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PREFACE.

OF ALExaNDER Hasrrton it may be said,

nothing came from his pen or his lips which should
not be trensurcd up with care:~But as the pub-

lishers had limited the present work €6 three vo-
lumes, they were solicitous to make the sclection
such as should prove most uscful. In pursuit of
this object they have been governed by the opin-
ions of gentlemen well qualified to judge; and
they indulge the belief that the public will fully
sanction that judgment.

The first volume comprises the most important
OFFICIAL REPORTS of that GREAT MaN,
while Secrctary of the Treasury of the United
States,

In these documents are constellated more than
the lcarning and the wisdom of other days. The
native, the original conceptions of his creative
genius, give lifcand light to every subject. Every
page bears its own peculiar testimony to the vast-
ness of his mind—the soundness of his judgment
~—the clearness of his views—and the integrity
of his heart. The humblest peasant, who loves
his country and participates in her weal and wo,
as well as the statesman and politician whose
feclings and interests are more particularly identi-
fied with the subject, will read these Reports with
mingled wonder and delight.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



w PREFAGE.

The second and third volumes contain THE
FEDERAL1ST, which was written shortly after the
promulgation of the New Constitution, and ad-
dressed to the people of the state of New-York,
with the view of explammg its principles, and en-
forcing the propriety and necessity of its adoption.
The papers first appeared in the Gazettes of this
city, in the order:rrrwtnch.thcy"are.nnua_pubhsh-
ed, and have since passed through two editions.

It had long been known that the FEDERALIST
was not exclusively from the pen of Mr. Hamil-
ton. Mr. Jay and Mr. Madison shared in the
labour and the honour of these profound disqui-
sitions. But it was not ascertained with any de-
gree of certainty, which, or how many numbers
were written by either of these gentlemen, till
after the lamented death of Hamilton, when a
private memorandum in his own hand-writing
was found, containing the information which en-
ables the publishers to designate with precision
the uuthors of the several essays: Their names
are accordingly prefixed to their respective pro-
ductions in the body of the work. From these
it appears, that five of the numbers were written
by Mr. Jay, fourteen by Mr. Madison, three by
Mr. Madison and Mr. Hamilton jointly, and six-

ty-four by Mr Hamilton alone.

* As all parties seem at length united in profes-
sions of regard for the Constitution ; if they are
sincere, this consideration cannot fail to enhance
the value of a work which, by employing in its
favour all the energy of argument, and all the per-
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PREFACE. v

suasion of cloquence, was cminently useful in
promoting its general ratification.”

“Whoever is desirous of being well informed of
the principles and provisions of our Government,
and the manner in which they have been support-
ed and vindicated; of the objections that were
made to the Constitution by its first opposers;
and how they were answered, will find in the Fe.-
deralist ample and satisfactory instruction.”~The
study of this work must form an essential part of
the American statesman*, Politicians, indeed,
of every country, will here discover materials in
the science of government well worthy their at-
tention—a science, of all others the most interest.
ing to mankind, as it most decply concerns hu-
man happiness. The Federalist contains princi-
ples that may be remembered and studicd with
advantage by all classes of men, in other countries
than our own, and in other ages than that in which
we live. The people of America alone have af-
forded the example of a republic purely represen-
tative, Inthis work it will appear, that this form
of government has been well understood, and

* To the honour of our country, the respectable Col-
lege in Providence, Rhode-Island, has introduced- the
FeperALtsT into the course of academic studies, as con-
taining the best commentary on the principles of free
government that can be found. It were well had other
seminaries followed this example. Thebest results might
be expected, if those who are to direct the future desti-
nies of this vast empire, werc carly made familiar with
political truths, so clear, practical, and demonstrative.
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thoroughly developed; and if, unfortunately, the
experiment which we have made should hereafter
fail, vain will be the attempt to renew similar sys-
tems; for no reasonable hope can be entertained,
that more correct notions on this subject will pre-
vvail than are here exhibited.”

“Paciricus is from the pen of the same en-
lightened statesmansavha was the chief anthor of
the Federalist. 'These essays were written in de-
fence of the first leading step which our govern-
ment took to preserve the neutrality it continued
to maintain during the late transatlantic conflict,
which seems to have annihilated the minor pow-
ers of Europe, and has shaken the civilized
world.”

¢ Now that the storm has passed over, and the
angry and tumultuous passions which at that
time agitated our country, have in some measure
subsided, these papers will be read with pleasure
and profit, by the intelligent man of every party.
Candour will probably wonder, that any one
should have doubted of the fitness of those mea-
sures which this writer has so ably advocated, and
which experience has so forcibly proved to have
been the best adapted to the interests of the coun-
try. In what condition should we now have
been, had our government given way to the en-
thusiasm which at that time swelled the bosoms
of our countrymen in favour of the French re-
volution? If it had been suffered to pursue its
own course, we should have been hurried into a
war which would have added us to the victims of
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PREFACE. vii

folly and perfidy, which have been produced as
well by Gallic alliance, as by Gallic conquest.
Every considerate man will therefore admire the
wisdom which foresaw so dreadful a conse-
quence, and the firmness which guarded us from
it, by arrcsting at once the mad career of popu-
lar delusion.”

While Publius and Pacificus serve to keep in
just remembrance two very important cvents in
the history of our country, the ¢ official reports™
of the first Sccretary of the Treasury, will form
a sort of text-book for his successors through
distant ages. Indeed, wherever the principles
of frec government are rightly undcrstood, and ra.
tional liberty is rationally cnjoyed, there will the
memory and the writings of Hamilton be conse-
erated in the affections of an cnlightened and
admiring people. Legislators, Statesmen, and Fi.
nanciers, will draw wisdom from this fountain ;
and posterity, long, long after the pigmy race of
philosophical dreamers and visionary politicians
shall have sunk into oblivion, will rise up and
call him blessed.
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REPORT

OF THE

SECRETARY OF THE TREASURY

ON
PUBLIC CREDIT,

i —

Treasury Department, Jan. 9, 1790.

THE Secretary of the Treasury, in obedience to
the resolution of the House of Representatives, of
the twenty-first day of Scptember last, has, during
the recess of Congress, applied himself to the consi-
deration of a proper plan for the support of the Pub-
lic Credit, with all the attention which was due to
the authority of the House, and to the magnitude of
the object.

In the discharge of this duty, he has felt, in no
small degree, the anxieties which naturally flow
from a just estimate of the difficulty of the task, from
a well-founded difidence of his own qualifications
for exccuting it with success, and from a deep and
solemn conviction of the momcntous nature of the
truth contained in the resolution under which his
investigations have been conducted, ¢ That an ade-
quate provision for the support of the Public Credit
is a matter of high importance to the houour and
prosperity of the United States.”

VOL. I, B
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‘With an ardent desire that his well-meant endea-
vours may be conducive to the real advantage of the
nation ; and with the utmost deference 1o the supe-
rior judgment of the House, he now respectfully
submits the result of his inquiries and reflections, to
their indulgent construction.

In the opinion of the Secretary, the wisdom of the
House, in giving their explicit sanction to the pro-
position which has been stated, cannot bhut be ap-
plauded by all, who will seriously consider, and
trace through their obvious consegquences, these
plain and undeniable truths:

That exigeucies are to be expected to occur, in
the affairs of nations, in which there will be a neces-
sity for borrowing :

That loans in times of public danger, especially
from foreign war, are found an indispensable re-
source, even to the wealthiest of them:

And that in a country, which, like this, is possess-
ed of little active wealth, or in-other words, little
monied capital, the necessity for that resource must,
in such emergencies, be proportionably urgent.

And as on the one hand, the necessity for bor-
rowing in particular emergencies cannot be doubted,
soon the other, it is equally evident, that to be able to
borrow upon good terms, it is essential that the cre-
dit of a nation should be well established.

For when the credit of a country is in any degree
questionable, it never fuils to give an extravagant pre-
mium, in one shape or another, upon all the loans it
has occasion fo make. Nor does the evil end here;
the same disadvantage must be sustained upon what-
ever is to be bought on terms of future payment.

From this constant necessity of borrowing and buy-
ing dear, it is easy to conceive how immensely the

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



PUBLIC CREDIT. 3

expenses of a nation, in a course of time, will be aug.
mented by an uunsound state of the public credit.

To attempt to enumerate the complicated variety
of mischiefs in the whole system of the social econo.
my, which proceed from a neglect of the maxims that
uphold public credit, and justify the solicitude ma-
nifested by the House on this point, would be an im-
Proper intrusion on their time and patience.

In so strong a light, nevertheless, do they appear
to the Secretary, that on thcir due observance at the
present critical juncture, materially depends, in his
judgment, the individual and aggregate prosperity
of the citizens of the United States : their relicf from
the embarrassments they now experience ; their cha-
racter as a people ; the cause of rood government.

If the mainteuance of public credit, then, be truly
so important, the next inquiry which suggests itsell
is, by what means it is to he effected :~—=The ready
answer to which question is, by good faith, by a
punctual performance of contracts. States, like in-
dividuals, who observe their engagements, arc res-
pected and trusted : while the reverseis the fate of
those, who pursue an opposite conduct.

Every breach of the public engagements, whether
from choice or necessity, is in different degrees hurt-
ful to public credit. When such a necessity does
truly exist, the evils of it are only to be palliated
by a scrupulous attention on the part of the govern-
ment, to carry the violation no further than the ne-
cessity absolutely requires, and to manifest, if the
nature of the case admit of it,a sincere disposition
to make reparation, whenever circumstances shall
permit. But with every possible mitigation, credit
must suffer, and numerous mischicfs ensue. 1t is
therefore highly important, when an appearance of
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necessity seems to press upon the public councils,
that they should examine well its renlity, and be
perfectly assured, that there is no method of escap-
ing from it, before they yield to its suggestions.
For though it cannot safely be affirmed, that occa-
sions have never existed, or may not exist, in which
violations of the public faith, in this respect, are in-
evitable; yet there is great reason to helieve, that
they ezist far less frequently than precedents indi-
cate; and are oftenest either pretended through
levity, or want of firmness, or supposed through want
of knowledge. Expedients might often have been
devised to effect, consistently with good faith, what
has been done in contravention of it. Those who
are most commonly creditors of a nation, are, gene-
rally speaking, enlizhtened men; and there are siz-
nal examples to warrant a conclusion, that when a
candid and fair appeal is made to them, they will
understand their true interest too well to refuse
their concurrence in such modifications of their
claims, as any real necessity may demand.

While the observance of that good faith, which
is the basis of public credit, is recommended by the
strorigest inducements of political expediency, it is
enforced by considerations of still greater authority.
There are arguments for it, which rest on the immu-
table principles of moral obligation: And in pro-
portion as the mind is disposed to contemplate, in
the order of Providence, an intimate connexion be-
tween public virtue and public happiness, will be its
repugnancy to a violation of those principles.

This reflection derives additional strength from
the nature of the debt of the United States. It was
the price of liberty The faith of America has heen
repeatedly pledged for it, an@l with solemnities, that
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PUBLIC CREDIT. 5

give peculiar force to the obligation. There is in-
dced reason to regret that it has not hitherto heen
kept: that the necessitics of the war, conspiring
with inexperience in the subjects of finance, produc-
ed direct infractions; and that the subsequent pe-
riod has been a continued scene of negative viola-
tion, or non-compliance. But a diminution of this
Tegret arises from the reflcction, that the last seven
years have exhibited an cerrcot- and - uuifonis effort,
on the part of the government of the union, to re-
trieve the national eredit, by doing justice to the
creditors of the nation; and that the cmbarrassments
of a defective constitution, which defeated this laud-
able effort, have ceascd.

From this evidence of a favourable disposition,
given by the former government, the institution of
a new oue, clothed with powers competent to calling
forth the resources of the community, has cxcited
correspondent cxpectations. A general belief ac-
cordingly prevails, that the credit of the United
States will quickly he established on the firm foun-
dation of an cflectual provision for the existing debt,
The influence, which this has had at home, is wit-
nessed by the rapid increase that has taken plaee in
the inarket-value of the public securitics. From
January to November, they rose thirty-three and a
third per cent. and from that period to this time,
they have risen fifty per cent. m~re. And the in-
telligence from abroad announces effects proportion-
ably favourable to our national credit and conse-
quence,

It cannot hut merit particular attention, that
among ourselves the most enlightened friends of
good governiment are those, whose expectations are
the highest.
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To justify and preserve their confidence; to pro-
mote the increasing respectability of the American
name; to answer the calls of justice; to restore
landed property to its due value; to furnish new
resources both to agriculture and commerce; to ce-
ment more closely the union of the states; to add
to their security against foreign attack ; to establish
public order on the hasis of an upright and liberal
policy —These are: (e gicat and invaluable ends to
be secured, by a proper and adequate provision, at
the present period, for the support of public credit.

To this provision we are invited, notonly by the
general considerations, which have been noticed, but
by others of a more particular nature. It will pro-
cure to every class of the community some important
advantages, and remove some no less important dis-
advantages.

The advantage to the public creditors from the
increased value of that part of their property which
constitutes the public debt, needs no explanation,

But there is a consequence of this, less obvious,
though not less true, in which every otler citizen
is interested. It is a well-known fact, that in coun-
tries in which the national debt is properly funded,
and an ohject of established confidence, it answers
most of the purposes of money. Traunsfers of stock
or public debt, are there equivalent to payments in
specie; or in other words, stock, in the principal
transactions of business, passes current as specie.~
The same thing would, in all probability, happen
here, under the like circumstances.

The benefits of this are various and obvious,.—

First. Trade is extended by it; because there is
a larger capital to carry it on, and the merchant can
at the same time afford to trade for smaller profits;
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as his stock, which when unemployed, brings him
in an interest from the governmeunt, serves him also
as money, when he has a call for it in his commer-
cial operations,

Sccondly.  Agriculture and manufactures asc also
promoted by it; for the like rcason, that more capi-
tal can be commanded to be employed in both; and
because the merchant, whose enterprise in foreign
trade gives to them activity and extension, has
greater meawns for enterprise.

Thirdly. The interest of money will be lowerced
by it; for thisis always in a ratio to the quantity
of money, and to the quickness of circulation. This
circumstance will enable both the public and in-
dividuals to borrow on casier and cheaper terms,

And from the combination of these effects, addi-
tional aids will he fumnished to labour, to industry,
and to arts of every kind.

But these good effects of a public debt are only
to be looked for, when, by being well funderd, it has
acquired an adequate and stable value. Till then,
it bas rather a contrary tendency. The fluctuation
and insecurity incident to it in an unfunded state,
render it a mere commodity, and a precarious one,
As such, being only an object of occusional and par-
ticular speculation, all the money applied to it, is so
much diverted from the morc useful channels of
circulation, for which the thing itself affords no sub-
stitute: So that, in fact, one scrious inconvenicnee of
an unfunded debt is, that it contributes to the scarcity
of moncy.

This distinetion, which has been little, if at all, at-
tended to, is of the greatest moment. It imolves a
question immediately iuteresting to every part of
the community ; which is no other than this—W he-
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ther the public debt, by a provision for it on true
principles, shall be rendered a substitute for money;
or whether, by being left as it is, or by being pro-
vided for in such a manner as will wound those
principles, and destroy confidence, it shall be suffer-
ed to continue, as it is, a pernicious drain of our
cash from the channels of productive industry?

The effect which the funding of the public debt,
on right principles, would have upon landed pro-
perty, is one of the circumstances attending such an
arrangement, which has been least adverted to,
though it deserves the most pafficalarattention.

The present depreciated state of that species of pro-
perty is a serious calamity. The value of cultivated
lands, in most of the states, has fallen since the revolu-
tion from 25 to 50 per cent. In those furthest south, the
decrease is still more considerable. Indeed, if the
representations, continually received from that quar-
ter, may be credited, lands there will command no
price which may not be deemed an almost total sa.
crifice.

This decrease in the value of lands, ought, in a
great measure, to be attributed to the scarcity of mo-
ncy.~—Consequently, whatever produces an augmen-
tation of the monied capital of the country, must
have a proportional effect in raising that value. The
beneficial tendency of a funded deht, in this respect,
has been manifested by the most decisive experience
in Great-Britain.

The proprietors of lands would not only feel the
benefit of this increase in the value of their proper-
ty, and of a more prompt and hetter sale, when they
had occasion to sell; but the necessity of sclling
would be itself greatly diminished. As the same
cause would contribute to the facility of loans, there
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PUBLIC CREDIT. 9

is reason to believe that such of them as are indebt-
ed would be able, through that resource, to satisfy
their more urgent creditors.

It ouglit not however to be expected, that the ad-
vantages, described as likely to result from funding
the public debt, would be instantancous. It might
require some time to bring the value of stock to its
natural level, and to attach to it that fixed confi-
dence, which is uecessary to its quality as moncy,
Yet the late rapid rise of the public sccuritics cn-
courages an expectation, that the progress of stock
to the desirable point, will be much more expedi-
tious than could have been forescen. And as in the
mean time it will be increasing in value, there is
room to conclude, that it will, from the outset, an-
swer many of the purposes in contcmplation. Parti-
cularly it seems to be probable, that from creditors,
who are not themselves neccssitous, it will early
meet with a ready reception in payment of debts, at
its current price.

Having now taken a concise view of the induce-
ments to a proper provision for the public debt, the
next inquiry which presents itself is, what ought to
be the nature of such a provision? This requires
some preliminary discussions.

It is agreed on all hands, that that part of the
debt which has been contracted abroad, and is de-
nominated the foreign debt, ought to be provided
for, according to the precise terms of the contracts
relating to it. The discussions which can arise,
therefore, will have reference essentially to the do-
mestic part of it, or to that which has been contract-
ed at home. It is to he regretted, that there is not
the same unanimity of sentiment on this. part, as on
the other.

VOL. I. ¢
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10 REPORT ON

The Secretary has too much deference for the
opinions of every part of the community, not to have
observed one, which has, more than once, made its
appearance in the public prints, 2nd which is occa-
sionally to be met with in conversation. It in-
volves this question, whether a discrimination ought
not to be made between original holders of the pub-
lic securities, and present possessors, by purchase?
Those who advocate a discrimination, are for making
a full provision for the securities of the former, at
their nominal value; but contend, that the latter
ought to receive no more than the cost to them, and
the interest: And the idea is sometimes suggested
of making good the difference to the primitive pos-
sessor,

In favour of this scheme, it is alleged, that it
would be unreasonable to pay twenty shillings in
the pound, to one who had not given more for it
than three or four. And it is added, that it would
be hard to aggravate the misfortune of the first
owner, who, probably through necessity, parted with
lis property at so great a loss, by obliging him to
contribute to the profit of the person who had specu.
lated on his distresses.

The Secretary, after the most mature reflection on
the force of this argument, is induced to reject the
doctrine it contains, as equally unjust and impolitic;
as highly injurious, even to the original holders of
public securities ;—as ruinous to public credit.

It is inconsistent with justice, because, in the first
place, it is a breach of contract; a violation of the
rights of a fair purchaser.

‘The nature of the contract in its origin, is, that the
public will pay the sum expressed in the security, to
the first holder, or Lis assignee. The intent in mak-
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ing the security assignable, is, that the proprietor
may be able to make use of his property, by selling
it for as much as it may de worth in the market, and
that the buyer may be safe in the purchase.

Every buyer, therefore, stands exactly in the place
of the seller—has the same right with him to the
identical sum expressed in the security ; and having
acqguirec that right by fair purchase, and in conform-
ity to the original agreement and intention of the
government, his claim cannot be disputed without
manifest injustice.

That he is to be considercd as a fair purchaser,
results from this: Whatever necessity the seller
may have been under, was occasioned by the govern-
ment, in not making a proper provision for its debts,
The buyer had no agency in it, and therefore ought
not to suffer. He is not even chargeable with hav-
ing taken an undue advantage: He paid what the
commodity was worth in the market, and took the
risks of reimbursement upon himself. He of course
gave a fair equivalent, and ought to reap the bene-
fit of his hazard; a hazard which was far from in-
considerable, and which, perhaps, turned on little
less than a revolution in government.

That the case of those who parted with their secu-
rities from necessity, is a hard one, cannot be denied.
But whatever complaint of injury, orclaim of redress
they may have, respects the government solely. They
have not only nothing to object to the persons who re-
lieved their necessitics by giving them the current
price of their property, but they are even underan
implied condition to contribute to the reimburse-
ment of those persons. They koew, that by the
terms of the contmct with themselves, the public
were bound to pay to those to whom they should

.org/
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convey their title, the sums stipulated to be paid to
them; and that, as citizens of the United States,
they were to bear their proportion of the contribu-
tion for that purpose. This, by the act of assign-
ment, they tacitly engage to do; aund if they had an
option, they could not, with integrity or good faith,
refuse to do it, without the consent of those to
whom they sold.

But though many of the original holders sold [rom
necessity, it does not follow, that this was the case
with all of them. It may well be supposed, that
some of them did it either through want of confidence
in an eventual provision, or from the allurements of
some profitable speculation. How shall these differ-
ent classes be discriminated from each other? How
shall it be ascertained, in any case, that the money,
which the original holder obtained for his security,
was not more beneficial to him, than if he had held it
to the present time, to avail himself of the provision
which shall be made? How: shall it be known,
whether, if the purchaser had employed his money
in some other way, he would not be in a better situ-
ation, than by having applied it in the purchase of
securities, though he should now receive their full
amount? And if neither of these things can be
known, how shall it be determined whether a dis-
crimination, independent of the breach of contract,
would not do a real injury to purchasers; and if it
included a compensation to the primitive proprietors,
would not give them an advantage, to which they
bad no equitable pretension?

1t may well be imagined, also, that there are not
wanting instances, in which individuals, urged by
a present necessity, parted with the securities receiv~
ed by them from the public, and shortly after re-
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PUBLIC CREDIT, 13

placed them with others, as an indemnity for their
first Joss. Shall they be deprived of the indemnity
which they have endeavoured to secure by so provi-
dent an arrangement?

Questions of this sort, on a close inspection, mul-
tiply themselves without end, and demonstrate the
injustice of a discrimination, even on the most sub-
tile calculations of equity, abstracted from the obli-
gation of contract,

The difficulties too of regulating the details of a
plan for that purpose, which would have even the
semblance of equity, would be found immense, It
may well be doubted whether they would not be in-
surmountable, and replete with such absurd,as well
as inequitable consequences, as to disgust even the
proposers of the measure,

As a specimen of its capricious operation, it will
be sufficient to notice the efiect it would have upon
two persons, who may be supposed two years ago to
have purchased, each, securities at three shillings in
the pound, and one of them to retain those bought
by hiwm, till the discrimination should take place;
the other to have parted with those bought by him,
within a month past, at nine shillings. The former,
who had had most confidence in the govemment,
would in this case, only receive at the rate of three
shillings and the interest; while the latter, who had
had less confidence, would receive, for what cost him
the same money, at the rate of nine shillings, and his
Yepresentative, standing in his place, would be enti-
tled to a like rate.

The impolicy of a discrimination results from two
considerations ; one, that it proceeds upon a princi-
Ple destructive of that quality of the public debt, or
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the stock of the mation, which is essential to its ca-
pacity for answering the purposes of money—that is,
the security of transfer; the other, that as well on
this account, as because it includes a breach of faith,
it renders property in the funds less valuable; con-
sequently induces lenders to demand a higher pre-
mium for what they lend, and produces every other
inconvenience of a bad state of public credit.

It will be perceived at first sight, that the trans-
ferable quality of stock, is essential to its operation
as money ; and that this depends on the idea of com-
plete security to the transferee, and a firm persua-
sion, that no distinction can, in any circumstances,
be made between him and the original proprietor.

The precedent of an invasion of this fundamental
principle, would of course tend to deprive the com-
munity of an adiantage, with which no temporary
saving could bear the least comparison.

And it will as readily be perceived, that the same
cause would operate a diminution of the value of
stock in the hands of tie first, as well as of every
other holder. The price which any man, who
should incline to purchase, would be willing to give
Jor it, would be in a compound ratio to the imme-
diate profit it afforded, and the chance of the
continuance of his profit. If there was supposed to
be any hazard of the latter, the risk would be taken
into the calculation, and either there would be no
purchase at all, or it would be at a proportionably
less price.

For this diminution of the value of stock, every
person, who should be about to lend to the govern-
ment, would demand compensation ; and would add
to the actual difference between the nominal and
the market value, an equivalent for the chance of
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greater decrease; which, in a precarious state of
public credit, is always to be taken into the account.

Every compeusation of this sort, it is evident,
would be an absolute loss to the govermment.

In the preceding discussion of the impolicy of a
discrimination, the injurious tendency of it to those
who continue to be the holders of the sccurities they
zeceived from the government, has been explained.
Nothiug need be added on this head, except that
this is an additional, and interesting light, in which
the injustice of the measure may Le seen. Tt would
not only divest present proprietors, hy purchase, of
the rights they had acquired under the sanction of
public faith; but it would depreciate the property of
the remaining original hollers.

It is equally unnecessary to ald any thing to what
has been already said, to demonstrate the fatal in-
fluence, which the principle of discrimination would
have on the public credit.

But there is still a2 point in view in which it will
appear, perhaps, even more exceptionalle. than in
either of the former: It would he repupnant to an
express provision of the Constitutien of the United
States. This provision is, that ¢ all debts contract-
ed, and encazements entered into, hefor: the adop-
tion of that Constitution, shall be as valid against
the United States under it, as under the confedera-
tion ;” which amounts to a constitutional ratificarion
of the coutracts respecting the debt, in the state in
which they existed under the confederation. Ard
resorting to that standard, there can be no doubt,
that the rights of assignees and original holders must
be considered as equal.

In exploding thus fully the principle of discrimi-
Bation, the Becretasy is happy im reflecting, that he
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is only the advoeate of what has been already sane-
tioned by the formal and express authority of the
government of the Uunion, in these emphatic terms—
¢¢ The remaining class of creditors, (say Congress, in
their circular address to the states, of the 206th of
April, 1783,) is composed, partly of such of our fel-
low-citizens as originally lent to the public the use of
their funds, or have since manifested most confidence
in their country, by receiving transfers from the
lenders; and partly of those whose property has
been either advanced or assumed for the public ser-
vice. To discriminate the merits of these several
descriptions of creditors, would be a task equally
unnecessary and invidious, If the voice of human-
ity plead more loudly in favour of some than of
others, the voice of policy, no less than of justice,
pleads in favour of all. A wise wvartroxn will never
permit those who relieve the wants of their country,
or who rely most on its faith,its firmness, and its re-
sources, when either of them is distrusted, to suffer
by the event.”

The Seccretary, concluding that a discrimination
between the different classes of creditors of the
United States, cannot with propriety be made, pro-
ceeds to examine whether a difference ought to be
pernitted to remain between them and another de-
seription of public creditors—those of the states in-
dividually.

The Secretary, after mature reflection on this
point, entertains a full conviction, that an assump-
tion of the debts of the particular states by the
union, and a like provision for them, as for those of
the union, will be a measure of sound policy and
substantial justice.

It would, in the opinion of the Secretary, contri-
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bute, in an eminent degree, to an orderly, stable,
and satisfuctory arrangement of the national finan-
ces,

Admitting, as vught to be the case, that a provi-
sion must he made in some way or other for the en-
tire debt; it will follow, that no greater revcuucs
will be required, whether that provision he made
wholly by the United States, or partly by them, and
partly by the states separately.

The principal question then must be, whether
such a provision cannot be more conveniently and
eflectually made, by one general plan issuing fiom
one authority, than by different plans originating in
different authorities ?

In the first case there can be no competition for
resources ; in the last, there must be such a compe-
tition. The consequences of this, without the
greatest caution, on hoth sides, might he interfering
regulations, and thence collision and confusion ; Par-
ticular branches of industry micht also be oppressed
byit. Lhe most productive objects of revenue are
not numerous. Either these must be wholly en-
grossed by one side, which might lessen the efficacy
of the provisions by the other; or both must have
tecourse to the same objects in different modes,
which might occasion an accumulation upon them,
beyond what they could properly bear. If this
should not happen, the caution requisite to avoiding
it, would prevent the revenue’s deriving the full
benefit of cach object. The danger of interference
and of excess would be apt to impose restraints very
unfriendly to the complete command of those resour-
ces, which arc the most convenient; and to compel
the bhaving recourse to others, Jess eligible in them-
selves, and less agreeable to the community.

VoL. 1. n
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The difficulty of an effectual command of the
public resources, in case of separate provisions for
the debt, may be seen in another and perhaps more
striking light. It would naturally happen that dif-
ferent states, from local considerations, would, in
somne instances, have recourse to different objects; in
others, to the same obhjects, in different degrees, for
procuring the funds of which they stood in need.
It is easy to conceive how this diversity would
affect the aggrecate revenue of the country. By
the supposition, articles which yielded a full supply
in some states, would yield nothine, or an insuffi-
cient product in others; and hence the public re-
venue would not derive the full benefit of those ar-
ticles, from state regulations: neither could the
deficiencies he made good by those of the union. It
is a provision of the national constitution, that ¢ all
duties, imposts, and excises, shall he uniform
throughout tlie United States.” And as the gene-
ral government would be under a necessity, from mo-
tives of policy, of paying regard to the duty which
may have been previously imposed upon any article,
though but in a single state; it would be constrain-
ed, either to refrain wholly from any further imposi-
tion upon such article, where it had been already
1ated as high as was proper; or to confine itself to
the difference between the existing rate, and what
the article would reasonably bear, Thus the pre-
occupancy of an article by a single state, would tend
to arrest or abridge the impositions of the union on
that article. And as it is supposeable, that a great
‘variety of articles might be placed in this situation,
by dissimilar arrangements of the particular states,
it is evident, that the aggregate revemie of the
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country would be likely to be very materially con-
tracted by the plan of separate provisions.

If all the public creditors receive their dues from
one source, distributed with an equal hand, their in.
terest will be the same. And having the same in-
terests, they will unite in the support of the Bscal
arrangements of the government; as these, too, can
be made with more convenience, where there is na
gompetition: These circumstances combined, will
ensurc to the revenue laws a more ready and more
satisfactory execution,

If, on the contrary, there are distinct provisions,
there will be distinct intcrests, drawing different
ways. That union and concert of views, among the
creditors, which in every government is of great im-
portance to their security, and to thatof publiccre-
dit, will not ouly not exist, but will be likcly to
give place to mutual jealousy and opposition: and
from this cause, the operation of the systems which
may be adopted, bhoth by the particular states, and
by the union, with relation to their respective debts,
will be in danger of being counteracted.

There are several reasons which render it proba-
ble, that the situation of the state creditors would
be worse than that of the creditors of the union, if
there be not a national assumption of the state debts,
Of these it will be suflicient to mention two ; one,
that a principal branch of revenue is exclusively
vested in the union; the other, that a state must al-
ways be checked in the imposition of taxes on arti-
cles of consumption, from the want of power to ex-
tend the same regulation to the other states, and
from the tendency of partigl duties to injure its in-
dustry and commerce. Should the state creditors
stand upon a less eligible footing than the others,
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it is unnatural to expect they would see with plea-
sure a provision for them. The influence which
their dissatisfaction might have, could not but ope-
rate injuriously, both for the creditors and the credit
of the United States,

Hence it is even the interest of the creditors of the
union, that those of the individual states should be
comprehended in a general provision : Any attempt
to secure to the former, either exclusive or peculiar
advantages, would materially hazard their interests.

Neither would it be just, thatone class of the pub-
lic creditors should be more favoured than the other.
The objects for which both descriptions of the debt
were contracted, are in the main the same. Indeed,
a great part of the particular debts of the States has
arisen from assumptions by them on account of the
union. And it is most equitable, that there should
be the same measure of retribution for all.

There is an objection, however, to an assumption
of the state debts, which deserves particular notice.

1t may be supposed, that it would increase the dif-
ficulty of an equitable settlement between them and
the United States,

The principles of that settlement, whenever they
shall be discussed, will require all the moderation
and wisdom of the government. In the opinion of
the Secretary, that discussion, till further lights are
obtained, would be premature.

All, therefore, which he would now think advise-
able on the point in question, would be, that the
amount of the debts assumed and provided for,
should be charged to the respective states, to ahide
an eventual arrangement. This, the United States,
as assignees to the creditors, would have an indisput-
able right to do.
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But as it might be a satisfaction to the House to
have before them some plan for the liquidation of
accounts between the union and its members, w hich,
including the assumption of the state debts, would
consist with equity; the Secretary will submit in
this place such thoughts on the subject, as have oc-
curred to his own mind, or been suggested to him,
most compatible, m his judgment, with the end pro-
posed.

Lct each state be charged with all the money ad-
vanced to it out of the treasury of the United States,
liquidated according to the specic val uc at the time
of each advance, with interest at six per cent.

Let it also be charged with the amount, in specic
value, of all its securitics which shall be assumed, with
the interest upon them, to the time when interest
shall become payable by the United States.

Let it be credited for all monics paid, and articles
furnished to the United States,and for all other ex-
penditures during the war, either towards general or
particular defence, whether authorized or unauthor-
ized by the United States; the whole liquidated to
specie value, and bearing an interest of six per cent,
from the several times at which the several payments,
advances, and expenditures acerued.

And let all sums of continental money now in the
treasuries of the respective states, which shall be paid
into the treasury of the United States, be credited at
specie value.

Upon a statement of the accounts according to
these principles, therc can he little doubt, that ba-
lances would appear in favour of all the states,
against the United States.

To cqualize the contributions of the states, let
each be then charged with its proportion of the ag-
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gregate of those balances, according to some equit~
able ratio, to be devised for that purpose.

if the contributions should be found disproportion-
ate, the result of this adjustment would be, that
some states would be creditors, some debtors, to the
union,

Should this he the case,asit will be attended with
less inconvenience to the United States, to have to
pay balances to, than to receive them from, the par-
ticular states,it may perhaps be practicable to effect
the former by a second process, in the nature of a
transfer of the amount of the debts of debtor states,
to the credit of creditor states, observing the ratio
by which the first apportionment shall have been
made. This, whilst it would destroy the balances
due from the former, would increase those due to
the latter. These to be provided for by the United
States, at a reasonable interest, but not to be trans-
ferable,

The expediency of this second process must de-
pend on a knowledge of the result of the first. 1f
the inequalities should be too great, the arrangement
may be impracticable without unduly inereasing
the debt of the United States. But it is not Jikely
that this would be the case. Itis also to be remark-
ed, that though this second process might not, upon
the principle of apportionment, bring the thing to
the point aimed at; yet it may approach so nearly to
it, as to avoid essentially, the embarrassment of hay-
ing considerable balances to collect from any of the
states,

The whole of this arrangement, to be under the
superintendence of commissioners, vested with eguit-
able discretion, and final authority,
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The general principle of it seems to he equitable;
for it appears difficult to conceive a good reason why
the expenses for the particular defence of a part,in a
common war, should not be a common charge, as
well as those incurred professedly for the general
defence. The defence of each part,is that of the
whole; and unless all the expenditures are hrouzht
into a common mass, the tendency rust be, to add
to the calamities suffcred by heing the most expos
ed to the ravages of war, an increase of burthens.

This plan seems to he susceptible of no objection
which does not heloug to every other, that proceeds
on the idca of a final adjustment of accounts. The
difficulty of settling a ratio, is comrmon to all. This
must, probably, either he sought for in the propor-
tions of the requisitions during the war, or in the
decision of commissioners appointed with plenary
power. The rule prescribed in the Constitution,
with regard to representation and direct taxes, would
evidently not he applicable to the situation of par-
ties during the period in question.

The existing debt of the United States is excluds
ed from the computation, as it ought to be, hecause
it will be provided for out of a general fund.

The only discussion of a preliminary kind which
remains, relates to the distinctions of the debt, into
principal and intevest: It is well known, that the
arrears of the latter, bear a large proportion to the
amount of the former. The immediate payment of
these arrears is evidernitly impracticable, and a ques-
tion arises, what ought to be done with them?

There is good reason to conclude, that the impres-
sions of many are more favourable to the cluim of
the principal, than to that of the interest; at least
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so far as to produce an opinion that an inferior pro-
vision might suffice for the latter.

But to the Secretary, this opinion does not appear
to be well founded. His investigations of the sub-
ject, have led him to a conclusion, that the arrears of
interest have pretensions at least equal to the prin-
cipal.

The liquidated debt, traced to its origin, falls un-
der two principal discriminations. One, relating to
loans; the other, to services performed,and asticles
supplied.

The part arising from loans, was at first made pay-
able at fixed periods, which have long since elapsed,
with an early option to lenders, either to receive
back their mouey at the expiration of those periods,
or to continue it at interest, till the whole amount
of continental bills circulating, should not exceed
the sum in circulation at the time of each loan.
This contingency, in the sense of the contract, never
happened ; and the presumption is, that the credi-
tors preferred continuing their money indefinitely
at interest, to receiving it in a depreciated, and de-
preciating state.

The other. parts of it were chiefly for objects
which ought to have been paid for at the time ; that
is, when the services were performed, or the supplies
furnished ; and were not accompanied with any con-
tract for interest.

But by different acts of government and adminis-
tration, concurred in by the creditors, these parts of
the debt have been converted into a capital, bearing
an interest of six per cent. per annum, but without
any definite period of redemption. A portion of the
loan-office debt has been exchanged for new securi-
ties of that impost; and the whole of it seems to
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have acquired that character, after the expiration of
the periods prefixed for re-payment.

If this view of the subject be a just one, the capi-
tal of the debt of the United States may be consi.
dered in the light of an annuity at the rate of six
per cent, per annum, redecmable at the pleasurc of
the govemment, by payment of the principal. Forit
scems to be a clear position, that when a government
contracts a debt payable with interest, without any
precise time being stipulated or understood for pay-
ment of the capital, that time is a matter of purc
discretion with the government, which is at liberty
to congult its own convenience respecting it, taking
care to pay the interest with punctuality.

Wherefore, as long as the United States should
pay the interest of their debt, as it accrued, their
creditors would have no right to demand the prin-
cipal.

But with regard to the arrears of interest, the case
is different. These are now due, and those to whom
they are due, have a right to claim immediate pay-
ment. To say, that it would be impracticable to
comply, would not vary the nature of the right.
Nor can this idea of impracticability be honourably
carried further, than to justify the proposition of a
new contract, upon the basis of a commutation of
that right for an equivalent. This equivalent, too,
ought to be a rcal and fair one. And what other
fair equivalent can be imagined for the detention of
money, but a reasonable interest? Or what can be
the standard of that interest, but the market rate, or
the rate which the government pays in ordinary
cases?

From this view of the matter, which appears to
be the accurate and true onc, it will follow, that the

vOL. 1. E
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arrears of interest are entitled to an equal provision
with the principal of the debt.

The result of the foregoing discussions is this—
That there ought to be no diserimination between
the original holders of the debt, and present possess-
ors by purchase—That it is expedient there should
be an assumption of the state debts by the Union,
and that the arrears of interest should be provided
for on an equal f-oting with the principal,

The next inquiry, in order, towards determining
the nature of a proper provision, respects the guan-
tum of the debt, and the present rates of interest.

The debt of the union is distinguishable into fo-
reign and domestic.

The foreign debt amounts to principal $10,070,307
bearing an interest of four, and partly
an interest of five per cent.

Arrears of interest to the last of De-
cember, 1789, 1,640,071 62

Making together, $11,710,378 62.

The domestic debt may be subdivided into liqui-
dated and unliquidated ; principal and interest.

The principal of the liquidated part amounts
to 827,383,917 74
hearing an interest of six per cent.

The arrears of interest to the end
of 1790, amount to 13,030,168 20

Making together, %40,414,085 94,

This includes all that has been paid in indents,

(except what has come into the treasury of the

United States,) which, in the opinion of the Secre-

tary, can be considered in no other light than as in-
terest due,
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The unliquidated part of the domestic deht, which
consists chiefly of the continental bills of credit, is
not ascertained, but may be estimated at 2,000,000
dollars,

These several sums constitute the whole of the
debt of the United States, amounting together to
54,124,464 dollars, and 56 cents.

That of the individual states is not equally well as-
certained. The Secretary, however, presumes, thatthe
total amount may be safely stated at 25 millions of
dollars, principal and interest. The present rate of
interest of the state debts is, in general, the same
with that of the domestic debt of the union,

On the supposition, that the arrears of interest
ought to be provided for on the same terms with
the principal, the annual amount of the interest,
which, at the existing rates, would be payable on
the cntire mass of the public debt, would be,

On the foreign debt, computing the interest on
the principal, as it stands, and allowing four per

cent. on the arrears of interest, 8342,599 66
On the domestic debt, including that
of the states, 4,044,845 15

Making together, §4,587.444 81
The intcresting problem now oceurs. 1Is it in the
power of the United States, consistently with those
prudential considerations which ought not to be
overlooked, to make a provision equal to the pur-
pose of funding the whole debt, at the rates of in-
terest which it now bears, in addition to the sum
which will be necessary for the current service of
the government ?
The Secretary will not say that such a provision
would exceed the abilities of the country; bhut he
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is clearly of opinion, that to make it, would require
the extension of taxation to a degree, and to objects,
which the true interest of the public creditors for-
bids. It is therefore to be hoped, and even to be
expected, that they will cheerfully concur in such
modifications of their claims, on fair and equitable
principles, as will facilitate to the government an
arrangement substantial, durable, and satisfactory
to the community. The importance of the last
characteristic will strike every discerning mind. No
plan, however flattering in appearance, to which it
did not belong, could be truly entitled to confi-
dence.

1t will not be forgotten, that exigencies may ere
long arise, which would call for resources greatly be-
yond what is now deemed sufficient for the current
service; and that, should the faculties of the coun-
try be exhausted, or even strained, to provide for the
public debt, there could be Iless reliance on the sa-
credness of the provision.

But while the Secretary yields to the force of
these considerations, he does not lose sight of those
fundamental principles of good faith, which dictate,
that every practicable exertion ought to he made,
scrupulously to fulfil the engagements of the govern-
ment ; that no change in the rights of its creditors
ought to be attempted without their voluntary con-
sent; and that this consent ought to be voluntary
in fact, as well as in pame. Consequently, that
every proposal of a change ought to be in the shape
of an appeal to their reason and to their interest ;
not to their necessities. To this end it is requisite,
that a fair equivalent should be offered for what may
be asked to be given up,and unquestionable security
for the remainder. Without this, an alteration, con-
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sistently with the credit and honour of the nation,
would be impracticable.

It remains to sce, what can be proposed in con-
formity to these vicws,

It has been remarked, that the capital of the debt
of the union is to be viewed in the light of an annui-
ty at the rate of six per cent. per annum, redecmable
at the pleasure of the government, by payment of
the principal. And it will not be required, that the
arrears of interest should be considered in a more
favourable light. Thc same character, in general,
may be applied to the debts of the indit idual states.

This view of the subject admits, that the United
States would have it in their power to avail them-
selves of any fall in the market rate of interest, for
reducing that of the debt.

This property of the debt is favourable to the
public; unfavourable to the creditor; and may fa-
cilitate an arrangement for the reduction of interest,
upon the basis of a fair equivalent.

Probabiilitics are always a rational ground of con-
tract. The Secretary conceives, that there is good
reason to believe, if eficctual measures are taken to
establish public credit, that the government rate of
interest in the United States, will, in a very short
time, fall at lcast as low as five per cent. and that in
a period not excecding twenty years, it will sink
still lower, probably to four.

‘There are two principal causcs which will be like-
1y to produce this effect ; one, the low rate of inter-
cst in Europe ; the other, the increase of the monied
capital of the nation, by the funding of the public
debt.

From three to four per cent. is deemed good inter-
est in several parts of Europe. Even less is deem-
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ed so, in some places: amd it is on the decline;
the increasing plenty of money continually tending
to lower it. It is presumable, that no country will
be able to borrow of foreigners upon better terms
than the United States, because none can, perhaps,
afford so good security. Our situation exposes us less
than that of any other nation, to those casualties
which are the chief causes of expense; our incum.
brances, in proportion to our real means, are less,
though these cannot immediately be brought so readi-
ly into action ; and our progress in resources from the
early state of the country, and the immense tracts of
unsettled territory, must necessarily exceed that of any
other. The advantages of this situation have al-
realy engaged the attention of the European money-
lenders, particularly among the Dutch. And as they
become betier understood, they will have the great-
er influence. Hence as large a proportion of the
cash of Europe as may be wanted, will be, in a cer-
tain sense, in our market, for the use of government.
And this will naturally bave the effect of a reduc-
tion of the rate- of interest, not indeed to the level
of the places which send their money to market,
but to something much nearer to it than our present
rate,

The influence, which the fundiug of the debt is
calculated to have in lowering interest, has been al-
ready remarked and explained. It is hardly possi-
ble, that it should not be materially affected by such
an increase of the monied capital of the nation, as
would result from the proper funding of seventy
millions of dollars, But the probability of a decrease
in the rate of interest, acquires confirmation from
facts which existed prior to the revolution. It is
well known, that in some of the states, money might
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with facility be borrowed, on good security, at five
per cent. and, not unfrequently, even at less.

The most enlightened of the public creditors will
be most sensible of the justness of this vicw of the
subject, and of the propricty of the use which will
he made of it.

The Secretary, in pursuance of it, will assume, as
a probability sufficiently great to be a ground of
calculation, both on the part of thegovernment and of
its creditors—That the interest of money in the
United States, will, in five ycars, fall to five per
cent, and, in twenty, to four. Thec probability, in
the mind of the Secretary, is rather that the fall may
be more rapid and more considerable; but he pre-
fers a mean, as most likely to engage the assent of
the creditors, and more equitable in itself; because
it is predicated on probabilities, which may err on
one side, as well as on the other.

Premising thesc things, the Secretary submits to
the House the cxpediency of proposing a loan to
the full amount of the debt, as well of the particu-
lar states, as of the union, upon the following terms:

First—That for every hundred dollars subscribed,
payable in the debt, (as well interest as principal,)
the subscriber be entitled, at his option, either

To have two-thirds funded at an annuity, or year-
ly interest of six per cent. redcemable at the plea-
sure of the government, by payment of the princi-
pal; and to receive the other third in lands in the
Western Territory, at the rate of twenty cents per
acre. Or,

To have the whole sum funded at an annuity or
yearly interest of four per cent. irredeemable by any
payment exceeding five dollars per annum on ac-
ceunt hoth of principal and intercst; and to receive,

.org/

Federal Reserve Bank of St. Louis



Digitized for FRASER

32 REPORT ON

as a compensation for the reduction of interest, fif-
teen dollars and eighty cents, payable in lands, as
in the preceding case. Or,

To have sixty-six dollars and two thirds of a dol-
lar funded immediately at an annuity or yearly in-
terest of six per cent. irredeemable by any payment
exceeding four dollars and two-thirds of a dollar per
annum, on account both of principal and interest;
and to have, at the end of ten ycars, twenty-six dol-
lars and eighty-eight cents, funded at the like inter-
est and rate of redemption. Or,

Tohave an annuity for the remainder of life, upon
the contingency of living to a given age, not less
distant than ten years, computing interest at four
pet cent. Or,

T'o have an annuity for the remainder of life, up-
on the contingency of the survivorship of the young-
est of two persons, computing interest, in this case
also, at four per cent.

In addition to the foregoing loan, payable wholly
in the debt, the Secretary would propose, that one
should be opened for ten millions of dollars, on the
following plan.

That for every hundred dollars subscribed, payable
one half in specie, and the other half in debt, (as
well principal as interest,) the subscriber be entitled
to an annuity or yearly interest of five per cent. ir-
redeemable by any payment exceeding six dollars
per annum, on account both of principal and in-
terest.

The principles and operation of these different
plans may now require explanation.

The first is simply a proposition for paying one
third of the debt in land, and funding the other two-
thirds, at the existing rate of interest, and upon the
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same terms of redcmption, to which it is at present
subjeet.

Here is no conjecture, no calculation of probabili-
ties. The creditor is offered the advantage of mak-
ing his interest principal, and he is asked to facili-
tate to the government an effectual provision for his
demands, by accepting a third part of them in land,
at a fair valuation.

The general price, at which the western lands
have been heretofore sold, has becn a dollar per acre
in public securities ; but at the time the principal
purchases were made, these securities were worth, in
the market, less than three shillings in the pound.
The nominal, price, therefore, would not be the pro-
per standard, under present circumstances; hor
would the precise specie value then given, be a just
rule. Because, as the payments were to be made by
instalments, and the securities were, at the tines of
the purchases, extremely low, the probability of a
moderate rise must be presumed to have been taken
into the account. Twenty cents, therefore, seems to
bear an equitable proportion to the two considera-
tions of value at the time, and likelihood of in-
ercase.

It will be understood, that, upon this plan, the
public retains the advantage of availing itself of any
fall in the market rate of interest, for reducing that
upon the debt; which is perfectly just, as no present
sacrifice, cither in the quantum of the principal, or
in the rate of interest, is required from the creditor.

The inducement to the measure is, the payment
of one third of the debt in land.

The second plan is grounded upon the supposi-
tion, that interest, in five years, will fall to five per
cent. in fifteen more, to four. As the capital xe-

YOL. I. ¥
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mains entire, but bearing an interest of four per cent.
only, compensation is to be made to the creditor,
for the interest of two per cent. per annum for
five years, and of one per cent. per annum for fif-
teen years, to commence at the distance of five
years. The present value of these two sums or an-
nuities, computed according to the terms of the sup-
position, is, by strict calculation, fifteen dollars and
seven hundred and ninety-two thousandth parts of
a dollar; a fraction less than the sum proposed.

The inducement to the measure here is, the re-
duction of interest to a rate, more within the compass
of a conventient provision ; and the payment of the
compensation in lands.

The inducements to the individual are—the ac-
commodation afforded to the public—the high pro-
bability of a complete equivalent—the chance even
of gain, should the rate of interest full, either more
speedily or in a greater degree, than the caleulation
supposes.  Should it fall to five per cent. sooner
than five years; should it full lower than five hefore
the additional fifteen were expired ; or should it fall
below four, previous to the payment of the debt,
there would he, in each case, an ahsolute profit to
the creditor. As his capital will remain entire, the
value of it will increase, with every decrease of the
rate of interest.

The third plan proceeds upon the like supposition
of a successive fall in the rate of interest. And up-
on that supposition offers an equivaleut to the cre-
ditor. One hundred dollars, bearing an interest of
six per cent, for five years; of five per cent. for fif-
teen years, and thenceforth of four per cent, (these
being the successive rates of interest in the market,)
is equal to a capital of 122 dollars, 510725 paris,
bearing an interest of four per cent. which, convert-
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ed into a capital, bearing a fixed rate of interest of
six per cent. is equal to 81 dollars, 6738166 parts.

The difference between sixty-six dollars and two-
thirds of a dollar, (the sum to be funded immediate-
ly,) and this last sum is 15 dollars, 0172 parts, which
at siz per cent. per annum, amounts at the end of
ten years, to 26 dollars, 8755 parts, the sumn to be
funded at the ezpiration of thal period.

It ought, however, to be acknowledged, that this
calculation does not make allowance for the princi-
ple of redemption, which the plan itself includes;
upon which principle the equivalent in a capital of
six per cent. would be, by strict calculation, 87 dolls.
50766 parts.

But there are two considerations which induce the
Secretary to thinkthat the one proposed would operate
more equitably than this: One is, that it may not be
very early in the power of the United States to avail
themselves of the right of redemption reserved in
the plan: The other is, that with regard to the part
to be funded at the end of ten ycars, the principle
of redemption is suspended during that time, and
the full intcrest at six per cent. goes on improving
at the same rate; which for the last five years will
exceed the market rate of iuterest, according to the
supposition.

‘The cquivalent is regulated in this plan, by the
circumstance of fixing the rate of interest higher
than it is supposed it will continue to be in the mar-
ket; permitting only a gradual discharge of the
debt, in an established proportion, and consequently
preventing advantage being taken of any decrease
of interest below the stipulated rate.

Thus the true value of eighty-one dollars and six-
ty-seven cents, the capital proposed, considered as a
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perpetuity, and bearing six per cent. interest, when
the market rate of interest was five per cent. would
be a small fraction more than ninety-eight dollars;
when it was four per cent. would be one hundred
and twenty-two dollars and fifty-one cents. But the
proposed capital being subject to gradual redemption,
it is evident that its value, in each case, would be
somewhat less. Yet from this may be perceived,
the manner in which a less capital at a fized rate of
interest, becomes an equivalent for a greater capital,
at a rate liable to variation and diminution.

It is presumable that those creditors, who do not
entertain a favourable opinion of property in western
lands, will give a preference to this last mode of
modelling the debt. The Secretary is sincere in
affirming, that in his opinion, it will be likely to
prove, to the full, as beneficial to the creditors, as a
provision for his debt upon its present terms.

Tt is not intended, in either case, 10 oblige the go-
vernment to redeem, in the proportion specified, but
to secure to it the right of doing so, to avoid the
inconvenience of a perpetuity.

The fourth and fifth plans abandon the supposi-
tion which is the basis of the two preceding ones,
and offer only four per cent. throughout.

The reason of this is, that the payment being de-
ferred, there will be an accumulation of compound
interest, in the intermediate period against the pub-
lic, which, without a very provident administration,
would tum to its detriment. And the suspension of
the burthen would be too apt to beget a relaxation
of efforts in the mean time. The measure, there-
fore, its object being temporary accommodation,
could only be adviseable upon a moderate rate of
interest.
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With regard to individuals, the inducement will be
sufficient at four per cent. There is no disposition
of money, in private loans, making allowance for
the usual delays and casualties, which would be
equally beneficial as a future provision.

A hundred dollars advanced upon the life of a per-
son of eleven years old, wowld produce an annuity,

Dalis.

Forte.
If commencing at twenty-one, of 10 346
If commencing at thirty-ope, of 18 803
If commencing at forty-one, of 37 286
If commencing at £fty one, of 78 580

The same sum advanced upon the chance of the
survivorship of the youngest of two lives, one of the
persons being twenty-five, the other thirty years old,
would produce, if the youngest of the two should
survive, an annuity for the remainder of life of 23
dollars, 556 parts.

From these instances may readily be discerncd,
the advantages which these deferred annuities afford
for securing a comfortable provision for the evening
of life, or for wives who survive their husbands.

The sixth plan also relinquishes the supposition,
which is the foundation of the second and third,
and offers a higher rato of interest upon similar terms
of redemption, for the consideration of the payment
of one half of the loan in specie. This is a plan
highly advantageous to the creditors, who may be
able to make that payment ; while the specie itself
could be applied in purchascs of the debt, upon
terms, which would fully indemnify the public for
the increased intercst.

It is not improbable, that foreign holders of the
domestic debt, may embrace this as a desirable ar-
rangement.
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As an auxiliary expsdient,and by way of experi-
meut, the Secretary would propose a loan upon the
principles of a tontine—

“To consist of six classes, composed respectively of
persous of the following ages :

First class, of those of 20 years and under.

Second class, of those above 20, and not exceed-
ing 30.

Third class, of those above 30, and not exceeding
40,

Fourth class, of those above 40, and not exceed-
ing 50.

Fifth class, of those above 50, and not exceeding
60

Sixth class, of those above GO.

Each share to be two hundred dollars. The num-
ber of shares in each class, to be indefinite. Persons
to be at liberty to suhscribe on their own lives, or.
on those of others, nominated by them.

The annuity upon a share in the first classtobe g8 40

upon a share in the second 8 65
upon a share in the third 9-0
upon a share in the fourth 9 65
upon a share in the fifth 10 70
upon a share in the sixth 12 80

The annuities of those who die, to be equally di-
vided among the survivors, until four-fifths shall be
dead, when the principle of survivorship shall cease,
and each annuitant thenceforth enjoy his dividend as
a several annuity during life, upon which it shall
depend.

These annuities are calculated on the best life in
each class, and at a rate of interest of four per cent.
with some deductions in favour of the public. To
the advantages which these circumstances present,
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the cessation of the right of survivorship on the death
of four-fifihs of the anunuitants, will be no incounsider-
able addition.

The inducements to individuals are, a competent
interest for their moncy from the outset, secured for
life, and the prospect of continual increase, an'l even
of large profit to those whose fortunc it is to survive
their associates.

It will have appeared, that in all the proposed loans,
the Secretary has contemplated the putting the inte r-
est upon the same footing with the principal : That
on the debt of the United States, he would have
computed to the last of the present year: That on
the debt of the particular statcs, to the last of the
year 1791 the reason for which distinction will be
seen hereafter.

In order to keep up a due circulation of money, it
will be expedient, that the interest of the debt should
be paid quarter-yearly. This regulation will, at the
same time, conduce to the advantage of the public
ereditors, giving them, in fact, by the anticipation of
payment, a higher rate of interest; which may, with
propriety, be taken into the estimate of the compen-
sation to he made to them. Six per cent. per an-
num, paid in this mode, will truly be worth six dol-
lars and one hundred and thirty-Gve thousandth
parts of a dollar, computing the market intcrest at
the same rate.

The S:cretary thinks it adviseable, to hold cut va-
rious propositions, all of them compatible with the
public interest, because it is, in his opinien, of the
greatest consequence that the debt should, with the
consent of the creditors, be remoulded into 'such a
shape, as will bring the expenditure of the nativn to
a level with its income. Till this shall be accome
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plished, the finances of the United States will never
wear a proper countenance. Arrears of interest, con-
tinually accruing, will be as continual a monument,
either of inability or of ill faith; and will not cease
to have an evil influence on public credit. In no-
thing are appearances of greater moment, than in
whatever regards credit. Opinion is the soul of it,
and this is affected by appearances, as well as reali-
ties. By offering an option to the creditors, between
a number of plans, the change meditated will be
more likely to be accomplished. Different tempers
will be governed by different views of the subject.

But while the Secretary would endeavour te effect
a change in the form of the debt, by new loans, in
order to render it more susceptible of an adequate
provision; he would not think it proper to aim at
procuring the concurrence of the creditors by opera-
ting upon their necessities.

Hence whatever surplus of revenue might remain,
after satislying the interest of the new loans, and the
demand for the current service, ought to be divided
among those creditors, if any, who may not think fit
to subscribe to them. But for this purpose, under
the circumstance of depending propositions, a tem-
porary appropriation will be most adviseable, and
the sum must be limited to four per cent. as the re-
venues will only be calculated to produce, in that
proportion, to the entire debt.

The Secretary confides for the success of the pro-
positions to be made, on the goodness of the reasons
upon which they rest ; on the fairness of the equiva-
lent to be offered in each case ; on the discernment
of the creditors of their true interest; and on their
disposition to facilitate the arrangements of the
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government, and to render them satisfactory to the
community.

The remaining part of the task to be performed
is, to take a view of the means of providing for the
debt, according to the modification of it, which is
proposed.

On this point the Secretary premiscs, that, in his
opinion, the funds to be established ought, for the
present, to be confined to the existing debt of the
United States; as well bhecause a progressive aug-
mentation of the revenue will be most convenient,
as because the consent of the state creditors is ne-
cessary, to the assumption contemplated ; and though
the obtaining of that consent may be inferred with
great assurance, from their obvious interest to give
it; yet till it shall be obtained, an actual provision
for the debt would be premature. Taxes could not
with propriety, be laid for an object, which depend-
ed on such a contingency.

All that ought now to he done respesting it, is,
to put the matter in an eflectual train for a future
provision, For which purpose the Secretary will,
in the course of this report, submit such propositions,
as appear to him adviseable.

The Secretary now proceeds to a consideration of
the necessary funds.

It has been stated that the debt of the United
States consists of

The foreign debt, amounting, with
arrears of interest, to $11,710,378 62

And the domestic debt,amounting,
with like arrears, computed to theend

of the year 1790, to 42,414,085 94
Making together, 254,124,464 56
YoL, I. [ ]
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The interest on the domestic debt is computed
to the end of this year, because the details of carry-
ing any plan into execution, will exhaust the year.

The annual interest of the foreign
debt has been stated at $542,699 66

And the interest on the domestic

debt; at four per cent. would amount
to 1,696,563 43
Making together, %2,239,168 09

Thus to pay the interest of the foreign debt, and
to pay four per cent. on the whole of the domestic
debt, principal and interest, forming a new capital,
will require a yearly income of 2,239,163 09.

The sum which, in the opinion of the Secretary,
ought now to be provided in addition to what the
current service will require,

For, though the rate of interest, proposed by the
third plan, exceeds four per cent. on the whole debt,
and the annuities on the tontine will also exceed four
per cent. on the sums which may be subscribed ; yet,
as the actual provision for a part is, in the former
case, suspended ; as measures for reducing the debt,
by puschases, may be advantageously pursued, and as
the payment of the deferred annuities will of course
be postponed, four per cent. on the whole, will be
a sufficient provision.

With regard to the instalments of the foreign debt,
these, in the opinion of the Secretary, ought to be
paid by new loans abroad.  Could funds be conven-
iently spared from other exigencies, for paying them,
the United States could illy bear the drain of cash, at
the present juncture, which the measure would be
likely to occasion.

But to the sum which has been stated for pay-
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ment of the interest, must be added a provision for
the current service. This the Sccretary estimates at
six hundred thousand dollars; making, with the
amount of the interest, two millions eight hundred
and thirty-nine thousand one hundred and sixty-
three dollars, and nine cents,

This sum may, in the opinion of the Sccretary, be
obtained from the present dutics on imports and ton-
nage, with the additions, which, without any pos-
sible disadvantage either to trade or agriculture, may
be made on wines, spirits, including those distilled
within the United States, teas and coffee.

The Secretary conceives, that it will be sound po-
licy, to carry the duties upon articles of this kind, as
high as will be consistent with the practicability of a
safe collection. This will lessen the necessity, both
of having recourse to direct taxation, and of accu-
mulating duties where they would be more inconve-
nient to trade, and upon objccts which are more to
be regarded as necessaries of life.

That the articles swhich have been enumerated will,
hetter than most others, bear high duties,can hardly
be a question. They are all of them, in reality, lux-
uries—the greatest part of them foreign Juxuries;
some of them, in the excess in which they are used,
pernicious luxuries. Aud there is, perhaps, none of
them, which is not consumed inso great abundance,
as may, justly, denominate it a source of national
extravagance and impoverishment. The consump-
tion of ardent spirits particularly, no doubt very much
on account of their chcapness, is carried to an cx-
treme, which is truly to be regretted, as well in re-
gard to the health and the morals, as to the economy
of the community.

Should the increase of duties tend to a decrease of
the consumption of those articles, the eflect would
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be, in every respect desirable. The saving which it
would occasion, would leave individuals more at
their ease, and promote a more favourable balance of
trade. Ag far as this decrease might be applicable to
distilled spirits, it would encourage the substitution
of cider and malt liquors, benefit agriculture, and
open a new and productive source of revenue.

It is not, however, probable, that this decrease
would be in a degree, which would frustrate the ex-
pected benefit to the revenue from raising the du-
ties. Experience has shown, that luxuries of every
kind lay the strongest hold on the attachments of
mankind, which, especially when confirmed by habit,
are not easily alienated from them.

The same fact affords a security to the merchant,
that he is not likely to be prejudiced by considera-
ble duties on such articles. They will usually com-
mand a proportional price. The chief things in this
view to be attended to, are, that the terms of pay-
ment be so regulated, as not to require inconvenient
advances, and that the mode of collection be se-
cure.

To other reasons, which plead for carrying the
duties upon the articles which have been mentioned,
to asgreat an extent as they will well bear, may be ad-
ded these; that they are of a nature, from their exten-
sive consumption, to he very productive, and are
amongst the most difficult objects of illicit introduc-
tion.

Invited by so many motives to make the best use
of the resource which these articles afford, the es-
sential inquiry is—in what mode can the duties up.
on them be most effectually collected ?

With regard to such of them as will be brought
from abroad, a duty on importation recommends it-
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self by two leading considerations; one is, that
meeting the object at its first entrance into the coun-
try, the collection is drawn to a point, and so far
simplified ; the other is, that it avoids the possibil-
ity of interference between the regulations of the
United States, and those of the particular states.

But a duty, the precautions for the collection of
which should terminate with the landing of the
goods, as is essentinlly the case in the existing sys-
tem, could not, with safety, be carried to the extent
which is contemplated.

In that system, the evasion of the duties depends,
as it were, on a single risk. ‘To land the goods in
defiance of the vigilance of the officers of the cus-
toms, is almost the sole difficulty. No future pur-
suit is materially to he apprehended. And where
the inducement is equivalent to the risk, there will
be found too many who arc willing to run it. Con-
sequently, there will be extensive frauds of the ze-
venue, against which the utmost rigour of penal laws
has proved, as often as it has been tried, an ineffec-
tual guard.

The only expedient which lhas been discovered,
for conciliating high duties with a safe collection, is,
the establishment of a second or interior scrutiny.

By pursuing the article from its importation into
the hands of the dealers in it, the risk of detection
is so greatly enhanced, that few, in comparison, will
venture to incur it. Indeed every dealer, who is
not himself the fraudulent importer, then becomes,
in some sort, a centinel upon him.

The introduction of a system, founded on this
principle, in some shape or other, is, in the opinion
of the Secretary, essential to the efficacy of every
attempt to render the revenues of the United States
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equal to their exigencies, their safety, their prospe-
rity, their honour.

Nor is it less essential to the interest of the ho-
nest and fair trader. It might even be added, that
every individual citizen, besides bis share in the
general weal, has a particular interest in it. The
practice of smuggling never fails to have one of two
effects, and sometimes unites them both. Either the
smuggler undersells the fair trader, as, by saving the
duty, he can afford to do, and makes i a charge up-
on him; or he sells at the increased price occasion-
ed by the duty, and defrauds every man, who buys
of him, of his share of what the public ought to re-
ceive. For it is evident, that the loss falls ultimate-
ly upon the citizens, who must be charged with
other taxes to make good the deficiency, and supply
the wants of the state,

The Secretary will not presume, that the plan,
which he shall submit to the consideration of the
house, is the best that could be devised. But it is
the one which has appeared to him freest from ob-
jections of any, that has occurred, of equal efficacy.
He acknowledges, too, that it is susceptible of im-
provement, by other precautions in favour of the re-
venue, which he did not think it expedient to add.
The chief outlines of the plan are not original, but
it is no ill recommendation of it, that it has been
tried with success.

The Secretary accordingly proposes,

That the duties heretofore laid upon wines, dis-
tilled spirits, teas, and cofiee, should, after the last
day of May next, cease; and that instead of them,
the following duties be Jaid :—

Upon every gallon of Madeira Wine, of the qua-
lity of London particular, thirty-five cents.
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Upon every gallon of other Madeira Wine, thirty
cents.

Upon every gallon of Sherry, twenty-five cents.

Upon every gallon of other Wine, twenty cents.

Upon every gallon of distilled Spirits, more than
ten per cent. below proof, according to Dicas’s hy-
drometer, twenty cents.

Upon every gallon of those Spirits, under five, and
not more than ten per cent. below proof, according
to the same hydrometer, twenty-one cents,

Upon every gallon of those Spirits, of proof, and
not more than five per cent. helow proof, according
to the same hydrometer, twenty-two cents.

Upon every gallon of those Spirits, above proof,
hut not exceeding twenty per cent. according to the
same hydrometer, twenty-five cents.

Upon every gallon of those Spirits, more tham
twenty, and not more than forty per cent. above
proof, according to the same hydrometer, thirty
cents.

Upon every gallon of those Spirits, more than for-
ty per cent. above proof, according to the same hy-
drometer, forty cents.

Upon every pound of Hyson Tea, forty cents.

Upon every pound of other Green Tea, twenty-
four cents.

Upon every pound of Souchong and other black
Teas, cxcept Bohea, twenty cents.

Upon every pound of Bobea Tea, twelve cents.

Upon every pound of Coffee, five cents,

That upon Spirits distilled within the United
States, from Molasses, Sugar, or other forcign mate-
rials, there be paid—

Upon every gallon of those Spirits, more than ten
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per cent. below proof, according to Dicas’s hydre-
meter, eleven cents,

Upon every gallon of those Spirits, under five, and
not more than ten per cent. below proof, according
to the same hydrometer, twelve cents.

Upon every gallon of those Spirits, of proof, and
not more than five per cent. below proof, according
to the same hydrometer, thirteen cents.

Upon every gallon of those Spirits, above proof,
but not exceeding twenty per cent. according to the
same hydrometer, fifteen cents.

Upon every gallon of those Spirits, more than
twenty, and not more than forty per cent. above
proof, according to the same hydrometer, twenty
cents.

Upon every gallon of those Spirits, more than for-
ty per cent. above proof, according to the same hy-
drometer, thirty cents.

That upon Spirits distilled within the United
States, in any city, town, or village, from materials
of the growth or production of the United States,
there be paid—

Upon every gallon of those Spirits, more than ten
per cent. below proof, according to Dicas’s hydrome-
ter, nine cents.

Upon every gallon of those Spirits, under five, and
not more than ten per cent. below proof, according
to the same hydrometer, ten cents,

Upon every gallon of those Spirits, of proof, and
Dot more than five per cent. below proof, according
to the same hydrometer, eleven cents.

Upon every gallon of those spirits, above proof,
but not exceeding twenty per cent. according to the
same hydrometer, thirteen cents,

Upon every gallon of those Spirits, more than
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twenty, and not more than forty per cent. above
proof, according to the sume hydrometer, scventeen
cents.

Upon every gallon of those Spirits, more than
forty per cent. above proof, according to the same
bhydrometer, twenty-five cents.

That upon all Stills, employed in distilling Spirits
from materials of the growth or production of the
United States, in any other place than a city, town,
or village, there be paid the yearly sum of sizty
cents, for every gallon, English wine measure, of the
capacity of cach Still, including its head.

The Secretary does not distribute the duties on
Teas into difforent classes, as has been done in the
impost act of the last session ; hecause this distribu-
tion depends on considerations of commercial policy,
not of revenue. It is sufficient, therclore, for him
to remark, that the rates, above specified, are pro-
posed with refcrence to the lowest class.

The Secretary, conceiving that he could not con-
vey an accurate idea of the plan contemplated by
him, for the collection of these duties, in any mode
so eflectual as by the draft of a bill for the purpose,
begs leave respectfully to refer the House to that
which will be found annexed to this report, relative-
ly to the article of distilled Spirits ; and which, for
the better explanation of some of its parts, is accom-
panied with marginal remarks*.

It would he the inteution of the Sccretary, that
the duty on wines, should be collected upon pre-
cisely the same plan with that on imported spirits.

* The draft of the bill here referred to, was substantially sdopted

by Congress as the ground of the present law on that subjeet.
VOL. 1. 1
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But with regard to teas and coffee, the Secretary
is inclined to think, that it will be expedient, till ex-
perience shall evince the propriety of going further,
to exclude the ordinary right of the officers to visit
and inspect the places in which those articles may
be kept. The other precautions, without this, will
afford, though not complete, considerable security.

It will not escape the observation of the House,
that the Secretary, in the plan submitted, has.taken
the most scrupulous care, that those citizens upon
whom it is immediately to operate, be secured from
every species of injury by the misconduct of the offi-
aers to be employed. There arenot only strong guards
against their being guilty of abuses of authority;
they are not only punishable, criminally, for any
they may commit, and made answerable in damages,
to individuals, for whatever prejudice these may
sustain by their acts or neglects: but even where
seizures are mtade with probable cause, if there be an
acquittal of the article seized, a compensation to the
proprietors for the injury their property may suffer,
and even for its detention, is to be made out of the
public treasury.

So solicitous indeed has the Secretary been, to ob-
viate every appearance of hardship, that he has even
included a compensation to the dealers, for their
agency in aid of the revenue.

With all these precautions to manifest a spirit of
moderation and justice on the part of the govern-
ment ; and when it is cousidered, that the object of
the propesed system is the firm establishment of pub-
lic credit; that on this depends the character, secu-
rity and prospezity of the nation ; that advantagesin
cvery light important, may be expected to result
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from it; that the immediate operation of it will be
upon an enlightened class of citizens, zcalously de-
voted to good government, and to a liberal and en-
larged policy, and that it is peculiarly the interest
of the virtuous part of them to co-operatc in what-
ever will restrain the spirit of illicit traffic; there
will be perceived to exist the justest ground of con
fidence, that the plan, if eligible in itsclf, will ex-
perience the cheerful and prompt acquiescence of the
eommunity.

The Sccretary computes the neat product of the
duties proposed in this report, at about one million se-
ven hundred and three thousand four huadred dollars ;
which, if ncar the truth, will, together with the pro-
bable product of the duties on imports aud tonnage,
complcte the sum required. But it will readily oc-
our, that in so unexplored a feld, there must be a
considerable degree of uncertainty in the data. And
that, on this account, it will be prudent to have an
auxiliary resource for the first year, in whicli the in-
terest will hecome payable, that there may be no
possibility of disappointment to the public creditors,
ere there may be an opportunity of providing for
any deficiency, which the experiment may discover.
This will accordingly be attended to.

‘The proper appropriation of the funds provided,
and to be provided, seems next to offer itself to
consideration.

On this head, the Secretary would propose, that
the duties on distilled spirits should be applied, in
the first instance, to the payment of the interest of
the foreign debt.

That reserving out of the residue of those duties
an annual sum of six hundred thousand dollass, for
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the current service of the United States; the surplus,
together with the product of the other duties, be ap-
plied to the payment of the interest on the new loan,
by an appropriation, co-extensive with the duration
of the debt.

And that if any part of the debt should remain
unsubscribed, the excess of the revenue be divided
among the creditors of the unsubscribed part, by a
temporary disposition; with a limitation, however,
to four per cent.

1t will hardly have been unnoticed, that the Se-
cretary has been thus far silent on the subject of the
post-office. The reason is, that he has had in view
the application of the revenue arising from that
source, to the purposes of a sinking fund. The post-
master-general gives it as his opinion, that the im-
mediate product of it, upon a proper arrangement,
would probably be, not less than one hundred thou-
sand dollars: and from its nature, with good man-
agement, it must be a growing, and will be likely to
become a considerable fund. The post-master-gene-
ral is now engaged in preparing a plan, which will
be the foundation of a propoesition for a new armange-
ment of the establishment. This, and some other
points relative to the subject referred to the Secreta-
1y, he begs leave to reserve for a future report.

Persuaded as the Secretary is, that the proper fund-
ing of the present debt will render it a national
blessiug ; yet he is so far from acceding to the posi-
tion, in the latitude in which it is sometimes laid
down, that « public debts are public benefits,” a
position inviting to prodigality, and liable to dange-
Tous abuse, that he ardently wishes to see it incor-
porated, as a fundamental maxzim, in the system of
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public eredit of the United States, that the creation
of debt should always be accompanied with the
means of extinguishment. This he regards as the
true secret for rendering public credit immortal.
And he presumes, that it is difficult to conceive a
situation, in which there may not be an adherence
to the maxim. At least he feels-an unfeigned soli-
citude, that this may be attempted by the United
States, and that they may commence their measures
for the establishment of credit, with the observance
of it.

Under this impression, the Secretary proposes,
that the neat product of the post-office, to a sum not
exceeding onc million of dollars, be vested in com-
missioners, to consist of the Vice-President of the
United States, or President of the Senate, the Speak-
er of the House of Representatives, the Chief Jus-
tice, Secretary of the Treasury, and Attorney-Gene-
ral of the United States, for the time being, in
trust, to be applicd by thcem, or any three of them,
to the discharge of the existing public debt, cither
by purchases of stock in the market, or by payments
on account of the principal, as shall appear to them
most adviseable, in conformity to public engage-
ments ; to continue so vested, until the whole of the
debt shall be discharged.

As an additional expedient for effecting a reduc-
tion of the debt, and for other purposes which will
be mentioned, the Secretary would further propose,
that the same commissioners be authorized, with the
approbation of the President of the United States,to
borrow, on their credit, a sum, not excecding twelve
niillions of dollars, to be applied,
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First. To the payment of the interest and in-
stalments of the foreign debt, to the end of the
present year, which will require 3,491,923 dollars
and 46 cents.

Secondly. To the payment of any deficiency
which may happen in the product of the funds pro-
vided for paying the interest of the domestic debt.

Thirdly, To the effecting a change in the form
of such part of the foreign debt, as bears an interest
of five per cent. It is conceived that for this pur-
pose a new loan, at a lower interest, may be com-
bhined with other expedients. The remainder of
this part of the debt, after paying the instalments,
which will accrue in the course of 1790, will be
3,888,888 dolls. and 81 cents.

Fourthly. To the purchase of the public debt at
the price it shall bear in the market, while it con-
tinues below its true value. This measure, which
would be, in the opinion of the Secretary, highly
dishonourable to the government, if it were to pre-
eede a provision for funding the debt, would be-
come altogether unexceptionable, after that had been
made. Its effect would be in favour of the public
creditors, as it would tend to raise the value of stock.
And all the difference between its true value and
the actual price, would be so much clear gain to the
public. The payment of foreign interest on the
capital to be horrowed for this purpose, should that
be a necessary consequence, would not, in the judg-
ment of the Secretary, be a good objection to the
measure. The saving hy the operation would be itselfa
sufficient indemnity ; and the employment of that
capital, ina country situated like this, would much
more than compensate for it. Besides, if the govern-
ment does not undertake this operation, the same
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inconvenience which the objection in qucstion sup-
poses, would happen in another way, with a circum-
stance of aggravation. As long, at least, as the debt
shall continue below its proper value, it will be an
object of speculation to foreigners, who will not only
reoeive the interest upon what they purchase, and
remit it abroad, as in the case of the loan, but will reap
the additional profit of the difference in value, By
the government’s entering into competition with
them, it will not only reap a part of the profit itself,
but will contract the extent, and lessen the extra
profit of foreign purchases. That competition will
accelerate the rise of stock ; and whatever greater
rate this obliges foreigners to pay for what they pur-
chase, is so much clear saving to the nation, In the
opinion of the Secretary, and contrary to an idea
which is not without patrons, it ought to be the po-
licy of the government, to raise the value of stock
to its true standard as fast, as possible. When it ar-
rives to that point, foreign speculations, (which, till
then, must be deemed pernicious, further than as
they serve to bring it to that point,) will become
bepeficial. Their money laid outin this country,
upon our agriculture, commerce, and manufactures,
will produce much more to us, than the income they
will receive from it.

The Secretary contcmplates the application of
this money, through the medium of a national bank,
for which, with the permission of the House, he will
submit a plan in the course of the session.

The Secretary now proceeds, in the last place,
to offer to the consideration of the House, his ideas
of the steps which ought, at the present session, to
he taken towards the assumption of the state debts.
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These are, briefly; that concurrent resolutions of
the two Houses, with the approbation of the Presi-
dent, be entered into, declaring in substance,

That the United States do assume, and will at the
first session in the year 1791, provide, on the same
terms with the present debt of the United States,
for all such part of the debts of the respective states,
orany of them, as shall, prior to the first day of Jan-
uary in the said year 1791, be subscribed towards a
loan to the United States, upon the principles of
either of the plans which shall have been adopted
by them, for obtaining a re-loan of their present
debt.

Provided, that the provision to be made as afore-
said, shall be suspended, with respect to the debt of
any state, which may have exchanged the securities
of the United States for others issued by itself; until
the whole of the said securities shall either be re-
exchanged, or surrendered to the United States.

And provided, also, that the interest upon the
debt assumed, be computed to the end of the year
1791 ; and that the interest to be paid by the Unit-
ed States, commence on the first day of January,
1792.

That the amount of the debt of each state so as-
sumed and provided for, be charged to such state in
account with the United States, upon the same prin-
ciples upon which it shall be lent to the United

"States.

That subscriptions be opened for receiving loans
of the said debts at the same times and places, and
under the like regulations, as shall have been pre-
scribed in relation to the debt of the United States.

The Sccretary has now completed the objects
which he proposed to himself to comprise in the
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present report.  He has, for the most part, omitted
details, as well to avoid fatiguing the attention of
the House, as because more time would have been
desirable even to digest the general principles of the
plan. If these should be found right, the particular
modifications will readily suggest themselves in the
progress of the work.

The Secretary, in the views which have directed
his pursuit of the subject,  has been influenced, in
the first place, by the consideration, that his duty,
from the very terms of the resolution of the House,
obliged him to propose what appearcd to him an
adequate provision for the support of the pL}blic cre-
dit, adapted at the same time to the real circumstan-
cesof the United States; and in the next, by the
reflection, that measures which will not bear the test
of future unbiassed cxamination, can ncither be pro-
ductive of individual reputation, nor, (which is of
much greater conscquence,) public honour or advan-
tage,

Deeply impressed, as the Sccretary is, with a full
and deliberate conviction, that the establishment of
public credit, upon the basis of a satisfactory provi-
sion for the public debt, is, under the present cir-
cumstances of this country, the true desideratum to-
wards relief from individual and national embarrass-
ments; that without it, these embarrassments will
be likely to press still more severely upou the com-
munity—He cannot but indulge an anxious wish,
that an effectual plan for that purpose may, during
the present session, be the resuit of the united wis-
dom of the legislature.

He is fully convinced, that it is of the greatest
importance, that no further delay should attend the
making of the requisite provision ; not only hecause
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it will give a better impression of the good faith of
the country,and will bring earlier relief to the cre-
ditors ; both which circumstances are of great mo-
ment to public credit; but, because the advantages
to the community from raising stock, as speedily as
possible, to its matural value, will be incomparably
greater than any that can result from its continuance
below that standard. No profit, which could be
derived from purchases in the market, on account of
the government, to any practicable extent, would be
an equivalent for the loss which would be sustained
by the purchases of foreigners at a low value. Not
to repeat, that governmental purchases, to be honout-
able, ought to be preceded by a provision. Delay, by
disseminating doubt, would sink the price of stock;
and as the temptation to foreign speculations, from
the lowness of the price, would be too great to be
neglected, millions would probably be lost to the
United States,

All which is humbly submitted.
ALEXANDER HAMILTON,

Secretary of the Treasury,
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OoN A

NATIONAL BANK.

Treasury Department, Dec, 13, 1790,

IN obedience to the order of the House of REPRESEN-
TATIVES, of the ninth day of August last, requiring
the SECRETARY of the TREASURY fo prepare and re-
port, on this day, such further provision as may, in
his opinion, be necessary for establishing the PUB-
LIC CREDIT—the said Secretary further

RESPECTFULLY REPORTS,

THA'I‘ from a conviction that a National Bank
is an institution of primary importance 10 the pros-
perous administration of the finances, and would be
of the greatest utility in the operations connected
with the support of the Public Credit, his attention
has been drawn to devising the plan of such an in-
stitution, upon a scale which will entitle it to the
confidence, and be likely to render it cgual to the
exigencies, of the public.

Previously to entering upon the detail of this plan,
he entreats the indulgence of the House, towards
some preliminary reflections naturally arising out of
the subject, which he hopes will be deemed neither
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useless nor out of place. Pablic opinion being the
ultimate arbiter of every measure of government, it
can scarcely appear improper, in deference to that,
to accompany the origination of any new proposi-
tion with explanations, which the superior informa-
tion, of those to whom it is immediately addressed,
would render superfluous,

It is a fact well understood, that public banks have
found admission and patronage among the principal
and most enlightened commercial nations. They
have successively obtained in Italy, Germany, Hol-
Jand, England, and France, as well as in the United
States. And it isa circumstance which cannot but
have considerable weight, in a candid estimate of
their tendency, that after an experience of centuries,
there exists not a question about their utility in the
countries in which they have been so long establish-
ed. Theorists and men of business unite in the ac-
knowledgment of it.

Trade and industry, wherever they have heen tri-
ed, have been indebted to them for important aid.
And government has been repeatedly under the
greatest obligations to them, in dangerous and dis-
tressing emergencies. ‘That of the United States, as
well in some of the most critical conjunctures of the
late war, as since the peace, has received assistance
from those established among us, with which it could
not.have dispensed.

With this two-fold evidence before us, it might
be expected, that there would he a perfect union of
opinions in their favour. Yet doubts have been en-
tertained ; jealousies and prejudices have circulated ;
and though the experiment is every day dissipating
them, within the spheres in which effects are best
Jnown ; yet there are still persons by whom they
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have not been entirely renounced. To give a full
and accurate view of the subject, would be to make
a treatise of a report; but there are certain aspects
in which it may be cursorily exhibited, which may
perhaps conduce to a just impression of its merits,
These will involve a comparison of the advantages
with the disadvantages, real or supposed, of such io-
stitutions.

The following areamong the principal advantages
of a Bank :—

First. The augmentation of the active or produe-
tive capital of a country. Gold and silver, where
they are employed merely as the instruments of ex-
change and alienation, have been not improperly
denominated dead stock; but when dcposited in
banks, to become the basis of a paper circulation,
which takes their character and place, as the signs
or representatives of value, they then acquire life,
or, in other words, an active and productive quality.
This idea, which appears rather subtil and abstract,
in a general form, may be made ebvious and palpa-
ble, by entering into a few particulars, It is cvi-
dent, for instance, that the money which a merchant
keeps in his chest, waiting for a favourable opporty-
nity to employ it, produces nothing till that oppor-
tunity arrives. But if, instead of locking it up in
this manner, he either deposits it in a bank, or in-
vests it in the stock of a bauk, it yiclds a profit du-
ring the interval, in which he partakes, or not, ac-
cording to the choice he may have made of being
a depositor or a proprietor; and when any advan-
tageous speculation offers, in order to be able to em-
brace it, he has only to withdraw his money, if a de-
positor, or if a proprietor, to obtain a loan from the
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bank, or to dispose of his stock; an alternative sel-
dom or never attended with difficulty, when the
affairs of the institution are in a prosperous train.
His money thus deposited or invested, is a fund up-
on which himself and others can borrow to 2 much
larger amount. It is a well established fact, that
banks in good credit can circulate a far greater sum
than the actual quantum of their capital in gold and
silver. The extent of the possible excess seems in-
determinate ; though it has been conjecturally stat-
ed at the proportions of two and three to one. This
faculty is produced in various ways. First-—A great
proportion of the notes which are issued and pass
eurrent as cash, are indefinitely suspended in circu-
lation, from the confidence which each holder has,
thai he can at any moment turn them into gold and
silver. Secondly—Every loan which a bank makés,
is, in its first shape, a credit givento the borrower on
its books, the amount of which it stands ready to
pay, either in its own notes, or in gold or silver, at
his option. But, ina great number of cases, no ac-
tual payment is made in either. The borrawer fre-
quently, by a check or order, transfers his credit to
some other person, to whom he has a payment to
make ; who, in his turn, is as often content with a
similar éredit, because he is satisfied that he can,
whenever he pleases, either convert it into cash, or
pass it to some other hand, as an equivalent for it.
And in this manner the credit keeps circulating, per-
forming, in every stage, the office of money, till it is
extinguished by a discount with some person who has
apayment to make to the bank, to an equal or greater
amount. Thus large sums are lent and paid, fre-
quently through a variety of hands, without the in-
tervention of asingle piece of coin, Thirdly—There
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is always a large quantity of gold and silver in the
repositories of the bank, besides its own stock, which
is placed there with a view, partly to its safe keep-
ing, and partly to the accommodation of an institu-
tion, which is itself a source of general accommoda-
tion. These deposits are of immense consequence
in the operations of a bank. Though liable to be
re-drawn at any moment, experience proves, that the
money so much oftener changes proprictors than
place, and that what is drawn out is genenally so
speedily replaced, as to authorize the couuting upon
the sums deposited, as an effective fund ; which, con-
curring with the stock of the bank, enables it to ex-
tend its loans, and to answer all the demauds for coin,
whether in consequence of those loans, or arising
from the occasional return of its notes.

These differcnt circumstances explain the manner
in which the ability of a bank to circulate a greater
sum than its actual capital in coin, is acquired. This,
however, must be gradual; and must be preceded
by a firm establishient of confidence; a confidence
which may be bestowed on the most rational grounds;
since the excess in question will always be bottomed
on good security of one kind or another. This every
well-conducted bank carefully requires, before it
will consent to advance either its money or its cre-
dit; and where there is an auxiliary capital, (as will
be the case in the plan hereafter submitted,) which,
together with the capital in coin, define the bounda-
ry that shall not he exceeded by the engagements of
the bank, the security may, consistently with all the
maxims of a reasonable circumspection, be regarded
ag complete.

The same circumstances illustrate the truth of the
position, that it is one of the properties of banks to
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increase the active capital of a country. This,in
other words, is the sum of them—The money of one
individual, while he is waiting for an opportunity to
employ it, by being either deposited in the bank for
safe-keeping, or invested in its stock, is in a condi-
tion to administer to the wants of others, without he-
ing put out of his own reach, when occasion presents.
This yields an extra profit, arising from what is
paid for the use of his money by others, when he
could not himself make use of it; and keeps the mo-
ney itself in a state of incessant activity, In the al.
most infinite vicissitudes and competitions of mer-
cantile enterprise, there never can be danger of an
intermission of demand, or that the money will re-
main for a moment idle in the vaults of the bank.
This additional employment given to money, and the
facnlty of a bank to lend and circulate a greater sum
than the amount of its stock in coin, are to all the
purposes of trade and industry, an absolute increase
of capital. Purchases and undertakings, in general,
can be carried on by any given sum of bank paper
or credit, as effectually as by an equal sum of gold
and silver. And thus by contributing to enlarge the
mass of industrious and commercial enterprise, banks
become nurseries of national wealth: a consequence,
as satisfactorily verified by experience, as it is clear-
ly deducible in theory.

Secondly. Greater facility to the government in
obtaining pecuniary aids, especially in sudden emer-
gencies. This is another, and an undisputed ad-
vantage of public banks: one, which, as already re-
marked, has been realized in signal instances among
ourselves. The reason is obvious : The capitals of a
great number of individuals are, by this operation,
collected to a point, and placed under one direction.
‘The mass formed by this union is, in a certain sense,

.org/

Federal Reserve Bank of St. Louis



A NATIONAL BANK. 65

magnified by the credit attached to it. And while
this mass is always ready, and can at once be put in
motion, in aid of the government, the interest of the
bank to afiord that aid, independent of regard to the
public safety and welfare, is a sure pledge for its dis-
position to go as far in its compliances, ascan in pru-
dence be desired. There is, in the nature of things,
as will be more particularly noticed in another place,
an intimate conncxzion of interest between the go-
vernment, and the bank, of a nation.

Thirdly. The facilitating of the payment of taxcs.
This advantage is produced in two ways. Thosc
who are in a situation to have access to the bank,
can have the assistance of loans to answer with
punctuality the public calls upon them. This ac-
commodatjon has been scnsibly felt in the payment
of the duties heretofore laid, by those who reside
where establishments of this nature exist.  This,
however, though an extensive, is not an universal,
bencfit. The other way in which the effect here
contcmplated is produced, and in which the benefit
is general, is the increasing of the quantity of circu-
lating medium, and the quickening of eirculation,
The manner in which the first happens has already
been traced. The last may require some illustra-
tion. When paymeants are to be made between dif-
ferent places, having an intercourse of husiness with
each other, if there happen to be no private bills at
market, and there are no bank notes which have a
currency in botl, the consequence is, that coin must
be remitted. This is attended with trouble, delay,
oxpense, and risk. If, on the contrary, there are
bank notes current in hoth places, the transmission of
these by the post, or any other speedy or convenient
conveyance, answers the purpose; and. these again,
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in the alternations of demand, are frequently retnrn-
ed very soon after to the place from whence they

were first sent; whence the transportation and re-
transportation of the metals are obviated ; and a more
convenient, and more expeditious medium of pay-
ment is substituted. Nor is this all—The metals,
instead of being suspended from their usual func-
tions, during this process of vibration from place to
place, continue in activity, and administer still to the
ordinary circulation; which of course is prevented
from suffering either diminution or stagnation.

These circumstances are additional causes of what,
in a practical sense, or to the purposes of business,
may be called greater plenty of money. And it is
evident, that whatever enhances the quantity of cir-
culating money, adds to the ease with which every in-
dustrious member of the community may acquire
that portion of it, of which he stands in necd ; and
enables him the better to pay his taxes,as well as to
supply his other wants. Even where the circula-
tion of the bank paper is not general, it must still
bave the samec effect, though in a less degree. For
whatever furnishes additional supplies to the chan-
nels of circulation, in one quarter, naturally contri-
butes to keep the streams fuller elsewhere. This
last view of the subject, serves both to illustrate the
position, that banks tend to facilitate the payment of
taxes; and to exemplify their utility to business of
every kind, in which money is an agent.

It would be to intrude too much on the patience of
the House, to prolong the details of the advantages
of banks; especially as all those, which might still
be particularized, are readily to be inferred as con-
sequences from those which have been enumerated.
Their disadvantages, real or supposed, are now to be
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reviewed. The most serious of the charges which
have heen brought against them, are—

That they serve to increase usury :

That they tend to prevent other kinds of lending:

That they furnish temptations to over-trading :

That they afford aid to ignorant adventurers, who
disturb the patural and heneficial course of trade:

That they give to bankrupt and fraudulent tra-
ders a fictitious credit, which enables them to main-
tain false appearances, and to extend their imposi-
tions : And lastly,

That they have a tendency to banish gold and sil-
ver from the country.

There is great rcason to believe, that on a close
and candid survey, it will be discovercd, that these
charges are either without foundation, or that as far
as the evils they suggest have becn found to exist,
they have proceeded from other, or partial, or tem-
porary causes; are not inherent in the nature,and
permancnt tendency, of such institutions; or are
more than counterbalanced by opposite advantages.
Tlis survey shall be had, in the order in which the
charges have been stated. The first of them is—

That banks serve to increase usury.

It is a truth, which ought not to be denied, that
the method of conducting business, which is essen-
tial to bank operations, has, among us, in particular
instances, given occasion to usurious tramsactions.
The punctuality in payments, which they necessarily
exact, has sometimes obliged those who have ad-
ventured beyond both their capital and credit, to pro-
cure money, at any price, and consequently to resort
to usurers for aid.

But experience and practice gradually bring a cure
to this evil. A general habit of punctuality among
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traders, is the natural consequence of the necessity
of observing it with the bank; a circumstance which
jtself more than compensates for any occasional ill
which may have sprung from that necessity, in the
particular under consideration. As far, therefore, as
traders depend on each other for pecuniary supplies,
they can calculate their expectations with greater
certainty ; and are in proportionably less danger of
disappointments, which might compel them to have
recourse to so pernicious an expedient as that of hor-
Towing at usury ; the mischiefs of which, after a few
examples, naturally inspire great care in all but men
of desperate circumstances, to avoid the possibility
of being subjected to them. One, and not the least
of the evils incident to the use of that expedient, if
the fact be known, or even strongly suspected, is loss
of credit with the bank itself.

The directors of a bank too, though in order to ex-
tend its business and its popularity, in the infancy of
an institution, they may be tempted to go further in
accommodation, than the strict rules of prudence will
warrant, grow more circumspect of course, as its af-
fairs become better established, and as the evils of
too great facility are experimentally demonstra-
ted. They become more attentive to the situnation
and conduct of those with whom they deal; they ob-
serve more narrowly their operations and pursuits;
they economize the credit they give to those of sus-
picious solidity ; they refuse it to those whosec career
is more manifcstly hazardous: In a word, in the
course of practice, from the very nature of things,
the interest, will make it the policy, of a bank, to suc-
cour the wary and industrious; to discredit the rash
and unthrifty ; to disconntenanee both usurious lends
ers and asurious borrowers.
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There is a lcading view, in which the tendency of
banks will be seen to be, to abridge rather than to
promote, usury. This relates to their property of in-
creasing the quantity and quickening the circula-
tion, of money. If it be evident, that usury will pre-
vail or diminish, according to the proportion which
the demand for borrowing, bears to the quantity of
money at market to be lent; whatever has the pro-
perty just mentioned, whether it be in the shape of
paper or coin, by contributing to render the supply
more cqual to the demand, must tend to counteract
the progress of usury.

But bank lending, it is pretended, is an impedi-
ment to other kinds of lending; which, by confining
the resource of borrowing to a particular class, leaves
the rest of the community more destitute, and there-
fore more exposed to the extortions of usurers. As
the profits of bank stock exceed the Icgal rate of in-
terest, the possessors of money, it is argued, prefer
investing it in that article, to lending it at this rate;
to which there are the additional motives of a more
prompt command of the capital,and of more frequent
and exact returns, without trouble or perplexity in
the collection. This constitutes the second charge
which has been enumerated.

The fact on which this charge rests, is not to be
admitted without sevcral qualifications; particularly
in refcrence to the state of things in this country.
First—The great bulk of the stock of a bank will con-
sist of the funds of men in trade, among ourselves,
and monied forcigners; the former of whom could
not spare their capitals out of their reach, to be in-
vested in loans for long periods, on mortgages, or per-
sonal security; and the latter of whom would not
be willing to he subjected to the easnalties, delays
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and embarrassments of such a disposition of their mo-
ney inadistant country. Secondly—There will always
be a considerable proportion of those who are properly
the money lenders of a country, who, from that spirit
of caution which usually characterizes this descrip-
tion of men, will incline rather to vest their funds
in mortgages on real estate, than in the stock of a
bank, which they are apt to consider as a more pre-
carious security.

These considerations serve in a material degree to
narrow the foundation of the objection, as to the
point of fact. But there is a more satisfactory an-
swer to it. The eflect supposed, as far as it has
existence, is temporary. ‘The reverse of it takes
place in the general, and permanent operation of the
thing.

The capital of every public bank will of course be
restricted within a certain defined limit. 1t is the
province of legislative prudence so to adjust this
limit, that while it will not be too contracted for
the demand, which the course of business may create,
and for the security which the public ought to Fave
for the solidity of the paper which may be issued by
the bank, it will still be within the compass of the
pecuniary resources of the community ; so that there
may be an easy practicability of completing the sub-
scriptions to it. When this is once done, the sup-
posed effect of necessity ceases, There is then no
longer room for the investment of any additional
capital. Stock may indeed change hands by one per-
son selling and another buying; but the money
which the buyer takes out of the common mass to
purchase the stock, the seller receives and restores toit.
Ilence the future surplusses which may accumulate,
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must take their natural course, and lending at interest
must go on as if there were no such institution.

It must indeed flow in a more copious stream,
The bank fumishes an extraordinary supply for bor-
rowers, within its immediate sphere. A lasger sup-
ply consequently remains for borrowers elsewhere.
In proportion as the ciiculation of the bank is ex-
tended, there is an augmentation of the aggregate
mass of money for answering the aggregate mass of de-
mand. Hence greater facility in obtaining it for every
purpose.

It ought not to cscape without a remark, that as
far as the citizens of other countries hecome adven-
turers in the bank, there is a positive increase of the
gold and silver of the country. It is true, that from
this 2 half yearly rent is drawn back, accruing from
the dividends upon the stock. DBut as this rent arises
from the employment of the capital, by our own citi-
zens, it is probable, that it is more than replaced by
the profits of that cmployment. It is also likely,
that a part of it is, in the course of trade, converted
into the products of our country: and it may even
Prove an incentive, in some cases, to emigration to
a country in which the character of citizen is as
easy to be acquired, as it is estimable and impor-
tant. This view of the subject fumnishes an an-
swer to an objection which has been deduced from
the circumstance here taken notice of;; namely,
the income resulting to foreigners from the part of
the stock owned by them, which has been represen-
ted as tending to drain the country of its specie.
In this objection, the original investment of the
capital, and the constant use of it afterwards, seem
both to have been overiooked.

That banks fumish temptations to over-trading,
is the third of the enumerated objections. This
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must mean, that by aflording additional aid to mer-
eantile enterprise, they induce the merchant some-
times to adventure beyond the prudent or salutary
point. But the very statement of the thing shows,
that the subject of the charge is an occasional ill,
incident to a general good. Credit of every kind,
(as a species of which only can bank lending have
the eflect supposed,) must be, in different degrees,
chargeable with the same inconvenience. It is
oeven applicable to gold and silver, when they
abound in circulation. But would it be wise on
this account to decry the precious metals, to root
out credit; or to prescribe the means of that en-
terprise, which is the main spring of trade, and a
principal source of national wealth, because it now
and thep runs into excesses, of which over-trading
is one?

If the abuses of a beneficial thing are to deter-
mine its condemnation, there is scarcely a source
of public prosperity which will not speedily be
closed. In every case, the evil isto be compared with
the good; and in the present case,such a comparison
will issue in this, that the new and increascd ener-
gies derived to commercial enterprise, from the aid
of banks, are a source of general profit and advan-
tage; whicl greatly outweigh the partial ills of the
over-trading of a few individuals, at particular times,
or of numbers in particular conjunctures.

The fourth and fifth charges may be considered fo-
gether. 'These relate to the aid which is sometimes
afforded by banks to unskilful adventurers and frau-
dolent traders. These charges also have some de-
gree of foundation; though far less than has been
pretended, and they add to the instances of partial
ills, connected with more extensive and overbalancing
henefits.
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The practice of giving fictitious credit to improper
persons, is onc of those evils which experience, guided
by interest, speedily corrects. The bank itself is
in so much jeopardy of being a sufferer by it, that
it has the strongest of all induccments to be ou its
guard. It may not only be injured immediately by
the delinquencies of the persons, to whom such cre-
dit is given; but eventually, by the incapacities of
others, whom their impositions or failures may have
ruined.

Nor is there much danger of a bank’s being he-
trayed into this error from want of information:
The directors themselves being for the most part
selected from the class of traders, are to be expect-
ed to possess individually, an accurate knowledge of
the characters and situations of those who come
within that description. And they have, in addition
to this, the course of dealing of the persons them-
selves with the bank, to assist their judgment, which is
in most cases a good index of the state in which those
persons are. The artifices and shifts, which those in
desperate or declining circumstances, arc obliged toem-
ploy to keep up the countenance which the rules of
the bank require, and the train of their connexions,
are so many prognostics, not difficult to be interpre-
ted, of the fate which awaits them. Hence it not
unfrequently happens, that banks are the first to dis-
cover the unsoundness of such characters, and hy
withholding credit, to announce to the public that
they are not entitled to it.

If banks, in spite of every precaution, are some-
times betrayed into giving a false credit to the per-
sons described ; they more frequently enable honest
and industrious men, of small, or perhaps of no capital,

YOL. I. L.
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to undertake and prosecute business, with advantage
to themselves and to the community; and assist
merchants of both capital and credit, who mect with
fortuitous and unforeseen shocks, which might, with-
out such helps, prove fatal to them and to others, to
make head against their misfortunes, and finally to
retrieve their affairs; circumstances which form no
inconsiderable encomium on the utility of banks.

But the last, and heaviest charge, is still to be ex-
amined: This is, that banks tend to banish the gold
and silver out of the country.

The force of this ohjection rests upon their being
an engine of paper credit, which by furnishing a
substitute for the metals, is supposed to promote
their exportation. It is an objection, which, if it
has any foundation, lies not against banks peculiarly,
but against every species of paper credit.

The most common answer given to it is, that the
thing supposed is of little or no consequence ; that
it is immaterial what serves the purpose of money ;
whether paper, or gold and silver; that the effect of
both upon industry is the same; and that the in-
trinsic wealth of a nation is to be measured, not by
the abundance of the precious metals contained in
it, but by the quantity of the productions of its la-
bour and industry.

This answer is not destitute of solidity, though not
entirely satisfactory. Itis certain, that the vivifica-
tion of industry, by a full circulation, with the aid of
a proper and well regulated paper credit, may more
than compensate for the loss of a part of thegold and
silver of a nation; if the consequence of avoiding
that loss, should be a scanty or defective circulation.

But the positive and pcrmanent increase or de-
crease of the precivus metals in a country, can hardly
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ever be a matter of indifference. As the commodity
taken in lieu of every other, it is a species of the
most effective wealth, and as the moncy of the
world, it is of great concern to the state, that it
possess a sufficiency of it to face any demands which
the protection of its external interests may create.

The objection seems to admit of another and a
more conclusive answer, which controverts the fact
itself. A nation, that has no mines of its own, must
derive the precious metals from others; generally
speaking, in exchange for the products of its labour
and industry. The quantity it will possess, will
therefore, in the ordinary course of things, be regu-
lated by the favourable or unfavourable balance of its
trade ; that is, by the proportion between its abili-
ties to supply foreigners, and its wants of them; he-
tween the amount of its exportations and that of its
importations. Hence the state of its agriculture and
manufactures, the quantity and quality of its labour
and industry, must, in the main, influence and de-
termine the increase or decrease of its gold and sil-
ver.

If this be true, the inference seems to be, that well
constituted banks favour the increase of the pre-
cious metals, 1t has been shown, that they augment
in different ways, the active capital ofa country, This
it is which generates employment; which animates
and expands labour and industry. Every addition
which is made to it, by contributing to put in motion
a greater quantity of both, tends to create a greater
quantity of the products of both. And by furnishing
more materials for exportation, conduces to a favour-
able halance of trade, and consequently to the intro-
duction and increase of gold and silver.
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This conclusion appears to be drawn from solid
premises. ‘There are, however, objections to be
made to it.

It may be said, that as bank paper affords a sub-
stitute for specie, it serves to counteract that rigor-
ous necessity for the metals as a medium of circula-
tion, which, in the case of a wrong balance, might
Testrain, in some degree, their exportation; and it
may be added, that from the same cause, in the same
case, it would retard those economical and parsimo-
nious reforms in the manner of living, which the
scarcity of money is calculated to produce, and
which might be necessary to rectify such wrong ba-
lance.

There is, perhaps, some truth in both these ob.
servations; but they appear to be uf a nature rather
to form exceptions to the generality of the conclu-
sion, than to overthrow it. The state of things, in
which the absolute exigencies of circulation can be
supposed to resist with any effect the urgent de-
mands for specie which a wrong balance of trade
may occasion, presents an extreme case. And a situa-
tion in which a too expensive manner of living of a
community, compared with its means, can stand in
need of a corrective, from distress or necessity, is one
which perhaps rarely results, but from extraordinary
and adventitious causes : such, for example, as a na-
tional revolution, which unsettles all the establish-
ed habits of a people, and inflames the appetite for
extravagance, by the illusions of an ideal wealth, en-
gendered by the continual multiplication of a de-
preciating currency, or some similar cause. There is
good reason to helieve, that where the laws are wise
and well executed, and the inviolability of propor-
ty and contracts maintained, the economy of a peo-

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed

A NATIONAL BANK. 77

ple will, in the genecral course of things, correspond
with its means.

The support of industry, is probably in every case,
of more consequence towards correcting a wrong ba-
lance of trade, than any practicable retrenchments
in the expenses of families or individuals; and the
stagnation of it, would belikely to have more efiect
in prolonging, than any such savings in shortcning
its continuance. That stagnation, is a natural con-
sequence of an inadequate medium, which, without
the aid of bank circulation, would, in the cases sup-
posed, be severcly felt.

It also deserves notice, that as the circulation of
a bank is always in a compound ratio to the fund
upon which it depends, and to the demand for it;
and as that fund is itself affected by the exportation
of the metals, there is no danger of its being over-
stocked, as in the case of paper issued at the pleasure
of the government; or of its preventing the conse-
quences of any unfavourable balance from being suf-
ficiently felt to produce the reforms alluded to, as
far as circumstances may require and admit.

Nothing can be more fallible than the comparisons
which have been made between different countries,
to illustrate the truth of the position under conside-
ration. The comparative quantity of gold and sil-
ver, in different countries, depends upon an infinite
variety of facts and combinations, all of which ought
to be known, in order to judge whether the existence
or non-czistence of paper currcucies has any share in
the relative proportions they contain. The mass and
value of the productions of the labour and industry
of each, compared with its wants; the nature of its
~stablishments abroad ; the kind of wars in which it
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is usually engaged § the relations it bears to the
countries which are the original possessors of those
metals ; the privileges it enjoys in their trade; these,
and a number of other circumstances, are all to be
taken into the account, and render the investigation
too complex to justify any reliance on the vague and
general surmises which have heen hitherto hazard-
ed on the point.

In the foregoing discussion, the objection has been
considered as applying to the permanent expulsion
and diminution of the metals. Their temporary ex-
portation, for particular purposes, has not been con-
templated. This, it must be confessed, is facilitated
by banks, from the faculty banks possess of supplying
their place. But their utility is in nothing more
couspicuous, than in these very cases. They enable
the government to pay its foreign debts, and to an-
swer any exigencies which the external concerns of
the community may have produced. They enable
the merchant to support his credit, (on which the
prosperity of trade depends,) when special circum-
stances prevent remittances in other modes. They
enable him also to prosecute enterprises, which ulti-
mately tend to an augmentation of the species of
wealth in question. It is evident, that gold and
silver may often be employed in procuring commo-
dities abroad ; which, in a circuitous commerce, re-
place the original fund, with considerable addition.
But it is not to be inferred from this facility given to
temporary exportation, that banks, which are so
friendly to trade and industry, are in their general
tendency inimical to the increase of the precious
metals,

These several views of the subject appear suffi-
cient to impress a full conviction of the utility of
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banks, and to demonstrate that they are of great im-
portanee, not only in relation to the administration
of the finances, but in the general system of the po-
litical economy.

The judgment of many concerning them has, no
doubt, been perplexed by the misinterpretation of
appearances, which were to he ascribed to other
causes. The general devastation of personal pro-
perty, occasioned by the late war, natutally produced
on the one hand, a great demand for money; and on
the other, a great deficiency of it to answer the de-
mand. Some injudicious laws, which grew out of
the public distresses, by impairing confidence and
causing a part of the inadequate sum in the country
to be locked up, ageravated theevil: The dissipated
habits, contracted by many individuals during the
war, which aflter the peace plunged them into ex-
pences beyond their incomes; the number of ad-
venturers without capital, and in many instances
without information, who at that epoch rushed into
trade, and were obliged to make any sacrifices to
support a transient credit; the employment of con-
siderable sums in speculations upon the public debt,
which from its unsettled state was incapable of be-
coming itself a substitute: all these circumstances
concurring, necessarily led to usurious borrowing,
produced most of the inconveniences, and were the
true cause of most of the appearances, which, wherce
banks were cstablished, have been by some erro-
neously placed to their account : a mistake which they
might easily have avoided, by turning their cyes
towards places where there were none, and where,
nevertheless, the same evils would have been per-
ceived to exist, even in a greater degree than where
those institutions had obtaincd.
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These evils have either ceased, or been greatly
mitigated, Their more complete extinction may be
looked for from that additional security to property,
which the Constitution of the United States hap-
pily gives, (a circumstance of prodigious moment in
the scale both of public and private prosperity,) from
the attraction of foreign capital, under the auspices
of that security, to be employed upon objects, and in
enterprises, for which the state of this country opens
a wide and inviting field, from the consistency and
stability which the public debt is fast acquiring, as
well in the public opinion at home and abroad, as in
fact ; from the augmentation of capital, which that
circumstance and the quarter yearly payment of in-
terest will afford; and from the more copious circu-
lation, which will be likely to he created by a well-
constituted national bank.

The establishment of banks in this country seems
to be recommended by reasons of a peculiar nature,
Previously to the revolution, circulation was in a
great measure carried on by paper emitted.by the
several local governments. In Pennsylvania alone,
the quantity of it was near a million and a half of
dollars. This auxiliary may be said to be now at an
end. And it is generally supposed, that there has
been for some time past, a deficiency of circulating
medium. How far that deficiency is to be consider-
ed as real or imaginary, is not susceptible of demon-
stration ; but there are circumstances and appearan-
ces, which, in relation to the country at large, coun-
tenance the supposition of its reality.

The circumstances are, besides the fact just men-
tioned respecting paper emissions, the vast tracts of
waste land, and the little advanced state of manu-
factures. The progressive settlement of the former,

org/

Federal Reserve Bank of St. Louis



A NATIONAL BANK. 81

while it promises ample retribution, in the genera-
tion of future resources, diminishes or obstructs, in
the mean time, the active wealth of the country. It
not only draws off a part of the circulating money,
and places it in a more passive statc, but it diverts
into its own channels a portion of that species of la-
bour and industry, which would otherwise be em-
ployed in furnishing materials for foreign trade, and
which, by contributing to a favourable balauce, would
assist the introduction of specic. In the carly pe-
riods of new settlements, the scttlers not only
furnish no surplus for exportation, but they consume
a part of that which is produced by the lahour of
others. The same thing is a cause, that manufac-
tures do not advance, or advance slowly. And not-
withstanding some hypotheses to the contrary, there
are many things to induce a suspicion, that the pre-
cious metals will not abound in any country which has
not mines, or varicty of manufactures. They have
been sometimes acquired by the sword; but the
modern system of war has expelled this resource;
and it is one upon which it is to be hoped the Uni-
ted States will never be inclined to rely.

The appearances alluded to, are, greater preva-
lency of direct barter, in the more interior districts
of the counwry, which, however, has been for some
time past gradually lessening; and greater difficul-
ty generally in the advantageous alicnation of im-
proved real estate, which also has of late diminished,
but is still seriously felt in differcnt parts of the
Union. The difficulty of getting money, which has
been a general complaint, is not added to the num-
ber; because it is the complaint of all times, and
one in which imagination must ever have too great
scope to permit an appeal to it.

YOL. I. M
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If the supposition of such a deficiency be in any
degree founded, and some aid to circulation he de-
sirable, it remains to inquire what ought to he the
nature of that aid.

The emitting of paper money by the authority of
government, is wisely prohibited to the individual
states, by the national constitution; and the spirit
of that prohibition ought not be disregarded by the
government of the United States. Though paper
emissions, under a general authority, might have
some advantages not applicable, and be free from
some disadvantages which are applicable, to the like
emissions by the states separately ; yet they are of a
nature so liable to abuse, and it may even be affirm-
ed, so certain of heing abused, that the wisdom of
the government will be shown in never trusting it-
self with the use of so seducing and dangerous an
expedient. In times of tranquillity, it might have
no ill consequence, it might even perhaps be mana-
ged in a way to be productive of good ; but in great
and trying emergencies, there is almost a moral cer-
tainty of its becoming mischievous. The stamping
of paper is an operation so much easier than the lay-
ing of taxes, that a government, in the practice of
paper emissions, would rarely fail in any such emer-
gency, to indulge itself too far in the employment
of that resource, to avoid, as much as possible, one
less auspicious to present popularity. If it should
not even be carried so far as to be rendered an abso-
lute bubble, it would at least be likely to be extend-
ed to a degree which would occasion an inflated and
artificial state of things, incompatible with the regu-
lar and prosperous course of the political economy.

Among other material differences between a pa-
per currency, issued by the mere authority of go-
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vernment, and one issued by a bank, payable in coin,
is this: that in the first case, there is no standard
to which an appeal can he made, as to the quanti-
ty which will only satisfy, or which will surcharge
the circulation; in the last, that standard results
from the demand. If more should be issued than is
necessary, it will return upon the bank. Its cmis
sions, as elsewhere intimated, must always be ina
compound ratio to the fund and the demand:——
‘Whence it is evident, that there is a limitation in
the nature of the thing; whilc the discretion of the
government is the only measure of the extent of the
emissions, by its own authority.

This counsideration further illustrates the danger
of emissions of that sort, and the preference which
is due to bank paper.

The payment of the interest of the public debt, at
thirteen different places, is a weighty rcason, pecu-
liar to our immediate situation, for desiring a bank
circulation, Without a paper, in geueral currency,
equivalent to gold and silver, a considerable propor-
tion of the specie of the country must always be
suspended from circulation, and left to accumu-
late, preparatorily to each day of payment; and as
often as one approaches, there must in several cases
be an actual transportation of the metals at both ex-
pense and risk, from their natural and proper reser-
voirs, to distant places. This necessity will he felt
very injuriously to the trade of some of the states;
and will embarrass not a little the operatious of the
treasury in those states. It will also obstruct those
negociations, between different parts of the Union, by
the instrumentality of treasury bills, which have
already afforded valuable accommodations to trade
in general.
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Assuming it then as a consequence, from what has
been said, that a national bank is a desirable insti-
tution, two inquiries emerge—Is there no such insti-
tution, already in being, which has aclaim to that
character, and which supersedes the propriety or ne-
cessity of another? If there be none, what are the
principles upon which one ought to be established ?

There are at present three banks in the United
States: that of North-America, established in the
city of Philadelphia ; that of New-York, established
in the city of New-York; that of Massachusetts, es-
tablished in the town of Boston. Of these three, the
first is the only one which has atany time had a direct
relation to the government of the United States.

The bank of North-America originated in a re-
solution of Congress of the 26th of May, 1781,
founded upon a proposition of the superintendant of
finance, which was afterwards carried into execution
by an ordinance of the 31st of December following,
entitled, ¢ An ordinance to incorporate the Subsecri-
bers to the Bank of North-America.”

The aid afforded to the United States by this in-
stitution, during the remaining period of the war,
was of essential consequence; and its conduct to-
wards them since the peace, has not weakened its
title to their patronage and favour. So far its preten-
sions to the character in question are respectable ;
but there are circumstances which militate against
them; and considerations which indicate the pro-
priety of an establishment on different principles,

The directors of this bank, on behalf of their con-
stituents, have since accepted and acted under a new
charter from the state of Pennsylvania, materially
variant from their original one; and which so nar-
rows the foundation of the institution, as to render
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it an ineompetent basis for the extensive purposes of
a national bank.

The limit assigned by the ordinance of Congress
to the stock of the bank, is ten millions of dollars.
The last charter of Pennsylvania confines it to two
millions. Questions naturally arise, whether there
be not a direct repugnancy between two charters so
differently circumstanced ; and whether the accep-
tance of the one, is not to be deemed a virtual surren-
der of the other. But perhaps it is neither advise-
able nor necessary to attempt a solution of them.

There is nothing in the acts of Congress, which im-
ply an exclusive right in the institution to which
they relate, except during the term of the war. There
is therefore nothing, if the public good require it,
which prevents the establishment of another. It
may however be incidentally remarked, that in the
general opinion of the citizens of the United States,
the bank of North-America has taken the station of
a bank of Pennsylvania only. This is a strong ar-
gument for a new institution, or for a renovation of
the old, to restore it to the situation in which it ori-
giaally stood, in the view of the United States.

But though the ordinance of Congress contains no
grant of exclusive privileges, there may be room to
allege, that the government of the United States
ought not, in point of candour and equity, to estab-
lish any rival or interfering institution, in prejudice of
the one already established ; especially as this has,
from services rendered, well-founded claims to pro-
tection and regard.

The justice of such an observation ought, within
proper bhounds, to be admitted. A new establishment
of the sort ought not to be made, without cogent
and sincere reasons of public good. Aud in the
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manner of doing it, every facility should be given
to a consolidation of the old with the new, upon
terms not injurious to the parties concerned. But
there is no ground to maintain, that in a case in
which the government has made no condition re-
stricting its authority, it ought voluntarily to restrict
it, through regard to the interests of a particular insti-
tution, when those of the state dictate a different
course ; especially too after such circumstances have
intervened, as characterize the actual situation of the
bank of North-America.

The inducements to a new disposition of the thing
are now to be considered. The first of them which
occurs is, the at least ambiguous situation in which
the bank of North-America has placed itself, by the
acceptauce of its last charter.  If this has rendered
it the mere bank of a particular state, liable to disso-
Iution at the expiration of fourteen years, to which
term the act of that state has restricted its duration,
it would be neither fit, nor expedient, to accept it as
an equivalent for a bank of the United States.

The restrictivn of its capital,also, which, according
to the same supposition, cannot be extended beyond
two millions of dollars, is a conclusive reason for a
different establishment. So small a capital promises
neither the requisite aid to government, nor the
requisite security to the community. It may answer
very well the purposes of local accommodation, but
is an inadequate foundation for a circulation co-cx-
tensive with the United States ; embracing the whole
of their revenues, and affecting every individual
into whose hands the paper may come.

And inadequate as such a capital would be to the
essential ends of a national bank, it is liable to be
rendered still more so, by that principle of the con-
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stitution of the bank of North-America, contained
equally in its old and in its new charter, which leaves
the increase of the actual capital at any time, (now
far short of the allowed extent,) to the d¥cretion of
the directors or stockholders. It is naturally to be
expected, that the allurements of an advanced price
of stock, and of large dividends, may disincline
those who are interested, to an extension of capital;
from which they will be apt to fear a diminution
of profits. And from this circuistance, the interest
and accommodation of the public, (as well indivi-
dually as collcctively,) are made more subordinate
to the interest, real or imagined, of the stockholders,
than they ought to he. It is true, that unless the
latter be consulted, there can be no bank, (in the
sense at least in which institutions of this kind,
worthy of confidence, can be established in this
couutry.) But it does not follow, that this is alone
to be consulted, or that it ecven ought to be para-
mount. Public utility is more truly the object of
public banks, than private profit. And it is the bu-
siness of government, to constitute them on such
principles, that while the latter will result, in a suf-
ficient degree, to afford competent motives to engage
in them, the former be not made subservient to it.
To effect this, a principal objcct of attention ought
to be to give free scope to the creation of an ample
capital ; and with this view, fixing the bounds,
which are deemed safe and convenient, to lcave no
discretion either to stop short of them or to over-
pass them. The want of this precaution, in the es-
tablishment of the bank of North-America, is a fur-
ther and an important rcason, for desiring one differ-
ently constituted.

There may be room at first sight, for a supposition
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that as the profits of a bank will bear a proportion
to the extent of its operations; and as, for this reason,
the interest of the stockholders will not be disad-
vantageously aflected by any necessary augmenta-
tions of capital ; there is no cause to apprehend that
they will be indisposed to such augmentations. But
most .men in matters of this nature, prefer the cer-
tainties they enjoy, to probabilities depending on
untried experiments; especially when these promise
rather, that they will not be injured, than that they
will be benefitted.

From the influence of this principle, and a de-
sire of enhancing its profits, the directors of a2 hank
will be more apt to overstrain its faculties, in an at-
tempt to face the additional demands which the
course of business may create, than to set on foot
new subscriptions, which may hazard a diminution
of the profits, and even a temporary reduction of the
price of stock.

Banks are among the best expedients for lowering
the rate of interest in a country; but to have this
effect, their capitals must be completely equal to all
the demands of business, and such as will tend to
remove the idea, that the accommodations they af-
ford, are in any degree favours; an idea very apt to
accompany the parsimonious dispensation of con-
tracted funds. In this, as in every other case, the
plenty of the commodity ought to beget a modera-
tion of the price.

The want of a principle of rotation, in the constitu-
tion of the bank of North-America, is another argu-
ment for a variation of the establishment. Scarcely
one of the reasons which militate against this princi-
ple in the constitution of a country is applicable to
that of a bank; while there are strong reasons in favour
of it, in relation to the one, which do not apply to the
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ather. The knowledge to be derived from experience,
isthe only circumstance common to both, which pleads
against rotation in the directing officers of a bank.

But the objects of the goverument of a nation, and
those of the government of a bank, are so widcely
different, as greatly to weaken the force of that
consideration, in reference to the latter,  Almost
every important case of legislation requires, to-
wards a right decision, a general and accurate ac-
quaintance with the affairs of the state; and habits
of thinking seldom acquired but from a familiarity
with public concerns. The administration of a bank,
on the contrary, is regulated by a few simple fixed
maxims, the application of which is not difficult to
any man of judgment, especially if instructed in the
principles of trade. It is in general a constant suc-
cession of the same details.

But though this be the case, the idea of the ad-
vantages of experience is not to be slichted. Room
ought to be Ieft for the regular transmission of offi-
cial information; and for this purpose, the head of
the direction ought to be excepted from the prin-
ciple of rotation. With this exception, and with
the aid of the information of the subordinate officers,
there can be no danger of any ill effects from want
of expericnce, or knowledge ; especially as the pe-
riodical cxclusion ought not to reach the whole of
the directors at one time.

The argument in favour of the principle of rota-
tion is this, that hy lessening the danger of combhi-
nations among the dircctors, to make the institution
subservient to party views, or to the accommodation,
preferably, of any particular set of men, it will ren-
der the public confidence more firm, stable, and un-
qualified.

YOL, 1. N
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TWhen it is considered, that the directors of a bank
are not elected by the great body of the community,
in which a divemity of views will naturally prevail,
at different conjunctures, but by a small and select
class of men, among whom it is far more easy to cul-
tivate a steady adherence to the same persons and
objects; and that those directors have it in their
power so immediatély to conciliate, by obliging the
most influential of this class, it is easy to perceive,
that without the principle of rotation, changes in
that body can rarely happen, but as a concession
which they may themselves think it expedient to
make to public opinion.

'The continual administration of an institution of
this kind, by the same persons, will never fail, with
or without cause, from their conduct, to excite dis-
trust and discontent. The necessary secrecy of their
transactions, gives unlimited scope to imagination to
infer that something is, or may be, wrong. And this
inevitable mystery is a solid reason for inserting in
the constitution of a bank the necessity of a change
of men. As neither the mass of the parties interest-
ed, nor the public in general, can be permitted te
be witnesses of the interior management of the di-
rectors, it is reasonable that both should have that
check upon their conduct, and that security against
the prevalency of a partial or pernicious system,
which will be produced by the certainty of periodi-
cal changes. Such too is the delicacy of the credit
of a bank, that every thing which can fortify confi-
dence and repel suspicion, without injuring its ope-
rations, ought carefully to be sought after in its
formation.

A further consideration in favour of a change, is
the improper rule, by which the right of voting for
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directors is regulated in the plan upon which the
bank of North-America was originally constituted ;
namely, a vote for each share, and the want of a rule
in the last charter; unless the silence of it on that
point, may signify that every stockholder is to have
an equal and a single vote, which would be a rule
in a different extreme, not less erroneous. It is of
importance that a rule should be established on this
head, as it is one of those things which ought not
to be left to discretion; and it is consequently of
equal importance, that the rule should be a proper
one.

A vote for each share, renders a combination be-
tween a few principal stockholders, to monopolize
the power and henefits of the bank, too easy. An
equal vote to cach stockholder, however great or
small his interest in the institution, allows not that
degree of weight to large stockholders, which it is
reasonable they should have, and which perhaps
their security, and that of the bank, require. A pru-
dent mean is to be preferred. A conviction of this,
has produced a by-law of the corporation of the
bank of North-Amecrica, which evidently aims at
such a mean. But a reflection arises here, thata
like majority with that which enacted this law, may
at any moment rcpeal it.

The last inducement which shall be mentioned, is
the want of precautions to guard against a foreign
influence insinuating itself into the direction of the
bank. It scems scarcely rcconcileable with a due
caution, to permit, that any but citizens should be
eligible, as directors of a national bank, or that non-
resident foreigners should be able to influence the
appointment of directors, by the votes of their prox-
ies. In the event, however, of an incorporation of
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the bank of North-America, in the plan, it may be
necessary to qualify this principle, so as to leave
the right of foreigners, who now hold shares of
its stock, unimpaired, but without the power of
transmitting the privilege in question, to foreign
alienees.

It is to be considered, that such a bank is not a
mere maticr of private property, but a political ma-
chine of the greatest importance to the state.

There are other variations from the constitution
of the baunk of North America, not of inconsidera-
ble moment, which appear desirable, but which are
not of magnitude enough to claim a preliminary
discussion. These will be seen in the plan which
will be submitted in the sequel.

If the objections which have been stated, to the
constitution of the bank of North-America, are ad-
mitted to be well founded, they will nevertheless
not derogate from the merit of the main design, or
of the services which that bank has rendered, or of
the benefits which it has produced. The creation
of such an imstitution, at the time it took place,
was a measure dictated by wisdom. Its utility has
been amply evinced by its fruits—American inde-
pendence owes much to it.—And it is very conceiv-
able, that reasons of the moment, may have render-
ed those features in it inexpedient, which a revision
with a permanent view, suggests as desirable.

The order of the subject, leads next to an inqui-
ry into the principles upon which a national bank
ought to be organized.

The situation of the United States naturally in-
spires a wish, that the form of the institution could
admit of a plurality of branches. But various con-
siderations discourage from pursuing this idea. The
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complexity of such a plan would be apt to inspire
doubts, which might deter from adventuring in it,
And the practicability of a safe and orderly admin-
istration, though not to be abandoned as desperate,
cannot be made so manifest in perspective, as to pro-
mise the removal of those doubts, or to justify the
govemment in adopting the idea as an original ex-
periment. The most that would seem adviseable,
on this point, is to inserta provision, which may lead
to it hereafter; if experience shall more clearly de-
monstrate its utility, and satisfy those who may have
the direction, that it may be adopted with safety.
It is certain, that it would have some advantages,
both peculiar and important. Besides more general
accommodation, it would lessen the danger of a run
upon the bank.

The argument against it is, that each branch
must be under a distinct, though subordinate direc-
tion, to which a considerable latitude of discretion
must of necessity be intrusted. And as the proper-
ty of the whole institution would be liable for the
engagements of each part; that, and its credit, would
be at stake upon the prudence of the directors of
every part. The mismanagement of either branch
might hazard serious disorder in the whole.

Another wish, dictated by the particular situation
of the country, is, that the bank could be so consti-
tuted as to be made an immediate instrument of
Ioans to the proprietors of land ; but this wish also
yields to the difficulty of accomplishing it. Land
is alone an unfit fund for a bank circulation, Ifthe
notes issued upon it were not to be payable in coin,
on demand, or at a short date, this would amount to
nothing more than a repetition of the paper emis-
sions, which are now exploded by the geneml voice.
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If the notes are 1o be payable in coin, the land must
first be converted into it, by sale or mortgage. The
difficalty of cffecting the latter, is the very thing
which begets the desire of finding another resource ;
and the former would not be practicable on a sudden
emergency, but with sacrifices which would make
the cure worse than the disease. Neither is the
idea of constituting the fund partly of coin and
partly of laud, free from impediments. These two
species of property do not, for the most part, unite
in the same hands. Will the monied man consent
to enter into a partnership with the landholder, by
which tZe latter will share in the profits whick will
be made by the money of the former? The money,
it is evident, will be the agent or efficient cause of
the profits—the land can only be regarded as an ad-
ditional security. It is not difficult to foresee, that
an union, on such terms, will not readily be formed.
If the landliolders are to procure the money by sale or
mortgage of a part of their lands, this they can as
well do, when the stock consists wholly of money,
as if it were to be compounded of money and land.
To procure for the landholders the assistance of
loans, is the great desideratum, Supposing other
difficulties surmounted, and a fund created, compos-
ed partly of coin and partly of land, yet the henefit
contemplated could only theun be obtained, by the
bank’s advancing them its notes for the whole, or
part of the value of the lands they had subseribed
to the stock. If this advance was small, the relief
aimed at would not be given; if it was large, the
quantity of notes issued would be a cause of distrust,
and, if received at all, they would be likely to re-
turn speedily upon the bank for payment; which,
after exhausting its coin, might be under the neces
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sity of turning its lauds into money, at any price that
could be obtained for them, to the irreparable pre-
judice of the proprictors.

Considerations of public advantage suggest a fur-
ther wish, which is, that the bank could be estab-
lished upon principles that would cause the profits
of it to redound to the immediate benefit of the
state. This is contemplated by many who speak of
a national bank, but the idea seems liable to insuper-
able objections, To attach full confidence to an in-
stitution of this nature, it appears to be an essential
ingredient in its structure, that it shall be under a
private, Dot a public direction, under the guidance of
individual intcrest, not of public policy ; which would
he supposed to be, and in certain emergencies, under
a feeble or too sanguine administration, would really
be, liable to being too much influenced by public ne-
cessity. 'The suspicion of this would most probably
be a canker that would continually corrode the vi-
tals of the credit of the bank, and would be most
likely to prove fatal in those situations in which the
public good would require that they should be most
sound and vigorous. It would, indeed, be little
less than a miracle, should the credit of the bank be
at the disposal of the government, if in a long se-
ries of time, there was not experienced a calamitous
abuse of it. It is true, that it would be the real in-
terest of the government not to abuse it; its ge-
nuine policy to husband and cherish it with the
most guarded circumspection, as au inestimable trea-
sure. But what government ever uniformly con-
sulted its true interests, in opposition to the tempta-
tions of momentary exigencies? What nation was
cever blessed with a constant succession of upright
and wise administrators ?
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The keen, steady, and, as it were, magnetic sense
of their own interest as proprietors, in the directors
of a bank, pointing invariable to its true pole, the
prosperity of the institution, is the only security that
can always be relied upon for a careful and prudent
administration. It is, therefore, the only basis on
which an enlightened, unqualified, and permanent
confidence can be expected to be erected and main-
tained.

The precedents of the banks established in several
cities of Europe; Amsterdam, Hamburgh, and others;
may seem to militate against this position. With-
out a precise kuowledge of all the peculiarities of
their respective constitutions, it is difficult to pro-
nounce how far this may be the case. That of Am-
sterdam, however, whichwe best know, israther under
a municipal than a governmental direction. Particu-
lar magistrates of the city, not officers of the repub-
lic, have the management of it. It is also a bank of
deposit, not of loan, or circulation; consequently,
less liable to abuse, as well as less useful. Its gene-
1al business consists in receiving money for safe
keeping, which, if not called for within a certain
time, becomes a part of its stock, and irreclaimable :
But a credit is given for it on the books of the bank,
which being transferable, answers all the purposes
of money.

The directors being magistrates of the city, and
the stockholders, in general, its most influential ci-
tizens, it is evident, that the principle of private in-
terest must be prevalent in the management of the
bank. And it is equally evident, that from the na-
ture of its operations, that principle is less essential
to it, than to an institution constituted with a view
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to the accommodation of the public and individuals,
by direct loans and a paper circulation.

As far as may concern the aid of the bank, within
the proper limits, 2 good government has nothing
more to wish for, than it will always possess; though
the management be in the hands of private indivi-
duals. As the institution, if rightly constituted,
must depend for its renovation from time to time on
the pleasure of the government, it will not be like-
ly to feel a disposition to render itself by its conduct
unworthy of public patronmage. The government,
100, in the administration of its finances, has it in its
power to reciprocate benefits to the bank, of not less
importance than those which the bank aflords to the
government, and which, besides, are never unattend-
ed with an immediate and adequate compensation.
Independent of these more particular considerations,
the natural weight and influence of a good govern-
ment will always go far towards procuring a compli-
ance with its desires; and as the directors will
usually be composed of some of the most discreet,
respectable, and well-informed citizens, it can hard-
ly ever be difficult to make them sensible of the
force of the inducements which ought to stimulate
their exertions.

1t will not follow, from what has been said, that
the state may not be the holder of a part of the
stock of a bank, and consequently a sharer in the
profits of it. It will only follow, that it ought not
to desire any participation in the direction of it,and
therefore, ought not 1o own the whole or a principal
part of the stock; for if the mass of the property
should belong to the publie, and if the direction of
it should be in private hands, this would be to com-
tuit the interests of the state to persons not interest-

YOL. 1, o
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ed, or not enough interested, in their proper manage-
ment.

There is one thing, however, which the govern-
ment owes to itself and to the community; at least
to all that part of it, who are not stockholders;
which is to resetve to itself a right of ascertaining,
as often as may be necessary, the state of the bank,
excluding, however, all pretension to control. This
right forms an article in the primitive constitution of
the bank of North-America; and its propriety
stands upon the clearest reasons. 1f the paper of a
bank is to be permitted to insinuate itselfinto all the
revenues and receipts of a country ; if it is even to
be tolerated as the substitute for gold and silver in
all the transactions of business, it becomes, in either
view, a national concern of the first magnitude. As
such, the ordinary rules of prudence require, that
the government should possess the means of ascer-
taining, whenever it thinks fit, that so delicate a
trust is executed with fidelity and care. A right of
this nature is not only desirable as it respects the
government; but it ought to be equally so to all
those concerned in the institution; as an additional
title to public and private confidence; and as a
thing which can only be formidable to practices
that imply mismanagement. The presumption must
always be, that the characters who would be intrust-
ed with the exercise of this right on behalf of the
government, will not be deficient in the disczetion
which it may require; at least the admitting of
this presumption, cannot be deemed too great a re-
turn of confidence, for that very large portion of it

which the government is required to place in the
bank.

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



A NATIONAL BANK. 99

Abandoning, therefore, ideas which, however
agreeable or desirable, are neither practicable nor
safe ; the following plan for the constitution of a Na-
tional Bauk, is respectfully submitted to the consi-
deration of the house.

1. The capital stock of the bank shall not exceed
ten millions of dallars, divided into tweaty-five thou-
sand shares, each share being four hundred dollars;
to raise which sum, subscriptions shall be opened on
the first Monday of April next, and shall continue
open until the whole shall be subscribed. Bodies
politic, as well as individuals, may subscribe.

II. The amountof cach share shall be payable,
one fourth in gold and silver coin, and three fourths
in that part of the public debt, which, according to
the loan proposed by the act making provision for
the debt of the United States, shall bear an accruing
interest at the time of payment of six per centum
per annum.

1I1. The respective sums subscribed shall be pay-
able in four equal parts, as well specie as debt, in
succession, and at the distance of six calendar months
from each other; the first payment to be made at the
time of subscription. If there shall be a failure in
any subsequent payment, the party failing shall lose
the benefit of any dividend which may have accrued
prior to the time for making such payment, and du-
ring the delay of the same.

1V. The subscribers to the bank and their suo-
cessors shall be incorporated, and shall so continue,
until the final redemption of that part of its stock
which shall consist of the public debt.

V. The capacity of the corporation to hold real
and personal estatc,shall be limited to fiftcen millions
of dollars, including the amount of its capital or
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original stock. The lands and tenements which it
shall be permitted to hold, shall be only such as
shall be requisite for the immediate accommodation
of the institution; and such as shall have been hona
fide mortgaged to it by way of security, or conveyed
to it in satisfaction of debts previously contracted, in
the usual course of its dealings, or purchased at sales
upon judgments which shall have been obtained for
such debts.

VI. The totality of the debts of the company,
whether by bond, bill, note, or other contract, (cre-
dits for deposits excepted,) shall never exceed the
amount of its capital stock. In case of excess, the
directors, under whose administration it shall hap-
pen, shall be liable for it in their private or separate
capacities. Those who may have dissented, may ex-
cuse themselves from this responsibility, by immedi-
ately giving notice of the fact and their dissent, to the
President of the United States, and to the stockhold-
ers, at a general meeting to he called by the presi-
dent of the bank, at their request.

VII. The company may sell or demise its lands and
tenements, or may sell the whole or any part of the
public debt, whereof its stock shall consist; but
shall #rade in nothing, except hills of exchange, gold
and silver bullion, or in the sale of goods pledged
for money lent: nor shall take more than at the rate
of six per centum per annum, upon its loans or dis-
counts.

VIII. No loan shall be made by the bank, for
the use or on account of the government of the
United States, or of either of them, to an amount
exceeding fifty thousand dollars, or of any foreign
prince or state; unless previously authorized by a
law of the United States.
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1X. Thestock of the bank shall be tmnsferable
according to such rules as shall be instituted by the
company in that behalf.

X. The affairs of the bank shall be under the
management of twenty-five directors, one of whom
shall be the president. And there shall be on the
first Monday of January, in each year, a choice of
directors, by a plurality of suffrages of the stock-
holders, to serve for a year. The directors, at their
first meeting after each election, shall choose one
of their number as president.

XI. The number of votes to which each stock-
holder shall be entitled, shall be according to the
number of shares he shall hold, in the proportions
following :—that is to say, For one share, and not
more than two shares, one vote: For every two
shares, above two, and not exceeding ten, one vote:
For every four shares, above ten, and not exceeding
thirty, one vote: For every six shares, above thirty,
and not exceeding sixty, one vote: For every eight
shares, above sixty, and not exceeding one hundred,
one vote ; and for every ten shares, above one hun-
dred, one vote: But no person, co-partnership, or bo-
dy politic, shall be entitled to a greater number than
thirty votes. And after the first election, no share
or shares shall confer a right of suffrage, which shall
not have been holden three calendar months pre-
vious to the day of election. Stockholders, actually
resident within the United States, and none other,
may vote in elections by proxy.

XII. Not more than three fourths of the direc-
tors in office, exclusive of the president, shall be
eligible for the next succeeding year. But the di-
rector who shall be president at the time of an elec-
tion, may always be re-elected.
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XI1I. None but a stockholder, being a citizen of
the United States, shall be eligible as a director.

XIV. Any number of stockholders not less than
sixty, who together shall be proprietors of two hun-
dred shares, or upwards, shall have power at any
time to call a general meeting of the stockholders,
for purposes relative to the institution; giving at
least six weeks notice in two public gazettes of the
place where the bank is kept, and specifying, in such
notice, the object of the meeting.

XV. In case of the death, resignation, absence
from the United States, or removal of a director by
the stockholders, his place may be filled by a new
choice for the remainder of the year.

XVI. No director shall be entitled to any emolu-
ment, unless the same shall have been allowed by
the stockholders at a general meeting. The stock-
holders shall make such compensation to the presi-
dent, for his extraordinary attendance at the bank,
as shall appear to them reasonable,

XVII. Not less than seven directors shall con-
stitute a board for the transaction of business.

XVI1IIL. Every cashier, or treasurer, before he enters
on the duties of his office, shall be required to give
bond, with two or more sureties, to the satisfaction
of the directors, in a sum not less than twenty
thousand dollars, with condition for his good be-
haviour.

X1X. Half yearly dividends shall be made of so
much of the profits of the bank, as shall appear to
the directors adviseable. And once in every three
years the directors shall lay before the stockholders,
at a general meeting, for their information, an exact
and particular statement of the debts, which shall
have remained unpaid, after the expiration of the
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original credit, for a period of treble the term of that
credit, and of the surplus of profit, if any, after de-
ducting losses and dividends.

XX. The bills and notes of the bank originally
made payable, or which shall have become payable
on demand, in gold and silver coin, shall be receiv-
able in all payments to the United States.

XXI. The officer at the head of the treasury de-
partment of the Uniwed States, shall be furnished
from time to time, as often as he may require, not ex-
ceeding once a week, with statements of the amount
of the capital stock of the bank, and of the debts
due to the same, of the monics deposited thercin, of
the notes in circulation, and of the cash in hand;
and shall have a right to inspect such general ac-
counts in the books of the hank, as shall rclate to
the said statements ; provided that this shall not be
construed to imply a right of inspecting the account
of any private individual or individuals, with the
bank.

XXII. No similar institution shall be established
by any future act of the United States, during the
continuance of the one lereby proposed to be es-
tablished.

XXIII. It shall be lawful for the directors of the
bank to establish offices, wheresoever they shall
think fit, within the United States, for the purposes of
discount and deposit only, and upon the same terms,
and in the same manner, as shall be practised at the
bank, and to commit the management of the said of-
fices, and the making of the said discounts, either to
agents specially appointed by them, or to such per-
sons as may be chosen by the stockholders residing
at the place where any such office shall be, under such
agreements, and subject to such regulations as they
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shall deem proper; not being contrary to law, or te
the constitution of the bank.

XXIV. And lastly. The President of the United
States shall be authorized to cause a subscription
to be made to the stock of the said company, on
behalf of the United States, to an amount not ex-
ceeding two millions of dollars, to be paid out of
the monies which shall be borrowed by virtue of
either of the acts, the one entitled, « An Act mak-
ing provision for the debt of the United States,” and
the other entitled, ¢ An Act making provision for
the reduction of the public debt;* borrowing of the
bank an equal sum, to be applied to the purposes
for which the said monies shall have been procured,
reimburseable in ten years by equal annual instal-
ments; or at any time sooner, or in any greater
proportions, that the government may think fit,

The reasons for the several provisions contained
in the foregoing plan, have been so far anticipated,
and will, for the most part, be so readily suggested
by the nature of those provisions, that any comments
which need further be made, will be both few and
concise.

The combination of a portion of the public debt,
in the formation of the capital, is the principal
thing of which an explanation is requisite. The
chief object of this is, to enable the creation of a
capital sufficiently large to be the basis of an exten-
sive circulation, and an adequate security for it,
As has heen elsewlere remarked, the original plan
of the bank of North-America, conteraplated a ca-
pital of ten millions of dollars, which is certainly
not too broad a foundation for the extensive opera-
tions to which a national bhank is destined. But to
collect such a sum in this country in gold and sil-
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ver, into one depository, may, without hesitation,
be pronounced impracticable.  HMence the neces-
sity of an auxiliary, which the public debt at once
presents,

This part of the fund will be always ready to
come in aid of the specie. It will more and more
command a ready sale; and can ‘therefore expedi-
tiously be turmed into coin if an exigency of the
bank should at any time require it. This quality
of prompt convertibility into coin, renders it an
equivalent for that necessary agent of bank circula-
tion; and distinguishes it from a fund in land, of
which the sale would generally be far less compen-
dious, and at great disadvantage. The quarter year-
ly receipts of interest will also be an actual addition
to the specie fund, during the intervals between them
and the half yearly dividends of profits. The ob-
jection to combining land with specie, resulting from
their not being generally in possession of the same
persons, does not apply to the debt, which will al-
ways be found in considerable quantity among the
monied and trading people.

The debt composing part of the capital, besides
its collateral eflect in enabling the bank to extend
its operations, and consequently to enlarge its pro-
fits, will produce a direct annual revenue of six per
centum from the govermnment, which will enter into
the half yearly dividends received by the stock-
holders.

When the present price of the public debt is con-
sidered, and the effect which its conversion into
bank stock, incorporated with a specie fund, would
in all probability bave to accelerate its rise to the
proper point, it will easily be discovered, that the
operation presents in its outset a very considerable

YOL. 1. P
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advantage to those who may become subscribers;
and from the influence which that rise would have
on the general mass of the debt, a proportional be-
nefit to all the public creditors, and in a sense which
has been more than once adverted to, to the com-
muuity at large.

There is an important fact, which exemplifies the
fitness of the public debt, for a hank fund, and which
may serve to remove doubts in some minds on this
point. It is this, that the bank of England, in its
first erection, rested wholly on that foundation. The
subscribers to a loan to goverument of one million
two hundred thousand pounds sterling, were incor-
porated as a bank; of which the debt created by the
Joan and the interest upon it, were the sole fund.
The subsequent augmentations of its capital, which
now amounts o between eleven and twelve millions
of pounds sterling, have been of the same nature.

The confining of the right of the bank to contract
debis to the amount of its capital, is an important
precaution, which is not to be found in the constitu-
tion of the bank of North-America, and which, while
the fund consists wholly of coin, would be a restric-
tion attended with inconveniences, but would be
free from any, if the composition of it should he
such as is now proposed. The restriction exists in
the establishment of the bank of England, and as a
source of security, is worthy of imitation. The
consequence of exceeding the limit there is, that
each stockbolder is liable for the excess, in propor-
tion to his interest in the bank. When it is con-
sidered, that the directors owe their appointments
to the choice of the stockholders, a responsibility of
this kind on the part of the latter, does not appear
unreasonable. But on the other hand it may be
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deemed a hardship upon those who may have dis-
sented from the choice. And there are many among
us, whom it might perhaps discourage from becom-
ing concemed in the institution, These reasons
have induced the placing of the responsibility upon
the directors, by whom the limit prescribed should
be trapsgressed.

The interdiction of loans on account of the Unit-
ed States, or of any particular state, beyond the mo-
derate sum specified, or of any foreign power, will
serve as a barrier to executive encroachments, and to
combinations inauspicious to the safety, or contrary
to the policy of the Union.

The limitation of the rate of interest is dictated
by the consideration, that different mtes prevail in
different parts of the Union; and as the operations
of the bank may extend through the whole, some
rule seems to be necessary. There is yoom for a
question, whether the limitation ought not rather to
be to five, thanto six per cent, as proposed. It may
with safety he taken for granted, that the former rate
would yield an ample dividend; perhaps as much
as the latter, by the extension which it would give
to business. The natural effect of low interest is to
increase trade and industry ; because undertakings of
every kind can be prosecuted with greater advantage.
This is a truth gencrally admitted ; but it is requi-
site to have analyzed the subject in all its relations,
to be able to form 2 just conception of the extent of
that efflect. Such an analysis cannot but satisfy an
intelligent mind, that the difference of one per cent.
in the rate at which money may be bad, is often ca-
pable of making an essential change for the better in
the situation of any country or place.
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Every thing, therefore, which tends to lower the
1ate of interest, is peculiarly worthy of the cares of
legislators. And though laws, which violently sink
the legal rate of interest greatly below the market
level, are not to be commended, because they are not
calculated to answer their aim; yet, whatever hasa
tendency to effect a reduction, without violence to
the natural course of things, ought to be attended to
and pursued. Banks are among the means most pro-
per to accomplish-this end ; and the moderation of
the rate at which their discounts are made, is a ma-
terial ingredient towards it; with which their own
interest, viewed on an enlarged and permanent scale,
does not appear to clash.

But as the most obvious ideas are apt. to have
greater force than those which depend on complex
and remote combinations, there would be danger,
that the persons, whose funds must constitute the
stock of the bank, would be diffident of the suffi-
ciency of the profits to be expected, if the rate of
loans and discounts were to be placed below the
point to which they have been accustomed; and
might, on this account, be indisposed to embarking
in the plan, There is, it is true, one reflection,
which, in regard to men actually engaged in trade,
ought to be a security against this danger ; it is this,
That the accommodations which they might derive
in the way of their business, at a low rate, would
more than indemnify them for any diiference in the
dividend ; supposing even that some diminution of
it were to be the consequence. But upon the whole,
the hazard of contrary reasoning among the mass of
monied men, is a powerful argument against the ex-
periment. The institutions of the kind already ex-
isting, add to the difficulty of making it. Mature
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reflection, and a large capital, may, of themselves,
lead to the desired end.

The last thing which requires any explanatory re-
mark, is, the authority proposed to be given to the
President to subscribe to the amount of two millions
of dollars, on account of the public. The maia de-
sign of this is, to enlarge the specie fund of the
bank, and to enable it to give a more early extension
to its operations. Though it is proposed to:borrow
with one hand what is lent with the other; yet the
disbursement of what is borrowed, will be progres.
sive, and bank notes may be thrown into circulation,
instead of the gold andsilver. Besides, there is to
be an annual reimbursement of a part of the sum bor-
rowed, which will finally operate as an actual invest-
ment of so much specie. In addition to the induce-
ments to this measure, which result from the gene-
ral interest of the government to enlarge the sphere
of the utility of the bank, there is this more particu-
lar consideration, to wit, that as far as the dividend
on the stock shall exceed the interest paid on the
loan, there is a positive profit.

The Secretary begs leave to conclude, with this
general observation—That if the bank of North-
America shall come forward with any propositions,
which have for their object the ingrafting upon that
institution, the characteristics which shall appear to
the legislature necessary to the due extent and safe-
ty of a national bank, there are, in his judgment,
weighty inducements to giving every reasonable fa-
cility to the measure. Not only the pretensions of
that institution, from its original relation to the go-
vermment of the United States, and from the ser-
vices it has rendered, are such as to claim a dispo-
sition favourable to it, if those who are interested in
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it are willing, on their part, to place it on a footing
satisfactory to the government, and equal to the
purposes of a bank of the United States: but its co-
operation would materially accelerate the accom-
plishment of the great object, and the collision,
which might otherwise arise, might, in a variety of
ways, prove equally disagreeable and injurious. The
incorporation or union here contemplated, may be ef-
fected in different modes, under the auspices of an
act of the United States, if it shall be desired by the
bank of North-America, upon terms which shall ap-
pear expedient to the government.

All which is humbly submitted.

ALEXANDER HAMILTON,
Seeretary of the Treasury.
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ON THE

CONSTITUTIONALITY

OF A

NATIONAL BANK.

———

THE Secretary of the Treasury, having perused
with attention the papers containing the opinionsof
the Secretary of State and Attorney-Geneml, con-
eerning the Constitutionality of the bill for estab-
lishing a National Bank, proceeds, according to the
order of the President, to submit the reasons which
have induced him to entertain a different opinion.
It will paturally have heen anticipated, that in
performing this task, he would feel uncommon so-
licitude. Personal considerations alone, arising from
the reflection that the measure originated with him,
would be sufficient to produce it ; the sense which
he bas manifested of the great importance of such
an institution to the successful administration of the
department under his particular care; and an ex-
pectation of serious ill-consequences to result from
a failure of the measure, do not permit him to be
without anxiety on public accounts. But the chief
solicitude arises from a firm persuasion, that princi-
ples of construction, like those espoused by the Se-
cretary of State and Attorney-General, would be f1-
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tal to the just and indispensable authority of the
United States.

In entering upon theargument, it ought to be pre-
mised, that the objections of the Secretary of State
and Attorney-General, are founded on a general de-
nial of the authority of the United States to erect
corporations. The latter, indeed, expressly admits,
that if there be any thing in the bill which is not
warranted by the constitution, it is the clause of in-
corporation.

Now, it appears to the Secretary of the Treasury,
that this general principle is inherent in the very de-
finition of government, and essential to every step of
the progress to be made by that of the United States;
namely, that every power vested ina government, is
in its nature sovereicy,and includes, by force-of the
term, a right to employ all the means requisite, and
fairly applicable, to the attainment of the ends of
such power, and which are not precluded by restric-
tions and exceptions specified in the constitution;
or not immoral ; or not contrary to the essential ends
of political society.

This principle, in its application to government
in general, would be admitted as an axiomj and
it will be incumbent upon those who may incline to
deuny it, to prove a distinction, and to show, that a
rule, which, in the general system of things, is es-
sential to the preservation of the social order, is in-
applicable to the United States.

The circumstance that the powers of sovereignty,
are, in this country, divided between the national
and state governments, does not afford the distinc-
tion required. It does not follow from this, that
each of the portions of power, delegated to the one
or {o the other, is not sovereign with regard to its
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proper objects. It will only follow from it, that
each has sovereign power as to certain things, and not
as toother things. 1o deny that the government of
the United States has sovereign power as to its de-
clared purposes, and trusts, because its power docs
not extend to all laws; woulld be equally to deny,
that the state governments have sovereign power in
any case, because their power does not extend to
every case. The tenth scction of the first article of
the constitution, cxhibits a long list of very impor-
tan! things whicl they may not do; and thusthe Unit-
ed States would furnish the singular spectacle of a
political society without sovercignty ; or of a people go-
verned without government.

Ifit would be necessary to bring proofto a proposi-
tion so clear, as that which aftirms that the powers
of the federal government, as to its objects, are sove-
reign, there is a clause of its coustitution which
would be decisive: It is that which declares, that
the constitution, and the laws of the United States
made in pursuance of it,and all treaties made, or
which shall be made, uuder their authority, shall be
the Supreme Law of the land. The power which
can create the supreme law of the land, in any case,
is doubtless sovereign as to such case.

This general and indisputable priuciple, puts at
once an end to the abstract question, Whether the
United States have power to erect a corporation ; that
is to say, to give a legal or artificial capacity to one
or more persons, distinct from the natural ? For it is
unquestionably incident to sovereign power, to erect
corporations ; and, consequently, lo that of the
United States, in relation to the objects intrusted to
the management of the government.

YOL. I. Q
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The differenceis this: where the authority of the
government is general, it can create corporatious in
all cases ; where it is confined to certain branches of
legislature, it can create corporations only in those
cases.

Here, then, as far as concerns the reasonings of
the Secretary of State and Attorney-General, the
affirmative of the constitutionality of the bill might
be permitted to rest. 1t will occur to the President,
that the principle here advanced has been untouch-
ed by either of them.

Nevertheless, for a more complete elucidation of
the point, the arguments which they had used against
the power of the government to erect corporations,
however forcign they are to the great fundamental
rule which has been stated, shall be particularly ex-
amined. And after showing that they do not tend
to impair its force; it shall also be shown, that the
power of incorporation, incident to the government
in certain cases, does fairly extend to the particular
case which is the object of the bill.

The first of these arguments is, that the founda-
tion of the constitution is laid on this ground, « that
all powers, not delegated to the United States by
the constitution, nor prohibited to it by the states,
are reserved forthe states or to the people;” whence
it is meant to be inferred, that Congress can, in no
case, exercise any power not included in those, nor
not enumerated in the constitution. And it is af-
firmed, that the power of erecting a corporation is
not included in any of the enumerated powers,

The main proposition here laid down in its true
signification, is not to be questioned. It is nothing
more than a consequence of this republican maxim,
that all government is a delegation of power; but
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how much is delegated in each case, is a question of
fact, to be made out by fair reasoning and construc-
tion, upon the particular provisions of the constitu-
tion—taking as guides, the general principles and
general ends of government,

It is not denied that there are implicd, as well as
express powers; and that the former are as effectual-
ly delegated as the Jatter: and for the sake of accu-
racy, it shall be mentioned, that there is another
class of powers, which may be properly denominated
resulting powers. 1t will not be doubted, that il
the United States, should make a conquest of any
of the territories of its neighbours, they would pos-
sess sovereign jurisdiction over the conquered terri-
tory: "This would rather be a result from the whole
mass of the powers of the government, and from the
nature of political society, than a consequence of
either of the powers specially enumerated,

But be this as it may, it furnishes a striking illus-
tration of the general doctrine contended for. It
shows an extensive case, in which a power of erect-
ing corporations is cither implied in, or would result
from, some or all of the powers vested in the nation-
al government. The jurisdiction acquired over such
conquered territory, would certainly be competent to
every species of Jegislation.

'To return. It is conceded, that implied powers
are to be considered as delegated, equally with ex-
press ones.

Then it follows, that as a power of erecting a cor-
poration may as well be implied as any other thing ;
it may as well be employed as an instrument or mean
of carrying into execution any of the specified pow-
ers, as any other instrument or mean whatever. The
only question must be, in this, as in every other
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case, whether the mean to be employed, or, in this
instance, the corporation to be erected, has a natural
relation to any of the acknowledged objects or law-
fu] ends of the government? Thus a corporation
may not be erested by Congress for superintending
the police of the city of Philadelphia, heecause they
are not authorized to regulate the police of that city.
But one may be crected inrelation to the collection
of taxes, or to the trade with foreign countries, or to
the trade bhetween the States, or with the Indian
tribes ; because it is the province of the federal go-
vernment to regulate those objects; and because it
is incident to a gencral sovereign or legislative power
to regulate a thing, to employ all the means which
velate to its rcgulation, to the best and greatest ad-
vantage.

A strange fallacy seems to have crept into the man-
ner of thinking and reasoning upon the subject.
Imagination appears to have been unusually busy con-
cerning it. An iucorporation secms to have been
regarded as some great independent substantive
thing ; as a political engine, and of peculiar magni-
tude and moment; whereas it is truly to be con-
sidered as a quality, capacity, or mean to an end.
Thus a mercantile company is formed with a certain
capital for the purpose of carrying on a particular
branch of business. Here the business to be prosecut-
ed is the end. The association, in order to form the
requisite capital, isthe primary mean. Suppose thatan
incorporation were added to this ; it would only be to
add a new quality to that association ; to give it an ar-
tificial capacity, by which it would he enabled to pro-
secute the business with more safety and convenience.

That the importance of the power of incorpora-
tion has been exaggerated, leading to erroneous con-
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clusions, will further appear from tracing it to its
origin. The Roman law is the source of it ; accord-
ing to which, a voluntary association of individunals
at any time, or for any purpose, was capable of pro-
ducing it. JIn England, whence our notions of it
are immediately borrowed, it seems part of the ex-
ecutive-authority ; and the excrcise of it has been
often delegated by that authority ; whence, therefore,
the ground of the supposition, that it lics heyond
the reach of all those very important portions of
sovercign power, legislative as well as executive,
which belong to the government of the United
States.

To this mode of reasoning, respecting the right of
cmploying all the means requisite to the execution
of the specified powers of the government, it is ob-
jected, that none but necessary and proper means are
to be employed ; and the Secretary of State main-
tains, that no means are to be considered as necessa-
ry, but those, without which the grant of the power
would he nugatory. Nay, so far does he go in his
restrictive interpretation of the word, as even to
make the case of necessity, which shall warrant the
constitutional exercise of the power, to depend on
casual and temporary circumstances; au idea which
alone refutes the construction. The expediency of
cxercising a particular power, at a particular time,
must indecd depend on circumstances; hut the con-
stitutional right of exercising it must be uniform and
invariable; the same to-day, as to-morrow.

All the arguments, therefore, against the constitu-
tionality of the bill, derived from the accidental ex-
istence of certain state banks; institutions which
happen to exist to«lay, and, for aught that concerns
the government of the United States, may disappear
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toanorrow, must not only be rejected as fallacious,
but must be viewed as demonstrative that thereis a
radical source of error in the reasoning.

It is essential to the being of the national govern-
ment, that so erroneous a conception of the mean-
ing of the word necessary should be exploded.

It is certain, that neither the grammatical nor
popular scnse of the term requires that construction.
According to both, necessary oftcn means no more
than needful, requisite, incidental, useful, or condi-
cive to. Itis a common mode of expression to say,
that it is necessary for a government or a person to
do this or that thing, when nothing more is intend-
ed or understood, than that the interest of the go-
vernment or person require, or will be promoted by
the doing of this or that thing. The imagination
can be at no loss for exemplification of the use of
the word in this sense.

And it is the true one in which it is to be under-
stood, as used in the constitution. The whole tum
of the clause containing it, indicates that it was the
intent of the convention, by that clause, to givea
liberal latitude to the exercise of the specified pow-
ers, The expressions have a peculiar comprehen-
siveness. They are—To make all laws necessary
and proper for carrying into execution the foregoing
powers, and all other powers vested by the constitu-
tion in the government of the United States, or in
any department or office thereof. To understand the
word, as the Secretary of State does, would be to de-
part from its obvious and popular sense, and to give
it a restrictive operation ; an idea never before enter-
tained. It would be to give it the same force as if
the word absolutely or indispensably had been prefiz-
ed to it.

org/

Federal Reserve Bank of St. Louis



Digitized for FRASER

http://fraser.stlouisfed.

OF A NATIONAL BANK. 119

Such a construction would beget endless uncer-
tainty and cmbarrassment. "The cases must be pal-
pable and extreme, in which it could be pronounced
with certainty, that a measurc was absolutely ne-
cessary 3 or one, without which the exercise of a
given power would be mugatory. There are few
measures of any government which would stand so
scvere a test. To insist upon it, would be to make
the criterion of the exercise of any implied power,
a case of extreme nccessity ; which is rather a rule to
justify the overleaping of the bounds of constitution-
al authority, than to govern the ordinary exercise of
it.

1t may be truly said of every government, as well
as that of the United States, that it has only a right
to pass such laws as are necessary and proper to ac-
complish the objects intrusted to it : For no govern-
ment has a right to domerely what it pleases. Hence,
by a process of reasoning similar to that of the Se-
cretary of State, it might be proved that neither of
the state governments has a right to incorporate a
bank. It might be shown, thatall the public busi-
ness of the state could be performed without a bank;
and, inferring thence that it was unnecessary, it
might be argued, that it could not he done, because
it is against the rule which has been just mentioned.

A like mode of reasoning would prove, that there
was Do power to incorporate the inhabitants of a
town with a view to a more perfect police : For it
is certain, that an incorporation may be dispensed
with, though it is better to have one. It is to be
remembered, that there is no express power in any
state constitution, to erect corporations.

The degree in which a measure is necessary, can
never be a test of the legal right to adopt it. That
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must be a matter of opinion, and can only be a test
of expediency. The relation between the measure
and the cnd; between the nature of the mean em-
ployed towards the execution of a power, and the ob-
ject of that power; must be the criterion of consti-
tutionality ; not the more or less of necessity or
utility.

The practice of the government is against the
rule of cobstruction advacated by the Secretary of
State, Of this, the act concerning light-houses, hea-
cons, buoys, and public piers, is a decisive example.
'This, doubtless, must be referred to the power of re-
gulating trade, and is fairly relative to it. But it
cannot be affirmed, thatthe exercise of that power,
in this instance, was strictly necessary; or that the
power itself would be nugatory without that of regu-
lating establishments of this nature,

This restrictive interpretation of the word neces-
sary, is also contrary to this sound maxim of con-
struction ; namely, that the powers contained in a
constitution of government, especially those which
concern the general administration of the affairs of a
country, its finances, trade, defence, &c. ought to be
construed liberally in advancement of the public
good. This rule does not depend on the particular
form of a governinent, or on the particular demarka-
tion of the boundaries of its powers, but on the na-
ture and objects of government iiself, The means
by which national exigencies are to he provided for;
national inconveniences obviated ; national prosperi-
ty promoted ; are of such infinite variety, extent, and
complexity, that there must of necessity be great
latitude of discretion in the selection and applica-
tion of those means. Hence, consequently, the ue-
cessity and propriety of exercising the authorities
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intrusted to a government, on principles of liberal
construction,

The Attorney-General admits the rule, but takes
a distinction between a state and the federal consti-
tution. The latter, he thinks, ought to be constru-
ed with greater strictness, hecause therc is more
danger of ermor in defining partial, than general
powers.

But the reason of the rule forbids such a distinc-
tion. This reason is—The variety and extent of
public exigencies, a far greater proportion of which,
and of a far more critical kind, are objects of national,
than of state administration. The greater danger of
error, as far as it is supposeable, may be a prudential
reason for caution in practice, but it cannot be a rule
of restrictive interpretation.

In regard to the clause of the constitution, imme-
diately under consideration, it is admitted by the
Attorney-General, that no restrictive effect can be
ascribed to it. He defines the word necessary, thus:
« To be necessary, is to be incidental, and may be
denominated the natural means of executing a pow-
er.”’

But, while, on the one hand, the construction of
the Sccretary of State is deemed admissible, it will
not be contended, on the other, that the clause in
question gives any new or independent powes. But
it gives an explicit sanction to the doctrine of im-
plied powers, and is equivalent to an admission of
the proposition, that the government, as to its speci-
Jied powers and objects, has plenary and sovereign au-
thority; in some cases, paramount to that of the
states; in others, co-ordinate with it. For such is
the plain import of the dcclaration, that it may pass

vOL. T. ®
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all aws necessary and proper to carry into execu-
tion those powers.

Itis no valid objection to the doctrine, to say,
that it is calculated to extend the powers of the ge.
neral government throughout the entire sphere of
state legislation. The same thing has been said,
and may be said, with regard to every exercise of
power, by implication or construction. The moment
the literal meaning is departed from, there is a
chance of error and abuse: and yet an adherence to
the letter of its powers would at once arrest the mo-
tion of government. It is not only agreed on all
hands, that the exercise of constructive powers is in-
dispensable; but every act which has been passed,
is more or less an exemplification of it. One has al-
ready been mentioned ; that relating to lizht-houses,
&c. That which declares the power of the Presi-
dent to remove officers at pleasure, acknowledges
the same truth in another, and asignal instance.

The truth is, that difficulties on this point, are in-
herent in the nature of the federal constitution.
They result inevitably from a division of legislative
power. The consequence of this division is, that
there will be cases clearly within the power of the
national government, others clearly without its pow-
er ; amd a third elass, which will leave room for con-
troversy and difference of opinion, and concerning
which a reasonable latitude of judgment must be al-
lowed.

But the doctsine which is contended for, is not
chargeable with the consequences imputed to it. It
does not affirm that the national government is sove-
reign in all respects, but that it is sovercign to a
certain extent ; that is, to the extent of the objects
of its specified powers,
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It leaves, therefore, a criterion of what is consti-
tutional, and of what is not so, This eriterion is the
end to which the measure relates as amean. 1f theend
be clearly comprehended within any of the specifi-
ed powers, and if the measure have an obvious rela-
tion to that end, and is not forbidden by any par-
ticular provision of the constitution; it may safely
be deemed to come within the compass of the na-
tional authority. There is also this further crite-
rion, which may materially assist the decision, Does
the proposed measure abridge a pre-existing right of
any state, or of any individual? If it does not,
there is a strong presumption in favour of its
constitutionality ; and slighter relations to any de-
clared object of the constitution, may be permitted
to turn the scale.

The general objections which are to be inferred
from the reasonings of the Secretary of State and At-
tormey-General, to the doctrine which has been ad-
vanced, bave been stated; and it is hoped, satisfac-
torily answered. Those of a more particular nature,
shall now be examined.

The Secretary of State introduces his opinion with
an observation, that the proposed incorporation ua-
dertakes to create certain capacities, properties, or
attributes, which are against the laws of alienage,
descents, escheat and forfeiture, distribution and me-
nopoly ; and to confer a power to make laws para-
mount to those of the states. And nothing, says
he, in another place, but a necessity, invincible by
other means, can justify such a prostration of laws,
which constitute the pillars of our whole sys-
tym of jurisprudence, and are the foundation-Jaws
of the state governments,

If these are truly the foundation-Jaws of the seve-
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ral states, then have most of them subverted their
own foundations. For there is scarcely one of them
which has not, since the establishment of its particu-
1ar coustitution, made material alterations in some of
those branches of its jurisprudence, especially the
law of descents. But it is not conceived, how any
thing can be called the fundamental law of a state
government, which is not established in its consti-
tution, unalterable by the ordinary lecgislature. And,
with regard to the question of necessity, it has heen
shown, that this can only constitute a question of
expediency, not of right.

To erect a corporation, is to substitute a legal or
artificial, for a natural person; and where a number
are concerned, to give them individuality. To that
legal or artificial person, once created, the common
law of every state, of iiself annexes all those inci-
dents and attributes which are represented as a pros-
tration of the main pillars of their jurisprudence.
It is certainly not accurate to say, that the erec-
tion of a corporation, is against those different Acads
of the state laws; hecause, it is rather to create a
kind of person, or entity, to which they are inap-
plicable, and to which the general rule of those laws
assigns a different regimen. The laws of alienage
cannot apply to an artificial person, because it can
have no country. Those of descent cannot apply to
it, because it can have no heirs. Those of escheat
are foreign from it, for the same reason. Those
of forfeiture, because it cannot commit a crime,
Those of distribution, because, though it may be
dissolved, it cannot die. As truly might it be said,
that the exercise of the power of prescribing the
rule by which foreigners shall be naturalized. is
against the law of alienage, whileit is in fact only
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to put them into a situation to cease to be the sub-
jects of that law. To do a thing which is against
the law, is to do something swhich it forbids, and
which is a violation of it.

Butif it wereeven to he admitted, that the ercction
of a corporation is a direct alteration of the state Iaws
in the enumerated particulars, it would do nothing
towards proving that the measure was unconstitu-
tional. If the government of the United States
can do no act which amounts to an alteration of a
state law, all its powers are nugatory: for almost
every new law is an alteration, in some way or other,
of an old law, cither common or statute.

There are laws concerning bankruptey in some
states, Some states have laws regulating the value
of forcign coin. Cobngress are empowered to estab.
lish uniform laws concerning hankruptcy throughout
the United States, and to regulate the value of fo-
reign coins. The exercise of either of these powers,
by Congress, necessarily involves an alteration of the
laws of those states.

Again—Every person, by the common law of each
state, may export his property to foreign countries at
pleasure 3 but Congress, in pursuance of the power
of regulating trade, may prohibit the exportation of
commodities; in doing which, they would alter the
common law of each state, in abridgment of indivi-
dual right.

It can, therefore, never be good reasoning, to say,
this or that act is unconstitutional, because it alters
this or that law of a state; it must beshown that the
act which makes the alteration, is unconstitutional
on other accounts ; not because it makes the alteration;

There are two poinis in the suggestions of the
Sccretary of State which have been noted, that are

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed

126 CONSTITUTIONALITY

peculiarly incorrect, One is, that the proposed in-
corporation is against the laws of monopoly, because
it stipulates an exclusive right of banking under the
national authority : The other, that it gives power
to the institution, to make laws paramount to those
of the states.

But with regard to the first point, the bill neither
prohibits any state from erecting as many bauks as
it pleases, nor any number of individuals from as-
sociating to carry on the business; and, consequent-
1y, is free from the charge of establishing a monopo-
ly : for monopoly implies a legal impediment to the
carrying on the trade by others than those to whom
it is granted.

And, with regard to the second point, thereis still
less foundation. 'The by-laws of such an institution
as a bank, can operate only upon its own members;
can only concern the disposition of its own proper-
ty ; and must essentially resemble the rules of a pri-
vate mercantile partnership. They are expressly not
to be contrary to law; and law must here mean the
law of a state, as well as of the United States. Therxe
never can he a doubt, that a law of a corporation, if
contrary to a law of a state, must be overruled as
void, unless the law of the state is contrary to that
of the United States; and then the question will
not be between the law of the state and that of the
corporation, but betwecn the law of the state and
that of the United States.

Another argument made use of by the Secretary
of State, is, the rejection, by the couvention, of a
proposition to empower Congress to make corpora-
tions, either generally, or for some special purpose.
What was the precise nature or extent of this pro-
position, or what the reasons for refusing it, is not
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ascertained by any authentic document, or even by
accurate recollection.  As far as any such document
exists, it specifies only canals. If this was theamount
of it, it would at most only prove, that it was
thought inexpedient to give a power to incorporate
for the purpose of openiug canals; for which pur-
pose a special power would have heen necessary,
except with regard to the Western Territory ; there
being pothing in any part of the constitution res-
pecting the regulation of canals. 1t must be con-
fessed, however, that very different accounts are
given of the import of the proposition, and of the
motives for rejecting it. Some affirm that it was
confincd to the opening of canals and gbstructions
in rivers; others, that it embraced banks; and
others, that it extended to the power of incorpora-
ting generally. Some again allege, that it was dis-
agreed to, because it was thought improper to vest
in Qongress a power of erecting corporations; others,
because it was thought unnecessary to specify the
power, and inexpedient to furnish an additional to-
pic of objection to the constitution. In this state of
the matter, no inference whatever can be drawn
from it.

But whatever may have been the nature of the
proposition, or the reasons for rejecting it, nothing
is included by it, that is, the proposition, in respect
to the rcal merits of the question, The Secretary of
State will not deny, that whatever may have been
the intentions of the framers of a constitution, or of
a law; that intention is to be sought for in the in-
striment itself, according to the usual and establish-
ed rules of construction. Nothing is more common
than for laws to express and effect more or Jess than
was intended. If, then, a power to erect a corpora-
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tion in any case, be deducible by fair inference from
the whole, or any part, of the numerous provisions of
the constitution of the United States; arguments,
drawn from extrinsic circumstances regarding the in-
tention of the convention, must be rejected.

Most of the arguments of the Secretary of State,
which have not been considered in the foregoing
remarks, are of a nature rather to apply to the ex-
pediency, than to the constitutionality of the bill.
They will, however, be noticed in the discussion
which will be necessary in reference to the particu-
lar heads of the powers of the government, which
are involved in the gquestion.

Those of the Attorney-General will now properly
come under view.

His first observation is, that the power of incorpo-
ration is not expressly given to Congress. This shall
be conceded, but in this sense only—that it is not
declared in express terms, that Congress may erect a
corporation. But this cannot mean that there are
not certain express powers, which necessarily include
it.

For instance, Congress have express power to ex-
ercise exclusive legislation in all cases whatsoever,
over such district, (not exceeding ten miles square,)
as may, by cession of particular states, and {he ac-
eeptance of Congress, become the seat of the govern-
ment of the United States; and to exercise like
authority over all places purchased by consent of
the legislature of the state in which the same shall
be, for the erection of forts, arsenals, dock-yards, and
other needful buildings.

Here, then, is express power to exercise exclusive
legislation, in all cases whatsoever, over certain places;
that is, to do, in respect to those places, all that any
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government whatever may do. For language does
not afford a more complete designation of sovercign
power, than in those comprehensive terms. It is, in
other words, a power to pass all laws whatsoever;
and, consequently, to pass all laws for erecting cor-
porations, as well as for any other purpose, which is
the proper object of law in a free government. Sure-
ly, it can never be believed, that Congress, with ex-
clusive power of legislation, in all cascs whatsoever, can-
not erect a corporation within the district which
shall become the seat of government, for the better
regulation of its police; and yet thereis an unquali-
fied denial of the power to erect corporations, in
every casc, on the part both of the Sceretary of State
and of the Attorney-General. The former, indeed,
speaks of that power in these emphatical terms: that
it is a 7ight remaining exclusively with the states.

As far, then, as there is an express power to do any
particular act of legislation, there is an express cne to
erect corporations in the case above described. But,
accurately speaking, no particular power, is more than
implied in a general one. Thus the power to lay a
duty on a gallon of rum, is only a particular, implicd
in the general power to lay and collect taxes, duties,
imposts, and excises. This serves to explain in what
sense it may be said, that Congress have not an ex-
press power to make corporatious.

This may not be an improper place to take notice
of an argument which was uscd in debate in the
House of Representatives. It was there urged, that
if the constitution intended to confer so important
a power as that of erecting corporations, it would
have been expressly mentioned. But the case which
has been noticed, is clearly one in which such power
exists, and yet without any specification or express

YOI. I. 5
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grant of it, further than as every particular, implied
in a general power, can he said to be so granted.

But the argument itself is founded upon an exag-
gerated and erroneous conception of the nature of
the power. It has been shown, that it is not of so
transcendent a kind as the reasoning supposes; and
that viewed in a just light, it is a mean which ought
to have been left to implication; rather than an end
which ought to have been eapressly granted.

Having observed, that the power of erecting cor-
porations is not expressly granted to Congress, the
Attorney-General proceeds thus :

If it can be exercised by them, it must be,

1. Because the nature of federal government im-
plies it:

2, Because it is involved in some of the specified
powers of legislation :

3. Because it is necessary and proper, to carry into
execution some of the specified powers.

To be implied in the nature of the federal govern-
inent, says he, would beget a doctrine so indefinite
as to grasp at every power.

This proposition, it ought to be remarked, is not
precisely, or even substantially, that which has been
relied upon. The proposition relied upon is, that
the specified powers of Congress are in their nature
sovereign; that it is incident to sovereign power to
erect corporations; and that, therefore, Congress
have a right, within the-sphere, and in relation to the
objects of their power, to erect corporations.

It shall, however, he supposed, that the Attomey-
General would consider the two propositions in the
same light, and that the objection made to the one,
would be made to the other.

To this objection an answer has been already given.
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It is this; that the doctrine is stated with this ex-
press qualification, that the right to erect corpora-
tions does only extend to cases and objects within the
sphere of the specified powers of the government. A
general legislative authority, implies a power to
erect corporations in all cases; a particular legisla-
tive power, implies authority to erect corporations in
relation to cases arising under that power only.
Hence the affirming, that, as incident to sovereign
power, Congress may erect a corporation in relation
to the collection of their taxes, is no more to affirm
that they may do whatever else they please, than
the saying they have a power to regulate trade, would
be to affirm, that they have a power to regulate re-
ligion; or than the maintaining, that they have so-
vereign power as to taxation, would be to maintain,
that they have sovereign power as to every thing
else.

The Attorney-General undertakes in the next place
to show, that the power of erccting corporations is
not involved in any of the specified powers of legis-
lation confided to the national government,

In order to this, he has attempted an enumeration
of the particulars which he supposes to be compre-
hended under the several heads of the rowers to
lay and collect taxes, &c. to borrow money on the
credit of the United States; to regulate commerce
with foreign nations, between the states, and with
the Indian tribes; to dispose of, and make all need-
ful rules and regulations respecting the territory, or
other property belonging to the United States: the
design of which enumeration is to show, what is in-
cluded under those different heads of power; and
negatively, that the power of erecting corporations
is not included.
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The truth of this inference or conclusion must de-
pend on the accuracy of the enumeration. If itcan
be shown that the enumeration is defective, the in-
ference is destroyed. To do this will be attended
with no difficulty.

The heads of the power to lay and collect taxes,
Le states to be,

1. Toascertain the subjects of taxation, &c.

2, Todeclare the quantum of taxation, &c.

3. To prescribe the mode of collection.

4. To ordain the manner of accounting for the
taxes, &c.

The defectiveness of this enumeration consists in
the generality of the third division, « to prescribe the
mode of collection, which is in itself an immense chap-
ter, 1t will be shown hereafter, that among a vast
variety of particulars, it comprises the very power in
question, namely, to erect corporations.

The heads of the power to borrow money, are
stated to be—

1. To stipulate the sum to be lent.
II. Aninterest, or no interest, to be paid.

II1. The time and manner of repaying, unless the
loan be placed on an irredeemable fund.

This enumeration is liable to a variety of objec-
tions. It omits, in the first place, the pledging or
mortgaging, of a fund for the security of the money
lent; an usual, and in most cases, an essential in-
gredient.

The idea of a stipulation of an énterest or o inter-
est, is too confined, It should rather have been said,
to stipulate the consideration of the loan. Indivi-
duals often borrow upon considerations other than
the payment of interest. So may government; and
so they often find it necessary to do. Every one
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tecollects the lottery tickets, and other douceurs
often given in Great-Britain as collateral induce-
ments to the lending of money to the government.

There are also frequently collateral conditions,
which the enumeration does not contemplate. Every
contract which has been made for monies borrowed
in Holland, includes stipulations that the sum due
shall be free from taxes, and from sequestration in
time of war; and mortgages all the land and proper-
ty of the United States for the reimbursement.

It is also known that a lottery is a common expe-
dient for borrowing mouey, which certainly does not
fall under either of the enumerated heads.

The heads of the power to regulate commerce
with foreign nations, are stated to be,

1. To prohibit them or their commodities from
our ports,

2. To impose duties on them where none existed
before, or to increase existing duties on them.

3. To subject them to any species of Custom-
house regulation.

4. To grant them any exemptions or privileges
which policy may suggest.

This enumeration is far more exceptionable than
either of the former: It omits ecery thing that re-
lates to the citizens, vessels, or commodities, of the
United States.

The following palpable omissions occur at once:

1. Of the power to prohihit the exportation of
commodities, which not only exists at all times, but
which in time of war it would be necessary to ex-
ercise, particularly with relation to naval and war-
like stores.

I1. Of the power to prescribe rules concerning the
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characteristics and privileges of an American bot-
tom ; how she shall be navigated; as, whether by
citizens or foreigners, or by a proportion of each.

111, Of the power of regulating the manner of
contracting with seamen, the policies of ships on
their voyages, &c. of which the act for the govern-
ment and regulation of seamen in the merchant ser-
vice is 2 specimen.

That the three preceding articles are omissions,
will not be doubted. There is a long list of items
in addition, which admit of little if any question, of
which a few samples shall be given.

1. The granting of bounties to certain kinds of
vessels and certain species of merchandise; of this
nature is the allowance on dried and pickled fish,
and salted provisions.

II. The prescribing of rules concemning the in-
spection of commodities to be exported. Though
the states individually are competent to this regula-
tion, yet there is no reason, in point of authority at
least, why a general system might not be adopted
by the United States.

II1. The regulation of policies of insurance; of
salvage upon goods found at sea; and the disposition
of such goods.

IV, The regulation of pilots.

V. The regulation of bills of exchange, drawn by
a merchant of one state upon a merchant of another
state. This last rather belongs to the regulation of
trade between the states, but is equally omitted in
the specification under that head.

The last enumeration relates to the power to dis-
pose of, and make all needful rules and regulations
vespecting, the territory or other property belonging
to the United States.
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‘The heads of this power are said to be,

I. To exert an ownership over the territory of the
United States which may be properly called the pro-
perty of the United States, as in the Western Ter-
ritory, and tu institute a government therein; or,

II. To exert an ownership over the other proper-
ty of the United States.

This idea of exerting an ownership over the terris
tory or other property of the United States, is parti-
cularly indefinite and vague. It does not at all sa-
tisfy the conception of what must have been intend-
ed by a power to make all needful rules and regula-
tions ; nor would there have been any use for a spe-
cial clause, which authorized nothing more ; for the
right of exerting an ownership, is implied in the very
definition of property.

It is admitted, that in regard to the Western Ter-
ritory something more is intended : even the institu-
tion of a government ; that is, the creation of a2 body
politic, or corporation of the highest nature; one
which in its maturity will be able itself to create
other corporations. Why, then, does not the same
clause authorize the erection of a corporation in
respect to the regulation or disposal of any other of
the property of the United States?

This idea will be enlarged upon in another place.

Hence it appears, that the enumerations which
have been attewpted by the Attorney-General, are so
imperfect, as to authorize no conclusion whatever.
They, therefore, have no tendency to disprove, that
each and every of the powers to which they relate,
includes that of erecting corporations, which they
certainly do, as the subsequent illustrations will more
and more evince.
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1t is presumed to have been satisfactorily shown,
in the course of the preceding observations,

1. That the power of the government, as to the
objects intrusted toits management, is in its nature
sovereign.

II. That the right of erecting corporations, is
one inherent in, and inseparable from, the idea of
sovereign power.

II1. That the position, that the government of
the United Siates can exercise no power but such as
is delegated to it by its constitution, does not mili-
tate against this principle.

IV. Thatthe word necessary, in the general clause,
can have no restrictive operation, derogating from
the force of this principle; indeed, that the degree
in which a measure is, or is not necessary, cannot be
a test of constitutional right, but of expediency only.

V. That the power to erect corporations, is not
to he considered as an independent and substantive
power, but as an incidental and auxiliary one; and
was, therefore, more properly left to implication, than
expressly granted,

V1. That the principle in question does not ex-
tend the power of the government beyond the pre-
seribed limits, because it only affirms a power to in-
corporate for purposes within the sphere of the speci-
Jied powers.

And lastly, that the right to exercise such a pow-
er, in certain cases, is unequivocally granted in the
most positive and comprehensive terms.

To all which it only remains to be added, that
such a power has actually been exercised in two
very eminent instances, namely, in the erection of
two governments ; one north-west of the river Ohio,
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and the other south-west; the last independent of
any antecedent compact.

And there results a full and complete demonstra-
tion, that the Secretary of State and Attorney-Ge-
neral are mistaken, when they deny generally the
power of the national government to erect corpora-
tions.

It shall now be endeavoured to be shown, that
there is a power to erect one of the kind proposed
by the bill. This will be done by tracing a natural
and obvious relation hetween the institution of a
bank, and the objects of several of the enumerated
powers of the government; and by showing that,
politically speaking, it is necessary to the effectual
exccution of one or more of those powers. In the
course of this investigation, various instances will be
stated, by way of illustration, of a right to erect cor-
porations under those powers,

Some preliminary observations may be proper.

The proposed bank is to cousist of an association
of persons for the purpose of creating a joint capital
to be employed, chicfly and essentially, in loans. So
far the object is not only lawful, but it is the mere
exercise of a right which the law allows to every
individual. The bank of New-York, which is not
incorporated, is an example of such an association,
The bill proposes, in addition, that the government
shall hecome a joint proprietor in this undertaking;
and that it shall permit the bills of the company,
payable on demand, to be receivable in its revenues;
and stipulates that it shall not grant privileges, simi-
lar to those which are to be allowed to this compa-
ny, toany others. All this is incontrovertibly within
the compass of the discretion of the government.
The only question is, whether it has a right to in.

TOL, F. T
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corporate this company, in order to enable it the
more effectually to accomplish ends, which are in
themselves lawful.

To establish such a right, it remains to show the
relation of such an institution, to one or more of the
specified powers of the government.

Accordingly, it is affirmed, that it has a relation,
more or less direct, to the power of collecting taxes;
to that of borrowing money ; to that of regulating
trade between the states; and to those of raising and
maintaining flects and armies. 'To the two former,
the relation may be said to be immediate.

And, in the last place, it will be argued, that it is
clearly within the provision, which authorizes the
making of all needful rules and regulations concern-
ing the property of the United States, as the same
has been practised upon by the government.

A bank relates to the collcction of taxes in twe
ways. JIndirectly, by increasing the gquantity of cic-
culating medium, and quickening circulation, which
facilitates the means of paying; directly, by creating
a convenient species of medium in which they are to
be paid.

To designate or appoint the money or thing in
which taxes are to be paid, is not only a proper, but
a ‘necessary, exercise of the power of collecting them.
Accordingly, -Congress, in the law concemning the
collection of the duties on imposts and tonnage, have
provided that ‘they shall be payable in gold and
silver. But while it was an indispensable part of the
work to say in what they should be paid, the choice
of the specific thing was mere matter of discretion.
The payment might have been required in the com-
modities themselves. Taxes in kind, however ill
judged, are not without precedents even in the
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United States ; or it might have been in the paper
money of the several states, or in the bills of the
bank of North-America, New-York, and Massachu-
setts, all or either of them ; or it might have been
in bills issued under the authority of the United
States.

No part of this can, it is presumed, be disputed.
The appointment, then, of the money or thing in
which the taxes are to be paid, is an incident to the
power of collection. And among the expedients
which may be adopted, is that of bills issued under
the authority of the United States.

Now the manner of issuing these bills, is again
matter of discretion. The government might, doubt-
Tess, proceed in the following manner: It might
provide that they should be issued under the diree-
tion of certain officers, payable on demand; and in
order to support their credit, and give them a ready
circulation, it might, besides giving them a currency
in its taxes, set apart, out of any monies in its trea-
sury a given sum, and appropriate it, under the direc-
tion of those officers, as a fund for answering the
bills, as presented for payment.

The constitutionality of all this would not admit
of a question, and yet it would amount to the in-
stitution of a bank, with a view to the more conve-
nient collection of taxcs. For the simplest and
most precise idea of a bank, is, 2 deposit of coin or
other property, as a fund for circulating a credit upon
it, which is to answer the purpose of money. That
such an arrangement would be equivalent to the es-
tablishment of a bank, would become obvious, if the
place where the fund to be set apart was kept,
should be made a rcceptacle of the monies of all
other persons who should incline to deposit them
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there for safe keeping ; and would become still more
so, if the officers, charged with the direction of the
fund, were authorized to make discounts at the usual
rate of interest, upon good security. To deny the
power of the government to add this ingredient to
the plan, would be to refine away all government.

A further process will still more clearly illustrate
the point. Suppose, when the species of bank which
has been deseribed, was about to be instituted, it
were to be urged, that in order to sccure to it a due
degree of confidence, the fund ought not only to be
set apart and appropriated gencrally, but ought to
be specifically vested in the officers who were to
have the direction of it, and in their successors in
office, to the end that it might acquire the character
of private property, incapable of being resumed with-
out a violation of the sanetion by which the rights
of property are protected; and occasiobning more
serious and general alarm : the apprehensionof which
might operate as a eheck upon .the government.
Such a proposition might be opposed by arguments
against the expediency of it, or the solidity of the
reason assigned for it ; but it is not conceivable what
could be urged against its constitutionality,

And yet such a disposition of the thing would
amount to the erection of a corporation; for the
true definition of a corporation secms to be this: It
is a legal person, or a person created by act of law ;
consisting of one or more natural persons, authorized
to hold property or a franchise in succession, in a
Tegal, as contradistinguished from a natural, capacity.

Let the illustration proceed a step further. Sup-
pose a bank, of the nature which has been describ-
ed, without or with incorporation, had been institut-
ed, and that experience had evinced, as it probably
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would, that being wholly under a public direction,
it possessed not the confidence requisite to the credit
of its bills. Suppose also, that by some of thosc ad-
verse conjunctures which occasionally attend nations,
there had been a very great drain of the specie of
the country, so as not only to cause general distress
for want of an adequate medium of circulation ; but
to produce, in consequence of ‘that circumstance,
considerable defaleations in the public revenues.
Suppose, also, that there was no bank iustituted in
any state: in such a posture of things would it not
be most manifest, that the incorporation of a bank
like that proposed by the bill, would be a measure
immediately relative to the effectual collection of
the taxes, and completely within the province of a
sovereign power of providing, by all laws necessary
and proper, for that collection.

If it be said, that such a state of things would
render that necessary, and therefore counstitutional,
which is not so now ; the answer to this, (and a solid
ane it doubtless is,) must still be, that which has
been already stated; circumstances may affect the
expediency of the measure, but they can neither add
to, nor diminish its constitutionality.

A bank has a direct relation to the power of bor-
rowing money, because it is an'usual, and in sudden
cmergencies, an essential instrument, in the obtain-
ing of loans to government.

A nation is thrcatened with a war; large sums are
wanted on a sudden to make the requisite prepara-
tions; taxes are laid for the purpose; but it requires
time Lo obtain the benefit of them; anticipation is
-indispensable. If thiere be a bank, the supply can at
once be had; if there be none, loans from individu-
als must he sought. The progress of these is ofien
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too slow for the exigency; in some situations they
are not practicable at all. Frequently when they
are, it is of great consequence to be able to antici-
pate the product of them by advances from a bank.

The essentiality of such an institution, as an in-
strument of loans, is exemplified at this very mo-
ment. An Indian expedition is to be prosecuted.
The only fund out of which the money can arise
consistently with the public engagements, is a tax,
which only begins to be collected in July next. The
preparations, however, are instantly to be made.
The money must therefore be borrowed; and of
whom could it be borrowed, if there were no public
banks ?

It happens that therc are institutions of this kind;
but if there were none, it would be indispensable to
create one.

Let it then be supposed, that the necessity exist-
ed, (as but for a casualty would be the case,) that
proposals were made for obtaining a loan; that a
number of individuals came forward and said, we are
willing to accommodate the government with this
money ; with what we have in hand, and the credit
we can raise upou it, we doubt not of being able to
furnish the sum required. But in order to this, it is
indispensable that we should be incorporated as a
bank. This is essential towards putting it in our
power to do what is desired, and we are obliged on
that account to make it the consideration or condition
of the loan.

Can it be believed that a compliance with this
proposition would be uncopstitutional? Does not
this alone evince the contrary? It is a necessary
part of a power to horrow, to be able to stipulate the
considerations or conditions of a loan. It is evident,
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as has been remarked elsewhere, that thisis not con-
fined to the mere stipulation of a franchise. If it
may, (and it is not perceived why it may not,) then
the grant of a corporate capacity may be ‘stipulated
as a consideration of the loan. There seems to be
notbing unfit, or foreign from the nature of the
thing, in giving individuality, or a corporate capaci-
ty, to a number of persons who are willing to lend a
sum of money to the government, the better to en-
able them to do it, and make them an ordinary in-
strument of loans in future emergencies of state,

But the more general view of the subject is still
more satisfactory. The legislative power of borrow-
ing money, and of making all laws necessary and
proper for carrying into execution that power, seems
obviously competent to the appointment of the or-
gan through which the abilities and wills of indi-
viduals may be most efficaciously exerted, for the
accommodation of the government by loans.

The Attorney-General opposes to this reasoning the
following observation. Borrowing money, presup-
poses the accumulation of a fund fo be lent; and is
secondary to the creation ofan ability to lend. This
is plausible in theory, but it is not true in fact. In
a great number of cases, a previous accumulation of
a fund equal to the whole sum required, does not
exist; and nothing more can be actually presuppos-
ed, than that there exists resources, which, put into
activity to the greatest advantage, by the nature of
the operation with the government, will be equal to
the efiect desired to be produced. All the provi-
sions and operations of government, must he pre-
sumed to contemplate things as they really are.

The institution of a bank has also a natural re-
lation to the regulation of trade between the states,
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in so far as it is conducive to the creation of a con-
venient medium of exchange between them, and to
the keeping up a full circulation, by preventing the
frequent displacement of the metals in reciprocal
remittances. Money is the very hinge on which
commerce turns. And this does not mean merely
gold and silver ; many other things have served the
purpose with different degrees of utility. Paper has
been extensively employed,

It cannot therefore be adinitted with the Attorney-
General, that the regulation of trade betwcen the
states, as it concerns the medium of circulation and
exchange, ought to be considered as confined to coin,
It is even supposeable that the whole, or the greatest
part, of the coin of the country, might be carried
out of it.

The Secretary of State objccts to the relation
here ipsisted upon, by the following mode of rea-
soning: To erect a bank, says he, and to regulate
commerce, ave very different acts. He who erects a
bank, creates a subjcct of commerce., So does he who
raises a bushel of wheat, or digs a dollar out of the
mines; yet neither of these persons regulates com-
merce therehy. To make a thing which may be
bought and sold, is not to prescribe regulations for
buying and selling. 'This is making the regulation of
commerce to consist in prescribing rules for buying
and selling.

This indeed is a species of regulation of trade,
but it is vne which falls more aptly within the pro-
vince of the local jurisdictions, than withiu that of
the general government, whose care they must have
presumed to have been intended to be directed to
those general political arrangements concerning trade,
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on which its aggregate interests depend, rather than
to the details of buying and selling.

Accordingly, such only are the regulatious to be
found in the laws of the United States ; whose ob-
jects are to give encouragement to the enterprise of
our own merchants, and to advance our navigation
and manufactures.

And it is in reference to these general rela-
tions of commerce, that an establishment which
furnishes facilities to circulation, and a convenient
medium of exchange and alienation, is to be regard-
ed as a regulation of trade.

The Secretary of State further urges, that if this
was a regulation of commerce, it would be roid, as
extending as much to the internal part of every state,
as to its external. But what regulation of commerce
does not extend to the internal commerce of every
state? What are all the duties upon imported articles,
amounting in some cases to prohibitions, but so many
bounties upon domestic manufactures, affecting the
interest of different classes of citizens in different
ways? What are all the provisions in the coasting
act, which relate to the trade between district and
district of the same state? 1In short, what regula-
tion of trade between the states, but must affect the
internal trade of each state ? what can operate upon
the whole, but must extend to every part?

The relation of a bank to the execution of the
powers that concern the common defence, has becn
anticipated. It has been noted, that at this very
moment, the aid of such an institution is essential
to the measure to be pursued for the protection of
our frontiers.

It now remains to show, that the incorporation of
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a bank, is within the operation of the provision,
which authorizes Congress to make all needful rules
and regulations concerning the property of the Unit-
ed States, But it is previously necessary to advert
to a distinction which has been taken up by the At-
torney-General.

He admits, that the word property may signify
personal property, however acquired ; and yet asserts,
that it cannot signify money arising from the sources
of revenue pointed out in the constitution, « he-
cause,” says he, « the disposal and regulation of mo-
ney is the final cause for raising it by taxes.”

But it would be more accurate, to say, that the oé-
gect to which money is intended to be applied, s
the final cause for raising it, than that the disposal
and regulation of it, is such. The support of a go-
vernment, the support of troops for the common de-
fence, the payment of the public debt, are the true
final causes for raising money. The disposition and
regulation of it when raised, are the steps by which
it is applied to the ends for which it was raised, not
the ends themsclves. Hence, therefore, the money
to be raised by taxes, as well as any other personal
Property, must be supposed to come within the mean-
ing, as they certainly do within the letter, of au-
thority to make all needful rules and rcgulations
concerning the property of the United States.

A case will make this plainer. Suppose the pub-
lic debt discharged, and the funds now pledged for
it, liberated. In some instances it would be found
expedient to repeal the taxes; in others, the repeal
might injure our own industry, our agriculture, and
manufactuzes. In these cases, they would, of course,
be retained. Here, then, would be monies arising
from the authorized sources of revenue, which would
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not fall within the rule by which the Attorney-Ge-
neral endeavours to except them from other personal
Property, and from the operation of the clause in
question.

The monies being in the coffers of government,
what is to hinder such a disposition to be made of
them as is contemplated in the bill; or what an in-
corporation of the parties concemed, under the
clause which has been cited.

It is admitted, that with regard to the Westem
Territory, they give a power to erect a corporation ;
that is, to constitute a govemment. And by what
rule of construction can it be maintained, that the
same words, in a constitution of govermment, will
not have the same effect when applied to one spe-
cies of property as to another, as far as the subject is
capable of it? Or that a Jegislative power to make
all needful rules and regulations, or to pass all laws
necessary and proper concerning the public property,
which is admitted to authorize an ircorporation, in
one case, will not authorize it in another? will justi-
fy the institution of a government over the Western
Territory, and will not justify the incorporation of a
bank for the more useful management of the money
of the nation? If it will do the last as well as the
first, then, under this provision alone, the bill is con-
stitutional, because it contemplates that the United
States shall be joint proprictors of the stock of the
bank.

There is an observation of the Secretary of State,
to this effect, which may require notice in this
place.—Congress, says he, are not to lay taxes ad
libitum, for any purpose they please, but only to pay
the debts, or provide for the welfare of the union.
Certainly, no inference can be drawn from this,
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against the power of applying their money for the
institution of a bank. It is true, that they cannot,
without breach of trust, lay taxes for any other pur-
pose than the gencral welfare ; but so neither can
any other government. The welfare of the commu-
nity is the only legitimate end for which money can
be raised on the community. Congress can be con-
sidered as only under one restriction, which does not
apply to other governments. They canunot right-
fully apply the money they raise to any purpose,
merely or purely local. But with this exception,
they have as large a discretion, in relation to the ap-
plication of money, as any legislature whatever.

The constitutional zesz of a right application, must
always be, whether it be for a purpose of general
or local nature. If the formes, therecan be no want of
constitutional power. The quality of the object,
as how far it will really promote, or not, the welfare
of the Union, must be matter of conscientious dis-
cretion ; and the arguments for or against a measure,
in this light, must be arguments concerning expe-
diency or inexpediency, not constitutional right;
whatever relatcs to the general order of the finances,
to the general interests of trade, &c. being general
objects, are constitutional ones, for the application of
money.

A bank, then, whose bills are to circulate in all
the revenues of the country, is evidently a general
object; and for that very rcason, a constitutional
one, as far as regards the appropriation of money to
it, whether it will really be a bencficial one or not,
is worthy of careful examination; but is no more a
constitutional point, in the particular referred to,
than the question, whether the western lands shall
he sold for twenty or thirty cents per acre ?
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A hope is entertained, that by this time, it has
been made to appear to the satisfaction of the Presi-
dent, that the bank hasa natural relation to the
power of collecting taxes; to that of regulating
trade ; to that of providing for the common defence;
and that as the bill under consideration, contem-
plates the government in the light of a joint pro-
prietor of the stock of the bank, it brings the
case within the provision of the clause of the con-
stitution which immediately respects the property
of the United States.

Under a conviction, that such a relation subsists,
the Secretary of the Treasury, with all deference,
conceives, that it will result as.a necessary conse-
quence, from the position that all the specified pow-
ers of government are sovereign, as to the proper
objects, that the incorporation of a bank is a con-
stitutional measure: and that the objections, taken
to the bill in this respect, arc ill founded.

But, from an earnest desire to give the utmost pos-
sible satisfaction to the mind of the President, on so
delicate and important a subject, the Secretary of the
Treasury will ask his indulgence, while he gives
some additional illustrations of cases in which a
power of erecting corporations may be exercised, un-
der some of those heads of the specified powers of
the government which are alleged to include the
right of incorporating a bank.

I. It does not appear susceptible of a doubt, that
if Congress had thought proper to provide in the
collection law, that the bonds to be given for the
duties, should be given to the collector of the dis-
trict A. or B. as the case might require, to inure to
him and his successors in office, in trust for the
United States; that it would have been consistent
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with the constitution to make such an arrangement.
And yet this, it is conceived, would amount toan in-
corporation.

I. Tt is not an unusual expedient of taxation, to
farm particular branches of revenue; that is, to sell
or mortgage the product of them for certain definite
sums, leaving the collection to the parties to whom
they are mortgaged or sold. There are even exam-
ples of this in the United States. Suppose that there
was any particular branch of revenue which it was
manifestly expedient to place on this footing, and
there were a number of persons willing to engage
with the govemment, upon condition that they
should be incorporated, and the funds vested in them
as well for their greater safety, as for the more con
venient recovery and managemecnt of the taxes; is
it supposeable that there could be any constitution-
al obstacle to the measure? It is presumed that
there could he none. It is certainly a mode of col-
lection which it would be in the discretion of the
government to adopt; though the circumstances
must be very cxtraordinary, that would induce the
Secretary to think it expedient.

I11. Suppose a new and unexplored branch of
trade should present itself with some foreign coun-
try. Suppose it was manifest, that to undertake it
with advantage, required a union of the capitals of
a number of individuals, and that those individuals
would not be disposed to embark without an incor-
poration, as well to obviate the consequences of a
private partnership, which makes every individual

liable in his whole estate for the debts of the com-
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nient management of the business; what reason can
there be to doubt, that the national government
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would have a constitutional right to institute and
incorporate such a company >—None.

They possess a general authority to regulate trade
with foreign countries. This is a mean which has
been practised to that end by all the principal com-
mercial nations who have trading companies to this
day, which have subsisted for centuries, Why may
not the United ‘States constitutionally employ the
mean$ usual in other countries for attaining the ends
intrusted to them ?

A power to make all needful rules and regulations
concerning territory, has been construed to mean a
power to erect a government. A power to regulate
trade is a power to make all needful rules and regu.
lations conceming trade. Why may it not, then, in-
clude that of erecting a trading company, as well as
in other cases to erect a government ?

It is remarkable that the state conventions, who
had proposed amendments in relation to this point,
have most, if not all of them, expressed themselves
nearly thus: Congress shall not grant monopolies,
nor erect any company with exclusive advantages of
commerce ! Thus at the same time expressing their
sense, that the power to erect trading companies, or
corporations, was inherent in Congress, and objecting
to it no further, than as to the grant of exclusive pri-
vileges.

The Secretary entertains all the doubts which
prevail concerning the utility of such companies;
but he cannot fashion to his own mind a reason
to induce a doubt that there is a constitutional au-
thority in the United States to establish them, If
such a reason were demanded, none could be given,
unless it were this——that Congress cannot erect a
corporation ; which would be no better than to say,
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they cannot do it, because they cannot do it. First
presuming an inability without reason, and then as-
signing that inability as the cause of itself.

Illustrations of this kind might be multiplied
without end. They shall, however, be pursued no
further.

There is a sort of evidence on this point, arising
from an aggregate view of the constitution, which is
of no inconsiderable weight. The very general
power of laying and collecting taxes, and appropri-
ating their proceeds; that of borrowing money in-
definitely ; that of coining money and regulating
foreign coins; that of making all needful rules and
regulations respecting the property of the United
States: These powers combined, as well as the rea-
son and nature of the thing, speak strongly this lan-
guage: that it is the manifest design and scope of
the constitution, to vest in Congress all the powers
requisite to the effectual administration of the finan-
ces of the United States. As far as concerns this
object, there appears to be no parsimony of power.

To suppose then, that the government is preclud-
€d from the employment of so usual and so import.
ant an instrument for the administration of its finan-
ces as that of a bank, is to suppose what does not
coincide with the general tenour and complexion of
the constitution, and what is not agreeable to jm-
pressions that any mere spectator would entertain
conceming it, Little less than a prohibiting clause
can destroy the strong presumptions which result
from the general aspect of the government., No-
thing but demonstration should exclude the idea
that the power exists.

To all questions of this nature, the practice of
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mankind ought to have great weight against the
theories of individuals.

The fact, for instance, that all the principal com-
mercial nations have made use of trading corpora-
tions or companies, for the purpose of external com-
merce, is a satisfactory proof, that the establishment
of them,is an incident to the regulation of commerce.

This other fact, that banks are an usual engine in
the administration of national finances, and, an ordi-
nary, and the most eflectual, instrument of loans,
and one which, in this country, has been found es-
seatial, pleads strongly against the supposition, that
a government clothed with most of the important
prerogatives of sovereignty, in relation to its reve-
nues, its debt, its credit, its defence, its trade, its
intercourse with foreign nations, is forbidden to make
use of that instrument as an appendage to its own
authority.

It has been stated as an auxiliary test of constitu-
tional authority, to try whether it abridges any pre-
existing right of any state or any individual. The
proposed measure will stand the most severe exami.-
nation on this point. Each state may still erect as
many banks as it pleases; every individual may still
carry on the banking business to any extent he
pleases.

Another criterion may be this; whether the insti-
tution or thing has a more direct relation as to its
uses—io the objects of the reserved powers of the
state government, than to those of the powers dele-
gated by the United States? This rule, indeed, is Jess
precise than the former; but it may still serve as
some guide. Surely a bank has more reference to
the objects intrusted to the national governmeunt,
than to those left to the care of the state govern.

YOL. I x

.org/

Federal Reserve Bank of St. Louis



Digitized for FRASER

154 CONSTITUTIONALITY

ment. The common defence is decisive in this com.
parison.

1t is presumed, that nothing of consequence in the
ohservations of the Secretary of State and Attorney-
General, has been left unnoticed.

There are, indeed, a variety of observations of the
Secretary of State, designed to show, that the utili-
ties ascribed to a bank, in relation to the collec-
tion of taxes and to trade, could be obtained with-
out it. To analyze which would prolong the dis-
cussion heyond all bounds. It shall be forborne for
two reasons: first, because the report concerning the
bank, may speak for itself in this respect; and, se-
condly, because all those observations are grounded
on the erronecous idea, that the guansum of necessity
or utility, is the test of a constitutional exercise of
power.

One or two remarks only shall he made; one is,
that he has taken no notice of a very essential ad-
vantage to trade in general, which is mentioned
in the report as peculiar to the existence of a bank-
circulation, equal, in the public estimation, to gold
and silver. It is this that renders it unnceessary to
lock up the moncy of the country to accumulate for
months successively, in order to the periodical pay-
ment of interest. The other is this: that his argu-
ments, to show that treasury-orders and bills of ex-
chaugze, from the course of trade, will prevent any
considerable displacement of the metals, are found-
ed on a particular view of the subject. A case will
prove this. The sums collected in a state, may he
small in comparison with the deht due to it. The
halance of its trade, direct and circuitous with the
seat of government, may be even,or nearly so. Here,
then, without bank bills, which in that state answer
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the purpose of coin, there must be a displacement
of the coin, in proportion to the difference between
the sum collected in the state, and that to be paid
in it. With bank bills no such displacement would
take place; or, as far as it did, it would be gradual
and insensible, In many other ways, also, would
there be at least a temporary and inconvenient dis-
placement of the coin, even where the course of
trade would cventually return it to its proper chan-
nels.

The difference of the two situations, in point of
eonvenience to the treasury, can only be appreciated
by one who experiences the embarrassments of mak-
ing provision for the payment of the interest on a
stock, continually changing place in thirteen difier-
et places.

One thing which has been omitted, just occurs, al-
though it is not very material to the main argument:
The Secretary of State affirms, that the bill only
contemplates a re-payment, not a loan to the go-
vernment. DBut here he is certainly mistaken. It is
true, the governmentinvests in the stock of the bank,
a sum equal to that which it receives on loans. But
let it be remembered, that it does not, therefore,
cease to be a proprietor of the stock, which would
be the case, if the money received back were in the
nature of a payment. 1t remains a proprietor still,
and will share in the profit or loss of the institution,
according as the dividend is more or less than the
interest it is to pay on the sum borrowed. Hence,
that sum is manifestly, and in the strictest sense, a
loan.

ALEXANDER HAMILTON.

Philadelphia, Feb. 23, 1791.
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REPORT

ON THE SUBJECT OF

MANUFACTURES.

et —

The SccreTARY of the TREASURY, in obedience to the
Order of the House of REPRESENTATIVES, of the
15th Day of January, 1700, has applied his atten-
tion, at as early a period as his other duties would
permit, to the subject of MANUFACTURES; and par-
ticularly to the Means of promoting such as will tend
to render the UNITED StATLS independent on foreign
nations, for Military and other essential Supplies:

And he thereupon Respectfully submits the following:
REPORT.

THE expediency of encouraging manufactures in
the United States, which was not long since deemed
very questionable, appears at this time to be pretty
generally admitted. The embarrassments which
have obstructed the progress of our external trade,
have led to serious reflections on the necessity of
enlarging the spherc of our domestic commerce:

‘the restrictive regulations, which in foreign markets
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abridge the vent of the increasing surplus of our
agricultural produce, serve to beget an carnest de-
sire, that a more extensive demand for that surplus
may be created at home: And the complete success
which has rewarded manufacturing enterprise, in
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some valuable branches, conspiring with the promis-
ing symptoms which attend some less mature essays
in others, justify a hope, that the obstacles to the
growth of this species of industry, arc less formida-
ble than they were apprehended to be; and that it
is not difficult to find, in its further extension, a
full indemnification for any extermal disadvantages,
which are or may be experienced, as well as an ac-
cession of resources, favourable to national inde-
pendence and safety.

There still are, nevertheless, respectable patrons of
opinions, unfriendly to the encouragement of manu-
factures.—The fullowing are, substantially, the ar-
guments by which these opinions are defended :

¢ In every countxy, (say those who entertain thewm,)
agriculture is the most bencficial and productive ob-
ject of human industry. This position, gcnerally, if
not universally true, applies with peculiar emphasis
to the United States, on account of their immense
tracts of fertile territory, uninhabited and unim-
proved. Nothing can afford so advantageous an em-
ployment for capital and labour, as the conversion of
this extensive wilderness into cultivated farms. No-
thing equally with this, can contribute to the popu-
lation, strength, and real riches of the country.”

“ To endeavour, by the extraordinary patronage of
government, to accelerate the growth of manufac-
tures, is in fact, to endeavour, by force and art. o
transfer the natural current of industry, from a more
to a less beneficial channel. Whatever has such a
tendency, must necessarily be unwise. Indeed it
can hardly ever be wisc in a government, to attempt
to give a direction to the industry of its citizens.
This, under the quick-sighted guidance of private
interest. will, if lcft to itself, infallibly find its own
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way to the most profitable employment ; and it is hy
such employment, that the public prosperity will be
most effectually promoted, To leave industry to
itself, therefore, is, in almost every case, the sound-
est as well' as the simplcst policy.”

« This policy is not only recommended to the
United States, by considerations which affect all na-
tions; it is, in a manner, dictated to them by the im-
perious force of a very peculiar situation. The
smallness of their population, compared with their
territory; the consltant allurements to emigration from
the settled to the unsettled parts of the country;
the facility with which the less independent condi-
tion of an artisan can be exchanged for the more in-
dependent condition of a farmer; these, and similar
causes, conspire to produce, and for a length of time
must continue to occasion, a scarcity of hands for
manufacturing occupation, and dearness of labour
generally. To these disadvantages for the prosecu,
tion of manufactures, a deficiency of pecuniary ca-
pital being added, the prospect of a successful com-
petition with the manufacturers of Europe, must be
regarded as little less than desperate. Extensive
manufactures can only be the offspring of a redund-
ant, at least of a full, population. 'Till the latter
shall characterize the situation of this country, it is
vain to hope for the former.”

« If, contsary to the natural course of things, an
unseasonable and premature spring can be given to
certain fabrics, by heavy duties, prohibitions, boun-
ties, or by other forced expedients; this will only
be to sacrifice the interests of the community to those
of particular classes. Besides the misdirection of
Iabour, a virtual monopoly will be given to the per-
sons employed on such fabrics; and an enhance-
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ment of price, the inevitable consequence of every
monopoly, must be defrayed at the expense of the
other parts of the society. It is far preferable, that
those persons should be engaged in the cultivation
of the earth, and that we should procure, in ex-
change for its productions, the commodities, with
which foreiguers are able to supply us in greater
perfection, and upon better terms.”

This mode of reasoning is founded upon facts and
principles, which have certainly respectable preten-
sions. If it had governed the conduct of nations,
more generally than it has done, there is room to
suppose, that it might have carried them faster to
prosperity and greatness, than they have attained by
the pursuit of maxims too widely opposite, Most
general theories, lowever, admit of numerous excep-
tions; and there are few, if any, of the political
kind, which do not blend a considerable pottion of
error with the truths they inculcate.

In order to an accurate judgment how far that
which has been just stated, ought to be deemed lia-
ble to a similar imputation, it is necessary to advert
carefully to the considerations which plead in favour
of manufactures, and which appear to recommend
the special and positive encouragement of them in
certain cases, and under certain reasonable limita-
tions.

It ought readily to be conceded, that the cultiva-
tion of the earth, as the primary and most certain
source of national supply; as the immediate, and
chief source of subsistence to mau; as the principal
source of those materials which constitute the nutri-
meunt of other kinds of lahour; as including a state

.most favourable to the freedom and independeace of

the human miund; one, perhaps, most conducive to
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the multiplication of the human species ; has #ntyin-
sically a strong claim to pre-cminence oocr every other
kind of industry.

But, that it has a title to any thing like an exclu-
sive predilection, in any country, ought to be admit-
ted with great caution, That it is even more pro-
ductive than every other branch of industry, requires
more evidence than has yet heen given in support
of the position. That its real interests, precious and
important as, without the help of exaggeration, they
truly are, will be advanced, rather than injured by
the due encouragement of manufactures, may, it is
believed, be satisfactorily demonstrated. And it is
also believed, that the expediency of such encourage-
ment, in a general view, may be shown to be recom-
mended by the most cogent and persuasive motives
of national policy.

It has been maintained, that agriculture is not only
the most productive, but theonly productive species of
industry. ' The reality of this suggestion, in either
respect, has, however, not been verified by any ac-
curate detail of facts and calculations; and the ge-
neral arguments, which are adduced to prove it, are
rather subtil and paradozical, than solid or convine-
ing.

Those which maintain its exclusive productiveness
arc to this effect :—

Labour, bestowed upon the cultivation of land,
produces enough, not only to replace all the neces-
sary expenses incurred in the business, and to main-
tain the persons who are employed in it; but to af-
ford, together with the ordinary profit on the stock
or capital of the farmer, a neat surplus, or rent, for
the landlord or proprictor of the soil. But the la-

hour of artificers does nothing more than replace the
VOL. I, - ¥
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stock which employs them, (or which fumishes ma-
terials, tools, and wages,) and yield the ordinary pro-
fit upon that stock. It yields nothing equivalent to
the rent of land. Neither does it add any thing to
the total value of the whole annual produce of the
land and labour of the country. The additional
value given to those parts of the produce of land,
which are wrought into manufactures, is counterba-
lanced by the value of those other parts of that pro-
duce, which are consumed by the manufacturers. It
can, therefore, only he by saving or parsimony, not
by the positive productiveness of their labour, that
the classes of artificers can in any degree augment
the revenue of the society.

To this it has been answered,

1. ¢ That inasmuch as it is acknowledged, that
manufacturing labour re-produces a value equal te
that which is expended or consumed in carrying it
on, and continues in existence the original stock or
capital employed, it ought on that account alone, to
escape being considered as wholly unproductive.
‘That though it should be admitted, as alleged, that
the consumption of the produce of the soil, by the
classes of artificers or manufacturers, is exactly equal
to the value added by their labour 1o the matcrials
upon which it is excrted ; yet, it would not thcnce
foltow, that it added nothing to the revenue of the
society, or to the aggregate value of the annual pro-
duce of its land and labour. If the consumption
for any given period, amounted to a given sum, and
the increased value of the produce manufactured, in
the same period, to a like sum, the total amount of
the consumption and production, during that period,
would be equal to the fwo sums; and, consequently,
double the value of the agricultural produce con-
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sumed. And though the increment of value pro-
duced by the classes of artificers, should at no time
exceed the value of the produce of the land con-
sumed by them, yet there would be at every mo-
ment, in consequence of their labour, a greater va-
lue of goods in the market than would exist inde-
pendent of it.”

2. « 'That the position, that artificers can augment
the revenue of a society, only by parsimony, is true
in no other sense, than in one which is equally ap-
plicable to husbandmen or cultivators. It may be
alike affirmed of all these classes, that the fund ac-
quired by their labour and destined for their sup-
port, is not, in an ordinary way, more than equal to
it. And hence it will follow, that augmentations of
the wealth or capital of the community, (except in
the instances of some extraordinary dexterity or
skill,) can only proceed, with respect to any of them,
from the savings of the more thrifty and parsimo-
mious.”

3. « That the annual produce of the land and
labour of a country, can only be increased in two
ways-=by some improvement in the productive pmvers
of the useful labour, which actually exists within
it, or by some increase in the guantity of such la
bour: 'That with regard to the first, the labour of
artificers being capable of greater subdivision and
simplicity of operation, than that of cultivators, it is
susceptible, in a proportionably greater degree, of im-
provement in its productive powers, whether to be
derived from an accession of skill, or from the ap-
plication of ingenious machinery; in which particu-
lar, therefore, the labour employed in the culture of
land can pretend to no advantage over that engaged
in manufactures: That with regard toan angmenta-
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tion of the quantity of useful labour, this, exclud-
ing adventitious circumstances, must depend essen-
tially upon an increase of capital, which again must
depend upon the savings made out of the revenues
of those, who furnish or manage that, which is at
any time employed, whether in agriculture, or in
manufactures, or in any other way.”

But while the exclusive productivencss of agricul-
tural lahour has been thus demied and refuted, the
superiority of its productiveness bas been conceded
without hesitation. As this concession involves a
point of considerable magnitude, in r<Jation to max-
ims of public administration, the grounds on which
it rests are worthy of a distinct and particular ex-
amination.

One of the arguments made use of in support of
the idea, may be pronounced hoth quaint and super-
ficial. It amounts to this—That in the producticvns
of the soil, nature co-operates with man ; and that
the effect of their joint Jubour mnust be greater than
that of the labour of man alone,

This, however, is far from being a necessary infer-
ence. It is very conceivable, that the labour of man
alone laid out upon a work, requirinz great skill and
art to bring it to perfection, may be more productive
in oalue than the labour of naturc and man combined,
when directed towards more simple operations and
objects. And when it is recollected to what an ex-
tent the agency of nature, in the application of the
mechanical powers, is made auxiliary to the prose-
cution of manufactures, the suggestion which has
been noticed, loses even the appearance of plausi-
bility.

It might also be observed, with a contrary view,that
the labour employed in agriculture is in a great mca-
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sure periodical and occasional, depending on seasons,
and liable to various and long intermissions ; while
that occupied in many manufactures, is constant and
regular, extending through the year, embracing, in
some instances, night as well as day. Itis also pro-
bable, that there are among the cultivators of land,
more examples of remissness, than among artificers.
The farmer, from the peculiar fertility of his land,
or some other favourable circumstance, may fre-
quently obtain a livelihood, cven with a considera-
ble degree of carelessness in the mode of cultiva-
tion; but the artisan can with difficulty effect the
same object, without exerting himself pretty equally
with all those who are engaged in the same pursuit.
And if it may likewise bc assumed as a fact, that
manufactures open a wider field to exertions of in-
genuity than agriculture, it would not be a strained
conjecture, that the labour employed in the former,
being at once more constant, more uniform, and more
ingenious, than that which is employed in the latter,
will be found at the same time more productive.

But it is not meant to lay stress on observations of
this nature; they ought only to serve as a counter-
balance to those of a similar complexion. Circum-
stances so vague and general, as well as so abstract,
can afford litde instruction in a matter of this kind.

Another, and that which seems to be the principal
argument offered for the superior productiveness of
agricultural labour, turns upon the allegation, that
labour employed on manufactures yields nothing
equivalent to the rent of land; or to that neat sur-
Plus, as it is called, which accrues to the proprictor
of the soil.

But this distinction, important as it has been deem-
od, appears rather oerbal than substantial.
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It is easily discernible, that what in the first in-
stance is divided into two parts, under the denomina-
tions of the ordinary profit of the stock of the farmer,
and 7ent to the landlord, is in the second instance
united under the general appellation of the ordinary
profit on the stock of the undertaker; and that this
formal or verbal distribution constitutes the whole
difference in the two cascs. It seems to have been
overlooked, that the land is itself a stock or capital,
advanced or lent by its owner to the occupier or
tenant ; and that the rent he receives is only the or-
dinary profit of a certain stock in land, not managed
by the proprietor himself, but by another to whom he
Iends or lets it; and who, on his part, advances a
second capital to stock and improve the land, upon
which he also receives the usual profit. The rent of
the landlord, and the profit of the farmer, are there-
fore nothing more than the ordinary profits of two
¢apitals, belonging to two different persons, and unit-
ed in the cultivation of a farm: As in the other.
case, the surplus which arises upon any manufactory,
after replacing the expenses of carrying it on, an-
swers to the ordinary profits of one or more capitals en-
gaged in the prosecution of such manufactory. Itis
said one or more capitals ; because in fact, the same
thing which is contemplated in the case of a farm,
sometimes happens in that of a manufactory. There
is one, who fumishes a part of the capital, or lends 3
part of the money, by which it is carried on, and
another, who carries it on, with the addition of his
own capital. Out of the surplus which remains,
after defraying expenses, an interest is paid to the
money lender, for the portion of the capital furnished
by him, which exactly agrces with the rent paid to
the landlord; and the residue of that surplus con-
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stitutes the profit of the undertaker or manufacturer;
and agrees with what is denominated the ordinary
profits on the stock of the farmer. Both together
make the ordinary profits of two capitals employed in
a manufactory : as in the other case the rent of the
Iandlord, and the revenue of the farmer, composé
the ordinary profits of two capitals, employed in the
cultivation of a farm.

'The rent therefore, accruing to the proprietor of
the land, far from being a criterion of exclusive pro-
ductiveness, as has been argued, is no criterion even
of superior productiveness. The question must still
be, whether the surplus, after defraying expenses of
a given capital, employed in the purchase and im-
provement of a piece of land, is greater or less, than
that of a like capital employed in the prosecution of
a manufactory; or whether the whole valué pro-
duced from a given capital and a given quantity of la-
bour, employed in one way, be greater or less than
the whole value produced from an equal capital and an
equal quantity of labour employed in the other way;
or rather, perhaps, whether the business of agricul-
ture, or that of manufactures, will yield the greatest
product, according to a compound ratio of the quan.
tity of the capital, and the quantity of labour, which
are employed in the one or in the other.

The solution of either of these questions is not
easy ; it involves numerous and complicated details,
depending on an accurate knowledge of the ohjects to
be compared. It is not known that the comparison
has ever yet been made upon sufficient data properly
ascertained and analyzed. To he able to make it on
the present occasion with satisfactory precision, would
demand more previous inquiry and investigation.
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than there has been hitherto either leisure or oppor-
tunity to accomplish.

Some essays, however, have heen made towards ac-
quiring the requisite information; which have ra-
ther served to throw doubt upon, than to confirm,
the hypothesis under examination. But it ought to
be acknowledged, that they have been too little di-
versified, and are too imperfect to authorize a defini-
tive conclusion either way ; leading rather to pro-
bablc conjecture, than to certain deduction. They
render it probable, that there are various branches
of manufactures, in which a given capital will yielda
greater ¢otal product, and a considerably greater neat
product, than an equal capital invested in the pur-
chase and improvement of lands; and that there are
also some branches, in which both the gross and the
neat produce will exceed that of agricultural indus-
try, according to a2 compound ratio of capital and
labour. But it is on this last point, that there ap-
pears to be the greatest room for doubt. It is far
less difficult to infer generally, that the ncat produce
of capital engaged in manufacturing enterprises is
greater than that of capital engaged in agriculture.

The foregoing suggestions are not designed to in-
culcate an opinion that manufacturing industry is more
productive than that of agriculture. They are intended
rather to show, that the reverse of this proposition, is
not ascertained ;  that the general arguments which
are brought to establish it, are not satisfactory; and
consequently, that a supposition of the superior pro-
ductiveness of tillage, ought to be no obstacle to
listening to any substantial inducements to the en-
couragement of maunufactures, which may be other-
wise perceived to exist, through an apprehension,
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that they may have a tendency to divert labour from
a more, to a less, profitable employment.

It is extremely probable, that on a full and accu-
rate developement of the matter, on the ground of
fact and calculation, it would be discovered, that
there is no material difference hetween the aggre-
gate productiveness of the one, and of the other
kind of industry; and that the propriety of the en-
couragements, which may in any case be proposed
to he given to either, ought to be determined upon
considerations irrelative to any comparison of that
nature.

I1. But, without contending for the superior pro-
ductiveness of manufacturing industry, it may con.
duce to a better judgment of the policy which ought
to be pursued respecting its encouragement, to con-
template the subject, under some additional aspects,
tending not only to confirm the idea, that this kind
of industry has been improperly represented as un-
productive in itself; but to evince, in addition, that
the establishment and difflusion of manufactures have
the effect of rendering the total mass of useful and
productive labour, in a community, greater than it
would otherwise be. 1n prosecuting this discussion, it
may be nccessary briefly to resume and review some
of the topics which have beeu already touched.

To affirm that the labour of the manufacturer is
unproductive, because he consumes as much of the
produce of land as he adds value to the raw mate-
rials which he manufactures, is not better founded,
than it would be to affirm, that the labour of the
farmer, which furnishes materials to the manufac-
turer, is unproductive, because he consumes an cqual
value of manufactured articles. Each furnighes a cer-
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tain portion of the produce of his labour to the
other, and each destroys a2 correspondent portion of
the produce of the labour of the other. In the mean
time, the maintenance of two citizens, instead of one,
is going on; the state has two members instead of
one; and they together consume twice the value of
what is produced from the land.

If, instead of a farmer and artificer, there were a
farmer only, he would be under the necessity of de-
voting a part of his labour to the fabrication of
clothing and other articles, which he would procure
of the artificer, in the case of there being such a
person ; and, of course, he would be able to devote
less labour to the cultivation of his farm, and would
draw from it a proportionably less product. The
whole quantity of production, in this state of things,
in provisions, raw materials, and manufactures,
would certainly not exceed in value the amount of
what would be produced in provisions and raw ma-
terials only, if there were an artificer as well as a
farmer,

Again—If there were both an artificer and a far-
mer, the latter would be left at liberty to pursue ex-
clusively the cultivation of his farm. A greater
quantity of provisions and raw materials would of
course he produced, equal, at least, as has been al-
ready observed, to the whole amount of the provi-
sions, raw materials, and manufactures, which would
exist on a contrary supposition. The artificer, at the
same time, would be going on in the production of
manufactured commodities; to an amount sufficient
not only to repay the farmer, in those commodities,
for the provisions and materials which were procur-
ed from ; him but to furnish the artificer himself with
a supply of similar commodities for his own use.
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Thus, then, there would be two quantities or values
in existence instead of one; and the revenue and
consumption would be double in one case, what it
would be in the other.

If in place of both these suppositions, there were
supposed to he two farmers and no artificer, each of
whom applied a part of his labour to the culture of
land, and another part to the fabrication of manu-
factures; in this case, the portion of the labour of
both, bestowed upon land, would produce the same
quantity of provisions and raw materials only, as
would be produced by the entire sum of the labour of
one applied in the same manner; and the portion of
the labour of both bestowed upon manufactures,would
Produce the same quantity of manufactures only, as
would be produced by the entire sum of the labour
of one applied in the same manner. Hence the pro-
duce of the labour,of the two farmers would not be
greater than the produce of the labour of the farmer
and artificer ; and hence it results, that the labour of
the artificer is as. positively productive as that of the
farmer, and as positively augments the revenue of
the society.

The labour of the artificer replaces to the farmer
that portion of his labour with which he provides
the materials of exchange with the artificer, and
which he would otherwise have been compelled to
apply to manufactures ; and while the artificer thus
enables the farmer to enlarge his stock of agricultu-
ral industry, a portion of which he purchases for his
own use, ke also supplies himself with the mamfactured
articles of which he stands in need. He does still more
~—DBesides this equivalent which he gives for the
portion of agricultural labour consumed by him, and
this supply of manwactured commodities for his own
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consumption, he furnishes still a surplus, which com-
pensates for the use of the capital advanced, either
by himself or some other person, for carrying on the
business. This is the ordinary profit of the stock
employed in the manufuactory, and is, in every sense,
as effective an addition to the income of the society,
as the rent of land.

The produce of the labour of the artificer, conse-
quently, may be regarded as composed of three parts;
one, hy which the provisions for his subsistence, and
the materials for his work, are purchiased of the far-
mer; one, by which he supplies himself with manu-
factured necessaries; and a third, which constitutes
the profit on the stock employed. The two last por-
tions seem to have heen overlooked, in the system
which represents manufacturing industry as barren
and unproductive.

In the course of the preceding ilfustrations, the pro-
ducts of equal quantitics of the labour of the far-
mer and artificer have been treated as if equal to each
other. But this is not 1o be understood as intending
to assert any such precise equality. It is merely a
manner of expression adopted for the sake of sim-
plicity and perspicuity. Whether the value of the
produce of the labour of the farmer, be somewhat
more or less than that of the artificer, is not material
to the main scope of the argument ; which hitherto
has only aimed at showing, that the one, as well as
the other, occasions a positive augimnentation of the
total produce and revenue of the society.

1t is now proper to proceed a step further, and to
cnumerate the principal circumstances, from which
it may be inferred, that manufacturing estahlish-
ments, not only oceasion a positive augmentation of
the produce and revenue of the society, but that

.org/

Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed

MANUFACTURES. 178

they contribute essentially to rendering them great-
erthan they could possibly be, without such estab-
lishments. These circumstances are,

1. The division of labour.

2. An extension of the use of machinery.

8. Additional employment to classes of the com-
munity not ordinarily engaged in the business.

4. The promoting of emigration from foreign
countries.

5. The furnishing greater scope for the diversity
of talents and dispositivns which discriminate men
from each other.

6. The affording a more ample and various field
for enterprise.

7. The creating, in some instances, a new, and se-
curing in all, a more certain and steady demand for
the surplus produce of the soil.

Each of these circumstances has a considerable in-
fluence upon the total mass of industrious effort in a
community : together, they add to it a degree of
energy and effect, which are not easily conceived.
Some comments upon each of them, in the order.in
which they have been stated, may serve to explain
their importance.

1. As to the division of labour.—

1t has justly been observed, that there is scarcely
any thing of greater moment in the economy of a na-
tion, than the proper division of labour. The sepa-
ration of occupations, causes each to be carried to a
much greater perfection than it could possibly ac-
quire, if they were blended. ‘This arises principally
from three circumstances.

Ist. The greater skill and dexterity naturally re-
sulting from a constant and undivided application to
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a single object. It is evident, that these properties
must increase, in proportion to the separation and
simplification of objects,and the steadiness of the at-
tention devoted to each; and must be less, in pro-
portion to the complication of objects, and the num-
ber among which the attention is distracted.

2d. The economy of time, by avoiding the loss of
it, incident to a frequent transition from one opera-
tion to another of a different nature, This dcpends
on various circumstances ; the trunsition itself, the
orderly disposition of the implements, machines,
and materials employed in the operation to be relin-
quished ; the preparatory steps to the commencement
of a new one, the interruption of the impulse, which
the mind of the workman acquires, from being en-
gaged in a particular operation ; the distractions, he-
sitations, and reluctances, which attend the passage
from one kind of business to another.

3d. An extension of the use of machinery,~—A man
occupied on a single object will have it more in
his power, and will be more naturally lcd to exert
his imagination in devising methods to facilitate and
abridge labour, than if he were perplexed by a vari-
ety of independent and dissimilar operations. Besides
this, the fabrication of machines, in numerous ine
stances, becoming itself a distinct trade, the artist
who follows it, has all the advantages which have
been enumerated, for improvement in his particular
art; and in both ways, the invention and application
of machinery are extended.
. And from these causes united, the mere separation
of the occupation of the cultivator, from that of the
artificer, has the eflect of augmenting the pro-
ductice pmoers of labour, and with them, the total
mass of the produce or revenue of a country. In this
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single view of the subject, therefore, the utility
of artificers or manufacturers, towards promoting an
increase of productive industry, is apparent.

1I. 4s to un extension of the use of machinery, a
point which, though partly anticipated, reguires to be
placed in'one or two additional lights.

The employment of machinery forms an item of
great importance ‘in the general mass of national
industry. It is an artificial force, brought in aid of
the natural force of man; and, to all the purposes
of lIabour, is an increase of hands; an accession of
strength, unincumbered too by the expense of maintain-
ing the labourer. May it not therefore be fairly in-
ferred, that those occupations, which give greatest
scope to the use of this auxiliary, contribute most to
the general stock of industrious effort, and, in conse-
guence, to the general product of industry ?

It shall be taken for granted, and the truth of the
position referred to observation, that manufacturing
pursuits are susceptible in a greater degree of the
application of machinery, than those of agriculture.
If so, all the difference is lost to a community,
which, instead of manufacturing for itself, procures
the fabrics requisite to its supply from other coun-
tries. - The substitution of foreign for domestic ma-
nufactures,is a transfer to foreign nations of the advan-
tages accruing from the employment of machinery,
in the modes in which it is capable of being employ-
ed, with most utility, and to the greatest extent.

The cotton mill invented in England, within the
Iast twenty years, is a signal illustration of the ge-
neral proposition, which has been just advanced. In
consequence of it, all the different processes for spin-
ning cotton, are performed by means of machines,
which are put in motion by water, and attended chief-
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ly by women and children; and by a smaller num-
ber of persons, in the whole, than are requisite in the
ordinary mode of spinning. And it is an advantage
of great moment that the operations of this mill con-
tinue with convenience, during the night, as well
as through the day. The prodigious effect of such
a machine is easily conceived. To this invention is
to be attributed essentially the immense progress,
which has been so suddenly made in Great-Britain,
in the various fabrics of cotton.

ILI. As tothe additional employment of classes of the
community, not originally engaged in the particular bu-
siness.

This is not among the least valuable of the means,
by which manufacturing institutions contribute to
augment the general stock of industry and produc-
tion. In places where those institutions prevail, be-
sides the persons regularly engaged in them, they
afford occasional and extra employment to industrious
individuals and families, who are willing to devote
the leisure resulting from the intermissions of their
ordinary pursuits to collateral labours, as a resource
for multiplying their acquisitions or their enjoyments.
'The husbandman himself cxperiences a new source
of profit and support, from the increased industry of
his wife and daughters ; invited and stimulated by
the demands of the neighbouring manufactories.

Beside this advantage of occasional employment to
classes having different occupations, there is another
of a nature allied to it, and of a similar tendency.
This is, the employment of persons who would other-
wise be idle, (and in many cases a burthen on the
community,) either from the bias of temper, habit,
infirmity of body, or some other cause, indisposing
or disquatifying them for the toils of the country.
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It is ‘worthy of particular remark, that, in general,
women and children are rendered more usefol, and
the latter more early useful, by manufacturing esta-
blishments, than they would otherwise be. Of the
number of persons employed in the cotton maufac-
tories of Great-Britain, it is computed that four.
sevenths nearly are women and children ; of whom
the greatest proportion are children, and many of
them of a tender age.

And thus it¥appeam to be one of the attributes of
manufactures, and one of no small consequence, to
give occasion to the exertion of a greater quantity of
industry, even by the same number of persons, where
thcy happen to prevail, than would exist, if there
were no such establishments.

IV. 4s to the promoting of emigration from foreigh
countries.

Men reluctantly quit one course of occupation
and livelihood for another, unless invited to it by
very apparent and proximate advantages. Many, who
would go from one country io another, if they had
a prospect of continuing, with more benefit, the call-
ings to which they have been educated; will often
not be tempted to change their situation by the hope
of doing better in some other way., Manufacturers
who, listening to the powerful invitations of a bettey
price for their fabrics, or their labour; of greater
cheapness of provisions and raw materials; of an
exemption from the chief part of the taxes, bur-
thens, and restraints, which they endure in the old
world ; of greater personal independence and conse-
quence, under the operation of a more equal go-
vernment; and of what is far more precious thax
mere religious toleration, a perfect equality of reli-
gious privileges; would probably flock from Europe
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to the United States to pursue their own trades or
professions, if they were once made .sensible of the
advantages they would enjoy, and were inspired
with an assurance of encouragement and employ-
ment—ill with difficulty, be induced to transplant.
themselves, with a view to becoming cultivators of
land.

If it be truc, then, that it is the interest of the
United States to open every possible avenue to emi-
gration from abroad, it affords a weighty argument for
the encouragement of manufactures; which, for the
reasons justassigned, will have the strongest tenden-
cy to multiply the inducements to it.

Here is perceived an important resource, not only
for extending the population, and with it the useful
and productive labour of the country; but like-
wise for the prosecution of manufactures, without
deducting from the number of hands, which might
otherwise he drawn to tillage; and even for the
indemnification of agriculture for such as might hap-
pen to be diverted fromit. Many, whom manufac-
turing views would induce to emigrate, would after-
wards yield to the temptations, which the particu-
lar situation of this country holds out to agricultu,
ral pursuits. And while agriculture would in other
respects derive many signal and unmingled advan.
tages, from the growth of manufactures, it is a pro-
blem whether it would gain or lose, as to the article
of the number of persons employed in carrying it
on.

V. Ads to the furnishing greater scope for the di-
versity of talents and dispositions, which discriminate
men from cach other.

This is a much more powerful mean of augment-
ing the fund of national industry, than may at first
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sightappear, 1t is a just observation, that minds of
the strongest and most active powers for their pro-
per objects, fall below mediocrity, and labour without
effect, if confined to uncongenial pursuits. And it
is thence to he inferred, that the results of human
exertion may be immersely increased by diversifying
its objects. When all the different kinds of in-
dustry obtain in a community, each individual can
find his proper element, and can call into activity
the*whole vigour of his nature. And the communi-
ty is benefited by the services of its respective mem-
bers, in the manner in which each can serve it with
most effect.

If there be any thing in a remark often to be met
with, namely, that thereis, in the genius of the peo-
ple of this country, a peculiar aptitude for mechanie
improvements, it would operate as a forcible reason
for giving opportunities to the exercise of that species
of talent, by the propagation of manufactures.

V1. 4s to the affording a more ample and various
Jield for enterprise. .

This also is of greater consequence in the general
scale of national excrtion, than might, perhaps,on a
superficial view, be supposed; and has effects not
altogether dissimilar from those of the circumstance
last noticed. To cherish and stimulate.the activity
of the human mind, by multiplying the objects
of enterprise, is not among the least considerable
of the expedients, by which the wealth of a nation
may be promoted. Even things in themselves, not
positively advantageous, sometimes become so, by
their tendency to provoke exertion. Every new
scene which is opened to the busy nature of man, to
rouse and exert itself, is the addition of a new cner-

gy to to the general stock of eflort.
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The spirit of enterprise, useful and prolific as it is,
must necessarily be contracted or expanded in pro-
portion to the simplicity or variety of the occupa-
tions and productions, which are to be found in a
society. It must be less in a natien of mere culti-
vaiors, than in a nation of cultivators and mex-
chants ; less in a nation of cultivatorsand merchants,
than in a nation of cultivators, artificers, and mer-
chants,

VII. ds to the creating, in some instances, a new,
and securing in all, « more certain and steady demand,
Jor the surplus produce of the soil.

This is among the most important of the circum-
stances whicly have been indicated. It isa principal
mean, by which the establishment of manufactures
contributes to an augmentation of the produce or
revenue of a country, and has an immediate and
direct relation to the prosperity of agriculture.

It is evident, that the exertions of the husband-
man will be steady or fluctuating, vigorous or feeble,
in proportion to the steadiness or fluctuation, ade-
quateness, or inadequateness, of the markets on which
he must depend for the vent of the surplus which
may be produced by his labour; and that such sur-
plus, in the ordinary course of things, will be great-
er or less in the same proportion.

For the purpose of this vent, a domestic market
is greatly to be preferred to a foreign ones because
it is, in the nature of things, far more to be selied
upon.

It is a primary object of the policy of nations, to
be able to supply themselves with subsistence from
their own soils; and manufacturing nations, as far
as circumstances permit, endeavour to procure from
the same source, the raw materials necessary for their
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own fabrics. This disposition, urged by the spirit
of monopoly, is sometimes even carried to an in-
judicious extreme. It seems not always to be recol-
lected, that nations, who have neither mines nor
manufactures, can only obtain the manufactured ar-
ticles of which they stand in need, by an exchange of
the products of their soils; and that, if those who
can best furnish them with such articles, are unwilling
to give a due course to this exchange, they must of
necessity make every possible efiort to manufacture
for themselves ; the effect of which is, that the ma-
nufacturing nations abridge the natural advantages of
their situation, through an unwillingness to permit
the agricultural countries to enjoy the advantages of
theirs ; and sacrifice the interests of a mutually bene-
ficial intercourse, to the vain project of selling every
thing, and buying nothing.

But it is also a consequence of the policy which has
been noted, that the foreign demands for the pro-
ducts of agricultural countries, is in a great degiee,
rather casual and occasional, than certain or con.
stant. 'To what extent injurious interruptions of the
demand for some of the staple commodities of the
United States may have been experienced, from that
cause, must be referred to the judgment of those
who are engaged in carrying on the commerce of the
country; but it may be safely affirmed, that such in-
terruptions are at times very inconveniently felt,
and that cases not unfrequently occur, in which mar-
kets are so confined and restricted, as to render the
demand very unequal to the supply.

Independently, likewise, of the artificial impedi-
ments, which are created by the policy in question,
there are natural causes tending to render the external
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demand for the surplus of agricultural nations a pre-
carious reliance. The differences of seasons, in the
countries which are the consumers, make immense
differences in the produce of their own soils, in
different years; and consequently in the degrees of
their necessity for foreign supply. Plentiful har-
vests with them, especially if similar ones occur at
the same time in the countries which are the fur-
nishers, occasion of course a glut in the markets of
the latter.

Considering how fast and how much the progress
of new settlements in the United States must in-
crease the surplus produce of the soil ; and weighing
seriously the tendency of the system, which prevails
among most of the commercial nations of Europe;
whatever dependence may be placed on the force
of natural circumstances to counteract the effects of
an artificial policy ; there appear strong seasons to
regard the forcign demand for that surplus as too un-
certain a reliance, and to desire a substitute for it, in
an extensive domestic market,

To secure such a market, there is no other expedi-
ent, than to promote manufacturing establishments.
Manufacturers, who constitute the most numerous
class, after the cultivators of land, are for that rea-
son the principal counsumers of the surplus of their
labour.

This idea of an extensive domestic market for the
surplus produce of the soil, is of the first consequence.
It is of all things, that which most effectually con-
duces to a flourishing state of agriculture. 1f the ef-
fect of manufactories should be to detach a portion of
the hands, which would otherwise be engaged in til-
lage, it might possibly cause a smaller quantity of
lands to be under cultivation ; but by their tendency
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to procure a more certain demand for the surplus pro-
duce of the soil, they would at the same time, cause
the lands #hich were in cultivation, to be hetter im-
proved, and more productive. And while, by their,
influence, the condition of each individual farmer
would be meliorated, the total mass of agricultural
production would probably be increased. TFor this
must evidently depend as much upon the degree of
improvement, if not more, than upon the number of
acres under culture.

1t merits particular ohservation, that the multipli-
cation of manufactories, not only furnishes a market
for those articles which have been accustomed to be
produced in abundance in a country; but it like-
wise creates a demand for such as were either un-
known, or produced in inconsiderable quantities. The
bowels, as well as the surface of the earth, are ran-
sacked for articles which were Dbefore neglected.
Animals, plants, and minerals, acquire an utility and
value which were hefore unexplored.

The foregoing considerations seem sufficient to es- .
tablish, as general propositions, that it is the interest
of nations to diversify the industrious pursuits of
the individuals who compose them.—~That the esta-
blishment of manufactures is calculated, not only to
increase the general stock of useful and productive la-
bour; but even to improve the state of agriculture
in particular; certainly to advance the interests of
those who are engaged in it. ‘There are other views,
that will be hereafter taken of the subject, which, it
Is conceived, will serve to confirm these inferences.

HI. Previously to a further discussion of the ob-
Jections to the encouragement of manufactures which
have been stated, it will be of use to see what can be
said in reference to the particular situation of the

org/

Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed

184 REPORT ON

United States, against the conclusions appearing to
result from what has heen already offered.

It may be observed, and the idea is of no inconsi-
derable weight, that however true it might be, that
a state which, possessing large tracts of vacant and
fertile territory, was at the same time secluded from
foreign commerce, would find its interest and the in-
terest of agriculture, in diverting a part of its popu-
Iation from tillage to manufactures; yet it will not
follow, that the same is true of a state, which,
having such vacant and fertile territory, has at the
same time ample epportunity of procuring from
abroad, on good terms, all the fabrics of which it
stands in need, for the supply of its inhabitants, The
power of doing this, at least, secures the great advan-
tage of a division of labour, leaving the farmer free
to pursue exclusively the culture of his Innd, and en-
abling bim to procure with its products the manufac-
tured supplies requisite either to his wants or to his
enjoyments, And though it should be true, that
in settled countries, the diversification of industry is
conducive to an increase in the productive powers
of labour, and to an augmentation of revenue and ca-
pital ; yet it is scarcely conceivable that there can be
any thing of so solid and permanent advantage to an
unculiivated and unpeopled couatry, as to convert
its wastes into cultivated and inhabited districts. If
the revenue, in the mean time, should be less, the
capital, in the event, must be greater.

To these observations, the following appears to be
a satisfactory answer—

1. If the system of perfect liberty to industry and
commerce were the prevailing system of nations,
the arguments which dissuade a country in the pre-
dicament of the Umited States, from the zealous pur-
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snit of manufactures would, doubtless, have great
force. Tt will not be affirmed, that they might not
be permitted, with few exceptions, to serve as a rule
of national conduct. In such a state of things, each
country would have the full benefit of its pe-
culiar advantages, to compensate for its deficien-
cies or-disadvantages. If one nation were in a
condition to supply manufactured articles on bet-
ter terms than another, that other might find an
abundant indemnification in a superior capacity to
furnish the produce of the soil. And a free ex-
change, mutually beueficial, of the commodities
which each was able to supply, on the best terms,
might be carried on between them, supporting in
full vigour the industry of cach. Aud though the
circumstances which have been mentioned, and
others which will be unfolded hereafter, render it
probable, that nations merely agricultural, would not
enjoy the same degree of opulence, in proportion to
their numbers, as thcse which united manufac-
tures with agriculture; yet the progressive improve-
ment of the lands of the former, might, in the end,
atone for an inferior degree of opulence in the.
mean time; and in a case in which opposite consi-
derations are pretty equally balanced, the option
ought perhaps always to be in favour of leaving

-industry to its own direction.
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But the system, which has been mentioned, is far
from characterising the general policy of nations.
The prevalent one has been regulated by an oppo-
site spirit. The consequence of it is, that the United
States are, to a certain extent, in the situation of =a
country precluded from foreign commerce. They
can indeed, without difficulty, obtain from abroad
the manufactured supplies, of which they are in want;
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but they experience numerous and very injurious
impediments to the emission and vent of their own
commodities. Nor is this the case in reference to &
single foreign nation only. The regulations of seve-
ral countries, with which we have the most exten-
sive intercourse, throw serious obstructions in the
way of the principal staples of the United States.

In such a position of things, the United States
cannot exchange with Europe on egual terms; and
the want of reciprocity would render them the vie-
tim of a system, which should induce them to con-
fine their views to agriculture, and refrain from ma-
nufactures. A constaut and increasing necessity,
on their part, for the commodities of Europe, and
only a partial and occasional demand for their own,
in retum, could not but exposc them to a state of
impoverishment, compared with the opulence to
which their political and natural advantages author-
ize them to aspirc.

Remarks of this kind are not made in the spirit of
complaint. It is for the mations, whose regulations
are ajluded to, to judge for themsclves, whether, by
aiming at too much, they do not lose morc than they
gain. It is for the United States to consider by
what méans they can render themsclves least de-
pendent, on the combiuations, right or wrong, of fo-
reign policy.

Itis no small consolation, that already the mea-
sures whicli have embarrassed our trade, have acccle-
rated inter®al improvements, which upon the whole
have bettered our affairs. To diversify and extend
these improvements, is the surest and safest method
of indemnifying ourselves for any inconveniences,
which those or similar measures have a tendency to
beget, If Europe will not take from us the products
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of our soil, upon terms consistent with our interest,
the natural remedy is to contract, as fast as possible,
our wants of her.

2. The conversion of their waste into cultivated
lands, is certainly a point of great moment in the
political calculations of the United Staies. But the
degree in which this may possibly be retarded hy
the encouragement of manufactories, does not appear
to countervail the powerful inducements to afford-
ing that encouragement.

An ohservation made in another place, is of a na-
ture to have great influence upon this question—If
it cannot be denied, that the interests even of aggicul-
ture may be advanced more by having such of the
lands of a state as are occupied under good cultivation,
than by having a greater quantity ocupied under a
muchinferiorjcultivation; andif manufactories,for the
reasons assigned, must be admitted to have a tendency
to promote a more steady and vigorous cultivation of
the lands occupied, than would happen without them,
it will follow, that they are capable of indemnifying
a country for a diminution of the progress of new set-
tlements; and may serve to increase both the capi-
tal value and the income of its lands, even though
they should abridge the number of acres under til-
lage.

But it does by no means follow, that the progress
of new settlements would be retarded by the exten-
sion of manufactures. The desire of being an
independent proprietor of land, is founded on such
strong principles in the human breast, that where
the opportunity of becoming so is as great as it is in
the United States, the proportion will be small of
those, whose situations would otherwise lead to it,
who would be diverted from it towards manufactures.
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And it is highly probable, as already intimated, that
the accessions of foreigners, who, originally drawn
over by manufacturing views, would afterwards aban-
don them for agricultural, would he more than an
equivalent for those of our own citizens, who might
happen to be detached from them.

The remaining objections to a particular cncour-
agement of manufactures in the United States now
require to be examined.

Oune of these turns on the proposition, that indus-
try, if left to itself, will naturally find its way to the
most useful and profitable employment. Whence
it is'inferred, that manufactures, without the aid of
government, will grow up as soon, and as fast,as the
natural state of things, and the interest of the com-
munity, may require.

Against the solidity of this hypothesis, in the full
latitude of the terms, very cogent rcasons may be
offered. These have relation to the strong influence
of habit, and the spirit of imitation, the fear of want
of success in untried enterprises, the intrinsic diffi-
culties incident to first essays towards a competition
with those who have previously attained to perfee-
tion in the business to be attempted ; the bounties,
premiums, and other artificial encouragements, with
which foreign nations second the exertions of their
own citizens, in the branches in which they are to
be rivalled.

Experience teaches, that men are often so much
governed by what they are accustomed to sce and
practise, that the simplest and most obvious im-
provesments, in the most ordinary occupations, are
adopted with hesitation, reluctance, and by slow
gradations. The spontaneous transition to new pur-
suits, in a community long habituated to different
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ones, may be expected to be attended with pro-
portionably greater difficulty. When former oc-
cupations ceased to yield a profit adequate to the
subsistence of their followers, or when there was
an absolute deficiency of employment in them,
owing to the superabundance of hands, changes
would ensue; but these changes would be likely to
be more tardy ‘than might consist with the interest
either of individuals or of the society. Ia many
cases they would not happen, while a bare support
could be insured by an adherence to ancient courses
though a resort to a more profitable employment
might be practicable. To produce the desirable
changes, as early as may be expedient, may there-
fore require the incitement and patronage of govern-
ment.

The apprehension of failing in new attempts, is,
perhaps, a more serious impediment. There are dis-
positions apt to be attracted by the mere novelty of
an undertaking ; but these are not always those hest
calculated to give it success, To this, it is of impor-
tance that the confidence of cautious,sagacious capi-
talists, hoth citizens and forcigners, should be ex-
cited. And to inspire this description of persons with
confidence, it is essential, that they should be made
to see in any project, which is new, and for that rea.
son alone, if for no other, precarious; the prospect
of such a degree of countenance and support from
government, as may be capable of overcoming the
obstacles, inseparable from first experiments.

The superiority antecedently enjoyed by nations,
who have pre-occupied and perfected a branch of in-
dustry, constitutes a more formidable obstacle, than

either of those which have been mentioned, to the
introduction of the same hranch into a country, in

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed

190 REPORT ON

which it did not before exist. To maintain betwecen
the recent establishments of one country, and the
long matured establishments of another country, a
competition upon equal terms, hoth as to quality and
price, is in most cases impracticable. The disparity,
in the one, or in the other, or in both, must neces-
sarily be so considerable as to forbid a successful
rivalship, without the extraordinary aid and protec-
tion of government.

But the greatest obstacle of all to the successful
prosecution of a new branch of industry in a country
in which it was before unknown, consists, as far as
the instances apply, in the bounties, premiums, and
other aids, which are granted in a variety of cases, by
the nations in which the establishments to be imi-
tated are previously introduced. It is well known,
(and particular examples in the course of this re-
port will be cited,) that certain nations grant
bountics on the exportation of particular commodi-
ties, to enable their own workmen to undersell and
supplant all competitors, in the countries to which
thosec commodities arc sent. Hence the undertakers
of 2 new manufacture have to contend, not only
with the natural disadvantages of a2 new undertaking ;
but with the gratuities and remunerations which other
goveruments bestow. To be enabled to contend
with success, it is evident, that the interference and
aid of their own governments are indispensable.

Combinations by those engaged in a particular
branch of business in one country, to frustrate the
first efforts to introduce it into another, by temporary
sacrifices, recompensed perhaps by extraordinary in-
demnifications of the government of such country ;
are helieved to have existed, and are not to be re-
garded as destitute of probability. The existence or
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assurance of aid from the government of the country,
in which the business is to be introduced, may be
essential to fortify adventurers against the dread of
such combinations—to defeat their effccts, if form-

“ed, and to prevent their being formed, by demon-

strating that they must in the end prove fruitless.

Whatever room there may be for an expectation
that the industry of a people, under the dircction of
private interest, will upon equal terms find out the
most beneficial employment for itself; there is none
for a reliance, that it will struggle against the force
of unequal terms, or will of itself surmount all the
adventitious barriers to a successful competition,
which may have been erected either by the advan-
tages naturally acquired from practice and previous
possession of the ground, or by those which may
have sprung from positive regulations, and an artifi-
cial policy. This general reflection might alone suf-
fice as an answer to the objection under examination;
exclusively of the weighty considerations which
have been particularly urged.

The objections to the pursuit of manufactures in
the United States, which next present themselves
to discussion, represent an impracticability of suc-
‘cess, arising from three causes—scarcity of hands
dearness of labour; want of capital.

The two first circumstances are, to a certain extent,
real ; and within due limits, ought to be admitted
as obstacles to the success of manufacturing enter-
prise in the United States, But there are various
considerations, which lessen their force, and tend
to afford an assurance that they are not sufficient to
prevent the advantageous prosecution of many very
useful and extensive manufactories.
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With rezard to scarcity of bands, the fact itself
must be applied, with no small qualification to cer-
tain parts of the United States. There are large
districts, which may be considered as pretty fully
peopled ; and which, notwithstanding a continual
drain for distant settlement, are thickly interspersed
with flourishing and increasing towns. If these dis-
tricts have not already rcached the point, at which
the complaint of scarcity of hands ceases, they are
not remote from it, and are approaching fast towards
it: And having perhaps fewer attractions to agricul-
ture, than some other parts of the union, they exhibit
a proportionably stronger tendency towards other
kinds of industry. In these districts, may be dis-
cerned, no inconsiderable maturity for manufacturing
establishinents.

But there are circumstances, which have been al-
ready noticed with another view, that materially di-
minish every where the effect of a scarcity of hands.
These circumstances are—the great use which can
be made of women and children; on which point
a very pregnant and instructive fact has becn men-
tioned; the vast extension given by late improve-
ments to the employment of machines, whicl, substi-
tuting the agency of fire and water, has prodigiously
lessened the necessity for manual labour; the employ-
ment of persons ordinarily engaged in other occupa-
tions, during the seasons, or hours of lcisure; which,
besides giving occasion to the exertion of a greater
quantity of labour by the same number of persons,
and thereby increasing the general stock of labour, as
has been elsewhere remarked, may also be taken
into the calculation, as a resource for obviating the
scarcity of hands-——lastly, the attraction of foreign
emigrants, Whoever inspects with a careful eye,
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the composition of our towns, will be made sen-
sible to what an extent this resource may be relied
upon. ‘This exhibits a large proportion of ingenious
and valuable workmen, in different arts and trades,
who, by expatriating from Europe, have improv-
ed their own condition, and added to the industry
and wealth of the United States. It is a natural
inference from the experience we have already had,
that as soon as the United States shall present the
countenance of a serious prosecution of manufactures,
as soon as foreign artists shall be made sensible that
the state of things here affords a moral certainty of
employment and encouragcment, competent num-
bers of European workmen will transplant themselves,
effectually to ensure the success of the design. How
indeed can it otherwise happen, considering the
various and powerful inducements, which the situa.
tion of this country offers ; addressing themselves to
so many strong passions and feelings, to so many ge-
peral and particular interests ?

1t may be affirmed, therefore, in respect to hands
for camrying on manufactures, that we shall in a
great measuye trade upon a foreign stock; reserving
our own for the cultivation of our lands, and the
manning of our ships; as far as character and circum-
stances shallincline. Itis not unworthy of remark,
that the objection to the success of manufactures, de-
duced from the scarcity of hands, is alike applicable
to trade and navigation, and yet these are perceived
to flourish, without any sensible impediment from
that cause.

As to the dearness of labour, (another of the ob-
stacles alleged,) this las relation principally to two
circumstances; one, that which has heen just discuss-
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ed, or the scarcity of hands; the other, the great-
ness of profits.

As faras it is a consequence of the scarcity of
hands, it is mitigated by all the considerations which
have been adduced as lessening that deficiency. Itis
certain, too, that the disparity, in this respect, be.
tween some of the most manufacturing parts of Eu-
rope, and a large proportion of the United States, is
not nearly so great as is commonly imagined. It is
also much less in regard to artificers and manufactur-
ers, than in regard to country labourers ; and while
a careful comparison shows, that there is, in this
particular, much exaggeration, it is also cvident, that
the eflect of the degree of disparity which does
truly exist, is diminished in proportion to the use
which can be made of machincry.

To illustrate this last idea—Let it be supposed,
that the difference of price, in two countries, of a
given quantity of manual labour requisite to the fa-
brication of a given article, is as ten; and that some
MECHANIC POWER is introduced into both countries,
which, performing half the necessary labour, leaves
only half to be done by hand, it is evident, that the
difference in the cost of the fabrication of the arti.
cle in question, in the two countries, as far as it is
connected with the price of labour, will be reduced
from ten to five, in consequence of the introduction
of that rowkr.

This circumstance is worthy of the most particu-
lar attention. It diminishes immensely one of the
objections, most strenuously urged, against the sue.
cess of manufactures in the United States.

To procure all such machines as are known in any
part of Europe, can only require a proper provision
and due pains. The knowledge of several of the
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most important of them is already possessed. The
preparation of them here, is in most cases practica-
ble on nearly equal terms. As far as they depend
on water, some superiority of advantages may be
claimed, from the uncommon variety, and greater
cheapness, of situations adapted to mill-seats, with
which different parts of the United States abound.

So far as the dearness of labour faay be a conse-
quence of the greatness of profits in any branch of
business, it is no obstacle to its success. The un-
dertaker can afford to pay the price.

There are grounds to conclude that undertakers of
manufactures, in this country, can at this time afford
to pay higher wages to the workmen they may em-
ploy, than are paid to similar workmen in Europe.
The prices of foreign fabrics, in the markets of the
United States, which will for a long time regulate
the prices of the domestic ones, may be considered
as compounded of the following ingredients: The
first cost of materials, including the taxes, if any,
which are paid upon them where they are made;
the expense of grounds, buildings, machinery, and
tools; the wages of the persons employed in the
manulfactory ; the profits on the capital or stock em-
ployed ; the commissions of agents to purchase them
where they are made; the expense of transporta-
tion to the United States, including insurance and
other incidental charges; the taxes or duties, if any,
and fees of office which are paid on their exporta-
tion; the taxes, or duties, and fees of office which
are paid on their importation.

As to the first of these items, the cost of mateiials,
the advantage, upon the whole, is at present ou the
side of the United States; and the difference in
their favour, must increase in proportion as a cer-
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tain and extensive domestic demand shall induce
the proprietors of land to devote more of their at-
tention to the production of those materials. It ought
not to escape observation, in a comparison on this
point, that some of the principal manufacturing coun-
tries of Europe are much more dependent on foreign
supply for the materials of their manufactures, than
would be the United States, who are capable of sup-
plying themselves with a greater abundauce, as well
as a greater variety, of the requisite materials.

As to the second item, the expense of grounds,
buildings, machinery, and tools, an equality at least
may be assumed ; since advantages in some particu-
lars will counterbalance temporary disadvantages in
others.

As to the third item, or the article of wages, the
comparison certainly turns against the United States;
though, as before observed, not in so great a degree
as is commonly supposed.

The fourth itemis alike applicable to the foreign
and to the domestic manufacture. It is indeed more
properly a result, than a particular, to be comparced.

But with respect to all the remaining items, they
are alone applicable to the foreign moanufacture, and
in the strictest sense, extraordivaries; constituting
a sum of extra charge on the foreign fabric, which
cannot be estimated at less than from 15 to 30 per
cent. on the cost of it at the manufactory.

This sum of extra charge may confidently be re-
garded as more than a counterpoise for the real dif-
ference in the price of Jabour; and is a satisfactory
proof that manufactures may prosper in defiance of
it in the United States,

To the general allegation, connected with the
circumstances of scarcity of hands and dearness of
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labour, that extensive manufactures can only grow
out of a redundant or full population, it will be suif-
ficient to answer generally, that the fact has been
otherwise : that the situation alleged to be an es-
sential condition of success, has not been that of se-
veral nations, at periods when they had already at-
tained to maturity in a variety of manufactures.

The supposed want of capital for the prosecution
of manufactures in the United States, is the most in-
definite of the objections which are usually oppos-
ed to it.

It is very difficult to pronounce any thing precise
concerning the real extent of the monied capital of
a country, and still more concerning the proportion
which it hears to the objects that invite the em-
ployment of capital. It is not less difficult to pro-
nounce how far the effect of any given quantity of
money, as capital, or, in other words, as a medium,
for circulating the industry and property of a nation,
may he increased by the very circumstance of the
additional motion which is given to it by new ob-
jects of employment. That effect, like the momen-
tum of descending bodies, may wot improperly be
represented, as in a compound ratio, to mass and
velocity. 1t seems pretty certain, that a given sum
of money, in a situation in which the quick im-
pulses of commercial activity were little feit, would
appear inadequate to the circulation of as great a
quantity of industry and property, as inone in which
their full influence was experienced.

1t is not obvious, why the same objection might
not as well be made to external commerce as to ma-
nufactures; since it is manifest that our immense
tracts of land, occupied and unoccupied, are capable
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of giving employment to more capital than is actu-
ally bestowed on them. It is certain, that the Uni-
ted States offer a vast field for the advantageous em-
ployment of capital; but it does not follow, that
there will not be found, in one way or another, a
sufficient fund for the successful prosecution of any
species of industry, which is likely to prove truly
beneficial.

The following considerations are of a nature to
remove all inquietude on the 'score of want of ca-
pital.

The introduction of banks, as has been shown on
another occasion, has a powerful tendency to cxtend
the active capital of a country. Experience of
the utility of these institutions is multiplying them
in the United States. It is probable that they will
be established wherever they can exist with advan-
tage; and wherever they can be supported, if ad-
ministered with prodence, they will add new ener-
gies to all pecaniary operations.

The aid of foreign capital may safely, and with
eonsiderable latitude, be taken into calculation. Its
instrumentality has been long experienced in our
external commerce; and it has begun to be felt in
various other modes. Not ouly our funds, hut our
agriculture, and other internal improvements, have
been animated by it. It has already, in a few in-
stances, extended even to our manufactures,

1t is a well known fact, that there are parts of Eu-
rope, which have more capital, than profitable do-
mestic objects of employment. Hence, among othcr
proofs, the large loans continually furnished to fo-
reign states. And it is equally certain, that the ca-
pital of other parts may find more profitable employ-
ment in the United States, than at home. And
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notwithstanding there are weighty inducements to
prefer the employment of capital at home, even at
less profit, to an investment of it abroad, though with
greater gain, yet these inducements are over-ruled,
either by a deficiency of employment, or by a very
material difference in profit. Both these causes ope-
rate to produce a transfer of foreign capital to the
United States. It is certain, that various objects in
this country hold out advantages, which are with
difficulty to be equalled elsewhere; and under the
increasingly favourable impressions which are en-
tertained of our government, the attractions will be-
eome more and more strong. 'These impressions will
prove a tich mine of prosperity to the country, if
they are confirmed and strengtlhiened by the progress
of our affairs. And to secure this advantage, little
more is necessary, than to foster industry, and cul-
tivate order and tranquillity at home and abroad.

It is not impossible, that there may be persons dis-
posed to look with a jealous eye on the introduc-
tion of foreign capital, as if it were aninstrument to
deprive our own citizens of the profits of our own
industry; But perhaps there never could be a more
unreasonable jealousy. Instead of being viewedasa
rival, it ought to be considered as a most valuable
auxiliary; conducing to put in mofion a greater
quantity of productive labour,and a greater portion of
useful enterprise, than could exist without it. Tt is
at least evident, that in a country situated like the
United States, with an infinite fund of resources, yet
to be unfolded, every farthing of foreign capital,
which is laid out in internal meliorations, and in
industrious establishments of a permanent nature, is
a precious acquisition.
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And whatever be the objects which originally at-
tract foreign capital, when once introduced, it may be
directed towards any purpose of heneficial exertion
which is desired. And to detain it among us, there
can be no expedient so effectual as to enlarge thc
sphere within which it may be usefully cmployed :
though introduced merely with views to speculations
in the funds, it may afterwards be rendered sub-
servient to the intcrests of agriculture, celumerce,
and manufactures.

But the attraction of foreign capital, for the direct
purpose of manufactures, ought not to be dcemed
a chimerical expectation. There are already exam.
ples of it, as remarked in another place. And the ex-
amples, if the disposition be cultivated, can hardly
fail to multiply. There arc also instances of an-
other kind, which serve to strengthen the expecta-
tion ; enterprises for improving the public commu-
nications, by cutting canals, opening the obstruc-
tions in rivers, and erecting bridges, have received
very material aid from the same source.

When the manufacturing capitalist of Europe shall
advert to the many important advantages, which have
been intimated in the course of this report, he can-
not but perceive very powerful inducements to a
transfer of himself and his capital to the United States.
Among the reflections which a most interesting pe-
culiarity of situation is calculated to suggest, it can-
not escape his observation, as a circumstance of mo-
ment in the calculation, that the progressive popu-
lation and improvement of the United States, cnsure
a continually increasing domestic demand for the
fabrics which he shall produce, not to be affected by
any external casualties or vicissitudes,
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But while there are circumstances sufficiently
strong to authorize a considerable degree of reliance
on the aid of foreign capital, towards the attainment
of the object in view, it is satisfactory to have good
grounds of assurance, that there are domestic re-
sources of themselves adequate to it. Tt happens that
there is a species of capital actually existing with-
in the United States, which relieves from all in-
quictude on the score of want of capital—This is the
funded debt.

The effect of a funded debt, as a species of capital,
has been noticed upon a former occasion; but a
more particular elucidation of the point seems to he
required by the stress which is here laid upon it—
This shall accordingly be attempted.

Public funds answer the purpose of capital, from
the estimation in which they are usually held by
monied men; and consequently from the ease and dis-
patch with which they can be turned into money.
This capacity of prompt convertibility into money,
causes a transfer of stock o he, in a great number of
cases, egiuvalent to a payment in coin--And where it
does not happen to suit the party who is to receive,
to accept a transfer of stock, the party who is to pay,
is never at a loss to find elsewhere a purchaser of his
stock ; who will furnish him, in lieu of it, with the
coin of which he stands in need.

Hence, in a sound and settled state of the public
funds,a man possessed of a sum in them can embrace
any scheme of business which offers, with as much
confidence as if he were possessed of an equal sum
in coin.

This operation of public funds, as capital, is too
obvious to be denied; but it is objected to the idea
of their operating as an augmentation of the capital of
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the community, that they serve to occasion the de-
struction of some other capital to an equal amount.

The capital which alone they can be supposed to
destroy, must consist of—The annual revenue, which
is applied to the payment of interest on the debt,
and to the gradual redemption of the principal—The
amount of the coin, which is employed in circulat-
ing the funds, or, in other words, in effecting the dif-
ferent alienations which they undergo.

But the following appears to be the true and ac-
curate view of this matter—

1st. As to the point of the annual revenue requi-
site for payment of interest and redemption ef prin-
cipal.

As a determinate proportion will tend to perspi-
cuity in the reasoning, let it be supposed, that the
annual revenue to be applied, corresponsding with
the modification of the 6 per cent. stock of the
United States, is in the ratio of eight upon the hun-
dred ; that is, in the first instance, six on acgount of
interest, and two on account of principal.

Thus far it is evident, that the capital destroyed,
to the capital created, would bear no greater propor-
tion than 8 to 100. There would be withdrawn
from the total mass of other capitals, a sum of eight
dollars, to be paid to the public creditor; while he
would be possessed of a sum of one hundred dollars,
ready to be applied to any puspose, to be embarked
in any euterprise, which might appear to him eligi-
ble—Here, then, the augmentation of eapital, or the
excess of that which is produced, beyond that which
is destroyed, is equal to ninety-two dollars,

To this conclusion it may be objected, that the
sum of eight dollars is to be withdrawn annually,
until the whole hundred is extinguished; and it
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nmay be inferred, that, in process of time, a capital will
be destroyed equal to that which is at first created.
But it is nevertheless true, that during the whole
of the interval, between the creation of the capital
of 100 dollars, and its reduction to a sum not greater
than that of the annual revenue appropriated to its
redemption, there will be a greater active capital in
existence than if no debt had been contracted. The
sum drawn from other capitals iz any one year, will
not exceed eight dollars ; but there will be, at every
instant of time, during the whole period in question,
a sum corresponding with so much of the principal, as
remains unredcemed, in the hands of some person or
other, employed, or ready to be employed, in some
profitable undertaking. There will, therefore, con-
stantly be more capital, in capacity to be employed,
than capital taken from employment. The excess for
the first year has been stated to be ninety-two dol.
lars; it will diminish yearly; but there always will
be an excess, until the principal of the debt is brought
to a level with the REDEEMING axKNUITY ; thal is, in
the case which has been assumed by way of exam-
ple, to ErguT porrars. The reality of this excess
becomes palpable, if it be supposed, as often hap-
pens, that the citizen of a foreign country imports
into the United States 100 dollars for the purchase
of an equal sum of public debt—here is an absolute
augmentation of the mass of circulating coin to the
extent of 100 dollars. At the end of a year, the fo-
reigner is presumed to draw back eight dollars on
account of his principal and interest, but he still
leaves, ninety-two of his original deposit in circula-
tion, as he, in like manner, leaves eighty-four at the
ead of the second year, drawing back then also the
annuity of eight dollars, And thus the matter pro-
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ceeds; the capital, lcft in circulation diminishing
each year, and coming nearer to the level of the an-
nuity drawn back. There are, however, some differ-
ences in the ultimate operation of the part of the
deht, which is purchased by foreigners, and that
which remains in the hands of citizens. But the
gencral effect in each case, though in difierent de-
grees, is to add to the active capital of the country.

Hitherto the reasoning has proceeded on a conces-
sion of the position, that there is a destruction of
some other capital, to the extent of the annuity ap-
propriated to the payment of the interest, and the re-
demption of the principal of the debt; but in this,
too much has been conceded. There is at most a
temporary transfer of some other capital, to the
amount of the annuity, from those who pay to the
creditor who rcceives; which he again restores to
the circulation to resume the offices of a capital.
This he does either immediately, by employing the
mobey in some branch of industry ; or mediately, by
lending it to some other person, who docs so caploy
it; or by spendiug it on his own maintenance. In
either supposition, there is no destruction of capital;
there is nothing more than a suspension of its motion
for a time; that is, while it is passing from the hands
of those who pay into the public coffers, and thence
through the public creditor into some other channel
of circulation. When the payments of interest are
periodical and quick, and made by the instrumen-
tality of banks, the diversion ox suspension of capi-
tal may almost be denominated momentary. Hence
the deduction on this account is far less, than it at
first sight appears to be.

There is evidently, as far as regards the annuity,
ro destruction nor transfer of any other capital, than
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that portion of the income of each individual, which
goes to make up the annuity. The land which fur-
nishes the farmer with the sum which he is to con-
tribute, remains the same ; and the like may be ob-
served of other capitals. Indeed, as far as the tax
which is the object of contribution, (as frequently
happens when it does not oppress by its weight,)
may have been a motive to grealer exertion in any
occupation, it may even serve to increase the con-
tributory capital., This idea is not without import-
ance in the general view of the subject.

It remains to see, what further deduction ought
to be made from the capital which is created, by the
existence of the debt, on account of the coin which
is employed in its circulation. This is susceptible
of much less precise calculation than the article
which has been just discussed. It is impossible to
say, what proportion of coin is necessary to carry on
the alienations which any species of property usual-
ly undergoes. The quantity indeed varies according
to circumstances: But it may still, without hesita-
tion, be pronounced, from the guickness of the rota-
tion, or rather of the transitions, that the medium of
circulation always bears but a small proportion to the
amount of the property circulated. And itis thence
satisfactorily deducible, that the coin employed in
the negociations of the funds, and which serves to
give them activity, as capital, is incomparably less
than the sum of the debt negociated for the purpose
of business.

It ought not, however, to be omitted, that the ne-
gociation of the funds becomes itself a distinct busi-
ness; which employs, and by employing, diverts a
portion of the circulating coin from other pursuits.

org/

Federal Reserve Bank of St. Louis



206 REPORT ON

But, making due allowance for this circumstance,
there is no reason to conclude, that the effect of
the diversion of coin, in the whole operation, bears
any considerable proportion to the amount of the
capital to which it gives activity. The sum of the
debt in circulation is continually at the command of
any useful enterprise: the coin itself, which circu-
lates it, is never more than momentarily suspended
from its ordinary functions. It experiences an in-
cessant and rapid flux and reflux to and from the
¢haunnels of industry, to those of speculations in the
funds.

There are strong circumstances in confirmation of
this theory. The force of monied capital which has
been displayed in Great-Britain, and the height to
which every species of industry has grown up under
it, defy a solution from the quantity of coin which
that kingdom has ever possessed. Accordingly, it
has been coeval with its funding system, the prevail-
ing opinion of the men of business, and of the gene-
rality of the most sagacious theorists of that country,
that the operation of the public funds, as capital,
has contributed to the effect in question. Among
ourselves, appearances thus far favour the same con.
clusion. Industry in general seems to have heen re-
animated. There are symptoms indicating an ex-
tension of our commerce. Qur navigation has
certainly of late had a considerable spring; and
there appears to-be, in many parts of the Union, a
command of capital, which, till latcly, since the re-
volution at least, was unknown. But it is at the
same time to he acknowledged, that other circum-
stances have concurred, (and in a great degree,) in
producing the present state of things; and that the
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appearances are not yet sufficiently decisive to be
entirely relied upon.

In the question under discussion, it is important to
distinguish between an absolute increase of capital,
or an accession of real wealth,and an artificial increase
of capital, as an engine of business, or as an instru-
ment of industry and commerce. In the first sense,
a funded debt has no pretensions. to being deemed
an increase of capital; in the last, it has pretensions
which are not easy to be controverted. Of a simi-
lar nature is bank credit, and, in an inferior degree,
every species of private credit.

But though a funded debt is not, in the first in-
stance, an ahsolute increase of capital, or an augmen-
tation of real wealth ; yet, by serving as a new pow-
er in the operations of industry, it has, within cer-
tain bounds, a tendency to increase the real wealth
of a community ; in like manner as money borrow-
ed by a thrifty farmer, to be laid outin the improve-
ment of his farm, may, in the end, add to his stock
of real riches.

There are respectable individuals, who, from a just
aversion to an accumulation of public debt, are un-
willing to concede to it any kind of utility; who
can discern no good to alleviate the ill with which
they suppose it pregnant; who cannot be persuad-
ed that it ought, in any sense, to be viewed as an in-
crease of capital, lest it should be inferred, that the
more debt, the more capital—the greater the bur-
thens, the greater the blessings of the community.

But it interests the public councils to estimate
every.object as it truly is; to appretiate how far
the good in any measure is compensated by theill;
or the ill by the good : either of them is seldom un-
mixed.
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Neither will it follow, that an accumulation of
debt is desirable, because a certain degree of it
operates as capital. Therc may be a plethora in the
political, as in the natural body; there may be a
state of thingsin which any such artificial capital is
unnecessary. The debt, too, may beswelled to such a
size, as that the greatest part of it may cease to be
useful as a capital, serving only to pamper the dis-
sipation of idle and dissolute individuals ; as that
the sums required to pay the interest upon it may
become oppressive, and heyond the means which a
government can employ, consistently with its tran-
quillity, to raise them ; as that the resources of taxa-
tion, to face the debt, may have been strained too
far to admit of extensions adcquate to exigencies
which regard the public safety.

Where this critical point is, cannot be pronounc-
ed ; but it is impossible to believe, that there is not
such a point.

And, as the vicissitudes of nations beget a perpe-
tual tendency to the accumulation of debt, there
ought to be in every government a perpetual, anx-
ious, and unceasing effort to reduce that, which at
any time exists, as fast as shall be practicable, con-
sistently with integrity and good faith,

Reasonings on a subject comprehending ideas so
abstract and complex, so little reducible to precise
calculation as those which enter into the question
just discussed, are always attended with a danger
of running into fallacies, Due allowance ought,
therefore, to be made for this possibility. But as far
as the nature of the subject admits of it, there ap-
pears to be satisfactory ground for a belief that the
public funds operate as a resource of capital to the
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citizens of the United States ; and, if they are a re-
source at all, it is an extensive one.

To all the arguments which are brought to evince
the impracticability of success in manufacturing es-
tablishments in the United States, it might have
been a sufficient answer to have referred to the ex-
perience of what has been already done—it is certain
that several important branches have grown up and
flourished with a rapidity which surprises ; affording
an encouraging assurance of success in future at-
tempts ; of these it may not be improper to enume-
rate the most considerable.—

I. Of Skins. Tanned and tawed leather, dressed
skins,shoes, boots, and slippers, harness, and saddlery
of all kinds, portmanteaus, and trunks, leather
breeches, gloves, muffs and tippets, parchment and
glue.

11. Of Iron. Bar and sheet iron, steel, nail-rods,
and nails, implements of husbandry, stoves, pots, and
other household utensils, the steel and iron work of
carriages, and for ship-building, anchors, scale-beams,
and weights, and various tools of artificers, arms of
different kinds, though the manufacture of these
last has of late diminished for want of demand.

111. Of Wood. Ships, cabinet-wares and turnery,
wool and cotton cards, and other machinery for ma-
nufactures and husbandry, mathematical instruments,
coopers’ wares of every kind.

IV. Qf Flax and Hemp. Cables, sail-cloth, cord-
age, twine, and packthread.

V. Bricks, and coarse tiles, and potters’ wares.

VI. Ardent spirits, and malt liquors.

VII. Writing and printing paper, sheathing and
wrapping paper, pasteboards, fullers or press papers,
paper hangings.
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VIII. Hats of fur and wool, and of mixtures of
both, womens’ stuff and silk shocs.

IX. Refined sugars.

X. Oils of animals and seeds, soap, spermaceti
and tallow candles,

X1. Copper and brass wares, particularly utensils
for distillers, sugar refinersand brewers, andirons, and
other articles for household use, philosophical ap-
paratus,

XI11, Tin wares for most purposes of ordinary use.

XIII. Carriages of all kinds.

XIV. Snuff, chewing and smoaking tobacco.

XV, Starch and hair powder.

XVI. Lampblack, and other painters’ colours.

XVII. Guopowder.

Besides manufactories of these articles, which are
carricd on as regular trades, and have attained to a
considerable degree of maturity, there is a vast scenc
of household manufacturing, which contributes morc
largely to the supply of the community, than could
be imagined, without having made it -an object of
Pparticular inquiry. This observation is the pleasing
result of the investigation to which the subject of
this report has led, and is applicable as wcll to the
southern as to the middlc and northern states. Great
quantities of coarse cloths, coatings, serges, and flan-
nels, linsey-woolscys, hosiery of wool, cotton, and
thread, coarse fustians, jeans, and muslins, checked
and striped cotton and linen goods, bedticks, covcr-
lets, and counterpanes, tow linens, coarse shirtings,
sheetings, toweling, and table linen, and various mix-
turcs of wool apd cotton, and of cotton and flax, are
made in the housekold way, and, in many instances,
to an extent not only suflicient for the supply of the
families in which they arc made, but for sale, and
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even in some cases for exportation. It is computed
in a number of districts, that two-thirds, three-
fourths, and even four-fifths of all the clothing of
the inhabitants, are made by themselves. The im-
portance of so great a progress, as appears to have
been made in family manufactures, within a few
years, both in a moral and political view, renders the
fact highly interesting.

Neither does the above enumeration comprehend
all the articles that are manufactured as regular
trades. Many others occur, which are equally well
established, but which not being of equal import-
ance, have been omitted. And there are many at-
tempts, still in their infancy, which, though attended
with very favourable appearances, could not have
been properly comprised in an enumeration of ma-
nufactories already established. There are other ar-
ticles, also, of great importance, which, though
strictly speaking, manufactures, are omitted, as heing
immediately connected with husbandry; such are
flour, pot and pearl ash, pitch, tar, turpentine, and
the like.

There remains to be noticed, an objection to the
encouragement of manufactures, of a nature difflerent
from those which question the probability of suc-
cess. This is derived from its supposed tendency to
give a monopoly of advantages to particular classes,
at the expense of the rest of the community, who,
it is affirmed, would be able to procure the requisite
supplies of manufactured articles on better terms
from foreigners, than from our own citizens; and
who, it is alleged, are reduced to a necessity of pay-
ing an enhanced price for whatever they want, by
every measure which obstructs the free competition
of foreign commodities.
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It is not an unreasonable supposition, that mea-
swmes, which serve to abridge the free competition of
forcign articles, have a tendency to occasion an en-
hancement of prices ; and it is not to be denied that
such is the effect in a numbcr of cases; but the fact
does not uaniformly correspond with the theory. A re-
duotion of prices has, in several instances immediately
succeeded the establishment of a domestic manufac-
ture. Whether it be that foreign manufacturers cn-
deavour to supplant, by underselling our own, or
whatever else be the cause, the effect has been such
as is stated, and the reverse of what might have becn
expected.

But though it were true, that the immediate and
certain cffect of regulations controlling the competi-
tion of foreign with domestic fabrics, was an in-
crease of price, it is universally true, that the con-
trary is the ultimate effect with every successful ma-
nufacture. When a domestic manufacture has at-
tained to perfection, and has engaged in the prosecu-
tion of it a competent number of persons, it invaria-
bly becomes cheaper. Being free from the heavy
charges which attend the importation of foreign
commodities, it can be aflorded, and accordingly
seldom or never fails to be sold cheaper, in process
of time, than was the foreign article for which it is
a substitute, The internal competition, which takes
place, soon does away every thing like monopoly,
and by degrees reduces the price of the article to
the minimum of a reasonable profit on the capital em-
ployed. This aceords with the reason of the thing,
and with experience.

Whence it follows, that it is the interest of a com-
munity, with a view to eventual and permanent
economy, to encourage the growth of manufactures.
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In a national view, a temporary enhancement of
price must always he well compensated by a perma-
nent reduction of it.

Itis a reflection, which may with propriety be in-
dulged here, that this eventual diminution of the
prices of manufactured articles, which is the result
of internal manufacturing establishments, has a di-
rect and very important tendency to benefit agricul-
ture. It enables the farmer fo procure, with a small-
er quantity of his labour, the mannfactured produce
of which he stands in need, and consequently in-
creases the value of his income and property.

The objections which are commonly made to the
expediency of encouraging, and to the probabili-
ty of succeeding in manufacturing pursuits in the
United States, having now heen discussed, the con-
siderations which have appeared in the course of
the discussion, recommending that species of indus-
try to the patronage of the government, will be ma-
terially strengthened by a few general and some
particular topics, which have been naturally reserv-
ed for subsequent notice.

1. Thereseems to be a moral certainty, that the
trade of a country which is both manufacturing and
agricultural, will be more lucrative and prosperous,
than that of a country which is merely agricultural.

One reason for this is found in that general effort
of nations, (which Das been already mentioned,) to
procure from their own soils the articles of prime ne-
cessity requisite to their own consumption and use;
and which serves to render their demand for a fo-
reign supply of such articles, in a great degree occa-
sional and contingent. Hence, while the necessi-
ties of nations, exclusively devoted to agriculture,
for the fabrics of manufacturing states, are constant
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aud regular; the wants of the latter for the products
of the former, are liable to very considerable fluc-
tuations and, interruptions. The great incqualities,
resulting from difference of seasons, have bcen else-
where remarked. This uniformity of demand on
one side, and unsteadiness of it on the other, must
necessarily have a tendency to cause the gencral
coursc of the cxchange of commodities between the
parties, to turn to the disadvantage of the merely
agricultural states. Peculiarity of situation, a cli-
mate and soil adapted to the production of peculiar
commodities, may, sometimes, contradict the rule;
but there is every reason to believe that it will
be found, in the main, a just one.

Another cireumstance which gives a superiority of
commercial advantages to states that manufacture
as well as cultivate, consists in the more numerous
attractions which a more diversified market offers to
foreign customers ; and in the greater scope which
it affords to mercantile enterprise. It is a position
of indisputable truth in commerce, depending too
on very obvious reasons, that the greatest resort will
ever be to those marts, where commodities, while
equally abundant, are most varions. Each difference
of kind holds out an additional inducement. And it
is a position not Jess clear, that the ficld of cnter-
prise must be enlarged to the merchants of a coun-
try, in proportion to the varicty, as well as the abun-
dance of commodities which they find at home for
exportation to foreign markets,

A third circumstauce, perhaps not inferior to either
of the other two, conferring the superiority which
has been stated, has relation to the stagnations of
demand for certain commodities, which at some time
or other interfere more or less with the sale of all.
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The nation which can bring to market but few arti-
cles, is likely to he more quickly and sensibly af-
fected by such stagnations, than one, which is al-
ways possessed of a great variety of commodities:
the former frequently finds too great a portion of its
stock of materials, for sale or exchange, lying on
hand, or is obliged to make injurious sacrifices to sup-
ply its wants of foreign articles, which are numerous
and urgent, in proportion to the smallness of the
number of its own. ‘The latter commonly finds it-
self indemnified, by the high prices of some articles,
for the low prices of others; and the prompt and
advantageous sale of those articles which are in de-
mand, enables its merchants the better to wait for a
favourable change, in respect to those which are not.
There is ground to believe, that a difference of si-
tuation, in this particular, has immensely different
effects upon the wealth and prosperity of nations.

From these circumstances collectively, two im-
portant inferences are to be drawn ; one, that there
is always a higher probability of a favourable ba-
lance of trade, in regard to countries in which ma-
nufactures, founded 6n the basis of a thriving agri-
culture, flourish, than in regard to those which are
confined wholly, or almost wholly, to agriculiure;
the other, (which is also a consequence of the first,)
that countries of the former description are likely to
possess more pecuniary wealth, or money, than those
of the latter.

Facts appear to correspoud with this conclusion.
The importations of manufactured supplies, seem in-
variably to drain the merely agricultural people of
their wealth. Let the situation of the manufactur-
ing countries of Europe be compared, in this parti-
cular, with that of countries which only cultivate,
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and the disparity will be striking. Other causes, it
is true, help to account for this disparity betwecn
some of them ; and among these causes, the relative
state of agriculture; but between others of them,
the most prominent circumstance of dissimilitude
arises from the comparative state of maunufactures.
In corroboration of the same idea, it ought not to
escape remark, that the West-India islands, the soils
of which are the most fertile, and the nation, which
in the greatest degree supplics the rest of the world
with the precious metals, exchange to a loss with
almost every other country.

As far as exprrience at home, may guide, it will
lead to the same conclusion. Previous to the revo-
lution, the quantity of coin possessed by the colo-
nics, which now compose the United States, appcar-
ed to be inadequate to their circulation; and their
debt to Great Britain was progressive. Since the re-
volution, the states, in which manufactures have
most increased, have recovered fastest from the inju-
ries of the late war, and abound most in pecuniary
resources.

It ought to be admitted, however, in this, as in
the preceding case, that causes irrelative to the state
of manufactures, account, in a degrce, for the phe-
nomena remarked. The continual progress of new
settlements has a natural tendency to occasion an
unfavourable balance of trade; though it indemni-
fies for the inconvenience, by that increase of the
national capital which flows from the conversion of
waste into improved lands: and the different degrecs
of extermal commerce, which are carried on by the
different states, may make material differences in the
comparative state of their wealth, The first circum-
stance has reference to the deficiency of coin, and
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the increase of debt previous to the revolution; the
last to the advantages which the most manufacturing
states appear to have enjoyed over the others, since
the termination of the late war.

But the uniform appearance of an abundance of
specie, as the concomitant of a flourishing state of
manufactures, and of the reverse, where they do not
prevail, afford a strong presumption of their favour-
able operation upon the wealth of a country.

Not only the wealth, but the independence and
security of a country, appear to be materially con-
nected with the prosperity of manufactures. Every
nation, with a view to those great objects, cught to
endeavour to possess within itself all the essentials
of national supply. These comprise the means of
subsistence, habitation, clothing, and defence.

The possession of these is necessary to the per-
fection of the body politic ; to the safety, as well as
to the welfare of the society; the want of either, is
the want of an important organ of political life and
motion ; and, in the various crises which await a
state, it must severely feel the effects of any such de-
ficiency. The extreme embarrassments of the Unit-
ed States during the late war, from an incapacity of
supplying themselves, are still matter of keen recol-
lection. A future war might be expected again to
exemplify the mischiefs and dangers of a situation,
to which that incapacity is still in too greata de-
gree applicable, unless changed by timely and vigor-
ous exerfions. To effect this change, as fast as shall
be prudent, merits all the attention and all the zeal
of our public councils; it is the next great work to
be accomplished.

The want of anavy to protect our external com-
merce, as long as it shall continue, must render it a
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peculiarly precarious reliance for the supply of essen-
tial articles, and must serve to strengthen prodigious-
ly the arguments in favour of manufactures.

To these general considerations, are added some
of a more particular nature.

Our distance from Europe, the great fountain of
manufactured supply, subjects us, in the existing
state of things, to inconvenience and loss in two
wavs.

The bulkiness of those commodities which are the
chief productions of the soil, necessarily imposes
very heavy charges on their transportation to distant
markets, These charges, in the cases in which the
nations to whom our products are sent, maintain a
competition in the supply of their own markets, prin-
cipally fzll upon us, and form material deductions
from the primitive value of the articles furnished.
The charges on manufactured supplics brought from
Europe are greatly enhanced by the same circum.
stance of distance. These charges, again, in the
cases in which our own industry maintains no com.
petition in our own markets, also principally fall upon
us; and are an additional cause of cxtraordinary de-
duction from the primitive value of our own pro-
duets; these being the materials of exchange for
the forcign fabrics which we consume.

The equality and moderation of individual pro-
perty, and the growing settlements of new districts,
occasion, in this country, an unusual demand for
coarse manufactures; the charges of which being
greater in proportion to their greater bulk, augment
the disadvantage which has been just described.

As in most countries, domestic supplics maintain
a very considerable competition with such foreign
productions of the soil as are imported for sale, if
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the extensive establishment of manufactories in the
United States does not create a similar competition in
respect to manufactured articles, it appears to be
clearly deducible, from the considerations which
have been mentioned, that they must sustain a dou-
ble loss in their exchanges with foreign nations;
strongly conducive to an unfavourable balance trade,
and very prejudicial to their interests.

These disadvantages press with no small weight
on the landed interest of the country. In seasons of
peace, they cause a serious deduction from the in-
trinsic value of the products of the soil. In the
time of a war, which should either involve ourselves,
or another nation, possessing a considerable share of
our carrying trade, the charges on the transportation
of our commodities, bulky as most of them are,
could hardly fail to prove a grievous burthen to the
farmer ; while obliged to depend in so great a degree
as he now does, upon foreign markets for the vent
of the surplus of his labour.

As far as the prosperity of the fisheries of the
United States is impeded by the want of an ade-
guate market, there arises another special reason for
desiring the extension of manufactures. Besides the
fish, which in many places would be likely to make
a part of the subsistence of the persons employed;
it is known that the oils, bones, and skins of marine
animals, are of extensive use in various manufactures,
Hence the prospect of an additional demand for the
produce of the fisheries,

One more point of view only remains, in which to
consider the expediency of encouraging manufac-
tures in the United States.

It is not uncommon to meet with an opinion, that
though the promoting of manufactures may be the
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interest of a part of the union, it is contrary to that
of another part. The northern and southern regions
are sometimes represented as having adverse inter-
ests in this respect: Those, are called manufactur-
ing; these, agricultural states; and a species of op
position is imagined to subsist between the manu-
facturing and agricultural interests.

This idea of an opposition between those two in-
terests, is the common error of the early periods of
every country ; but experience gradually dissipatcs it.
Indeed, they are perceived so often to succour and to
hefricnd each other, that they come at length to be
considered as onej a supposition which has hecen
frequently abused, and is not universally true. Par-
ticular encouragements of particular manufactures,
may be of a nature to sacrifice the interests of land-
holders to those of manufacturers; but it is never-
theless a maxim, well established by experience, and
generally acknowledged where there has been suflici-
ent czperience, that the aggregate prosperity of manu-
factures, and the aggregate prosperity of agriculture,
are intimately connected. In the course of the dis-
cussiont which has had place, various weighty con-
siderations have been adduced, operating in support
of that maxim. Perhaps the supcrior steadiness of
the demand of a domestic market, for the surplus
produce of the seil, is alone a convincing argument
of its truth.

Ideas of a contrariety of interests between the
northern and southern regions of the Union, are, in
the main, as unfounded, as they are mischievous,
The diversity of circumstances on which such con-
trariety is usually predicated, authorizes a dircctly
contrary conclusion. DMutual wants constitute one
of the strongest links of political connexion ; and the
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extent of these bears a natural proportion to the di-
versity in the means of mutual supply.

Suggestions of an opposite complexion are ever to
be deplored as unfriendly to the steady pursuit of
one great common cause, and to the perfect harmo-
ny of all the parts.

In proportion as the mind is accustomed to trace
the intimate connexion of interest which subsists
between all the parts of a society united under the
same government; the infinite variety of channels
which serve to circulate the prosperity of each to
and through the rest, in that proportion will it be
little apt to be disturbed by solicitudes and appre-
hensions which originate in local discriminations.
It is a truth as important as it is agreeable, and one
to which it is not easy to imagine exceptions, that
every thing tending to establish substantial and per-
manent order in the affairs of a country; to increase
the total mass of industry and opulence, is ultimate-
ly beneficial to every part of it. Ou the credit of
this great truth, an acquiescence may safely be ac-
corded, from every quarter, to all institutions and ar-
rangements which promise a confirmation of public
order, and an augmentation of national resource.

But there are more particular considerations which
serve to fortify the idea, that the encouragement of
manufactures is the interest of all parts of the Union.
If the northern and middle states should be the
principal scenes of such establishments, they would
immediately benefit the more southern, by creating
a demand for productions, some of which they have
in common with the other states, and others of
which are either peculiar to them, or more abundant,
or of better quality than elsewhere. These produc-
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tions principally are, timber, flax, hemp, cotton, wool,
raw silk, indigo, iron, lead, furs, hides, skins, and
coals. Of these articles, cotton and indigo are pecu-
liar to the southern states ; as are hitherto lead and
coagl. Flax and hemp are, or may be, raised in great-
er abundance there, than in the more northern states;
and the wool of Virginia is said to be of better
quality than that of any other state: a circumstance
rendered the more probable by the reflection, that
Virginia cmbraces the same latitudes with the finest
wool countsies of Europe. The climate of the south
is also better adapted to the production of silk.

The extensive cultivation of colton can perhaps
hardly be expected, but from the previous establish-
ment of domestic manufactories of the article; and
the surest cncouragement and vent for the others,
would result from similar establishments in respect
to them.

If, then, it satisfactorily appears, that it is the in-
terest of the United States, generally, to encourage
manufactures, it merits particular attention, that there
are circumstances which render the present a critical
momeut for entering with zeal upon the important
business. The effort cannot fail to be materially
seconded by a considecrable and increasing influx of
money, in consequence of foreign speenlations in
the funds, aud by the disorders which exist in dif-
ferent parts of Europe.

The first circumstance, not only facilitates the ex-
ecution of manufacturing enterprises, but it indicates
them as a necessary mean to turn the thing itself to
advantage, and to prevent its being eventually an
evil. If useful employment be not found for the
money of foreigners hrought to the country to be in-
vested in purchases of the public debt, it will quick-
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ly be re-exported to defray the expense of an extra-
ordinary consumption of foreign luxuries; and dis-
tressing drains of our specie, may hereafter be ex-
perienced, to pay the interest, and redeem the prin-
cipal, of the purchased debt.

This useful employment, too, ought to be of a na-
ture to produce solid and permanent improvements,
If the money merely serves to give a temporary
spring to foreign commerce, as it cannot procure new
and lasting outlets for the products of the country,
there will be no real or durable advantage gained.
As far ag it shall find its way in agricultural melior-
ations, in opening canals, and in similar improve-
ments, it will be productive of substantial utility.
But there is reason to doubt, whether in such chan-
nels it is likely to find sufficient employmént; and
still more whether many of those who possess it,
would be as readily attracted to objects of this na-
ture, as to manufacturing pursuits; which bear
greater analogy to those to which they are accus-
tomed, and to the spirit generated by them.

To open the one field as well as the other, will at
least secure a better prospect of useful employment,
for whatever accession of money there has been or
may be.

Thereis at the present juncture, a certain fermens
tation of mind, a certain activity of speculation and
enterprise, which, if properly directed, may be made
subservient to useful purposes; but which, if left
entirely to itself, may be attended with pernicious
effects,

The disturbed state of Europe, inclining its citi-
Zens to emigration, the requisite workmen will be
more easily acquired than at another time; and the
effect of multiplying the opportunities of employ-
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ment to those who emigrate, may be an increase of
the number and extent of valuable acquisitions to
the population, arts, and industry of the country.

To find pleasure in the calamitics of other nations
would be criminal; but to benefit ourselves by
opening an asylum to those who suffer in conse
quence of them, is as justifiable as it is politic.

A full view having now been taken of the induce-
ments to the promotion of manufactures in the Unit-
ed States, accompanied with an examination of the
principal objections which are commonly urged in
opposition ; it is proper, in the next place, to consider
the means by which it may be cffected, as introduc-
tory to a specification of the objects, which in the
present state of things appear the most fit to be en-
couraged, and of the particular measures which it
may be adviscable to adopt in respect to each.

In order to a better judgment of the means pro-
per to be resorted to by the United States, it will be
of use to advert to those which have been employ-
ed with success in other countries. ‘The principal of
these are—

1. Protecting dutics—or dutics on those foreign ar-
ticles which are the rivals of the domestic ones intend-
ed to be encouraged.

Duties of this nature evidently amount to a vir-
tual bounty on the domestic fabrics, since by en-
hancing the charges on foreign articles, they enable
the national manufacturers to undersell all their fo-
reign competitors. The propriety of this species
of encouragement need not be dwelt upon, as it is
not only a clear result from the numerous topics
which have been suggested, but is sanctioned by the
laws of the United States, in 2 variety of instances;
it has the additional recommendation of heing a re-
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source of revenue. Indeed, all the duties imposed
on imported articles, though with an exclusive view
to revenue, have the effect in contemplation ;
and, except where they fall on raw materials, wear
a beneficent aspect towards the manufactures of the
coyntry.

Y1. Prohibitions of rival articles, or duties equivalent
to prohibitions.

This is another, and an efficacious, mean of encou-
raging national manufactures; but in general it is
only fit to be employed when a manufacture has
made such a progress, and is in so many hands, as to
insure a due competition, and an adequate supply on
reasonable terms. Of duties equivalent to prohibi-
tions, there are examples in the laws of the United
States ; and there are other cases to which the prin-
ciple may be advantageously extended, but they arc
not numerous.

Considering a monopoly of the domestic market to
its own manufacturers, as the reigning policy of ma-
nufacturing nations, a similar policy on the part of
the United States, in every proper instance, is dic-
tated, it might almost be said, by the principles of
distributive justice; certainly by the duty of en-
deavouring to secure to their own citizens a recipro-
eity of advantages.

1I1. Prokibitions of the exportation of the materials
of manufactures.

The desire of securing a cheap and plentiful sup-
ply for the national workmen; and, where the arti-
cle is either peculiar to the coumntry, or of peculiat
quality there, the jealousy of enabling foreign work-
men to rival those of the nation, with its own mate-
rials, are the leading motives to this species of regu-
Iation. It ought not to be affirmed, that it,is in no
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instance proper; but it is certainly one which ought
to be adopted with great circumspection, and only
in very plain cases, 1t is seen at once, that its im-
mediate operation is to abridge the demand, and
keep down the price of the produce of some other
branch of industry, generally speaking, of agricul-
ture, to the prcjudice of those who carry it on ; and
though, if it be really essential to the prosperity of
any very important national manufacture, it may
happen that thuse who are injured in the first in-
stance, may be eventually indemnified by the supe-
rior steadiness of an extensive domcstic market, de-
pending on that prosperity. Yet, in a matter in
which there is so much room for nice and difficult
combinations; in which such opposite considera-
tions combat cach other, prudence scems to dictate,
that the expedient in question ought to be indulged
with a sparing hand.

IV. Pecuniary bounties.

This has been found one of the most cfficacious
means of encouraging manufactures ; and itis in some
views the best. Though it has not yet been prac-
tised upon by the governjuent of the United States ;
(unless the allowance on the cxportation of dricd
and pickled fish, and salted meat, could be consider-
ed as a hounty,) and though it is less favoured by
public opinion than some other modes. Its advan-
tages are thesc—

1. It is a species of encouragement more positive
and direct than any other, and for that very reason,
has a more immediate tendency to stimulate and
uphold new enterpriscs, increasing the chances of
profit, and diminishing the risks of loss in the first
attempts.

.org/

Federal Reserve Bank of St. Louis



MANUFACTURES. 227

2. It avoids the inconvenience of a temporary
augmentation of price, which is incident to some
other modes, or it produces it to a less degree; either
by making no addition to the charges on the rival
foreign article, as in the case of protecting duties, or
by making a smaller addition, The first happens,
when the fund for the bounty is derived from a dif-
ferent object, (which may or may not increase the
price of some other article, according to the nature of
that object ;) the second, when the fund is derived
from the same or a similar object of foreign manu-
facture, One per cent. duty on the foreign article,
converted into a bounty on the domestic, will have
an equal eflect with a duty of two per cent. exclu-
sive of such bounty; and the price of the foreign
commodity is liable to be raised, in the one case, in
the proportion of one per cent.; in the other, in
that of two per cent. Indeed, the bounty when
drawn from another source, is calculated to promote
a reduction of price ; because, without laying any
new charge on the foreign article, it serves to intro-
duce a competition with it, and to increase the total
quantity of the article in the market.

3. Bounties have not, like high protecting duties,
a tendency to produce scarcity. An increase of
price is not always the immediate, though, where the
progress of a domestic manufacture does not coun-
teract a rise, it is commonly the ultimate effect of
an additional duty. In the interval hetween the
laying of the duty, and a proportional increase of
price, it may discourage importation, by interfering
with the profits to be expected from the sale of the
article.

4. Bounties are sometimes not only the best, but
the only proper expedient for uniting the encourage-

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER

228 REPORT ON

ment of a new object of agriculture, with thatof a
new object of manufacture. It is the interest of the
farmer to have the production of the raw material
promoted, by counteracting the interference of the
foreign material of the same kind. It is the intcrest
of the manufacturer to have the material abundant
and cheap. If, prior to the domestic production of
the material, in sufficient quantity to supply the ma-
nufacturer on good terms, a duty be laid upon the
importation of it from abroad, with a view to pro-
mote the raising of it at home, the interest both of
the farmer and manufacturer will be disserved. By
either destroying the requisite supply, or raising the
price of the article beyond what can be afforded to
be given for it, by the conductor of an infant manu-
facture, it is abandoned or fails ; and there being no
domestic manufactories to create a demand for the
raw material which is raised by the farmer, it is in
vain, that the competition of the like foreign article,
may have been destroyed.

It cannot escape notice, that a duty upon the im-
portation of an article can no otherwise aid the do-
mestic production of it, than by giving the latter
greater advantages in the home market. Itcan have
no influence upon the advantageous sale of the arti-
cle produced in foreign markets ; no tendency, there-
fore, to promote its exportation.

The true way to conciliate these two interests is,
to lay a duty on foreign manufactures of the material,
the growth of which is desired to be encouraged,
and to apply the produce of that duty, by way of
bounty, either upon the production of the material
itself, or upon its manufacture at home; or upon
both. In this disposition of the thing, the manu-
facturer commences his enterprise under every advan-
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tage which is attainable, as to quantity or price
of the raw material. And the farmer, if the bounty
be immediately to him, is enabled by it to enter in-
to a successful competition with the foreign material.
If the bounty be to the manufacturer, on so much
of the domestic material as he consumes, the opera-
tion is nearly the same ; he has a motive of interest
to prefer the domestic commeodity, if of equal quali-
ty, even at a higher price than theforeign, so long as
the difference of price is any thing short of the
bounty which is allowed upon the article.

Except the simple and ordinary kinds of house-
hold manufacture, or those for which there are very
commanding local advantages, pecuniary bounties are
in most cases indispensable to”the introduction of a
new branch. A stimulus and a support, not less
powerful and direct, is, generally speaking, essential
to the overcoming of the ohstacles which arise from
the competitions of superior skill and maturity else-
where. DBounties are especially essential in regard
to articles upon which those foreigmers, who have
been accustomed to supply a country, are in the prac-
tice of granting them.

The continuance of bounties on manufactures long
established, must almost always be of questionable
policy ; because a presumption would arise in every
such case, that there were natural and inherent im-
pediments to success. But in new undertakings,
they are as justifiable as they are oftentimes neces-
sary.

There is a degree of prejudice against bounties
from an appearance of giving away the public mo-
ney, without an immediate consideration, and from a
supposition that they serve to enrich particular class-
es at the expense of the community.
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But neither of these sources of dislike will bear a
serious examination. There is no purpose to which
public money can be more beneficially applied, than
to the acquisition of a new and useful branch of in-
dustry ; no consideration more valuable than a per-
manent addition to the general stock of productive
labour.

As to the second source of objcc tion, it equally lies
against other modes of encouragement, which are
admitted to be eligible. As often as a duty upona
foreign article makes an addition to its price, it
causes an extra expense to the community, for the
bepefit of the domestic manufacturer, A bounty
does no more. But it is the interest of the society
in each case to submit to a temporary expensc,
which is more than compensated by an incrcase of
industry and wealth, by an augmentation of re-
sources and independence, and by the circumstance
of eventual cheapness, which has been noticed in
another place.

It would deserve attention, however, in the cm-
ployment of this species of encouragement in the
United States, as a reason for moderating the degree
of it in the instanccs in which it might be deemed
eligible, that the great distance of this country from
Europe imposes very heavy chargeson all the fabrics
which are brought from thencc, amounting from 15
to 30 per cent. on their value, according to their
bulk.

A question has heen made concerning the consti-
tutional right of the government of thejUnitcd States
to apply this species of encouragement, but there is
certainly no good foundation for such a question.
The National Legislature has cxpress authority ¢ To
Jay and collect taxes, duties, imposts, and escises ;
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to pay the debts, and provide for the common defence
and general welfare,” with no other qualifications
than that ¢« all duties, imposts, and excises, shall
be uniform throughout the United States; that no ca-
pitation or other direct tax shall be laid unless in
proportion to numbers ascertained by a census, or
enumeration taken on the principles prescribed in
the Constitution,” and that ¢ no tax or duty shall
be laid on articles exported from any state.”

These three qualifications excepted, the power to
raise money is plenary and indefinite ; and the objects
to which it may be appropriated are no less com-
prehensive than the payment of the public debts,
and the providing for the common defence and ge-
neral welfare. The terms « general welfure” were
doubtless intended to signify more than was express-
ed or imported in those which preceded; other-
wise numerous exigencies incident to the affairs of
a nation would bave been left without a provision.
The phrase is as comprehensive as any that could
have been used; because it was not fit that the
constitutional authority of the Union, to appropriate
its revenues, should have been restricted within nar.
rower limits than the « general welfare ;> and be-
cause this necessarily embraces a vast variety of par.
ticulars, which are susceptible neither of specifica-
tion nor of definition.

It is therefore of necessity left to the discretion of
the National Legislature, to pronounce, upon the
objects which concern the general welfare, and for
which, under that description, an appropriation of
money is requisite apd proper. And there seems to
be no room for a doubt that whatever concerns the
general interests of LEaRNING, of AGRICULTUREL, of
MANURACTURES, and of coaraercE,are within the sphere
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of the National Councils, as far as regards an applica-
tion of money.

The only qualification of the generality of the
phrase in question, which scems to be admissible, is
this—That the object to which an appropriation of
money is to be made, be general and notlocal ; its ope-
ration extending in fact, or by possibility, throagh-
out the Union, and not being confined to a particu-
lar spot.

No objection ought to arise to this construction,
from a supposition that it would imply a power to
do whatever else should appear to Congress condu-
cive to the general welfare. A power to appropriate
money with this latitude, which is granted too in ex-
press terms, would not carry a power to do any other
thing, net authorized in the constitution, either cx-
pressly, or by fair implication.

V. Premiums.

These are of a nature allied to bounties, though
distinguishable from them in some important fea-
tures.

Bounties are applicable to the whole quantity of
an article produced, or manufactured, or exported;
and involve a correspondent expense.  Premiums
serve to reward some particular excellence or supe-
riority, some extraordinary exertion or skill; and are
dispensed only in a small number of cases. But their
effect is to stimulate general effort—contrived so as
to be both honorary and lucrative, they address
themselves to different passions; touching the
chords as well of emulation as of interest. They
are, accordingly, a very econc. ical mean of ex-
citing the enterprise of a whole community.

There are various societies, in different countries,
whose object is the dispensation of premiums, for the
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encouragement of agriculture, arts, manufactures, and
commerce; and though' they are for the most part
voluntary associations, with comparatively slender
funds, their utility has been immense. Much has
been done by this mean in Great-Britain. Scotland,
in particular, owes materially to it a prodigious me-
lioration of condition. From a similar establish-
ment in the United States, supplied and supported
by the government of the Union, vast benefits might
reasonably be expected. Some further ideas on this
head, shall accordingly be submitted in the conclu-
sion of this report.

VI. The exemption of the materials of manufactures
Jrom duty.

The policy of that exemption, as a general rule,
particularly in reference to new establishments, is
obvious. It can hardly ever be adviseable to add
the obstructions of fiscal burthens to the difficulties
which naturally embarrass a new manufacture; and
where it is matured, and in condition to become an
object of revenue, it is, generally speaking, better
that the fabric, than the material, should be the sub-
ject of taxation. Ideas of proportion between the
quantum of the tax and the value of the article, can
be more easily adjusted in the former, than in the
latter case, An argument for exemptions of this
kind in the United States, is to be derived from the
practice, as far as their necessities have permitted, of
those nations whom we are to meet as competitors
in our own and in foreign markets.

There are, however, exceptions to it; of which
some examples will be given under the next head.

The laws of the Union afford instances of the ob-
servance of the policy here recommended, but it will
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probably be found adviseable to extend it to some
other cases. Of a nature, bearing some affinity to
that policy, is the regulation which exempts from
duty, the tools and implements, as well as the books,
clothes, and household fumniture of foreign artists,
who come to zeside in the United States ; an advan-
tage already sccured to them by the laws of the
Union, and which, it is, in every view, proper to
continue.

VII. Drawbacks of the dutics which are imposed on
the materials of manufactures.

It has already been observed, as a gencral rule,
that duties on those materials, ought, with certain
exceptions, to be foreborne. Of these exceptions,
three cases occur which inay serve as examples.—
One, where the material is itself an object of general
or extensive consumption, and a fit and productive
source of revenue.—Another, where a manufacture
of a simpler kind, the competition of which with a
like domestic article is desired to be restrained, par-
takes of the nature of a raw material, from being
capable, by a further process, to be converted into a
manufacture of a different kind, the introduction or
growth of which is desired to be encouraged.—A
third, where the material itselfis a production of the
country, and in sufficient abundance to furnish a
cheap and plentiful supply to the national manufac-
turers.

Under the first description comes the article of mo-
lasses. Itis not only a fair object of revenue, but
being a sweet, it is just that the comsumers of it
should pay a duty as well as the consumers of sugar.

Cottons and linen, in their white state, fall under
the second deseription. A duty upon such as are
imported, is proper to promote the domestic manu-
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facture of similar articles in the same state—a draw-
hack of that duty is proper to encourage the printing
and staining at home, of those which are brought
from abroad, When the first of these manufactures
has attained sufficient maturity in a country to fur-
nish a full supply for the second, the utility of the
drawback ceases.

The article of hemp, either now does, or may be ex-
pected soon to exemplify, the third case in the Unit-
ed States.

Where duties on the materials of manufactures are
not laid for the purpose of preventing a competition
with some domestic production, the saine reasons
which recommend, as a general rule, the exemption
of those materials from duties, would recommend, as.
a like general rule, the allowance of drawbacks in
favour of the manufacturer. Accordingly, such
drawbacks are familiar in countries which systemati-
cally pursue the business of manufactures; which
furnishes an argument for the observance of a simi-
lar policy in the United States: and the idea has
been adopted by the laws of the Union, in the in-
stances of salt and molasses, It is believed that it
will be found advantageous to extend it to some
other articles.

VIII. The encouragement of new inventions and dis-
coveries, at home, and of the introduction into the
United States of such as may have been made in other
countries; particularly those which relate to machine-
ry.

"This isamong the most useful and unexceptionable
of the aids which can be given to manufactures.
The usual means of that encouragement are pecuniary
rewards, and,for a time, exclusive privileges. The first
must be employed, according to the occasion, and the
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utility of the invention, or discovery. For the last,
so far as respects ¢ authors and inventors,” provision
has been made by law. But it is desirable in regard
to improvements and secrets of extraordinary value,
to he able to extend the same benefit to introducers,
as well as authors and inventors; a policy which has
heen practisl with advantage in other countrics.
Here, however, as in some other cases, there is cause
to Tegret, that the competency of the authority of
the National Government to the good, which might
be done, is not without a question. Many aids
might be given to industry ; many internal improve-
ments of primary magnitude might be promoted, by
an authority opemating throughout the Union, which

.cannot be eficcted, as well, if at all, by an authority

confined within the limits of a single state.

But if the Legislature of the Union cannot do all
the good that might be wished, it is at least desira-
ble, that all may be done which is practicable. Means
for promoting the introduction of foreign improve.
ments, though less cfficaciously than might be ac-
complished with more adequate authority, will form
a part of the plan intended to be submitted in the
close of this report.

It is customary with manufacturing nations to pro-
hibit, under severe penalties, the exportation of im-
plements and machines, which they have cither in-
vented or improved. There are already objects for
a similar regulation in the United States; and others
may he expected to occur from time to time, The
adoption of it seems to be dictated by the principle
of rteciprocity. Greater liberality, in such respects,
might better comport with the general spirit of the
country ; but a selfish and exclusive policy in other
quarters, will not always permit the free indulgence
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of a spirit, which would place us upon an unequal
footing. As far as prohibitions tend to prevent fo-
reign competitors from deriving the benefit of the
improvements made at home, they tend to increase
the advantages of those by whom they may have
been introduced; and operate as an encouragentent
to exertion.

IX. Judicious regulations for the inspection of manu-
Jactured commaodities.

This is not among the least important of the means,
by which the prosperity of manufactures may be pro-
moted. It isindeed in many cases one of the most
essential. Contributing to prevent frauds upon con-
sumers at home, and exporters to foreign countries—
to improve the quality and preserve the character of
the pational manufactures, it cannot fail to aid the
expeditious and advantageous sale of them, and to
serve as a guard against successful competition from
other quarters. The reputation of the flour and
lumber of some states, and of the potash of others,
has heen established by an attention to this point,
And the like good name might be procured for those
articles, wheresoever produced, by a judicious and
uniform system of inspection, throughout the ports
of the United States. A like system might also be
extended with advantage to other commodities.

X. The facilitating of pecuniary remittances from
place to place—

Is a point of considerable moment to trade in ge-
neral, and to manufactures in particular; by render-
ing more easy the purchase of raw materials and pro-
visions, and the payment for manufactured sup-
plies. A general circulation of bank paper, which is
to be expected from the institution lately established,
will be a most valuable mean to this end. But much
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good would also accrue from some additional provi-
sions respecting inland bills of exchange. If those
drawn in one state payable in another, were made ne-
gociable every where, and interest and damages al-
lowed in case of protest, it would greatly promote ne-
gociations between the citizens of different states, by
rendering them more secure; and with it the con-
venience and advantage of the merchants and manu-
facturers of cach.

XI. The facilitating of the transportation of commo-
dities.

Improvements favouring this object, intimately
concern all the domestic interests of a community;
but they may, without impropriety, be mentioned as
having an important relation to manufactures. There
is perhaps scarcely any thing, which has been bet-
ter calculated to assist the manufactures of Great-
Britain, than the meliorations of the public roads of
that kingdom, and the great progress which has been
of late made in opening canals. Of the former, the
United States stand much in need ; for the latter, they
present uncommon facilities.

The symptoms of attention to the improvement of
inland navigation, which have lately appeared in
some quarters, must fill with pleasure every hreast
warmed with a true zeal for the prosperity of the
country. These examples, it is to be hoped, will sti-
mulate the cxertions of the government and citizens
of every state. There can certainly be no object
more worthy of the cares of the local administrations ;
and it were to be wished, that there was no doubt
of the power of the national government to Jend its
direct aid, on a comprehensive plan. This is one of
those improvements, which could be prosecuted
with more efficacy by the whole, than by any
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part or parts of the Union. T hereare cases in which
the general interest will be in danger to be sacrificed
to the collision of some supposed local interests.
Jealousies in matters of this kind, are as apt to exist,
as they are apt to be erroneous.

The following remarks are sufficiently judicious
and pertinent to deserve a literal quotation: ¢ Good
wads, canals, and navigable rivers, by diminishing
the expense of carriage, put the remote parts of a
counéry more nearly upon a level with those in the
neighbourhood of the town. They are upon that ac-
count the greatest of all improvements. They encou-
rage the cultivation of the remote, which must always
be the most extensive circle of the country. They
are advantageous to the town, by breaking down the
monopoly of the country in its neighbourhood. They
are advantageous even fo0 that part of the country.
Though they introduce some rival commodities into
the old market, they open many new markets to its
produce. Monopoly, besides, is a great enemy to
good management, which can never be universally
established, but in consequence of that free and uni-
versal competition, which forees every body to have
recourse to it for the sake of self-defence. It is not
more thaa fifty ycars ago that some of the counties in
the neighbourhood of London, petitioned the Parliament
against the extension of the turnpike roads into the re-
moter counties, Those remoter counties, they pretended,
Jfrom the cheapness of labour, would be able to sell their
grass and corn cheaper in the London market than
themselves, and they would thereby reduce their rents,
and ruin their cultivation. 'Their rents, however,
have risen, and their cultivation has been improved,
since that time,”
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Specimens of a spirit, similar to that which go-
verned the counties here spoken of, present them-
selves too frequently to the eye of an impartial oh-
server, and render it a wish of patriotism, that the
body in this country, in whose councils a Jocal or
partial spirit is least likely to predominate, were at
liberty to pursue and promote the general intcrest,
in those instances in which there might be danger
of the interference of such a spirit.

The foregoing are the principal of the mcans, by
which the growth of manufactures is ordinarily pro-
moted. It is, however, not merely necessary that
the measures of government, which have a direct
view to manufactures, should be calculated to assist
and protect them; but that those which only col-
laterally affect them, in the gcneral course of the ad-
ministration, should be guarded from any peculiar
tendency to injure them.

There are certain speciesof taxes which arcapt to be
oppressive to difierent parts of the community, and,
among other ill effects, have a very unfriendly as-
pect towards manufactures. All poll or capitation
taxes are of this nature. They either proceed ac-
cording to a fixed rate, which operates unequally
and injuriously to the industrious poor; or they vest
a discretion in certain officers, to make estimates and
assessinents, which are necessarily vague, conjectu-
ral,and liable to abuse. They ought, therefore, to
be abstained from in all but cases of distressing
emergency.

All such taxes, (including all taxes ou occupations,)
which proceed according to the amount of capital
supposed to be employed in a business, or of profits
supposed to be made in it, are unavoidably hurtful to
industry. It is in vain that the evil may hc endea-
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voured to be mitigated by leaving it, in the first in-
stance, in the option of the party to be taxed, to de-
clare the amount of his capital or profits.

Men engaged in any trade or business, have com-
monly weighty reasons to avoid disclosures which
would expose, with any thing like accuracy, the real
state of their affairs. They most frequently find it
better to risk oppression, than to avail themselves of
so inconvenient a refuge. And the consequence is,
that they often suffer oppression.

When the disclosure, too, if made, is not defini-
tive, but controllable by the discretion; or, in other
words, by the passions and prejudices of the revenue
officers, it is not only an ineffectual protection, but
the possibility of its being so, is an additional rea-
son for not resorting to it.

Allowing to the public officers the most equitable
dispositions ; yet, where they are to exercise a discre-
tion without certain data, they cannot fail to be
often misled by appearances. The quantity of
business which seems to be going on, is, in a vast
number of cases, a very deceitful criterion of the pro-
fits which are made ; yet it is, perhaps, the best they
can have, and it is the one on which they will most
naturally rely. A business, therefore, which may ra-
ther require aid from the government, than be in a
capacity to be contributory to it, may find itself
crushed by the mistaken conjectures of the assessors
of taxes,

Arbitrary taxes, under which denomination are
comprised all those that leave the guantum of the tax
to be raised on each person, to the discretion of cer-
tain officers, are as contrary to the genius of liberty,
as to the maxims of industry. In this light they
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have been vicwed by the most judicious obscrvers
on government, who have bestowed upon them the
severcst epitheis of reprobation, as constituting one
of the worst features usually to be met with in the
practice of despotic governments.

It is certain, at least, that such taxes are parlicu-
larly inimical to the success of manufacturing indus-
try, and ought carefully to be avoided by a govern-
ment which desires to promote it.

The great copiousness of the subject of this re-
port, has insensibly led to a more lengthy prelimi-
nary discussion, than was originally contemplated or
intended. Itappearcd proper to investigate princi-
Ples, to consider objections, and to endeavour to es-
tablish the utility of the thing proposed to be en-
couraged ; previous to a specification of the objects
which might occur, as meriting or requiring cncou-
ragement ; and of the measures whichh might be pro-
per in respect to each. The first purpose having
been fulfilled, it remains to pursue the sccond.

In the sclection of objects, five circumstances
scem entitled to particular attention :—The capacity
of the country to fumish the raw material—the de-
gree in which the nature of the manufacturc admits
of a substitute for manual labour in machinery—the
facility of execution—the extensiveness of the uses
to which the article can be applied—its subscrviency
to other interests, particularly the great onme of
national defence. There are, however, objects to
which these circumstauces are little appliecable,
which, for some special reasons, may have a claim to
encouragement,

A designation of the principal raw material, of
which each manufacture is composed, will serve to
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introduce the remarks upon it.—As, in the first
place,

IRON.

The manufactures of this article are entitled to
pre-eminent rank. None are more essential in their
kinds, nor so extensive in their uses. They consti-
tute, in whole or in part, the implements or the ma-
terials, or both, of almost every useful occupation.
Their instrumentality is every where conspicuous,

It is fortunate for the United States, that they
have peculiar advantages for deriving the full bene-
it of this most valuable material ; and they have
every motive to improve it with systematic care. ‘It
is to be found in various parts of the United States
in great abundance, and of almost every quality ; and
fuel, the chief instrument in manufacturing it, is
both cheap and plenty. This particularly applies to
gharcoal ; but there are productive coal mines al-
ready in operation, and strong indications that the
material is to be found in abundance in a variety of
other places.

The inquiries to which the subject of this report
has led, have been answered with proofs, that ma-
nufactories of iron, though generally understood to
be extensive, are far more so than is commonly sup-
posed, The kinds in which the greatest progress
has been made, have been mentioned in another
place, and need not be repeated ; but there is little
doubt, that every other kind, with due cultivation,
will rapidly succeed. It is worthy of remark, that
several of the particular trades of which it is the ba-
sis, are capable of heing carried on without the aid
of large eapitals.
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Iron works have greatly increased in the United
States, and are prosecuted with much more advan-
tage than formerly. The average price before the
revolution, was about sixty-four dollars per ton; at
present it is about eighty—a rise which is chiefly to
be attributed to the increase of manufactures of the
material,

The still further extension and multiplication of
such manufactures, will have thedouble effect of pro-
moting the extraction of the metal itself, and of con-
verting it to a greater number of profitable purposes.

Those manufactures, too, unite in a greater degree
than almost any others, the several requisites which
have been wentioned as proper to be consulted in
the selcction of abjects.

The only {urther encouragement of manufactories
of this article, the propricty of which may be con-
sidered as ungqucstiopable, scems to be an increase
of the duties on foreign rival commodities.

Steel is a branch which has alrcady made a con-
siderable progress, and it is ascertained that some
new enterprises on a more extensive scale have becn
Iately set on foot. The facility of carrying it to an
extent which will supply all internal demands, and
furnish a considerable surplus for exportation, can-
not be doubted. The duty upon the importation of
this article, which isat present seventy-five cents per
cwt. may, it is conceived, be safcly and advantage-
ously extended to 100 cents. It is desirable, by dc-
cisive arrangements, to second the efforts which are
making in so very valuable a branch.

The United States already in a great measure sup-
ply themselves with nails and spikes. They are
able, and ought certainly to do it entircly. The first
and most laborious operation in this manufacture, is
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performed by water-mills ; and of the persons after-
wards employed, a great proportion are hoys, whose
early habits of industry are of importance to the com-
munity, to the present support of their families, and
to their own future comfort. It is not less curious
than true, that in certain parts of the country, the
making of nails is an occasional family manufac-
ture.

The expediency of an additional daty on, these
articles is indicated by an important fact. About
1,800,000 pounds of them were imported into the
United States in the course of a year, ending the
30th of September, 1790. A duty of two cents per
pound would, it is presumable, speedily put an end
to so considerable an importation. And it is in every
view proper, that an end should be put to it.

The manufacture of these articles, like that of
some others, suffers from the carelessness and disho-
nesty of a part of those who carry it on. An inspec-
tion, in certain cases, might tend to correct the evil.
It will deserve consideration, whether a regulation
of this sort cannot be applied without inconvenience
to the exportation of the articles, either to foreign
countries, or from one state to another.

The implements of husbandry are made in several
states in great abundance. In many places it is done
by the common blacksmiths. And there is no doubt
that an ample supply for the whole country can with
great ease be procured among ourselves.

Various kinds of edged tools for the use of me-
chanics are also made; and a considerable quantity
of hollow wares; though the business of castings
has not yet attained the perfection which might be
wished. It is, however, improving, and as there are
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respectable capitals in good hands, embarked in thc
prosecution of those branches of iron manufactorics,
which are yet in their infancy, they may all be con-
templated as objects not diflicult to be acquired.

To insure the end, it scems cqually safe and pru-
dent to extend the duty ad valorcm upon all manu-
factures of iron, or of which iron is the article of
chicf value, to ten per cent.

Fire arms, and other military weapons, may, it is
conceived, be placed without inconvenience in the
class of articles rated at fifteen per cent. There ex-
ist already wanufactories of these articles, which on-
1y require the stimulus of a certain demand to ren-
der them adequate to the supply of the United
States.

It would also be a material aid to manufactures of
this nature, as well as a mean of public security, if
provision should be made for an annual purchase of
military weapons of home manufacture, to a certain
determinate extent, in order to the formation of ar-
senals; and to teplace from time to time, such as
should he withdrawn for use, so as always to have in
store the quantity of cach kind which should be
deemed a competent supply.

But it may hereafter deserve legislative considera-
tion, whether manufactories of all the necessary wea-
pons of war, ought not to be established on account
of government itself. Such establishments are agrec-
able to the usual practice of nations, and that prac-
tice seems founded on suflicient reason.

There appears to he an improvidence iu leaving
these essential instruments of national defence to the
casual speculations of ifdividual adventure; a re-
source which can Icss be relied upon in this case,
than in most others: the articles in question not be-
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ing objects of ordinary and indispensable private
consumption or use. As a general rule, manufacto-
ries on the immediate account of government are to
be avoided ; but this seems to be one of the few ex-
ceptions which that rule admits, depending on very
special reasons.

Manufactures of steel generally, or of which steel
is the article of chief value, may with advantage be
placed in theclass of goods rated at seven and an
half per cent. As manufactures of this kind have
not yet made any considerable progress, it is a reason
for not rating them as high as those of iron; but as
this material is the basis of them, and as their exten-
sion is Dot less practicable than important, it is de-
sirable to promote it by a somewhat higher duty than
the present.

A question arises, how far it might be expedient to
permit the importation of iron in pigs and bars free
from duty? It would certainly be favourable to ma-
nufacturers of the article ; but the doubt is, whether
it might not interfere with its production.

Two circumstances, however, abate, if they do not
remove, apprehension on this score. One is, the con-
siderable increase of price, which has already been
remarked, and which renders it probable, that the
free admission of foreign iron would not be inconsis-
tent with an adequate profit to the proprietors of
iron works; the other is, the augmentation of de-
mand which would be likely to attend the increase
of manufactures of the article, in consequence of the
additional encouragements proposed to be given. But
caution, nevertheless, in a matter of this kind, is most
adviseable. Tle measure suggested, ought, perhaps,
rather to be contemplated, subject to the lights of
further experience, than immediately adopted.
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COPPER.

The manufactures of which this article is suscept-
ible arc also of great extent and utility. Under this
description, those of brass, of which it is the princi-
pal ingredient, are intended to be included.

The material is a natural production of the coun-
try.  Mines of copper have actually been wrought,
and with profit to the undertakers, though it is not
known that any are now in this condition. And no-
thing is easier than the introduction of it from
other countries on moderate terms, and in great
plenty.

Coppersmiths and brass-founders, particularly the
former, are numerous in the United States; some
of whom carry on business to a respectable extent.

To multiply and cxtend manufactorics of the ma-
terials in question, is worthy of attention and cfiort.
In order to this, it isdesirable to facilitate a plentiful
supply of the materials. And a proper mean to this
cod is, to place them in the class of frece articles.
Copper in plates and brass arc already in this predica-
ment ; but copper in pigs aund bars is not; neither
is lapis calaminaris, which, together with copper and
charcoal, constitute the component ingredients of
brass. The exemption from duty, by parity of rca-
son, ought to cmbrace all such of these articles as
are objects of importation.

An additional duty on brass wares, will tend to the
general end in view. These now stand at five per
cent. while those of tin, pewter, and copper, arc
rated at seven and an half. There appeats to he a
propriety,in every view, in placing brass wares upon
the same level wlth them; and it merits considera-

.org/

Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed

MANUFACTURES. 249

tion, whether the duty upon all of them, ought not
to be raised to ten per cent.

LEAD.

There are numerous proofs, that this material
abounds in the United States, and requires little to
unfold it to an extent more than equal to every
domestic occasion. A prolific mine of it has long
been open in the south-western parts of Virginia,
and under a public administration, during the late
war, yielded a considerable supply for military use.
This is now in the hands of individuals, who not on-
Iy carry it on with spirit, but have established manu-
factories of it at Richmond, in the same state,

The duties already laid upon the importation of
this article, either in its unmanufactured or manu-
factured state, insure it a decisive advantage in the
home market—which amounts to considerable en-
couragemnent. If the duty on pewter wares should
be raised, it would afford a further encouragement.
Nothing else occurs as proper to be added..

FOSSIL COAL.

This, as an important instrument of manufactures,
may, without impropriety, be mentioned among the
subjects of this report.

A copious supply of it would be of great conse-
quence to the iron branclh. As an article of house-
hold fuel, also, it is an interesting production; the
utility of which must increase in proportion to the
decrease of wood, by the progress of settlement and
cultivation. And its importance to navigation, as
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an immense article of transportation coast-wise, is
signally exemplified in Great-Britain.

1t is known, that there are several coal mines in
Virginia, now worked ; and appearances of their ex-
istence are familiar in a number of places.

The cxpediency of a bounty on all this specics of
coal of home production, and of premiums on the
opening of new mines, under certain qualifications,
appears to be worthy of particular examination. The
great importance of the article will amply justify a
reasonable expensc in this way, if it shall appear to
be necessary to, and shall be thought likely to an-
swer, the end.

WOOD.

Several manufactures of this article flourish in the
United States. Ships are no where built in greater
perfection, and cabinet-wares, generally, are madc
little, if at all, inferior to those of Europe. Their
extent is such as to have admitted of considerable
exportation.

An excmption from duty of the several kinds of
wood ordinarily used in these manufactures, scems
to be all that is requisite by way of encouragement.
It is rccommended, by the consideration of a similar
policy being pursued in other countries, and by the
expediency of giving equal advantages to our own
workmen in wood. The abuundance of timber pro-
per for ship-building in the United States, does not
appear to be any objection to it. The increasing
scarcity, and growing importance of that article in
the Luropean countries, admonish the United States
to commencg, and systematically to pursuc, measures
for the preservation of their stock, Whatever may
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promote the regular establishment of magazines of
ship timber, is, in various views, desirable.

SKINS.

There are scarcely any manufactories of greater
importance, than of this article. Their direct and
very happy influence upon agriculture, by promoting
the raising of cattle of different kinds, is a very ma-
terial recommendation.

It is pleasing, too, to observe the extensive pro-
gress they have made in their principal branches ;
which are so far matured as almost to defy foreign com-
petition. 'Tanneries, in particular, are not only car-
ried on as a regular business, in numerous instances,
and in various parts of the country, but they consti-
tute, in some places, a valuable item of incidental
family manufactures,

Representations, however, have been made, im-
porting the expediency of further encouragement to
the leather branch, in two ways ; one, by increasing
the duty on the manufactures of it, which are im-
ported ; the other, by prohibiting the exportation of
bark. In support of the latter it is alleged, that
the price of bark, chiefly in consequence of large ex-
portations, has risen, within a few years, from about
three dollars, to four and an half per cord.

These suggestions are submitted rather as intima-
tions which merit cousiderations, than as matters,
the propriety of which is manifest. It is not clear,
that an increase of duty is necessary; and in regard
to the prohibition desired, there is no evidence of
any considerable exportation hitherto ; and it is most
probable, that whatever augmentation of price may
have taken place, is to be attributed to an extension
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of the home demand from the increase of manufac-
tures, andd to a decrease of the supply, in conse-
quence of the progress of settlement, rather than to
the quantities which have heen cxported.

It is mentioncd, however, as an additional reason
for the prohibition, that one species of the bark
usually exported, is in some sort peculiar to the coun-
try ; and the material of a very valuable dye, of
great use in some other manufactures in which the
United States have begun a competition.

There may also be this argument in favour of an
increase of duty. The object is of importance enough
to claim decisive encouragement; and the progress
which has heen made, leaves no room to apprehend
any inconvenience on the score of supply from such
an increase,

It would be of bLencfit to this branch, if glue,
which is now rated at five per cent. were made the
object of an excluding duty. It is already made in
large quantitics at various tanneries; and, like pa-
per, is an cntire economy of materials, which, if not
manufactured, would be left to perish. 1t may be
placed with advantage in the class of articles paying
fifteen per cent.

GRAIN.

Manufactures of the several species of this article,
have a title to peculiar favour; not only because
they are most of them immediately connected with
the subsistence of the citizens, but because they cn-
large the demand for the most precious products of
the soil.

Though flour may with propricty be noticed as a
manufacture of grain, it were useless to do it, but
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for the purpose of submitting the expediency of a
general system of inspection throughout the ports of
the United Siates; which, if established upon pro-
per principles, would be likely to improve the qual-
ity of our flour every where, and to raise its reputa-
tion in foreign markets, There, are, however, con-
siderations which stand in the way of such an ar-
rangement.

Ardent spirits and malt liquors are, next to flour,
the two principal manufactures of grain. The first
has made a very extensive, the last a considerable
progress in the United States. In respect to both,
an exclusive possession of the home market ought to
be secured to the domestic manufacturers, as fast as
circumstances will admit. Nothing is more practica-
ble, and nothing more desirable,

The existing laws of the United States have done
much towards attaining this valuable object; but
some additions to the present duties on foreign dis-
tilled spirits, and foreign malt liquors, and, perhaps,
an abatement of those on home-made spirits, would
more effectually secure it ; and there does not occur
any very weighty objection to either.

An augmentation of the duties on imported spi-
rits, would favour, as well the distillation of spirits
from molasses, as that from grain. And to secure to
the nation the benefit of a manufacture, even
of forcign materials, is always of great, though
perhaps of secondary importance.

A strong impression prevails in the minds of those
concerned in distilleries, (including, too, the most
candid and enlightened,) that greatcr differences in
the rates of duty on foreign and domestic spirits, are
necessary completely to secure the successful manu-
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facturc of the latter; and there are facts which en-
title this impression to attention.

It is known, that the price of molasses, for some
years past, has been successively rising in the West-
India markets, owing partly to a competition which
did not formerly exist, and partly to an cxtension of
demand in this country ; and it is evident, that the
late disturbances in those Islands, from which we
draw our principal supply, must so far interfere with
the production of the article, as to occasion a mate-
rial enhancement of price. The destruction and de-
vastation attendant on the insurrection in Ilispaniola
in particular, must not only contribute very much to
that effect, but may be expected to give it some du-
ration. ‘These circumstances, and the duty of three
cents per gallon on molasses, may render it difficult
for the distillers of that material to maintain,
with adequate profit, a competition with the rum
brought from the West-Indics, the quality of which
is so considerably superior.

The consumption of Geneva, or gin, in this coun-
try, is extensive. It is not long sinccdistillerics of
it have grown up among us, to any importance.
They are now becoming of consequence, but being
still in their infancy, they require protection,

It is represcnted, that the price of some of the ma-
terials is greater here than in Holland, fiom which
place large quantities arc brought—the price of la.
hour considerably greater—the capitals engaged in
the business there, much larger than those which
are employed here—thc rate of profits, at which the
undertakers can afford to caury it on, much less—the
prejudices in favour of imported gin, strong. These
circumstances are alleged, to outweigh the charges
which attend the bringing of the articlefrom Europeto
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the United States, and the present difference of duty,
s0-as to obstruct the prosecution of the manufacture
with due advantage.

Experiment could, perhaps, alone decide with cer-
tainty the justness of the suggestions which are
made ; but in relation to branches of manufacture
50 important, it would seem inexpedient to hazard an
unfavourable issue, and better to err on the side of
too great, than of too small,a difference in the particu-
lar in question.

It is, therefore, submitted, that an addition of two
cents per gallon be made to the duty on imported
spirits of the first class of proof, with a proportion-
able increase on those of higher proof; and that a
deduction of one cent. per gallon be made from
the duty on spirits distilled within the United
States, beginning with the first class of proof,and a
proportionable deduction from the duty on those of
higher proof.

It is ascertained, that by far the greatest part of
the malt liquors consumed in the United States, are
the produce of domestic breweries. It is desirable,
and, in all likelihood, attainable, that the whole
consumption should be supplied by ourselves.

The malt liquors made at home, though inferior
to the best, are equal to a great part of those which
have been usually imported. The progress already
made, is an earnest of what may be accomplished.
The growing competition is an assurance of improve-
ment. This will be accelerated by measures tending
to invite a greater capital into this channel of em-
ployment.

To render the encouragement of domestic brewe-
ries decisive, it may be adviseable to substitute to
the present rates of duty, eight cents per gallon ge-
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nerally; and it will deserve to be considered as a
guard against invasions, whether there ought not to
be a prohibition of their importatien, except in casks
of considerable capacity. It is to he hoped, that
such a daty would banish from the market foreign
malt liquors of inferior quality ; and that the best
kind only would continue to be imported, till it
should be supplanted by the efforts of equal skiil or
care at home.

Till that period, the importation so qualified,
would be an useful stimulus to improvement; and
in the mean time, the payment of the increased price
for the enjoyment of a luxury, in order to the en-
couragement of 2 most useful branch of domestic in-
dustry, could not reasonably be deemed a hardship.

As a [urther aid to manufactures of grain, though
upon a smaller scalce, the articles of starch, hair-pow-
der, and wafers, may with great propriety be placed
among those which arc rated at fifteen per cent. No
manufactures are more simple, nor more completely
within the reach of a full supply from domestic
sources; and it is a policy, as common as it is ob-
vious, to make them the objects either of prohibito-
1y duties, or of cxpress prohibition.

FLAX AND HEMP.

Manufactures of these articles have so much af-
finity to cach other, and they are so often blendcd,
that they may with advantare be considered in con-
junction. The importance of the linen hranch to
agriculture—its pecions eflects upon houschold in-
dustry—the ease with which the materials can be
produced at home to any requisite extent—the great
advances which have been already made in the
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eoarser fabries of them, especially in the family way,
constitute claims of peculiar force to the patronage
of government.

This patronage may be afforded in various ways;
by promoting the growth of the materials; by in-
creasing the impediments to an advantageous compe-
tition of rival foreign articles ; by direct bounties or
premiums upon the home manufacture.

First. As to promoting thegrowth of the materials.

In respect to hemp, something has been already
done by the high duty upon foreign hemp. If the
facilities for domestic production were not unusually
great, the policy of the duty on the foreign raw ma-
terial, would be highly questionable, as interfering
with the growth of manufactures of it. But making
the proper allowances for those facilities, and with
an eye to the future and natural progress of the
country, the measure does not appear, upon the
whole, exceptionable.

A strong wish naturally suggests itself, that some
method could be devised, of affording a more direct
encouragement to the growth both of flax and hemp;
such as would be effectual, and at the same time not
attended with too great inconveniences. To this end,
bounties and premiums offer themselves to considera-
tion; but no modification of them has yet occurred,
which would not cither hazard too much expense,
or operate unequally in reference to the circumstan-
ces of different parts of the Union; and which
would not be attended with very great difficulties in
the execution.

Secondly. Ads o increasing the impediments to an
advantageous competition of rival foreign articles.

To this purpose, an augmentation of the duties on
importation is the obvious expedient ; which, in-re-
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gard to certain articles, appears to be recommended
by sufficient reasons.

The principal of these articles is sail-cloth; onc
intimately connected with navigation and defence;
and of which a flourishing manufactory is establish-
ed at Boston, and very promising ones at scveral
other places.

It is presumed to be both safe and adviscable to
place this in the class of articles rated at 10 per
cent. A strong rcason for it results from the consi-
deration that a bounty of two pence sterling per cll
is allowed in Great-Britain, upon the cxportation of
the sail-cloth manufactured in that kingdom.

1t would likewise appear to be good policy to mise
the duty to seven and an half per cent. on the fol-
lowing articles.—Drillings, osnaburgh, ticklenburghs,
dowlas, canvass, brown rolls, bagging, and upon all
other linens, the first cost of which at the place of
exportation does mnot exceed 35 cents per yard, A
bounty of 12£ per cent. upon an average, on the ex-
portation of such or similar linens from Great-Bri-
tain, encourages the manufacture of them in that
country, and increases the obstacles to 2 successful
competition in the countrics to which they are
sent.

The quantities of tow and other houschold linens
manufactured in different parts of the United States,
and the expectations which are derived from some
late experiments, of being able to extend the use of
labour-saving machines in the coarser fabrics of lin-
en, obviate the danger of inconvenience from an in-
crease of the duty upon such articles, and authorize a
hope of speedy and complete success to the endca-
vours which may be used for procuring am internal
supply.
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Thirdly. 4s to direct bounties or premiums upon
the mamufactured articles.

To afford more effectual encouragement to the ma-
nufacture, and at the same time to promote the c¢heap-
ness of the article for the benefit of navigation, it
will be of great use to allow a bounty of two cents
per yard on all sail-cloth which is made in the Unit-
ed States from materials of their own growth. This
would also assist the culture of those materials. An
encouragement of this kind, if adopted, ought to be
established for 2 moderate term of years, to invite to
new undertakings, and to an extension of the old.
This is an article of importance enough to warrant
the employment of extraordinary means in its fauour.

COTTON.

There is something in the texture of thismaterial
which adapts itin a peculiar degree to the application
of machines. The signal utility of the mill for spin-
ning of cotton, not long since invented in England,
has been noticed in another place ; but there are other
machines scarcely inferior in utility, which, in the
different manufactories of this article, are employed
either exclusively, or with more than ordinary effect.
This very important circumstance recommends the
fabrics of cotton, in a more particular manner, to a
country in which a defect of hands constitutes the
greatest obstacle to success.

The variety and extent of the usestowhich the
manufactures of this article are applicable, is an-
other powerful argument in their favour.

And the faculty of the United States to produce
the raw material in abundance, and of a quality
which, though alleged to be inferior to some that is
produced in other quarters, is, nevertheless, capable
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of being used with advantage in many fabrics, and
is nrobably susceptible of being carried, by a more
cxperienced culture, to much greater perfection, sug-
gests an additional and a very cogent inducement
to the vigorous pursuit of the cotton branch, in its
several subdivisions,

How much has been already done, has been stat-
ed in a preceding part of this report.

In additian 1o this, it may be announced, that a
society is forming with a capital which is expected
to be extended to at least half a million of dollars;
on behalf of which, measures are already in train
for prosceuting, on a large scale, the making and
printing of cotton goods.

These circumstances conspire to indicate the ex-
pediency of removing any obstructions which may
happen to exist to the advantageous prosecution of
the manufactories in question, and of adding such
¢ncouragements as may appear nceessary and proper,

The present duty of three cents per pound on the
forcign raw miaterial, is undoubtedly a very serious
impediment to the progress of those manufactories.

The injurious tendcncy of similar duties, either
prior to the establishment, or in the infancy of the
domestic manufacture of the article, as it regards
the manufacture; and their worse than inutility, in
relation to the home production of the material it-
self, have been anticipated, particularly in discussing
the subject of pecuniary bounties.

Cotton has not the same pretensions with hemp to
form an exception to the general rule.

Not being, like hemp, an universal production of
the country, it affords less assurance of an adequate
internal supply ; but the chief objection arises from
the doubts which are entcrtained concerning the
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quality of the national cotton. It is alleged, that
the fibre of it is considerably shorter and weaker
than that of some other places; and it has been ob-
served as a general rule, that the nearer the place of
growth to the equator, the better the quality of the
cotton. That which comes from Cayenne, Surrinam,
and Demarara, is said to be preferable, even ata
material difference of price, to the cotton of the is-
lands.

While a hope may reasonably be indulged, that
with due care and attention, the national cotton may
be made to approach nearer than it now does to that
of regions somewhat more favoured by climate; and
while facts authorize an opinion, that very great use
nay be made of it, and that it is a resource which
gives greater security to the cotton fabrics of this
country, than can be enjoyed by any which depends
wholly on external supply, it will certainly be wise
in every view, to let our infant manufactures have
the full benefit of the best materials on the cheapest
terms. Itis obvious that the necessity of having
such materials, is proportioned to the unskilfulness
and inexperience of the workmen employed, who, if
inexpert, will not fail to commit great waste, where
the materials they are to work with are of an indif-
ferent kind.

To secure to the national manufacturers so essen-
tial an advantage, a repeal of the present duty on
imported cotton is indispensable.

A substitute for this, {far mose encouraging to do-
mestic production, will be to grant a bounty on the
national cotton, when wrought at a home manufac-
tory ; to which a bounty on the exportation of it may
be added. Either, or hoth, would do much more
towards promoting the growth of the article, than
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the merely nominal encouragement, which it is pro-
posed to abolish. The first would also have a di-
rect influence in encouraging the manufacture.

The bounty which has heen mentioned as existing
in Great-Britain upon the exportation of coarsc lincns
not exceeding a certain value, applics also to certain
descriptions of cotton goods of similar value.

This furnishes an additional argument for allow-
ing to the national manufacturers the specics of en-
couragement just suggested, aud indeed for adding
some other aid

One cent per yard, not less than of a given width,
on all goods of cotton, or of cotton and linen mixed,
which are manufactured in the United States, with
the addition of one cent per pound weight of the
material, if made of national cotton, would amount
to an aid of considerable importance, both to the
production and to the manufacture of that valuable
article.  And it is conceived, that the expense
would be well justified by the magnitude of the ob-
ject.

The printing and staining of cotton goods, is known
to be a distinct business from the fabrication of them.
It is one easily accomplished, and which, as it adds
materially to the value of the article in its white
state, and prepares it for a variety of new uses, is of
importance to be promoted.

As imported cottons, equally with those which are
made at home, may be the objects of this manufac-
ture, it will merit consideration, whether the wholc,
or a part of the duty, on the white goods, ought
not to be allowed to be drawn back in favour
of those who print or stain them. ‘I'his mecasure
would certainly operate as a powerful encourage-
ment to the business; and though it may in a de-
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gree counteract the original fabrication of the arti-
cles, it would probably more than compensate for
this disadvantage in the rapid growth of a collateral
branch which is of a nature sooner to attain to matu-
rity. When a sufficient progress shall have been
made, the drawback may be abrogated, and by that
time the domestic supply of the articles to be print-
ed or stained, will have been extended.

If the duty of seven and an half per cent. on cer-
tain kinds of cotton goods were extended to all goods
of cotton, or of which it is the principal material, it
would probably more than counterbalance the effect
of the drawback proposed in relation to the fabrica-
tion of the article. And no material obhjection oc-
curs to such an extension. The duty, then, consider-
ing all the circumstances which attend goods of this
description, could not be deemed inconveniently
high; and it may be inferred from various causes
that the prices of them would still continue mode-
Tate.

Manufactories of cotton goods not long since es-
tablished at Beverly in Massachusetts, and at Provi-
demnce, in the state of Rhode-Island, and conducted
with a perseverance corresponding with the patriotic
motives which began them, seem to have overcome
the first obstacles to success; producing corderoys,
velverets, fustians, jeans, and other similar articles,
of a quality which will bear a comparison with the
like articles brought from Manchester. The one at
Providence has the merit of being the first in intro-
ducing into the United States the celebrated cotton
mill ; which not only furnishes materials for that
manufactory itself, but for the supply of private fa-
niilies for household manufacture.
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Other manufactories of the same material, as regu-
larbusinesses, have also been begun at different places
in the state of Connecticut, but all upon a smaller
scale than those above mentioned. Some cssays are
also making in the printing and staining of cotton
goods. There are several small establishments of
this kind already on foot.

WOOL.

In a country, the climate of which partakes of so
considerable a proportion of winter as that of a
great part of the United States, the woollen branch
cannot be regarded as inferior to any which rclates
to the clothing of the inhahitants.

ITousehold manufactures of this material are car-
ried on in diffcrent parts of the United States to a
very interesting extent; but there is only one
branch which, as a regular business, can be said to
have acquired maturity. This is the making of hats,

Hats of wool, and of wool mixed with fur, are
made in large quantitics in different states ; and no-
thing seems wanting but an adequate supply of ma-
terials to render the manufacture commensurate with
the demand.

A promising essay towards the fabrication of cloths,
cassimeres, and other woollen goods, is likewise go-
ing on at Hartford, in Connecticut. Specimens of
the different kinds which are made, in the posses-
sion of the Secretary, evince that these fabrics have
attained a very considerable degree of perfection.
Their quality cestainly surpasses any thing tbat
could have been looked for in so short a time, and
under so great disadvantages; and conspires with
the scantiness of the means, which have been at the
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vommand of the directors, to form the eulogium of
that public spirit, perseverance, and judgment, which
have heen able to accomplish so much.

To cherish and bring to maturity this precious
embryo, must engage the most ardent wishes, and
proportionable regret, as far as the means of doing it
may appear difficult or uncertain.

Measures which should tend to promote an abun-
dant supply of wool of good guality, would proba-
bly afford the most efficacious aid that present cir-
eumstances permit.

To encourage the raising and improving the breed
of sheep at home, would certainly be the most desir-
able expedient for that purpose; but it may not be
alone sufficient, especially as it is yet a problem,
whether our wool be capable of such a degree of im-
provement, as to render it fit for the finer fabrics.

Premiums would probably be found the best means
of promoting the domestic, and bounties the foreign
supply. The first may be within the compass of the
institution hereafter to hesubmitted ; the last would
Tequire a specific legislative provision. If any boun-
ties are granted, they ought, of course, to be adjust-
ed with an eye to quality as well as quantity.

A fund for this purpose may be derived from the
addition of two and an half per cent. to the present
rate of duty on carpets and carpeting ; an increase,
to which the nature of the articles suggests no ob-
jection, and which may at the same time furnish a
motive the more to the fabrication of them at home ;
towards which 'some beginnings have been made.

SILK.
The production of this article is attended with

great facility in most parts of the United States.
VOL. 1. 2w

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER

266 REPORT ON

Some pleasing essays are making in Connecticut, as
well towards that, as towards the manufacture of
what is produced. Stockings, handkerchiefs, rib-
bons, and buttons, are made, though as yet but in
small quantities.

A manufactory of lace, upon a scale not very ex-
tensive, has been long memorable at Ipswich, in the
state of Massachusetts.

An exemption of the material from the duty which
it now pays on importation, and premiums upon the
production, to be dispensed uuder the direction of
the institution before alluded to, scem to be the only
species of encouragement adviseable at so carly a
stage of the thing,

GLASS.

The materials for making glass are found every
where. In the United States there is no deficiency
of them. The sands and stones called Tarso, which
include flinty and chrystalline substances generally,
and the salts of various plants, particularly of the
sea-weed Kali, or kelp, coustitute the essential in-
gredients.  An extraordinary abundauce of fucl, is a
particular advantage cnjoyed by this country for
such manufactures. They, however, require large
capitals, and involve much manual labour,

Different manufactories of glass are now on foot
in the Uuited States. The present duty of twclve
and an half per cent. on all imported articles of glass,
amount to a considerable encouragement to those
manufactories. If any thing in addition is judged
cligibl., the most proper would appear to be a di-
rect bounty on window-glass and black bottles.
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The first recommends itself as an object of gene-
ral convenience ; the last adds to that character, the
circumstance of being an inportant item in breweries.
A complaint is made of great deficiency in this res-
pect.

GUN-POWDER.

No small progress has been of late made in the
manufacture of this very important article. It may,
indeed, be considered as already established ; but its
high importance renders its further extension very
desirable.

The encouragements which it already enjoys, are
a duty of ten per cent. on the foreign rival article,
and an exemption of salt-petre, one of the principal
ingredients of which it is composed, from duty. A
like exemption of sulphur, another chief ingredient,
would appear to be equally proper. No quantity of
this article has yet been produced from internal
sources. 'The use made of it in finishing the bot-
toms of ships, is an additional inducement to placing
itin the class of free goods. Regulations for the
careful inspection of the article would have a favour-
able tendency.

PAPER.

Manufactories of paper are among those which are
arrived at the greatest maturity in the United States,
and are most adequate to national supply. That of
paper-hangingsis a branch in which respectable pro-
gress has been made.

Nothing material seems wanting to the further
success of this valuable branch, which is already
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protected by a competent duty on similar imported
articles.

In the enumemntion of the several kinds made
subject to that duty, sheathing and cartridge paper
bave been omitted. These being the most simple
manufactures of the sort, and nccessary to military
supply, as well as ship-building, rccommend them-
selves, cqually with those of other descriptions, to
encouragement, and appear to be as fully within the
compass of domestic exertions.

PRINTED BOOKS.

The great number of presses disseminated through-
out the Union, seem to affortl an assurance, that
there is no need of heing indebted to forcign coun-
tries for the printing of the hooks which are used in
the United States. A duty of ten per cent. instead
of five, which is now charged upon the article,
would have a tendency to aid the bhusiness inter-
nally.

It occurs, as an objection to this, that it may have
an unfavourable aspect towards literature, by raising
the prices of books in universal use in private fami-
lies, schools, and other seminarics of learning, But
the difference it is conceived would be without ef-
fect.

As to books which usually fill the libraries of the
wealthier classes, and of professional men, such an
augmentation of prices, as might be occasioned by
an additional duty of five per cent. would be too lit-
tle felt to be an impediment to the acquisition.

And with regard to books which may be specially
imported for the use of particular seminaries of learn-
ing, and of public librarics, a total exemption from
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duty would be adviseable, which would go towards
obviating the objection just mentioned. They are
now subject to a duty of five per cent.

As to the books in most general family use, the
constancy and universality of the demand, would en-
sure exertions to furnish them at home, and the
means are completely adequate. It may also be ex-
pected ultimately, in this as in other cases, that the
extension of the domestic manufacture would con-
duce to the cheapness of the article.

It ought not to pass unremarked, that to encourage
the printing of books, is to encourage the manufac-
ture of paper.

REFINED SUGARS AND CHOCOLATE

Are among the number of extensive and prosper-
ous domestic manufactures.

Drawbacks of the duties upon the materials of
which they are respectively made, in cases of expor-
tation, would have a beneficial influence upon the
manufacture, and would conform to a precedent,
which has been already furnished in the instance of
molasscs, on the exportation of distilled spirits,

Cocoa—the raw material now pays a duty of one
cent per pound, while chocolate, which is a prevail-
ing and very simple manufacture, is comprised in the
mass of articles rated at no more than five per cent.

There would appear to be a propriety in encou-
raging the manufacture, by 2 somewhat higher duty
on its foreign rival, than is paid on the raw mate-
rial. Two cents per pound on imported chocolate,
would, it is presumed, he without inconvenience,
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THE foregoing heads comprise the most importaut
of the several kinds of manufactures which have oc-
curred as requiring, and, at the same time, as most
proper for public encouragement ; and such measures
for affording it, as have appeared hest calculated to
answer the end, have been suggested.

The observations which have accompanied this
delineation of ohjects, superscde the necessity of
many supplementary remarks. One or two, how-
ever, may not be altogether superfluons.

Bounties are in various instances proposed as onc
species of encouragement.

Itis a familiar objcction to them, that they are
difficult to be managed, and liable to frauds. But
neither that difficulty nor this danger scems suffici-
ently great (o countervail the advantages of which
they are productive, when rightly applicd. And it is
presumed to have becn shown, that they are in somne
cases, particularly in the infancy of new enterpriscs,
indispeonsable.

It will, however, he neccssary to guard with ex-
traordinary circumspection the manner of dispensing
them. The requisite precautions hatc been thought
of ; but to enter into the detail would swell this re-
port, already voluminous, to a size too inconvenient.

If the principle shall not be decemed inadmissible,
the means of avoiding an abuse of it will not be like-
ly to present insurmountable obstacles. There arc
useful guides from practice in other quarters.

It shall, therefore, only be remarked here, in re-
lation to this poiat, that any bounty which may be
applied to the manufacture of an article, cannot with
safety extend beyond those manufactories at whicl
the making of the article is a regular trade. T
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would beimpossible to annex adequate precautions
to a benefit of that nature, if extended to every
private family in which the manufacture was in-
cidentally carried on; and its being a merely inci-
dental occupation, which engages a portion of time
that would otherwise be lost, it can be advantage-
ously carried on without so special an aid.

The possibility of a diminution of the revenue,
may also present itself, as an objection to the ar-
rangements which have been submitted.

But there is no truth which may be more firmly
relied upon, than that the interests of the revenue
are promoted by whatever promotes an increase of
national industry and wealth.

In proportion to the degree of these, is the capa-
eity of every country to contribute to the public
treasury ; and where the capacity to pay is increas-
ed, or even is not decreased, the only consequence
of measures which diminish any particular resource,
is a change of the object. If by encouraging the
manufacture of an article at home, the ievenue,
which has been wont to accrue from its importa-
tion, should be lessened, an indemnification can
easily be found, either out of the manufacture it-
self, or from some other object which may be deem-
ed more convenient. )

‘The measures, however, which have been sub-
mitted, taken aggregately, will, for a long time
to come, rather augment than decrease the public
Tevenue,

There is little room to hope, that the progress
of manufactures will so equally keep pace with
the progress of population, as to prevent even
a gradual augmentation of the product of the duties
on imported articles,
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As, nevertheless, an abwlition in some instances,
and a reduction in others, of duties which have
been pledged for the public debt is proposed, it
is essential that it should be accompanied with
a competent substitute. In order to this, it is re-
quisite that all the additional duties which shall
be laid, be appropriated, in the first instance, to
replace all defalcations which may proceed from
any such abolition or diminution. It is evident
at first glance, that they will not only be adequate
to this, but will yicld a considerable surplus. This
surplus will serve,

First. 'To constitate a fund for paying the boun.
ties which have been decreed.

Secondly. To constitute a fund for the opera-
tions of a board, to be established for promoting
arts, agriculture, manufacturcs, and commerce. Of
this institution, different intimations have becn
given in the course of this report. An outline of
a plan for it shall now be-submitted.

Let a certain aunual sum be set apart, and
placed under the management of commissioners,
not less than three, to consist of certain officers
of the government and their successors in office,

Let these commissioners be empowered to ap-
ply the fund confided to them, to defray the ex-
penses of the emigration of artists and manufac
turers, in particular branches of extraordinary im.
portance—to induce the prosecution and introduc-
tion of useful discoverics, inventions, and improve-
ments, by proportionate rewards, judiciously held
out and applied—to encourage by premiums, both
honourable and lucrative, the exertions of indivi-
duals, and of classcs, in relation to the scveral ob-
jects they are charged with promoting—and to al-
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ford such other aids to those objects as may be ge-
nerally designated by law,

The commissioners to render to the legislature
an annual account of their transactions and dis-
bursements ; and. all such sums as shall not have
been applied to the purposes of their trust, at the
end of every three years, to revert to the treasu-
ry. It may also be enjoincd upon them, mot to
draw out the money, but for the purpose of some
specific disbursement.

It may, moreover, be of use to authorize them to
receive voluntary contributions; making it their
duty to apply them to the particular objects for
which they may have been made, if any shall have
been designated by the donors.

There is reason to believe that the progress of
particular manufactures has been much retarded
by the want of skilful workmen; and it often
happens that the capitals employed are not equal
to the purposes of bringing from abroad workmen
of a superior kind. Here, in cases worthy of it,
the auxiliary agency of government would in all’
probability be useful. There are also valuable
workmen in every branch, who are prevented from
emigrating solely by the want of means. Occasion-
al aids to such persons, properly administered,
might be a source of valuable acquisitions to the
country.

The propriety of stimulating, by rewards, the in-
vention and introduction of useful improvements,
is admitted without difficulty. But the success of
attempts in this way, must evidently depend much
on the manner of conducting them. It is pro-
bable, that the placing of the dispensation of those
rewards under some proper discretionary direction,

VOL. I. 2w
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where they may be accompanied by collateral expe-
dients, will serve to give them the surest efficacy.
It scems impracticable to apportion, by general
rules, specific compensations for discoveries of un-
known and disproportionate utility.

The great use which may be made of a fund of
this nature, to procure and import foreign improve-
ments, is particularly obvious. Among these, the
article of machines would form a most important
item.

The opemation and utility of premiums have been
adverted to; together with the advantages which
have resulted from their dispensation, under the
direction of certain public and private socicties. Of
this, some experience has been had in the instance
of the Pennsylvania Society, for the promotion of
manufactures and uscful arts; but the funds of that
association have been too contracted to produce
more than a very small portion of the good to which
the principles of it would have led. It may confi-
dently be affimed, that there is scarcely any thing
which has becn devised, better calculated to excite a
general spirit of improvement than the institutions
of this nature. They are truly invaluable.

In countries where there is great private wealth,
much may be effected by the voluntary contributions
of patriotic individuals; but ina community situat-
ed like that of the United States, the public purse
must supply the deficiency of private resource. In
what can it be so useful as in prompting and im-
proving the efforts of industry?

All which is humbly submitted.

ALEXANDER HAMILTON,
Secrctary of the Treasury.
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REPORT

ON
THE ESTABLISHMENT

OF A

MIEINT.

D O

Fhe SecrETARY Oof the TREASURY, having attentively
considered the subject referred to him by the order of
the House or REPRESENTATIVES, of the fiftcenth day
of April last, relative to the establishment of a Mixr,
most respectfully -submits the result of his inquiries
and reflections.

A PLAN for an establishment of this nature, in-
volves a great variety of considerations, intricate,
pice, and important. The general state of debtor
and creditor ; all the relations and consequences of
PRICE ; the essential interests of trade and industry 3
the value of all property ; the whole income, both of
the state and of individuals, are liable to be sensibly
influenced, beneficially, or otherwise, by the judi-
cious, or injudicious regulation of this interesting
object.

1t is one, likewise, not more necessary than diffi-
cult to be rightly adjusted ; one which has frequent-
ly occupied the reflections and researches of politi-
cians, without having harmonized their opinions on
some of the most important of the principles which en-
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terintoits discussion. Accordingly, different systems
continue to be advocated, and the systems of diffier-
ent nations, after ynuch investigation, continue to
differ from each other.

But if a right adjustment of the matter be truly
of such nicety and difficulty, a question naturally
arises, whether it may not be most adviseable to lcave
things, in this respect, in the state in which they are?
Why, might it be asked, since they have so long
proceeded in a train, which has caused no general
sensation of inconvenience, should alterations be at-
tempted, the precise effect of which cannot with cer-
tainty be calculated ?

The answer to this question is not perplexing.—
The immense disorder which actually reigns in so
delicate and important a concern, and the still great-
er disorder which is every moment possible, call
loudly for a reform. The dollar, originally contem-
plated in the money transactions of this country, by
successive diminutions of its weight and finencss,
has sustained a depreciation of five per cent. And
yet the new dollar has a curreney in all payments in
place of the old, with scarcely any attention to the
dificrence hetween them. The operation of this, in
depreciating the value of property depending upon
past contracts, and, (as far as inattention to the aly
teration in the coin may be supposed to lcave prices
stationary,) of all other property, is apparent. Nor
can it require argument to prove, that a nation ought
not to suffer the value of the property of its citizens
to fluctuate with the fluctuations of a foreign mint,
and to change with the changes in the regulations of
a foreign sovereign. This, nevertheless, is the con-
dition of one, which having no coins of its own,
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adopts with implicit confidence those of other coun-
tries.

The unequal values allowed in different parts of the
union to coins of the same intrinsic worth; the de-
fective species of them, which embarrass the circu-
lation of some of the states; and the dissimilarity in
their several monies of account, are inconveniences,
which, if not to be ascribed to the want of a nation-
al coinage, will at least be most effectually remedied
by the establishment of one; a measure that will at
the same time give additional security against im-
positions by counterfeit, as well as by base curren-
cies.

It was with great reason, therefore, that the at-
tention of Congress, under the late confederation,
was repeatedly drawn to the establishment of a mint ;
and it is with egual reason that the subject has been
resumed; now that the favourable change which
has taken place in the situation of public affairs, ad-
mits of its being carried into execution,

But though the difficulty of devising a proper es-
tablishment ought not to deter from undertaking so
necessary a work; yet it cannot but inspire diffi-
dence in one, whose duty it is made to propose a
plan for the purpose ; and may perhaps be permitted to
he relied upon as some excuse for any errors which
may be chargeable upon it, or forany deviations from
sounder principles, which may have been suggested
by others, or even in part acted upon by the former
government of the United States.

In order to a right judgment of what ought to be
done, the following particulars require to be discuss-
ed:
Ist. What ought to be the nature of the money
unit of the United States?
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2d. What the proportion between gold and silver,
if coins of both metals are to be established ?

3d. What the proportion and composition of alloy
in each kind?

4th. Whether the expense of coinage shall be de-
frayed by the government, or out of the material it-
self?

Sth. What shall be the number, denominations,
sizes, and devices of the coins ?

6th. Whether foreign coins shall be permitted to be
current or not? if the former, at what rate, and for
what period?

A pre-requisite to determining with propricty what
ought to be the money unit of the United States, is to
endeavour to form as accurate an idea as the nature
of the case will admit, of what it actually is. The
pound, though of various value, is the unit in the
money of account of all the States. But it is not
equally easy to pronounce what is to be considered
as the unit in the coins. There being no formal re-
gulation on the point, (the resolutions of Congress of
the 6th of July, 1785, and 8th of August, 1786, hav-
ing never yet been carried into operation,) it can
only be inferred from usage or practice, The man-
ner of adjusting forcign exchanges, would seem to
indicate the dollar as best entitled to that character.
In these, the old piastre of Spain; or old Seville
piece of eight rials, of the value of four shillings and
six pence sterling, is evidently contemplated. The
computed par between Great-Britain and Pennsylva-
nia, will serve as an example. According to that,
one hundred pounds sterling is equal to one hundred
and sixty-six pounds and two-thirds of a pound
Pennsylvania currency ; which corresponds with the
proportion between four shillings and six pence ster-
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ling, and seven shillings and six pence, the current
value of the dollar in that state, by invariable usage.
And as far as the information of the Secretary goes,
the same comparison holds in the other States.

But this circumstance in favour of the dollar,
loses much of its weight from two considerations.
That species of coin has never had any settled or
standard value, according to weight or fineness;
but has been permitted to circulate by tale without
regard to either ; very much asa mere money of con-
venience; while gold has had a fixed price by
weight, and with an eye to its fineness. This great-
er stability of value of the gold coins, is an argu-
ment of force for regarding the money unit as hav-
ing been hitherto virtually attached to gold, rather
than to silver.

Twenty-four grains, and six-eighths of a grain of
fine gold, have corresponded with the nominal va-
lue of the dollar in the several states; without re-
gard to the successive diminutions of its intrinsic
worth.

But if the dollar should, notwithstanding, be sup-
posed to have the best title to being considered as
the present unit in the coins, it would remain to de-
termine what kind of dollar ought to be understood ;
or, in other words, what precise quantity of fine silver.

The old piastre of Spain, which appears to have
regulated our foreign exchanges, weighed 17 dwt.
12 grains, and contained 386 grains and 15 mites of
fine silver. But this piece has been long since out of
circulation. The dollars now in common currency are
of recent date, and much inferior to that both in weight
and fineness. The average weight of them, upon
different trials in large masses, has been found to be
17 dwt. 8 grains. Their fineness is less precisely
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ascertained ; the results of various assays, made by
different persons, under the direction of the late
superintendant of the finances, and of the Sccretary,
being as various as the assays themselves. The
difference between their extremes is not less than 24
grains in a dollar of the same weight and age;
which is too much for any probable differences in
the picces. It is rather to be presumed, that a de-
gree of inaccuracy has been occasioned by the want
of proper apparatus, and, in general, of praciice. The
experiment which appéars to have the best preten-
sions to exactness, would make the new dollar to
contain 370 graius and 933 thousandth parts of a
grain of pure silver.

According to an authority, on which the Secretary
places rcliance, the standard of Spain for its silver
coin, in the year 1761, was 2061 parts fine, and 27
parts alloy 3 at which proportion, a doliar of 17 dwt.
8 grains, would consist of 377 gmins of fine silver,
and 39 grains of alloy. But there is no question
that this standard has been since altered considera.
bly for the worse: to what precise point, is not as well
ascertained as could be wished ; but from a computa-
tion of the valuc of dollarsin the markets both of Am-
sterdam and London, (a criterion which cannot ma-
terially mislead,) the new dollar appears to contain
about 368 grains of fine silver, and that which im-
mediately preceded it, about 374 grains.

In this state of things, there is some difficulty in
defining the dollar, which is to be understood as
coustituting the present money unit; on the sup-
position of its being most applicable to that species
of coin. The old Scville picce of 386 grains and 15
mites fine, comports best with the computations of
foreign exchanges, and with the more ancient con-
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tracts, respecting landed property ; but for the great-
er number of contracts still in operation concerning
that kind of property, and all those of a merely
personal nature, now in force, must be referred to a
dollar of a difierent kind. The actual dollar at the
time of contracting is the only ope which can he
supposed to have been intended; and it has been
seen, that as long ago as the year 1761, there had
been a material degradation of the standard. And
even in regard to the more ancient contracts, no per-
son has ever had any idea of a scruple about recciv-
ing the dollar of the day, as a full equivalent for the
nominal sum, which the dollar originally imported.

A recurrence, therefore, to the ancient dollar
would be, in the greatest number of cases, an innova-
tion in fact, and in all, an innovation in respect to
opinion.. The actual dollar, in common circulation,
has evidently a much better claim to be regarded as
the actual money unit.

The mean intrinsic value of the different kinds of
known dollars, has been intimated as aflording the
proper criterion. But when it is recollected, that
the more ancient and more valuable ones are not
now to be met with at all in circulation; and that
the mass of those generally current, is composed of
the newest and most inferior kinds; it will be per-
ceived, that even an equation of that nature would
be a considerable innovation upon the real present
state of things; which it will certainly be prudent
to approach, as far as may be consistent with the
permanent order designed to be introduced.

An additional reason for considering the prevailing
dollar as the standard of the present money unit, ra-
ther than the ancient one, is, that it will not only be
conformable to the true existing proportion hetween
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Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER

282 REPORT ON THE

the two metals in this country, but will be more cou-
formable to that which obtains in the commercial
world generally,

The diffcrence established by custom in the Unit-
ed States hetween coincd gold and coined silver, has
been stated, upon another occasion, to he nearly as 1
to 15.6. This, if truly the case, would imply that
gold was extremely over-valued in the United States;
Jor the highest actual proportion in any part of Eu-
rope, very little, if at all, cxceeds 1 to 15; and the
average proportion throughout Europe is probably
not more than about 1 to 14.8. But that statement
has proceeded upon the idea of the ancient dollar.
One penny-weight of gold of 22 carrats fine, at Gs.
8d. and the old Seville picce of 386 grains and 16
mites of pure silver, at 7. 6d. furnish the cxact ratio
of 1 to 15.6262. But this docs not coincide with
the real difference between the metals, in oir mar-
ket, or, which is with us the same thing, in our cur-
rency. To determine this, the quantity of fine silver
in the general mass of the dollars now in circula-
tion, must afford the rule. Taking the rate of the
Iate dollar of 374 grains, the proportion would be as
1to 15.11. Taking the rate of the newest dollar,
the proportion would then beas 1 to 14.87. The
mean of the two would give the proportion of 1 to
15 very mearly ; lcss than the legal proportion in
the coins of Great-Britain, whichis as 1 to 15.2; but
somewhat more than the actual or market propor-
tion, which is not quite 1 to 15.

The preceding view of the subject does not in-
deed afford a precise or certain definition of the pre-
sent unit in the coins, but it furnishes data, which
will serve as guides in the progress of the investiga-
tion. It ascertains, at least, that the sum in the mo-
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ney of account of each state, corresponding with the
nominal value of the dollar in such state, corres-
ponds also with 24 grains and six-eighths of a grain of
fine gold, and with something hetween 368 and 374
grains of fine silver.

The next inquiry towards a right determination of
what ought to be the future money unit of the Unit-
ed States, turns upon these questions—Whether it
ought to be peculiarly attached to either of the me-
tals, in preference to the other, or not; and if to
either, to which of them ?

The suggestions and proceedings hitherto have
had for their object the annexing of it emphatically to
thesilver dollar. A resolution of Congress of the 6th of
July, 1785, declares that the money unit of the Unit-
ed States shall be a dollar ;. and another resolution of
the 8th of August, 1786, fixes that dollar at 375
grains and 64 hundredths of a grain of fine silver,
Thesame resolution, however, determines, that there
shall also be two gold coins, one of 246 grains and
268 parts of a grain of pure gold, equal to ten dol-
lars; and the other of half that quantity of pure
gold, equal to five dollars. And itis not explained,
whether either of the two species of coins, of
gold or silver, shall have any greater legality in
payments, than the other. Yet it would seem, that
a preference in this particular is necessary to execute
the idea of attaching the unit exclusively to ome
kind. If each of them be as valid as the other, in
Payments to any amount, it is not obvious, in what
cffectual sense either of them can be deemed the
money unit, rather than the other.

If the general declaration, that the dollar shall be
the money unit of the United States, could be under-
stood to give it a superior legality in payments ; the
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institution of coins of gold, and the declaration that
cach of them shall be equal to a certain number of
dollars, would appear to destroy that inference: And
the circumstance of making the dollar the unit in
the money of account,scems to be rather matter of
form than of substance.

Countrary to the ideas which have herctofore pre-
vailed, in the suggestions concerning a coinage for
the United Statces, though not without much hesita-
tion, arising from a deference for thosc ideas, the Se-
cretary is, upon the whole, strongly inclined to the
opinion, that a preference ought to be given to
neither of the metals for the nioney unit.  Perhaps,
if either were to be preferred, it ought to be gold ra-
ther than sitver.

The reasons are thesem-

The inducement to such a preference is to render
the uunit as little variable as possible; because on
this depends the steady value of all contracts, and,
in a certain sense, of all other property. And it is
truly observed, that if the unit belong indiscriminate-
Iy to both the metals, it is subject to all the fluctua-
tions that happen in the relative value which they
hear to each other. But the same reason would lead
to annexing it to that particular one which is itself
the least liable to variation ; if there be, in this re-
spect, any discernible difference between the two,

Gold may, perhaps, in certain senscs, be said to
have greater stability than silver: As being of su-
perior value, less liberties have been taken with it
in the regulations of different countries. Its standard
has remained more uniform, and it has in other re-
spects undergone fewer changes: as being not so
much an article of merchandize, owing to the use
made of silver in the trade with the East-Indies and
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China, it is less liable to be influenced by circum-
stances of commercial demand. And if reasoning by
analogy, it could be affirmed, that there is a physical
probability of greater proportional increase in the
quantity of silver than in that of gold, it would af-
ford an additional reason for calculating on greater
steadiness in the value of the latter,

As long as gold, either from its intrinsic superior-
ity as ametal, from its greater rarity, or from the pre-
judices of mankind, retains so considerable a pre-emi-
nence in value over silver as it has hitherto had, a
natural consequence of this seems to be, that its con-
dition will be more stationary. The revolutions, there-
fore, which may take place in the comparative value of
gold and silver, will be changes in the state of the
latter, rather than in that of the former.

If there should be an appearance of too much ab-
straction in any of these ideas, it may be remarked,
that the first and most simple impressions do not na-
tunally incline to giving a preference to the inferior
or least valuable of the two metals,

It is sometimes observed, that silver ought to be
encouraged rather than gold, as being more condu-
cive to the extension of bank circulation, from the
greater difficulty and inconvenience which its great-
er bulk, compared with its value, occasions in the
transportation of it. But bank circulation is desira-
ble rather as an auxiliary to, than as a substitute for,
that of the precious metals ; and ought to be left to its
natural course. Artificial expedients to extend it,
by opposing obstacles to the other, are at least not
recommended by any very obvious advantages. And
in general, it is the safest rule, to regulate every par-
ticular institution or object, according to the princi-
ples whicl, in relation to itself, appear the most
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sound. 1In addition to this, it may be observed, that
the inconvenience of transporting cither of the me-
tals, is sufficiently great to induce a preference of
bank paper, whenever it can be made to answer the
purpose equally well.

But, upon the whole, it seems to be most advisc-
able, as has been obscrved, not to attach the unit ex-
clusively to cither of the metals; hecause this
cannot be douc cfficctually, without destroying
the office and character of onc of them as moncy,
aud reducing it to the situation of a mere merchan-
dize; which, accordingly, at difierent times has
beca proposed from diflerent and very respectable
quarters ; but which would probably be a greater
evil than occasional variations in the unit, from the
fluctuations in the relative value of the metals; es-
pecially il care he taken to regulate the proportion
between them, with an eye to their average commer-
cial value,

To annul the use of cither of the metals as money,
isto abridge the quantity of circulating medium
and is liable to all the objections which arise from a
comparison of the bhenefits of a full, with the evils of
a scanty circulation.

Itis not a satisfactory answer to say, that none but
the favoured metal would, in this case, find its way
into the country, as in that all balances must be
paid. ‘The practicability of this would in some mea-
sure depend on the abundance or scarcity of it in the
country paying, Where there was but little, it either
would not be procurable at all, or it would cost a
premium to ohtain it; which, in every case of a com-
petition with others in a branch of trade, would con-
stitute a deduction from the profits of the pasty re-
ceiving.  Perhaps, too, the embarrassments which

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed

ESTABLISHMENT OF A MINT. 287

such a circumstance might sometimes create in the
pecuniary liquidation of balances, might lead to ad-
ditional efforts to find, a substitute in commodities,
and might so far impede the introduction of the
metals. Neither could the exclusion of either of
them be deemed, in other respects, favourable to
commerce. It is often in the course of trade as de-
sirable to possess the kind of money, as the kind of
ecommodities, best adapted to a foreign market.

It seems, however, most probable, that the chief, if
not the sole effect of such a regulation, would be to
diminish the utility of one of the metals. It could
hardly prove an ohstacle to the introduction of that
which was éxcluded, in the natural course of trade;
because it would always command a ready sale for
the purpose of exportation to foreign markets. But
such an effect, if the only one, is not to be regarded
as a trivial inconvenience.

If, then, the unit ought not to be attached exclu-
sively to either of the metals, the proportion which
ought to subsist between them in the coins, becomes
a preliminary inquiry, in order to its proper adjust-
ment, This proportion appears to be, in several
views, of no inconsiderable moment.

One consequence of overvaluing either metal, in
respect to the other, is the banishment of that which
is undervalued. If two countries are supposed, in
one of which the proportion of gold to silver is as 1
to 16, in the other as 1 to 15, gold being worth more,
silver less, in one than in the other; it is manifest,
that in their reciprocal payments, each will select
that species which it values least, to pay to the other
where it is valued most. Besides this, the dealers
in money will, from the same cause, often find a pro-
fitable traffic in an exchange of the metals between
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the two countrics. And hence, it woitld come to pass,
if other things were equal, that the greatest part of
the gold would be collected in one, and the greatest
part of the silverin the other. The course of trade
might in some degree counteract the tendency of the
difference in the legal proportions by the market va-
lue; but thisis so farand so often influenced by the
legal rates, that it does not prevent their producing
the eficet which is inferred.  Facts, too, verify the
inference. In Spain and Euogland, where gold is
rated higher than in other parts of Europe, there isa
scarcity of silver; while it is found to abound in
France and Holland, where it is rated higher in pro-
portion to gold, than in the peighbouring nations.
And it is continually flowing from Europe to China
and the East-Indies, owing to the comparative cheap-
ness of it in the former, and deamess of it in the
latter,

This consequence is decmed by some not very
material ; and there are even persons, who, from a
fanciful predilection to gold, are willing to invite it,
even by a higher price. But general utility will
best be promoted by a due proportion of both metals,
If gold be most convenient in large payments, silver
is best adapted to the more minute and ordinary
circulation.,

But it is to be suspected, that there is another con-
sequence more serious than the one which has been
mentioned, This is the diminution of the total quan-
tity of specie which a country would naturally pos-
sess.

It is evident, that as often as a country which
over-rates either of the metals, receives a payment in
that metal, it gets a less actual quantity than it ought
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to do, or than it would do, if the rate were a just
one.

It is also equally evident, that there will be a conti-
nual effort tomake paymenttoitinthatspeciestowhich
it has annexed an exaggerated estimation, wherever it
is current at a less proportional value. And it would
seem to be a very natural effect of these two causes,
not only that the mass of the precious metals in the
country in question, would consist chiefly of that
kind to which it had given an extraordinary value,
but that it would be absolutely less, than if they had
been duly proportioned to each other.

A conclusion of this sort, however, is to be drawn
with great caution. In such matters, there are al-
ways some local, and, many other particular circum-
stances, which qualify and vary the operation of
general principles, even where they are just; and
there are endless combinations very difficult to be
analyzed, which often render principles, that have
the most plausible pretensions, unsound and delu-
sive.

There ought, for instance, according to those
which have been stated, to have been formerly a
greater quantity of gold in proportion to silver in the
United States, than there has been; because the ac-
tual value of gold in this country, compared with
silver, was perhaps higher than in any other. But
opr situation in regard to the West-India islands, in-
to some of which there is a large influx of silver di-
rectly from the mines of South-America, occasions
an extraordinary supply of that metal, and, conse-
quently, 2 greater proportion of it in our circulation,
than might bave been espected from its relative
value.

VOL, I. 2
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What influence the proportion under cousideration
may have upon the state of prices, and how far this
may counteract its tendency to increase or lessen the
quantity of the metals, arc points not casy to be de-
veloped: and yet they are very necessary to an accu-
rate judgment of the true operation of the thing.

But however impossible it may be to pronounce
with certainty, that the posscssion of a less quantity
of specieis a consequence of overvaluing cither of
the metals, there is enough of probability in the con-
siderations which scem to indicate it, to form an ar.
gument of weight against such over-valuation.

A third ill consequence resulting fromit is, a great-
cr and more frequent disturbance of the state of the
money unit, by a greater and more frequent diversi-
ty between the legal and market proportions of the
mietals. This has not hitherto been expericnced in
the United States, but it has heen experienced else-
where: and from its not having becn felt Ly us
hitherto, it does not follow that this will not be the
case hereafter, when our comnicrce shall have attain-
od a maturity, which will place it under the influ.
cnce of more fixed principles,

In establishing a proportion between the metals,
there seems to be an option of one of two things—

To approach, as ncarly as it can be ascertaiued,
the mecan or average proportion, in what may be
called the commercial worlid; or,

To retain that which now exists in the United
States. As far as these happen to coincide, they will
render the course to be pursued more plain and morc
certain,

To ascertain the first with precision, would require
better materials than arc possessed, or than could he
obtained, withouat an inconvenicnt dclay.
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Sir Isaac Newton, in a representation to the trca-
sury of Great-Britain, in the year 1717, after stating
the particular proportions in the different countries
of Europe, concludes thus: ¢ By the course of trade
and exchange between nation and nation in all Eu-
rope, fine gold is to fine silver as 14% or 15 to 1.”

But however accurate and decisive this authority
may be deemed, in relation to the period to which it
applies, it cannot be taken, at the distance of more
than seventy years, as a rule for determining the ex-
isting proportion. Alterations have been since made
in the regulations of their coins by several nations;
which, as well as the course of trade, have an in-
fluence upon the market values. Nevertheless,
there is reason to believe, that the state of the mat-
ter, as represented by Sir Isaac Newton, is not very
remote from its actual state.

In Holland, the greatest money market of Europe,
gold was to silver, in December, 1789, as 1 to 14,88;
and in that of London, it has been for some time past
but little difierent, approaching perhaps something
nearer 1 to 15.

It has been seen, that the existing proportion be-
tween the two metals in this country, is aboutas 1 to
15.

Tt is fortunate, in this respect, that the innovations
of the Spanish mint have imperceptibly introduced
a proportion so analogous as this is, to that which
prevails amonig the principal commercial pations; as
it greatly facilitates a proper regulation of the mat-
ter.

This proportion of 1 to 15 is recommended by the
particular situation of our trade, as being very nearly
that which obtains in the market of Great-Britain,
to which nation our specie is principally exported,
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A Jower rate for either of the metals in our market
than in hers, might not only afford a motive the morce,
in ceitain cascs, to remit in specie, rather than in com-
modities; but it might, in somc athers, cause us to
pay a greater quantity of it for a given sum, than we
should otherwise do. If the cffect should rather be
to occasion a premium to be given for the metal
which was under-raied, this would obviale those
disadvantages; but it would involve another, a cus.
tomary difference between the market and legal pro-
portions, which would amount to a specics of disor-
der in the vational coinage.

Looking forward to the payments of interest here-
after to be made to Holland, the same proportion
does not appear incligible. The present legal pro-
portion in the coins of Holland, is stated at one to
fourtcen and ninc-tenths. That of the market, va-
ries somewhat at different times, but scldom very
widely from this point.

There can hardly be a better rule, in any country,
for the legal, than the market proportion; if this
can he supposed o have been produced by the free
and steady course of commercial principles, The
presumpiicn. in such casc, is, that each metal finds
its true level, according to its intrinsic utility in the
general system of money operations.

But it rust be admitted, that this argument in fa-
vour of continuing the existing proportion, is not
applicable to the state of the coins with us, ‘Lhere
have been too many artificial and heterogeneous in-
gredients; too much want of order, in the pecuniary
transactions of this country, to authorize the attribut-
ing the effects which bave appeared to the regular
operations of commcree. A proof of this is to be
drawn from the alterations which have happencd in
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the proportion between the metals merely by the
successive degradations of the dollar, in consequence
of the mutability of a foreign mint. The value of
gold to silver appears to have declined wholly from
this cause, from fifteen and six-tenths, to about fifteen
to one.. Yet as this last proportion, however produc-
ed, coincides so nearly with what may be deemed
the commercial average, it may be supposed to fur-
nish as good a rule as can be pursued.

The only question seems to be, whether the value
of gold ought not to he a little lowered, to bring it to
a more exact level with the two markets which have
been mentioned. Bat as the ratio of 1 to 15 is so
nearly conformable to the state of those markets, and
best agrees with that of our own, it will probably
be found the most eligible. If the market of Spain
continues to give a higher value to gold, (as it has
done in time past,) than that which is recommended,
therc may be some advantage in a middle station.

A further preliminary to the adjustment of the fu-
ture money unit, is, to determine what shall be the
proportion and composition of alloy in each species
of the coins.

The first, by the resolution of the 8th of August,
1786, before referred to, is regulated at one twelfth ;
or, in other words, at 1 part alloy to 11 parts fine,
whether gold or silver; which appears to be a con-
venient rule, unless there should be some collateral
consideration which may dictate a departure from it.
Its correspondency, in regard to both metals, is a re-
commendation of it; hecause a difference could an-
swer no purpose of pecuniary or commercial utility,
and uniformity is favourable to order.

This ratio, as it regards gold, coincides with the
proportion, real or professed, in the coins of Portu-

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER

204 REPORT ON THE

gal, England, France, and Spain. In those of the
two former, it is real; in those of the two latter, there
is a deduction for what is called remedy of weight
and alloy, which is in the nature of an allowance to
the master of the mint for errors and imperfcctions
in the process; rendering the coin either lighter or
baser than it ought to be. The same thing is known
in the theory of the English mint, where one-sixth
of a carat is allowed. But the difference scems to
be, that there, it is merely an occasional indemnity
within a certain limit, for real and unavoidable errors
and imperfections ; whereas in the practice of the
mints of France and Spain, it appears to amount to &
stated and regular deviation from the nominal stand-
ard. Accordingly, the rcal standards of Irance and
Spain are something worse than 22 carats, or 11 parts
in 12 fine.

The principal gold coins in Gemmany, Holland,
Sweden, Denmark, Poland, and Iialy, are finer than
those of England and Portugal in different degrecs,
from 1 carat and a quarter, to 1 carat and seven-
eighths, which last is within onc-eighth of a carat
of pure gold.

There are similar diversities in the standards of the
silver coins of the diffierent countries of Europe.
That of Great-Britain is 222 parts fine to 18 alloy :—
those of the other European nations vary from that
of Great-Britain, as widely as from about 17 of the
same parts hetter, to 75 worse.

The principal reasons assigned for the use of alloy,
are the saving of expense in the refining of the me-
tals, (which in their natural state are usually mixed
with a portion of the coarser kinds,) and the render-
ing of them barder, as a security against too great
waste hy friction or wearing. The first reason drawn
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Irom the original composition of the metals, is
strengthened at present by the practice of alloying
their coins, which has obtained among so many na-
tions. The reality of the effect to which the last rea-
son is applicable, has been denied, and experience has
been appealed to, as proving that the more alloyed
coins wear faster than the purer. The true state of
this matter may be worthy of future investigation,
though first appearances are in favour of alloy. In
the mean time, the saving of trouble and expense, are
sufficient inducements to following those examples
which suppose its expediency. And the same con-
siderations lead to taking as our models those nations
with whom we have most intercourse, and whose
coins are most prevalent in our circulation. These
are Spain, Portugal, England, and France. The re-
lation which the proposed proportion bears to their
gold coins, has been explained. In respect to their
silver coins, it will not be very remote from the mean
of their several standards.

The component ingredients of the alloy in each
metal, will also require to be regulated. In silver,
copper is theonly kind in use, and it is doubtless the
only proper ope. In gold, there is a mixture of sil-
ver and copper; in the English coins, consisting of
equal parts, in the coins of some other conntries, va-
rying from one-third to two-thirds silver.

The reason of this union of silver with copper is
this,—The silver counteracts the tendency of the
copper to injure the colour or beauty of the coin, by
giving it too much redness, or rathera coppery hue,
whicha small quantity will produce; and the cop-
per prevents the too great whiteness, which silver
alone would confer. It is apprehended, that there
are considerations which mray render it prudent to
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cstablish by law, that the proportion of silver to
copper in the gold coins of the United States, shall
not be more than one half, nor less than one-third ;
vesting adiseretion in some proper place, to regulate
the matter within those limits, as experience in the
cxecution may recommentl.

A third point remains to he discussed, as a pre-
refquisite to the determination of the money unit,
which is, whether the expense of coining shall be
defrayed by the public, or out of the material itself;
or, as it is sometimes stated, whether coinage shall
be {ree, or shall be subject to a duty or imposition?
This forms, perhaps, one of the nicest questions in
the doctrine of money:.

The practice of different nations is dissimilar in this
particular. In England, coinage is said to be entire-
1y free; the mint price of the metals in bullion, be-
ing the same with the value of them in coin. In
France, therels a duty which has been, if it is not
now, cight per cent. In IoMand, there is a differ-
ence betwecen the mint-price, and the value in the
coins, which has been computed at .96, or something
less than one per cent. upon gold , at 1.48, or some-
thing less than one and an half per cent. upon sil-
ver. The resolution of the 8th of August, 1786,
procecds upon the idea of a deduction of half per
cent. from gold, and of two per cent. from silver, as
an indemnification for the expense of coining.  This
is inferred from a reporst of the late board of treasury,
upon which that resolution appears to have bcen
founded.

Upon the supposition that the expense of coinage
ought to he defrayed out of the metals, there are two
ways in which it may be effected ; one by a redue-
tion of the quantity of fine gold and silver in the
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coins; the other by establishing a difference he-
tween the value of those metals in the coins, and
the mint-price of them in bullion.

The first method appears to the Secretary inadmis-
sible. He is unable to distinguish an operation of
this sort, from that of raising the denomination of the
coin; a measure which has been disapproved by the
wisest men of the nations in which it has becn prac-
tised, and condemned by the rest of the world, To
declare, that a less weight of gold or silver shall pass
for the same sum, which before represented a greater
weight, or to ordain that the same weight shall pass
for a greater sum, are things substantially of one na-
ture. The consequence of either of them, if the
change can be realized, is to degrade the money unit;
obliging creditors to receive less than their just dues,
and depreciating property of every kind. For itis
manifest, that every thing would in this case be re-
presented by a less quantity of gold and silver than
before.

It is sometimes observed on this head, that though
any article of property might in fact be represented
by a less actual quantity of pure metal, it would,
nevertheless, he represented by something of the
same intrinsic value. Every fabric, it is remarked,
is worth, intrinsically, the price of the raw material
and the expense of fabrication: a truth not less ap-
plicable to a piece of coin, than to a yard of cloth.

This position, well founded in itself, is here mis-
applied. It supposes, that the coins now in circula-
tion, are to be considercd as bullion; or, in other
words, as a raw material. But the fact is, that the
adoption of them as money, has caused them to be-
come the fabric.—It has invested them with the
character and office of coins, and has given them a

VvOL. T, 2q
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sanction aud efficacy equivalent to that of the stamp
of the sovereign. The prices of all our commodi-
ties, at home and abroad, and of all forcign commo-
dities in our markets, have found their level, in con-
formity to this principle. The foreign coins may be
divested of the privilege they have hitherto been
permiited to enjoy, and may of course be left to find
their value in the market as a raw material. But
the quantity of gold and silver in the national coins,
corresponding with a given sum, cannot be made
less than herctofore, without disturbing the halance
of intrinsic value, and making cvery acre of land, as
well as every bushel of wheat, of Jess actual worth
than in time past. If the United States were isolat.
ed and cut off from all intercourse with the rest of
mankind, this reasoning would not be equally con-
clusive. But it appears dcecisive, when considcred
with a view to the relations which commerce has
created between us and other countries.

It is however not improbable, that the effect me-
ditated would be defeated, by a risc of prices propor-
tioned to the diminution of the intrinsic value of the
coins, This might be looked for in every enlight-
ened commercial country ; but perhaps in none with
greater certainty than in this; because, in none are
men less liable to be the dupes of sounds—in none
has authority so little resonrce for substituting names
for things.

A general revolution in prices, thongh only nomi-
nally, and in appearance, could not fail to distract
the ideas of the community, and would be apt to
breed discontents, as well among all those who live
on the income of their mouey, as among the poorer
classes of the pcople, to whom the necessaries of life
would seem to have become dearer. In the confu-
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sion of such a state of things, ideas of value would
not improbably adhere to the old coins; which, from
that circumstance, instead of feeling the efiect of the
loss of their privilege as money, would perhaps hear
a price in the market relatively to the new ones, in
exact proportion to weight. The frequency of the
demand for the metals to pay foreign balances would
contribute to this effect.

Among the evils, attendant on such an operation,
are these—Creditors hoth of the public and of indi-
viduals would lose a part of their property---public
and private credit would recqive a wound—the ef-
fective revenues of the government would be dimi-
nished. There is scarcely any point, in the economy
of national affairs, of greater moment than the uni-
form preservation of the intrinsic value of the money
unit, On this the security and steady value of pro-
perty essentially depend.

The second method, therefore, of defraying the
expense of the coinage out of the metals, is greatly
to be preferred to the other. This is to let the same
sum of money continue to represent in the new coins
oxactly the same quantity of gold and silver, as it
does in those now current—to allow at the mint
such a price only for those metals, as will admit of pro-
fit just sufficient to satisfy the expense of coinage—
to abolish the legal currency of the foreign coins, both
in public and. private payments—and of course to
leave the superior utility of the national coins, for
domestic purposes, to operate the difference of market
value, which is necessary to induce the bringing of
bullion to the mint. In this case, all property and
labour will still be represented by the same quantity
of gold and silver as formerly ; and the only change
which will be wrought, will consist in annexing the
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officc of money exclusively to the national cohis;
consequently, withdrawing it from those of foreign
countries, and suflering them to become, as they
ought to be, mere articles of merchandize.

The arguments in favour of a regulation of this
kind are—TFirst, That the want of it is a causc of ex-
tra expense : there being then no motive of individual
intcrest to distinguish between the national coins
and bullion, they are, it is alleged, inliscriminately
mclted down for domestic mabpufactures, and cx-
ported for the purposcs of foreign trade; and it is
added, that when the coins become light by wearing,
the same uantity of fine gold or silver bears a higher
Pprice in bullion than in the cuins; in which state of
thiugs, the melting down of the coins to be sold as
bullion is attended with profit; and from both causes
the expense of the mint, or in other words, the ex-
pense of maintaining the specic capital of the nation,
is materially augmented.

Secomlly—That the existence of such a regulas
tion promotes a favourable course of exchange, and
benefits trade, not only Ly that circumstauce, but
by obliging foreigners, in ceitain cases, to pay dear-
er for domestic commodities, and to sell their own
cheaper.

As far as relates to the tendency of a free coinage
to produce an increase of espense, in the different
ways that have bren stated, the argument must be
allowed to have foundation, both in reason and in
cxperience. 1t describes what has been exemplified
in Great-Britain.

Theeflect of giving anactificial value to bullion, is
not at first sight obvions; but it actually happened at
the period immcdiately preceding the late rcforma-
tion in the gold coin of the country just named,
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A pound troy in gold bullion of standard fineness,
was then from 19s. 6d. to 25s. sterling dearer than an
equal weight of guineas, as delivered at the mint. The
phenomenon is thus accounted for—The old guineas
were more than two per cent. lighter than their
standard weight. This weight, therefore, in bullion,
was truly worth two per cent. more, than those gui-
neas. It consequently had, in respect to them, a
correspondent rise in the market.

And as guineas were then current by zale, the new
ones, as they issued from the mint, were confounded
in circulation with the old ones; and by the asso-
ciation were depreciated below the intrinsic value in
comparison with bullion. It became, of course, a
profitable traffic to sell bullion for coin, to select the
light pieces and re-issue them in currency, and to
melt down the heavy ones and sell them again as
bullion. This practice, besides other inconveniences,
cost the government large sums in the renewal of
the coins.

But the remainder of the argument stands upon
ground far more questionable. It depends upon very
numerous and very complex combinations ; in which
ihere is infinite Iatitude for fallacy and error,

The most plausible part of it is that which relates
to the course of exchange. Experience, in France,
has shown, that the market price of hullion has been
influenced by the mint difference between that and
coin; sometimes to the full extent of the difference ;
and it would seem to be a clear inference, that when-
ever that difference materially exceeded the charges
of remitting bullion from the country where it ex-
isted to another, in which coinage was free, exchange
would be in favour of the former.

If, for instance, the halance of trade between
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France and England were at any time equal, their
merchants would naturally have reciprocal payments
to make to an cqual amount ; which as usual would
be liquidated by means of bills of exchange. 1f, in
this situation, the difference between coin and hul-
lion should be in the market, as at the mint of
France, eight per cent.; if, also, the charges of
transporting money from France to England should
not be above two per cent.; and if exchange should
he at par, it is evident, that a profit of six per cent.
might be made, by sending bullion from France to
England, and drawiog bills for the amount. One
hundred louis d’ors in coin would purchase the
weight of 108 i bullion; obne hundred of which re-
mitted to England would suffice to pay a debt of
an equal amount : and two being paid for the charges
of insurance and transportation, therc would remain
six for the benefit of the person who should manage
the negociation. But as so large a profit could not
fail to produce competition, the bills in consequence
of this would decrease in price, till the profit was re-
duced to the minimum of an aderuate recompense for
the trouble and risk. And as the amount of 100 louis
@’ors in England, might be afforded for 96in France,
with a profit of more than onc aud an half per cent.
bills upon England might fall in France to 4 per cent.
below par ; one per cent. being a sufficient profit to
the exchanger or broker, for the management of the
business.

But it is admitied, that this advantageis lost when
the balance of trade is against the nation which im-
poses the duty in question; because, by increasing
the demand for bullion, it brings this to a par with
the coins: and it is to be suspected, that where com-
mercial principles have their free scope, and are well
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understood, the market difierence between the me-
tals in coin and bulliop, will seldom approximate to
that of the mint, if the latter be considerable. It must
be not a little difficult to keep the money of the
world, which can be employed to an equal purpose
in the commesce of the world, in a state of degrada-
tion in comparison with the money of a particular
country.

This alone would seem sufficient to prevent it:
whenever the price of coin to bullion in the market
materially exceeded the par of the metals, it would
become an object to send the bullion abroad; if not
to pay a foreign bhalance, to be invested insome other
way in foreign countries, where it hore a superior
valne : an operation,. by which immense fortunes
might be amassed, if it were not that the exportation
of the bullion would of itself restore the intrinsic par.
But as it would naturally have this effect, the advan-
tage supposed, would contain in itself the principle
of its own destruction. As long, however, as the ex-
portation of bullion could be made with profit,
which 1is as long as exchange could remain below par,
there would be a drain of the gold and silver of the
country.

If any thing can maintain, for a length of time,a
material difference between the value of the metals
in coin and in bullion, it must be a constant and
considerable balance of trade in favour of the coun-
try in which it is maintained. In one situated like
the United States, it would, in all probability, be a
hopeless attempt. The frequent demand for gold
and silver to pay balances to foreigners, would tend
powerfully to preserve the equilibrium of intrinsic
value.
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The prospect is, that it would occasion foreign
coins to circulate by common consent, nearly at par
with the national.

To say, that as far as the cfiect of lowering cx-
change is produced, though it be only occasional and
momentary, there is a bencfit the more thrown into
the scale of public prosperity, is not satisfactory. It
has been seen, that it may be productive of one evil,
the investment of a part of the national capital in fo-
reign countries; which can hardly be benelicial, but
in a situation like that of the United Netherlands,
where an imwmense capital, and a decrease of internal
demand, render it necessary to find employment for
money in the wants of other nations; and, perhaps,
on a close examination, other evils may be descried.

One allied to that which has been mentioned, is
this—Taking France, for the sake of more concise
illustration, as the scene.  Whenever it happens that
French louis d’ors are sent abroad, from whatever
cause, if there be a considcrable difference between
coin and bullion in the market of France, it will con-
stilute an advantageous traffic to send back these
louis d’ors, and bring away bullion in liew of them;
upon all of which exchanges, France must sustain
an actual loss of a part of its gold and silver.

Again, such a difference between coin and hullion
may tend to counteract a favourable balance of trade,
Whencver a foreign merchant is the carrier of his
own commndities to France for sale, he has a strong
inducement to hring back specie instead of French
commodities; because a return in the latter may af-
ford no profit ; may even be attended with loss: in
the former, it will afford a eertain profit. The same
priuciste musi be suppnser to operate in the general
course of remittances from France to other countries.
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The principal question with a merchant naturally is,
In what manner can I realize a given sum with
most advantage, where I wish to place it? And, in
eases in which other commodities are not likely to
produce equal profit with bullion, it may be expected
that this will be preferred; to which the greater
certainty attemling the operation, must be an addi-
tional incitement. There can hardly be imagined a
circumstance less friendly to trade, than the existence
of an extra inducement arising from the possibility
of a profitable speculation upon the articles them.-
selves, to export from a country its gold and silver,
rather than the products of its Jand and labour.
The other advantages supposed, of obliging fo-
reigners to pay dearer for domestic commodities, and
to sell their own cheaper, are applied to a situation
which includes a favourable balance of trade, Itis
understood in this sense—The prices of domestic
commodities, (such at least as are peculiar to the coun-
try,) remain attached to the denmominations of the
coins. When a favourable balance of trade realizes
in the market the mint difference between coin and
bullion ; foreigners, who must pay in the latter, are
obliged to givemore of it for such commodities, than
they otherwise would do. Again, the bullion which
is now obtained at a cheaper rate in the home mar-
ket, will procure the same quantity of goods in the
foreign market as before; which is said to render
foreign commodities cheaper. In this reasoning,
much fallacy is to be suspected. If it be true, that
foreigners pay more for domestic commodities, it
must be equally true, that they get more for their
own, when they bring them themselves to market.
If peculiar,or other domestic commodities, adhere
to the denominations of the coins, no reason occurs
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why foreign commoditits of a like character should
notdo the same thing. And inthis case, the foreign-
cr, though he reecive only the same value in coin
for his merchandize as formerly, can convert it into
a greater quantity of bullion. Whence the nation
is liablc to lose more of its gold and silver, than if
their intrinsic value, in relation to the coins, were
preserved.  And whether the gain or the loss will
on the whole prepondemate, would appear to depend
on the comparative proportion of active commcree of
the one country with the other.

It is evident, also, that the nation must pay as
much gold and silver as before, for the commodities
which it procures abroad ; and whether it obtains this
gold and silver cheaper, or not, tuins upon the solu-
tion of the qucestion just intimated, respecting the re-
Iative proportion of active commerce hetween the
two countries.

Besides these cousiderations, it is admitted in the
reasoning, that the advantages supposcd, which de-
pend on a favourable balance of trade, have a ten-
dency to affeet that balance disadvantageously.  Fo-
reigners, it is allowed, will, in this casc, seck some
other vent for their commadities, and sonie other :ar-
ket where they can supply their wants at an casier
rate. A tendency of this kind, if rcal, would be a
sufficient objection to theregulation. Nothing which
contributes to change a beneficial current of trade,
can well compensatce, by particular advantages, for so
injurious an effcct. It'is far more casy to transfer
trade from a less to a more favourable channel, than
when once transferred, to bring it back to iis old one.
Every source of attificial interruption to an advan-
tageous current is, thercfere, cautiously to he avoid-
ed,
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It merits attention, that the able minister, who late-
ly and so long presided over the finances of Frauce,
does not attribute to the duty of coinage, in that
country, any particular advantages, in relation to ex-
change and trade. Though he rather appears an ad-
vocate for it, it is on the sole ground of the revenue
it affords, which he represents as in the nature of a
very moderate duty on the general mass of exporfa-
tion.

And it is not improbable, that to the singular feli-
city of situation of that kingdom, is to be attributed
its not having been sensible of the evils which
seem incident to the regulation. 'There is, perhaps,
no part of Europe, which has so little need of other
countries, as France. Comprehending a variety of
soils and climates, an immense population, its agricul-
ture in a state of mature improvement, it possesses
within its own bosom, most, if not all, the productions
of the earth, which any of its most favoured neigh-
bours can hoast. The variety, abundance, and excel-
lence of its wincs,constitute a peculiar advantage in its
favour. Arts and manufactures are there also in a
very advanced state~—some of them of comsiderable
importance, in higher perfcction than elsewhere. Its
contiguity to Spain; the intimate nature of its con-
nexion with that country ; a country with few fabrics
of its own, consequently numerous wants, and the
principal receptacle of the treasures of the new world.
These circumstances concur, in securing to Francc
so uniform, and so considerable a balance of trade,
asin a great measure to counteract the natwal ten-
dency of any errors, which may exist in the system
of her mint; and to render inferences from the
operation of that system there, in reference to this
country, more liable to mislead, than to instruct,
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Nor ought it to pass unnoticed, that with all these
advantages, the govemment of France has found it
necessary, on some oceasions, to cmploy very vio-
lent methods to compel the bringing of bullion to
the mint; a circumstance which affords a strong
presunption of the inexpediency of the regulation,
and of the impracticability of exccuting it in the
United States.

This point has been the longer dwelt upon, not
only because there is a diversity of opinion among
spceulative men concerning it, and a diversily in
the practice of the most considerable commercial na-
tions; hut because the acts of our own government,
under the confederation, have not only admitted the
expedieucy of defraying the expense of coinage out
of the mctals themselves; but upon this idea have
hoth made a deduction from the weight of the coins,
and established a difference between their regulated
value and the mint price of bullion, greater than
would result from that deduction. This double
operation in favour of a principle so questionable in
itsclf, has made a more particular investigation of it
a duty.

The intention, however, of the preceding remarks,
is rather to show, that the expectation of commercial
advantages ought not to decide in favour of a duty
of coinage, and that if it should be adopted, it ought
not io be in the form of a deduction from the in-
trinsic valuec of the coins—than absolutcly to ex-
clude the idea of any difference, whatever, between
the value of the metals in coin and in bullion. It
is not clearly discerned, that a small difference be-
tween the mint price of bullion, and the regulated
value of the coins, would be pernicious, or that it
might not even beadviseable, in the first instance, by
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way of experiment, merely as a preventive to the
melting down and exportation of the coins. This
will now be somewhat more particularly considered.

The arguments for a coinage entirely free, are,
that it preserves the intrinsic valuec of the metals;
that it makes the expense of fabrication a general, in-
stead of a partial, tax; and that it tends to promote
the abundance of gold and silver, which it is alleged
will flow to that place, where they find the best
price; and from that place, where they are in any de-
gree undervalued.

The first consideration has not much weight, as an
objection to a plan, which, without diminishing the
quantity of metals, in the coins, merely allows a less
price for them in bullion at the national factory or
mint. No rule of intrinsic value is violated, by con-
sidering the raw material as worth less than the fabric,
in proportion to the expense of fabrication. And by
divesting foreign coins of the privilege of circulating
as money, they become the raw material.

The second consideration bhas perhaps greater
weight. But it may not amount to an objection, if
it be the best method of preventing disorders in the
coins, which itis, in a particular manner, the interest
of those on whom the tax would fall, to prevent.
The practice of taking gold by weight, which has of
Iate years obtained in Great-Britain, has heen found,
in some degree, a remedy ; but this is inconvenient,
and may on that account fall into disuse. Another
circumstance has had a remedial operation : this is,
the delays of the mint. 1t appears to be the practice
there, not to make payment for the bullion which
is brought to be exchanged for coin, till it either
has in fact, or is pretended to have undergone, the
process of recoining.
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The necessity of fulfilling prior engagements, is a
cause or pretext for postponing the delivery of the
coin in lieu of the bullion. And this delay creates
a difference in the market pricc of the two things.
Accordingly, forsome years past, an ounce of stand-
ard gold, which is worth in coiu, 2.3 17 10, sterling,
has been in the market of London, in bullion, only
1.8 17 6, which is within a small fraction of one
half per cent. less. 'Whether this he management in
the mint to accommodate the bank in the purchase
of bullion, or to effect indircctly something cquiva-
lent to a formal difference of price; or whether it be
the natural course of the business, is open to con-
jecture.

It, at the same time, indicates, that if the mint
were to make prompt payment, at about half per cent.
less than it does at present, the state of bullion, in
respect to coin, would be precisely the same as it now
is. And it would be then certain, that the govern.
ment would save expense in the coinage of gold ;
since it is not probable, that the time actually lost in
the course of the year in converting bullion into
coin, can be an equivalent to half per cent. on the
advance; and there will generally be at the command
of the trcasury, aconsiderable sum of money, waiting
for some periodical dishursement, which, without
hazard, might be applicd to that advance.

In what scose a free coinage can be said to pro-
mote the abundance of gold and silver, may be infer-
red from the instances, which have been given of the
tendency of a contrary systcm to promotc their ex-
portation. It is, howevcr, not probable, that a very
small difference of value between coin and hullian
can have any effect, which ought to enter into calcu-
lation. There can he no inducement of positive pro-

.org/

Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed

ESTABLISHMENT OF A MINT. 311

fit, to export the bullion, as long as the difference of
price is esceeded by the expense of transportation.

And the prospect of smaller loss upon the metals,

than upon commodities, when the difference is very
minute, will be frequently over-balanced by the pos-
sibility of doing better with the latter, from a rise of
markets. It is at any rate certain, that it can be of
no consequernce, in this vicw, whether the superiority
of coin to bullion in the market, be produced, as in
England, by the delay of the mint, or by a formal
discrimination in the regulated values.

Under an impression that a small difference be-
tween the value of the coin, and the mint price of
bullion, is the least exceptionable expedient for re-
straining the melting down, or exportation of the
former, and not perceiving, that if it bea very mode-
rate one, it can be hurtful in other respects—the Se-
cretary is inclined to an experiment of one half per
oent. on each of the metals. The fact, which has been
mentioned, with regard to the price of gold bullion
in the English market, seems to dcmonstrate that
such a difference may safely be made. In this case
there must be immediate payment for the gold and
silver offered to the mint. How far one half per
cent, will go towards defraying the expense of the
coinage, cannot be determined beforehand with accu-
racy. It is presumed, that on an economical plan, it
will suffice in relation to gold. But it is not expect-
ed, that the same 1ale on silver, will be sufficient to
defray the expense attending that metal., Some ad-
ditional provision may therefore be found necessary,
if this limit be adopted.

It does not seem to be adviseable, to make any great-
er difference in regard to silver than to gold : hecause
it s desirable, that the proportion between the two
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metals, in the market, should correspond with that in
the coins; which would not be the case, if the mint
price of one was comparatively lower than that of
the other ; and because also silver, being proposed to
be rated in respect to gold, somewhat below its genc-
ral commercial value, if therc should be a disparity, to
its disadvantage, in the mint prices of the two me-
tals, it would obstruct too much the bringing of it to
be coined, and would add an inducement to export
it. Nor doesit appear to the Secretary safe, to make
a grcater difference, between the value of coin and
bullion than has been mentioned. It will be better
to have to increase it hereafter, if this shall be found
expedient, than to have to recede from too conside-
rable a difference in consequence of cvils which
shall have been expericnecd.

It is sometimes mentioned as an expedient, which,
consistently with a Iree coinage, may serve to prevent
the evils desired to he avoided—to incorporate in
the coins a greater proportion of alloy than is usual;
regulating their value, nevertheless, according to the
quantity of purc metal they contain. This, it is
supposed, by adding to the difficulty of refining them,
would cause bullion to be preferred, both for manu-
facture and exportation.

But strong objections lie against this scheme ;—An
augmentation of expense ;—an actual depreciation of
the coir j;—a danger of still greater depreciation in
the public opinion ;—the facilitating of counterfeits :
while it is questionable, whether it would have the
effect expected from it.

The alloy being estcemed of no value, an increase
of it is evidently an increase of expense. This, in re-
lation to the gold coins particularly, is a matter of
moment. It has been noted, that the alloy in them
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consists partly of silver. If to avoid expense, the ad-
dition should be of copper only, this would spoil the
appearance of the coin, and give it a base counte-
nance. 1ts beauty would indeed be injured, though
in a less degree, even if the usual proportions of sil-
ver and copper should be maintained in the increas-
ed quantity of alloy.

And however inconsiderable an additional expen-
diture of copperin the coinage of a year may be deem-
ed, in a series of years it would become of conse-
quence, In regulations which contemplate the
lapse and operation of ages, a very small item of ex-
pense acquires importance.

The actual depreciation of the coin, by an increase
of alloy, results from the very circumstance which
is the motive to it—the greater difficulty of refining.
In England, it is customary for those concerned in
manufactures of gold, to make a deduction in the
price, of four pence sterling per ounce, of fine gold,
for every carat which the mass containing it is below
the legal standard. Taking this asa rule, an inferi-
ority of a single carat, or one twenty-fourth part, in
the gold coins of the United States, compared with
the English standard, would cause the same quantity
of pure gold in them to be worth nearly four-tenths
per cent. less than in the coins- of Great-Britain.
This circumstance would be likely, in process of
time, to be felt in the market of the United States.

A still greater depreciation, in the public opinion,
would be to be apprehended from the apparent de-
basement of the coin. The effects of imagination
and prejudice cannot safely be disregarded, in any
thing that relates to money.—If the beauty of the
coin be impaired, it may be found difficult to satisfy
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the generality of the community, that what appcars
worse is not really less valuable; and it is not alto-
gether certain, that an impression of its beiug so,
may not occasion an unnatural augmentation of
prices,

Greater danger of imposition by counterfeits, isalso
to be apprehended from the injury which will be
done to the appearance of the coin. It is a just ob-
servation, that « the perfection of the coinsisa great
safe-guand against counterfeits.”” And it is evident,
that the colour, as well as the excellence of the work-
manship, is an ingredicat in that perfection. The
intermixture of too much alloy, particularly of cop-
per, in the gold coins at least, must materially lessen
the facility of distinguishing by the eye, the purer
from the baser kind ; the genuine from the counter-
feit.

The ineflicacy of the arrangement to the purpose
intended to be answered by it, is rendered probable
by diffcrent considerations. If the standard of plate
in the United States should be regulated according
to that of the national coins, it is to be expccted,
that the goldsmith would prefer these to the forcign
coins ; because he would find them preparcd to his
baud, in the state which he desircs; whereas he
would have to expend an additional quantity of alloy
to bring the foreign coins to that state. If thestan-
dard of plate, by law or usage, should be superior to
that of the national coins, there would be a possibi-
lity of the foreign eoins bearing a higher price in the
market ; and this would notonly obstruct thcir heing
brought to the mint, but might occasion the expor-
tation of the national coin in preference. It is not
understood, that the practice of makiug an abate-
ment of price for the inferiority of standard, is appli-
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cable to the English mint; and if 4% be not, this
would also contribute to frustrating the expected ef-
fect from the increase of alloy. For, in this case, a
given quantity of pure metal, in our standard, would
be worth as much there as in bullion of the English,
or any other standard.

Considering, therefore, the uncertainty of the suc-
cess of the expedient, and the inconveniences which
seem incident to it, it would appear preferable to
submit to those of a free coinage. It is observable,
that additional expense, which is one of the princi-
pal of these, is also applicable to the proposed re-
medy.

It is now proper to resume and finish the answer
to the first question; in order to which the three
succeeding ones have necessarily been anticipated.
The conclusion to be drawn from the observations
which have been made on the subject, is this—That
the unit, in the coins of the United States, ought to
correspond with 24 grains and three-fourths of a
grain of pure gold, and with 371 grains and one-
fourth of a grain of pure silver, each answering to a
dollar in the money of account. The former is ex-
actly agreeable to the present value of gold, and the
latter is within a small fraction of the mean of the
two last emissions of dollars ; the only ones which are
now found in common circulation, and of which the
newest is in the greatest abundance. The alloy in
each case to be one-twelfth of the total weight,
which will make the unit 27 grains of standard gold,
and 405 grains of standard silver.

Each of these, it has been remarked, will answer
to a dollar in the money of account. It isconceived,
that nothing better can be done, in relation to this,
than to pursue the track marked out by the resolutiom
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of the 8th of mugust, 1786, This has been approv-
«d abroad, as well as at home, and it is certain, that
nothing can be more simple or convenient, thau the
decimal subdivisions. There is every rcason to ex-
pect that the method will speedily grow iuto gene.
ral usc, when it shall be seconded by corresponding
coins. On this plan, the unit in the money of ac-
count will continue to be, as established by that re-
solution, a dollar; and its multiples, dimes, cents,
and milles ; or tenths, hundreths, and thousandths.

With rcgard to the number of different pieces
which shall compose the coins of the United Statcs,
two things are to be consulted—convenience of cir-
culation, and cheapness of the coinage. The first
ought not to be sacrificed to the last; but as far as
they can be reconciled to each other, it is desirable
to do it. Numerous and small, (if not too minute,)
subdivisions assist circalation; but the maltiplica-
tion of the smaller kinds iucreases expense; the
same process being necessary to a small, as to a large
piece.

As it is casy to add, it will be most adviseablc to
begin with a small number, till experience shall de-
cide whether any other kinds are necessary. The
following, it is conceived, will be sufficicnt in the
commencement.

One gold piece, equal in weight and value to ten
units, or dollars.

One gold piece, equal to a tenth part of the for-
mer, and which shall be a uuit, or dollar.

One silver piece, which shall also be a unit, ordol-
lar.

One silver piece, which shall be in weight and
value a tenth part of the silver unit, or dollar,
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One copper piece, which shall be of the value of
a hundredth part of a dollar.

One other copper piece, which shall be hali the
value of the former,

It is not proposed that the lightest of the two gold
coins should be numerous ; as in large payments, the
larger the pieces, the shorter the process of counting,
the less the risk of mistake, and consequently the
greater the safety and the convenience: and in small
payments, it is not perceived, that any inconveni-
ence can accrue from an entire dependence on the
silver and copper coins. The chief inducement to
the establishment of the small gold piece, is to have
a sensible object in that metal, as well as in silver,
to express the unit. Fifty thousand at a time in cir-
culation, may suffice for this purpose.

The tenth part of a dollar is but a small piece, and
with the aid of the copper coins, will probably suf.
fice for all the more minute uses of circulation. It is
less than the Jeast of the silver coins now in general
currency in England.

"The largest copper piece will nearly answer to the
half-penny sterling, and the smallest, of course, to
the farthing. Pieces of very small value are a great
accommodation, and the means of a beneficial econo-
my fo the poor; by enabling them to purchase in
small portions, and at a more reasonable rate, the
necessaries of which they stand in need. If there are
only cents, the lowest price for any portion of a ven-
dible commodity, however inconsiderable in quanti-
ty, will be a cent; if there are half-cents, it will be
a half-cent; and, in a great number of cases, exactly
the same things will be sold for a half-cent, which
if there were none, would cost a cent. But a half-
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cent is low enough for the minimon of price. Exces-
sive minuteness would defeat its object. To enable
the poorer classes to procure necessaries cheap, is to
enable them, with more comfort to themselves, to
labour for less; the advamtages of which need no
comment.

The denominations of the silver coins contained in
the resolution of the 8th of August, 1786, arc couceiv-
ed to be significant and proper. Thedollar is recom-
mended by its correspondency with the present coin
of that name, for which it is designed to be a sub-
stitute ; which will facilitate its rcady adoption as
such in the minds of the citizens. The disme or
tenth, the cent or hundreth, the mille or thousandth
are proper, because they express the proportions
which they are intended to designate. 1t is only to
be regretted, that the meaning of these terms will
not be familiar to those who are not acquainted
with the language from which they arc borrowed.
It were to be wished, that the length, and, in some
degree, the clumsiness of some of the corresponding
terms in English, did not discourage from preferring
them. 1t is uscful to have names which signify the
things to which they belong ; and, in respect to ob-
jects of gencral use, in a manner intelligible to all.
Perhaps it might be an improvement to let the dol-
lar have the appcllation ecither of dollar or unit,
(which last will be the most significant,) and to sub-
stitute « tenth” for disme. In time, the unit may
succeed to the dollar. The word ccnt being in use
in various transactions and instruments, will, with-
out much difficulty, be understood as the hundredth;
and the half-cent, of course, as the two hundredtlt
part.
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The eagle is not a very expressive or apt appella-
tion for the largest gold piece, but nothing better
occurs. 'The smallest of the two gold coins may be
called the dollar or unit, in common with the silver
piece with which it coincides.

The volume or size of each piece is a matter of
more consequence than its denomination. It is evi-
dent, that the more superficies or surface, the more
the piece will be liable to be injured by friction ; or,
in other words, the faster it will wear. For this rea-
son, it is desirable to render the thickness as great,in
proportion to the breadth, as may consist with neatness
and good appearance. Hence the form of the double
guinea or double louis d’or is preferable to that of
the half johannes, for the large gold piece. The
small one cannot well be of any other size than the
Portuguese piece of eight of the same metal.

As it is of consequence to fortify the idea of the
identity of the dollar, it may be best to let the form
and size of the mew one, as far as the quantity of
matter, (the alloy being less,) permits, agree with
the form and size of the present. The diameter may
be the same.

The tenths may be in a mean between the Spanish
one-cighth and one-sixteenth of a dollar.

The copper coins may be formed merely with a
view to good appearance, as any difference in the
wearing that can result from difference of form, can
be of little consequence in reference to that metal.

It is conceived, that the weight of the cent may
be eleven penny-weight; which will about correspond
with the value of the copper and the expense of
coinage. This will be to conform to the rule of in-
trinsic value, as far as regard to the convenient size
of the coins will permit; and the deduction of the
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expense of coinage in this case will be the more pro-
per, as the copper coins, which have been cument
hitherto, have passed till lately for much more than
their intrinsic value. Taking the weight, as has
been suggested, the size of the cent may be ncarly
that of the picce herewith transmitted, which weighs
10dwt. 11grs. 10m. Two thirds of the diameter of
the cent, will suffice for the diameter of the half
cent.

It may, perhaps, be thought expedient, according
to general practice, to make the copper coinage an
object of profit; but where this is done to any con-
siderable extent, it is hardly possible to have effcc-
tual security against counterfcits. This considera-
tion, concurring with the soundness of the princi-
ple of preserving the intrinsic valuc of the moncy
of a counlry, scems to outweigh the consideration of
profit.

The foregoing suggestions, respecting the sizes of
the several coins, are made on the supposition, that
the legislature may think fit to regulate this matter.
Perhaps, however, it may be judged not unadviscable
to leave it to cxecutive discretion.

With regard to the proposed size of the cent, it is
to be confessed, that it is rather greater than might
be wished, if it could with propriety and safety be
made Jess. And should the value of copper continue
to decline as it ias done for some time past, it is very
questionable, whether it will long remain alone a
fit metal for money. This has led to a consideration
of the expediency of uniting a small proportion of
silver with the copper, in order to be able to lessen
the bulk of the inferior coins. For this therc are
precedents in several parts of Europe. In France,
the composition which is called billion, has consisted
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of one part silver and four parts copper; according
to which proportion, a cent might contain seventeen
grains ; defraying out of the material the experse of
coinage. 'The conveniency of size is a recommenda-
tion of such a species of coin; but the Secretary is
deterred from proposing it by the apprehension of
counterfeits. The efiect of so small a quantity of
silver, in comparatively so large a quantity of copper,
could easily be imitated by a mixture of other me-
tals of little value, and the temptation to doing it
would not be inconsiderable.

The devices of the coins are far from being matters
of indifference, as they may be made the vehicles of
useful impressions. They ought, therefore, to be em-
blematical, but without losing sight of simplicity.
The fewer sharp points and angles there are, the less
will be the loss by wearing. The Secretary thinksit
best, on this head, to confine himself to these con-
cise and general remarks.

The last point to be discussed, respeets the cur-
rency of foreign coins.

The abolition of this, in proper season, is a neces-
sary part of the system contemplated for the national
coinage. But this it will be expedient to defer till
some considerable progress has been made in prepar-
ing substitutes for them. A gradation may there-
fore be found most convenient.

The foreign coins may be suffered to circulate pre-
cisely upon their present footing for one year after
the mint shall have commenced its operations. The
privilege may then be continued for another year to
the gold coins of Portugal, England, and France,
and to the silver coins of Spain. And these may still
be permitted to be current for one year more, at the
rates allowed to be given for them at the mint; af-
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ter the expiration of which the circulation of all fo-
reign coins to ccase.

The monies which will be paid into the treasury
during the first year being recoined before they are
issned anew, will afford a partial substitute before
any interruption is given to the pre-existing supplies
of circulation. The revenues of the succeeding year,
and the coins which will be brought to the mint,
in consequence of the discontinuance of their curren-
ey, will materially extend the substitute in the course
of that year, and its extension will be so far increas-
ed during the third year, by the facility of procuring
the remaining species %0 bo-recoined, which will
arise from ihe diminution of their current values, as
probahly to enable the dispensing wholly with the
circulation of the foreign coins, after that period.
The progress which the currency of bank bills will
be likely to have made during the samc time, will
also afford a substitute of another kind.

This arrangement, besides avoiding a sudden stag-
nation of circulation, will cause a considerable pro-
poriion of whatever loss may be incident to the cs-
tablishment, in the first instance, to fall, as it ought
to do, upon the governmeat, and wiil probably tend
to distribute the remainder of it more equally among
the community.

It may, nevertheless, be adviseable, in addition to
the precautions here suggested, to repose a discre-
tionary authority in the President of the United
States, to continue the currency of the Spanish dol-
lar at a value corresponding with the quantity of fine
silver contained in it, beyond the period above men-
tioned for the cessation of the circulation of the fo-
reign coius. It is possiblc that an exception in fa-
vour of this particular specics of coin may be found
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expedient : and it may tend to obviate inconvenien-
ces, if there be a power to make the exception in a
capacity to be exerted when the period shall arrive.
The Secretary for the department of State, in his re-
port to the House of Representatives on the subject
of establishing a uniformity in the weights, mea-
sures, and coins of the United States, has proposed
that the weight of the dollar should correspond with
the unit of weight. This was done on the supposi-
tion that it would require but a very small addition
to the quantity of metal which the dollar, indepen-
dently of the object he had in view, ought to con-
tain; in which he was guided by the resolution of
the 8th of. August, 1786--fixing the..dollar at 375
grains and 64 hundredths of a grain.

Taking this as the proper standard of the dollar, a
small alteration, for the sake of incorporating so sys-
temalic an idea, would appear desirable. But if the
principles which have been reasoned from in this re-
port are just, the execution of that idea becomes
more Qifficult. It would certainly not be adviseable
to make, on that account, so considerable a change
in the money unit, as would be produced hy the ad-
dition of five grains of silver to the proper weight
of the dollar, without a proportional augmentation of
its relative value: and to make such an augmentation
would be to abandon the advantage of preserving
the identity of the dollar; or, to speak more accu-
rately, of having the proposed one received and con-
sidered as a mere substitute for the present.

The end may, however, be obtained without either
of those inconveniences, by increasing the propor-
tion of alloy in the silver coins. But this would de-
stroy the uniformity, in that respect, between the
gold and silver coins. It remains, therefore, to elect
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which of the two systematic ideas shall be pursued
orrelinquished.  And it may be remarked, that it
will be more casy to convert the present silver coins
into the proposed ones, if these last have the same or
nearly the same, proportion of alloy, than if they
have less.

The orgapization of the mint yet rcmains to be
considercd.

This relates to the persons to be employed, and to
the services which they are respectively to perform.
1t is conccived that there ought to be,

A Dircctor of the Mint, to have the general super.
intendence of the business:—

An Assav-Master or Assayer, to receive the metals
brought to the mint, ascertain their fineness, and de
liver them to be coined.

A Master Coiner, to conduct the making of the
coins.

A Cashier, to receive and pay them out.

An Auditor, to keep and adjust the accounts of the
mint.

Clerks, as many as the directors of the mint shall
deem necessary, to assist the different officers.

Workmen, as many as may he found requisite.

A Porter.

In several of the European mints, there arc various
other officers, but the forcgoing are those only, who
appear to be indispensable, Persons in the capacity
of clerks will suffice instcad of the others, with the
advantage of greater economy,

The number of workmen is left indcfinite, hecause
at cerlain times it is requisite to have more than at
others. They will, however, never be numerous.
The expense of the establishment, in an ordinary
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year, will probably be from fifteen to twenty thousand
dollars.

The remedy for errors in the weight and alloy of
the coins must necessarily form a part in the system
of a mint; and the manner of applying it will re-
quire to be regulated. The following account is
given of the practice in England in this particular,

A certain number of pieces are taken promiscuous-
1y out of every fifteen pounds of gold coined at the
mint, which are deposited for safe keeping in a strong
box called the pix. This box, from time to time, is
opened in the presence of the lord chancellor, the
officers of the treasury,and others ; and portions are
selected from the pieces of each coinage, which are
melted together, and the mass assayed by a jury of
the company of goldsmiths, If the imperfection and
deficiency, both in fineness and weight, fall short of
a sixth of a carat or 40 grains of pure gold upon a
pound of standard, the master of the mint is held ex-
cusable ; because it is supposed that no workman can
reasonably be answerable for greater exactness. The
expediency of some similar regulation seems to be

manifest.
All which is humbly submitted.
ALEXANDER HAMILTON,
Secretary of the Treasury.
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