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 Notes and Documents

 Alexander Hamilton's Hidden Sinking Fund

 Donald F. Swanson and Andrew P. Trout

 I am half mad with a project which will give our supplies the effect
 almost of magic in the reduction of debt."1 Thus did prime minister
 William Pitt, in I783, express his undiluted enthusiasm for what had

 become a craze in public finance: the sinking fund. Introduced by the
 finance minister Robert Walpole in I 7 I 6 as a means to reduce the English
 national debt, the sinking fund had later lost prestige, for its existence had
 only encouraged politicians to raid it for other projects.2 Then, in the early
 I770s, Richard Price rediscovered and popularized it in England as a
 panacea to liquidate the "largest debt that a State could have occasion to
 contract, at a small expense, and in as little time as its interest could
 possibly require. "3With the debt reaching enormous proportions, cer-
 tainly by eighteenth-century standards, it is no wonder that a sinking fund
 caught the attention of Price's compatriots. At Pitt's behest, Parliament
 created a Board of Commissioners of the Sinking Fund in I 786 and gave
 it a permanent appropriation of ?1 million annually.4

 Price's marvelous discovery had wide appeal in the United States,5
 which had a debt that seemed exceedingly large, although hardly compa-
 rable to its counterparts in England and France.6 Many Americans were in
 a mood to welcome anything that promised to eliminate debt quickly. The
 Continental Congress was so impressed with Price and his sinking fund

 Mr. Swanson is a member of the Division of Business and Economics at Indiana
 University Southeast at New Albany. Mr. Trout is a member of the Department
 of History at the same institution.

 1 Quoted in Carl B. Cone, Torchbearer of Freedom: The Influence of Richard Price
 on Eighteenth-Century Thought (Lexington, Ky., I952), I4I.

 2 For raids on Walpole's sinking fund see Robert Hamilton, An Inquiry Con-
 cerning the Rise and Progress, the Redemption and Present State, and the Management
 of the National Debt of Great Britain and Ireland, 3d ed. (Edinburgh, i8i8),
 I37-I40, and Edward A. Ross, Sinking Funds (Baltimore, i892), IO-I I.

 3 Price, An Appeal to the Public on the Subject of the National Debt (London,
 I772), 40.

 4Robert Hamilton, Inquiry, I40-I4I, and Ross, Sinking Funds, I4.
 5 Cone, Torchbearer, 5 I, I 3 5, and Henry C. Adams, Public Debts: An Essay in the

 Science of Finance (New York, i887), 262.
 6America's more favorable position became clearer by the mid-I790S. See

 James C. Riley, International Government Finance and the Amsterdam Capital
 Market: I740-1815 (Cambridge, i980), I I UI I7, I90.
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 HAMILTON'S HIDDEN SINKING FUND I09

 that in I778 it made him an honorary citizen and asked him to come to
 America and assist in managing the country's finances.7 Price sent his
 regrets,8 but his debt reduction device continued to captivate knowledge-
 able Americans throughout the I780s.

 Compound interest was at the heart of sinking fund proposals. The idea
 was to set aside a fixed sum annually for purchasing outstanding govern-
 ment securities; each year, the annual interest on public securities would
 be added to those fixed sums. The amount of debt that could be redeemed
 each year would grow at compound interest.9 Sinking fund proposals
 normally included appointment of commissioners to receive and disburse
 the income assigned to the fund. Experience during Walpole's adminis-
 tration demonstrated that it was next to impossible to devise laws fool-
 proof enough to prevent diversion of the fund for purposes other than
 debt reduction.

 Alexander Hamilton, America's first secretary of the treasury, could
 hardly fail to take note of all this as he undertook to bring order out of
 financial chaos. On September 2I, I789, the House of Representatives
 directed him to develop a plan for dealing with the nation's financial
 crisis-essentially, a lack of public credit and a debt amounting to approx-
 imately $80,ooo,ooo.10 Hamilton replied with his famous Report Relative
 to a Provision for the Support of Public Credit, dated January 9, I790.

 Anyone who expected Hamilton to say much about debt reduction or
 sinking funds miscalculated. Only toward the end of that report did he
 refer to the fashionable debt-reduction device and only to suggest that
 commissioners be appointed to purchase government securities with prof-
 its (if any) to be derived from the post office.11 But even the gross receipts
 of the post office had never exceeded $35,000 in any year-a sum
 tantamount to about .04 percent of the entire national debt.12 At first
 glance Hamilton appears lacking in genuine enthusiasm for debt reduc-
 tion.

 7 Worthington Chauncey Ford et al., eds., Journals of the Continental Congress:
 1774-1789, 34 vols. (Washington, D. C., I904-I937), XII, 984-985; Adams,
 Public Debts, 262.

 8 For the text of Price's reply see footnote (pp. 354-35 5) in Benjamin Franklin
 to the Committee of Foreign Affairs, May 26, I779, in Jared Sparks, ed., The
 Works of Benjamin Franklin . . ., io vols. (Boston, i840), VIII, 350-364.

 9 Compounding works thus: assume that $ioo in taxes is placed each year in a
 6% sinking fund. By the end of the third year it will contain $337.46:

 End of year i: $ioo X i.o6 = $io6.oo
 End of year 2: $206 ($io6 + $ioo) X i.o6 = $2i8.36
 End of year 3: $3i8.36 ($2i8.36 + $ioo) X i.o6 = $337.46

 10 Harold C. Syrett et al., eds., The Papers of Alexander Hamilton, 27 vols. (New
 York, i96i-i987), VI, 65-66, 86.

 11 Ibid., i06-i07. Hamilton also suggested using the residual, if any, of the
 proceeds of a foreign loan contracted mainly for other purposes; ibid., I07-I08.

 12 Samuel Osgood to Alexander Hamilton, Jan. 20, I790; ibid., i96. Osgood,
 the postmaster general, predicted that the post office might bring in gross revenues
 as high as $5oo,ooo. Hamilton's proposal placed a maximum on postal profits
 ("nett product") directed toward the sinking fund of $i,ooo,ooo; ibid., I06I-07.
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 I I0 WILLIAM AND MARY QUARTERLY

 The same goes for the Congress. In passing the Funding Act (August 4,
 1790), Congress rejected Hamilton's postal allocation, earmarking only
 proceeds from sales of western lands to reduce the debt. The plan was
 destined to have little more impact on the national debt than Hamilton's
 would have had; moreover, unlike the Pitt administration, the American
 legislators gave the sinking fund no permanent annual appropriation from
 tax revenues.13

 As for Hamilton, the image he has projected was much like that
 conveyed in Thomas Jefferson's I792 letter to George Washington: the
 difference between Hamilton and himself was that "I would wish the debt
 paid to morrow; he wishes it never to be paid, but always to be a thing
 where with to corrupt & manage the legislature."'14 Not only did Hamilton
 appear immune to the sinking-fund virus, but he almost courted a repu-
 tation for perpetuating debt.

 Or so it seems. A closer look at Hamilton's I790 report reveals a more
 genuine interest in sinking funds than first appears. We have just men-
 tioned the secretary's proposed postal sinking fund; historians have dis-
 cussed it in fact.15 Quite apart from that, he buried in his report an
 additional device capable of liquidating more government debt than the
 postal fund could do. Although he never called this innovative scheme by
 that name, what Hamilton devised was tantamount to a second, but
 hidden, sinking fund. As we shall see, he was providing the Congress with
 an instrument for fairly rapid debt reduction-if the legislators chose to
 use it, as indeed they did. But, to be understood, the plan has to be seen
 in the context of Hamilton's Report on the Public Credit.

 13The proceeds of sales of western lands in the I790s turned out to be
 negligible. Apart from this, Congress provided a one-time appropriation of surplus
 revenues for i790 and some proceeds from foreign loans, all designed to purchase
 government securities below face value. Although this was known informally, but
 not officially, as a sinking fund, the term is really a misnomer insofar as the plan
 failed to utilize compound interest. It was simply an ad hoc redemption fund; if a
 windfall came its way, it would purchase securities. A law passed on May 8, I792,
 finally gave the ad hoc fund the interest on the debt held. For the text of the
 Funding Act see "An Act Making Provision for the [payment of the] Debt of the
 United States," August 4, I790, in The Public Statutes at Larg[eJ of the United States
 of America ... (Boston, i848), I, 138-I44. The aforementioned "sinking fund"
 was created (but not called that) by "An Act Making Provision for the Reduction
 of the Public Debt," Aug. I2, I790, ibid., i86-i87.

 14Jefferson to Washington, Sept. 9, I792, in Paul Leicester Ford, ed., The
 Writings of Thomas Jefferson, i0 vols. (New York, i892-i899), VI, i05.

 15 See, for example, Forrest McDonald, Alexander Hamilton: A Biography (New
 York, I979), I70-I7 i, and Donald F. Swanson, The Origins of Hamilton's Fiscal
 Policies (Gainesville, Fla., i963), 5I-53, 59-64, 69-72. These writers show that
 this sinking fund-as altered by Congress-was more important than the limited
 amounts of revenue allocated to it imply. For example, an allocation of $i5o,ooo
 purchased securities for the fund with face value of $278,000 in I790. Such
 purchases in a small market had the beneficial effect of increasing the price of
 government securities, which to Hamilton was a barometer of public credit.
 Besides, the fund's existence would reassure creditors that the debt was being
 paid; to him public opinion was the essence of national credit.
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 HAMILTON'S HIDDEN SINKING FUND I I I

 The object of the secretary's overall plan to establish public credit was
 to provide for debts domestic and foreign, both federal and state. There
 was to be no discrimination between original holders of government
 securities and purchasers who had acquired them second-hand; all would
 be treated equally. The total national debt, including arrears of interest to
 be regarded as new principal, Hamilton estimated at nearly $8o million. In
 1 790 there seemed no way to pay the originally contracted rate of interest
 from available revenues. Funding the debt in its existing form was impos-
 sible.16

 To Hamilton, funding meant congressional earmarking of tax revenues
 to pay each year's interest, without an annual appropriation, as long as the
 debt existed. For the secretary, wholesale repudiation or much higher
 taxation was out of the question. The remedy, he concluded, was to
 persuade security owners to convert their holdings, which usually bore
 6 percent interest, into government instruments paying slightly above
 4 percent on average. In return he would offer them "fair" equivalents, to
 be encompassed within the seven conversion options he presented for
 Congress's consideration.17 Three of the options were varieties of life
 annuities, each offering as fair equivalent a premium for long-term survi-
 vors. The other four options were annuities with fair equivalents in the
 form of government lands or limited redeemability or both. It is the
 limited redemption clauses that concern us here, for within them is half
 concealed, as it were, a novel sinking fund-unconnected to Hamilton's
 postal sinking fund.

 Congress rejected all but one of Hamilton's conversion options: that
 granting the creditor a combination of two perpetual 6 percent annuities,
 one to begin payment at once and one with payment deferred for ten
 years.18 To this package Congress added a 3 percent annuity.19 For the
 creditor the result was an effective interest rate of slightly above 4 percent.
 What is important is that nearly 70 percent of the new securities-the two
 6 percent annuities-would contain a limited redemption feature assuring
 creditors that they could not suffer wholesale redemption and lose an
 interest-bearing asset. This was an especially valuable feature if prevailing
 interest rates dropped, as Hamilton predicted they would, and market
 value of the securities rose above par.

 16 Hamilton Papers, VI, 86-87.
 17 Ibid., 88-97.
 18 Some congressmen thought Hamilton's options complex. James Madison

 believed "a simple . . . system is to be preferred." Mar. I I, I790, in The Debates
 and Proceedings in the Congress of the United States, Joseph Gales, Sr., comp.,
 (Washington, D. C., i834), II, I424 (hereafter cited as Annals of Congress).

 19 Holders of domestic debt received two-thirds of their principal in 6% secu-
 rities and one-third in 6% io-year deferred annuities; arrears of interest were
 converted to 3% annuities. Holders of state debt received four-ninths of their
 principal plus unpaid interest in 6% securities, two-ninths in 6% io-year deferred
 annuities, and three-ninths in 3% securities. Both types of 6% securities had the
 limited redemption feature. "An Act Making Provision for the [payment of the]
 Debt of the United States," Aug. 4, I790, in Statutes at Larg[eJ, I, I40, I43.
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 I I 2 WILLIAM AND MARY QUARTERLY

 The most the treasury was allowed to disburse in any given year

 (according to Hamilton's plan) was $7 for every $ ioo of principal that the
 creditor owned.20 During the first year this meant payment of 6 percent
 interest plus i percent of principal. In approving the general idea, Con-
 gress amended it to specify that no payment could exceed 8 percent,
 instead of the 7 percent Hamilton had recommended. It should be stressed
 that both plans presumed that the government had no legal obligation to
 repay principal at any time so long as it continued to pay annual interest.

 At first glance, Hamilton's original proposal seems to imply a very slow
 rate of redemption-almost as if to justify Jefferson's allegation that the
 secretary never intended to repay the national debt. Once the treasury
 commenced limited redemption, the first year would reduce principal by
 only $i for every $ioo principal. Creditors scanning Hamilton's plan
 might well assume that it would take a century to repay the full principal.

 Actually, the time needed to liquidate a debt by Hamilton's proposal is
 only thirty-four years. Each year out of that fixed annual allocation for
 payment of interest-plus-principal less and less interest would come as the
 principal diminished. At the same time, the treasury would allocate each
 year an increasing portion to the principal, well exceeding the initial
 i percent payment mentioned above. In other words, if the government
 took advantage of the limited redemption feature, it would retire debt at
 a rate equal to a sum growing at compound interest. It is the same
 amortization principle that governs the reduction of modern fixed-pay-
 ment home mortgages (see Table I).

 Hamilton's I790 report did not spell out such details, and congressional
 debates that same year provide no evidence that the members understood
 the impact of compounding. Nonetheless, the legislators reaffirmed
 Hamilton's proposal when they increased the allowable treasury payment
 to 8 percent. Now it was feasible to repay 6 percent annuities in twenty-
 four years, less than the thirty-four implicit in Hamilton's original plan.
 Liquidation of the deferred annuities would require the same number of
 years, subject, however, to a ten-year delay. In i8o8 an English mathe-
 matician described what Hamilton and the Congress had created and
 called it a sinking fund: "At the close of the American war, when the
 United States funded their domestic debt, they allowed on the stock an
 interest of 6 per cent, and enacted that such stock should be 'subject to
 redemption by payments not exceeding in one year, on account both of
 principal and interest,' the proportion of 8 per cent: by which method they

 20 Hamilton's presentation of limited redeemability is less than ideal for the
 reader. A creditor could easily understand a provision that for every $ioo
 principal of old debt he would receive $66.67 in new securities bearing 6%
 interest and the rest primarily in 6% deferreds. Less satisfactory is Hamilton's
 description of the 6% securities as "irredeemable by any payment exceeding four
 dollars and two thirds of a dollar per annum, on account both of principal and
 interest." The reader is left to discover for himself that a $4 payment is 6% of a
 principal of $66.67; a 67-cent payment is I%; Hamilton Papers, VI, 90.
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 HAMILTON'S HIDDEN SINKING FUND I I 3

 TABLE I
 SCHEDULE OF DEBT REDEMPTION PERMITTED BY THE

 LIMITED REDEMPTION CLAUSE

 Annual Beginning Interest Principal Ending
 Year Payment Balance at 6% Repaid Balance

 1 $8.00 $100.00 $6.00 $2.00 $ 98.00
 2 8.00 98.00 5.88 2.12 95.88

 3 8.00 95.88 5.75 2.25 93.63
 4 8.00 93.63 5.62 2.38 91.25
 5 8.00 91.25 5.48 2.52 88.73
 6 8.00 88.73 5.32 2.68 86.05
 7 8.00 86.05 5.16 2.84 83.21
 8 8.00 83.21 4.99 3.01 80.20
 9 8.00 80.20 4.81 3.19 77.01
 10 8.00 77.01 4.62 3.38 73.63
 11 8.00 73.63 4.42 3.58 70.05
 12 8.00 70.05 4.20 3.80 66.25
 13 8.00 66.25 3.98 4.02 62.23
 14 8.00 62.23 3.73 4.27 57.96
 15 8.00 57.96 3.48 4.52 53.44
 16 8.00 53.44 3.21 4.79 48.65
 17 8.00 48.65 2.92 5.08 43.57
 18 8.00 43.57 2.61 5.39 38.18
 19 8.00 38.18 2.29 5.71 32.47
 20 8.00 32.47 1.95 6.05 26.42
 21 8.00 26.42 1.59 6.41 20.01
 22 8.00 20.01 1.20 6.80 13.21
 23 8.00 13.21 .79 7.21 6.00
 24 8.00 6.00 .36 7.64 -1.64

 established a sinking fund of 2 per cent on the sum loaned; which would
 extinguish the debt . . . in somewhat less than 24 years."21

 Hamilton's sinking fund as amended by Congress is quite different from
 its English counterpart-beyond the fact that both employ compound
 interest. In the American version, debt reduction begins at the govern-
 ment's discretion, presumably when revenues are sufficient to make such
 reduction truly possible. Pitt's approach did not prevent the sinking fund
 from purchasing securities at a time when government expenditures far
 exceeded revenues; the net result was that increases in new debt often
 exceeded liquidations through the sinking fund. This was deficit spending
 disguised as debt reduction. In comparison, Hamilton's sinking fund-not
 the one coming from postal profits but the more substantial fund con-

 21 Francis Baily, The Doctrine of Interest and Annuities Analytically Investigated
 and Explained; Together with Several Useful Tables Connected with the Subject (Lon-
 don, i8o8), 84.
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 I I 4 WILLIAM AND MARY QUARTERLY

 tained within a limited redeemability clause-was meant to begin opera-
 tion only when genuine reduction of debt was possible. Hamilton never
 meant it to be a smoke screen for deficit spending. No doubt, the
 secretary's timetable for debt reduction was less urgent than Jefferson
 liked.22 Equally significant, though, Hamilton did make debt reduction
 possible once government solvency was assured.

 Since Hamilton said next to nothing about his hidden sinking fund, one
 is forced to resort to conjecture about the motives behind it. First, his
 approach addresses the typically English problem of the sinking fund
 subject to raiding. A large sum of money allocated to commissioners for
 disbursal invited that. Far better to allocate to them a very small sum
 stemming from postal profits or the like and depend on other means to
 accomplish genuine debt reduction.

 Second, Hamilton very likely realized that the Walpole-Pitt type of
 sinking fund was counterproductive for repaying national debt. Apart
 from the temptation to loot it, the existence of the fund only deluded
 politicians into believing that the debt problem was being solved; they
 could then too easily spend more and ignore the need to tax accordingly.
 Adam Smith recognized this when he wrote that "a sinking fund, though
 instituted for the payment of old, facilitates very much the contracting of
 new debts."23 This contradiction is what is now termed "the paradox of the
 sinking fund."24 Hamilton found a way out of the paradox. It amounted to
 not giving commissioners a permanent and substantial income at a time
 when true debt reduction was impossible anyway. At the appropriate
 moment, when revenues allowed debt redemption, Hamilton's latent
 sinking fund would merge with the administrative mechanism provided by
 the sinking fund commission and true debt reduction would begin. In
 other words, 7 or 8 percent earmarked for creditors by Congress was safer
 from outside interference than an English-style sinking fund.

 Third, Hamilton hid his sinking fund in his conversion scheme because
 he did not want to frighten government creditors with the prospect of
 speedy redemption. Either version of the Hamilton limited redemption
 plan-his own or that of Congress-at first glance suggests a slower rate of
 debt liquidation than Hamilton's plan actually permitted. Why did Hamil-

 22Jefferson held that one generation had no right to burden the next with debt;
 any public debt should therefore be paid in i9 years. See Jefferson to James
 Madison, Sept. 6, I789, in Julian P. Boyd et al., eds., The Papers of Thomas
 Jefferson, 24 vols. to date (Princeton, N. J., I950- ), XV, 392. Jefferson evidently
 failed to realize that Hamilton's limited redemption scheme, or hidden sinking
 fund, as amended by Congress, came close to achieving that objective.

 23 Adam Smith, An Inquiry into the Nature and Causes of the Wealth of Nations,
 Edwin Cannan, ed. (New York, I937), 868.

 24 David Levy, "The Paradox of the Sinking Fund," in James M. Buchanan,
 Charles K. Rowley, and Robert D. Tollison, eds., Deficits (New York, i987),
 93-I I 3. If this "paradox" was not known in America, the raiding problem was. In
 the House of Representatives James Jackson of Georgia stated that a sinking fund
 is "always at hand to be mortgaged when money was proposed to be raised on any
 exigency of the State"; Feb. 9, I790, Annals of Congress, I, II 44.
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 HAMILTON'S HIDDEN SINKING FUND I I 5

 tonl's I1790 report not elaborate on compound interest or, for that matter,
 on the larger question of debt reduction in general when that subject was
 so much in vogue? The secretary was certainly not inarticulate. For
 example, his celebrated "maxim" is a model of clarity: "the creation of
 debt should always be accompanied with the means of extinguishment."25
 Moreover, there is no reason to doubt that he understood how compound
 interest works or that he had seen mathematical calculations done by his
 father-in-law, Philip Schuyler, who was fascinated with the effects of
 compounding.26 Almost certainly, Hamilton feared that creditors would
 resist conversion if his novel sinking fund came to light.

 For most people, Hamilton's second sinking fund remained hidden as
 long as the government did not exercise its option to redeem debt. Even
 Fisher Ames, a leading spokesman for Hamilton in the House of Repre-
 sentatives, specified twice (at least) that limited redemption meant debt
 redeemable "at the rate of one per cent."27 In other words, he assumed
 that the amortization process would take a century.

 If Ames misunderstood Hamilton's timetable for limited redemption,
 he differed somewhat from the secretary on a related point. In proposing
 limited redeemability Hamilton had not clearly singled out foreign hold-
 ers of American debt for special attention. Ames, along with a few other
 Hamilton men in Congress, did. Irredeemability might be unnecessary at
 home, Ames admitted, but to the foreign market it was indispensable.
 Costs of brokerage and insurance, if nothing else, required that foreigners
 demand several years guaranteed possession of annuities rather than
 "uncertain duration."28

 From I790 to I795 the treasury's limited redemption option remained

 25Hamilton Papers, VI, Io6.
 26 "Mathematical Papers," Schuyler Papers, Box 38, New York Public Library.

 Broadus Mitchell found some of Schuyler's calculations in the Hamilton Papers at
 the Library of Congress; Mitchell, Alexander Hamilton, II, The National Adventure,
 1788-1804 (New York, I962), 572n.

 27 Mar. II, I790, Annals of Congress, II, I432. Ames was correct only for the
 first year, of course. Confusion did not stop there. Theodore Sedgwick of Con-
 necticut called limited redeemability "a principle understood by few" (July I2,
 I790, ibid., I7I 6); other congressmen identified it with perpetual debt (ibid.,
 I424, I439). On this point, comments in the press were not instructive. A letter
 to the Connecticut Courant and Weekly Intelligencer (Feb. 25, I790) foresaw a
 century of indebtedness. But critics were more interested in Hamilton's conver-
 sion than in redeemability. Ordinarily a government could legally renegotiate its
 perpetual annuities once the market rate of interest had fallen. A letter to the
 Gazette of the United States (Mar. 3, I790) points out that Hamilton's conversion
 only anticipated a drop to 4% in future years and on that basis cut creditors'
 interest one-third-partial repudiation, in other words.

 28 Mar. I 3, I 790, Annals of Congress, II, I44I. To James Jackson of Georgia,
 opposing Hamilton's plan, irredeemability "was altogether for the benefit of the
 foreign creditor"; Mar. II, I790, ibid., I425. Riley says foreign investors pre-
 ferred loans of at least 8 years duration in International Finance, 35, 47. The point
 is hardly moot, for foreigners held a lot of American securities; by i803 the
 combined foreign and domestic debt owned by them exceeded 5o% of the total
 debt; ibid., 3ign.

This content downloaded from 
��������������70.175.9.72 on Thu, 03 Mar 2022 14:48:47 UTC�������������� 

All use subject to https://about.jstor.org/terms



 i i 6 WILLIAM AND MARY QUARTERLY

 dormant. During that time critics, especially Jeffersonians, denounced
 Hamilton's failure to retire the nation's debt. Hamilton responded in I795
 in a new report to Congress on public credit. He reminded the members
 that President Washington's i794 message to them had asked for a
 "definitive plan for the Redemption of the public debt."29 Now, the secre-
 tary said, there were revenues adequate to allow the treasury to take
 advantage of the limited redemption clauses in both kinds of 6 percent
 annuities: the ordinary annuities, which Hamilton hoped to begin retiring
 in I796, and the ten-year deferreds, to begin retirement in i802. Without
 elaboration, Hamilton observed that his plan would liquidate both types
 of securities twenty-three years after redemption began.30 Thus, in I795,
 the timetable for debt reduction pursuant to the limited redemption
 clauses was there for anyone to read.

 Once again Hamilton had failed to play the role that Jefferson later
 defined for him-that of "servile copyist" of William Pitt.31 Rather than
 Hamilton's adopting the Pitt formula for sinking funds, in a sense the
 reverse happened. In I792 Pitt embodied within a sinking fund Hamil-
 ton's i-percent formula. It is not clear, though, whether Pitt got the idea
 from Hamilton or from Price, who had anticipated the Schuyler-Hamilton
 calculations a quarter-century earlier.32 Whatever the case, in I795
 Hamilton publicly commended the English minister for his foresight.33
 Much more important in the long run, though, is the steady diminution of
 the principal of the American debt. Among those responsible were Jef-
 ferson and his secretary of the treasury, Albert Gallatin, both of whom
 gave high priority to debt reduction. But Hamilton's novel sinking fund
 was also at work as tax revenues set aside to redeem principal did so at
 compound interest. By i8i8 the ordinary annuities were fully retired; by
 i824, the deferred.34 Hamilton's formula as revised by Congress re-
 deemed debt not over the course of one hundred years but in one-third of
 that time. In a secretive way Hamilton proved to be more friendly to debt
 reduction than either his critics or his admirers imagined.

 29Report on a Plan for the Further Support of Public Credit, Jan. i6, I795,
 Hamilton Papers, XVIII, 57-58.

 30Ibid., 83.
 3'Jefferson to James Monroe, May 26, I795, in Ford, ed., Writings ofJefferson,

 VII, i6. Unlike Pitt, Hamilton avoided common fallacies associated with a sinking
 fund. Pitt, for example, proposed converting the debt to a higher rate of interest
 in the belief that it would make the sinking fund retire debt at a faster rate. Nor
 did Hamilton blindly follow the English practice of continuing a sinking fund
 during a war where extensive new borrowing was required. In that event, Hamil-
 ton favored an escape clause to temporarily suspend a sinking fund; Swanson,
 Origins, 7 I-72, 84.

 32 Price said that a I% sinking fund would retire debt in 34 years; Appeal to the
 Public, 40-4I.

 33 See Hamilton's footnote to his Report on a Plan for the Further Support of
 Public Credit, Jan. i6, I795, Hamilton Papers, XVIII, I04.

 34Rafael A. Bayley, The National Loans of the United States from July 4, I 7 76, to
 June 30, I880, 2d ed. (New York, i88i), ii0.
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