
accumulating at compound interest as a smkmg
fund; that is, as a fund to be applied to the
redemption of a debt due from the people, and
to Dbe 1edeemed by an accumulatmg interest
which must he paid by the - people.
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- Secondly. That it is a mere affair of an
exchange - of equivalents, -and that such an ex-
change can in no case operate to the effectual
relief of the people; . that nothing can -be gained
by such an exchange, inasmuch as an. equivalent
is given and received. ‘

Thirdly. The use of the term “people,” in a
double or equivocal sense in the same premises ;
that is, using the term at the same time in the
éense of a collective body, and in the signification
of a natural individual. B '

By the examination and clearing up of these
fallacies, I shall come at once simply and perspi-
cuously to the principles upon which the inquiry
turns: that is, to the establishment of the three
propositions into which I have above distributed
the argument. I commence with the first of these
fallacies :— B o ’ ’

1. That there is no reality in the alleged pro-
ductive operation of a sum accumulating . at
compound interest as a sinking fund ; that is,
as a fund to ‘be applied to the redemption of a
debt due from the people, and to be redeemed by
an accumulating interest, which- must be paid by
‘the people. , o
- Upon this part of the. subject, the argument of
the noble writer of the Essay is contained in the
following paragraph :-—. o

15

Dr. Price, says he, observes, “that one penny
put out-at Our Saviour’s birth at five per cent.,
compound - interest, would, in the present year,
1781, have increased to a greater sum than would
be contained in two hundred millions of earths, all
solid gold. But if put out to simple interest, it
would, in the same time, have amounted to no more
than seven shillings and sixpence.”  Upon which
Lord Grenville proceeds to observe, ¢ In this pa-
rallel ’~—this comparison of the relative efficacy of
100Z. at simple interest, and 100/ at compound
interest—¢ Dr. Price has assumed, without proof,
the identity of the amount of wealth so employed.
The two operations are, so far from being identical
in this respect, that, in this very point, the differ-
ence between them essentially consists. . The only
reason why the same original sum, employed -at
compound interest, reduces debt faster than at
simple interest, is, because there is thus expended,
for that purpose, within the same period, a much
larger amount of wealth. And what wonder is it,
if, with more money more stock is bought?
Who does not see, that a capital without its-in-
terest cannot be identical with the same capital
increased by the addition of its interest—that an
annuity of a hundred pounds is less than one of a
hundréd and five pounds; and that this difference
will increase as often  as fresh interests are added
to the latter sum, while the former continues un-
a_ltered ? . Must we not conclude, therefore;, with-

: Lf~""~7"‘:<:-: T ,‘ o
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out meaning the smallest disrespect to the memory
of Price, that his whole reasoning on this subject
is fallacious ?  The results which he has so strik-
ingly contrasted, the few shillings of the one case,
and. the inestimable riches of the other, are really
the products ; not, as his argument supposes, of
the same amount of wealth differently employed,
but of different .amounts of wealth ‘similarly em-
ployed.  He operates, in the first instance, with a
single annuity of. fixed amount, and, in the second

with a mass of annmues, mcxeasmg by unlimited
And how. could the difference of
their power be less than mﬁmte 27 ‘

accumulation.

. Now, without meaning any disrespect to the
noble -writer of the Hssay, it will require very
little to show that he himself, and not Dr. Price,
has here fallen into a fallacy ; and into that species
of fallacy,which is termed, by logicians, the con-
fusion of the substance with its m,ode»s.'

hundred pounds employed at compound interest,
is manifestly the same substance, but employed in
two different modes; the one in the way of simple
mterect the other in the way of compound in-
terest. - The issue, or .produce, of the hundred
pounds, at simple or compmmd interest, is the

relative produce of the same sum, the same sub-

stance, the same thing, applied in dlﬁ'erent ways.
Dr. Price’s ar gument requires him to show, that
an hundred pounds employed at simple interest,

A hun-
dred pounds employed at simple interest, and a

17

andv one hundred pounds employed at compound
intgrest-; that is, the same sum, - the identical
amount,” would produce (without. any’ extraneous
aid, but from its own operation only) such dif-
ferent relative amounts; and he does show it.
The identity that his argument requires is -the
identity of amount. It is true that, in the process
of compound interest, the principal is progres-
sively ‘increased by the addition of the accumu-
lating interest ; but this addition is still the issue
and produce of the same one hundred pounds
To- explain this reason iing by an illustration more
familiar, pelhaps, than  elegant—If an animal
breed on]y her own young yeaxly, the amount of
stock, at the end of ten years, may be ten, or
a dozen head. But if not only the animal her-
self breed her young, but every young has its
own offspring—every young its young—it is ma-
nifest that the stock may, m the ten years, amount
to a very large increase. But in both these cases
the produce is the issue of the same animal.
Nothing extranecus to the original animal has
been brought in.* The different produce of the
animal itself only breeding, and the animal and
its young breeding, are the relative produce of the
same identical animal; that is to say, nothmg
extraneous to the or iginal px omeatmg power has
been produced. ‘

-The manifest inference from the above prm-

c
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ciple is, that there is a reality in' the operation- of
compound interest,—that there is a most effective
difference - between  the same sum employed at
simple and compound interest, and that there
appears no reason on the face of the argumefltc;
why this principle shall lose its effect when applie |
to a national sinking fund. o

“2. Upon the fa_lldcy contained in the proposi-
tion, that the reductions of debt effected by the
o])é—ration ‘of the sinking fund (H.Id conzz?ound
interest, are mere exchanges of equivalents ; qnd
that such exchanges can in no- case opemte; to
the effectual relief of the people ; t/za_t. nothing
can be gained by such an exchange, z.nasmuck
as the same walue only is given and recewed.
Under this head, Lord Grenville’s argument is
briefly this—In all these cases, the benefit and
sacrifice have uniformly been of an exact equal
value. The benefit has consisted in the Purchase
of certain public annuities. The sacrifice has
consisted in the cost of those purchases.’ B.ut‘ al.l
these purchases have heen made by free COll]p‘et'l—
tion in the open market. Each portion of stoc.k,
) bought, ‘was, therefore, at the period of 1its
purchase, . the precise equivalent of the money
which was paid for it. It is, therefore, a: merga
ekchange of equivalents. Every purchase: has
been made at the market price, and therefore
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implies, on-both sides, an equal transfer of ex-
changeable value.” * : R R R
- All this may be granted ; and, if nothing more
was intended to be affirmed, than that all bargains
in the market of the world are necessarily ex-
changes of  equivalents, or, in other words, that
the article bought is worth its money price, and
that the money price is only the exact measure of
the value of the: article, it would be impossible to
dispute such an obvious truth.. But the proposi-
tion manifestly goes further, and, grounding itself
upon these undeniable premises, infers, that there
can be no benefit, no advantage, no utility, in the
transaction, inasmuch as the same value only is
given and received ; for, as the public have given
as much for the redeemed annuities as they were

worth in the market, where is the benefit or
gain ? : B » : o
"The fallacy comprehended in this part of the
proposition consists in losing sight of the distinc-
tions of value,.or perhaps too rigidly adhering to
the technical notion, to which the political econo- .
mists of the day have confined that term. Bat
there are manifestly two kinds of value, ahsolute
value, and particular value,—that is to say, the
value of an article in the . general market of the
world, and its peculiar value to the  particular

buyer. - In the market of .the world, every article

* Essay on Sﬁpposed Advantages, &c. pp. 37 to 47.
C2
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and commodity has its certain - adjusted  value,
which, as abstracted from all the circumstances of

‘the buyer, and in no degree depending upon those

circumstances, or affected by them, may be termed
its absolute value. “In this general’ market, the

- article sold and the . price given. for it will be
exactly equivalent, and the exchange will there-
“fore be a mere exchange of equivalents. The

absolute value, therefore, of the money given, and

- of the article bought, will be precisely the same;
“and, as regards this point, namely, absolute : value,

the buyer will certainly gain ‘nothing in any such
dealings. But is it not manifest that, from the
‘particular circumstances of the buyer; and from
the peculiar aptitude of the article bought to those
circamstances, such  article may have a ‘relative
“yalue very far exceeding -its ."gén'eral value 3 and,
though the buyer may have gained nothing in the
-exchange on the score of general .value, he may be
a great gainer in the point of relative value ?

Suppose, for example, a ‘landowner sells the

_timber on his estate’ to pay off a mortgage, or

the interest of a mortgage, which is about to- be
foreclosed ; when he carries his timber into the mar-
‘ket and gets his price for it, he so far only - makes
‘an exchange of equivalent. - S0 much money for

- s0 much timber. He has got the money, but he
" -has parted - with the timber; he has ‘given: value

for value, and so far he cannot be said to have
gained any thing in general value. ~But let the
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question be put to any common understanding

whether, under all the circumstances of thé case? |
‘a landowner so selling his timber to save his es’ta‘te,
has-not* gained by the transaction? In plain
words, there not only may be, but in thé déﬂy
practice. of life, there always is, such a differencé‘

- between absolute and particular value; between

the general value of an article in the market of
the world, and its particular value as it may fe; .
spect_the circumstances of the‘dealer': And it is in.
no case a certain_conclusion,’that’a,party‘ gains ﬁo—
thing by his dealings in the market of the woﬂd,
be-cause such dealings can never amount to any.
thing more than a mere exchange of équivalents. |

All fair commerce is a. mere exc_hange‘ofl equi-
valents; and yet, in. fair commerce, both parties
are generally gainers; each. parts with. what he
can spare, and acquires what he wants.

- If the argument of the noble writer were in-
deed true to its full extent, that nothing is gaine»dr |
by an exchange of equivalents, and that all pa{r~
ments in redemption of debt are of this. natuxje
the necessary conclusion would be, that no xnaﬁ’;

- situation would be improved by the discharge of

his obligations, and that nothing. would be»gainéd
by the gradual redemption of incumbrances. In-
d'eed, he appears to suspect this consequenceﬁof-'
his own argument: ¢ Suppose,” he says, “ga

landed proprietor, with money saved out of the



i R T e TS e ot e A R T BT £ TR T T
N :

22

proceeds -of his estate, buys off a rent-charge
with which it is burthened. What profit does he
find in the exchange?” It is wonderful how the
fisuse of terms may mislead the most acute
minds. Instead of the word profit, employ the
terms, what utility, benefit, or improvement in
his situation has such landowner effected, and the
question will require no answer. ‘The money so
saved by the landowner, and so beneficially em-
ployed to clear off his incumbrances, might other-
wise have laid uselessly in his drawer, or perhaps
have remained in the hands of his banker, and
not necessarily have been making interest. In
paying off his incumbrances, he ‘has applied it
to a lucrative use, and has permanently improved
his situation. Can it be fairly said, that he has
gained nothing by such a transaction?

Now, what is the result of this reasonmg'r’

Is it not, that there may be a great positive ad-

vantage, a great improvement in our condition, by
dealing in the market of the world for the gradual
buying up and redemption of the national annuities;
although, at the time of the purchase of these
annuities, the commissioners of the national debt
should give their marketable worth; and that,
although in the general market all dealing is ne-
cessarily a mere exchange of equivalent (as regards
the value of the article given in exchange in such
market), there still may - be such circumstances in
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the price given, or the article bought (as regards
the buyer or the seller), as may make the rela-
tive value of the thing gained greatly prepon-
derate over the general value; or, in other words,
may be productive of a great utility, and a vast -
improvement in the condition of one or other of
the parties.
Let me conclude this part of the SlleeCt by
supposing a case of daily occurrence in the busi-

~ ness of life. Suppose that a person has an incum-

brance of ten thousand pounds upon his estate,
and should pay it off at the rate of one thousahd
pounds per annum, how will Lord Grenville’s
principle bear upon this? You have gained mno-
thing by this transaction, the noble writer will
say, as you have made a mere exchange of equi-

valents. You have paid off ten thousand pounds
debt in ten years; but then you have given away
ten thousand pounds of your savings; you have,
therefore, done nothing. But how different would
be the language of any prudent friend, to whom
such a landowner should relate what he had ac-
complished. “You have done well, he wduld say 3

" first, in saving, and then in carrying your savings

to a good account. You have paid off the incum-
brance on your estate, and you have paid it off
gradually. You have got rid of the debt, and
you have scarcely felt the effort. |
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3. -On the fallacy resulting jfrom employing
‘the term “ PEOPLE,” in a double or equivocal
sense in the same premises—that is, using this
term at the same time in the sense of a col-
lective body, and in the signification of a
natural individual: '

This is another most considerable fallacy per-
vading“the whole work of the noble writer, and
not only obscuring his view of the subject, but by
the force of mere words misleading him into
erroneous conclusions.  Its important effect upon
the whole argument may be rendered intelligible
from an example. It is true, for instance, tha}t
all taxes are raised upon the people, and it is
equally true that they are again distribu‘ped
amongst the people in payment of work,. wages,
and produce, labour or service, aﬂ'ordedlfl some
shape or other, to the government; that is, that
the same amount of taxes is paid by the people
in one way, and received back by them in another.
But it does not thence follow, that, inasmuch as
the people receive the amount which they pay,
they therefore, in fact, suffer nothing by taxes.
that taxation is thus only an imaginary burthen,
and that, in the equal amount of what is levied
from them, and paid back to them, the people in
truth undergo no sacrifice. All facts and expe-
rience prove the absurdity of this conclusion, and

upon this simple reason,-—because the money 1s
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raised as taxes, and in certain masses from the
peopl’e,‘ in their collective capacity as a people,
and is re-distributed amongst them, as national
expenditure, in their several capacity as indivi-
duals; and therefore, does not return either to
the same individuals, or in the same amount to
each. ' .
~ In what, therefore, does the fallacy, as to the
form of reasoning, of the noble writer consist?
Simply in considering the people in the same
premises as a collective body, and as an individual,
And, because a proposition is true of an indi-
vidual, namely, that if you give and take from
him an equé;l amount, you leave him in the same
original situation; thence inferring the proposition
to be equally true of a collective body. - The
people, as a collective body, is a moral person,
and every thing may be predicated of it which
belongs to a corporate nature. But the people, as
a natural body, is composed of as many members
as it consists of individuals; and though a propo-
sition may be true of it in its collective capacity,
it by no means follows that the same will be true
of it when distributed into its individuals.
 Let me briefly exemplify this principle, as it
applies to the question of the sinking fund.—
Suppose that A. borrows of B. 10,000 pounds,
at five per cent., and - for the purpose of a

gradual redemption of his debt resolves (in addi-

tion to the 500/ per annum paid to B. for the
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interest) to pay a further annual sum of 100/.
into the hands of C., as his trustee, to‘be em-
1;loyed as a redeeming or sinklr.lg fu.nd.—-.buPpos:.e,
for the purpose of effecting this object, 1t 1s s hx-
pulated, in an express trust (.leed l.)etween t e
parties, that, as C. shall re_celve‘ this 100(l1. ctlg-
nually from A., he shall immed}ately lend le
amount to a banker, or money-scrivener, D, w 101
is willing to give bim interest for the same, anc
that, as D.’s interest shall become due upon

these loans, C. shall, in like manner, after hav-.

ing received it, re-lend it, as so much additional

‘principal in D-’s hands, and shall proceed in the

same manner with every successive divifier}d, addix;g
to each dividend the annual 100/. received from A.
Here it is evident that A. never pays more tl'lan
100/ per annum to this redeeming fund, w.heléaets
the amount of money, which accumulates 1n ;ls
hands V(orA rather in D.’s for C’s use) to.xvax'tis lt ef
redemption of the debt, will, after an Interva ot
some years very greatly exceed the total. amoun

of what has been received from A..; that is to say,
the amount in C.’s hands will consist of t.wo parts:
the first, of that part which has heen paid b.y A: H
and, secondly, of what has been accgmula.tmg u;
the trading transaction of compoum? 1.nteres‘
between C. and D. - Here, _therefore, it is pel‘;
fectly intelligible, that A.s debt hag been reduce

to a greater amount than by the 'sum of the pzty-
ments which A. has made ; th’at is, that the accu-
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mulations have not been made at the expense of
the debtor. And yet the noble writer asserts,
“ that the system (that of compound interest and
the sinking fund) is one of self counteraction in
all its parts, and that the money which thus
redeems the debt is all drawn from the wealth of
the debtor; and the mode of redemption -shuts
out all possibility of his profiting by the trans-
action. Both these circumstances prove alike,
and beyond denial, the utter inefficiency of the
whole project.” :

In the above example, as D. is a party éntirely
distinct from A., there is no difficulty in perceiv-
ing that the accumulations in C.’s hands, effected
by successively lending the accruing interest to
D., are all so much clear gain to A. That is, it is.
an effectual increase beyond the amount of his
own payments, and an angmentation in ho,degree
proceeding from himself. The only further ques-
tion will be, whether there is any thing in the
character or properties of a people, which can be
supposed to vary the operation when performed
upon a collective body ? Tt is impossible to see any
thing of this kind. If the people, indeed, were
an individual, they would represent the condition

~of A.in the above supposition, and the accumu-

lation, as well as the original interest might be
said, according to the noble writer, to proceed

altogether from .the same source. But as the

people are a collective body, there is nothing. to
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render it a neéessary'Conclusion, that the accumu-
lation is so much more money paid by the original
debtor in redemption of his own debt. As the
people in its collective body are both debtor and
creditor, and as, in fact, there is no party through-
out the whole transaction but the people, there 1s
nécéssarily some obscurity in the"question from
this difficulty of even imagining such: dis‘tinct?on.
But so far as the mind can abstract the question,
“there appears no effectual difference in the opera-
tion of compound interest as applied to the peop.le
in its collective capacity, and to three or more dis-
tinct partiés of individuals. ‘It is certainly true,
that, from the particular relations of the people
as debtor and creditor, and from their property of
revolving into and intermipgling with each othex:,
the total amount actually paid as dividends acce-
-dentally happens to represent both the simplg
interest payable on the debt, and the compound
interest made by the operation of the sinking fund.
But as the compound interest is so much gain,
“that is, as the nation is debtor “as regards the
simple interest, and creditor as respects the accu-
mulation, there is still, in effect, if not in form, a
substantial gain and increase, and this is as clear,
if not as distinct, as in the case of a like process
amongst individual parties. -
" In order to view this more intelligibly, let it be

further éupposedr, ‘that A., at the time he borrows

the 10,000/ shall have given to B. of whom he
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borrowed it one hundred transferrible notes of
100/ each, that is, to the amount of the sum bor-
rowed ; such notes to bear five per cent. interést,
payable quarterly, but their principal not to be
demandable. Now when a considerable sum shall
have accumulated in C.s hands, from the annual
interest of 1004 received from A., and from C.
baving lent it and its accumulations, during, some
interval, to D. ; let it be supposed, that, instead of
continuing to lend it to D., C. shall go into the
market and buy up A’s notes. Is it not manifest,
that the result of this transaction will be précisely
the same ; as if he (C.) should have continued to

- re-lend the accumulations as before to D. Though

what A. shall then pay, as the interest of the
notes bought up by C., will as to the efﬁcaéy of
the sums . paid, be compound interest, A. will, in
fact, as regards himself, only continue to pay the
simple interest upon his debt, though under,‘.the
peculiar nature of the tramsaction, such simple
interest will have the functions and.the value of
compound interest. In other words, it makes no
difference - whether - the operation be performed
upon. parties actually distinct, . or whether it work

through the medium of A.’s.debentures only;

that is, whether there be an actual -distinct party,
who may borrow. and pay compound interest, or

- .whether the operation is performed by successively
‘buying -up the debentures of -the debtor, and thus

making him in form, though not in effect as to
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any additional burthen upon -kimsclf, the instru-
ment of paying the compound interest upon his
own debt.

In the case supposed A. contmues to pay the
interest upon the whole debt, until all his deben-
tures are bought‘up; as the taxes are continued
to pay the annuities purchased by the. commis-
sioners. ~ In both cases it may be said that the
money, which redeems the debt, is drawn from
the wealth of the debtor. - And I know no other
way in which any debt is ever paid off, except
by the bounty of a third party..

Let us again look at the case above supposed
namely, that of A. setting aside 100/. annually in
the hands of C., that C. may employ it at com-
pound interest to reduce the debt, and let us seek
an answer to the question, in what consists the
advantage, or utility, or gain of. A. Does it not
appear, that this advantage or utility is two-fold.
First, that A.in this manner pays off his debt by
installments. Secondly, -that a kind of trading
operation, that of compound interest, is performed
upon each installment, the effect of which is, .that,
after a short interval, a much larger portion - of
his debt is redeemed than is equal in amount to
the sums which he has actually paid. ,

If it be said, as it has been, that if this money
raised for a sinking fund were left in the pocket
of the public, the public - might make the -same
accumulations ; it may be answered, that the
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public certainly might so employ.it, but would.

the public do so? Let it be remembered, that
though the collective amount of the taxes raised

for this purpose amount, say to five millions, the

sum contributed half-yearly by the majority of
the payers of taxes, is necessarily veryinconsiderable,
so much so, that in ninety-nine cases out of an
hundred, the amount saved would inevitably
and insensibly pass into expenditure. ~Abolish the
sinking fund, and every payer of taxes will cer-
tainly have his proportion of what is taken off in
his pocket ; and in not paying any longer to the
reduction of the debt, he will have so much more
for his expenditure. If he employ this saving in
trade or at interest, and shall continue to do the
same with every successive accumulation, he will
do the same as the commissioners of the sinking
fund, and he will therefore gain nothing by the
continuance of the fund. But if, instead of em-
ploying this amount -of saving in trade or at
interest, - he allows it to be absorbed in his annual
expenditure, he so far impairs his situation, that
he renders his debt perpetual, instead of gradually
reducing it by the double operation of insensible
installments, and the successive lucrative employ-
ment or such installments.

According to the system of ILord Grenville,
there is no just ground of preference between
prodigality and economy, and the prodigal - is,
according to his principles, the wisest man; inas-




S

392

much as he enjoys his present means to the full
extent, and, though compelled to borrow, never
troubles himself by makmg any provision for the
payment of his debt. He goes on borrowing as
long as any one will lend him, and as every mort-
‘ gage and its interest are upon this system perpe-
tual, he may go on till the entire estate is swal-
lowed up. ~This is Lord Grenville’s vs?se man ;
one who abstains from adding to his present
inctimbrances by any provision to redeem thfem,
and thinks it quite enough to pay interest, with-
out any . attempt to pay the debt. Is not such a
result ﬁom his principles a sufficient ploof that
they cannot be true ? : -

If any thing further were wantmg to lllllbtlate
this part of the argument, may not the reader be
referred to the saving banks. —Here the effects of
a steady accumulation may‘be- segn By means of
these excellent institutions capital is monthly and
yearly. .very largely increasing, and ever y . depo-
sitor feels the benefit,—although, in his double
character of depositor, and one of the people, he
at the same time deposits his s'wmgq, and in some
sense administers to their increase.

CHA'PTER' II.

Of the obligation of the nation to maintain the smkmg fund :

on the ground of good faith.

THE ptop'osition under this head is, that the
government is bound to maintain this fund -in

- good faith to the creditor, as a part of the sys-

tem under which he was induced to advance his
money; and to the maintenance for which he
looks, not only for his security, but for his stock
maintaining that value in the market which he
contemplated at the time of his original advance.

I do not intend to assert that the government
is bound in the same extent to every class of the
national creditors; but it is very manifest to me,
and I think will be equally so to the reader who
will follow me thrdugh a brief summary of the
lnstltutlon and progress of -the different stages of

-our debt, that the government lies - under  this

obligation to a very large clasg, of the national

- creditors,

It is unneressary to state, except for the purpose
of order, that the origin of the sinking fund was
in 1716, at which time it was called by the name
of the “Walpole Sinking* Fund,” and was comy

D
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posed of an actual surplus of the taxes of those
days above the expenditure. An express act of
parliament was passed, that this sarplus, and its
accumulations, should be united under the name
of the sinking fund, and be appropriated to the
discharge of the national debt.  In an account of
this fund, by Dr. Hamilton, it appears that it was
maintained inviolate till the years 1783, 1734, and
1735, in each of which years'a very considerable
amount was deducted from it for the current
service of the year. In 1717, says Dr. Hamilton,
«the produce of this-sinking fund was 323;4871.”
In 1776, the amount of the fund was 3,166,517/,
But there was no fund carried ‘to the reduction of
the debt; but the whole was absorbed by the ex-
penditure of the year;. and, in truth, this was the
same fund which in 1786 took the name of - the
consolidated fund.- :
 Tn. the year 1780 the old sinking fund was
reduced to 2,403,0177. This fund continued,
with more or less variation, until 1786. - In that
year, amidst the loud praises of the public, and
with the warm approbation of the noble author of
the Essay, Mr. Pitt’s fund was established. - But
before taking leave of the old sinking fund, justice
must be done to it. It had reduced about
8,500,000/ of the pational debt, and, during several
years of great pressure,: had contributed most
materially to the public service. ' o
It is unnecessary to say that Mr. Pitt’s fund
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‘was composed of 1,000,000/, 'annually which wa
tg l?e allowed to accumulate at'compm;nd int rest
until -‘.it should amount to 4,000,000, [;mSt
fgachmg this point, the 4:,000,0061. w.exr;e'tdp;))‘n
mvested in the public funds, and the divid ’d‘"e
to be employed in taking off taxes.” - l*en S

M. Pitt calculated that, in twenty eight years, -
e

ins fun(.i would be improved to 4,000,0007., when
ﬂz:: nailupn would»e’xperien‘ce immediate benefit in
he release of taxes by the application of the
simple interest. S R o
f.m’In (;792., a new, or third sinking fund, was
rm? s .Wlth three such important additions to th
(cionstlt'lxtxon of the original fund, as in fact'reﬁe
4310&(1) 1t a new and more efficient capital. * First
»000/. -surplus of taxes was added. Secondl .
a further annual grant of 200,000/ was madf:

And, thirdly, it was ordained by act of parliament |

.that every future loan should bé accompanied b
1ts own specific sinking fund, of one per’ y
upon -the amount of such loan, to be Said by
taxes imposed for that purpose. ’
56ie()tvvee»n 1798 and 1801, Mr. Pitt had charged
»000,000 stock on the credit of the income t
Upo.n, the conclusion of the ' peace of Amien alf‘.'
cqntlnuance of that tax was the subject of Sr’nl:lc'lel‘
::f:dar cpm‘plgint; and it was so defective in its
o (;ielmerll\tl, as to" be harsh,( unproductive, and -
- - r. Addington was “-t‘hu‘s compelled ‘to
ve this tax, apd for the purpose of “providing
D2
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for the service of the year 1802, and to wind up

the expenses of the war, he imposed permanent
taxes to meet the charge of 86,500,000/. But he

omitted to ‘provi'de ‘a sinking fund ‘upon " that

In 1802, however, this fund may ‘be said to
Lave assumed a form, which, as regarded the
public creditor, so materially altered its nature, as
to justify me in calling it the Fourth sinking fund.
“Under the acts of 1792, the sinking fund at this
period consisted of three distinct parts or funds;
1. That which arose from the original 1,000,000..
per annum of 1786. 2. The 200,000L. per annum

 of 1792. 3. The one per cent. specific fand on the

eapital of every future loan. In 1802, as the
actual circamstances of the country could but ill
béar the additional one - per cent. upon the large
loan required for the service of that year, Lord
Sidmouth, the minister of that day, brought in an
act, by which “all the above funds were conso-
Jidated and directed to be applied to the redemp-
tion of the whole debt without distinction. Had
‘the circumstances of the country permitted the
steady application of this fund, it would certainly
“have redeemed the debt in a much shorter period
_than the funds of 1786 or 1792. ’

- From 1802 till 1813 there ' continued to be
" successive - deviations, ~or, rather, in\'rasions' upon
this original plan of the sinking fund. They dif-
fered in detail and amount, but came in substance
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to the same thing ; namely,  the appropriation to
the service of the year, or to a present necessity
of some greater or smaller portion of the fund; S(;
as to diminish the pressure, and proportionétel;rio

protract the future. efficacy of the fund. In 'the

year 1813, Lord Bexley, at that time Chancellor
o.f the Exchequer, found himself under the nécés-'
sity of appropriating a large portion of the sinking
fund to the current services of the yeai‘ an’digt
was thus converted into an auxiliary annu,al fund
dl?l‘l,n.g' the remaining. period of the war. “Upon
wmdmg up the expences of the war, the same
necessity being acknowledged and felt, the sink-

ing fund continued to be so applied until the year

1819, when a new system commenced. Parlia-
ment at that time resolved to establish a sinking
fund of five millions annually ; and three millions

of ‘additional taxes were imposed for that pur-
pose. '

- It is not within the present purpose to enter

into the detail either of the reasons or effects of

this new formation of the original fund. It will
be Sl.lﬂ_icient to say, generally, that the motive—
t?xe imperious motive—was in the absolute neces-
sity for present relief. 'There was no other mode
by v.vhich the large demands for the public service
dlfrmg'the latter years of the war, could be sup:
pl}ed. - In the actual suffering of the agriculture
and commerce of the country, in the transition
from war to peace, which followed shortly after-
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wards, it was impossible to impose any new taxes
to such an amount as was required upon.the
winding up of our vast expenditure. Such, to
speak briefly, is the summary of the history of the
sinking fund, from its establishment in 1716 to
the present time. Such was its constitution and
its. progress, ‘and such have been its successive
variations.

It is argued by. the noble writer of the Essay,
that the public creditor has no claim on any of
these smkmg fundb, and can have no right, or
even equltable expectation, to call upon the go-
vernment to continue to maintain . a sinking fund
as a part of the 1mp11ed engagement to the na-
tional creditor. But a very brief examination of

the circumstances of the loans which were made at

different periods, during the. successive formation
of thes‘e funds, will be sufficient to show, that the
author is much in error. ,
- Previous to the establishment of Mr. Pltt’

sinking fund in 1786, it must be conceded. that
the public creditor had certainly no claim upon.

the sinking fund, The public debt of that period

was in. part contracted before the sinking fund -

was thought of, and was . in part successively in-:
cxeased not only without any mention of. the

smkmg fund as a collatelal security, but with the -

express understandmg, on all sides,. that the sink-

ing fund was a prudential arrangement on the
part of the ‘government only, and_did not enter
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into the contract between the public creditor and
the state. The money was lent by the public cre-

ditor upon the general faith of the .country, and
neither the minister nor the contractors themselves

at .any time introduced the mention of the sink-
ing fund, either as an auxiliary security, or as ap
instrument for keeping up the price of stocks.to a
certain standard. In plain words, -the sinking
fund, up to this period, was a mere politic device
on the part of the government for keeping under
the amount of the national debt, . and was ndt any.
specific engagement or contract with the persons
who advanced their money. , .
Neither can it be contended, that the credltors,
who advanced their money between the per iods of

1786 and 1792, had any claim,.in strict right, upon

the sinking fund established and accumulating

between those periods, nor that they can:retain .
any claim with reference to those loans. They

might, ind_eed, have created this claim, by adv,ahc-
ing . their money upon the new. funds ,insti_tl\xtﬁedﬁ.
with the special condition of redemption.. Look-.
ing at the sinking fund, then established, tﬁev
might have contracted upon it as a collateral secu- .

rity. But they did not do so, but voluntarily dis- .

pensed with this advantage. They. acqulesced

therefore, in. the amalgamation of the whole na-. )
tional debt, both previously to 1786 and in. the. .
mterval between 1786 and 1792, and theref'me ,

abandoned all claim of this nature. Let us sup-
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pose that a court of equity had existed, into which-
this class of creditors might have cited the govern-
ment, and have demanded the application o.f the
sinkihg fund between 1786 and 1792 for their re-
demption? - Could they establish-any lien on that
fund? Certainly none of strict right, and scarcely
indeed one of reasonable equity. They could
not pretend that any express stlpulatlon had been
made with them that this sinking fund should be
so applied. As a matter of public conven'xence,
indeed, it was intended so to apply it; but it was
a matter of convenience only. There was no
obhgatlon of faith, no engagernent by contract,
express or implied, to make such application.
The public creditor might, as above said, have
secured himself by a mode of making his advance
similar to that adopted in the creation of the
three and a half per cents. in 1818; a stock
which was raised on the express condition of re-
demption. But he neglected to do so; and, by
his acquiescence” in the measures of government,
surrendered all claim to any specific lien upon the
previous fund. ,

‘The case, however, is very dlﬁ'exent with those
who have become public creditors subsequentl)r. to
the year 1792. By the act of 1792, a sinking
fund of one per cent. was created in favour -of
every subsequent loan, in order that every future
loan, according to the palhamenta.ry phrase of
that period, might carry in it the seeds of its own

41

redemption. Under such circumstances, it cannot

be denied, that the creditors subsequently to 1792
have, in fact, a claim to the one-: per cent. sinking
fund, created in each’ particular year; or if they
have not a strict legal claim, have at least such an-

expectation in point of good faith as must bind
the public. Indeed, the equitable claim -of this
class of creditors would. have been: so strong,.that
if' they had’ petitioned against any alteration: or
subversion of the sinking fund, parliament would

have found great dlﬂiculty in dealing with. their

application.

Another distinction must also be taken between :

the British and foreign creditor..  As regards the-
British creditor, he has at least a partial compen-

sation for any interference with the sinking fund

by his necessary participation in the reduction

of taxes. But it is otherwise with the forelgn‘

creditor, the value of whose security is diminished
without any countervailing benefit of this nature.

At the time of the income tax this distinction

was felt and acted upon by the government; the
foreigner being in consequence protected.

Is it not, therefore, manifest, that a ver y lar ge
portion of the national creditors possess a reason-
able claim to the constitution of a sinking fund,
and have a clear and str ong equity to call upon the
government to maintain it as a part of the national
engagement and faith. - Will they not have a
right to say, that the maintenance of this fund is
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necessary, both to"the integrity of ‘their secunt);,
and to the keeping up of the value of their sto;:1 k
to the standard which was contemplated at ; (;
time of the contract? May they not urge, th i
when they bought their stock, they trusted tha

under the operation of the sinking fund, it could

never fall below a certam value; and that this was
one of the cncumstances "under which they vc;exe
mainly induced to advance their money? May they
not employ this language—We lent you our r;l(:neyli
because you engaged, according to your habits 1

other transactions, to act like a prudent debtor :

that is, to set aside a portion of your income to

reduce your debts, and by means of an aiut:hand
mgemous trading operatlon, to diminis 1elm,
from time to time, in a much larger amount tdar(;
would be equal to the sum of your own unaide
payments? By departing from this system, you
at once d1sh0nour yourself and injure us.
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 CHAPTER III.

Of the necessity of a sinking fund, from its own independent

efficacy ; that is, as a system working, by compound in-

terest, to the gradual reduction, or keepmg under, . of
the natxonal debt

1IN the plevmus ohservatlons upon the thll’d fal-
lacy of the noble ‘writer of the Essay, i in denymg,
totally, the efﬁcacy of a smkmg fund, upon the
ground that ¢ the payments of all kinds—the
compound interest as well as the annual fund, can

only come from the people,”. the subject of this

chaptel has been bneﬂy discussed. - The greater
portlon of what has there been Sald necessarily,
bears upon this part of the subJect and establishes,
affirmatively, the value and eﬁicacy of the sinking
fund. Little, thelefme, remains to be stated upon
this portion of the argument, except to consider,
more lexsmelv, the propositions there advanced,
and to confirm their truth by exhlbltlng‘ them
more distinctly to the reader.

The substance of what was sald, in the ﬁlst
chaptex was dnected to establish the two follow-
ing propositions, " as constituting the value and
cflicacy of accumulatlon by compound mtexest (01,

in other words, of a bmkmg fund,). as a bystem of
uduung debt.
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Tirst. That a fund so set apart, operates to the
extinction or reduction of debt, upon the principle
of a payment of debt by installments,—Secondly.
That the employing such installments to accumu-
late, in the mode of compound interest, is a kind
of trading process, applied successively to each
annual installment as a capital; and that the effect
produced will be, that, after an interval of some
years, the amount of the installments, and of
their accumulation, will very greatly exceed the
sum of what has been paid by the public for
the purpose of reducmg or extmgmshmg the
debt.. ' |

In this result, it was argued, consisted the value
and efficacy of a system of accumulation by com-
pound interest; and in this result, it must be here
repeated, consist the value and efficacy of a sink-
ing fu';id. _

There can be no difficulty in understanding,
that the sum directed to be paid and set apart
every year—say five millions—is, pro tanto, an
installment set apart for the payment of the debt.
1t appears equally clear, that the applying of each
of these installments, as each is paid, to accumula-
tion in the mode of compound interest, is a kind
~of trading, that is, a lucrative process, by the
eﬁ'ect of which the amount of these mstallments,
that is, of the capltal employed, is very greatly
increased, and thereby a much larger sum carried

o DG
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to the reduction of the debt than what had been
contributed by the people. -
The noble author of the Essay -on the Smkmg
;Fund indeed, contends ‘“That all this is 2 mere
fiction;” because he argues, that all the annuities
received by the commissioners, and applied: to the
purchase of other annuities, arise out of.money
contributed by the people. But, by the same
process of reasoning, it might be proved that the
national debt -is no debt at all, because it is
owing by the public ¢o0 the public. But this

fallacy of the exchange . of equivalents, and: the -

fallacy ‘in the confusion of the term pecple, - have
been considered in the first chapter.

‘To complete this pait of the subject, and to esta-
blish, asit appears to thewriter, thevalue and efficacy
of such a fund beyond all dispute, there remains
only to add a third proposition to the above two.
This proposition is, that the amount of this
annual installment or sinking fund, say five mil-

“lions, or whatever it may be, is not so''much

money taken from the productive. capital of the
country, but from that kind- of floating and cir-
culating income which, if not :so taken by the

government, would pass into current and unpro-
“ductive expenditure; and, @ magjori,” would rarely

be employed' by individuals in-any way similar
to the mode in which it is used by government,

“that is, “in the way of accumulatlon by compound
interest.
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It appears to the writer, that this proposition
is evident almost upon its own face. ~Suppose the
sinking fund to be 5000, 000/.. per. annum,  how
small a portion of that sum must be. the contri-
bution of any individual ; - and how impossible is it
to imagine that such a small sum ~would. in any

“case be added to the productive: capital of the

country? Of those who pay to this 5,000,000/
fund, how small a portion are concernedin such
operations of trade. and - commerce, as would
afford them even the opportunity of adding the
amount of this part of their taxes to their trading
capital. - It is, perhaps, a reasonable calculation,
that the proportion of our population who' pay
direct taxes amounts to about one million. = In
this one million payers of taxes, how large a
proportion of the 5,000,000/. sinking fund is paid
by the richer classes —of the community,—by
persons such as land-owners, professional men,
and others, totally unconnected with trade and
commerce. How small a proportion, therefore, of
this fund will remain to be paid by the trading
classes of the community. . Supposing that - the
one million payers of direct taxes paid in equal
shares to the 5,000,000/. sinking fund; the pay-
ment of each person would: be 5/, annually. But
let us deduct such a portion of this fund as may
reasonably be presumed to be paid by the more
opulent: persons, and particularly by the landed

" hody, by professions, and persons having incomes

ay

from the funds,—and will it not be a fair inference,
that the average payment to this fund by persons
engaged in trade does not exceed 2/. each annu-
ally? Is it necessary to argue that sums of this
amount, however large in their aggregate, are
too small severally to have any. effect - ‘whatever

upon the trading capital of the country? Is it

not evident that such small savmgs would neces-
sarily pass into current expenditure, and that no
one would, in fact, entertain any notion of aug-
menting his capltal by the amount of the forty
shillings saved. A
Again, if we consider the 5,000, OOOZ of the
sinking fund to be raised by indirect taxation, and
therein to -fall upon commodities consumed - by
all classes of the community, the repeal of those
taxes, from whence it is derived, would afford
so small a relief to the several contributors,
as to leave little in their hands which could
be considered as a fund or capital to ‘accu-
mulate.  Tor example, the total amount of
the salt tax upon all classes for 1821 was
1,500,000/. ; " that is, about two shillings per
head annually upon each member of our popula-
tion. ‘The amount of the tax upon candles
levied upon the whole community is. about
500,000/, ; that is, about eight-pence annually
upon each of our populatien. The amount of the

soap tax is 1,000,000/ ; or one shilling and four-

pence annually per head throughout the commu-



nity. Now, the articles here stated are in genetal
consumption; they are in the class . of . indirect
taxes, and .amount altogether to 3,000,000/
But, will it be:contended, that the repeal of t.hese
taxes,* levied almost upon-every member of society,

‘would leave.such a fund in the hands of each

individual, as would materially increase his trading
capital 2—Would ‘not the relief be purely ‘of an-
other kind,— augmenting, doubtless, the. comforts
and convenience of the lower. classes, but-almost

“necessarily passing -into their current. and daily

expenditure.
“Anothier positive effect - of retaining a smkmg

fund is the maintenance of such a degree of pul.)hc
credit as:must operate most beneficially in lcegplng
down the rate of interest,:'and by such means

_contributing both ' to the trading capital of - the

country, -and, in-any case of public emergency,
_enabling the government to make loans at a mokle
eous rate.
ad",;:t;?ve one example only. of this effect of the
sinking fund. . Let it be asked, whether the govern-
ment, without the aid of this fund, would ~ have
been able to accomplish = that: most 1mportant
financial operation, the conversion of thfe .ﬁ\.rre pel.
cents. into ‘four per cents? Again, w1_t;}4101>1-t‘ the
“credit of such a fund, could ‘we ever:expect to
reduce our four per cents. to three and-a half or

thlee per cents? A high rate of stocks, the

T * The salt tax is 1epef11ed
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effect of a sinking fund, puts the government in a

condition to treat with the national creditor for a
reduction of interest.—But, without such- fund it
would be 1mpossﬂ)le to accomplish any saving in
the interest . of .our debt by a conversion of the
higher stock into stock of a lower denomination.
In this respect, the value of such a fund in the
hands of the commissioners is incalculable.

It is unnecessary to state, that, until a very

recent period, one huundred and fifty millions of

the national debt bore an interest. of five per cent.,
which interest, under the high state . of -public
credit, and certainly under the effect of the smkmg
fund, has been converted into four per cent. To

what other ‘cause, indeed, but to the operation of -

the sinking fund, must be attributed such a high
state of public credit both abroad and at ‘home,
that the price of the funds almost . corresponds
with the price of land. We have seen the three
per cents. as high ds ninety-seven and a fraction ;

‘that is, an annuity of three per cent. in the funds

has reached the extraordinar y value of thir ty-two
years’ purchase,—a price certainly exceeding the
ordinary- rate of land in the market. If it be
demanded how the sinking fund has conduced to
these effects, the obvious answer is, by keepmg up
PUBLIC CREDIT. : : :

. The .actual purchase even of one or tWo mil-
lions a year. of stock, which, being in the hands of
the commissioners, never returns into the market,

E
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has a considerable effect in clearing it of what
is called floating stock, and therein of sus-
taining and keeping up the market price.” . For
it must be remembered, that a very large propor-
tion of the funds is held in a. sort of mortmain,
or in private trusts, or by individuals, who never,
or very rarely, sell. , o
. Tt is no good objection to urge - that a sinking
fund ought not in.theory to have such an effect,
inasmuch as its actual operation upon the immense
capital of the national debt amounts to a reduction
comparatively so insignificant—The answer is,
that it is of little importance what is the theory:
the main question is, how it works in practice ?
Have the existence and operations of the sinking
fund such an effect upon puzLic orINION? Do
they give such reputation to the government ; do
they so support its character, that when its deben-
tures go into the market, they bear a higher price
than any other security whatever ? Nor is there
wanting a good reason for this high estimation of
the national securities when guarahteed by a fund
of this description? In the money market, the
credit of any dealer is necessarily measured by
his condition of want or abundance. If he pos-
sess an excess beyond the amount of all the de-
mands upon him ; if he have an available surplus
to employ as he may please, he is pro tantoin a
state of high credit. And such is the condition
of a government which possesses an effective
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sinking fund. The actual debt of the government
as conceded by the noble writer of the Essay, is ttllz ,
?lljount of the dividends or annuities they;a it (;
1s‘n'ot demandable, though the govei’n;hent haspthae
OPthI'I of paying it off. If the government have
sufﬁment means both to pay these dividends, and
have a further large surplus, as a sinkihg E‘fuhdr
.the. government is then in the condition of an’
mdw;(.iual who shall not only have enough to
fu 1);) lul:; de-b’ts,vbut s{ha]l ‘po’ssess a klarge disposable

" -The question, therefore, under "this head is
jwhether a fund of such ancient institution 'and?
in onei.shape' or other so inflexibly re'taine’d b
every n.mnistei' during the last century, so rdoteg
m public' opinion, and ‘transmitted ,Wi‘tI; 'sé*' mucl
respect from parliament to parliament, l

Religione patrum longos servata per annos
>

50 beneficial in its practical operations, and so little

burthensome upon those by whom it is paid, should
now be sacrificed to a mere vague theory ?-’—Could
1t ever seriously enter into the contemplation of an

go.vernment to give so fatal a blow to public anzlr
private credit by sweeping away a fund, which

un.der circumstances of any unforeseen em;I'genc ’
might produce a state of insuperable diﬂicultv');
state perhaps, not unlike that which, in the yy:ear

1789, led to the irrecoverable ruin of the French

monarchy.
E2
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~In all operations of great peril and uncertainty,
the first and main question with all prudent men
will be, what is the probable gain?  Is the amount
of it such, as is equivalent tothe value of the risk
incurred in disturbing an ancient and com-
plicate system ? Now, the risk in this case is the
possible ruin of public credit, and the certain dis-
turbance of - that mode of dealing with the public
eveditor, under which the government has been
enabled to raise the.supplies in the most difficult
and perilous - emergencies. On the other. hand,

the possible gain is a most magmﬁcant amount of

saving to -each individual. . Is such an object
worth such a risk ?  For a purpose so inadequate,
and at the risk of an evil so incalculably great, is
it prudent to abandon a system, on which so many
successive ministers have sustained both public

and private credit?
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CHAPTER 1V.
Of the necessity of a surplus fund,

THE proposition under this head is, that it is
necessary to retain the sinking fund, to he at hand
in the chavacter of a surplus fund; “and " this
chiefly - for three reasons and occasions.—First.
For a supply in any great and unforeseen emer-
gency.—Secondly. To be ready to assist in main-
taining the credit of the national securities in any
season of extlamdmary deficit of the revenue.—

Thirdly. To put our own publ!c securities upon a

par with those of foreign countries, which have
adopted the system of a sinking and sui plus fund
after the manner of Great Britain.

- It has been already remarked, that the smkmg
fund has passed through four stages in arriving at
its present form and constitution. —First. ‘Its ori-
gmal form in 1716.—Second. In its extension and
more specific appropriation in the years 1786 and
1792.—Third. In the diversion of the - greatel

- part of the produce to the current ‘annual - ser-

vice from 1813 to 1819.—Fourth. In the new
shape it assumed in 1819, when, thexe being
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a surplus of revenue of two millions, the House
of Commons came to the following resolution,
founded on the report of the finance committee of
that year :— '

¢ That, to provide for the exigencies of the pub-
lic service, to make such progressive reduction of
the national debt as may adequately support public
credit, and to afford to the country a prospect of
future relief flom a part of its present burdens,
it is absolutely necessary that there should be a
clear surplus of the income of the country, beyond
its expenditure, of not less than 5,000, 000/. ;
that, with a view to the attainment of this im-
portant object, it is expedient now to increase the
income of the country, by the imposition of taxes
to the amount of 3,000,000 per annum.” .

The resolution so proposed was adopted with .

singular unanimity : and it is certain that, by the .

effeot of a most zealous retrenchthent, and by the
progressive improvement of the national revenue,
ministers would have speedily attained a surplus
of 5,000, 000/., had not a peculiar degree of pres-
sure’ occuued in the years immediately. followmg
joined to a loud popular call for reduced taxation.

It had been properly considered that, if Mr.
Pitt, in the year 1786, regarded a sinking fund of
1,000, 000 to be adequate to the redemption of a
debt of 240 000,0007., a smkmg fund of 5,000,000¢.:
would’ operate with nearly a two-fold force upon a
debt of 800 OOO 0001 ~
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In the speeches and observations by which the
ministers induced the Parliament to adopt this
resolution, it was confidently and justly asserted,
that the system of loans and new taxes had reached
its termination. That it was now necessary that we
should live upon our income, and should enter
upon the course of redeeming yearly some part
of a n3ortgage'.which pressed heavily upon the
industry of the people. Under any other system,
it was said, we must shake the columns of our
public faith; and, what is equally worthy of con-
sideration, must anticipate in peace the resources
of war; we should have to enter into any new‘
war under a most extreme difficulty; or, like
France under the administr ation of Fleury, should
lose our due consideration in Emope by seekmg ,
peace at more than its value. On the contrary, -
by the application of the old sinking fund to the
expences of the country, but still leaving a surplus
of 5,000,0001. above our expenditure, we should
secure a great present relief, and leave untouched
the means of future defence.

Tt should not, however, be forgotten, that at the
tlme Paxhament, came to the resolution to esta-

“ blish this sinking fund, amounting to one per

cent. on the whole capital of the debt, no inflexible
rule was laid down as to the application of its

gradual accumulations. It was resolved, that a
surplus of 5,000,000/. should -be created; but
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“whether the ‘accumulations of that surplus should

go to the increase of the sinking fund, or to the
reduction of taxation, was left as a question open
to the wisdom of Parliament to determine, ac-
cording to circumstances. In speaking upon the
character, object, and strict public duty of main-
taining this fund in 1822, Lord Liverpool observes,
« It appears.to me not to be advisable to lay down
any absolute rule by anticipation, whlcb, on the
one hand may prevent Parliament from appropri-
ating that accumulation to the sinking fund until
the fund has reached a certain point; or, on the
other hand, may preclude Parliament from apply-
ing it to the relief of any incidental’ pressure on
the country. But, my Lords, I must place by the
side of these admissions the assertion of another
principle, which I deem so indispensable, that upon
it T am determined to stand or fall,—the steady
maintenance of an efficient sinking fund.”

It is needless to advert to the circumstances
which prevented this surplus fund, so voted by the
House of Commons, from attaining its fixed
amount at an earlier period. The re-payment to
the Bank, of 10,000,000/, upon the resumption
of cash payments—the repeal of the agricultural
horse tax—a portion of the malt tax—the whole of
the salt tax—a moiety of the house and window
duty, and a variety of smaller imports; all these
concurred, together with the loud clamour of
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the public for present relief, to retard the natu-
ral growth of this fund. The fund, however,
never ceavsed to exist; the 3,000,000/ taxes im-
posed for its maintenance were even more produc-

tive than had been anticipated. The " surplus,

upon which this fund had been originally con-
structed continued, at least till 1825, year]y to
augment; but the public voice, in the midst of
this growing prosperity, called more loud]y for a
diminished taxation,. :

If we look to the receipts of some of the years
after the establishment and operatlon of this fund,
we shall find that in 1823 there was a sur plus or
6,700,000/.—in 1824 the surplus- was 6,600,000/.
—in 1825, 5,600,000/.—in 1826, 1,000,0007.—
in 1827, 1,100,000/ " But in each of - the last two
years an examination of the public accounts will
show that the public expenditure, from various
causes, had been increased nearly '2,000,000/. be-
yond the average of the former years. |

That the above surplus of revenue was- in
part produced by the bargain with the Bank for
the payment of what has been called the dead-
weight, or charge for military and naval half—pay,‘
&c. there can be no doubt. This, in some sense, may

“be said to have been borrowed 1 money ;- and, there-

fore, it mlght ‘be rcontended, that “Government
should be debited with the difference hetween what
was advanced by the Bank and what was charged
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on the consolidated fund in aid of -this contract.
The account would then stand thus :—

The payments by trustees of half-pay, &c. under
3 Geo 4, cap. 51.

1823 .. 4,685,000 .. 2,800,000 . 1,885,000
1824 .. 4,660,000 .. 2,800,000 . 1,860,000
1825 .. 4,507,000 .. 2,800,000 .. 1,707,000
1826 .. 4,380,000 .. 2,800,000 .. 1,580,000
1827 .. 4,200,000 .. 2,800,000 .. 1,400,000

But if this charge be brought forward against
the sinking fund to show its diminished operation,
credit must be taken, on the other hand, for the
taxes which have been repealed during the above
period. It would be unreasonable to expect that
relief should be obtained in both ways; first, by
the operation of a sinking fund, and next, by re-
duced taxation. 'The public could not, at the same
time, enjoy all the contingent benefits of accumu-
lation from a sinking fund, and the application of
its surplus to. the repeal of taxes. But, in 1823,
taxes were 1epealed to the amount of 3,200,000/.
—in 1824, to the extent of 1,727,000/.—in 1825,
the taxes repealed were 3,146,0007. - .

In alluding to the construction of thls new fund,
the author of the Lssay contends, that this latter
scheme shared the fate of those which pr receded it ;
that it has been a new device more specious than
practical, and, instead of extinguishing debt, has
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been the cause of new incumbrances and fresh ex-
pedients in borrowing.

I trust that it has been sufficiently shown that
it is an-error, in fact, thus to represent this fund.
In itself it would have been perfectly efficient, but
it was. impossible to extinguish debt when this
capital was denied its own sources of accumula-
tion; when its edge was taken off, and its point
blunted, by an incessant clamour for present relief.
Every minister and public man of any Weight in
the House of Commons joined in the necessity of
upholding it. Almost the last word of the Mar-
quis of Londonderry commended it to the protec-
tion of Parliament ; and Lord Liverpool declared
it to be a system under which he was resolved, as
ftmlnlster, to stand or fall. Even Mr. Canmng,
in the very last year, looked forward to its mainte~
nance as a national object of the first importance,
and conjured the House of Commons to be firm
and resolute in establishing this standard of our
pubhc credit—to be regarded no less as a resource
in unforeseen emergencies, than as a sure instrus
ment of public strength and prosperity. -

It is not- difficult to understand- the anxiety - of
our ministers to maintain this fund, and to give
all practicable scope to its operations. Without a
surplus of some kind, the price of stocks would
not only be at the mercy of all the artifices of '
speculation, ‘but might be most mlschlevously
reduced by the effect of public panic, or by
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sudden occurrences of real or apparent magnitude
at home or abroad. It would be in vain to
expect, upon favourable terms, any extensive
accommodation in a future war. The credit of
government would be shaken. No one would
willingly lend to a debtor, whom he believes to
possess only just sufficient to satisfy the required
obligation, and whom any sudden event might
disqualify from the ability to fulfil his contract.
The known possession of a surplus is a kind of
collateral security - for the debt.. There can be no
peril, whilst the surplus is visible and accessible;
but, withdraw. the surplus and substitute a bare
sufficiency, and the next step is, not to use a more
ominous word, embarrassment and . distress.—
Whilst there is a sinking fund, the public books

‘of the country are, as it were, always -open to

exhibit the public ability, beyond all doubt and
suspicion. ~ Nor would a bare -surplus of small
amount be sufficient to uphold the public credit.
Unless the surplus ‘be considerable in good years,
there might be an actual deficiency in unfa-
vourable seasons. Upon a review of the. public
accounts for a series of years, it will . appear that
the revenue, from this cause, has fluctuated so far
as. ten per cent. In 1817, the.decline from the
former years actually reached this lowest point;
in proportion, therefore, to this interval of fluc-
tuation does ‘it become the duty of gov'e_rnine_nt
to provide a surplus. Remove this surplus, and
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every adverse political event would be felt at the
Stock Exchange, and prices would fall, and fall
through a long interval of descent, upon every
rmr.)o‘ur;- But can the interest of any class of
society be so opposed to the obvious benefit of all
as to induce them to expect: any private gair 'iri
this general and common distrust, and in. this
consequéent, public discredit? Is it neceséary t;
observe, "that all titles in the eye of the law are
the same, and that a disturbance in the security
of Afunded property  would not stop with the
funds? ' Is it necessary to suggest, ‘that a great
and rich country, like the British empire, cannot
safely disarm itself, as it most effectually would do
by tampering with its public credit?  Can it b;
necessary :to add what an immense property -is at
st.?ke, and how much misery, and most afflicting
nllgery+and .through how 'many classes, vand
through” how many individuals in each class,—
w.ouldvfollow. any convulsion, .and even anyfir;:i—"
pient insecurity, in such a vast interest asv' the
800,000,000/. of our public debt? - 3
If such be the necessity of a surplus fuﬁd,‘ fcv)rl
the two obvious purposes of affording a supply to
the public service in any great and unforeseen
emergency, and to be réady to maintain the credit
Of the ‘national securities in any seéson of extra-
ordinary deficit of the revenue,—still more nec'es;
sary does’it become to retain this surplus, in',‘o.r:der
to' put “our own public securities upbn é, par .
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" with those of foreign countries, who have adopted,

and are now acting upon, _the system of a sink-
ing fund. : ST .

It is not, perhaps, generally known, that the
Ainerican government very early followed the
example of Great Britain, and is at this time in

~ possession of a sinking fund acting most efficiently

on the public debt. The American sinking fund
bears such a proportion to the amount of the public
debt, as will extinguish the whole capital within
twenty years. Now it should be remembered,
that the monied market of the world is in

ve‘very respect an open market, and that English

and foreign securities must. there meet upon
the grounds of their respective - merits.  But,

‘can it be expected, that English and Ame-

rican stock, encountering each other upon such
unequal grounds,—the Amnerican stock being ac-
companied with an efficient sinking fund, whilst
the English debentures have to incur the peril of
a possible deficit of revenue to pay the dividends

~ of the year, would be commercially regarded in

equal estimation ? Again, France is a country to
which every consideration of prudence and policy
binds us to extend our more particular attention.
The French gdvernment, following our example,

have not overlooked this great auxiliary of public .

credit, but have established a sinking fund,
which, -according to the amount of the public
~debt and the resources of the _country, is nearly

2
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as effective as t p
s olecve hat of the government of the
.Abolish our own fund, and how can we main-
tain an equal competition with a rival so advan-
tageously situated ? Prostrate this column of our
public faith, and with what countenance should
we exhibit ourselves upon the general exchange of
the world ;—we, whose conﬁdence,vpus];ed per-
.haps to the extreme of arrogance, has too often
mdu.ce:d us to speak with derision of the feeble and
capr}cm.us resources. of other countries. Public
credit is public character. But what would. be
our character among the nations of Europe, if jwe
should be the first to abandon a system which‘we‘
were the first to adopt?

Under the present circumstances of the country.
our national reputation is as great abroad as om”»
character and credit are at home. It is'a truism
to assert, that every thingin the shape of a British
public security bears almost the same price abroad
as in the hall of the Bank of England. There is
no deduction whatever from the current denomi-;
nation upon the score of its being a foreign deben-
tfn'e. Without intending any invidAious observa-
tlo.n, it may be allowed us to state, that the same
thing cannot be affirmed of any other foreign
secrn'ity»in the British market. But will these
o!)hgat.ions of the state continue to retain the like
high degree of general estimation, should - we
. D:hThis o?e’rati‘on‘ was interrupted, last year, by the ex en s

e Spanish armament. : D
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abolish our sinking fund, and thus, by implication
at least, comfess our impaired resources and im-
poverished ' condition? Would such an act be
otherwise felt -and acknowledged, than as a com-

position with our necessities, and the acknowledg-

ment -of a declining credit? - A nation, like a
merchant, owes the degree of its credit to its
actual estimation in the minds of its neighbours.
It is nothing to assert that such conclusions are
unreasonable and false, as the -money which
should be saved from the sinking fund would
remain in the pockets of the people, and that,
therefore, as a nation, we should be no poorer by
abolishing the fund.  This argument does not
meet the point, and those who put it know how
foreign it .is from the purpose. The question in
all cases of credit and character is, not what the
people ought to think, but what they would
think—and it is evident, that the abolition of the
surplus fund would produce this unfavourable im-
pression botti at home and abroad.

THE following brief review of the system of the
noble author of the Essay may perhaps lead to
some useful practical results. That a nation
during war should proceed 1ntermmably to increase
its debt, without making an effort to reduce it in
time of peace, would be to do v1olence to the
plalnest dictates of prudence and JllStlce It s
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clear that debt cannot be reduced, without cither a
diminished expenditure or by an increased revenue.
The question is, what course - shall be pursued ?r |
It does not fall within the scope of these observa-
tions to touch upon the subject of reétrenchment ;
and, with respect to the latter point, itis not easy to
understand what would be the plactlcal advice of
the author of the Essay. He has not here afforded
us any help. from his sagacity or experience; but
his reasoning-would seem to lead to the removal
of every tax not 1mmed1ately necessary for the
current service of the year. o :
In discussing the practical means of raising
money, and reducing public debt, Mr. Ricardo, in
his able article on the sinking fund,* observes, That
there are three modes by which a war feXpehd_it‘uré
may be provided, supposing that expenditure to
be ‘.20,000,000 annually : first, war taxes may
be .raised to the amount of 20,000,000 per -an-
num, from which the country would be totally
freed on the return of peace: Secondly, thé.monAe'y
might be annually borrowed and funded; in which
case there would be a perpetually growing charge
of taxes, and no relief, either from_ debt. or inte-
rest, during peace, or in any future war.—Indeed,
at the end of twenty years, if the war ‘Iasted-. S0

- long, the country would be perpetually encum-

* Sec Sinking Fund, El;c. Britt. Supp QO-I; i, p :4‘2‘1;
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bered with taxes to the amount of 20,600,000
per annum, and would have to repeat the same
course in the event of any new war. The third

“mode . of providing for the expences of the war

would be, to borrow annually the 20,000,000
as before, but to provide, by taxes, a fund in addi-
tion to the interest, which, accumulating in the
way of compound interest, would finally be equal
to the debt. In the case supposed, if money were
raised at five per cent., and a sum of 200,000/. per
annum in addition to the 1,000,000 for interest
were provided, it would accumulate to 20,000,000
in forty-five years; and, By consenting to raise
1,200,000/. per annum by taxes, for every loan of
20,000,000, each loan would be paid off in forty-
five years from the time of its creation,—so, that
in forty-five years from the termination of the war,
if no new debt were created, the whole would be
redeemed, and the whole of the taxes would be
repealed. ’

Of these three modeq, in a state of war expen
diture, Mr. Ricardo gives the pref'erence to the
first.

The punc1p1es of Mr. Ricardo, by Wthh he
proposes to meet a war expenditure, are “applica-
ble to the payment of a debt already incurred—

A debt can only be encountered in three modes:—

1 By paymg the prmc1pa1 at once:
. By paying it by mstallments
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‘8. By paying interest without any p10v1sxon for
the prmcxpal

Tt is obvious that the first mode would be the
least expensive.—But the attempt to extinguish
a debt of 800,000,000/, by one national effort of
redemption is too absurd a prq;ect to bear ‘inves-
tigation.

If the first mode be 1mp1actlcable, the -third
would be dangerous and impolitic—What the
effect of this system would be has been- already

- explained.  The public finances . would neither

remain in a safe situation, nor would the public
creditor retain that advantageous condition - to
which he is entitled. The price of stocks would
be at the mercy of speculators, and liable -to bhe
dangerously reduced by any sudden panic, or by
occurrences of any real or imagined penl at home
or abroad. .

So many causes of future war are inherent in
the very greatness of our empire and in its com-
merce, that it is, perhaps, as nec_essaryv ’torpr,o,\}id‘e
against ‘ national convulsions of: this kind as' to
expect a long continuance of peace. In .any
future war ‘the redemption of debt. would be ren- .
dered nearly 1mpract1cable unless some ground
work be laid in peace.

In considering the mode of paying our debt by
installments, it would be well to keep in view this
maxim,—that the larger the installments, the less

F 2
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less will be cventually paid by the public. On
the other hand, it must not be forgotten, that the
smaller the installments, the lighter will be the
present pressure on the people. . There are two
obvious modes by which a debt may be discharged

by installments. The first, by appropriating a

certain sum annually for the payment of interest
and a portion of the principal; the second, by
appropriating 'a “certain sum to the  payment . of
part of the principal, and throwing the interest
into the general expenditure of the country. -

. By the first mode, there ‘would be no immediate
relief until the debt was paid. -By the second,
taxes would be released to the extent of ~the
interest of that portion of the capital which was
annually  discharged.. = When the question is
agitated upon a surplus revenue in a period of
peace, and its application to the redemption of
debt, there can be no doubt but that the former of
tliese modes is most economical and convenient.

" n establishing his sinking fund of 1,000,000,
in 1786, Mr. Pitt observed, that this fund, annually
improved, would amount, in twenty-eight years,
to 4,000,000 ; and it is easy to imagine in “what
proportion a sinking fund of 5,000,000 would ad-
vance by the same method of application. ' Perhaps
this part of the argument cannot be better illus-
trated than by putting the following case, as it will
strongly mark the distinctioh between the different
methods in which national debts ave incurred’ and
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discharged. It will show, also, the relative value
of the proposed modes of redemption. - = SR
Suppose a man to borrow 100. . at three per
cent., and to make no other provision than for the
payment of the interest. = This is the sécond hy-

pothesis of Mr. Ricardo. The loan would remain -
a perpetual charge upon him and his posterity, and
1{1 ’one’hundred.year‘s he would have paid three
f;lmAesvthe amount of the principal in the shape of
interest. .. But suppose him, in addition to . the
1n§e1'est of three per cent., to establish a‘sihking‘
fund of ‘one per cent., the result would be, that, in
fox’ty-seven years, he will only pay 1881, and ":the
debt and’ interest would be extinguished for ever.
Lastly, suppose him, in addition to the interest, to
pay off one per cent. yearly, which’ would' be ,thé

- application of a surplus fund not ‘working in ‘the

way of ~compound interest, but applied, by annual
lnstalllnentS,' to' reduce debt " and - diminish - fhe‘
charge of interest ; in this latter case he would be
one hundred  years ‘in paying the debt, and the |
cost “would ‘be' 250/ 10s. Thixé,' “in the second
mgde, he would have no relief till forty-seven
yeais had expired, and he would then b liberated
altogéther; whilst, by the third mode, his relief
would ’be gradual, but the ultiniate’ cost ‘would be
greatly increased, var’xd"’t}ie period’ i)fotraétéd for a
century, -0 oo e SRS S R

s

- 1 'The" third mode has’ been’ touched’ 'f'lxl;bﬁ and

explained in the second. ' It —‘ha’s»s‘thlis{ ?‘adva'nt"age;
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that, though it does not operate with the decision
and rapidity of the second, it affords the opportu.
nity. of reducing taxation, and is always at. hand,
both as a surplus to meet a great and unexpected
deficit of revenue, or for any natlonal unfoxeseen
emergency.. ‘ -
Such are the only method% whlch can be sug-
gested in the present state of our public engage-
ments. Whatever be the choice, the necessity
of a surplus is beyond all question. A fund of
5,000,000 may either be suffered to accumulate in
the hands of the commissioners, until the object for
which it is set apart shall be finally accomplished,
or its ‘tccumulatlons, ‘when the fund shall have
reached a certain amount, may be applied to the
relief of any. incidental pressure onthe.country.
This must always be open to the wisdom of par-
liament to determine; but in one -shape or 'an-
- other, cither asa sinking fund or as a sur plus, every
duty of policy and justice requires us.to preserve
" that excess of revenue. beyond the expendltme of
“the: c-ountry, Whlch, mlmstelsAha\f_e. at Iength ob-
tuned AT | ’
The only remaining conmderatlon, then, wﬂl be,
the amount of the installments by which it is pro-
posed. to pay the debt, or, in other words, the sum
“to be appropriated as a sinking . fund. T he’ pay-
ment of the capital of. our debt by lalge install~
ments in the present state of the Countly would

be obviously impracticable.
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Such a qystem has indeed heen recommended by
some very able writers; but without an' adequate
consideration of the ability of the classes who are
to be taxed, and without any reference to the
present circumstances of the country.  Such a
system could not be supported by any thing like
ordinary taxation. It would demand a tax upon
capital and not upon income. It would no less.
distress the fundholder who has to receive pay-
ment, than the people who have to make it. If the
necessary sum should be raised. by direct taxes
the amount would fall with a ruainous werghz
upon all the householders of the kmgdom and
all visible or tangible property would be cr;shed
‘under the burthen—If by indirect’ taxation it
would derange the industry of the country ’diS«
turb the prices of commodities, and pl;ess to ’such
an extent upon all the products of art, manufac-

-~ ture, and trade, as to interrupt the channels of our

commerce in every - quarter of the globe. The
taxes to be raised for such a purpose, f’élling on
ar tlcles of necessity or daily use, on the customs
the exmse, houses, windows, luxuries, &c., woulc;

,.ln, some instances . extinguish . the . ver y source of

revenue by driving an article of profitable taxa-
t;'on into . disuse ;. and, .in others, would so i111n1en
diately pass into the price of labour and wages, as
to render the employment of capital, except ”f01
purposes of: home consumption, utterly desperate.
In addition to this necessary eﬁ'ect upon..our fo-
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reign trade, all persons belonging to professions,
or with fixed incomes, would suffer with unequal
severity‘; whilst the individual who would most
complain, and be most oppressed, would be the
public creditor himself. ,

It would seem a paradox to assert, but it is cer-
tain, that such a plan would be a grievous' injus-

tice to the stockholder. It would have the effect

of throwing his capital upon him at a season of an
overloaded market, and would be drawing back
from him, by heavy taxes, a large portion of what
was paid to him,—and at the time he was denied
the means of all profitable investment. Looking
at the continent of Burope, and the active'l’ivalry
which is there going on against us, together with
that facility of communication which renders the
whole world one market ;. adverting also to those
pi‘iﬂcipie,S of free trade which we have proclaimed
as our commercial code, and which can only pro-
duce their expected results by bringing the manu-
factures of this country to .the level of those of
other nations; adverting to all these points, &
reasonable judgment must be satisfied, that no

‘public plan of relief can be recommended, which

would so violently derange prices, so generally
disturb the course of industry, and so directly
impede the commerce of the country in all foreign
markets. B L

The absurdity, indeed, of this plan is self evi-
dent con the ‘statement. It supposes the people

ML oy
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willing, for the purpose of getting rid of a portion
of indirect taxes, of which they hardly feel the
pressure ; willing to encounter the weight of direct
taxes, much heavier than the greatest exigencies
of the war ever imposed on them, and which, in
many instances, would amount to a confiscation of
property. :

This proposal, therefore, though it has the
recommendation of high. names and authority,
cannot for a moment sustain the test. V'

As respects the mode of paying our debt, by mo-
derate installments, it has its advantages and evils
of opposite character— At the same time that it
relieves the public from the necessity of heavy
taxation, it protracts the period of final release,
and the system is exposed to no small hazard in
the variety of administration through which .it
must necessarily pass. There is always a fear of
the unsteady application of a sinking fund. At
one moment the capital itself is in danger, at an-
other its accumulations. The economy of one
parliament may only hoard that another may
scatter in lavish profusion. It is difficult to for-
tify such a fund from alienation, or to provide a
barrier which shall npot be assailable by the
minister of the day. The existence and unvaried
application of such a fund, in which its virtue
must be allowed to exist, is always open to attack;
and the accumulations of the nation, like the
miser’s treasure, may be seized upon by .a neces-

o :
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sitous and prodigal heir. - But, whilst the freehold
is our own, we must not suffer it to dilapidate,
because our heirs or successors may be thoughtless
and imprudent. The maxims of frugality are
always true, however they may be abused, and the

' advantages of a fund constructed on a clear sur-
plus of income, and operating by compouud_ in-
terest, cannot be doubted. What amounts to a
long period in the life of an individual is but an
hour in the existence of a nation.

THE END.

T S MORNGhS

(. Baldwin, Printer,
New Bridge-Street, Londen.




