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Once again, the United States Congress is considering a constitutional amendment to require a balanced budget.  President Clinton is preparing a budget which may eliminate annual deficits by 2002.  Reducing the budget deficit has thus emerged as a national priority.  Political pundits have paid relatively little attention to fundamental questions behind the national debt.  When should a government run a deficit, when a surplus? What should a state attempt to reduce its national debt? How should the state reduce spending or increase revenues? How can budget gimmicks cause harm?

Richard Price's advocacy of reducing Britain's national debt may inform our discussion.  Price (1723‑1791) enjoyed a variegated career.  Price ministered to Hackney Gravel Pit and several other London Dissenting parishes.  Price was one of the first advocates of Armenian Unitarianism is Britain.  Price also taught higher mathematics at Hackney New College.

Price was a controversial political pamphleteer.  Both before and during the War of American Independence, Price supported the rebels.  Price also supported the French Revolution.  Price's sermon On the Love of Our Country, which argues true patriotism must be earned by legitimacy and benevolence, inspired Edmund Burke's reflections on the French Revolution.1
Price was also a mathematician.  Price's introduction to Baye's work on probability caused him to be named to the Royal Society.  Price offered numerous papers on probability theory.  Price applied classical probabilities to the practical problems occurring in all walks of life.  His analysis of annuity societies helped reform abuses and made him a world‑renowned expert on actuarial science.

Price's dogged pursuit of reducing the national debt combined mathematics and politics.  In The Honest Mind, David Thomas correctly points out that Price advocated retiring the National Debt to avoid national bankruptcy.  Price's actuarial studies familiarized him with exponential functions.  Left unchecked, both the National Debt and the interest upon it both threatened to grow at an increasing pace until it should "in time sink the kingdom."2 Price's mathematical background both caused Price's alarm about national bankruptcy and shaped his presentation.

Price, however, was also a political and social advocate.  Concluding his chapter, Thomas suggested Price attempted to bring Nonconformists' sense of frugality and probity to the national revenue.  A closer, examination, however, suggests that Price also attempted to use fiscal discipline to justify his political agenda.  Price was concerned to reverse those policies of George m, which, "have undermined the foundation of our liberties."3 Price also wished to reduce luxury, corruption and idleness, not only to preserve society but to promote salvation.

Observations on Reversionary Payments

Price first examined the threat of national bankruptcy in Observations on Reversionary Payments (1772).  Lorraine Daston discusses how the book was one of the first works to apply probability theory to the problems of annuities, estate expectations and insurance.  Price modeled many phenomena of private and public life upon exponential or logarithmic curves.  Growing slowly at the outset, exponential curves continue to grow at an increasing speed, until they balloon to infinite size and growth.

In chapter three.  Price, discussed the national debt.  Compound interest follows an exponential curve.  Price compared Britain's national debt to the annuities he studied in other chapters.  Price declares that a national debt obliges governments to return for every sum it borrows infinitely greater sums; and for the sake of a present advantage, subjects itself a burden, which must be always growing heavier and heavier.4 Price pointed to the history of Britain's national debt, which grew from £16 million in 1700 to £14 million in 1763.5 Left unchecked, that growth threatens to grow to an infinite size.  Price advocated retiring old debts and repaying future debts within a fixed period.6
Price warned against covering the national debt with gimmicks.  Price warned against allowing lower interest rates allay fears about the national debt.  Price worried that savings on interest would be diverted from debt retirement to a reduction of taxes.7 In the case of England, Price argues, interest rates had declined from six per cent to three or four per cent; yet the national debt continued to climb.8 Price was skeptical of facile solutions.

Price offered painful solutions to reduce the national debt before it would compound.  Price suggested using government surpluses to purchase annuities at their market value in order to redeem its debts.9 Price offered to raise the necessary surpluses by improving tax collection, reducing expenditures, or raising tax rates.l0
Price's attempted to turn the exponential curves of the national debt to Britain's advantage.  Price hoped to revive Britain's Sinking Fund, which Price compared to the purchase of annuities, and allow it to compound until it would overtake Britain's national debt.  If Britain were to accumulate surpluses of £100,000 per year and redeemed four per cent loans, it would redeem £100,00 the first year and £104,000 during the second.  In the ninety‑fifth year, however, it could retire £4,151,138 each year.11 Thus, Price hoped to eradicate the national debt.

The flaw came with new debts.  Price was confident that England would borrow new funds at simple interest.  Britain would thus avoid allowing new debts to compound.  Unless paid in the first year, however, the interest on loans begins to compound.  Price, however, advocated making new loans irredeemable for twenty or even thirty years.12 Price's error would prove costly when his ideas were to be adopted.

An Appeal to the Public

Price used the pamphlet An Appeal to the Public to explore the national debt with more rigor and in greater detail.  Price wrote that he hoped "to prove‑the following proposition."13 Price thus attempted to instill in his work the rigor of Euclidean geometry.  Price used tables to illustrate the exponential nature of the Sinking Fund.  Price offered the example of applying £200,000 each year to pay off the national debt bearing five per cent interest.  Algebraically, a mathematician might say each year, the £200,000 would pay off £200,000 * (1.05) , where 1.05 represents the initial amount plus the interest and N the number of years the money is applied toward the sinking fund.  Price assisted the general reader by computing the values for 1, 2, 3, 4, 5, 6, 7, 8, 9, 10, 11, 12, 13, 14, 15, 30, 50, 70, 86, 87, and 100 years.14 Price thus indicates how the Sinking Fund can balloon like the national debt itself.

Price warned of the costs of the national debt.  Price suggests that the national debt increases both inflation and interest rates.  These in turn contribute to the enclosure of farms and encourage migration from Britain.  They raise the cost of raising a family and contribute to the depopulation of the country.15 That the national debt gradually erodes the strength of the economy resembles current arguments on the public debt.  Price also offers one new proposal that addresses both the national debt and the resulting depopulation: a tax to be paid by unmarried adult men.16
Price devoted most of the pamphlet to advocate the resumption of the Sinking Fund.  He argues that applying the interest savings from the Sinking Fund 1) to retire yet more debts is infinitely better than to divert them either to 2) current services or 3) reducing taxes.  Price declares that:


A fund of the first sort is money bearing


compound interest ‑‑ A Fund of the second


sort is money bearing simple interest ‑‑ and a


fund of the third sort is money bearing no interest.17
Price uses text and two identical tables to make his case.  In text, he uses the example of applying £200,000 per year over eighty‑six years to pay off loans borrowed at five per cent.  By leaving the money in the second fund to compound, the first method would pay £262 million.  By the second and third methods, however, an alienated fund would pay off only £53,750,000 and £17, 200,000 receptively.18 On pages 61 and 62, Price makes the same case with two virtually identical tables comparing the results of investing £1,000,000 per year in two funds, one alienated and one untouched.  Note how the values for tables IV, V, and VI are identical for years 2, 5, 10, 56, and 70.19 Price's argument was so important to his ears that he repeated it.  Price also uses text and a fourth table to examine the effect of partially alienating the Sinking Fund, or taking part of the interest savings to cover current expenditures or reducing taxes.20
Price's pamphlet continued the fallacy begun in Observations on Reversionary Payments.  Price continues that retiring old debts justifies accumulating new ones.  Price writes that, "When a state borrows, it pays, I have said, only simple interest for money."21 A government, however, can only prevent its loans from continuing to compound by paying them off almost immediately.  Only increasing revenues or reducing expenditures controls debt.

A Sketch of Proposals

Richard Price soon compiled a list of specific proposals to increase Britain's surplus.  In 1774, Price drew up a memorandum for William Petty, the Earl of Shelburne and first Marquis of Lansdowne.  Having met Shelburne in 1771, Price joined the Bowood Circle of Shelburne's advisors.22 Price offered proposals to reform taxes, add excise taxes, and reducing expenses.

Price's preferred to eliminate Britain's patchwork of taxes in favor of a single tax.  Malcolm Forbes might have agreed with Price's advocacy of one income tax, poll tax or window tax.23 Price did want to eliminate the confusion of the current system.  Price hoped to reduce the cost of collecting taxes.  Third, Price also hoped to reduce the inflation and economic distortion caused by tariffs and excise taxes.24
Price, however, also indicated he had ulterior motives for these general proposals.  Like many conservatives, Price's first concern was to:


reduce the influence available to the Crown


and thereby make a significant contribution


to the preservation of public liberty.25
Anticipating Common Cause and Ralph Nader, Price also hoped "the nation would see and feel its taxes more; and therefore would be more attentive to the application of public money."26 Price thus used his single tax proposal not only to forestall national bankruptcy but to reduce the Crown's power.

Price also offered incremental changes to combined revenue growth with Price's political and social aims.  Price indicated he knew England would revolutionize its taxes only during some crisis.27 Price advocated improving trade with the American Colonies and thus tariffrevenues.28 Many liberals might appreciate Price's advocacy of luxury taxes on houses' livery and servants.29
With proposals for reducing expenditures, Price also combined retiring the national debt with furthering his political aims.  First, like twentieth‑century isolationists, Price hoped to save revenues, reduce tensions with the colonies and reduce the Crown's authority by withdrawing the fleets and troops used to guard the American colonies.30 Price desired to reap a peace dividend by disbanding the standing army and reducing the navy.31 Price also hoped to reduce both expenditures and the crown's power by eliminating offices, pensions, and corruption.32 Price continued to fear both national bankruptcy and royal despotism.

Price's "Sketch of proposals" helps to correct the flaw in his previous argument.  Though many of his ideas were politically impractical, they all addressed the need to increase revenues or decrease expenditures.  Price thus showed a willingness to move beyond gimmicks to reform the national debt.

Nature of Civil Liberties, Additional Observations, and General Introduction

Before the American Revolution, Richard Price had taken the side of the American colonists.  Price's concern about the rupture escalated after Lexington and Concord, and grew after the American colonies allied with France.  Price penned several pamphlets pleading for an end to hostilities.  He continued to use the national debt to oppose hostilities against the American colonies.

Richard Price argued a war could prove ruinous.  In 1776, Price pointed to how a war with the colonies would increase military expenditures and reduce revenues.33 Price argues that a nation running an annual surplus of only £269,230 could not afford a war and a disruption of trade.34 In 1777, Price argued that the War of American Independence already was increasing Britain's military spending from £2 millions to £4 millions.35 By 1778, Price had detected the first signs of a decrease in the customs revenue.  From these, Price painted the specter of national bankruptcy.36 Price thus suggested the War with the American colonies was too expensive to continue.

Price developed a new reason to worry about defaulting on government loans.  A panic on government loans, in turn could threaten the integrity of paper money, backed by government obligations.  Price thus suggests the wars could fuel inflation and disrupt financial transactions relying upon paper currency.  Price thus connects the national debt to general economic crisis.

Besides ending the hostilities, Richard Price offers several solutions.  First, Price advocates leaving the Sinking Fund in the hands of national commissioners.  According to Price, from 1690 to 1710, commissioners with no office or possibility for gain uncovered the waste of public money, arising from the rapacity of contractors, and many scandalous abuses and frauds.37 This is analogous to the non‑partisan commissions coming into increasing favor.  Price wrote that the proposal of the inalienable sinking fund was what convinced him to publish his Additional Observations.38
Price also advocated refinancing the Britain's debts to raise additional capital.  While the Crown could raise loans at three per cent during peace, in war investors expected a better return.  The Crown offered three per cent securities at a discount, which increased the principal of the loans and threatened to increase the cost of their redemption.39 Price instead advocated offering three and one‑half per cent or even four per cent interest in return for issuing securities at par.40 Knowing Britain would initially pay higher interest, Price hoped to reduce the principal, facilitate redemption of the debt, and eliminate speculation in government securities.  Price also advocated doubling the land tax, which was borne by the gentry, to 4 shillings to the pound.41 The nearest twentieth‑century equivalent would be a call to double the capital gains tax.

The three pamphlets were also noteworthy for a maturation in Price's interpretation of the national debt and national bankruptcy.  Price declares that the American trade caused our ability to bear a debt so much heavier, than that which fifty years ago, the wisest man thought would sink us.42
Price thus begins to show an awareness that a growth in the tax base can increase the amount of debt a state can tolerate.  In contemporary political discussions, deficit "doves" argue that the United States need merely keep the deficit from growing faster than the Gross National Product to keep the national debt under control.

State of the Public Debts and Postscript

The Shelburne Ministry gave Price hope that Parliament would adopt his proposals.  In 1782 and 1783, Price's patron Lord Shelburne (d. 1805) was first minister.  Price carried out one of Price's cherished dreams and‑negotiated peace with America.43 On October 4, 1782, Price offered "to propose two or three taxes which I have been desired to mention to your Lordship and which seem to be very proper ones because they would operate as useful regulations as well as bring additions to the revenue."44 In January, 1783, Price made specific recommendations for raising new loans to cover Britain's final war costs.  Price also concerned himself with the secondary bond market which would leave room for profiteering by jobbers.45 Price continues to emphasize the need for retiring the debt as quickly as possible even at the expense of short‑term pain.  As Price himself feared, the Shelburne ministry did not continue long enough to implement Price's proposals.46 Price summarized his proposals in the pamphlet The State of the Public Debts and Finances, the statistics of which hew updated the next year in his Postscript.

Price first made the case that England needed to increase revenues and reduce expenditures to bring its finances under control.  In 1783, Price suggested Britain was running a deficit of £1,359,356, and required a surplus of £1,011,507 to retire the debt in a timely fashion.47 Price thus advocated increasing revenues and reducing spending by £2,370,863.  The next year Price suggested England's deficit grew to £1,393,204 and only required a one million pound surplus to operate the sinking fund.48 In 1784, Price contented himself with calling for an increase of but £1,823,642.

Price offered several suggestions for improving the revenue, both new and old.  Price first revived several proposals to reduce spending:


By reducing the standing army, that mortal


foe to liberty; by reforming abuses; by


abolishing useless places and exorbitant


emoluments, and establishing a rigid


economy of state.49
Citinga proposal by Sir Francis Blake (1738?‑1818), Price also suggested raising revenues while improving the fairness of tax collection by replacing all Britain's taxes with a tax of sixteen per cent upon the income on rents, leases and stocks.  This taxation proposal would be analogous to levying a tax solely upon upper‑income wage earners.

Price also made several proposals to correct the Crown's pattern of borrowing.  Price's first concern was to redeem discounted three per cent stock with four percent stock both to replace the short‑term unfunded debt and to reduce the principal by £34 million.50 Over fifty years, price suggested Britain could save £80 million.  Price again declared he preferred paying higher interest for stocks at par, than paying lower nominal interest on discounted stocks.  While Britain would be forced to into greater fiscal discipline by the higher interest, Price suggested the higher stocks could be redeemed faster.51 Price also argued that his proposal would reward the investors, who invested in the nation and the value of whose stock dropped, rather than stock jobbers.52
Price revived his compound interest fallacy.  Price declared that with a surplus and a sinking fund in operation, a higher interest rate would speed the repayment of debts.  Price assumed that a higher interest rate would allow the Sinking Fund to grow faster, as if it were a private investment.53 Price, however, ignored the obvious fact that government debts enjoyed the same interest rates as the Sinking Fund purchases.  Despite his calls for fiscal discipline, Price continued to hope for a relatively painless solution to Britain's national debt.

Price's Influence on Public Policy

In 1786, Price enjoyed another opportunity to advocate the retirement of Britain's national debt.  The Younger Pitt (1759‑1786) was minister of the Exchequer under Shelburne and now turned his attentions to Britain's national debt.  The House of Commons examined the desirability of creating a revenue surplus and reviving the Sinking Fund.54 In January, 1778 Pitt wrote Price complimenting him on the idea of reissuing 3% stock at a higher interest rate, which would prove inexpensive provided England should redeem the stock early.55 Price met Pitt at Downing Street to discuss debt retirement.56 Price continued to argue against any method of borrowing that prolongs the length of Britain's depth.57
Price's correspondence suggests Pitt's final proposals disappointed him.  In February, Price wrote Pitt to criticize several aspects of his debt retirement legislation.  Price urged that England raise another £60,000 per annum to reduce the debt.  Moreover, the proposal would limit the sinking fund's growth the £4,000,000 per year.  Price argued that Parliament should allow the surpluses to continue to balloon until they retire England's National Debt completely.  Price thus wished surpluses to take on the exponential function of an unchecked deficit.  Instead the legislation would only halve the national debt after twenty‑seven years.58 Price also disliked the lack of language to insure that Sinking Fund revenues go to reduce the National Debt.  When he wrote Playfair at the end of the year, Price indicated he felt he only received half a loaf.59 Without the sacrifices needed to generate the surplus, Pitt's proposal, offered more style than substance to Price.

Sadly, Price enjoyed no such influence in France.  As a supporter of the French Revolution, Price might be hoped to have an influence over French national finance.  In his correspondence, Price's only mention of the French national debt was to argue that England should copy the solemn assurances contained in the French Sinking Fund Legislation of 1784.  Price continued to hope that England use solemn assurances to prevent the diversion of Sinking Fund expenses into current expenses.  Advocates of a Constitutional Amendment should be aware that neither France's Sinking fund language nor Gramm‑Rudman‑Hollings prevented deficit spending.

Conclusions

For twenty‑five years, Richard Price thus used a variety of reasons to justify the elimination of Britain's national debt in peacetime.  From his study of exponential functions and logarithms, Richard Price decided that the national debt threatened to soar unchecked until it could lead Britain to bankruptcy and ruin.  Following eighteenth century political economy, Price was worried that an excessive national debt could lead to national bankruptcy.

Price offers a number of solutions to balance the budget and produce a surplus.  On the one hand, he desired to simplify the taxation system both to increase revenues and reduce the number of revenue officers.  On the other hand, Price was more than willing to add new taxes to despised practices such as luxury and celibacy.  He advocates reducing peace‑time military spending.  Price also suggested reducing spending on pensions and livings.

Price thus combined his advocacy of fiscal responsibility with other political and social aims.  Like contemporary conservatives, Price hopes to limit the power of the national executive government.  Like contemporary progressives, Price was distressed by government spending that favors the wealthy.  Price's advocacy thus suggests that fiscal discipline could justify the concerns of differing political ideologies.

What does Price contribute to our political debates? While few economists would argue the American government faces imminent bankruptcy, annual deficits do reduce private investment.  Price's own dalliance with borrowing to sustain the Sinking Fund suggests that gimmicks to solve the deficit often do more harm than good.  Price does remind that fiscal discipline will promote long‑term economic growth.  Price's particular choices to reduce spending and increase taxes not only attempted to cure the public revenue but serve his political aims.  Our own leaders can choose from a variety of changes both to promote solvency and to promote political agendas.
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