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I# The Economics of Export-Led Growth 

A. Methodological Prologue 

It has been correctly argued that historical methodology is 

essentially personal and that methodological discussions commonly 

persuade no one to alter either his techniques nor his fundamental 

assumptions about what research techniques are appropriate for any 

given problem.Nevertheless, in spite of the inability of methodolog

ical discussion to alter strongly entrenched beliefs, it can, when 

coupled with specific research results, play an important role. This 

important role is to make explicit the underlying assumptions which 

governed the selection and organization of the historical data to be 

presented. This role becomes increasingly important when a discipline 

is as marked by methodological unrest as economic history has both 

historically been and is currently,2 Mien research results are presented 

in a framework which differs from the bulk of contemporary work and 

when analytical techniques in common use are eschewed, explanation is 

in order. This explanation may in itself make it possible for some to 

ascertain that the study contains nothing of importance for them. 

~ This ::point is made explicitly by W. W. Hostow, "The Interrelation 
of Theory and Economic History,w Journal of Economic History, XVII 
(December, 1957)* 509. 

2 The point is simply that were it not for methodological discussion 
economic history would not exist as a separate area of specialization 
within the field of economics, but would rather appear with the rest of 
the historical areas in departments of history# 



In one sense this methodological prologue is necessitated by the 

current upsurge of interest in research in economic history. "Whereas a 

relatively short time ago economic history was to all intents and purposes 

a dead field and economic historians were viewed by their colleagues as 

theorists who "couldn1t quite make it," today it is readily recognized 

that economic history has come to life,3 This renewed interest in 

3 The typical attitude of a few years ago was expressed by John 
Kenneth Galbraith, The Liberal Hour, Cambridge: i960, 3* when he stated, 
"The following has to do with economic history. The marriage of economics 
and history produces a hybrid which regularly combines the inadequacies 
of both. For economists, history is a featherbed into which fall those 
who are unfitted by temperament or training for economic theory, econo
metrics, economic statistics or the other more rigorous forms of economic 
scholarship. Historians invariably venture into economic questions with 
caution amounting to diffidence—they must always, they believe, keep 
one eye over their shoulder for an economist who is waiting to destroy 
them. It takes a certain brashness to attack the accepted economic 
legends but none at all to perpetuate them. So they are perpetuated." 
A somewhat more recent expression which reflects the current revival of 
interest in economic history appears in a paper which Robert J. Lampman 
presented before the Faculty Symposium of the College of Business 
Administration at Ohio University in the fall of 1962 and subsequently 
published in 1963 under the title, "Research Frontiers in Economics." 
Professor Lampman stated that, "There are a number of exciting fields in 
economics, some of them quite different from what they were twenty years 
ago. One of them is economic history. One senses excitement of a unique 
kind among the historians, especially the younger men. They feel that 
they have suddenly found a gold mine of information that they didn't have 
before. They are trying to apply statistics to questions of economic 
history; they are trying to apply modern economic theory and tools in 
many ways." (8-9) Later in the discussion Professor Lampman returned to 
this theme to state, "One of the real ways to be appropriately in fashion 
is to take the most unfashionable field you can think of right now, and 
five years from now the chances are pretty good that it will be very 
interesting. One example of this is economic history.. • .When I was in 
graduate school some 15 years ago that seemed like the wildest thing 
anybody would want to go into. No one had taught economic history anywhere, 
there weren't any jobs in it, and it seemed like a dead issue. But the 
people who started out in this field have suddenly become the darlings of 
the foundations. They can't give them enough money. They have several 
new journals and lots of new interests in the field. The business 
administration people are interested in it as well as people in economics 
and history. (19-20) Another indication of the pervasiveness of the 
interest in economic history at the present time is found in Douglass C. 
North's comment, "Quantitative Research in Economic History," which 
appeared in the American Economic Review, LIII (March, 1963), 128-130• 
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economic history does not, I fear, reflect any sudden new urge for the 

delights of Clio for herself. Rather, it is the product of two current 

fascinations. One of these is the desire for quantification and the 

appeal which quantitative techniques have for the contemporary social 

scientist. The appeal of the quantitative techniques is aptly expressed 

in the preface to a new edition of a widely-used survey of American 

economic history. Ross Robertson states that "... economic historians 

have in recent years paid far more attention to quantitative analysis— 

to measurement, if you will—than they previously did. Instead of being 

able to say simply more or less, they try now to say how much more and 

how much less."4 

A second major impetus to contemporary research in economic history, 

also only indirectly related to the desire to understand the past for 

its own sake, is the interest in the problems of economic development 

and growth. Once again using Robertson's text as an example of recent 

thought we find him mentioning as one of the major changes in the second 

edition that "the subject of economic growth, long a favorite of historians, 

has in the past ten years become fashionable among economists, and I 

have devoted considerable space to it ..."5 Economic growth has proved 

singularly recalcitrant to what has amounted to a virtual all-out 

assault by economic theorists. The failure of conventional economic 

analysis to provide a reasonably effective model of economic growth is 

implicitly recognized in the current efforts to broaden the net of 

economic variables to considerations long neglected by the economists. 

6 
Work such as David McClelland1s Achieving Society and more importantly 

^ History of the American Economy, 2d ed., New York: 1?61|, xi. 

^ Ibid., xii. 6 prinCetom 1961. 
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since he is by training a professional economist, Everett Hagen's Theory 

of Social Change37 with its emphasis on non-economic variables indicates 

the failure of economists within the confines of their own discipline to 

find the building blocks for a theory of growth. There seems to be some 

sort of feeling that improved understanding of the historical record, 

particularly if this improved understanding of the historical record is 

in quantitative form, will aid in the construction of a theory of economic 

growth, W. Arthur Lewis in his Theory of Economic Growth expressed this 

when he said if we really understood what had caused the decline and fall 

of the Roman Empire further inquiry would be unnecessary.^ Thus the 

interest in economic history which is currently so heartening a feature 

of the academic world to the neophyte economic historian is the product 

of two related forces, the interest in quantitative methods and the 

concern over the lack of a suitable theory of economic growth. Both of 

these reasons for the current emphasis upon economic history would seem 

to exist independently of the force which generated the bulk of historical 

research previously, the desire to understand the past for its own sake. 

This study does not fit into this currently fashionable mold. It is 

not quantitative in any but an incidental nature, and it is not designed 

as a building block in a theory of economic growth, even though some 

propositions developed from contemporary discussions about economic 

growth are utilized as organizing and heuristic devices. Since this 

inquiry does not reflect contemporary methodological predilections a few 

words of explanation may be in order. 

7 Homewood: 1962, 

® Homewood: 1955* 22. 
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The most important reason for the lack of quantitative treatment is 

the paucity of statistics for the 1780's, For this period of American 

history quantitative materials for a study of the performance of the 

American economy are limited to some fairly good price statistics for a 

few of the major cities and some scattered bits of data on foreign trade. 

It is simply not meaningful to talk of changes in the national income, 

rate of capital formation, volume of savings, or perhaps even the balance 

of payments, for the decade of the 1780's, or for that matter, for virtually 

a century thereafter. The economic historian cannot hope to be able to 

deal with this or other periods in the early history of the American 

economy in quantitative terms.9 

It is precisely this point which illustrates the fundamental danger 

in the current emphasis upon quantitative research. Just as this same 

trend has earlier done in the study of the English economy it will create 

"Dark Ages" in American economic history. 1° Already the gloom of dusk is 

settling over certain periods of the economy's history. We have textbooks 

for American economic development which are devoid of material dealing 

with events occurring before approximately 181*0 and studies of the role of 

9 For a discussion of this point see Albert Fishlow's review article, 
"Trends in the American Economy in the Nineteenth Century," Journal of 
Economic History, XXII (March, 1962), 71-80. The volume which Fishlow 
evaluates in this article Trends in the American Economy in the Nine-
Teenth Century. Studies in Income and Wealth, Volume XXIVT A Report of 
the National Bureau of Economic Research, Princeton: i960, itself 
provides ample evidence of the sketchy nature of the quantitative basis 
for American economic development until past the Civil War decade. 

This point was developed as the theme ..of Frederick J. Fisher's 
inaugural lecture, published in Economics, New Series, XXIV (February, 
1957)$ 2-18, under the title "The Sixteenth and Seventeenth Centuries: 
the Dark Ages in English Economic History?" 
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international trade in .American economic development which begin with 

1790 because that is when the systematic collection of statistics by the 

central government began,H Exclusive attention to studies which promise 

to yield quantitative answers thus introduces a bias into the study of 

economic history, a bias which is particularly elusive since it does not 

rest upon some value judgment which, when exposed to light, is sufficiently 

condemned, but rather finds its support in an appeal to scientific 

precision as attractive as the charms of Circe to a discipline tired of 

criticism for lack of exactness and certitude,12 

The second of the methodological questions, that dealing with the 

appropriate relationship between economic theory, particularly growth 

theory, and research in economic history is not so simply disposed of. 

Presumably the "methodenstreit" has ended and economic history has been 

granted a place, albeit at times a grudging place, in departments of 

economics and in undergraduate and graduate education in economics. All 

this implies that there is some sort of relationship between economic 

history and economic theory, This relationship has attracted the 

attention of many prominent economic historians in their more expansive 

moments and, yet, when the badgered graduate student goes to Rostow, 

Ashton, or to others in a search of convincing discussion of the issues 

involved he will not find the solace and comfort of the assurance that 

H See Lance E, Davis, Jonathan R, T. Hughes, Duncan M. McDougall, 
American Economic History, Homewood: 1961, and Douglass C. North, The 
Economic Growth of the United States, 1790-1860, Englewood Cliff si" T96I. 

12 It is possible to wonder if the utilization of quantitative 
techniques is a sufficient condition to assure the presence of a "quan
titative sense," See Sir John Clapham, "Economic History as a Discipline," 
reprinted in Frederic 0. Lane and Jelle C, Riemersma, eds., Enterprise 
and Secular Change, Homewoods 1953, J4.I6. 
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there is a clearly defined role for the historian to play within the 

general field of economics. Rather, lie is more likely to leave the 

journals with the feeling that there are approximately as many conceptions 

of the relationship between economic theory and economic history as there 

have been prominent economic historians willing to discuss the issue. 

Having failed to find spiritual balm in the journals, the student finds 

himself being forced to do all over again what generations of historians 

have done before him. He sits and thinks out his own answer. The answer 

that is arrived at, and, as well, the process of arriving at the answer, 

inevitably influences the nature of the research which is subsequently, 

or as is perhaps more frequently the case, concurrently, carried on. 

Consequently, the answer and the reason for it become relevant to an 

understanding of the research results. 

In looking for an appropriate statement of the relationship between 

economic theory and economic history one must start with the nature of 

economic theory. Economic theory would appear to have two fundamental 

features. One of these features is its heuristic nature and the other 

is its taxonomic function. Both of these characteristics of economic 

theory are relevant to the economic historian who proposes to place 

his work within the framework of economic analysis. 

In playing its heuristic role in organizing research efforts in 

economic history, economic theory indicates what questions are appropriate 

to ask of the historical record. This role was assigned to economic 

theory many years ago by the noted Swedish economist, Eli F. Heckscher. 

Economic theory plays precisely this heuristic role in this study. 13 

13 Plea for Theory in Economic History," reprinted in Frederic 
C. Lane and Jelle C. Riemersraa, eds., op. cit., 1*29. 
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It "tells" us to reduce the unmanageable question of how well the growth 

of the economy was in the 17801 s to the more manageable one of how well 

the export sector of the economy fared with the assurance that if this 

question is not the only one which might be asked it is at least a 

relevant question. Economic theory thus plays a role in casting the form 

for the inquiry. 

However, the role of economic theory does not end when it has played 

its heuristic role. Economic theory, as Milton Friedman has persuasively 

argued, also has taxonomic characteristics. In presenting the historical 

record economic theory can serve as an organizing device. A device which 

"orders" the historical data into a meaningful pattern. In this fashion 

it expedites the historian's function, the telling of a "story."lU 

The relationship between economic theory and economic history which 

then governed this piece of research is that economic theory provided the 

~4 In his Price Theory: A Provisional Text, Chicago: 1?62, Friedman 
argues that "Economic theory, like all theory, may be thought of in two 
ways. It may be thought of as a language or filing system, or it may 
be thought of as a set of substantive empirical propositions. With 
respect to theory in the first meaning, the relevant question to be asked 
is usefulness and not Tightness or wrongness. The proposition that 
price is determined by the interaction of demand and supply forces is 
merely an attempt to set up a useful filing system within which there 
can easily be placed under the headings "demand" or "supply" any one 
of the forces affecting price. The usefulness of this filing system 
will in turn depend on the substantive fact whether a listing of the 
forces operating on demand contains few elements in common with a 
listing of the forces operating on supply. Economic theory as a set 
of substantive propositions contains propositions which are, in principle, 
capable of being tested because they attempt to be predictive. The 
definition of a demand curve is theory as language• However, the 
statement that the demand curve slopes downward to the right is theory as 
a substantive empirical proposition. It has empirically observable 
consequences, whereas the definition of a demand curve does not. Theory 
as language coincides with Marshall's engine of analysis. His objective, 
as well as that of any other investigator, is to construct a language 
that will yield as many substantive propositions as possible." (8) 
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"rationale" for the study by determining what questions would be asked 

of the data and casting the form of these questions* After the questions 

were posed economic theory also guided the arrangement of the facts into 

answers by playing its taxonomic function* In this fashion the study 

relates to the mainstream of economic thought without reliance upon the 

contemporary concern with the problems of economic growth and development* 

Hopefully, this theoretical construct will enable a discussion of the 

American economy of the 1780fe, and more particularly the export sector, 

to take place without excessive "present-mindedness •" 

The choice of an appropriate theoretical framework for a particular 

research project in economic history can only be made with reference to 

the objectives which the researcher hopes his particular inquiry will 

achieve* The choice of objectives for an inquiry into the performance 

of the American economy during the Confederation period is broad. However, 

many of these objectives have been explored as the literature on the 

"critical period" has piled up. For example, historians have recognized 

that the 178ofs were not either all years of depression or all years of 

relative prosperity, depending upon whether one was a Federalist or an 

Anti-Federalist, but that it was a decade subject to swings in the business 
| 

cycle like other decades in the history of the American economy. Historians 

have also dealt with, from varying points of view, the problem of public 

finance during the period and have even recognized that there might have 

been some sort of relationship between decisions as to what was the 

appropriate course of action for handling the Revolutionary War debt 

and the level of economic activity which actually was achieved during 

the 1780fs. However, a survey of the literature leaves one with the feeling 

that the secular implications of independence and of the absence of a 



10 

central government are not topics -which have aroused the curiousity of 

historians. Perhaps a small concession to present-mindedness at this 

point is in order. The contemporary emphasis on economic growth has at 

least had the salutary affect of forcing historians to engage in longer-

run analysis than they might have otherwise been prone to. The rationale 

for this study is the placing of certain salient aspects of the economy's-

performance during the 1780's in a framework of analysis which will 

permit the relationship between the 1780®s* and no central government* 

and what was to follow* to be made explicit. In the absence of an 

analytical framework with inherent secular implications* the decade of 

the 1780®s would be doomed to hang in the air* an unconnected episode in 

the total course of American economic development. Thus* the purpose 

of the analytical framework is to provide a theoretical structure which 

makes possible the asking of a significant question about the performance 

of the American economy under the Articles of Confederation. The sig

nificance of the question being posed is judged by the relevance of the 

question to the total course of American economic history. In other 

words* the question is one which might be asked at any period in American 

economic development with but little reduction in its significance. In 

addition to generating a significant question to be answered by appeal 

to the historical record* the theoretical framework must provide a means 

of organizing the historical data into a coherent answer. The theoretical 

framework which is outlined in the following pages represents one 

possible* and hopefully* one of the most meaningful* construct which 

achieves the above objectives. 

The ideas in this theoretical portion of the study are as old as 

Adam Smith and as current as the recent revival of interest in economic 
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history. The search for a pervasive theme -with secular implications 

finds its start in the Wealth of Nations and ends as an exercise in 

contemporary price theory. Lest the atmosphere become too rarified for 

•what is after all the flesh and blood of historical events it has been 

modified by historical generalizations at two different levels. 

A common element in much of the literature on the process of economic 

growth is an emphasis upon the importance of the export-sector. In 

Smith* s Wealth of Nations this idea was first developed .. systematically 

and has attracted the attention of economic theorists such as Alfred 

Marshall and George Stigler down to the present day when its appropriate

ness struck the economic historians. The first step in the development 

of the analytical framework is then to outline the development of the 

concept of the determinants of the division of labor. 



8* The Division of Labor, the Extent of the Market, and the Export Sector 

A discussion of the appropriate theoretical structure for the study 

of the economic development of free enterprise economics inevitably seems 

drawn back to Adam Smith's Wealth of Nations, Scattered throughout this 

ample volume are innumerable fruitful insights into the process of economic 

growth. Among the most important of these is, of course, the fact that 

to Smith it was not necessary to have an explicit theory of growth, but 

that discussion of the process of economic growth should proceed directly 

from general principles of economic analysis. 15 Also of significance to 

the economic historian is Smith's recognition of the uniqueness of the 

process of economic change. No treatment of the growth process which 

focuses our attention exclusively upon capital formation, making behaviorial 

patterns constant, can be of use to "the economic historian who of necessity 

must work with the world of men subject to changing tastes and predilec

tions.-^ But, if there is one general idea about the nature of the process 

of change in Smith's work, it is his idea that the extent of the market 

determines the degree of specialization and that increasing specialization 

is the key to economic development.3 Smith's argument contains the 

15 por a discussion of this point see J. M. Letiche, "Adam Smith and 
David Ricardo on Economic Growth," in Bert Hoselitz, ed., Theories of 
Economic Growth, Glencoer i960, 65, 8H-85. 

16 Ibid., 66, 85. 

As Joseph A, Schuapeter states in his History of Economic Analysis, 
New York: I9$h9 "...nobody, either before or after A. Smith, ever thought 
of putting such a burden upon division of labor. With A. Smith it is 
practically the only factor in economic progress." (187) 
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following steps: 

(1) The greatest improvement in the productive power of labour, 
and the greater part of the skill, dexterity, and judgment with 
which it is any where directed, or applied, seem to have been 
the effects of the division of labour,18 

(2) It is the ability of specialization to lead to increased 
productivity that accounts for "the separation of different 
trades and employments from one another#"19 

(3) This division of labour, from which so many advantages are 
derived, is not originally the effect of any human wisdom 
which forsees and intends that general opulence to which it 
gives occasion. It is the necessary, though very slow and 
gradual consequence of a certain propensity in human nature 
which; has in view no such extensive utilityj the propensity 
to truck, barter, and exchange one thing for another*20 

(h) As it is the power of exchanging that gives occasion to the 
division of labour, so that extent of this division must 
always be limited by the extent of that power, or, in other 
words, by the extent of the market.21 

From these characteristically loose statements by Smith two 

prominent economic theorists have formulated a more precise treatment of 

the issues involved. The first of these treatments is to be found in 

Alfred Marshall's Principles of Economics. The crucial issue for the 

economic theorist is the type of market structure which typically 

results from economies external to the firm being present. 

If external economies are truly important, important enough to 

warrant a place as the basis for a theory of economic growth, then the 

problem is to determine what prevents the market from becoming monopolistic. 

Stigler has clearly stated the problem in the following passage "...either 

^ Adam Smith, Wealth of Nationss New Xork: 1937, 3. 

19 $• 

80 Ibid., 13. 

21 Ibid., 17. 
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the division of labor is limited by the extent of the market, and, 

characteristically industries are monopolized; or industries are charac

teristically competitive and the theorem is false or of little significance."22 

Marshall, clearly recognizing this dilemma, gave the sort of answer 

one would expect from an economist who felt that "the Mecca of the economist 

lies in economic biology..."23 Marshall argued that the natural tendency 

toward monopoly engendered by the growth of the market with its resulting 

division of labor would be limited by the mortality of the entrepreneur# 2li 

Marshall's solution thus rested upon institutional considerations which 

led Stigler to attempt to formulate a more precise solution to the 

problem which would not rest upon some element exogenous to the theory 

of the firm such as the mortality of the entrepreneur. Stigler1 s 

formulation of an answer to the dilemma posed by Smith's proposition is 

the next step in the analysis. 

The starting point for Stigler's argument is the proposition that 

the typical firm is engaged in a series of distinct operations and that 

these must be separated for analytical purposes. If Smith's theorem is 

to have any validity some of these processes must be subject to increasing 

returns and some must be subject to diminishing returns. Furthermore^ 

if the industry is not to be characterized by a falling cost curve, the 

increasing cost functions must outweigh the diminishing cost functions, 

otherwise the industry could not achieve a competitive equilibrium.25 

22 George J. Stigler, "The Division of Labor is Limited by the Extent 
of the Market, "Journal of Political Economy, LIX (June, 1951), 185. 

23 Alfred Marshall, Principles of Economics, 8th ed., New Xorks 191*8, xiv. 

2l* Ibid., 285-86. 

Stigler, op. cit., 188. 
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At first glance one may wonder why the firm does not drop the 

increasing cost functions and specialize in the decreasing cost function. 

Stigler's answer to this reasonable inquiry illustrates the time-bound 

nature of pure economic theory, since the reply is that it depends upon 

the stage of development of the economy. As Stigler argues* 

At a given time these functions may be too small to support a 
specialized firm or firms. The sales of the product may be too 
small to support a specialized merchant; the output of a by
product may b© too small to support a specialized fabricator; 
the demand for market information may be too small to support 
a trade journal. The firm must then perform these functions 
for itself.26 

Specialized firms, taking advantage of these decreasing cost functions 

make their appearance as the market expands. Mien the market has grown 

sufficiently a new firm will enter, specializing in the decreasing cost 

function and making it possible for firms previously performing this 

operation in conjunction with other activities to drop it, securing 

appropriate amounts of the good or service from the new firm at a lower 

cost than they could provide it for themselves. 

It is the presence of the possibility that previously non-specialized 

firms could perform the function for themselves that prevents the new firm 

from taking advantage of its monopoly position. 2? The price it can charge 

will be limited by the average cost of the process to the firms abandoning 

it. The new, lower cost will result in a movement of the production 

possibilities curve to the right indicating that these external economies, 

emanating from the expansion of the industry, have made possible the 

production of a larger real volume of goods and services with the same 

26 Ibid. 

27 Ibid. 
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stock of factors of production. Economic growth has resulted solely 

from the more efficient organization of industry. 28 

It is not perhaps surprising that the division of labor concept 

should be utilized as an organizing principle for research in economic 

history. Indeed, considering its origin, the real surprise is that the 

idea of the crucial role played by the extent of the market should have 

been largely ignored by economic historians for so long. Only in recent 

years has this theoretical structure been applied systematically to 

-American economic development. Here reference is being made to Douglass 

C. North's path-breaking study The Economic Growth of the United States, 

1790-1860. 

In this study North attempted to place within the context of the 

success of the export sector, the story of the growth of the American 

economy in the pre-Civil War era* Several important considerations may 

be extracted from North's study that indicate possible applications of 

the concepts developed in the previous pages to the "critical period." 

North demonstrates very clearly that the most important single determinant 

of the extent of the market for American producers was not internal but 

external. In other words, that the extent of the division of labor 

depended primarily upon international trade and only secondarily upon 

interregional trade. Secondly, North emphasised the crucial role played 

28 It may be argued that these new organizational forms will require 
additional capital. This may or may not be true. It is possible to 
envision organizational changes leading to greater output that would 
require no additional capital investment. An example of this might be 
the increasing specialization of the merchant as he moves from involve
ment in retail, wholesale, and export-import trade to specialization 
in one or two of these areas. For an example of this process, see 
Philip L. White, The Beekmans of New York in Politics and Commerce. 
1617-1377, Mew loHT 1956, 
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by the price mechanism in the growth of the "market" economy of the 

United States, These two fundamental insights are just as appropriate 

for a study of the 1780's as for the period from 1790 to i860. 

Unfortunately, however, North1s work is marred by several serious 

blemishes. The most important missing argument in North*s application 

of the extent of the market analysis is a recognition that political 

forces could determine the extent of the market just as did economic 

forces and that in a mereantilistic world often times played a more 

important role than the purely economic considerations of cost of produc

tion and cost of transportation.29 While, admittedly, these elements 

are exogeneous to the economist's model, one of the major merits of the 

utilization of price theory is to be found in the ease which it permits 

the assimilation of such considerations into the analytical framework. 

North has in a later article himself recognized this last point but has, 

as yet, failed to recognize the extent to which this admission must 

modify his original thesis.30 

A second fundamental criticism of North's work may appear to some 

to be not a fault but a virtue. North appears to wish to reduce every

thing to quantifiable terms. His objective is to dismiss from considera

tion all non-quantitative elements. This tendency was apparent in his 

This point has been made recently in a paper by Stuart Bruchey, 
"Douglass C. North on American Economic Growth," Explorations in 
Entrepreneurial History, Second Series, I (Winter, 1961*), lhS-158• 
Speaking specifically of the period of the Revolution Bruchey argues, 
"So important is the role of the state in accelerating the rate of develop
ment that the Revolution appears to form a great watershed in American 
economic growth." (152) 

30 
"Comments on Stuart Bruchey1 s Paper," Explorations in Entre-

preneurial History, Second Series, I (Winter, ±9oh),160. 
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monograph and has recently been made explicit in his rejection of argu

ments concerning, for example, motivation on the grounds "...that there 

is no operational way known by which to measure changing intensity to 

motivation in America..•" and that literary sources "...make interesting 

comments but not anything that can be used to further our knowledge. "33. 

This rejection of all non-quantitative evidence leads North into some 

strange paths. For example, North draws a sharp distinction between 

1790 and 1789. let by the logic of his own analytical framework the 

introduction of a new form of government should not have marked a signifi

cant alteration in the rate of growth generated by the export sector since 

this was largely determined by factors which operated independently of 

the form of government in the United States. One cannot help but suspect 

that the significance of 1790 is largely that it is the date when the 

systematic collection of foreign trade statistics by the central government 

began. Norths periodization appears to be imposed upon him by a political 

change which led to an alteration in the sources of data available and not 

upon any fundamental economic changes. Ironically, North finds himself 

in the position of denying the significance of political determinants 

and at the same time allowing strictly political changes to influence his 

understanding of the course of economic growth. 

In spite of these essentially critical remarks about North1s application 

of the division of labor concept, the analytical ideas themselves remain 

useful. Part of the usefulness of these analytical ideas is to be found 

in the way in which they mesh with the most important set of historical 

generalizations about the process of economic growth in "new countries," 

31 Ibid., 163. 
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Harold Itxnis' Mstaple theory of economic growth." The division of labor 

concept has little or nothing to say about the process of capital forma

tion, indeed, strictly formulated it need not rest on any change in the 

size of the capital stock of an economy. The staple theory of economic 

growth, however, relates the size of the market to the rate and form of 

capital creation. As such, the staple theory is not a competing variation 

of growth analysis but rather the analytical framework North developed 

is one variant of a staple theory, a subspecies of a larger group of 

theoretical structures, which will be explored in the next section. 



C. The Staple Theory 

When Innis developed the staple theory, it was a set of historical 

generalizations drawn from his researches into Canadian economic history. 

While Innis did at times speculate on the broader significance of his 

generalizations, it seems safe to conclude, as Melville Watkins has done 

in a recent article, that "Methodologically, Innis1 staple approach was 

more technological history writ large than a theory of economic growth 

in the conventional sense."32 only after the ideas left Innis* hands to 

be absorbed in the mainstream of economic thinking did the staple theory 

begin to take on analytical characteristics which made it a variant of the 

theory of economic growth, albeit a theory severely limited in application 

to a particular set of historical circumstances. It is these later 

modifications of Innis1 ideas that are an integral part of the analytical 

framework for this siaidy, not Innis1 specific historical generalizations. 

An outline of the major features of the staple theory might logically 

start with the question posed by Richard Caves and Richard Holton in their 

recent study of The Canadian Economy.33 They ask, "What is a staple?" 

The answer to this question does much to indicate the relevance of the 

staple theory to American economic development since Caves and Holton 

argue that a staple "...is a product with a large natural resource content. 

32 rt£ staple Theory of Economic Growth," The Canadian Journal of 
Economics and Political Science, XXIX (May, 19*537, Ihl. 

33 Cambridge* 19^9• 
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Some part of its fabrication must take place at the spot, even if only in 

the trivial sense of seizing it away from Nature, The staple is a product 

which does not require elaborate processing involving large quantities of 

labor or rare skills. (This does not preclude its using large amounts of 

capital, as indeed most of Canada's staples have,) The staple is a product 

which will bear transport charges and which is in international demand. 

All of Canada's successful stsples have thrived on vigorous export markets."3U 

Quite apparently all, or at least virtually all, significant American 

exports of the first century of American economic development after inde

pendence fit this category. 

The next question which might be posed is to ask how the staple exports 

lead to capital formation. Here "the fundamental assumption of the staple 

theory is that staple exports are the leading sector of the economy and 

set the place for economic growth. "35 The emergence of export staples is 

generated by "The limited—at first possibly non-existent domestic market, 

and the factor proportions—an abundance of land relative to labour and 

capital—create a comparative advantage in resource intensive exports, or 

staples."36 jn this fashion, "Economic development will be a process of 

diversification around an export base."37 in other words, at the center 

of the staple theory is the idea that the process of economic development 

finds its origins in the export sector and as the export sector grows 

through the effects of increased activity in the export sector on the 

3l*Ibid., 31. 

3s Watkins, og. eit., lWt. 

36 ibid. 

37 ibid. 
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remainder of the economy. However, in order to call the staple theory a 

theory of capital formation one must be able to specify the relationships 

between the export sector and the remainder of the economy in such a way 

as to make apparent the forces generated by the exports which induce 

capital formation in the domestic economy. Albert Hirschman in his 

Strategy of Economic Development has done this.38 

Hirschman distinguishes two important inducement mechanisms which may 

be at work in what he terms the DPA (Directly Productive Activities) sector. 

These are forward linkage effects and backward linkage effects.39 Hirschman 

defines these effects as follows: 

1. The input-provision, derived demand, or backward linkage effects, 
every non-primary economic activity, will induce attempts to 
supply through domestic production the imputs needed in that 
activity. 1*0 

2. The output-utilization or forward linkage effects, i.e., every 
activity that does not by its nature cater exclusively to final 
demands, will induce attempts to utilize its outputs as inputs 
in some new activities.Ul 

Of these two effects by far the most important in Hirschman1 s analysis is 

the backward linkage effect. Consider the following passage where he outlines 

some of the assumptions necessary to make this mechanism into a theory of 

capital formation. 

38 New Haven: 1958. 

39 Ibid., 100. 

k° Ibid. 

Sjj • A third effect not dealt with by Hirschman but which is 
introduced by Catkins is what he terms final demand linkage. He defines it 
as n...a measure of the inducement to invest in domestic industries 
producing consumer goods for factors in the export sector. Its prime 
determinant is the size of the domestic market, which is in turn dependent 
upon the level of income-aggregate and average-and its distribution.n 
Watkins, og. cit., Ilj5# 
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As backward linkage is brought into play by increases in demand, 
we shall suppose that autonomous growth is taking place as a result 
of some net capital formation, improvement in efficiency, and rise 
in exports • But let this be a slow growth, far below the ceiling 
set for an economy by its potential ability to generate savings and 
to attract foreign capital* We then assume that backward linkage 
unfailingly triggers additional net capital formation whenever the 
imports of some commodity pass the "threshold" of minimum economic 
size.U2 

Watkins extended this argument further when he posed the question, 

"What is the likely growth path of a staple economy?" He suggests that 

expansion in the export sector will quickly absorb any existing slack in 

the domestic economy and from that Juncture on the rate of growth will be 

dependent upon the ability to import sdarce factors. Continued growth is 

thus dependent upon the elasticity of supply of the factors of production, 

particularly labor. If foreign sources make the supply of labor reasonably 

elastic, then growth may take place without leading to strong increases in 

price for the relevant factors. From immigration then is traced one of 

the major elements which generates "boom" in staple economies. Watkins 

concludes his discussion by emphasising once again that this "theory is a 

theory of economic growth for new lands and consequently the pattern of 

success is materially assisted by a favorable man-land ratio and by the 

absence of inhibiting traditions.U3 

The relevance of this set of spruced-up historical generalizations 

for American economic development is apparent. In the first place, the 

American economy was a staple economy from the days of the Virginia 

Company until at least the Civil War and perhaps later. Secondly, it is 

necessary to have some connection between Stigler's argument relating to 

Hirschman, og. cit., 113. 

Watkins, ©g. cit., ll$. 
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the division of labor and the extent of the market, which does not say 

anything about capital formation, and the development of the American 

economy which quite apparently has been in large measure a process of 

capital formation. The staple theory provides this link and as such 

performs a useful function in setting the theoretical stage for this 

inquiry. 



D. The Atlantic Economy and Civilization 

The ideas sketched in the two preceding sections of this chapter 

moved from rather abstract propositions drawn from economic theory to a 

set of historical generalizations which could be re-formulated in such a 

way as to round out the theoretical structure • The final portion of the 

analytical framework exists at a different level of inquiry. The selection 

of this topic for research and the organization of the thesis both reflect 

a belief in the validity of the proposition that, "It is historically 

fruitful to think, not of two separate economiOes, British and American, 

but of a single Atlantic economy. "Wt The idea of an Atlantic economy, 

or more broadly, "an Atlantic civilization,"U5 serves as the historical 

justification for the topics explored in later chapters. This examination 

of the growth potential exhibited by the American economy in the 1780* s 

is then predicated upon the proposition that any worthwhile treatment of 

American economic development before the First World War must be placed 

within the context of America's relationship to the world economy. 

The economist's conception of an Atlantic Economy has probably been 

most succinctly expressed by E. H. Phelps-Brown when he stated that this 

"...is the pattern of the Atlantic Economy, dividing a common fund of 

incremental energies between its regions in varying proportions from time 

U* Frank This tie thwaite, America and the Atlantic Community: Anglo-
American Aspects5 1790-1850, New Xorks 1963, 3. 

Michael Kraus, The Atlantic Civilization: Eighteenth Century 
Originsj Ithaca: 19 9̂• 
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to time, Whether a house is built in Oldham depends on and is decided by 

whether a house goes up in Oklahoma,tth& Obviously such a precise relation

ship cannot be presented for the 178ofs. At this day the multi-lateral 

international economy postulated by this proposition was far from developed. 

Nevertheless, it is possible to detect during the period of the Confedera

tion certain movements in this direction which were to bear fruition a 

generation later. 

The economic basis for the Atlantic Partnership was the differing 

factor endowments of the economies involved. Host of the commodities 

traded within this international economy represented, either directly or 

indirectly, the differing natural resources base of the mother country, 

England, and her colonies. Climatic conditions enabled the tropical and 

semi-tropical English colonies to produce certain staples not readily 

produced within the domestic English economy. It is important to note 

that as a consequence of these different natural resource endowments most 

of the trade was a North-South trade rather than an East-Heat trade. In 

addition, these different factor endowments led to different types of 

social institutions in the staple producing colonies and the mother country. 

The slave plantation is probably the most explicit illustration of this 

point. The Heckscher-Ghlin approach to international trade is explicitly 

based upon this consideration, and it is steadily proving to be a fruitful 

way of viewing American economic development down to the Civil War, 

There is, however, yet a broader concept of the relationship between 

the nascent United States and the older European civilization. The Atlantic 

Economy is merely part of the Atlantic Civilization, In this concept 

k" In a review of Brinley Biomas, Migration and Economic Growth, in 
the Economic Journal, LXIV (December, 195h) > 820. 
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economic forces are placed in their rightful place in the hierarchy, 

somewhere below the forces of ideas and moral concepts. As Kraus stated 

"The moral force that America exerted upon Europe in the eighteenth 

century bore little relation to the economic strength of the colonies."U? 

The keeping in mind of the idea of an Atlantic civilization does not alter 

the economics of a given bit of historical analysis but it does make a 

difference in the importance which one assigns to any given inquiry. As 

Beales said years ago in connection with British economic history, "Insular 

economic history ceased to have any more than insular significance twenty-

five years ago"M* ancj so it ought to be with the writing of American 

economic history today. 

In summary, then, this study of the American export sector during the 

1780fs is based upon the following ideas; first, a theoretical structure 

which reduces the problem of economic growth to the empirically simpler 

one of the performance of the export sector; secondly, that what was being 

exported was staples and that historically and analytically this has led 

to certain patterns of development; and, finally, that all of this develop

ment took place within an international context, or, that American economic 

development is not a self-contained topic for research but inevitably 

involves us in the international economy. 

1*7 Kraus, op. cit.s vii. 

W H. I. Beales, "The 'Great Depression' in Industry and Trade," 
reprinted in E. M. Carus-Wilson, Essays in Economic History, lil5. 



II# The Historiography of the Confederation Period 

Any study dealing with events transpiring during the decade of the 1780ls 

inevitably finds itself involved with the tremendous volume of interpretative 

literature which this brief period has inspired #^ The crucial question 

which has generated this mass of literature is, How critical was the 

"critical period"? The pervasive appeal of this question for historians 

is perhaps accounted for by the fact that this is a historiographies! 

question debated by a group of statesmen searching for a viable form of 

government for their country as well as by subsequent generations ..of 

scholars working in their offices# A second factor accounting for the 

widespread and long-lasting appeal of this question is that the consequence; 

of the decision reached by the political processes of the 1780'8 is still 

unfolding today. 

It should be quite apparent that the analytical framework for this 

study is considerably narrower than the question posed in the paragraph 

above# Knowledge about how well the economy performed in the 1780's 

' will not in itself provide historians with material for answering the 

question about the extent to which the Confederation period was a "critical 

period#" However, the performance of the economy is relevant to any 

answer to this question, and it should be obvious that progress toward 

^ I have used as a guide to the standard works on the Confederation 
period the excellent survey article by Richard B# Morris, "The Confederation 
Period and the American Historian," William and Mary Quarterly, Third 
Series, XIII (April, 1956), 139-156. 



an answer can only be made by dividing the question into smaller constituent 

parts. 

Perhaps a more important consideration concerns an implication of the 

theoretical model for Confederation historiography. The theoretical 

framework is designed to provide a way of sorting out some of the secular 

implications of the Confederation period. The model "tells" us that the 

important question is not how well the economy performed during the 1780's 

but rather what did the economy's performance in the 1780»s portend for 

the future course of economic development in the absence of a change in 

the structure of government. This issue has, of course, not been system

atically worked on in the literature because it lies outside the normal 

province of historical objectivism. In spite of a failure of the literature 

to address itself to this objective, the literature is not irrelevant to 

this inquiry, insofar as a study of the performance of the export sector 

has implications for the opposing conceptions of the nature of the 

economic system had by the Federalists and Anti-Federalists in the 1780fs, 

The "critical period" has brought forth two alternative interpretations 

(this is not to deny the existence of certain sub-species) which are 

based upon different political viewpoints from the period itself.2 The 

political viewpoints referred to are, of course, the Federalist and Anti-

Federalist positions. Subsequent generations of historians dealing with 

this period have tended to fall into either one or the other of these 

camps. Those who in general adhered to the Washington-Hamilton-Madison 

point of view were Bancroft, Fiske, McMaster, and McLaughlin, This group 

2 This argument is drawn directly from the article by Merris cited 
above. In one sense Morris1 views in this article represent one sub-species 
of the general Federalist position* 
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has received important support in recent years from Morris and Morgan. 

The Anti-Federalist historians include such names as Dawson, Beard, and 

at present, Merrill Jensen and his students. 

The Federalist interpretation of the history of the "critical period" 

is responsible for the term by which the decade is most commonly known. 

The phrase "critical period" derives from Fiske*s book of the same name.3 

Xtfiile Fiske's work did not embody original research or even indicate 

familiarity with the printed source materials it has served as the 

fountainhead for most interpretations of the period to this day.^ One 

may secure an idea of Fiske*s views merely by looking at chapter titles? 

"The Thirteen Commonwealths," "The League of Friendship," "Drifting 

Toward Anarchy." To Fiske the period was one in which American independence 

hung by a slender thread. The general incompetence of the government, 

he seems to argue, affected the performance of the • economy as well. 

Fiske treats economic conditions with statements like the following, "By 

I786, under the universal depression and want of confidence, gill trade had 

well-nigh stopped, and political quackery, with its cheap and dirty 

remedies, had full control of the field."-5 To Fiske and those who followed 

3 John Fiske, The Critical Period of American History, Boston, 1888. 

b Andrew C. McLaughlin, in The Confederation and the Constitution, 
New York: 1905, says of Fiske's work that "...as an authority the work is 
altogether without scientific standing, because it is little more than a 
remarkably skillful adaptation of a very few secondary authorities, 
showing almost no evidence of first-hand acquaintance with the sources." 
(319-320) Interesting enough McLaughlin has not escaped the same indict
ment which he leveled at Fiske. Richard Morris has argued that, "Yet 
McLaughlin himself shows surprisingly little acquaintance with the sources 
when he described economic conditions in the Confederation, and gives the 
reader a string of generalizations entirely unsupported by statistical 
evidence or other business documentation." Og. cit., 11*5• 

£ Fiske, op. cit., 168. 
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his interpretation the years of the Confederation were years of virtually 

unrelieved depression, marked by paper-money "lunacy" and the general 

inability of central government to regulate and promote American commerce» 

The next major step in the historiography of the Confederation Period 

came when the American Nation Series was being published during the period 

shortly after the turn of the century. Andrew McLaughlin was chosen to 

write the volume dealing with the Confederation period. McLaughlin had 

as one of his specific objectives the revision of the Fiske interpretation 

calling attention to Fiske1 s apparent lack of acquaintanceship with the 

fundamental source materials. In one regard McLaughlin did revise Fiske*8 

views. The picture Fiske painted is that of a decade of unrelieved 

depression. For example, McLaughlin argued that, "To know, therefore, 

just what the situation was in 178$ or 1786 is difficult; but probably we 

are justified in saying that commerce had grown in vigor and was ready to 

enter upon a course of great activity, if it could be reasonably safe from 

the harassing perils of paper money and the annoyance of tender-laws, and 

could rely on the protection of a good government that could pass proper 

regulations for trade and form respectable treaties with foreign governments."6 

However, McLaughlin belongs in the Federalist tradition in spite of the 

slight alteration he makes in the map of unrelieved depression during the 

17801s. Pointing to the inability of the Confederation to secure a 

national impost, effective trade treaties with Great Britain, admission to 

the British West Indies, and control over the supply of money, he argued 

that true commercial prosperity could not arrive until such time as there 

hbs created a national government capable of achieving these objectives.7 

6 McLaughlin, og. cit., 77-78. 

7 Ibid., Chapters V and IX. 



32 

In recent years, facing a strong revisionist attack upon such inter

pretations, Federalist historians led by Richard Morris have headed in 

another direction, Morris, bringing to bear upon the Confederation period 

his knowledge of the Revolutionary years which preceded it, has argued 

that how one views what happened during the 1780fs depends upon One's 

conception of the nature of the American Revolution,® To Morris, the 

Revolution was not primarily concerned with, to use Becker's delightful 

dichotomy, who should rule at home but with independence from England. 

To Morris and those who follow his argument the American Revolution was 

not the creator of fundamental change In American society and above all, 

was not the creator of a democratic society which was destroyed by the 

coming of the Constitution. Furthermore, Morris and Morgan have done much 

to revive Fiske1s reputation on the grounds that his book is not be judged 

as original research but as a work of synthesis and that on this grounds 

it stands up fairly well.9 

The Federalist interpretation of the 1780*8 has never been without 

some opposition. In a sense the Anti-Federalist interpretation of these 

events appeared contemporaneously with the events, just as the Federalist 

interpretation had, but the Anti-Federalist position also had its early-

supporters among historians. The first of the "revisionists,*1 whose work 

in this area appeared even before Fiske and Trescott has fastened the term 

"Critical Period" on the Confederation era, was Henry Barton Dawson.*0 

8 Morris, ©g. cit., 152-153* 

9 Ibid., 11*5, and Edmund S. Morgan, The Birth of the Republic, Chicagot 
1956, Chapter IX. 

*0 For a more detailed treatment of Dawson and his work see David D. 
Van Tassel, "Henry Barton Dawsons A Nineteenth Century Revisionist," 
William and Mary Quarterly, Third Series, XIII (July, 1956), 319-341. 
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Dawson, serving as editor of the American Magazine of History, had published 

in 1871, some material on the Confederation period which he had originally 

gathered during the Civil ¥ar years. At this point he was denying that the 

Confederation period was a period of near anarchy, he was denying that the 

Constitution was necessary for the preservation of the American nation, 

and he was arguing that the Constitution owed its adoption to a conspiracy 

designed to subvert the democracy created by the Revolution.^ Dawson's 

views do not seem to have secured a wide audience. For example, Fiske, 

writing over a decade after Dawson's ideas had been published, does not 

seem to have even been familiar with them and certainly does not consider 

it necessary to refute them in his own work. From Dawson it is over a 

generation before the Anti-Federalist interpretation gains important new 

adherents, J. Allen Smith and Charles A. Beard. 

Smith : viewed the Constitution as a counter-revolution which undid 

the democratic institutions created by the Revolution of which the Articles 

of Confederation were the keystone.12 Smith's ideas, while highly influential 

in his own day, are of relatively little importance to this study since 

they are virtually exclusively addressed to political concerns* This, 

however, cannot be said of Charles A. Beard's An Economic Interpretation 

of the Constitution. 13 The general outline of Beard's argument is too 

well-known to require discussion here. What is necessary, however, for 

our purposes is some idea of the way in which he viewed the Confederation 

Period. In one sense his whole work is an indictment of the Federalist 

11 Dyson's views first appeared in the Historical Magazine, 2d 
Series, IX (March, 1871). See also Van Tassel, op. eg.7 

12 J. Allen Smith, tie Spirit of .American Government. Hew York! 1911. 

13 Hew York: 1961 (1913). 
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interpretation. Since to Beard the Constitution was the work of a group 

of men vitally interested in the outcome for personal economic reasons, 

not abstract political philosophy, it follows that the forces which led 

to the creation of the central form of government were not generated by 

inadequacies in the Articles of Confederation. In dealing with the 

performance of the economy during the 1780's Beard cites Franklin to 

establish his general position "That the gloomy view of economic conditions 

persistently propagated by the advocates of a new national system was not 

entertained by all writers of eminence and authority. He then goes on 

to say that, 

it may very well be that Franklin's view of the general social 
conditions just previous to the formation of the Constitution is 
essentially correct and that the defects in the Articles of Con
federation were not the serious menace to "the social fabric which 
the loud complaints of advocates of change implied. It may be 
that "the critical period" was not such a critical period after 
all; but a phantom of the imagination produced by some undoubted ^ 
evils which could have been remedied without a political revolution.^ 

Thus Beard, almost in passing, struck a strong blow at the Federalist 

position. 

Since Beard's work did not deal systematically with the period of the 

Confederation, it could not alone make a difference in the way American 

historians viewed this period. While it could, and did, convince many 

historians that the Constitution was not the product of disinterested 

solons under the guidance of divine wisdom An Economic Interpretation of 

the Constitution did not change maty minds about the nature of the 1780's. 

It remained for Merrill Jensen and his students to make the revisionist 

case for the Confederation period explicit. 

1}t Ibid., U7. 

IS Ibid., 1»7-U8. 



35 

Jensen's argument really begins with his conception of the American 

Revolution. Jensen feels that the Revolution was a democratic movement 

and did concern who was going to rule at home3 and, furthermore, that as 

a democratic movement the Revolutionary leaders had created a form of 

government which embodied their concept of democracy, the Articles of 

Confederation* However, the bulk of Jensen's work tends toward demonstra

ting that in addition to being consistent with the ideals of the Revolution 

the Articles of Confederation were a viable form of government. Jensen, 

in his two major monographs, The Articles of Confederation and The New 

Nation,moved over virtually all aspects of American history during 

this period, attempting to make clear "that the Confederation period did 

not represent a drift toward anarchy, a period of universal and unmitigated 

depression, and a period of unparalleled social disorder. Needless to say, 

in the space of individual monographs Jensen could not hope to deal with 

all of these topics adequately. In spite of the sketchy treatment of some 

of the topics, Jensen's work is the major landmark in contemporary 

Confederation historiography. Jensen made explicit, with a wealth of 

documentation, the Anti-Federalist interpretation. No scholar can hope 

to work in the Confederation period without reference to his arguments. 

In the absence of a historian's Gallup poll indicating relative 

strengths of the Federalist as opposed to the Anti-Federalist interpreta

tion of the "critical period" it may be interesting to note how the 

economic history of this period has been handled by the text-book writers. 

By observing interpretations offered in the textbooks, one may secure 

some sort of an idea of the general acceptability of the alternative 

16 Madison* IRl+O and New York: 1950 • 



36 

interpretations reviewed above* As a generalization, one may say that 

some standard textbooks do not treat the Confederation period at all and 

that most of the remainder, while dealing with the period only briefly, 

tend to ascribe to the Federalist version of the events of the l?80,s 

and imply a causal relationship between the weakness of the central 

government and the generally alleged .poor performance of the economy 

during the 1780's.1-7 

For example, E. A. J, Johnson and Herman Kroos dismiss the period 

in a paragraph which is typical of the pervasive Federalist interpretation* 

Vihereas it had been blandly assumed by many advocates of 
revolution that independence, by relieving American farmers, 
merchants and manufacturers from British restrictions, would 
automatically increase American prosperity, the critical 1780®s 
showed that the American economy was extremely fragile, ill-
balanced, highly dependent on foreign markets, short on capital 
equipment, and worst of all, unintegrated and Balkanized* 
Indeed it really was not an organic economy, but a cluster of 
former British economic satellites* The painful realization of 
this situation led ultimately, under the wise leadership of a 
remarkable group of profound thinkers, to the abandonment of 
the loose confederation and the adoption of a new Constitution 
which made possible a constructive national approach to the 
basic problems of economic development* 16 

In this paragraph, from a standard text written by economic historians 

with a bent toward economic analysis, one finds all the elements which 

constitute the Federalist approach to the 1780®s| the poor performance of 

17 Volumes which do not deal with the Confederation period explicitly 
include the following: Seymour E* Harris, ed*, American Economic History, 
New Torks l<?6l$ Lance E. Davis, et* al*, American Economic History, 
Homewoodt 1961* One text which cfoes not follow the Federalist line, 
without going into detail, is Ross M* Robertson, og* cit*, which contains 
the following one-sentence summary of the Confederation period* "The 
United States under the Articles of Confederation was by no means the 
weak and hopelessly inefficient organization some historians have led us 
to believe*" (98) 

*1 ft 
E. A. J. Johnson and Herman E. Kroos, The American Economy, 

EngXewood Cliffst i960, 15U-X55. 
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the economy, the omnipotentency of the founding fathers, and the assumption 

that the coming of the Constitution made a significant difference in the 

course of American economic development, 

James Barnes1 Wealth of the .American Peoples A History of Their 

Economic Life, a text prepared by an economic historian less prone to 

utilize economic analysis than Johnson and Kroos, contains a more complete 

account of the Confederation period,^9 However, this account is just as 

completely a part of the Federalist tradition, Barnes begins by arguing 

that "The Confederation was in many way® peculiarly unsuited to cope 

with the complexities of the time,"20 Barnes, though, is willing to 

concede that "Had the document come into being at a time when the economic 

and political situation was less disturbing than in the years immediately 

following the Revolution, the Articles of Confederation might have become 

the basic law of a successful nation, "21 Barnes depicts the level of 

economic activity during the 1780*s in particularly sombre terms indicating 

specifically that "Commerce too was seriously disrupted. Stripped by 

independence of all the privileges and monopolies the people had formerly 

enjoyed as British colonists, the Confederation found itself unable to 

open the closed door of hitherto profitable markets or to protect its 

citizens at home from foreign sales."22 while he concedes that commerce 

did find some compensating elements for its expulsion from the British 

Empire, he concludes that "The great mass of the people saw only their 

19 New York* I9h9. 

20 ibid., 133. 

21 Ibid., 131*. 

22 Ibid., 135. 
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poverty, and that they blamed in part upon the inflowing stream of British 

goods and the British agents and factors among them who acted as distribu

ting agents."23 Barnes1 treatment is thus clearly within the Federalist 

tradition. 

One possible exception to the general rule of textbook writers to 

follow the Federalist interpretation is found in Faulkner* s American 

Economic History.Faulkner deals with hie question explicitly by asking 

the question, "How critical was the 'Critical Period'?" There is some 

doubt as to where Faulkner's widely used book does fall. One may find a 

statement such as the following* "It is true that the country suffered 

a depression in 1785 and 1786, but the let down was due as much to over

trading and expansion as to any weakness of government. It did not last 

long and in the two years preceding the adoption of the Constitution 

economic activity, as suggested, was again in full swing. "25 While this 

appears to put Faulkner with the Anti-Federalists, on the next page one 

may find a passage which indicates just the opposite. Here Faulkner con

cludes "That the economic and social conditions of the 1780's presented 

many reasons for a stronger central government there can be no doubt."26 

Faulkner seems to have a foot in both camps. 

One final indication of the pervasiveness of the Federalist interpretation 

23 Ibid., 137. Other texts which accept the Federalist interpretation 
but contain only brief accounts are Robert D. Patton and Clinton Sterne, 
The Development of the American Economy, Chicago: 1963, 132-131;; Donald L. 
Kemmerer and C. Clyde Jones, American Economic History, New York: 1959# 
79-82; Lester S. Levy and Roy J. Sampson, American Economic Development, 
Boston: 1962, U68-U69. 

2h uew y0rjcj i960. 

25 Ibid., ll|5. 

26 Ibid., 1I46. 
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is found in North*s monograph which was cited earlier# In spite of a 

theoretical structure which should have led North to a treatment of the 

1780*s as part of his story, he dismisses the Confederation period with 

the following passage# 

The years following the achievement of independence were difficult 
ones for the new American nation# Bickering among the states and 
groping for a viable political structure were paralleled by difficult 
economic readjustments# By 1790 the political crisis had been 
resolved and the economy enjoyed a measure of prosperity# 27 

Here once again appear all the elements which make up the Federalist inter

pretation of the Confederation period • There is the assumption of 

depression during the 1780*s, and there is the assumption that the 

crucial political determinants of American economic development were 

domestic, not foreign. This argument is not surprising except that it 

comes from the economic historian who has done more than any other to 

make it clear that the crucial determinants of American economic development 

were foreign, not domestic. The appearance of the Federalist brief in 

North* s work is perhaps the best indication of the extent which the 

Federalist viewpoint dominates our understanding of the economic history 

of the Confederation period. 

2? North, op. cit., 17. 



Ill, The Extent of the Market for American Staples: An Over-view 

Mien independence came to England's American colonies in 1783 the 

new nation stepped out, not into a multi-lateral international economy, 

but rather out into the world of mercantilism. While discernible breaks 

were beginning to appear in the mercantilist ideology, Adam Smith's 

Wealth of Nations had appeared and Franklin was reporting free-trade 

discussions taking place at the French court, it yet held sway in the 

councils of government. In one sense there was no international economy 

until the nineteenth century, at least none in the sense that we normally 

think of in connection with the theory of international trade. A broad 

generalization which might be utilized to contrast the international 

economic structure of the late eighteenth century with that of the middle 

of the nineteenth century would be to say that in the eighteenth century 

there was a second determinant of what goods were to be traded internation

ally in addition to the cost of production and transportation. This 

second factor was the vast group of political decisions which determined 

who could trade and what would be traded, A reading of an assortment of 

"the materials extant from the 1780* s is /. sufficient to demonstrate that 

it was not sufficient for an American producer to be able to produce a 

commodity at a lower cost than his foreign competitors in order to secure 

the access to foreign markets necessary for economic growth. Granted that 

this condition was satisfied, there yet remained the oftentimes more diffi

cult task of securing political permission to intrude upon the foreign 

market. Thus, it would appear that the volume of trade was subjected to 
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two broad categories of determinants, economic and political, either of 

"which could be critical for any one particular commodity. The two main 

portions of this study examine these broad categories of restrictions 

upon the extent of the market facing American exporters. 

If the political determinants of the extent of the market are first 

examined, it will be discovered that they seem to break down into three 

groups. The first group deals with regulations which governed trade 

between independent nations, A second group of regulations governed trade 

between independent nations and the colonies of other independent nations. 

These two groups of regulations constitute the foreign response to American 

independence. To these elements of regulation must be added a final one, 

that being the commercial policy created by the Americans themselves. 

In one sense the new nation was fortunate that it did not make its 

entry upon international markets half a century earlier. If mercantilism 

presented a rather grim face to the colonists in 1783, it would have 

appeared much more grim in 1733. By the 1780*s certain chinks had begun 

to appear in the monolithic nature of mercantilist economic policy. One of 

the most significant of these chinks concerned Americans most important 

ally during the Revolutionary War, France. Even prior to American inde

pendence France had begun to move sway from the bi-lateral sort of arrange

ment for foreign "facade which had characterized the world of mercantilism 

with some first halting steps toward the creation of a multi-lateral 

trading economy. Probably the most important element in this regard was 

what constituted an innovation in the diplomacy of international trade, 

the writing of treaties of commerce containing conditional most-favored-

nation clauses. Most-favored-nation clauses had long been known in 

commercial negotiation and at the same time were not highly favored by the 



mercantilists because of a fundamental disadvantage. Assume that countries 

A and B have a commercial treaty calling for most-favored-nation treatment 

reciprocally and that country A now grants a new lower tariff on commodity 

x imported into A from C. By terms of its treaty with B it must now grant 

this new lower tariff to B also. One can readily imagine a sequence of 

events in which this would be considered highly undesirable for country A, 

Suppose that the new low tariff on x granted to country G was in exchange 

for a reduction in the tariff on y exported from A to C. In this case B 

would have received a concession "purchased" by G without having paid the 

"price." In order to avoid this sort of circumstance it was simpler 

just to avoid most-favored-nation clauses and, as a consequence, tariff 

structures were far from uniform. The conditional-most-favored-nation 

clause was designed by French diplomats to avoid this difficulty by 

making the reduction for B, in the illustration above, dependent upon B»s 

granting the same concession which C had in order to secure the tariff 

reduction. In the Treaty of Amity and Commerce between France and the 

United States in 1778 the conditional-most-favored-nation clause played 

a prominent role, this being one of the first major treaties embodying such 

a clause. This change in French commercial policy was one of the indications 

that the mercantilist age was drawing to a close. In addition, the French 

granted to American traders a free port, and in general, made the French 

mother country accessible to American exporters .3-

1 There is one major qualification to this generalization and that 
concerned America's most important export staple, tobacco. Here the American 
exporter ran up against entrenched monopoly in the form of the Farmers-
General and the privileges of relatively easy access to the French economy 
did not prove in practice to be as economically desirable as one might have 
thought merely by examination of the Treaty of 1778. The account of American 
tobacco on the French markets will be outlined in greater detail subsequently. 
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The response of the English to American independence was singularly 

different from the manner in which the French welcomed the new nation to 

the world economy. In "the first place, the English steadfastly refused 

to make a commercial treaty with ihe United States and even before they 

decided to treat their former colonies as a foreign country. "While this 

decision may seem perfectly understandable today, it did not appear so 

reasonable to American exporters in the 1780*s who had evidently anticipated 

that they would have access to English markets on the same basis as before 

independence. In addition, it did not appear reasonable to important 

segments of the British economy and the decision to apply the Navigation 

Laws, the archetype of mercantilistic controls over trade, to ihe Americans 

was greeted with a significant volume of protest from London merchants 

and a group of liberal pamphleteers. However, the forces of restriction 

emerged victorious and American merchants who had supported a revolution 

at least partially to escape restrictions upon their activities imposed 

by English commercial policy now found that same policy preventing their 

exploiting markets they had served before the war. The former colonies1 

mother country made the rebels pay a price for their departure from the 

Empire and that price was the application of the rules of the mercantilistic 

game to their trade with England. 

With the minor powers of Europe, except Spain, American diplomacy 

had some striking successes during the 1780*s. Most European countries 

avidly looked forward to participation in the American trade upon the 

expulsion of the British; Unfortunately, this trade was never very signi

ficant during the 1780* s even though the political barriers were relatively 

easy to breach. 

While mercantilism presents a somewhat ambiguous picture with respect 



to political barriers standing between American exporters and the European 

market, it is less ambiguous "with regard to trade between the Americans 

and the American colonies of these same European powers. The controversy 

which was stirred up in Parliament by the restrictions placed upon 

American trade directly with England was a tempest in a teapot compared 

with the feelings aroused by the Orders in Council prohibiting American 

ships from trading with the British colonies in the Caribbean. From the 

American side of the ocean this was probably the most cutting blow in 

English policy toward their former colonies. The West Indian trade had, 

prior to independence, been a dependable source of remittances to England 

for the colonists. It had been the one major area of trade which had 

consistently provided the colonists with a favorable balance of trade and 

as such was considered indispensable for the prosperity of the American 

economy. The English policy of consistently excluding the Americans from 

trade with; their colonies, while never enforced perfectly, did constitute 

a barrier to economic development but not, perhaps, for very obvious 

reasons. The important thing is that the British regulations did not 

directly limit the extent of the market for American staples. American 

commodities could yet enter the West Indies; only American ships, and 

consequently American merchants, were excluded. However, it is important 

to recognize in this regard the crucial role American shipping and ship

building played in promoting American mercantile activity. The economic 

impact of excluding American ships while admitting American staples was 

probably more severe than the reverse of this policy would have been. 

The French, consistent with their rather liberal policy in connection 

with their home markets, opened up their colonial empire to the American 

merchants. The French West Indies were made accessible to the Americans 
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by the Colonial Arr^t of 1?8U and in addition, the French expedited the 

entry of the Americans into the Indian and China trade by treating American 

ships in these waters as French nationals. American diplomacy opened up 

the French Empire, and the American merchant did not hesitate to exploit 

the opportunities presented. -

The Dutch, hoping to convert their holdings in the West Indies into 

a major emporium opened St. Eustatius to American ships and goods, and 

from here American commodities sifted over to the British Islands. The 

Spanish never became reconciled to the desirability of admitting the 

Americans to their islands and Cuba and the Spanish mainland colonies 

remained off limits throughout the period under discussion, with only 

minor exceptions. In addition, the Spanish created difficulties for the 

new nation in another regard. By the Treaty of Paris the United States 

had gained the Northwest Territory, but the Spanish had retained control 

of both sides of the Mississippi for the last two hundred miles of its 

length. In the absence of an internal transportation system, the only 

economically feasible way for the commodities from the Northwest Territory 

to contribute to the expansion of the extent of the market for American 

products was by way of the Mississippi. The right of shipment down the 

Mississippi was consistently denied American settlers in spite of its 

being made one of the prime objectives of American diplomacy during the 1780's. 

In addition to diplomatic elements involved in the political deter

minants of the extent of the market, there were also effects generated 

by domestic commercial policy. One of the crucial parts of the story 

of the 1780fs is the failure of the central government to create a commer

cial policy. This failure was reflected both in the inability of the 

central government to achieve a position from which concessions could be 
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extracted from European powers and in the creation of a semblance of a 

commercial policy by the individual state governments. An important 

consequence of state by state commercial policy is that it deprived the 

Confederation of one of the mainsprings of American economic development, 

the vast free trade area which constituted the American nation under the 

Constitution. How important this deprivation was can only be answered by 

comparing the significance of the domestic with the foreign trade. 

These elements constituted the political response to American inde

pendence and, as such, created political boundaries around the extent of 

the market. However, they are only part of the story. In addition to 

there being political determinants of the extent of the market, there were 

also economic determinants. 

When the commodities being exported by the United States in the 1780fs 

are surveyed, one feature is striking! virtually all of the commodities 

which the former colonies were exporting were staples and in very few of 

them did the exports of the states meet with serious economic competition 

on world markets. Commodities like whale oil, tobacco, potash and 

pearlash, were commodities in which the American source of supply was 

virtually the sole source. The significance of this is simply that 

comparative advantage as traditionally viewed played a relatively unim

portant role in determining what was to be traded since most of the staple 

trade of the former colonies was based upon natural resource gifts not 

duplicated elsewhere. The resource base of the new economy provided it 

with absolute advantages in the production of most of the commodities 

being traded.^ 

2 In a technical sense this statement does not mean that comparative 
advantage is completely discarded. Comparative advantage can mean largest 
absolute advantage. If one wants to argue that in all commodities, manufactured, 
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A further illustration of this point is found in the shipping industry• 

The shipping industry had thrived during colonial times with English 

encouragement, A commonly cited estimate is that approximately one-third 

of the British merchant fleet at the time of the Revolution was of American 

manufacture. The ability of the Americans to exploit the abundant forests 

in the production of shipping is an important element in their ability to 

secure economic penetration of world markets. 

During the 1780fs there was no uniform American currency and, more 

importantly, there was no linking of some unit of account with a given and 

constant amount of gold. The decade of the 1780fs constitutes one of the 

rare periods in American economic history when foreign trade was carried 

under the auspices of freely fluctuating foreign exchange rates. In 

recent years the theory of freely fluctuating exchange rates has been 

subjected to re-appraisals. Some theorists have maintained that the 

presence of freely fluctuating exchange rates reduce the volume of trade, 

places an additional impediment to the extent of the market, by introducing 

an additional element of uncertainly into foreign transactions. On the 

other hand, freely fluctuating exchange rates have been defended on the 

simple but fundamental grounds that they will lead to the most efficient 

possible international allocation of resources. The presence of the possib

ility that foreign exchange rates may readily change in response to changes 

2(cont.) semi-manufactured, and staple, the United States possessed 
an absolute advantage and that its absolute advantage was largest in the 
production of staples that is not inconsistent with the argument presented 
here. However, there is no ready way of demonstrating this proposition 
for the period of the 1780*s and even very little possibility of demon
strating it empirically for the contemporary world with its flood of 
statistical information. It seems simpler just to state that the Americans 
exported commodities which their natural resource endowment enabled them 
to produce and market at prices considerably lower than could other nations. 
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in the supply of and demand for imports and exports offers some assurance 4 

that imports and exports "will bear a price relationship to each other 

consistent with the underlying utility schedules of the consumers in the 

trading countries. These two alternative positions may be examined 

against the record of the l?80Js provided one major qualification is kept 

in mind. During the 1780*s there was little "which could be called a 

systematic market for foreign exchange. While exchange rates did vary 

in response to changing market conditions, most foreign exchange trans

actions were not carried out in a formal market situation. Rather, they 

tended to be transacted on a very informal and individual basis. Conse

quently, the conclusions which might be drawn about the effects of freely 

fluctuating exchange rates on the volume of trade from the experience of 

the 1780fs are limited. 

The performance of the export sector of the American economy during 

the 1780!s presents a mixed picture to historical investigation. Certain 

diplomatic successes crowned the activities of the Confederation government, 

notably the admission of American merchants to the French colonial trade. 

However, this must be balanced against the lack of success in the diplomatic 

arena in gaining access to the British controlled markets, particularly 

in the Ifest Indies. Political considerations to one side, the economic 

variables seem to have steadily improved from the middle of the decade as 

American merchants exploited new market opportunities and developed new 

methods of organizing their trading activities. If mercantilists 

restrictions precluded Americans from exploiting some markets previously 

important to them, independence made possible the cultivation of totally 

new areas for trade, like the Orient. 

Starting from the proposition that the development of a market economy 
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is a function of the extent of the market, then the 1780*s appear as a 

"Critical Period" only from the perspective of the world of mercantilism, 

not from the vantage point of the producer. In this regard it is easy 

to over-estimate the significance of the coming of the national government 

under the Constitution. The export sector depended largely upon forces, 

both political and economic, external to the American economy and there 

was not to be a fundamental change in these forces until the Wars of the 

Rrench Revolution made neutrality profitable. The vast increase in the 

extent of the market for American exports in the 1790*s was not the result 

of the new government* s efficacy but rather another illustration of 

"America*s advantage from Europe's distress." It was the misfortune of 

the Articles of Confederation that the benefits of neutrality were bestowed 

upon its successor government; otherwise, it would have been more often 

recognized that the Confederation period blends into the early national 

period without discernible break so far as economic history is concerned. 

The American economy was not an insular economy during this period, nor 

was it to be so for over a century, and the economic isolation from the 

remainder of the world was more illusory than real. 



IV, Political Determinants of the Extent of the Market 

A* Introduction 

It has been argued quite effectively that political and perhaps also 

social history should be separated from economic history. Certainly it is 

necessary to distinguish between these different areas of inquiry if 

progress is to be made in any of them. The leading advocate of this dis

tinction was the Swedish economic historian, Eli F. Heckscher.^ While at 

one time this distinction was undoubtedly in need of emphasis there seems 

to be a danger in our day of the principle being so over-extended as to 

exclude from "the study of economic history many elements which would aid 

our understanding of the process of economic development. Even if one 

takes Heckscher's conception of the scope of economic history as a starting 

point, it should be apparent that much of what we call "political history" 

is relevant. Heckscher argued that economic history had as its object to 

show "...how scarce or insufficient means have been used for human ends 

throughout the agesj how the character of this problem has changed or 

5developed*! what these situations and changes in them have been due toj 

how they have reacted upon other sides of human life and human society. "2 

Miile this definition is reasonably broad, contemporary economic historians 

have used it to limit the field of inquiry, at least in American economic 

3- See his "A Plea for Theory in Economic History," reprinted in 
Frederic C. Lane and Jelle C. Riemersma, eds., Enterprise and Secular 
Change, Homewoodj l<?f>3, U2X—li30, especially U25-U26. 

2 Quoted in Ibid., U2U-U2S. 
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history, to the development of a market economy, solely with reference to 

economic causation. What has been lost is the realization that political 

decisions have historically directly affected the allocation of resources.^ 

This portion of the thesis is concerned with precisely this problem. It 

is an investigation into the way in which governmental economic policy, 

both in the states and abroad, affected the allocation of resources and, 

consequently, the pattern and rate of economic development during the 1780*s. 

This topic logically divides into two separate sections. The first 

deals with those elements of economic policy emanating from European 

countries which affected the extent of the market for American exports. 

These policies took many forms during the l?80*s, of which some of the most 

important were: the closing of the Mississippi to American navigation by 

the Spanish, the closing of the British West Indies to American trade by 

England, the opening of the French colonies and in the case of some 

commodities, the French homeland, to American products and merchants, and 

the generally liberal policies pursued by the smaller trading nations of 

continental Europe • 

The other subdivision in this category has reference to those policies 

which the Americans generated themselves. While import duties have only 

indirect relevance to this inquiry, their companion, the export duty, 

directly affected the extent of the market for American export staples. 

3 The clearest example of this trend is presented by North*s work 
discussed earlier. At a later time North explicitly ruled out consideration 
of governmental activity as a vital factor in American economic development 
evidently solely on the basis of an evaluation of the role government 
played in the development of internal social-overhead capital. See his 
"Comments on Stuart Bruchy1 s Paper," Explorations in Entrepreneurial History, 
Second Series, I (Winter, 196U), 159-63. As was indicated earlier, North 
does recognize that conventional price theory is extremely useful in 
evaluating the effect of governmental policies on resource allocation. 
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In addition to export duties affecting the profitability of the export 

sector, there was a plethora of tonnage duties, inspection fees, and 

various other fees which, in the aggregate, normally were more than the 

directly assessed export duties. 

One final element in this section deals with an assumption we normally 

make in economic analysis; that of "perfect knowledge" and the role which 

American diplomats played in making this assumption somewhat more meaning

ful than it would otherwise have been. The perfect knowledge assumption 

is generally taken to mean that producers of a given commodity or service 

have knowledge of all the alternatives open to them. It is frequently 

recognized that this assumption is not borne out by observable behavior, 

e.g. wage differentials which persist over time for identical jobs, and 

that the absence of perfect knowledge makes a difference in the allocation 

of resources. If only imperfect knowledge exists in our day, it was even 

more true that in the 178ofs only imperfect, or in some instances no, 

knowledge of market opportunities was available to exporters. A major 

factor accounting for this dearth of market knowledge in the 1780's is the 

slowness of communication, but there was another important contributing 

factor to imperfect knowledge which was political in its origin. American 

traders had been confined within the mere antilis tic framework of the British 

Empire for over a century and while these laws were frequently observed 

only in the breach, they nevertheless had the effect of creating a genera

tion of merchants unaware, in large measure, of trading opportunities with 

parts of the world from which they had previously been excluded. The 

reports sent back by American diplomats abroad, notably Adams and Dana, 

bristle with information about trade opportunities in areas where they 

were stationed, or, as in the case of Adams, countries he had not visited 
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but had collected information about.U Coupled with information from 

abroad about mercantile opportunities these "advance agents of American 

destiny"5 forwarded exhortations to American producers to take advantage 

of these opportunities. While these reports were submitted to the 

Continental Congress, considering the number of merchants who served at 

one time or another in this body and presumably were exposed to them, it 

does not seem to be unrealistic to assume that these reports made knowledge 

of post-Revolutionary markets less . imperfect than it would otherwise 

have been. ̂ 

All of these elements indicate ways in which political elements 

influenced the performance of the export sector. Since in many instances 

they appear to have been decisive, i.e. to have outweighed strictly economic 

considerations of cost, they belong in any inquiry into the growth 

performance of the American economy of this period which is based upon a 

theoretical structure indicating the primary importance of the export sector. 

k See his report of August Ji, 1779, submitted to the Continental 
Congress, This report is reprinted in Francis Wharton* ed., The Revolutionary 
Diplomatic Correspondence of the United States* Washington! THH9, III 
27d-2d6. ———— 

5 This expression is taken from the title of Roy Nichols1 book. 
Advance Agents of American Destiny* Philadelphia! 1956. 

6 The list of members of the Continental Congress who pursued mercantile 
interests either before, during, or after the war is lengthy. Some illus
trations are William Bingham, John Brown, Thomas Gushing, Silas Deane, 
John Fell, Thomas Fitzsimmons,, Christopher Gadsden* Joseph Galloway, 
Nathaniel Gorham, Button Gwinnett, John Hancock, Joseph Hewes, Stephen 
Higginson, Jonathan Jackson, Henry Laurens, Francis Lewis,' Philip 
Livingston, Isaac Low, Timothy Matlack, Thomas Mifflin, Cadwalader Morris, 
Robert Morris, Thomas Nelson, Charles Pettit, Daniel Roberdeau, Philip 
Schuyler, Melancton Smith, Jeremiah Wadsworth, Samuel Ward, Samuel Wharton, 
William Whipple, William Williams, And Thomas Willing. 



B. The British Response to American Independence 

...during the first ten years of independence the greater part of 
the foreign commerce of the United States was subject to the 
prescription of ephemeral and uncertain regulations of the British 
Government whose sole aim was its own advantage.^ 

When independence came in 1783* American merchants apparently assumed 

that their relationship with the British Empire would remain essentially 

unchanged. Evidently there was no widespread realisation that the Navi

gation Acts which had so irritated them while part of the Empire would 

now be applied to them as foreigners. let, this is exactly what transpired. 

The British proceeded to treat the "new nation" as foreign and, subsequently, 

subject to the restrictions and regulations which governed trade between 

foreign nations and British possessions. British regulation of the trade 

with the United States really took two forms. One relatively liberal 

group of regulations was designed to control the economic relationships 

between England and the thirteen states] another was designed to exclude 

the Americans from the trade with British West Indies which had prior to 

the war been one of the most profitable the colonists had engaged in. 

The question of commercial relations between the United States and 

the British Empire was almost settled at the time the treaty of peace was 

negotiated. In an early draft of the treaty prepared by Richard Oswald 

and John Jay a clause was inserted calling for complete commercial reprocity 

between the two countries. Some place along the line in the peace negotia-

A Samuel Flagg Bemis, Jayys Treaty, New Havens 1?62, 31-32. 
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tions the idea of complete commercial reciprocity was dropped from the 

draft of the treaty, being replaced in the final draft with a statement 

to the effect that at some unspecified time in the future a commercial 

treaty would be negotiated in such a way as to be to "the mutual advantage 

and convenience" of the newly independent states and the mother country. ̂ 

The political scene in London then prohibited an immediate effort to 

create a commercial treaty acceptable to both parties. Before England 

could grant to her former colonies the sort of commercial arrangements 

they considered desirable, the Navigation Acts would have required modi

fication. The Shelburae ministry, already in hot water over the peace 

terms, was in no position to force a commercial treaty acceptable to the 

former colonies through Parliament at the same time it was attempting to 

secure Parliamentary approval for the dissolution of a sizable portion of 

the Empire. Consequently, the Treaty of Peace became solidified without 

agreement being reached on commercial provisions. This failure to secure 

British acceptance of the basic American commercial demands at a time 

when it might have been possible was to haunt American diplomacy for the 

next decade, if not longer. It set the stage for a full-blown debate in 

Parliament and in the press about the relationship between the Empire and 

the now independent colonies. The results of "this debate were to create 

"the guidelines within which Anglo-American commercial relationships were 

to remain during the entire Confederation period. The victory of the 

adherents of the Navigation Laws determined that the "new nation" was to 

truly be a "foreign nation." 

In order to secure a grasp of the issues involved in the English 

2 Jensen, New Nation, 157 • 
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debates perhaps a look at the writings of men like Sheffield and Chalmers, 

who opposed a liberal trade policy toward America!', and a similar survey 

of the arguments of the London and Bristol merchants, such as Champion, 

who were bitterly opposed to the restrictive cast of English policy after 

1783, might make clearer the nature of the political limitations of the 

extent of the market for American exports created by the English government, 

Sheffield1 s argument for a restrictive trade policy was couched in 

terms of national interest. In the first place, he argued that England 

would have a market in America for her exports regardless of whether or 

not she admitted American imports freely into her own ports. From the 

long list of reasons Sheffield developed to account for British dominance 

of the American market, two are worthy of particular attention. The first 

was that only British merchants would grant the credit terms available to 

American importers which would enable them to carry on a successful 

business.3 Certainly when one looks at the burst of English goods which 

flooded the American market in the immediate post-war period, the truth 

of his argument becomes apparent. American importers did return to the 

time-worn British channels and English merchants did grant large volumes 

of credit,h 

3 Lord John Sheffield, Observations on the Commerce of the American 
States, 2d ed,, London: 1783, h* The significance of Sheffield's book iio 
the course of events which ultimately ensued is attested to by the following 
passage from Klaus Knorr's British Colonial Theories, 1570-1850, Toronto: 
19UU* Knorr states, "Indeed Sheffield's book, soon followed by publications 
manifesting the same trend of thought, marked the turn of the tide*" (215) 

U Out of a long list of examples of the point which might be extracted 
from contemporary scholarship perhaps the career of James Beekman after 
independence best illustrates this point. In James White's study, The 
Beekmans of New Xork, New York: 1956, one may find lists of the commbciities 
imported by James Beekman in 1783 and 1781;. It appears that all London 
merchants to whom he applied for credit were more than willing to grant him 
reasonable terms with only Fludyer, Maitland & Company doing so grudgingly. 
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Secondly, Sheffield argued that British manufactured goods would 

have little competition in the American market. He listed and evaluated 

a long list of commodities beginning with woolens and ending with buttons 

which he argued would remain in the hands of the British since there was 

no effective competition for the British product either domestically in 

America or from other countries.5 Sheffield expressed his point most 

succinctly in the following passages "America will have from us, what 

she cannot get cheaper and better elsewhere, and what we want from her, 

she will sell to us, as cheap, as she will to others."^ 

Furthermore, Sheffield argued that it would be impossible for Britain 

to simultaneously recognize the independence of the United States and 

at the same time not apply to the American trade the restrictions of the 

Navigation System without incurring the wrath of other nations which 

meant as much, if not more, to England in terms of trade than did the 

United States. He argued that by "...ineffectual and unnecessary attempts 

to court American commerce we shall disgust nations with whom we have 

great intercourse, and prejudice the best trade we have."7 

On the basis of such considerations as these Sheffield urged that 

the American trade be regulated on the basis of the existing Navigation 

Acts with supplements provided by the Privy Council. To these arguments 

U (con*t.) The reluctance of Fludyer, Maitland & Company may be readily 
accounted for on the basis of a balance outstanding from before the war. 
As l&ite concludes, "Beekman could certainly make no complaint of harsh
ness on the score of credit." (500-503)• For a second installment of the 
same story see James Hedges, Je Browns of Providence Plantations^ Colonial 
Years, Cambridge: 1952, Chapter lTH 

5 Sheffield, o£. cit., 7-19. 

6 Ibid., 100. 

7 Ibid., 99. 
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against admission of American products and traders to the British Empire 

"there was added yet another important point by one of Sheffield's 

colleagues in the pamphlet war, George Chalmers in his Opinions on 

Interesting Subjects of Public Law and Commercial Policy; Arising from 

American Independence stated "that by the nature of the treaties which the 

United States had entered into with France and Holland commercial negotia

tions with the states could bring no advantage to England, Chalmers 

argued, for example, "That the United States can grant to Great Britain 

no special immunities, whatever price she might be willing to pay: 

They cannot grant to Great Britain the exclusive privilege of alone 

supplying them with her woolens and hardware, in consideration of admitting 

their vessels into the ports of the British West-Indies." Chalmer's 

conclusion paralleled that of Sheffield since by evaluating Britain's 

self-interest from mereantilistic tenets he concluded that there was 

nothing to be gained from commercial negotiations with the United States.8 

Against the arguments for mercantilists doctrines, of which the 

ideas of Sheffield and Chalmers may be taken as characteristic, there 

appeared a group of writers who, while not unaware of English interests, 

nevertheless urged that the government adopt a liberal policy toward 

the new nation. 

The leading figures in the pamphlet campaign urging at a minimum 

commercial reciprocity with the "new nation" were merchants whose former 

profitable trade in American staples was threatened by the fact of American 

independence and West Indian sugar planters who felt that their profit 

o 
London: 1781*, 11*5-11*6. Chalmers also introduced an argument which 

will be dealt with later, the competency of the Continental C^ongress to 
make a commercial treaty. 
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margins were dependent upon free entry into the sugar isles of American 

products, particularly provisions. Probably the most articulate of the 

advocates of a liberal trade policy was Richard Champion, a Bristol 

merchant who had been involved in the American trade.9 Champion, while 

keeping ever in mind the well-being of the group of merchants of which 

he was a part, nevertheless did appear to have picked up, in advance of 

many of his contemporaries, a large dosage of economic liberalism. 

Champion*s presentation was forcefully seconded by the pleas of the 

London mercantile community. The London merchants engaged in the American 

trade urged favored treatment toward the former colonies • 

Richard Champion entered the debate in opposition to the views Lord 

Sheffield had so forcefully expressed in his Observations. In his 

Considerations, Champion urged the adoption of a liberal trade policy 

toward the former colonies. He urged, in effect, that though the colonies 

had sought and secured political release from the Empire they should, 

nonetheless, remain economically bound into the web of the British Empire. 

To Champion, the way to achieve this objective was by opening the Empire 

to American merchants on substantially the same terms they had previously 

had while colonists.10 

Champion began his attack on restrictive mercantile policies by 

reminding his readers that the United States had, while colonies, supplied 

about one-third of the ships employed in the Empire's commerce. Champion 

emphasized the cost differential between construction of ships in Britain 

9 Michael Kraus, Atlantic Civilization. 29. 

10 Richard Champion, Considerations on the Present Situation of Great 
Britain and the United States ©F North America, with a View to Their Future 
Commercial""Connections;" ... .London; 1?6E^ — 
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as compared with construction in the United States. The obvious implica

tion of his remarks, which will be explored in more detail in the next 

section, is that if British merchants were not allowed to purchase American 

ships they would be priced out of those parts of the carrying trade where 

they faced competition.XI 

Champion divided his discussion of commodities into two general 

categories, inports into Great Britain from the United States and. exports 

from Great Britain to the United States. Concerning American exports to 

England Champion urged liberality in order to achieve two major objectives. 

In the first place, Champion felt that liberality would enable Americans 

to purchase more English manufactured goods and to more readily pay for 

those which it had already imported. Secondly, Chaupion hoped to retain 

for England the entrepot trade in tobacco and rice which it had dominated 

exclusively when these were enumerated commodities under the Navigation 

Acts.12 

When Champion turned to a discussion of the American market for 

British goods, he recognized secular implications which had escaped 

Sheffield in his argument. He provided a long list of commodities which 

England could, as of that time, manufacture more cheaply than the United 

States. His list did not vary significantly from that presented by 

Sheffield. However, Champion did not assign permanency to these cost 

advantages as Sheffield had done.X-5 In a prophetic passage Champion 

recognized the nascent presence of an Atlantic economy and the roles 

XI Ibid.j 20-21;. 

12 Ibid., 128-129, 102-10U. 

13 Ibid., 60-61. 
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assigned to both the British and the Americans in this "partnership." 

More importantly, he recognized how this Atlantic economy could be 

effected by commercial policy. 

The Americans already manufacture cordage, sail-cloth, hats, stockings, 
glass, and porter. But they are in a forced state , and will not 
be brought to a perfection yielding profit, if they have a free and 
satisfactory trade with this country, as they will be able to 
import cheaper than they can manufacture. To reason as the Author 
of the Observations does, upon America's not having any coal, clay, 
flint, oF~"similar materials, for manufacture, and to recommend "the 
shutting up of the collieries of Cape Breton, in order to encourage 
our own coals and the Carrying Trade," hardly merits a serious 
answer. It is the first time that coal was supposed to afford 
profit to ships carrying it such a voyage. Let us not deceive 
ourselves by such ideas. America is 1300 miles in extent along the 
coast. In depth immensely great, and it contains all that is to 
be found in Europe. She has lead, iron, and copper mines) and if 
we will trade with her satisfactorily, she will send the raw materials 
for us to manufacture. She has coal in abundance, clays of all 
kinds) even the finest porcelain clay, equal to the Chinese) and 
in these heavy, cheap articles (except casually for ballast) she 
cannot be supplied from distant countries; but when she is in want 
of them, she must provide herself at home.lU 

Champion's arguments, which we may take as representative of the 

position of the outport merchants, was forcefully seconded by a group of 

London merchants; On July 22, 1783, the Committee of American Merchants 

presented their case for retaining the now politically independent former 

colonies within the economic British Empire. 15 While the merchants' 

argument is in general couched in short-run terms it does serve to indicate 

the nature of the support which existed in British mercantile ranks for 

Pitt's attempt to achieve a relatively lenient policy toward the former 

colonies• 

Ibid., 61-62i 

1 5 This document, edited by Edmund C. Burnett, "Observations of London 
Merchants on American Trade, 1783," has been printed in the American 
Historical Review, XVIII (July, 1913), 769-780. 
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The merchants began their "Observations" by calling attention to the 

ship-building trade. The merchants made it plain that they considered 

American ships to be a staple, not economically different from tobacco 

or rice, and consequently desirable to accept as a form of remittance 

for British manufactured goods,1^ 

After-treating ship-building the merchants turned their attention to 

the fisheries. The merchants argued that unless Parliament acted, two of 

the major products of the fishing industry, whale oil and whale fins, 

both of which had served as remittances during, the colonial period for 

New England, would be subject to the alien duties "which were tantamount 

to a prohibition." The merchants felt that these staples should be 

admitted at a low or moderate duty "which is generally understood will 

fall upon the consumer, "17 

Pot and pearl ashes next attracted the aggrieved merchants. They 

pointed out "a late Importation has been charged for want of a Certificate 

with a Duty of near £ 30. P Cent on the value of the Goods; This heavy 

Impost cannot be borne..." The merchants suggested that American ashes be 

subject to the same "moderate" duty applicable to European ashes. However, 

they pointed out that even a moderate duty would be ultimately paid by 

the British manufacturer, 

Naval stores also appeared to be of interest to the London merchants. 

The merchants argued that any commodity sufficiently important.during "the 

colonial period to both be an enumerated commodity and a commodity receiving 

16 Ibid., 773. 

17 Ibid., 773-77U. 

18 Ibid., 77It. 
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a bounty should be admitted duty free, A corollary advantage of this 

policy would be the.prevention of the reappearance of the Baltic countries' 

monopoly in such goods. 

The London merchants also had a set of reasons for the free importation 

of bar and pig iron. Here they called attention to the fact that bar and 

pig iron was "only in its first Stage of manufacture" and, furthermore, it 

served as ballast for English ships.20 

The products of the forest including such items as square timber deals, 

planks, and staves, logwood fustick, and other dyeing woods, all should, 

the merchants claimed, be admitted free of charge. Also falling in this 

category were hemp and flax. For this whole group of staples it was 

argued that they did not interfere with British commodities but served as 

remittances, and in some instances, had been considered sufficiently 

important during the colonial period to receive a bounty. 21 

The discussion to this point has not touched on the three great 

southern staples, tobacco, rice, and indigo. Because of their pre-eminence, 

particularly tobacco, they were singled out for more detailed attention 

than most of the other commodities received. The London merchants feared 

the loss of the tobacco entrepot trade now that the commodity was no longer 

subject to the enumeration clauses of the Navigation Laws. The major 

problem in the re-export trade in tobacco from the point of view of the 

London merchant was in "the requirement of a h 25 deposit on each hogshead 

of tobacco brought into England. This large deposit, coupled with the 

19 Ibid., 775. 

20 Ibid. 

21 Ibid., 775-776. 
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wastage the tobacco suffered while in the warehouse, made the re-export 

trade in tobacco prohibitive both cost-wise and in terms of capital 

requirements. In addition, the merchants expressed a feeling that the 

duty was so high as to discourage domestic consumption in England. The 

merchants did not hope for free trade in tobacco, recognizing that it was 

a major source of customs revenue, but they did recommend a downward 

revision of the tariff schedules to a level equal to that of 1775 in the 

belief that "such a Regulation would be productive of the most salutary 

Consequences in inviting the return of a considerable part of the Commerce 

which has for years been lost to this country..." In addition, the 

merchants wanted tobacco admitted duty-free if it was intended for re

exportation. 22 

Mien they turned their attention to rice the merchants expressed no 

great interest in "the domestic market in England but were once again 

concerned with the entrepot trade. They argued that virtually all rice 

which landed in England was ultimately headed for some other destination; 

consequently, the merchants felt it should be subject to no duty if the 

British were to remain the "Medium" for this trade; 23 

Indigo, the merchants pointed out, had received a bounty during the 

colonial period, and, "therefore, should at the very least be admitted 

duty free at the expiration of hostilities. 2li 

Lest it appear that the merchants wanted free trade exclusively, it 

is necessary to call attention to restrictive measures advocated by this 

22 Ibid., 776. 

23 J£id*> 776-777. 

2l> Ibid., 777. 
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same group of merchants* In the first place, the merchants did not want 

to abolish the Corn Laws. They wanted to make the importation of American 

wheat, flour, and various sorts of grain subject to these regulations.25 

Secondly, the merchants urged that the fur-trading area be kept open to 

"his Majesty1 s Subjects to pass and repass freely to and from the Indian 

Country..."26 This position is quite apparently not inconsistent with 

the British retention of the northern forts upon the conclusion of the 

Revolutionary War. Thirdly, whenever it appeared that a product might 

interfere with British manufactures, such as spermaceti candles, the 

merchants urged either outright prohibition or duties equivalent to 

outright prohibition. 2? 

In spite of these restrictive elements, the merchants1 summary of 

their position, which emphasizes the liberal elements, seems fair* They 

stated that: 

From the foregoing Considerations it appears expedient that all such 
Goods of the growth and produce of America, as have been imported 
Duty free, or on which Bounties have been allowed should still be 
admitted free of Duty, And that all Goods liable to Duty, should if 
declared for Exportation be also Imported and exported Duty free, 
allowing a liberty to the Importer within a certain Time to vend 
them for home Consumption paying home Duties, the Articles remaining 
under the Care of the Custom house limited the charge or to charge 
Duties only upon such parts as shall be declared for Inland Consump
tion For Unless every difficulty in the way of Great Britain being 
the Medium thro1 which the Produce of America is to be conveyed to 
foreign markets, be removed, the Navigation of this Country will 
receive a most essential Injury by the Ships of other Countries 
being made the Carriers of it to Ports where it is ultimately 
consumed, and the Merchants of Great Britain will be deprived of 
receiving their Remittances from America in the principal Staples 
of that Country. 26 

25 Ibid., 775. 

26 ibid., 77U-775. 

2? Ibid., 776. 

28 Ibid.j 778 
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While the writers of pamphlets and the senders of petitions proceeded 

to stir up discussion, Parliament began to take measures to regulate Anglo-

American trade. Many of the elements discussed above as part of the 

pamphlet war appear also as elements in Parliamentary debate. While the 

effect of the pamphlet war on "the final Parliamentary action is uncertain, 

it does, appear that Sheffield's arguments did have some effect on the 

Orders in Council which eventually were to regulate America's commercial 

relationships with the British Empire. In actuality, it was a proposal 

being debated in Parliament which touched off the literary discussion 

we have outlined above. 

When the preliminary articles for the treaty of peace were signed in 

the fall of 1?82, London merchants began clamoring for repeal of the acts 

passed during the war which prohibited them from trade with the United 

States. As soon as the preliminary articles were announced, London 

merchants began making their plans for renewed shipments to America and 

American importers began negotiating for reopening long-dormant accounts. 

These desires for renewed trade on both sides of the Atlantic could not, 

however, be consummated without explicit Parliamentary action removing 

the wartime bans on trade with the enemy. In the spring of 1783 William 

Pitt, "then Chancellor of the Exchequer, brought into Parliament a bill 

designed to reopen Anglo-American trade before the definitive treaty of 

peace was signed. This bill would have provided those Americans who 

anticipated continued participation in the British Empire on substantially 

the same terms which had governed their activities while members of that 

empire with virtual complete fulfillment of their dreams. Pitt's bill was 

the most liberal trade bill debated in Parliament up to that time and for 

fifty years to follow. However, Pitt did not yet command that Parliamentary 



following which was to ultimately wake him one of the most effective 

Parliamentary leaders in British history and the bill failed to secure 

approval. 

The bill began innocuously by repealing the prohibitory acts passed 

during the Revolution. After in this fashion satisfying the demands of 

the London merchants who wanted immediate legalization of their trade 

with the former colonies* Pitt's bill proceeded to dismantle the Navigation 

System so far as it applied to the United States. The crucial clause 

stated that* 

Now for the purpose of making a temporary regulation of the commerce 
and intercourse between Great Britain and the said United States of 
America* and in order to evince the disposition of Great Britain 
to be on terms of the most perfect amity with the said United States 
of America* and in confidence of a likely friendly disposition on 
the part of the said United States towards Great Britain* Be it 
further enacted* That from and after the ______ the ships and 
vessels of the subjects and citizens of the said United States of 
America, with the merchandizes and goods on board the same* shall 
be admitted into all the ports of Great Britain in the same manner 
as the ships and vessels of the subjects of other independent 
sovereign States; but the merchandizes and goods on board such 
ships of the subjects or citizens of the said United States* shall 
be liable to the same duties and charges only* as the same merchan
dizes and goods would be subject to* if they were to be the property 
of British subjects* and ingjorted in British-built ships or vessels* 
navigated by British natural-born subjects. 

And be it further enacted* That during the time aforesaid* the ships 
and vessels of the subjects and citizens of the said United States* 
shall be admitted into the ports of His Majesty's islands* colonies* 
or plantations* in America, with any merchandizes or goods of the 
growth* produce* or manufacture of the territories of the aforesaid 
United States* with liberty to export from his said Majesty's 
islands* colonies* or plantations in America* to the said territories 
of the said United States* any merchandizes or goods whatsoever; 
and such merchandizes and goods* which shall be so imported into; 
or exported from* the said British islands* colonies* or plantations* 
in America* shall be liable to the same duties and charges only* 
as the same merchandizes and goods would be subject to* if they were 
the property of British natural-born subjects* and imported or exported 
in British-built ships or vessels* navigated by British seamen. 
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And be it further enacted, that during all the time herein-before-
limited, there shall be the same drawbacks, exemptions, and bounties, 
on merchandizes and goods exported from Great Britain into the 
territories of the said United States of America, as are allowed 
in ihe case of exportation to the islands, plantations, or colonies, 
now remaining, or belonging to the crown of Great Britain, in 
America.29 

Had this bill been passed in the form in which Pitt introduced it, 

independence would have meant only a widening of the extent of the market 

for American exports, with no accompanying shrinkage of the extent of the 

market created by economic exclusion from the trade of the British empire. 

Unfortunately for American exporters, the bill found rather rough going 

in Parliament and eventually was swamped by the advocates of the retention 

of and application to the United States of the Navigation System. 

Actually* the bill was never voted upon by Parliament. Pitt postponed 

votes on the bill on March 20, 27, and 28 and before the bill was next 

considered on the 2nd of April, Pitt had resigned from office. Even 

though the bill considered on the 2nd and 9th of April "it thereafter 

died of postponements."30 

It is interesting to note the attitudes of merchants serving in 

Parliament at this time toward the bill. Pitt had constructed the bill to 

try to conform to the wishes of British merchants involved in the American 

trade. In spite of this effort to create a policy consistent with the 

wishes of the merchants, the measure was opposed by the merchants in the 

house, indeed, one of their number, Lord Newhaven, appeared as "the bill's 

most violent assailant." The point being made is that the mercantile 

2? These extracts from the bill are taken from the copy of the bill 
which appears in Bryan Edwards, The History, Civil and Commercial of the 
British Colonies in the ifest Indies, London; 179h> Vol. II, hOO-hOTT 

30 Burnett, og. cit., 771* 
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interests in England, in fact had no representation in Parliament. The 

members of Parliament who were nominally merchants were "endeavouring, 

in "the main, to secure contracts or the social and political eadvancement 

which was the reward of assured support to the administration. In this 

respect they should be bracketed with the lawyers and with the army and 

navy men or with the country gentlemen who represented an unorganized 

interest, rather than with the West Indians." Perhaps the long period 

of warfare stretching back over a century with only intermittent periods 

of peace had served to create a generation of large merchants who were more 

dependent upon government contracts for profits than they were upon 

regular channels of trade. For whatever reason at this crucial point 

the mercantile class thus had no advocates for its position placed where 

they could lend effective support to Pitt's proposal even though it was 

evidently supported by a majority of the mercantile community. The 

petitions of merchants actively engaged in mercantile activities had 

apparently no effect on members of their guild sitting in Parliament.31 

With the defeat of Pitt's bill and the coming to power of the Fox-

North coalition the attempts to find a legal basis for Anglo-American 

trade took yet another turn. The coalition repealed the Prohibitory Acts 

and then proceeded to introduce a bill designed to eliminate the requirement 

for shipments of goods from American < qports to have certain documents 

previously provided by royal officials in the colonies. As royal officials 

no longer operated the American government this would seem to have been 

an obvious step. It did not appear so obvious to Parliament. The heated 

31 This discussion of the mercantile members is based upon David S.» 
Reid, "An Analysis of British Parliamentary Opinion on American Affairs 
at the Close of the War of Independence," Journal of Modern History, XVIII 
(September, 19l;6), 21U. 
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debate which followed seems to demonstrate Parliament's inability to 

create a plausible basis for Anglo-American trade and led some members 

to urge that the regulation of trade be vested in the King in Council. 

The bill before Parliament was accordingly amended and the amendment 

carried. The result of this abdication of Parliamentary authority over 

the legal environment of the Anglo-American trade was that for the remainder 

of the Confederation Period American exporters were forced to operate 

under the uncertain and readily changeable rules of the Privy Council.32 

Mien Parliament granted to the King in Council the authority to 

regulate commerce as he saw appropriate, "Any law, usage or custom, to 

the contrary notwithstanding," American hopes for a liberal trade policy 

from England were ended. While the government continued to utilize 

diplomats in their contacts with the American commissioners who believed 

in commercial reciprocity, the actions of the Privy Council in London 

were to make a farce out of the diplomatic negotiations then proceeding 

in Paris as the English and American representatives worked toward the 

drawing up of a definitive treaty of peace. David Hartley had replaced 

Oswald as the chief British representative in Paris. Hartley favored 

commercial reciprocity and readily acceded to Franklin's suggestion that 

a clause similar to that which Jay and Oswald had inserted in an earlier 

draft of the preliminary treaty be inserted in the definitive treaty. This 

proposal was promptly vetoed by Hartley's superiors in London.33 

Meanwhile, the Privy Council had acted making Hartley* s efforts less 

3^ See Jensen's New Nation, Chapter 7j "The New Nation in a World of 
Empires," for an accouirt of the efforts of Parliament to create an effective 
base for the regulation of the Anglo-American trade. 

33 Ibid. 
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than fruitless. On May lh9 1783, a council order legalized the impor

tation of commodities from the United States which had arrived in England 

after January. On the 6th of June another order, allowing the importation 

of pitch, tar, turpentine, indigo, masts, yards, bowsprits, and tobacco, 

appeared. This order reflected the desire of the British merchants to 

regain the entrepot trade in tobacco. At the end of 1783 the various 

orders were compiled into one general order. The net result of this 

order was, as Jensen stated it, to give the Americans "so far as the 

direct trade with England was concerned, ...the same privileges they had 

had as colonists."3U 

The effect of independence upon American trade with England may best 

be summarized by recourse to one of the few bits of statistical evidence 

which we have for the 1780ls. As a result of a 1791 investigation 

conducted by the Privy Council we have the following statistical information: 

...the average annual value of the exports of British manufactures 
to the colonies in the six years ending in 177U was la 2,216,970. 
The average value for the six years ending in 1789 was h 2,119,837* 
The annual decrease in the exports of manufactures since the war 
was thus nearly h 100,000. The value of all other articles exported 
since the war had declined by a little over h 300,000 a year, maiding 
the average decline in British exports to the United States nearly 
h U00,000 a year.35 

The effect upon American exports to England is summarized in the 

following passage: 

In the six years ending in 177U, America had sent an average of 
h l,752,lU2 to Great Britain. In the six years to 1789 the average 
export to Great Britain was h 908,636, an annual average decrease 
of h 8U3,506. ...The Council estimated that the average annual 

3U ibid. 

35 Ibid., 195-196. 
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decrease in the value of tobacco shipped from the United States 
to Great Britain h 582,98? and that the decrease in the value of 
rice was h 196,526. 36 

36 ibid., 196. These statistics comparing pre-war with post-war trade 
must be accepted very cautiously. The statement by J. Potter, that "The 
problems of constructing British foreign trade statistics comparable over 
time are considerable," ("Atlantic Economy, I8l5-l860t the U.S.A. and the 
Industrial Revolution in Britain," in L. S. Pressnel, ed., Studies in. the 
Industrial Revolution, London: i960, 21*2) is probably an understatement. 
The utilization of conventional valuations renders the statistics almost 
useless for a discussion of balance of payments problems. The first 
foreign trade statistics for England utilizing current values did not 
appear until 185U* 



C. British Regulation of American Trade With the West Indies 

During the colonial era the American colonists had developed a long

standing and lucrative trade of supplying provisions and other staples 

such as lumber to the West Indies in return for molasses, rum, and perhaps 

most importantly, bills of exchange on London and specie# The quantitative 

significance of this trade to the colonial economy cannot be ascertained 

in spite of the availability of certain statistical materials. In particular, 

it is not possible to determine with any degree of confidence the importance 

of the provision of shipping services as distinguished from the provision 

of staples. let, it is exactly this distinction which has importance for 

the Confederation period. The coming of independence had the effect of 

precluding American ships from entry into the West Indies colonies retained 

by Britain but it did not mean that American products no longer had access 

to the West Indian markets. Consequently, the crucial consideration turns 

out to be the significance of the carrying trade to the West Indies, not 

the presence or absence of this market for American staples. 

Probably the most careful study of the pre-Revolution trade between 

the North American colonies and the West Indies was made by Richard Pares 

in his Yankees and Creoles.^ Pares considered this point very carefully. 

He pointed out that London merchants had always been involved in the trade 

between "fee West Indies and New England and that in addition, the West 

Indians themselves, as contrasted wife fee tobacco planters in fee southern 

1 Cambridge, Massachusetts: 1956. 
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colonies in North America, were "active commercially. "2 This meant that 

prior to American independence the carrying trade between New England and 

the West Indies was subject to a relatively high degree of competition, 

at least by eighteenth century standards.3 In spite of these considerations, 

Pares concludes that on the basis of the available evidence it is very 

difficult to over-estimate the importance of the West Indian trade to the 

American merchants. As he states, "We must be satisfied with the knowledge 

that more North American shipping was employed in this trade than in any 

other, that every North American port and nearly every North American 

merchant had something to do with it."̂  

Had Pitt's American Intercourse Bill been passed as he envisioned it 

the long-standing American connection with the British West Indies would 

have been unimpaired by independence. With the passage of this measure 

into oblivion and the accession of the Privy Council to complete control 

over the regulation of Anglo-American trade, Pitt1 s liberal policy for 

trade between the colonies and the former colonies rapidly went by the 

board. In place of free admission to the British West Indies as proposed 

by Pitt, American shipowners found themselves excluded from the West Indian 

trade by a series of Orders in Council beginning in July of 1?83. The net 

result of these orders was to permit the importation of American staples 

but to exclude Americans from the carrying trade in these commodities. 

The Orders in Council, as summed up in the order issued on the 26th of 

December, 1?83, as a sort of belated Christmas present to the American 

2 Ibid., 1*. 

3 Ibid.. 36. 

!* Ibid., 163. 
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shippers9 permitted the British possessions in the West Indies to receive 

from American exporters the following items: lumber of all varieties, 

livestock, grain and flour. The islands were permitted to export rum, 

sugar, molasses, coffee, cocoa, ginger and pimento to the United States. 

With the exception of the pre-war trade in salt pork, beef, and fish, 

these orders ended up authorizing the admission of virtually all American 

staples which had been imported by the sugar planters prior to American 

independence. The only catch was the provision that the entire carrying 

trade had to be carried on in British ships. This policy, with some 

exceptions which will be discussed below, was carried on from 1783 until 

1802 and the American ships were not re-admitted freely into the West 

Indian trade until 18O6.£ 

This policy, originally designed as a temporary expedient, proved to 

be permanent, at least for the Confederation period. As such, it became 

the focal point of the opposition of the West Indian planters, with their 

supporters in Parliament, to the general cast of British policy toward 

the "new nation." The nature of this opposition indicates not only the 

reasons why the West Indian planters felt free entry into the West Indies 

for American shippers was necessary but also serves to give an indication 

of the importance of this trade for the American staple economy. 

The planters of "the West Indies who had grown accustomed to cheap, 

supplies from the American colonies were bitterly opposed to the policy 

adhered to by the British government. In Bryan Edwards * History of the 

5 Alice B. Keith, "Relaxations in the British Restrictions on the 
American trade with the British West Indies, 1783-1802," Journal of Modern 
History, XX (March, I9I4.8), 1-18, 2, and Herbert C. Bell, "British Commercial 
Policy in the West Indies, 1783-1793," English Historical Review, XXXI 
(July, 19U6), U29-U4I. 
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West Indies may be found an expression of the dismay felt by the planters 

at the British regulations. Edwards argued that the American colonies had 

been the major source of necessary supplies for the West Indies prior to 

the Revolutionary War and that no adequate alternative source of supply 

was available except at prices ruinous to the planters.6 From customs 

house records Edwards constructed a table indicating the commodities which 

had previously been imported into the West Indies from the United States 

and which made possible a comparison between the quantities supplied by 

the now independent colonies and the Canadian colonies which were being 

proposed as an alternative source of supply for the West Indies. This 

table will serve to indicate the complete dominance of the Americans in 

this trade prior to the war. The total value of this ©sqjort trade to 

the Americans Edwards estimated at approximately h 720,000 annually for 

the years prior to the war.7 

In addition, the Americans purchased large quantities of the products 

of the West Indies. Edwards estimated that the Americans took off the 

hands of the West Indies planters approximately h U20,000 sterling in 

surplus production primarily in the form of rum or of molasses for the 

manufacture of rum. This meant that the Americans received in the form 

of specie and bills of exchange about h 300,000 annually, which Edwards 

states furnished "...them so far with the means of remittance to Great 

Britain, in reduction of their debts to the British merchants."8 

Edwards concluded his argument by emphasizing "the value of this trade 

^ Bryan Edwards, The History, Civil and Commercial of the British 
Colonies in the West Indies, 2 vols., London: 17?U. 

7 Ibid-» Vol. 2, 383. 

8 Vol« 2j 399. 
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to Great Britain. He argued that for the surplus production of the planters, 

primarily rum, there was no adequate market available within the Empire. 

England and Ireland combined had taken only about one-half the quantity 

which the Americans had purchased. In addition, because "tie planters 

received their supplies more cheaply than they would otherwise have, the 

trade with America had the effect of increasing the profits of the sugar 

planters and these increased profits found their way into the pockets of 

British merchants, or as Edwards put it, "...the planters were enabled to 

deal so much the more largely with the mother-country. "9 

To the proposition that the war had proven that the West Indies could 

exist in the absence of the American trade Edwards made a stinging reply. 

First he stated that "...it was proved that the British sugar islands, 

during the war, had been very badly supplied, both with lumber and provisions; 

and, secondly, that at an expense, which if it had continued, would have 

been equally ruinous with them not being supplied at all". 10 The absence 

of American supplies had forced the planters to reduce the degree of 

specialization in which they had engaged, removing some of the labor force 

from the production of staples to the production of foodstuffs and lumber, 

thus leading to a reduction in the production of the staple, sugar. Edwards' 

argument might be recast and without too much reading between the lines 

serve as an indication of an awareness of the principles which govern inter

national trade and lead to the gains from trade. However, he was content 

to point out the losses to the Empire in the form of reduced freights, 

which he estimated to amount to h 150,000 and a loss in the public revenue 

9 Sid Vol. 2, 1)00-1)01. 

1° Ibid.. Vol. 2, 1)06. 
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h 300 a day for the entire of year of 1777 

Edwardsr arguments were effectively countered by the same group of 

spokesmen for restrictive mercantile policies who were discussed earlier 

in connection with the development of a set of policies for regulating 

American trade with the British homeland. The arguments of men like 

Sheffield and Chalmers being persuasive, Parliament eventually made the 

temporary regulations of 1783 permanent. 12 In February, 1788, Grenville 

submitted a bill making the regulations outlined above permanent. To 

his proposal there was only perfunctory opposition in Parliament, except 

from the West Indian group.13 Unfortunately for the fate of the American 

shipping industry, the West Indian group was no longer sufficiently 

influential, in spite of their pronounced tendency to vote as a group, to 

significantly affect the course of parlimentary action. Consequently, 

the bill was passed with only the most meagre of opposition.1^ 

However, the story of American trade with the West Indies does not 

end with the passage of this bill. American ship owners were adept at 

smuggling, one bit of knowledge which prior membership in the British 

Empire had given, and they soon were putting this skill to work in the 

West Indies. Obviously, no quantitative estimate of the amount of actual 

smuggling which took place is possible. Nor is it possible to ascertain 

how many American ships had British registers as well as American which 

they utilised to gain entry to the British islands. It is certain, though, 

11 

12 For examples of the arguments which opposed Edwards1 plea see 
Sheffield, og. cit., 79-80, and Ghalmers, ©g. cit., 139-lliO. 

13 Bell, op. cit., 1̂ 39-UUl. 

1U Reid, 0£. cit., ZlU-215. 
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that there was a cost to smuggling, particularly when ftoratio Nelson was 

patrolling the West Indies, and that this cost would have a constrictive 

effect on the extent of the American market. 1S 

In addition to American commodities and shipping services provided 

to the West Indies illegally, "there was a number of legal exceptions to 

the general principles of the legislation outlined above which permitted 

American ships to enter the West Indies as American ships and dispose of 

their cargoes. The first of these legal loopholes was the authority 

vested in the British West Indian governors to declare a state of emergency 

and permit the entry of American ships and goods on the grounds of necessity. 

As early as October, 1?83, "the governor of Jamaica opened the port 

of Kingston to American ships for a period of four weeks. In 1732-1 the 

deviations were even more pronounced. A series of hurricanes played in to 

the hands of the American shippers, and the island of Jamaica was opened 

to American ships and products for a period of four months, later extended 

to January 21, 1785, beginning with July 30, 178U. In the period between 

August 13 and September 29, I78U, alone, 16 American ships entered Jamaica 

legally. As Keith indicates, "The needs of the islanders were too great, 

however, to permit them to agree to the elimination of the American 

shipping." During a year for which the records were reasonably complete 

Keith found that from October 1, 1785, to October 1, 1786, two hundred 

and forty-nine American ships entered the ports of Kingston, Montego Bay, 

Antonio, Savannah la Mar, and Lucea. In addition, during this same period, 

one hundred and seventy-nine American vessels with cargoes of more than 

fifteen thousand tons cleared from these ports. 16 

15 Jensen, New Nation, 198-200. See also Keith, og. sit., 5« 

3-6 Keith, op. cit., 6-7. 
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A second way around the restrictions was for the American vessel to 

claim that it was in distress and consequently must land and dispose of 

its cargo in order to avoid floundering. An illustration of this sort of 

way around the regulations is given by the voyage of the brig "Chance" 

from New London, Connecticut, when it secured permission from the British 

governor in Jamaica to land and dispose of "perishable" goods in the fall 

of 1783.1? 

The British themselves introduced yet another loophole in their 

attempts to keep the Americans out of the West Indian carrying trade when 

in the spring of 1?88 Parliament permitted American vessels to load salt 

on Turk Island. Parliament intended American ships should only pick up 

salt but there is evidence that the American captains did not confine 

themselves to the legally authorized activity.^ 

With all these methods of evasion it becomes apparent that for Parliament 

to state an intention, namely to exclude the American shippers from the 

carrying trade to the West Indies, and then to succeed in carrying out 

that intention are two very different things. Historians are not in 

agreement as to the efficacy of the British attempt to exclude American 

shippers from their West Indian islands. For example, Herbert C. Bell 

cites the fact that by "1788 the trade of the islands with the mother 

country had increased both in exports and imports by some twenty-five per 

cent over what it had been before the war, and that nearly six hundred 

vessels were employed in its transport, we must conclude that the objects 

of the ministry had been successfully accomplished, • • • "19 His conclusion 

17 Ibid.$ 6. 

18 MLd., 7-8. 

19 Bell, op. cit., lil+0—UUl. 
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drawn from this evidence is that "...the British government was both 

wise and successful in its commercial policy in the West Indies during 

the ten years of peace."20 Directly opposed to this viewpoint is that 

presented by Alice B. Keith* She concluded that after a study emphasi

zing the instances in which practice deviated from the general principles 

established by parliamentary action that "The revival of the American 

trade with the West Indies after the American Revolution (and the amount 

of trade was probably greater than that before the war) was highly important 

to the young nation."21 

This diversity of historical opinion indicates the impossibility of 

securing agreement on what are, after all, essentially quantitative issues, 

in the absence of any generally acceptable quantitative evidence. Several 

points may very well be kept in mind, however. First, if the Americans 

had succeeded in selling as much to the West Indies in the l?80fs as they 

had in pre-war times why was there such a persistent complaint from the 

Parliamentary representatives of the West Indian planters about the effects 

of British regulations on the cost of provisions and staples, such as 

lumber? Second, perhaps this whole historiographical issue is one which 

can only be resolved without reference to what historical evidence we 

have, conflicting as it is, by the utilization of some simple price theory 

to ascertain what must have happened in spite of the inability of historical 

inquiry to uncover specific indication that indeed this did happen. This 

point, and other related inquiries, which will be pursued in the last half 

of this thesis, constitute the economic determinants of the extent of the 

American market, 

20 32is!*> 

^ Keith, op» cit., 18. 



D. The French Response to American Independence 

One of the fruits of independence eagerly anticipated by the colonists 

was the right to conduct trade with European powers with whom direct trade 

had been prohibited by the mereantilistic regulations of Great Britain. 

Of these European countries none was more important than France. The 

story of French aid to American military efforts during the Revolutionary 

War is an old one. however, the French did more than aid the colonists 

militarily. In the Treaty of Amity and Commerce of 1778 her government 

committed itself to making a place for the new American nation in the 

world trading scheme. 

The Treaty of 1778 is a surprising document for the age of mercantilism. 

It is filled with expressions of liberal sentiment and in some instances 

the liberal language is followed up by specific concessions which make the 

language meaningful. In Article I it is stated that the general rule which 

governed the writing of the treaty was "...the most perfect equality and 

reciprocity, and by carefully avoiding all -those burdensome preferences 

which are usually sources of debate, embarassment, and discontent, by 

leaving also each party at liberty to make, respecting navigation and 

commerce, those interior regulations which it shall find most convenient 

to itself, and by founding the advantage of commerce solely upon reciprocal 

utility and the just rules of free intercourse, reserving withal to each 

party the liberty of admitting, at its pleasure, other nations to a 



63 

participation of the same advantages. 

The fundamental economic feature of the treaty was the provision for 

conditional most-favored nation treatment for each nation respectively 

in its mercantile regulations. The conditional-most-favored nation clause 

was at this time becoming a standard feature of French mercantile treaties 

and constituted something of an innovation in international economic 

relationships. By substituting conditional most-favored nation treatment 

for the unconditional most-favored nation treatment France was able to 

reserve to herself some room in future commercial negotiations.2 

Articles 3 and ii provided that neither Americans nor Frenchmen should 

be required to pay duties, port charges, lighthouse charges, etc., greater 

than those charged any other country. The provision above specifically 

exempted American merchants from paying the port fee of one hundred sous 

per ton then charged foreign shipping in France • 

In Article XI the French agreed "...that there shall never be any 

duty imposed on the exportation of molasses that may be taken by the subjects 

of any of the United States from the islands of America, which belong, or 

may hereafter appertain, to his most Christian majesty." In return for 

this concession the Americans in turn agreed never to impose export duties 

on commodities bound for the French West Indies. 

After a group of articles dealing with the definition of contraband 

and the rules which were to govern wartime economic relations,, which, 

1 This discussion of the Treaty of 1778 is based upon the text of the 
treaty as given in the Journals of the Continental Congress, Worthington 
C. Ford, ed., Washington: 1905, tfiol. XI, i*19-bi*7-

2 See the discussion of this point in Vernon G. Setser, "Did Americans 
Originate the Conditional Most-Favored-Nation Clause?" Journal of Modern 
History, V (September, 1933)> 319-323. 
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incidentally, were also very liberal, the French in the final article of 

the treaty made a concession which promised to be of importance to the 

United States. Article XXXII stated, "And the more to favour and facilitate 

the commerce which the subjects of the United States may have with France, 

the most Christian king will grant them, in Europe, one or more free ports, 

where they may bring mid dispose of all the produce and merchandise of 

the thirteen United States; and his majesty will also continue to the 

subjects of the said states the free ports which have been and are open 

in the French Islands of America; all of which free ports, the said 

subjects of the United States shall enjoy the use, agreeable to the 

regulations which relate to them." 

The provision of a free port was of the utmost importance to the 

Americans. It provided them with ready access to the French market, and, 

in addition, could serve as a staging point for trade with other parts of 

Europe.3 

Within the framework of the Treaty of 1778 the French government during 

the decade of the 1780*3 issued certain additional regulations governing 

the trade of both the mother country and the French colonies with the new 

American nation. The colonial an^t of August 30, 1781*, opened to foreign 

ships seven ports in the French West Indies. In addition, it authorized 

the importation into the Antilles of the salt fish and other provisions 

from the United StatesThis regulation was singularly encouraging to the 

3 This role for the free port appeared to be particularly important to 
Dana from his viewpoint in St. Petersburgh from where he urged the selection 
of a port on the edge of the French boundary which would be useful in the 
exploitation of the Russian trade. See Dana to Livingston, March 30, 1782, 
The Revolutionary Diplomatic Correspondence of the United States, Francis 
Wharton, ed., Washington: 1889, Vol. V, 282• 

^ Henri See, "Commerce between France and the United States, 1783-1781*,n  
American Historical Review, XXXI (July, 1926), 736. 
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New England states who had lost, by virtue of British orders in council, 

their right to trade with the British colonies in the Vest Indies. 

On December 29, 1787* the French government issued an arT&t du Conseil 

regulating trade between the French homeland and America. For the purposes 

of this study the crucial consideration deals with the nature and extent 

of import duties levied on American goods. Whale oil was to pay a duty 

of JL 10s. per barrel of 520 pounds; an ad valorem duty of eight per cent 

was levied on furs, lumber, flour, potash, hides, peas, beans, flour, rice, 

and grain. Forest by-products such as turpentine, resin, and tar were to 

be assessed at 2j per cent.£ The over-all structure of the French tariff 

schedule was such as should have encouraged the Americans given the low 

rates and ad valorem features of the bill. 

Thus, during the decade of the 1780's the Americans had no reason to 

complain of the actions of the French government, and American trade with 

France flourished accordingly, though never reaching the high levels 

Vergennes and Franklin had anticipated. During the 1780's, beginning with 

1781*, the first full year of peace, American exports to France remained 

fairly stable at just less than $2,000,000 a year ranging from $1,822,000 

in 1781* to $1,930,600 in 1789# The volume of trade in and of itself is 

not so important as the trade balance which it created. During this same 

period American imports averaged iti the neighborhood of $350,000 annually 

with the range running from $335,600 in 1781* to $377,600 in 1788.^ Thus, 

France replaced the British West Indies as an area of mercantile activity 

5 Ibid.j 735. 

6 John F. Stover, "French-American Trade During the Confederation, 
1781-1789," North Carolina Historical Review, XXXV (October, 1958), U06. 
Also see Edmond Buron, "Statistics on French-American Trade, 1778-1806," 
Journal of Economic and Business History, IV (May, 1932), 571-580. 
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which could be counted upon to consistently produce a favorable balance • 

of trade and a supply of foreign exchange with which to cover the-unfavorable 

balance with Great Britain. 

In addition to the direct trade with France which French commercial 

liberality made available to American merchants, Americans also developed 

a profitable trade with the French sugar islands in the West Indies 

during the l?80rs. The French opened their colonies to American merchants 

by the colonial arr§t of August 30, 1?8U* By this arr&t seven ports in 

the French West Indies were opened to American ships and virtually all 

American commodities, including salt provisions and codfish, were admitted. 

Jensen estimates that by 1786 American commodities accounted for approxi

mately two-thirds of the 21,000,000 livres worth of commodities imported 

into the French sugar islands. From these same islands American merchants 

took approximately 7,000,000 livres in French products, primarily sugar, 

leaving a balance in favor of the Americans of approximately 7*000,000 

livres. Jensen also estimates that the Americans in 1786 had approximately 

100,000 tons of shipping involved in the French West Indies trade. Thus, 

French commercial liberality made available to the Americans two areas of 

trade where a favorable balance of trade could be achieved, the trade 

with the mother country and the trade with the French sugar islands.? 

In spite of the desire of the French government to promote trade with 

the United States, there yet remained political difficulties which hampered 

American exporters in their efforts to exploit the expanded market. The 

most important of these was the general tendency of ihe French government 

to create monopoly positions in the importing and exporting of certain commod

ities^ 

7 See Jensen, New Nation, 201-202. 
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During the 178Gfs tobacco was the major American export staple. 

Tobacco accounted for about 70 per cent of American exports to France in 

1787 and for the four years from 1787 to 1790 accounted for hO per cent 

of the total. Yet the path of the American tobacco exporter did not run 

smoothly. The Farmers-General had been granted a monopoly in the importa

tion of tobacco by the French crown. After running into difficulties in 

the early years of peace due to inadequate supplies at the prices the 

Farmers-General was willing to pay, they negotiated with Robert Morris a 

contract covering the years 1785-1787 which made him the sole source of 

supply for the French market. The terms of the agreement were: Morris 

was to provide the Farmers-General with 30,000 hogsheads of tobacco a 

year for a three-year period; the tobacco was to be shipped in American 

ships; the Farmers-General agreed to pay 36 livres a hundredweight for 

the tobacco; and, finally, the Farmers-General agreed to loan Morris 

1,000,000 livres to enable him to effectively control the market for tobacco.8 

The effects of the agreement making Morris a virtual monopsonist in 

the American market dealing with a monopsonist-monopolist in the French 

market were soon felt by the American tobacco producers. Morris1 capital 

was sufficiently large "that he was able to manipulate the market, and he 

succeeded in forcing a decline in the price of tobacco from l|0 shillings to 

22 shillings in Virginia. The Virginia planters were not surprisingly 

perturbed at this turn of events which threatened to destroy a potentially 

profitable outlet for their staple. 

The complaints of the Virginia and Maryland producers were not long 

8 This discussion of the Farmers-General* s monopoly in the tobacco 
trade is based upon the article by Frederick L. Nussbaum, "American Tobacco 
and French Politics, 1783-1780," Political Science Quarterly, XL (December, 
1925), U97-516. — 
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delayed in reaching Jefferson's ears in Paris where they received a ready 

audience. Much of Jefferson's time during the first two years of his 

mission to Paris were devoted to attempting to secure the abolition of 

the monopoly position of the Farmers-General. The French never conceded 

the necessity of eliminating the monopoly held by the Farmers-General but 

did, at Jefferson's insistence, agree to condemn the principle of the 

contract negotiated with Morris and decree that when it was completed in 

1787 there would not be more such arrangements.9 in addition, it was 

agreed that during the years in which the contract was in effect the 

Farmers-General would buy an additional twelve to fifteen thousand 

hogsheads at the price paid to Morris from other American and French 

exporters and importers. Even this arrangement did not prove entirely 

satisfactory to American producers with complaints soon arising that the 

Farm was failing to live up to its agreement to purchase from others 

than Morris. Nussbaum concludes that the failure of the monarchy "...to 

check the ruthless rapacity of the Farmers-General in their control of the 

tobacco trade had left the interest engaged in American commerce the help

less victims of its vicious organization. The greatest prize of the world 

struggle for commerce, the American trade, had been sacrificed at their 

expense in the interest of a ring of privileged parasites."̂  

9 One result of the prohibition of future monopolistic deals was that 
in August of 1787 French importers in Havre were actively soliciting from 
their American contacts shipments of tobacco. See Spohrer and Pfeil to 
James Beekman, August 10, 1787a Beekman Mercantile Papers, 17U7-1799a 
Phillip L. White, ed., New York: 1956, Vol. WT, lli+0. 

Nussbaum, og. ext., 5>l6. The French did not learn their lesson on 
this one commodity. They tried to create a similar sort of arrangement for 
whale oil then used to light the streets of Paris. In this instance they 
were unable to secure the necessary cooperation of "the American merchants 
which Morris had so readily provided in the tobacco arrangement. See the 
"Letters of Stephen Higginson, 1783-I80I4," Annual Report of the American 
Historial Association, 1896, Vol. 1, Stephen Higginson to John Adams, 
August d, l?b5 and July, 1786, 72U and 737. 
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A second American export staple which suffered from a bad reception in 

France for non-economic reasons was ship masts and ship timber• While the 

failure of the American commodity to make a dent in the French market after 

having served the British fleet for so many years was traced by one 

American scholar to "Ignorance and conservatism of many French naval 

officials regarding American forest resources.. ."H it nevertheless remains 

a fact that the Frenci continued to secure ship timber from the Baltic 

area rather than from America. Consequently, American exporters who might 

well have anticipated that they would be able to sell ships masts to France 

after independence found their desires thwarted. 

The French trade provided the Americans with a favorable balance of 

trade and enabled them to cover part of their unfavorable balance of trade 

with England. However, the trade in American staples never grew to what 

it might have been due to political ineptitude. In the case of tobacco, 

naval masts, and whale oil the French managed to place political obstacles 

in the way of a trade which was commercially feasible. As a consequence 

of these political barriers, independence did not lead to the great increase 

in the extent of the market, so far as the French trade was concerned, 

which might have been possible and toward which the Treaty of 1778 had 

seemed to point. 

H Paul Walden Bamford, "France and the American Market in Naval 
Timber and Masts, 1776-1786," Journal of Economic History, XII (Winter, 
1952), 33. 



E. Commercial Negotiations with Spain 

After surveying the English and French response to America1 s entry 

into the international economy as an independent nation, "the most important 

part of the story of the foreign political determinants of the extent of 

the market for American staples has been told. However, while the commer

cial arrangements agreed upon by the rest of the European countries are 

not quantitatively as significant, they constitute what might be termed 

the "marginal" aspects of this topic. The responses of the nations ranged 

across a broad spectrum; from the refusal in the l?80fs by the Spanish 

to American efforts to gain access to the Spanish colonial empire and to 

gain the right to use the lower Mississippi to the broad hint that the 

corrupt Russian government might see its way fit to enter into a commercial 

treaty with the new nation if the "gifts" were only large enough and placed 

in the rigjht hands. Regardless of whether or not these countries greeted 

the new nation with open arms or with the unsmiling visage of strictly 

enforced mercantilistic tenets, they probably did not warrant the attention 

which American diplomats bestowed upon them, with the possible exceptions 

of the negotiations with Holland and the attempt to secure passage down 

the Mississippi from Spain. 

When American independence came in the 1780® s, the third major possessor 

of a colonial empire, together with England and France, was Spain* The 

Spanish had traditionally followed a policy of excluding foreign traders 

from their colonies. The Spanish government had been an unwilling partner 
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in the fight for American independence and once independence had been 

secured seemed singularly indisposed to grant to the Americans access to 

her empire. The Spanish government correctly feared the consequences of 

the American revolutionary spirit for her own American colonial empire. 

By looking at the way the Spanish government responded to American attempts 

to secure a workable commercial arrangement, one secures a more typical 

picture of the attitude displayed toward the new nation than that provided 

by the revolutionaries more enthusiastic partner in the war, France.1 

During the war Spain had found it expedient to open up certain of her 

colonial ports to American commodities, particularly flour and other food

stuffs. By an order issued on October 12, 1779* the island of Cuba was 

opened to American products so long as they were not manufactured goods. 

At this particular time the Cuban colony had an excess of sugar so the 

order appeared as a particularly welcome development to the Captain-General, 

Navarre, who promptly wrote to the Spanish representative in Philadelphia 

urging him to secure for Cuba flour, rice, meat, tar, pitch and masts to 

be paid for in sugar.2 

The major American merchant involved in this trade was none other than 

the ubiquitous Robert Morris. Morris, at a time when the Continental 

Congress was having severe difficulties in feeding the American army, 

secured permission to export 3,000 barrels of flour to Cuba. From this 

initial entry into the Cuban market other merchants began to exploit the 

opportunities opened up by the War. Companies operating out of both Phila

delphia and Wilmington were involved in the Cuban trade with one company, 

1 This whole section on the regulations governing trade with the 
Spanish colonies is based on Roy F. Nichols, Advance Agents of American 
Destiny, Philadelphia: 1956. 

2 Ibid., 23. 
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Mead and Company, securing a particularly heavy business by offering to 

carry dispatches free for its customers.3 

In spite of this promising beginning, the trade between the United 

States and Cuba failed to achieve the levels hoped for by the participants. 

Much of the failure of the trade to become quantitatively significant 

must be placed at the feet of the regulations which the Spanish government 

placed upon it. Probably the most important of these regulations were the 

duties. Duties at Havanna averaged about thirty per cent on imports and 

approximately ten per cent on exports. In addition, American merchants, 

even though the colonies were opened to American commodities, could not 

deal directly with colonial purchasers, but only through a resident 

Spanish merchant. These two additional costs prevented the trade from -

becoming as profitable as, for example, that which was carried on with the 

Dutch Islands in the West Indies.h 

As soon as it became apparent that the war was drawing to a close the 

Spanish ports were closed to all except Spanish merchants. The Spanish 

government had issued such an order on August 29, 1782, and it was pro

claimed by the Captain General in Havanna on May 30, 1783.3 Throughout 

the remainder of the Confederation period the Spanish colonies were closed 

to American merchants. Apparently there was little evasion of these 

regulations, such as characterized the similar attempt by the British to 

exclude the American merchants from the West Indies trade with their 

colonies, since at the end of the decade, when Hamilton was preparing his 

3 11)1(3 * 

h Ibid., 

5 Ibid., 28. 
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first treasury report on trade he noted only an insignificant volume of 

trade with the Spanish colonies in the West Indies.6 

More important to the new nation than access to the Spanish colonies 

was the right to navigate the Mississippi to its mouth. This right had 

been stipulated in the definitive treaty of peace signed with England. 

However, the Spanish government, at the conclusion of hostilities, controlled 

both sides of the river for the last two hundred miles and understandably 

argued that the British concession amounted to the British granting some

thing which they did not have. Consequently, the Spanish government 

refused to admit the validity of the American claim to free access on the 

Mississippi and promptly proceeded to close the river to American traders, 

Just as the colonies in the West Indies were closed to American merchants.? 

Intermittently throughout the l?8ofs American diplomats negotiated 

with Spanish representatives to secure both admission to the Spanish 

colonial trade and the right to utilize the Mississippi for the expanding 

production of the Northwest Territory and Western Pennsylvania. The 

American position at the beginning of the negotiations as presented by 

John Jay, was that the Spanish should grant to the Americans the right to 

navigate the Mississippi, the boundary between the United States and 

Florida should be set at 31°, the lower limit specified in the Treaty of 

1?83, American merchants should be admitted into the Spanish colonial 

trade, and that Americans should be granted the privilege, previously enjoyed 

by the British colonies before the Revolution, to cut dye woods in Honduras.® 

6 Ibid., 32. 

? This account of the Spanish refusal to open the Mississippi is based 
upon Samuel Flagg Bemis, Finckney's Treaty, New Haven: i960 (first edition, 
1926). 

8 Ibid., 71. 
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Needless to state, this list of demands was not accepted by the 

Spaniards. They felt no compulsion to make concessions and only consented 

to negotiate because they feared the consequences of American settlement 

in the areas adjacent to their North American colonies. Throughout the 

long, protracted negotiations that were to culminate in the 1790*s with 

Pinckney1 s Treaty, one of the major triumphs of American diplomacy, the 

Spanish continued to treat with the Americans only because of the military 

weakness of their North American colonies. They indicated willingness to 

make major concessions to the Americans only if they could preserve their 

colonial empire intact and to achieve this objective they felt that it 

was necessary to insulate their colonies from the revolutionary spirit of 

the Americans, particularly those Americans who had already ventured over 

the mountains into Tenessee and Kentucky establishing settlements danger

ously near to the Spanish colonies. In 178$, the chief Spanish representa

tive to the United States, Gardoqui, made a simple point in a letter to 

Bernardo de Galvez, the Spanish Viceroy of Mexico, when he called attention 

to the fifty thousand Americans already settled in the "western country." 

These western settlers, thought Gardoqui correctly, would never permit 

their government to accept the closing of the Mississippi to their produce. 

Gardoqui1 s solution to this problem was to simply draw up a treaty which 

did not mention the Mississippi and then to prohibit, without exception, 

all foreign traffic upon it. 9 

The ensuing negotiations between Jay and Gardoqui in the 1780's made 

apparent that any solution acceptable to the United States was not going to 

be accepted by Gardoqui or his superiors in Madrid. The closest they came 

9 Ibid., 73 
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to achieving a treaty at this time came when Jay agreed to surrender for 

a period of twenty-five years the right of the United States to navigate 

the Mississippi in return for which the Spanish agreed to commercial 

reciprocity between the two countries and the peninsular colonies of the 

Spanish and, in addition, "His Catholic Majesty" agreed to purchase every 

year from the Americans, for cash specie, a quantity of hard wood for 

building purposes. This treaty was skillfully drawn up to include a 

maximum number of concessions to the mercantile states in the East in the 

hopes that this would make possible Congressional acceptance. The Southern 

states refused to accept this bargain, and without their approval it was 

impossible to secure Congressional assent to the treaty. 

After 1786 trade did not play such an important role in Spanish-

American negotiations and when finally American diplomatic objectives were 

achieved in 17 9U* the crucial concession made to the United States was 

.the- right which Jay had agreed to surrender a decade earlier, the right 

to navigate the Mississippi and to deposit American commodities at the 

port of New Orleans. The successful culmination of this decade of diplomacy, 

while not part of the story of the Confederation period, nevertheless 

illustrates something about the nature of the determinants of diplomatic 

success during this period. This point is perhaps best expressed by the 

sub-title of Bemis? study of Pinckney1 s Treaty. He called it American's 

Advantage from Europers Distress. American diplomats gained for the 

United States in the 1790* s something which was an important determinant 

of the extent of the American market, the right to navigate the Mississippi, 

but they achieved this objective, which the negotiators in the 1780*3 had 

10 Ibid., 78-80. 
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failed to secure "while operating under the Articles of Confederation, not 

because the American nation had now gained sufficient strength to impress 

European powers with its might, but because the shifting sands of European 

alliance had played upon the fundamental fear of the Spaniards, their 

fear of losing their American colonies. For the Confederation period, 

however, the West remained an economic appendage, and the Spanish colonies 

remained closed to American merchants, a pair of facts which continued 

into the early national period. In conclusion, then, the Spanish story 

adds up to more of the same, shrinking external markets generated by the 

political might of mercantilism. 



F. Domestic Commercial Policy 

With the coming of independence many prominent political figures in 

the new nation saw the need for a national commercial policy. Their efforts 

to secure the unanimity required by the Articles of Confederation had many 

different dimensions and the whole question of the regulation of trade 

found itself bound up with knotty questions of the national debt and the 

discussion over the appropriate form of government for the new nation. 

During the entire Confederation period there was intermittent political 

struggle connected with commercial policy, almost invariably in connection 

with fiscal issues. A discussion of this question seems to logically 

divide into two parts; the first deals with the efforts to create one 

policy for the entire nation, while the second deals with the policies 

adopted by the state governments in lieu of the failure of the states to 

agree on a national policy. The efforts to secure a unified commercial 

policy and the consequences of the failure to do so have long played a 

prominent role in the historiography of the Confederation era. Followers 

of the "Critical Period" concept have long pointed to such incidents as 

the Sandy Hook Lighthouse controversy as evidence of the divisive effects 

of the absence of a national policy. In recent years historians committed 

to a refurbishing of the Articles of Confederation as a viable political 

document have attempted to demonstrate that the consequences of state 

mercantile regulation were not as disastrous as had been painted; and, 

secondly, that by the end of the Confederation era a national commercial 
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policy had evolved in effect if not in law. 

The whole of mercantile policy is not relevant to this inquiry except 

indirectly. No attempt is being made here to present a complete picture 

of the import trade. The theoretical focal point is the extent of the 

market for American exports and domestic commercial policy is relevant 

only to the extent that it either contracts or expands the market for 

American staples. Thus, what follows is not meant to be a history of 

commercial policy during the Confederation era, even though the elements 

of such a history can be discovered in the references given, but rather 

the way in which these policies affected the performance of the export 

sector. The entire discussion is thus founded upon the theoretical outline 

given in the first chapter. 

The first way in which commercial policy might affect the performance 

of the export sector is almost purely political in nature. One means by 

which a country may gain access to foreign markets for its exports is to 

grant similar concessions to other countries to market their exports in 

its domestic economy. In the age of mercantilism, trade concessions had 

to be normally bargained for and the country which was in the position to 

make the largest concessions to foreign governments stood in the best 

position to breach foreign markets for its own commodities. In order to 

be in a position to make concessions to foreign governments a country 

must first have a commercial policy. One of the gravest indictments of 

the failure to secure a national commercial policy during the Confederation 

era was that it hamstrung American diplomats in their efforts to secure 

concessions for American goods abroad. American diplomats were continually 

asked what they could offer to a foreign country which made concessions 

allowing the admittance of American products or ships. Nowhere was the 
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Importance of this consideration made more apparent than in the fruitless 

negotiations which John Adams carried on with the British government 

throughout the 1780fs* The issue was expressed quite forthrightly in 

the letter cited below from the Duke of Dorset to the American Commissioners 

in Paris in 1785* In this letter appear all the doubts which the British 

government had about entering into an agreement with representatives of 

the Continental Congress, and it makes apparent just how little diplomatic 

ammunition American representatives had in their arsenal when they attempted 

to secure mercantile concessions* 

Paris, March 26, 1785 

Gentlemen, 

Having communicated to my Court the readiness you expressed in your 
letter to me of the 9th of December, to remove to London, for "the purpose 
of treating upon such points as may materially concern the interests, 
both political and commercial, of Great Britain and America; and having, 
at the same time, represented that you declared yourselves to be fully 
authorized and empowered to negotiate, I have been, in answer thereto, 
instructed to learn from you, gentlemen, what is the real nature of the 
powers with which you are invested, whether you are merely commissioned 
by Congress, or whether you have received separate powers from the 
respective States* A committee of North American merchants have waited 
upon his Majesty1 s principal Secretary of State for Foreign Affairs, to 
express how anxiously they wished to be informed upon this subject, 
repeated experience having taught them in particular, as well as the 
public in general, how little "the authority of Congress could avail in 
any" respect, "there the interests of any one individual State was even 
concerned, and particularly so where the concerns of that particular 
State might be supposed to militate against such resolutions as Congress 
might think proper to adopt* 

The apparent determination of the respective States to regulate their 
own separate interests, renders it absolutely necessary towards forming 
a permanent system of commerce, that my Court should be informed how 
far the Commissioners can be duly authorized to enter into any engagements 
with Great Britain, which it may not be in the power of any one of the 
States to render totally fruitless and ineffectual. 

I have the honor to be, &c., 

Dorsetl 
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From the letter quoted above it is apparent that one of the prere

quisites for successful commercial negotiation was the ability to enter 

into agreements which would be binding upon the individual states. 

Following hard on the heels of the inability of the Congress to secure 

British debts from the actions of state political bodies, both legislative 

and judicial, the doubts about the utility of commercial negotiation with 

the representatives of Congress may have been real. One can only guess 

what the consequences would have been if the Congress had been in a 

position to systematically discriminate against imports from Great Britain* 

If they would have been able to secure, for example, access to the British 

West Indies colonies for American ships by utilizing the pressure of a 

national policy discriminating against the British, then the cost, in 

terms of the performance of the export sector, of the failure to secure a 

national tariff policy must be reckoned high. 

Against this argument some historians have suggested that in total 

the state import duties adopted during the Confederation era constituted 

an effective set of discriminations against British ships and commodities, 

as effective as would have been achieved if there had been a national 

policy. This argument, however, skirts the question raised by Dorset, 

If state discriminations were truly effective, then the British would 

have been forced to negotiate with each state separately. Recognizing 

the political situation, the British diplomats correctly assumed that the 

1 The letter from Dorset is reprinted in Ernest L, Bogart and C, M, 
Thompson, Readings in the Economic History of the United States, New York* 
1921, 187-lbb, That Americans explicitly :recognized the validity of 
Dorset's position is evidenced by the efforts to amend the Articles of 
Confederation to meet his objections. See the Journals of the Continental 
Congress j Worthing ton C, Ford, ed., 190U-1931, XXVIII, 20*1-205, 
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best position they could adopt would be to do nothing in the way of coming 

to a diplomatic agreement with the various states. Inevitably there would 

be states, wishing to secure the profits of the import trade, which would 

open their ports to British goods and ships on favorable terms. To the 

British the absence of a national tariff meant the impossibility of any 

effective retaliation against British regulations on America's trade with 

the empire and such proved to be the case. Only if all the states could 

agree on a common tariff would diplomatic negotiations hold any hope of 

securing advantages for the American exporters and the failure of the 

national impost on two separate occasions indicated the impossibility of 

securing such unanimity among the states. 

A second aspect of state commercial policy, almost completely economic 

in its impact, was the levying of export duties and inspection fees by 

the various states on commodities shipped from their ports. An export 

duty is an additional cost of doing business to the exporter and depending 

on the elasticity of demand for his commodity may, or may not, be shifted 

to the foreign purchaser. Inspection fees are logically equivalent in 

economic analysis to export duties with the possible exception that they 

may be coupled with "quality control" and thus, by providing uniform 

grading for exported commodities, extend the foreign market. The coming 

of the Constitution meant the end of export duties, even though it did 

not mean the end of inspection fees, and insofar as the export duties had 

increased the cost of marketing staples during the Confederation era they 

must be counted as one aspect of the failure to secure a national commercial 

policy which did restrict the extent of the market. 

A third, and potentially more serious, consequence of the absence of 

a national policy was the levying of duties on commodities shipped in 
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interstate commerce* At the beginning of the Confederation era the states 

displayed a high degree of commercial rivalry, particularly in the mercan

tile areas of the country, and "this rivalry evidenced itself in discriminatory 

duties and fees against the goods and merchants of other states. One of 

the major sources of the growth which the American economy has historically 

experienced has been the remarkable diversity of its resource endowment. 

Under the Constitution the United States functioned as a vast "common 

market." Insofar as state regulations under the Articles of Confederation 

placed barriers in the way of interstate commerce this must stand as a 

serious indictment, in terms of its economic consequences, of government 

under the Articles. 

Thus, the significance of the commercial policy adopted at home 

raises three questions of relevance for the performance of the export 

sector during the 1780*s. The first of these questions concerns whether 

or not state commercial policy succeeded in discriminating sufficiently 

against British imports as to provide the British with an incentive for 

negotiating seriously with American representatives regarding the terms 

on which American goods and ships could gain access to mereantilistic 

empires. The second question asks to what extent were American exports 

hampered by export duties and inspection fees levied by the states. The 

third question, relevant to the issue of the political determinants of 

the extent of the market looks at state commercial policy to determine 

to what degree restrictions on interstate commerce was reduced by state 

action. Each of these questions may be answered with reference to the 

historical record. 

Independence found the Continental Congress faced with a series of 

difficult problems which appeared to require immediate attention. Of these 
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problems none proved more difficult than did the problem of an adequate 

source of revenue for the national government. Under the Articles of 

Confederation the Continental Congress had no independent source of income. 

The Congress was forced to rely upon the response of the individual state 

governments to its requests for funds. In addition to the need for funds 

for the ordinary expenses involved in the operation of the national government 

there existed a large debt left from the war itself. The early attempts 

to create a national commercial policy are inextricably intertwined with 

attempts to provide the national government with revenue.2 

Rob; ert Morris, as Superintendent of Finance, submitted early in his 

tenure of office a proposal which combined the need of the Congress for 

revenue with desire of his followers to create a national commercial policy. 

Morris proposed four major sources of revenue for the national government) 

a five per cent ad valorem duty on goods imported into the states, a 

national poll tax, a tax on unused land, and excise taxes on alcoholic 

beverages. He felt that the revenue which could be raised from these 

sources would be sufficient to operate the government and provide for the 

funding of the national debt. Of his proposals only the import duty was 

seriously debated and this debate involved not only questions of funding 

the national debt and providing an independent source of revenue for the 

national government, but also the question of the appropriate commercial 

2 The literature on the efforts to provide the government with a source 
of revenue during the Confederation era is rather extensive. An early 
classic, which is exceedingly critical of Confederation financej is Charles 
J. Bullock's "The Finances of the United States from 1775 to 1789, with 
Especial Reference to the Budget,"Bulletin of the University of Wisconsin, 
Economics, Political Science, and History iSeries, I (June, 189*57* 117-
273. A more recent study by one *©f Jensen*s students is E. James Ferguson's 
The Power of the Purse: A History of American Public Finance, 1776-1?90S 
Ghapel Bills 19617 Ferguson attempts to rehabilitate Confederation fiscal 
policy. 
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policy for the new nation. The debates which surrounded Morris1 proposals 

indicate the nature of the difficulties which any attempt to create a 

national commercial policy under the framework of the Articles of Confedera

tion faced.3 

As Jackson Turner Main has argued in his book, The Anti-Federalists,H 

the debate over the impost marked the clear delineation of the party lines 

that were to be made explicit in the debates leading to the adoption of 

the Constitution. In general, those political groups who were to oppose 

the Constitution, who wanted to retain the seat of political power at the 

state level, were the same groups who opposed the creation of a national 

revenue and eventually were successful in securing the defeat of the Impost 

proposal. 

The impost was first proposed early in l?8l. At the time the measure 

was regarded as part of wartime finance and it gained much of its early 

strength from the military necessities of the time. During l?8l eight 

states accepted the impost and early in 1782 three more states, though in 

the case of Massachusetts reluctantly, accepted the impost. By late 1782 

only Georgia and Rhode Island had not accepted the impost and only in 

Rhode Island did the measure appear to face opposition sufficiently severe 

that it appeared to be in danger of not being accepted. In November Rhode 

Island definitely rejected the impost and before the Congressional delegation 

sent to persuade the Rhode Island legislature to adopt a more "national11 

attitude could reach Rhode Island Virginia rescinded her earlier acceptance 

^ Morris1 complete program is found in the Journals of the Continental 
Congress3 XXII, k29-UU6. 

^ Chicago! 1<?6U, Chapter IV. 
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of the measure.^ 

In April of 1783 Congress attempted again to secure the unanimity-

required by the Articles of Confederation for the impost. The Impost 

request of April 1783 was carefully worded to answer objections which had 

been made to the earlier measure. In the 1783 version of the impost the 

collectors of the duty were to be chosen by the states and a definite time 

limit was placed on the duty. This measure eventually secured the necessary 

unanimous acceptance of all the states. However, New York's acceptance 

was hedged with qualifications which were unacceptable to the Congress, 

namely that the state would keep control over the collection of the duty 

and that the state's paper currency would be accepted in payment of the 

tax instead of specie as the original request had specified. Efforts to 

move the New York legislature to remove its qualifications proved to be 

of no avail and again the measure was lost. By this time the winds of 

constitutional change were blowing strongly and the impost lost much of 

its pressing urgency. During the whole of the Confederation era there 

was no national tariff structure.6 

The political elements involved in the story of the rejection of the 

impost, while fascinating, are of little consequence here. The important 

consequences of this rejection of a national tariff, which would have 

meant a national commercial policy, are to be found in the diplomatic 

repercussions which the failure to generate a national policy unleashed. 

European diplomats looked askande at a government unable to secure acceptance 

5 Ibid. 

° The final report of the committee appointed by Congress to examine 
the status of the impost proposal in 1786 is found in the Journals of the 
Continental Congressa XXX, 62-65. 
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of such a simple policy as an across the board ad valorem tariff for 

revenue only. European diplomats correctly wondered, as will be made 

apparent in the following pages, if there was any real point in commercial 

negotiations with the representatives of the Congress. If the Congress 

could not secure the required degree of unanimity for a proposal such as 

the impost how could it possibly hope to secure acceptance of the compli

cated sort of commercial agreements which characterized the age of mercantilism. 

With the failure to create a national revenue with its accompanying national 

commercial policy, commercial regulation fell by default into the hands of 

the individual states. The serious consequences which this had for the 

potential growth of the economy will be made apparent once the commercial 

policies adopted by the states have been outlined. 

In the wake of the defeat of the first attempt to create a national 

commercial policy and the Orders in Council prohibiting American merchants 

and shipowners from trade with the British West Indies, many individual 

American state governments began to move toward legislation at the state 

level discriminating against imports from Great Britain.7 Moreover, in 

some states there developed a consistent policy of assessing extra charges 

on ships from nations who had failed to come to commercial terms with the 

7 The factual basis of this discussion of state commercial policy is 
found in a series of articles by William Frank Zornow including the following: 
"The Tariff Policies of Virginia, 1775-1789J" Virginia Magazine of History 
and Biography, LXII (July, 1951*), 306-319; "Tariff Policies in SoutET 
Carolina, 1775-1789," South Carolina Historical Magazine, LVI (1951*) , 
31-10*5 "New York TarifFPoIicies, 1775-17*39New York History, XXXVI 
(January, 1956), 1*0-63$ "New Hampshire Tariff'Policies, 1775-1789*" Social 
Studies, XLV (November, 1951*), 252-256$ "The Sandy Hook Lighthouse Incident," 
Journal of Economic History, XIV (Summer, 1951*), 261-266. As will be 
apparentTrom the text while I have relied upon Zornow1 s reconstruction 
of the commercial legislation of these states I have not accepted the 
conclusions which he drew from the historical record • 
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new nation. In recent years American historians attacking the "Critical 

Period" interpretation have re-examined these state regulations in the 

hopes of finding there something which would add up to a consistent 

national commercial policy which systematically penalized those countries 

who refused to enter into commercial agreements with the United States. 

If it could be demonstrated that there existed, even in the presence of 

the defeat of a national commercial policy, something which amounted to a 

national commercial policy, it would soften the weight of the arguments 

of those who attribute to the absence of a strong central government the 

failure of the United States during the Confederation era to secure 

important commercial concessions from England and Spain. While the presence 

of systematic state discrimination against British goods and ships would 

not remove the Duke of Dorset* s questions about the power of the representa

tives of the Continental Congress to make an agreement binding upon the 

states, it would, nevertheless, serve to indicate that there existed a 

motivation for British attempts to secure more favorable terms for admission 

to the United States on terms of equality with nations such as France 

which had commercial treaties with the new nation. 

The beginnings of systematic discrimination against the British in 

retaliation for the British policy excluding American ships from the West 

Indies trade began hard on the heels of the Orders in Council. For example, 

in August of 1783, South Carolina adopted a tariff schedule which attempted 

to make the British pay a price for their failure to treat the Americans 

generously in commercial matters after the conclusion of the war.. Dis

crimination against the British was most striking in that part of the 

tariff schedule which dealt with sugar and sugar products. A hundred 

pounds of either brown or clayed sugars imported from any British dominion 
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was forced to pay a duty of 2 s. "while similar sugar imported from the 

colonies of France, Spain, Holland, Denmark, or Sweden were to pay only 

1 s. 6d. The same sort of discrimination applied to refined sugar where 

imports from the British empire were to pay Id per pound while imports 

from elsewhere paid only a half penny per pound. In addition to higher 

tariffs on British sugars, South Carolina also attempted to force the 

British slave trade to pay a higher duty. Slaves imported directly into 

South Carolina or slaves which had not been in the West Indies for more 

than three months paid at the maximum a tariff of h 3 while slaves who 

had been in the British West Indies for more than three months were dutied 

at h 20.® In March of 1781*, the tariff on slaves imported from the British 

West Indies was reduced to & 5*9 The last tariff act passed by South 

Carolina before the coming of national tariff policy under the Constitution 

was adopted in 1787. In this act the tendency to discriminate against 

British products was even more pronounced. For illustrations of the extent 

of the discrimination against British commodities one may note that refined 

sugar from the British empire paid three times the duty charged refined 

sugar from elsewhere, British wine paid four times as large a duty as did 

Ifrench wine, and the duty on brown or clayed sugar was increased to 2/6 

when imported from British possessions while the duty on comparable sugar 

from the rest of the world remained at l/6 per hundredweight.-^ So far 

as South Carolina was concerned, there is no question that British commodi

ties were discriminated against even though it is interesting to note that 

3 Zornow, "South Carolina," 33. 

9 3U. 

10 Ibid., 35-36. 
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the discrimination did not extend to British manufactured goods but 

remained focused upon "the products of the British West Indies. 

The pattern of tariff legislation adopted by South Carolina does 

display the sort of discrimination which might be expected with the possible 

exception of the failure to extend the policy to manufactured goods in an 

effort to secure more favorable terms from the British. However, this 

story was not to be repeated in Virginia. Zornow states that "In the 

tariff legislation adopted in Virginia there is much discrimination against 

England. •. • .Nearly every state sought to bring them /the British/ to 

terms by adopted some discriminatory legislation against West Indian and 

British trade, and Virginia was no exception to this rule."H However, 

Zornow1 s own reconstruction of the tariff history of Virginia during the 

Confederation era illustrates just how tenuous this generalization is. In 

none of the tariff acts adopted by the Virginia legislature during the 

1780fs is there any discrimination against British commodities. His con

clusion is based apparently upon two facts. First, in 1783, Virginia 

empowered the Continental Congress to pass a national act retaliating 

against the British provided that all other states passed similar enabling 

legislation. Since no other states followed Virginia's lead this act 

remained, as Zornow states, "...a dead letter."12 Secondly, in 1785 

Virginia passed an act which placed an additional tonnage fee of five 

shillings per ton on English owned ships. 13 in 1786 this act was followed 

by another which provided that all ships owned by Virginians or other citizens 

11 Zornow, "Virginia," 313. 

12 Ibid., 31k. 

13 Ibid. 
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of the states of the United States should pay a tonnage fee of two shillings 

per ton, a rate of three shillings per ton was to be applied to those 

countries which had entered into a commercial treaty with the United States, 

and those countries which had no such treaty were to pay a fee of six 

shillings per ton.^k This constituted the extent of the discriminatory 

measures adopted by Virginia against British merchants and goods* Since 

British goods, whether manufactured or staple, were never discriminated 

against, it hardly seems reasonable to conclude that Virginia adopted a 

policy of systematic discrimination against Britain and, when compared 

with the tariff schedules adopted by South Carolina, merely serves to 

indicate the gulf which separated the states in the area of commercial 

policy. 

Of the thirteen states considered separately probably none was more 

important commercially than New York. Consequently, the commercial policies 

adopted by New York take on a special interest. Once again Zornow concludes 

that "...discrimination against England is particularly notice able. "15 

In this instance the history of tariff legislation in New York during the 

1780's makes his conclusion more reasonable. As early as November, 1781;, 

tariff legislation in New York provided that rum, brandy, and other distilled 

spirits were to be charged a duty of 2d. per gallon if imported in American 

ships and twice that amount if imported in ships owned by British subjects.^ 

This law left ambiguous the relevant rate for liquors imported in foreign 

ships other than British5 so, in March of 1785, the intention of the 

It Ibid. 

15 Zornow, "New York," 1»9. 

16 Ibid., 50. 



Ill 

legislature was made explicit, 2he double duty was to apply only to 

importations made in British ships. In addition, the act of 1785 provided 

for a generalization of the above provision. All imports brought into 

New Xork in either British ships or in ships even owned in part by British 

citizens were to pay double duties# In addition, in an attempt to prevent 

the less stringent commercial policy of states surrounding New York 

thwarting the intent of the legislators, the act provided that all English 

goods imported into New York from Rhode Island, Connecticut, New Jersey, 

and Pennsylvania were to be subject to the same duties as if they had 

originally been landed in New York.*? On the surface this would appear 

to be a particularly effective sort of discrimination against the British. 

However, the impact of the law was not aimed at British goods, as Zornow 

correctly recognizes, but rather at British ships and merchants.-® If 

British goods were imported into the United States in American ships no 

discrimination was to apply. This point was made explicitly by the legis

lature when it further provided that foreign-owned ships could receive 

exemption from the excess duties if the ship had been built in New York 

and rigged exclusively with American cordage.^9 This act represents a 

sort of legislative recognition of the primacy of the ship and the ship

building industry in international trade. Later in the decade the rather 

severe penalties levied on British shipping were mitigated with the penalty 

duty being reduced to one fourth additional in most instances.20 As will 

17 Md> 

18 Ibid., 51. 

19 Ibid. 

20 Ibid., 52. 
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be outlined in some detail in the following pages, the importance of the 

New York regulations centers around its treatment of the shipping industry. 

At this juncture the crucial consideration is the effect which such discrimin

ation would have had upon the British mercantile community. A simple 

generalization which covers the point is that merchants' ships were an 

export staple for the Americansj they were not for the British and, 

consequently, this form of retaliation against British restrictions upon 

American trade could not be expected to create the sort of situation in 

the mercantile community in England that the elimination of the trade with 

the British West Indies did the American mercantile community. 

For a final look at state efforts to discriminate against the English 

the state of New Hampshire provides an extreme illustration of attempts 

to systematically discriminate against the foreigner in American trade. 

In 1?85 the legislature of New Hampshire adopted an act which prohibited 

the exportation of goods from New Hampshire in British-owned ships.21 In 

addition, all commodities imported in foreign-owned ships were required 

to pay double duties.2̂  This act, which paralleled in more severe form 

legislation adopted in Massachusetts, met with an angry reception from the 

French. Eventually Congressional pressure' succeeded in securing from New 

Hampshire and Massachusetts reductions in the sweeping discriminations 

against all foreign ships and merchants even though the restrictions 

specifically aimed at the British remained on the books.23 The effects 

of the legislation on the British appear to have been negligible. 

21 Zornow, "New Hampshire," 25U. 

22 Ibid. 

23 Ibid., 25U-255. 
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The pattern of discrimination against the British depicted in the 

discussion above of tariff legislation during the Confederation era is 

mixed. However, it does not seem reasonable to argue that such policies 

represented a substitute for a national commercial policy in the diplomatic 

arena. With the exception of South Carolina there was no discrimination 

against British goods as such. The bulk of the restrictions were aimed at 

British ships. It is important to recognize that such restrictions could 

not seriously affect the British mercantile community. By 1781* the Americans 

had gained, so far as the direct trade with Great Britain was concerned, 

admission to England on substantially the same terms they had enjoyed as 

members of the empire. Forcing the British merchants to utilize American 

ships in the direct Anglo-American trade was merely urging them in the 

direction which cost considerations would have impelled them anyway. In 

areas where American ships were not barred they constituted the cheapest 

means of transport for the merchants of all nations and their admission 

to the direct Anglo-American trade meant that even in the absence of 

penalties on British ships the bulk of the Anglo-American trade would have 

been carried in American ships; consequently, this sort of legislation 

could not have been expected to force mercantile concessions from the British. 

Its lack of success is amply demonstrated by the failure of the various 

state acts to induce the British to display any more favorable attitude 

toward the new nation than they had already decided upon. Only systematic 

discrimination against British goods as distinguished from British ships 

could have provided American diplomats with the sort of ammunition they 

needed to extract from the British further concessions. With the wide 

diversity of state policies, ranging from virtual free trade in New Jersey 

to Ihe restrictive legislation of New Hampshire, systematic discrimination 
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against British goods was not to be expected, and it was not achieved. 

The absence of a national commercial policy did seriously restrict American 

diplomatic efforts during the Confederation era. 

In addition to the failure of the abortive efforts to systematically 

discriminate against British imports outlined above, adherents of the 

"Critical Period" approach to the commercial performance of the American 

economy during the 1780's have focused attention upon the failure of the 

states to create a "common market" within ihe United States under the 

Articles of Confederation. During the decade various regulations adopted 

by state governments tended to inhibit the free flow of commodities in 

inter-state trade. Insofar as state mercantile regulations tended to 

"Balkanize" the new nation, then the Articles of Confederation, with their 

absence of a national commercial policy, must be assigned a causal role in 

restrictions upon the extent of the market for American commodities, 

labile this inquiry is aimed at an understanding of American involvement in 

the international economy, international trade theorists have indicated 

that analytically there is no important distinction between international 

and inter-regional trade; thus, a discussion of the extent to which state 

restrictive practices reduced interregional trade during the Confederation 

era is a logical adjunct to a discussion of the performance of American 

export staples in world markets. 

Historians attempting to invalidate the "Critical Period" concept 

have tried valiantly to minimize the extent of the interstate restrictions 

upon trade between "the states. However, even reconstructing the fabric of 

these restrictions from accounts hostile to the "Critical Period" concept 

indicates the large measure of truth contained in earlier accounts of the 

Confederation era. Mhile by the end of the decade most of these restrictions 
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had been eliminated, their presence during most of the period constitute 

a serious indictment of a political structure which left commercial regula

tions to the individual states. 

If attention is turned to the regulations adopted by the state of 

Virginia, for example, it is possible to uncover one of the most extreme 

versions of interstate discriminatory commercial legislation. In the act 

of November, 1781* the legislature of Virginia indicated that all imports 

into Virginia, whether from other states or from foreign countries, were 

to be liable for the same duties and the ships carrying these imports, 

whether American or foreign were to be subject to the same duties.2U The 

legislature of Virginia treated other American states exactly the same as 

foreign countries so far as commercial legislation was concerned. Evidently 

there was some misunderstanding as to exactly what was entailed by this act 

so in 1782 the legislature made its intention explicit. A passage in the 

new act reads as followst "That all vessels coming within this state from 

any of the United States, or from any port or place whatsoever, vessels 

of war excepted, shall be liable to pay the tonnage and other duties by the 

said recited act directed to be paid, in the manner by law prescribed."25 

In Virginia this restrictive legislation remained in effect until 1786 

when the legislature opened the first chink in its legislation restricting 

interstate commerce. In that year the duty on beer, ale, and porter 

imported into Virginia from any of the states of the United States was to 

be charged only fourpence while the same products imported from foreign 

countries were to be charged eightpence per gallon.^ Later in 1786 the 

2^ Zornow, "Virginia," 312. 

Ibld* 

26 ibid. 
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legislature eliminated the law requiring duties on .American-produced 

commodities imported into Virginia in American-owned ships providing the 

commodities were shipped directly from the state of their manufacture .2? 

In 1?88 all commodities on the comprehensive enumerated list of American 

products were admitted free into Virginia's ports.28 This act, adopted 

just shortly before the coming of the national government under the Con

stitution, opened Virginia to American-produced commodities with relatively 

few restrictions• The pattern displayed by this legislation is simple 

and straight-forward. During most of the Confederation period, so far as 

commercial policy is concerned, Virginia's legislation recognized no 

special relationship between Virginia and the other states. 

Confederation era tariff history in New Tork state presents a more 

checkered history than does that of Virginia. New Tork was involved in 

one of the most serious of the interstate disputes over commercial policy, 

the quarrel with New Jersey over the Sandy Hook Lighthouse, and, at the 

same time, clearly recognized in its legislation that the other states 

were not foreign countries for the purposes of commercial policy. The 

first New Tork tariff schedule adopted after the coming of peace provided 

that all commodities produced in the United States were to be exempt of 

all duties. In addition, this act provided that all imports entering the 

United States at New Tork but ultimately headed for consumers in other 

states were not to be assessed duties# In the matter of tonnage rates 

and other ship charges New Tork does appear to have attempted to provide 

its citizens with some advantage in the New Tork trade over citizens of 

27 Ibid. 

28 Ibid., 313. 
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other states.2? 

The Sandy Hook Lighthouse incident has long stood as the most important 

example of the consequences of a failure of the states to agree upon a 

national commercial policy. New fork and New Jersey had engaged in commercial 

rivalry throughout the colonial and early national period and legislative 

acts in the two states represented attempts to secure commercial ascendency. 

The act "which touched off the immediate controversy was the tariff act of 

1787 adopted by the New York legislature. As Zornow states, the act "... 

was obviously designed to check the importation of truck products from 

New Jersey and Connecticut. • • "30 This act provided that all American-

owned ships entering New York from either Connecticut or New Jersey, which 

carried dutiable commodities were to pay fees according to the following 

schedule? vessels of from forty to seventy tons were to pay a fee of 

twenty shillings, vessels of from twenty to forty tons were to pay a fee 

of eight shillings. Undecked vessles were assessed no fee. The most 

irritating aspect of this act to the New Jersey truck farmers was the fee 

assessed on decked vessels under twenty tons, which previously had been 

admitted with no charge.31 As Zornow points out, "The New York legislature, 

therefore, secured its desired objective; the New Jersey farmers selling 

goods in New York were compelled to pay a fee high enough to discourage 

their trade."32 in retaliation the New Jersey legislature proceeded to 

levy a charge, it was termed a rent, on the lighthouse which New York had 

29 Zornow, "Hew York," 53. 

30 Zornow, "Sandy Hook," 265. 

31 Ibid., 26U-265. 

32 Ibid., 261). 
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constructed at Sandy Hook on New Jersey soil# The tax amounted to thirty 

pounds a month and was collected for approximately one year#33 In March of 

1788, the New York legislature adopted a new tonnage law and under its 

provisions American vessels of less than fifty tons were exempted from 

the clearing charges so vigorously objected to by the New Jersey farmers#3h 

Zornow characterizes this incident as a tempest in a teapot but it reflects 

a grave defect in the Articles of Confederation# Not only did the absence 

of a strong central government hamper American diplomatic efforts and 

contribute in some part to the failure of the American foreign market to 

broaden during the 1780*8, the absence of a domestic common market further 

restricted the extent of the market for American producers. 

One other form of commercial policy adopted by the states remains to 

be considered. State governments during the 1780*s, in their search for 

additional revenues, resorted to an old colonial custom, export duties on 

staples. In addition to the export duties many export staples were subject 

to inspection and packing fees. These export duties and inspection fees 

had the same can tractive effect on the extent of the American export market 

as similar levies by foreign governments would have had. Export duties 

and inspection fees appear to the producer or merchant as an additional 

cost of exporting, the incidence of the duties and fees depending upon the 

elasticity of the demand curve for the exported commodity. Since export 

duties were prohibited by the Constitution their presence during the Con

federation era marks an important distinction between commercial policy 

during the 1780*s and commercial policy during the early national period. 

33 ibid., 263. 

3U Ibid., 266. 
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Briefly stated, the presence of these additional charges constitute another 

way in which state commercial policy restricted the extent of the market 

for American staples. 

Export duties played an important role in the southern staple states 

of Virginia, Maryland, and South Carolina. Throughout the decade of the 

l?8ofs they were also prominent in the form of inspection fees in such a 

middle-state as New York and even appeared as far north as New Hampshire* 

Since tobacco played such a prominent role in American exports the duties 

levied on this commodity assume extra significance. During the colonial 

period both Maryland and Virginia had utilized export duties as a means 

of raising revenue for the state government. During the Revolutionary 

War Virginia first repealed the export duty on tobacco but it was promptly 

reinstated in 1777 and set at a level of ten shillings per hogshead.35 

In 1780 the rate was reduced to eight shillings per hogshead and in 1782 

it was further reduced to six shillings.& In 1783 the Virginia legislature 

once again lowered the rate this time to four shillings per hogshead.3? 

When this measure did not provide adequate revenue for the state govern

ment, the rate was increased in 1786 to ten shillings once again.38 

In addition to the export duty on tobacco it was subjected to a 

series of inspection fees by the legislatures of some southern states. In 

Virginia during much of the Confederation era tobacco was subject to an 

additional fee of six shillings per hogshead for inspection purposes, 

35 Zornow, "Virginia," 317* 

36 md. 

37 Ibid. 

38 Ibid. 
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making a total charge on tobacco exports of from ten to sixteen shillings 

a hogshead.39 In South Carolina tobacco was subject to an inspection fee 

of three shillings per hogshead if shipped from any other port except 

Charleston and to a fee of four shillings and eight pence if shipped from 

Charleston.UO In addition, South Carolina burdened the tobacco export 

trade with packing and prizing charges as well as storage charges.to 

Maryland, the other major tobacco producing state, in general followed 

the lead of Virginia in levying charges upon the exportation of tobacco. 

The most complicated set of inspection fees adopted by a state 

government was that placed in effect in New York by acts in 1781; and 1788. 

Virtually all exports from New York which had gained any significance were 

subject to some sort of inspection fee. For example, potash was subject 

to a fee of six pence a hundredweight, all forms of lumber and semi-finished 

lumber products such as staves were charged rates of from two to ten 

shillings per thousand staves or board feet, and food-stuffs such as lard, 

butter, pork, beef, and Indian meal were subject to various inspection 

fees.to The New Hampshire legislation was much simpler and less comprehensive 

than that adopted by New York. Only flaxseed and pot and pearl ash were 

39 Ib±d' 

to Zoraow, "South Carolina," ho. 

to ibid. It is not easy to egress the amount of the duty as a per
centage of the final selling price of tobacco since prices were invariably 
quoted by weight and the duties were levied on the basis of casks or 
hogsheads. Hogsheads were not a homogeneous unit varying in size from 
sixty three to one hundred and forty gallons. Assuming that the typical 
hogshead contained about ninehundred and fifty pounds of tobacco then the 
typical price of tobacco on the James River during the 1780fs varied from 
13b 15/ to l8fc. See Anne Bezanson, Prices and Inflation During the American 
Revolution * Philadelphia: 19f>l, 258-266'. 

to Zoraow, "New York," 56-58. 
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subject to inspection fees and these were relatively nominal.h3 

The objective of the export duties was to raise revenue for the state 

governments while the stated objectives of the inspection fees was to 

assure consistent quality of .American exports on foreign markets, even 

though they may have represented a primitive effort to control supply. 

The aggregative effect of these duties and fees must surely have been to 

reduce American exports below the volume which would have prevailed in 

their absence unless one is willing to assume perfectly inelastic demand 

curves for American products abroad. 

The picture which emerges from this topical account of state commercial 

policy during the 1780*8 casts grave doubts on the ability of the market 

economy to develop under the Articles of Confederation as it was to grow 

under the Constitution. State governments had an incentive for competitive 

commercial policies which undercut the efforts of American diplomats 

abroad. In addition, the domestic policies adopted by the state govern

ments reduced the extent of both the domestic and foreign markets for 

American export staples. From a secular perspective it seems undeniable 

that the absence of a national commercial policy and a domestic common 

market would have seriously hampered American development during the 

nineteenth century. 

U3 Zornow, "New Hampshire," 255 



G. A Note on American Diplomats and Imperfect Knowledge 

The purpose of this portion of the study is to explore the role of 

American diplomats, particularly during the years of the Revolutionary 

War, in making available to American merchants knowledge of the new areas 

of trade which would be open to them after independence was achieved# 

One of the important determinants of the extent of the market is knowledge. 

It is of no "significance if there were markets abroad for American staples 

if these markets were unknown to American exporters, or if there was so 

much uncertainty about the regulations governing trade with these ports 

or the state of the market there that American merchants were unwilling 

to risk shipments. 

One of the first functions of the Continental Congress was to pro

vide for diplomatic representation abroad, and Judging by the reports 

submitted by American diplomatic representatives during the Revolution, 

one of the major purposes of these diplomats was to survey the possibilities 

of trade with the countries to which they were assigned. These reports 

submitted by American diplomats constitute a valuable source on both 

the nature of European markets for American commodities and the t$pe of 

regulation to which such trade was to be subjected, as well as playing 

the role of increasing American understanding of the markets involved. 

The first of these reports, and certainly the most comprehensive, 

was that submitted by John Adams upon his return to the states after his 

first foreign tour. Adams provided the Congress with a compendium of 



123 

Information about European markets, complete Kith discussions of both 

trade opportunities available and the restrictions which were placed upon 

the potential American trade with these countries #1 

Adams, after a passing reference to the possibilities of trade with 

France which he undoubtedly felt were already familiar to members of 

Congress, first turned his attention to the opportunities available in 

Holland# Adams called attention to the following factors which he felt 

would operate to draw the United States and Holland into a close commercial 

connectiont similarity of manners, religion, government, of the ways in 

which the two republics gained independence, and, most importantly, the 

possibilities of mutually profitable trade# Adams went on to argue that 

the fall in British credit could very well work to the favor of the United 

States in that investment in American bonds would be an alternative source 

of investment activity for Dutch funds looking for some place to go# If 

the United States could only find some means for assuring payment of 

interest and principal when due, Dutch involvement in the American war 

debt would weld a commercial link of the first Importance for the post

war American economy# For the present, during the war, Adams emphasized 

the possibilities of trade with the Netherlands by way of St. Eustatia, 

an opportunity which did not escsgpe American merchants.2 

Spain, Adams dismissed with the following sentence# "The active 

commerce of Spain is very inconsiderable; of her passive commerce we should 

not fail to have a part." 

^ This report is printed in Francis Wharton, ed#, Revolutionary 
Diplomatic Correspondence of the United States, Washington? 1589, III, 278-86# 

2 An example of this sort of trade is found in the Beekman Mercantile 
Papers, III, 985-86, 991-92. 
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Adams next turned his attention to Austria and here he went into 

much more detail. Adams placed Austria just behind Germany as an illus

tration of a European country with which the United States could hope for 

a n...commerce of an honorable kind." However, he did recognize that 

American trade with Austria would necessarily be limited by the absence 

of any Austrian outlet to the sea. The only port which even the Austrians 

felt would be useful was Trieste, and this port did not appear to be 

promising to Adams. He argued that ..situated as it is at the bottom 

of the Gulf of Trieste, the remotest part of the Gulf of Yenice, tedious 

and difficult as the navigation of those seas is, we could make little 

use of it at any time, and none at all while this war continues •" 

With the exception of a few of the city states Adams felt the possi

bilities of direct trade with Germany were very limited. He did, however, 

advocate the creation of an American consulate in Hamburg and felt that 

profitable commercial ties could be created with that city. 

Adams did not feel that the northern countries such as Russia, Sweden, 

and Denmark offered much possibility for profitable transactions in American 

exports. He even suggested that these countries would make it impossible 

for the Americans to export naval stores after the American economy was 

withdrawn from the protection of the English Navigation System. On the 

import side of the picture, though, Adams thought it likely the United 

States would find it profitable to import both hemp and sail-cloth from them. 

Adams felt that the countries in southern Europe such as Italy, the 

Two Sicilies, Sardinia, Genoa, Yenice, and Switzerland were so situated 

that there was no probability that American merchants would find them 

to be profitable outlets for American exports. 
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This report by Adams "which has been summarized in the past few pages 

is only one of a series of such reports submitted by American diplomats 

during this period. For example, in 1?82 Francis Dana wrote to Robert 

Livingston reporting on the progress of his mission to Russia. The first 

sentence of this report is indicative of the type of instructions given 

to American diplomats on foreign missions during the war. Dana wrote, nIn 

pursurance of one branch of my duty I have, during my residence here, made 

a particular inquiry into the nature of the commerce of this country* "3 

Dana's letter then proceeds to outline in great detail the sort of commodi

ties which American merchants could conceivably sell in Russia. 

American merchants involved in the political life of the Revolutionary 

era could hardly have helped being exposed to these reports, particularly 

those from Adams addressed to the President of the Continental Congress. 

In an era when mercantile information was an exceedingly scarce commodity 

the reports of American diplomats made involvement in international trade 

less uncertain than it would otherwise have been. These reports were 

particularly useful in informing American merchants of the regulations to 

which their trade would be subjected in the countries covered by the reports. 

Additional market information, placed within the theoretical framework of 

this study, would have the effect of widening the extent of the market for 

American exports. This effect constitutes an additional, admittedly 

marginal, contribution of American diplomacy to potential American economic 

development. 

J Wharton, Revolutionary Correspondence, V, 281. 



V. Economic Determinants of the Extent of the Market 

A. Introduction 

A discussion of the economic determinants of the extent of the American 

market during the period prior to 1850 is for all practical purposes a 

discussion of the performance of American staples on world markets.-

So long as the transportation system of the domestic economy was confined 

to unimproved natural water-ways, what little domestic commerce there was 

could be carried on as an adjunct to international trade. Ships could 

sail from Salem or New York, deliver consumer and producer goods to southern 

ports such as Charleston, and then proceed on with American staples for 

foreign ports, or perhaps more commonly, for the British, or foreign, 

colonies in the West Indies.2 It is not unreasonable to characterize 

American economic development during the nineteenth century as a continuing 

shift from foreign determinants of the extent of the market to domestic 

determinants of the extent of the market. This is why it Is so difficult 

to accept the current vogue of playing down the significance national, 

state and local government financing of "internal improvements" in American 

1 This is the essence of the thesis advanced by Douglass North in 
his The Economic Growth of the United States. 1790-1860* which was 
discussed earlier. 

2 For a discussion of this trade and some illustrations see James 
Duncan Phillips, Salem and the Indies, Bostons 19^7$ 61-70. 
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economic development.3 From the construction of the Erie Canal in "the 

first quarter of the nineteenth century to the completion of the railway 

network in the last quarter of the century the domestic market widened 

handsomely. However, in the era of the Confederation this was all part 

of the future, even though at this early date some leaders, notably 

Washington, recognized the primal role transportation facilities would 

play in the development of the American economy. For our purposes it is 

sufficient to note that the 1780's were a part of the period in which 

there was no significant domestic market for American staples. As was 

argued earlier, even the natural water-ways were of limited significance 

since the one natural waterway which could have aided the development of 

a domestic market, the Mississippi, was precluded to American producers 

for political reasons.U The meaning of this is quite simple* Just as 

the crucial political determinants of the extent of the market were 

foreign, so the crucial economic determinants of the extent of the American 

market were not domestic but were also foreign, or at least those that 

had relevance for international trade. 

Two generalizations about these economic determinants may be appro

priate: first, the costs of trade played a more important role than did 

what may be termed the costs, and apparently profits as well, of production) 

secondly, proceeding from the first, is the central role played by a 

3 For illustrations of this sort of argument see Roger Ransom, 
"Canals and Developments A Discussion of the Issues,n American Economic 
Review, LIV (May, 196U), 36^-376, and Robert W. Fogel, "A Quantitative 
Approach to the Study of Railroads in American Economic Growth* A Report 
of Some Preliminary Findings," Journal of Economic History, XXII (June, 
1962), 163-197* 

h See the discussion of the negotiations with Spain to gain access 
to the mouth of the Mississippi on pages 93-95* 
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relatively few sedentary merchants. One can hardly help forming the 

impress ion j even just by wandering around in the literature of this era, 

that the merchant class represented the "leading sector" and that they 

were the most representative economic agents in the American economy of 

the 1780'S.5 

Given these generalizations, a logical starting place for an explora

tion of the economic determinants of the market would be in their most 

representative activity, the provision of shipping services and ship

building. 

5 The pervasive nature of the merchants' role in the American economy 
of this era is made forcibly by Robert A. East in "The Business Entre
preneur in a Changing Colonial Economy, 1763-1795," Journal of Economic 
History, Tasks of Economic History, VI (December, I9I46), 16, More recently 
the same point Has been made by Ross M. Robertson in his text previously 
cited, 82-83, Robertson states, "Ultimately, though, nearly every colonial 
businessman had to deal with the great sedentary merchants who from mid-
seventeenth century on, became as a class the dominant businessmen of 
the colonies." 



B. Ship Construction and Transportation Costs 

When the British excluded American ships from their West Indies 

colonies after the failure of Pitt to secure Parliamentary approval for 

a liberal economic policy toward their former mainland colonies, the 

American merchants set up a protest which has been heard down through 

the pages of history. It is essential to remember that it was American 

ships, not American goods with minor exceptions, which were being excluded 

from the colonies in the West Indies. Merrill Jensen makes this point 

and then wonders why there was such an uproar. After all, he argues, the 

West Indies remained as a market for American staples. The British 

regulations did not exclude the American producer, only American merchants.^ 

A possible solution to Jensen's problem may be found in the idea that 

much more important than a market for American staples, the West Indies 

represented a market for American shipping services and ships. It is 

perhaps safe to conclude that had the British excluded American products 

but not American ships the uproar would have been considerably more 

subdued. A second point is that the concern of American diplomacy over 

the exclusion of American ships from the British colonies may reflect more 

than just the fact that John Adams and later John Jay were natives of 

1 See Jensen's New Nation, 16U. E arlier in this chapter Jensen 
while drawing up a sort of balance sheet on the way in which independence 
affected various segments of the American economy pointed out that 

.American shipowners, whose chief business was the carrying trade, 
had every advantage as members of a world-wide society." (156) 
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mercantile states and, consequently, expected to advocate the interests 

of their home states* They may have intuitively recognized the merchant 

as the "leading-sector" of economic growth during this era, and they may 

have been presenting a "national" case which, only if viewed superficially, 

is the voicing of the demand of what might be loosely called their con

stituents* This perspective puts into a different light the reasoning 

back of Jay's willingness to forego use of the Mississippi for twenty 

years in order to gain access to the Spanish colonies for American merchants* 

In view of both Jay's and Adams' strong support of national, as opposed 

to sectional, interests throughout their political careers it would 

probably not have seemed unreasonable to sacrifice a "right" of limited 

significance to the development of the extent of the market domestically 

for an immediate widening of the market internationally*2 

The economic basis of the merchants' prominence in the American 

economy of this era is not hard to discover. It rested in the vast 

forests admirably suited for the construction of ships at a cost which 

could not be matched elsewhere in the world* With the attention that has 

been paid to the role of agricultural staples in promoting the development 

of the American economy, it may not be remiss to note that ships were a 

form of staple commodity* Bearing in mind the earlier discussion of Caves' 

and Bolton's characterization of a staple,3 it may be noted that the first 

o 
* See the earlier discussion of these negotiations, pages 93-95. 

3 See pages 20-21. It is interesting to note that in the 1780's 
ships were recognized as staples and labeled as such* Note the following 
suggestive passage from the "Observations of London Merchants on American 
Trade, 1783," cited earlier* "Ships built in the United States being now 
deemed Foreign, the use of which has always been held injurious to the 
National Interest, they cannot become British Bottoms, but when taken as 
a Prize, and are prohibited in many instances to be employed; It is, 
therefore, necessary to observe that shipbuilding was carried on in several 
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requirement was that some portion of the "fabrication" of the product 

should take place on the spot* The American ship-building industry 

satisfies this characteristic in a very precise sense. However, ships 

fail in a second test of a staple in that they did require "elaborate 

processing" and "rare skill*" Turning to the last characteristic of the 

staple, the question of whether or not the staple is a commodity which 

will bear transport and is in international demand, ships once again 

seem to fit the category like a well-worn shoe* Thus, with the exception 

that the end-product, the finished merchant vessel, was also a final 

manufactured product, ship-building appears to have all the characteristics 

of a successful staple* It is the fact that ships appear as manufactured 

products on the world market that perhaps accounts for the failure of 

advocates of the staple theory to include them on the list of important 

elements in early American economic growth* For our purposes it would 

seem important to include ship-building among the prominent American 

staples. Indeed, it appears to occupy such a promiment position in the 

structure of the American economy of the 1780's that it seems safe to 

conclude that the mercantilistic restrictions upon the shipping industry 

may alone account for the "real" as distinguished from the monetary basis 

for the views of historians who have concluded that the Confederation era 

3 (con't.) provinces, but in New Hampshire and Massachusetts Bay 
extensively* Such ships were either sent directly to England for Sale or 
to the West India Islands with Lumber, Fish, and other Articles and being 
there laden with produce, they were with "their Freights consigned to the 
British Merchants in payment for Goods of which the greatest Part were 
British Manufactures* This Branch of Business was carried on to a large 
annual Amount and contributed to increase the Shipping and Navigation of 
Great Britain, but must now cease unless the Legislature should consider 
it an advantage to exchange British Manufactures for American build Ships, 
which were a staple Article in those Provinces and considerable means of 
Remittance•" (773) 
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was a "critical period" for the American economy. Each of the generaliza

tions offered above is worthy of more detailed attention. 

It was not a secret that during the colonial era the colonists soon 

developed the ability to produce ships at a significantly lower cost than 

their British counterparts. Perhaps the best evidence of this fact is 

found in the oft-repeated statement that at the time of the Revolution 

approximately one-third of the British merchant marine was of colonial 

origin*There is no reason to believe that the Revolution should have 

altered this relationship, and there is good evidence to indicate that 

it did not. As Robertson states, ",,,so long as the wooden sailing ship, 

was a major factor in transportation, America had an undeniable comparative 

advantage in its manufacture,"5 

The cost of building ships in the colonies as compared with the cost 

of construction in Great Britain played an important role in the debate 

between advocates of mereantilistic restrictions and Pitt's supporters 

at the time Parliament was struggling with the question of the American 

trade. For example, Richard Champion argued that the removal of American 

ships from the colonial trade would create a deficiency in tonnage which 

could only be compensated for at great cost* He estimated that in 178U 

the cost of ship-construction in England was approximately nine pounds per 

ton, a sum which made the typical ship of approximately two hundred tons 

cost at least seven hundred pounds more if purchased in England than if 

b For an early source of this estimate see Richard Champion, og, cit,, 
20, It is repeated in many standard textbook treatments of American 
economic history, Ralph Davis in his The Rise of English Shipping 
Industry in the Seventeenth and Eighteenth Centuries, London: 1962, 2p2, 
emphasizes this point, 

5 Robertson, op. cit., 67. 
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purchased from America.^ Furthermore, Champion noted that the effect of 

the withdrawal of American competition from the English market had had 

the effect of increasing the English price by more than fifty per cent,? 

This would indicate that the effect of American ship building was to 

create one price in the Sapire for ships and the artificial restrictions 

of supply created by the elimination of American competition had shoved 

the price in the British market upward. It should be noted that Champion1 s 

argument was not left unchallenged by his opponents in the debate, who 

after emphasizing the military importance of the merchant marine and the 

ship-building industry, concluded with a prediction by George Chalmers 

which was not to come true until the era of the steam-ship. Chalmers 

ended a particularly high-flown discussion of the point with the statement 

that "...if we wisely adhere to our laws, we shall, in our time, supply 

the Americans with ships..."® 

It seems to be apparent that the American ship-builders could 

construct merchant vessels at less cost than their British counterparts. 

This is, of course, only part of the story of a staple« A second considera

tion is the nature of the demand for American vessels. The effect which 

the withdrawal of American ships from the British market had on the price 

of ships in England has already been noted and serves as strong evidence 

as to the intensity of demand during the 1780*s for ships. Given the 

restrictions of the age, the historian may only estimate what the demand 

for ships would have been in an era in which they could have freely been 

8 Champion, op. cit., 25-31* 

1 Ibid., 27* 

Chalmers, op. cit*, 107. 
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sold oil world markets. Good evidence that there was a sizable market for 

American ships, in spite of their exclusion from the British market, is 

found in ship logs, merchant letter books, and copies of instructions 

given to American captains embarking on voyages to foreign ports• The 

striking number of instances of American vessels sold abroad indicates 

that in spite of British regulations, American ships continued to be sold 

and remained an important export staple. An example of the point is found 

in the instructions given by Joseph Lee and George Cabot to Captain Zach 

Gage in which the owners instructed the captain to sell his vessel if he 

did not find appropriate return cargoes.9 The latitude given to the 

captains in this matter made it possible for most captains to dispose of 

their ships if a favorable opportunity presented itself. 

More interesting than the question of the demand for American ships 

is the nature of the transportation costs incident to the export of this 

staple. If the export staple is a ship which goes to its destination 

loaded with a cargo which pays freî it charges, it is not at all clear that 

there is any transportation charge applicable to the staple upon its 

exportation. Rather it may seem to be reasonable, since voyages were 

designed to be profitable whether the ship was sold or returned to its 

home port, that transportation costs were actually negative. No instances 

readily appear where ships were constructed in America and shipped for sale 

in foreign ports in ballast. A staple with negative transportation costs 

would be a particularly attractive export staple, and consequently, a highly 

effective growth vehicle. 

9 Kenneth Wiggins Porter, ed., The Jacksons and the Lees, Cambridgex 
1937* Vol. I, 1*38. For another illustration see TSomas G. Cochran, Basle 
History of American Business, Princetont 1959* 10?. 
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A second consideration emerging from the above concerns the cost of 

shipping American staples abroad on American ships as opposed to foreign 

bottoms* If the ship as well as its cargo was an export staple, then 

some portion of the normal cost of transportation for the more conventional 

staples could be absorbed as part of the cost of transporting the ship 

to market. For export staples this would mean a lower freight rate than 

could possibly be provided by someone engaged only in the provision of 

shipping services. It is interesting to ponder on the relationship 

between this fact and the price at which America's conventional export 

staples, commodities such as tobacco, lumber, potash, etc,, appeared on 

world markets. If, in fact, the exportation of ships absorbed some por

tion of transportation charges, then American staples would appear at a 

lower price in the world market than would be the case in a situation in 

which the sale of ships would not be allowed. If the demand for the staple 

were elastic, this would mean larger foreign trade earnings and a consequent 

improvement in the balance of payments. Viewed from this perspective, 

American dismay over British regulations which, as those which governed 

trade with England herself, permitted American shippers to bring to 

England American products but which did not permit the sale t>f American 

ships at the end of the outward voyage, becomes more understandable. It 

was not the exclusion of American products from European markets which 

depressed the American economy in "the 1780fs, but rather, the regulations 

which had the effect of severly hampering the sale and utilization of 

American vessels in the exportation of these products. 

Mien the staple theory of economic growth was introduced into the 

theoretical framework for this study, the point was made that its importance 

was at least partially due to the fact that it provided a means of analyzing 
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the process of capital formation in a staple economy. Much of the signifi

cance of the shipping industry for this study comes from the fact that 

shipping constituted a major avenue for non-agricultural capital formation 

for the American economy during the years after independence. Both back

ward and forward linkage effects are associated with the development of 

-the shipping industry. 

In terms of backward linkage the ship-building industry gave rise to 

a number of subsidiary activities providing inputs to the construction of 

ships. Among these activities are such typical American enterprises of 

the period as the cordage industry, wharf construction, lumbering, duck 

manufacture, and iron foundries.!0 

The cordage industry was directly dependent upon the level of activity 

in the ship-building sector. In Salem it seems to have been a lively trade 

in which prominent rope-makers had careers which spanned the last years of 

the colonial era, the Revolutionary era, and through the Confederation 

period into the early national period. Rope-making, due to technological 

considerations, required a considerable investment in both land and buildings. 

To a lesser extent the same was true of sail-making. The demands of 

merchants building ships for iron products seem to have encouraged "the 

development of the iron industry. One famous illustration is the iron 

business of the Browns of Providence Plantations, who got into the iron 

industry through their mercantile activities.^* An important consequence 

1° For a discussion of these activities in Salem see Phillips, op. cit., 
lU8-l6£. Ship-building in a Southern colony is discussed in Charles G. 
Crittenden, "Ships and Shipping in North Carolina, 1763-1789*" North 
Carolina Historical Review, VTII (January, 1931), 1-13* 

H James B. Hedges, The Browns of Providence Plantations, Cambridge: 
1952. 
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of the development of the iron industry in response to mercantile demand 

for anchors, ships fittings, and cannons was that as the industry developed 

it sought to find other outlets for its production, thus becoming an 

example of forward-linkage•12 

Perhaps the most dramatic example, in a visual sense at least, of 

investment engendered by mercantile activities related to shipping was the 

construction of wharfs.13 One need only take a glance at town plats for 

the era to recognize the extent of mercantile investment in this area. 

Most prominent merchants owned their own wharves or at least had a share 

of ownership in a wharf. Ownership of a wharf, as opposed to buying wharf 

services in the market, had the effect of making more of the shippers1 costs 

fixed costs as opposed to variable costs. Since the long-run for a wharf 

was a very long temporal period, it would not be surprising to find that 

ownership had the effect of lowering calculated mercantile costs. Hie 

natural consequence would be a lower acceptable margin on goods handled 

and a consequent expansion of sales abroad. 

Given all these subsidiary considerations, investment in the ships 

themselves remained the major form of capital accumulation on the part of 

merchants. The difficulties of those merchants who hired ship services 

rather than investing in ships, such as Beekman in New York, are legend.lU 

What seems to have happened in the Boston-Salem area is a sort of primitive 

society version of Say!s Law, where 'the savers were the investors and 

12 Ibid., Chapter 13 for a discussion of wartime iron production which 
was "then converted into cannons. 

13 See the backpiece of the Phillips volume cited above for such 
visual evidence. 

1̂  White, Beekmans, 50l|-506. 
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where most profits, even allowing for an impressive standard of living 

for the leading merchants, found their way into real investment. 

In summary, the points made above should serve to indicate that a 

discussion of the performance of the export sector of the American economy 

during the 1780*s inevitably means a discussion of more than the price of 

tobacco in London, Glasgow, and Marseilles. Of perhaps more crucial 

importance, even though part of a whole cloth, was what was happening in 

the shipping industry. As Pares states while discussing the West Indies 

trade, "Very few of the great shippers of goods to the West Indies were 

producers."13 let they were purveyors of a staple, producers of a service 

essential for the staples sold on world markets, and perhaps most importantly, 

accumulators of capital. As such, the great merchants played a role in 

the American economy which, while admirably documented by generations of 

historians, has hardly had its growth significance appreciated. Without 

the mercantile activities stemming from the "gift of nature" export staples 

of the more conventional sort could hardly have played the role in American 

economic development which they did. 

13' Richard Pares, Tankees and Creoles, Cambridge* 1956, 12. 



C. A Case Study in Freely-Fluctuating Exchange Rates 

In recent years economic theorists involved with the problems of 

international liquidity have revived interest in freely fluctuating exchange 

rates as a solution to balance of payments disequilibrium. 1 It has always 

been understood that, in principle, freely-fluctuating exchange rates 

could create a condition of equilibrium in the balance of payments without 

the necessity of governmental intervention in the foreign exchange market. 

The recent revival of interest in freely-fluctuating exchange rates has 

been associated with economists whose political orientation has made them 

receptive to a model of international economic adjustment minimizing the 

necessity of governmental intervention in the economy.*- For the purposes 

of this study the ideological background of freely-fluctuating exchange 

rates is not relevant. What is relevant is that the Confederation era is 

one of only two instances (the other came during the American Civil War) 

when freely fluctuating exchange rates were present in the American economy. 

The recent discussion of freely-fluctuating exchange rates should aid in 

gaining some understanding of the performance of the economy during the 

1780«s. 

Before proceeding further it is necessary to sketch the relationship 

1 The initial article which may be considered as starting the dialogue 
was Milton Rriedmanrs, "The Case for Flexible Exchange Rates," which 
appeared in his Essays in Positive Economics, Chicago* 1953$ 157-203. 

^ Certainly this is true for Friedman and Egon Sohmen whose Flexible 
Exchange Rates: Theory and Controversy^ Chicago: 1961, is the most impressive 
theoretical performance in the literature of freely-fluctuating exchange rates. 
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between the foreign-exchange market and the export sector, What is intended 

here is not a discussion of the American balance of payments during the 

Confederation era. In the first place, the balance of payments is almost 

by definition a statistical concept and materials for such a study are 

simply not available. Secondly, the 1780*8 present a historical context 

in which the unique elements are so all-pervasive that it is dubious 

that the balance of payments is a concept which it is ; (possible to pin 

down. The principles of international finance are defined in terms of 

political units, and it is not clear what constitutes the relevant political 

unit for the Confederation era. Certainly it was not the United States. 

Each state had its own currency and its own version of monetary and fiscal 

policy. While specie payments did icut across state boundaries, specie 

was not the nominal medium Of exchange in the domestic economy for much 

of the period. It would perhaps be at least as meaningful to speak of 

New fork's or Massachusetts' balance of payments and the exchange rate 

between Pennsylvania currency and New fork currency as to speak in generali

zations relating the whole of the American economy to the economies of 

European nations. In spite of these fundamental difficulties in applying 

balance of payments analysis to the Confederation era, recent thought on 

freely-fluctuating exchange rates should provide some insight useful in 

understanding the nature of the mercantile problems of the age *3 

3 For a recent effort in the direction of attempting to develop some 
quantitative dimensions of the American international sector during the 
Confederation era, see the paper by Gordon C. Bjork, "The Weaning of the 
American Economy? Independence, Market Changes, and Economic Development," 
Journal of Economic History, XXIV (December, 196U), 5ipL-£6Q, and the 
discussion by Albert Flshlow immediately following. Incidentally, Bjork 
finds himself forced to approach the balance of payments indirectly and 
in relation to specific ports, not the economy as a whole. (55>8-5&9) 
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The advocates of freely-fluctuating exchange rates have in recent years 

advanced a series of arguments designed to rehabilitate this means to 

international equilibrium. These arguments may be divided into two classes} 

arguments a priori and arguments based upon empirical judgments. The case 

for freely-fluctuating exchange rates a priori rests upon the market 

mechanism. No specie qualities are assigned to the foreign exchange 

market. Rather it is viewed as any market which, given the absence of 

outside intervention, will find of its own volition a price which will 

equate quantity supplied and quantity demanded. To this is coupled an 

argument about the lack of prescience on the part of governmental authori

ties. Supporters of freely-fluctuating exchange rates consider it likely 

that governments will attempt to maintain a position that cannot be held 

over the long run. There seems to be a general acceptance, they feel, of 

the proposition that de-evaluation or depreciation implies political 

weakness. The presumption is that under a regime of freely-fluctuating 

exchange rates this shiboleth will be of less weight. This theoretical 

position, resting, as it does, squarely in the center of the theory of 

allocation is, as Richard Caves has remarked, a "strong general theoretical 

case for them (freely-fluctuating exchange rates) ...U 

Coupled with these considerations at the micro-level are macro-

considerations as well. Stated in its strongest terms, the proposition is 

simply that, "A country has the strongest case for flexible exchange rates 

when disturbances to its balance of payments typically come from outside 

its borders."5 Fluctuating exchange rates reduce the effect of changes in 

^ Richard E. Caves, "Flexible Exchange Rates," American Economic Re view a 
LIII (May, 1963), 129. The article by Caves serves as an excellent guide 
to the literature on freely-fluctuating rates. 

5 Ibid., 123. 
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demand for a country's exports upon the export sector# This argument is 

not far divorced from the earlier generalizations based on the nature of 

markets# If a country experiences, for example, an increase in demand for 

its exports this will have the effect of increasing the price of the 

exported commodity in foreign markets even if domestically it is produced 

under conditions of constant cost# Under fixed exchange rates the whole 

effect falls initially upon the export sector# Under a system of fluctuating 

exchange rates the shift in demand's effects are diffused throughout the 

economy# In addition to shifting some of the effect of demand shifts 

abroad from the export sector to the rest of the economy freely-fluctuating 

exchange rates tend to insulate the domestic economy from income changes 

abroad as well. Once again turning to Caves for his conclusion, we find 

that, "In short, the original conclusion from Keynesian analysis that 

flexible exchange rates protect the domestic economy more effectively than 

do fixed rates against foreign income fluctuations still seems largely 

correct."6 

In addition to these theoretical arguments, supporters of freely-

fluctuating exchange rates have offered two enpirical generalizations 

which lend further strength to their argument. The first of these concerns 

the elasticity of demand for exports. At one time it was fashionable 

among international trade theorists to be an "elasticity pessimist." The 

significance of elasticity pessimism is in the extent of exchange rate 

fluctuation which may be necessary to restore equilibrium. Following the 

well-known Marshall-Lerner condition, it was known that for devaluation or 

depreciation to aid a country's balance of payments the sum of the 

6 Ibid., 12U. 
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elasticities of demand for a country1 s exports and of its demand for 

imports had to be greater than one and for substantial improvement to 

occur they must be considerably greater than one,7 Some primitive efforts 

to measure the elasticity of demand seemed to indicate that perhaps the 

elasticities of demand for exports were sufficiently low that devaluation 

would actually injur rather than improve the balance of payments. These 

studies have been subjected to severe methodological indictments and have 

been replaced in the minds of supporters of flexible-exchange rates by 

what might be called "elasticity optimism."® A second empirical estima

tion concerns the stability of the exchange rate which would emerge from 

a freely-fluctuating exchange rate. Opponents of freely-fluctuating 

exchange rates have argued that free movement of the exchange rate would 

have the effect of inhibiting international transactions by introducing 

an additional element of uncertainty into foreign trade transactions, A 

paragraph from Kindleberger fs standard text summarizes well the argument 

at this point. Kindleberger statess 

A foreign exchange rate which fluctuates widely in the relatively 
short run would create such uncertainty in foreign trade as to dry 
it up. Some stability of expectation is needed not alone for a 
given transaction but to encourage entry into foreign trade on a 
sustained basis and covering the overhead costs of staying in the 
business A widely gyrating exchange rate...would achieve a 
formal balance of imports and exports at the cost of eliminating a 
large proportion of total desirable trade.9 

Against this argument, advocates of freely-fluctuating exchange rates have 

7 Charles P. Kindleberger, International Economics, revised edition, 
Homewoodt 1958* 162-16U. 

® See the classic article by Guy Orcutt, "Measurement of Price 
Elasticities in International Trade," Review of Economics and Statistics, 
ran (May, 1950), 117-132. 

9 Kindleberger, og. cit., 569• 
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argued that not only will freely-fluctuating exchange rates achieve 

equilibrium, but that it would be a stable equilibrium shifting only in 

response to fundamental changes in the structure of the economy. That 

is to say, it would change when it should change. 

The above should indicate the nature of the case for freely-fluctuating 

exchange rates at the general theoretical level. However, as was noted 

earlier, unique historical elements must play a role in evaluating the 

institutional arrangements utilized for achieving and maintaining 

equilibrium in the balance of payments at any point in time. It is not 

sufficient to state that the Confederation era was characterized by 

freely-fluctuating exchange rates and the coming of a national government 

meant the adoption of fixed exchange rates and that, therefore, the 

failure of the Confederation era to provide for some governmental institution 

for the achievement of international equilibrium is to be counted a 

virtue of the Confederation. Rather, as Caves has succinctly stated, "The 

appraisal of flexible exchange rates, then, seems destined to run in 

terms of particular cases.It is the historical > record of the particular 

instance of the 1780*8 to which attention must now be turned. 

A sketch of the historical circumstances surrounding the operation of 

freely-fluctuating exchange rates in the 1780's of necessity includes 

much which was considered to be domestic economic policy. There appears 

to have been little awareness of the implications for international 

finance of domestic monetary and fiscal policy. Instead, the measures 

adopted by the state governments in the area of fiscal and monetary policy 

10 See Sohmen, oj>. cit., Chapter 1. 

11 Caves, op. £it., 129. 
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represented the responses of local state legislatures to pressing local 

problems. However, the net result of these policies was to impose upon 

the specie basis, which was already a mixture of various types of foreign 

coins, seven additional types of paper currency which circulated at 

varying discounts. As a consequence of the absence of a national monetary 

unit, the analysis of the foreign exchange markets is made very much more 

complex. Rather than finding one rate for bills of exchange there were 

different rates in every major trading area and even within a given area 

different rates for specie and paper currency issued by the state government. 

One of the aspects of the Confederation era which has attracted much 

critical attention from historians is the paper money movement. The 

question of an appropriate currency is in our day a matter of monetary 

policy. In the 1780's the paper money debate hinged on the appropriate 

sort of fiscal policy to be followed by the various state governments. 

In a political sense the most important heritage of the Revolutionary War 

was the debt which independence left behind. This debt may be conveniently-

divided into three portions! the foreign debt, the national debt incurred 

by the Continental Congress, and the debts of the various state governments. 

Around each of these forms of governmental indebtedness swirled debates 

as to appropriate monetary and fiscal policies for servicing and ultimately 

retiring the principal.1 

The foreign debt, of these forms of debt, may be handled most readily. 

Interest on the foreign debt was paid by foreign borrowing, mainly in 

Holland. So long as foreign investors were willing to hold and invest in 

12 See E. James Ferguson, Power of the Purse5 Chapel Hill! 1961, 
for a complete discussion of Confederation public finance. 
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securities of the Continental Congress the foreign debt did not become a 

pressing domestic issue. As part of the Morris program in the early 1780ss 

an attempt was made to secure a domestic revenue for funding all the debt 

including that held abroad. With the defeat of Morris1 proposals the 

question of a national revenue was settled for the Confederation era and 

the foreign owners of the debt had to rely on continued borrowing abroad 

for their interest payments. Considering the circumstances in which the 

Continental Congress found itself the policy met with surprising success ,13 

While it is possible to distinguish quite clearly between indebtedness 

incurred by the Continental Congress and the indebtedness incurred by 

state governments for analytical purposes, as policy questions they were 

not so distinct. The Nationalists, led by Morris, wanted to accomplish 

in the early 1780ss 'what Hamilton was to achieve in the 1790fs, a lumping 

together of the entire war debt and the concerting of it into a national 

debt supported by a national revenue. At the other extreme, those who 

later gained the negative appelation, Anti-Federalists, proposed that 

either the national debt be divided among the states on some basis such 

as population or that state governments assume responsibility for national 

indebtedness held by their citizens. After the failure of the Morris 

program to achieve the unanimity required by the Articles of Confederation 

the problem of the debt fell by default into the hands of the' state 

governments. 

Boring the 1780 s a the state governments made significant progress in 

retiring state indebtedness and in some important cases assumed that portion 

of the national debt held by their citizens; however, this was not done 

13 Jensen, New Nation, 375-388. 
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without cost. In order to meet the obligations imposed upon them by this 

burden of indebtedness the states had to develop programs of taxation. 

From state taxation for requirement of the war debt it is but a short 

step to the paper movement which had direct consequences for the foreign 

exchange market. 

There were two major sectors of the economy which could be taxed. 

One of these was international trade. As was outlined earlier, state 

governments resorted to both impost and export duties. The revenue 

generated by state taxation of international transactions, however, never 

assumed the quantitative importance which import duties were to play in 

l^th century fiscal policy under the Constitution, The second major 

sector of the economy which could presumably yield significant governmental 

revenues was the agricultural sector. It was from the agricultural 

sector, faced with an unaccustomed burden of taxation, that arose the 

clamor for an alternative to taxation as a means of providing a sufficient 

revenue• 

Merrill Jensen, in the following passage, has expressed the position 

of the agrarians in succinct fashion. 

...the farmers, who made up the vast majority of the population, 
and who were the principal taxpayers and debtors, had little with 
which to pay the demands of state governments and private creditors. 
The farmer might raise ever larger crops, but he got little actual 
money in what was of necessity a barter system of exchange. let 
most of the states and the creditors demanded specie in payment. 
.... ...there was a continuous, growing clamor for paper money 
which could be used to pay taxes and private debts, and which could 
be used by the state governments to pay interest and principal on 
their own debts, and thus lower taxes.lb 

Paper money, with a long tradition of colonial usage behind it, appeared 

lb Jensen, New Nation̂  31b* 
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to the agrarian sector as a highly desirable alternative to the burden of 

taxation which appeared to them to be a threat to the agrarian way of life. 

In addition to the pressure for paper money generated by the taxation 

program of the states, the presence of mercantile depression and price 

levels which were only a fraction of their Revolutionary War levels 

added fuel to the paper money flames. So great was the demand for paper 

currency that by 1786 seven states had issued inconvertible paper money. 

As specie disappeared to balance international accounts, it was replaced 

as the normal medium of exchange by paper currency circulating at fluctuating 

amounts of depreciation. The presence of these state substitutes for 

specie complicated foreign exchange transactions by introducing an additional 

exchange rate, that of state currency for specie, into the calculations. 

Because of these unique historical instances, the impressions developed 

below as to the efficacy of the operation of the foreign exchange market 

during the 1780's are of less relevance to the theoretical structure than 

would be the case in a somewhat less unusual historical setting. 

There is one classic study of the development of the foreign exchange 

market in the United States in the literature. In 1929 Arthur H. Cole 

published an account of the growth of the foreign-exchange market which 

traced its history from the colonial period into the 19th century.i5 From 

his account, which unfortunately does not deal explicitly with the Confedera

tion era, some generalizations may be extraced which provide further 

historical dimensions to the foreign exchange market in the 1780's.* The 

first major point which is crucial for this inquiry is that the Revolutionary 

era does not mark a dividing line in the development of the foreign exchange 

1$ "Evolution of the Foreign-Exchange Market of the United States," 
Journal of Economic and Business History, I (May, 1929) $ 38i|-U21. 



1 h9 

market. Cole states that, "Conditions seem not to have changed essentially 

in the next fifteen or twenty years, "16 vith reference to the post-

Revolutionary era. He makes a further point -which creates doubts as to 

-whether or not a foreign exchange market even existed during the Confddera-

tion era. He suggests that the colonial merchant class was so small that 

"...merchants could pass "their bills from hand to hand," and that "...a 

search in the files of Boston, New York, and Philadelphia papers of the 

1760*3 failed to unearth a single advertisement for foreign exchange."17 

Cole argues that this may be explained by the non-specialized nature of 

mercantile firms of that day, a judgment which has been modified by more 

recent research.!® However far one may judge specialization to have 

proceeded, and certainly it was further developed in New York than else

where, the general conclusion is that certain requirements for the successful 

operation of a market were absent. Merchants possessed, as has been 

argued earlier and will appear yet again, considerably less than perfect 

knowledge about market conditions. Their numbers were so small that 

exchange rates could be significantly affected by the actions of one 

merchant, thereby indicating that something other than perfect competition 

prevailed. 

In the printed letters of the merchants of the Confederation era it 

is possible to find scattered references to the foreign exchange market 

from which may be framed some specific observations as to the operation of 

this market. 

16 Ibid., 390. 

17 Ibid.j 383. 

10 Notably by White in his study of the Beekmans already cited. 
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As a result of the prominence and longevity of the family, the 

correspondence of the Beekmane has been preserved and made available in 

printed form. This correspondence is sufficiently complete to enable a 

picture of the foreign exchange market during the 1780's to be re-constructed. 

In order that these illustrations may be evaluated it is necessary to 

preface them with a few comments about the nature of the mercantile business 

carried on by James Beekman during the Revolutionary era. Beekman1 s 

business was more highly specialized than might be expected from Harrington1 s 

conclusions about the New York mercantile community on the "eve of the 

Revolution.James Beekman dealt exclusively in imports except for a 

few furtive ventures in the export trade during the 1780fs when his regular 

means of remittance were not readily available to him. Beekman1 s normal 

method of reimbursing his English correspondents for goods shipped to him 

was by bills of exchange drawn on Londop. mercantile houses by New York 

exportersj consequently, he was a frequent entry into the foreign exchange 

market than is readily available elsewhere. ' 

In the period immediately following the conclusion of the war, specie 

appears to have been the most commonly used medium of exchange. Throughout 

the decade, specie, in the form of various types of gold coinage, continued 

to play a role, though apparently a steadily diminishing one, in Beekman1 s 

activities. In the course of the decade, as specie was drained from the 

state by the unfavorable balance of trade generated by the orgy of importa

tion in 178U and 1785, a demand for paper money arose and was acceded to 

by the state legislature. From this juncture there was one rate for bills 

of exchange when purchased with specie and one rate when purchased with 

19 Virginia D. Harrington, The New York Merchant on the Eve of the 
Revolution̂  New York: 1935, 57-63. 



151 

paper money. That paper money was essentially local in character is 

demonstrated by a transaction between Beekman and the Boston representatives 

of Nottnagel, Mollin and Co,* in 1788. Beekman sent by stage from New 

York to Philadelphia & 168.10/ New lork paper money as the proceeds of 

French imports sold for the firm by Beekman in New York, The French 

representatives returned the New York currency stating, "We find ourselves 

in Necessity to trouble you again, Regarding the paper money "Which Can not 

imploy at all, shall take the first opportunity for return it to you.,," 

Beekman then exchanged the paper money for specie at an advance of 6| per 

cent even though he charged the French firm only 6 per cent,the last rate 

he had quoted them in the correspondence.20 white1 s conclusion that, "In 

short, Beekman1 s business with Philadelphia in the late l?80rs except for 

the greater ease of communication, was much like that with France or 

England," certainly is borne out by the evidence,21 

It is possible to extract from the Beekman papers certain pieces of 

evidence on the question of the performance of the freely-fluctuating 

exchange rates which is of importance for the present-day discussion of 

such rates• In this connection it is apparent, in spite of all the 

institutional elements mentioned earlier and with one major exception, 

that the foreign-exchange market behaved in much the way in which contem

porary advocates of freely-fluctuating exchange rates have predicted. 

The tremendously unfavorable balance of trade created by the importations 

of I78I4. and 1?85 drained the state of specie and with the reduction in the 

supply of money not only did domestic prices fall (barter appeared in some 

20 White, Beekman Mercantile Papers, 1150-1152. 

21 White, Beekmans, 521$ 
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instances with the decline in the circulatory medium) but the foreign 

exchange rate did gradually rise. The high point seems to have come in 

the middle of 1788. On June 30, 1788, Beekman wrote to Thomas Pierce 

and Son, Bristol, that bills were selling at an advance of 12j- per cent 

when purchased with New York paper money. 22 it does not appear, however, 

that in most instances bills were purchased with New York currency. More 

commonly Beekman was forced to secure specie with which to purchase bills 

of exchange. An indication of the complicated nature of the foreign 

exchange market is given in the following transaction in which Beekman 

was attempting to secure a means of remittance to a French firm for whom 

he had handled on a commission basis a shipment of French textiles. 

To Pondartin and D'Autrive-Richard, St. Quentin, April 20, 1788 

Have therefore this Day purchased A bill of Exchange, Value 2625 
Livres, Tournois, drawn by Monsieur de la Forest on Monsieur 
Hecquet, Secretaire general de 1'hotel Royal des Invalides at 
Paris, a Thirty Days Sight, for which we paid the Drawer & 200. 
our Currency in Specie. As we are obliged to take either Paper 
Money or Produce in Payments, we were under the necessity (as 
wrote you in our last) to exchange the same for Specie, on which 
Terms alone we purchased the inclosed Bill, for which Specie we 
had to allow at the Rate of 6 per cent Advance (though they ask 
still more) being h 12. amounting together to L 212. New York 
Currency for which Sum have made you Debtor and desire you'll 
please Credit our Account coraformably.23 

The number of relevant exchange rates involved in this one transaction is 

striking. There was a rate for specie against New York state paper 

currency, and then a rate for bills of exchange in livres expressed against 

the conventional British pound used as the unit of account by the New York 

merchants. In spite of this complexity, the crucial rate, that of specie 

for New York currency, seems to have displayed remarkable stability, rising 

22 iWhite, Beekman Mercantile Pagers, 1177* 

23 Ibid., I08U. 
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from a 5 per cent advance to a maximum of 6J per cent. 

Given the thinness of the market, this relatively small range of, 

fluctaution is remarkable. Considering the pressing needs of those who 

had imported in 1781; and 1785 bills of exchange to meet their obligations 

in France and, more importantly, England, one would have expected the 

advance to rise much higher than it did. That the discount on paper money 

did not rise to more than 6J per cent may be explained by two factors in 

the institutional setting. The first is that the market was characterized 

by a distinct absence of market information. An exchange of letters 

between England and the United States took about three months and between 

France and the United States approximately twice that length of time. 

Merchants who quoted one rate in their .communications with foreign corres

pondents were apparently loath to subsequently carry out a transaction at 

a rate less favorable than the one they had quoted. Consequently, they 

had a tendency to withdraw from the market for foreign exchange if the 

rate increased markedly. Alternatively, they would absorb the increased 

cost of foreign exchange themselves, as Beekman did in the transaction 

noted above, if the advance were small. A second institutional factor, 

also operating to hold down the rate of exchange, was the nature of 

mercantile credit. Goods imported were commonly purchased on six or 

twelve months credit. Bather than incurring losses on foreign exchange 

American merchants simply did not pay if the rate on foreign exchange were 

"prohibitively'* high when their debts came due. When Beekman says **... 

I could not exchange,1* he means he could not exchange his paper currency for 

specie and ultimately for bills of exchange except at a large loss which 

he refused to accept.2U Instances are found where goods were purchased in 

2l» Ibid., 11?7. 
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178U and 1?85 and not paid for until a decade or more later even thought 

the original agreement called for only at the most twelve month's credit. 

This behavior pattern expressed in the simple terms of economic analysis 

means that as the foreign exchange rate rose above an "acceptable" level, 

merchants simply withdrew from the market. This behavior is not to be 

confused with that associated with the "law of demand," which normally 

assumes a continuous function; rather, the situation is more analogous 

to a maximum price law such as those adopted during war-time in the 

.American economy. Under such circumstances, the price, in this instance 

the foreign exchange rate, is held at a level below an equilibrium price 

so that at the market price quantity demanded exceeds quantity supplied. 

So long as the merchants could forestall their overseas creditors they 

could refrain from purchasing bills of exchange no matter what the price 

and take those they could secure at a rate not beyond what they were willing 

to pay. No other explanation seems consistent with the behavior of the 

market in New York at this time. The exchange rate rose steadily to a 

6| per cent premium on sterling bills and stayed there. If this explana

tion is valid, then the stability displayed by the exchange rate is more 

illusory than real and is based not upon conventional market forces but 

rather upon the ability of American importers to extort long-terra capital 

from British creditors. 

In addition to the sort of complication created by a thin market 

characterized by institutional barriers to « equilibrium, there existed 

additional problems in the historical setting which affected the foreign-

exchange market. The outline given earlier of exchange rate theory assumed 

the presence of a homogeneous unit of foreign exchange, an assumption 

which is descriptively accurate for contemporary foreign exchange markets. 
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This was, however, not true for the 1780fs. It appears that what was 

being sold was not foreign balances in pounds or livres. Rather the 

merchant wishing to make a remittance abroad purchased a bill of exchange 

drawn on a foreign mercantile house. In the 1780's these bills of exchange 

were not homogeneous units of account. An obvious factor affecting the 

homogeneity was the "sight" period which might vary from thirty days to 

nine months. This, however, was not as serious a flaw in the market as 

the uncertainty which prevailed about the reception which the bill; 

would receive when presented for payment. Instances occurred where a 

firm would enter into bankruptcy with months passing before word of the 

bankruptcy reached the states. In the interim bills of exchange drawn 

on the firm would continue to be sold in blithe unawareness of the fact 

that they would not be honored when presented for payment. While this 

problem does not seem to have been serious in connection with bills drawn 

on English houses, it remained a serious obstacle to the French-American 

trade. Turning once again to the Beekman papers, an illustration of the 

sort of complications generated by this lack of homogeneity in the bills 

of exchange may be found. The following letter from Petitpierre Brothers 

and Co. of Nantes to Beekman in 17&7 illustrates the point precisely. 

Even though there will be a U to 5 per cent loss on the exchange, 
one is at least sure of receiving his money upon the arrival of the 
vessels carrying it, while in the unhappy conditions of business 
today, one doesn't know when he will be in funds when it is a 
question of a bill of exchange. You believed you were doing your 
best in sending us this bill of exchange, in addition to the specie, 
as Mr. Keith and we ourselves recommended to you, therefore, do not 
in anyway blame yourself since it is an act of misfortune that 
Messrs. Payen are in bankruptcy. But we urge you to send us the 
balance due us in good six-pound crowns.25 

25 Ibid., 1077. 
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Another aspect of this "whole problem, really not a separate problem, 

was ihe lack of information about market conditions in the foreign-exchange 

market generated by the slowness and unreliability of the means of communi

cation, Already the importance of the lack of information about mercantile 

regulations has been discussed and, subsequently, lack of information about 

market prices for American staples will be emphasized. These same condi

tions affected the foreign exchange market. In the length of time which 

it took to exchange letters between the states and the Continent the 

foreign exchange rate could and .did vary significantly. As a result, 

situations are found, as in the letter quoted above, where business cal

culations are being based on exchange rates long since superceded. 

In this fashion the historical environment vitiated many of the 

conclusions drawn earlier about "the operation of freely-fluctuating 

exchange rates. Unfortunately for the policy maker seeking guidance from 

the historical record, the few instances of the adoption of freely-fluctuating 

exchange rates are in circumstances where the unique historical circum

stances so upset the smoothly functioning market essential for the success 

of such a means to international equilibrium. The conclusions which are 

relevant to this study can best be extracted from a recognition of the 

assumptions underlying the theoretical framework and a subsequent comparison 

of these assumptions with the historical setting. The foreign exchange 

market of the 1780's was an imperfectly organized market because of the 

absence of sufficient buyers and sellers to create a fUll-bodied market, 

the absence of knowledge about market conditions, and lack of, with the 

doubtful exception of specie, a homogeneous international unit of account. 



D. Export Staples on World Markets: Mercantile Response to Hard Times 

A large part of the story of the performance of American staples on 

world markets has already been related in the discussion of the political 

determinants of the extent of the market and in relation to the role which 

transportation costs played in gaining access to world markets for American 

staples* The task here is to relate these elements to the foreign demand 

for American staples and to the actions of the domestic producer* That 

it is impossible to separate with any degree of confidence the normal 

economic considerations of market behavior from the effects of political 

restrictions is quite apparent* This is particularly true for the 

Confederation era when a concatenation of non-economic factors served to 

swamp purely economic factors. In spite of the difficulties inherent in 

sorting out cost and revenue factors generated by the market as distinguished 

from political factors, some effort roust be made in this direction if the 

performance of the export sector is going to be placed within the scope 

of economic understanding. In addition, this topic provides some additional 

insight into the behavior patterns of the sedentary merchant. 1 

The introduction of this topic is some-thing akin to the opening of 
Pandora's box. Obviously it makes relevant a complete account of the 
performance of the domestic American economic system during the period as 
well as calling for a discussion of the performance of foreign economies 
during the period. In short, a complete discussion of points involved 
here would require an economic history of western civilization during the 
1780's and possibly require similar accounts of the Indian and Chinese 
economies. Nothing so all-inclusive is contemplated. As will be argued 
below, the behavior of merchants engaged in the export trade embodies in 
a proxy sense many of the relevant elements of the story. Consequently, 
considerations of the process of production in the domestic economy and of 



158 

There are several generalizations, implicit in the earlier arguments 

of this thesis, "which may serve to introduce the discussion of the perfor

mance of American exports on world markets. First, American exports were 

largely staple products with all that term implies. The American export 

trade was based upon the gifts of nature. This bounty of nature was 

coupled with an important scarcity of labor and, as the Industrial 

Revolution emerged in England, a relative scarcity of capital. The 

Heckscher-Ohlin approach to international trade has led a generation of 

international trade theorists to pay attention to factor endowments. This 

perspective is particularly pertinent for the American economy of the 

1780fs and remained true until "cotton was no longer king." Secondly, 

producers of staples normally did not directly engage in international trade 

but did so through the medium of the sedentary merchant. The significance 

of this point is that it enables the reconstruction of the broad outlines 

of the performance of the export sector to take place on the basis of 

mercantile records which are, in a relative sense, readily available. If 

one were forced to rely upon extant materials from primary producers for 

the gaining of an understanding of the export sector, the task would be 

overshelming. Materials are available for such exports as tobacco, flour, 

potash, and indigo at the level of the export merchant that are totally 

unavailable at the level of the original producers. A third generalization 

is that the American export trade was a search for remittances. From "the 

mercantile records it is possible to discover an energetic, at times frantic, 

search for exports salable abroad to meet credit obligations. The inability, 

1 (contrd.) demand in the foreign markets will not be treated explicitly, 
but only as they appear as factors in mercantile responses to altered 
political and economic settings. 
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or unwillingness, to settle accounts by bills of exchange forced merchants 

into the export trade in an attempt to export almost without regard for 

profit considerations• Thus, during the late 1780*8, American exports 

appeared on English markets, brought there by forces which over-rode 

normal cost considerations. These factors served to create some instances 

of export transactions which are not comprehensible under other circumstances. 

The most important export staple of the Confederation era was tobacco. 

Tobacco was the first great export staple of the colonies and it remained 

in first place until Manchester and the cotton gin conspired to shove it 

into relative unimportance. Mercantilistic economic policy had early 

recognized the significance of tobacco by including it among the enumerated 

commodities of the first Navigation Act. With the coming of independence 

American merchants involved in the tobacco trade anticipated with pleasure 

the thoughts of direct access to the European markets previously furnished 

with American tobacco by English middlemen. The most important of these 

markets was France where the American exporter found himself faced with a 

monopsonistic purchaser in the form of the Farmer* s-General and their 

representative in America, Robert Morris. After the success of Jefferson*s 

diplomacy in mitigating the force of this monopsony some of the early 

hopes for the tobacco trade were realized. However, it never became a 

freely traded commodity exclusively subject to market considerations. 

After the breaking of the complete strangle-hold of the Farmer* s-

General on the American-French tobacco trade, French merchants hastened to 

move into the tobacco trade. As a result of their efforts to secure some 

of the profits of the tobacco trade, the economic historian has access to 

one of the most enlightening documents relating to the economic performance 

of American staples on world markets. In the late summer of 1787 the 
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Havre firm of Spohrer and Pfeil wrote to James Beekman soliciting a 

commission trade in American tobacco.® Spohrer and Pfeil pointed out the 

obvious advantage of utilizing Havre as a staging point for the American 

tobacco trade. Havre had been declared a free port for the purposes of 

the American trade, and, consequently, tobacco,could be unloaded there 

without the payment of a duty, and if subsequently re-exported would be 

subject to only a two livre per cask duty, and that not payable for four 

months. Taking the prices then current in Havre for the first quality 

Virginia tobacco Spohrer and Pfeil produced a simulated sales account 

indicating what the return to the American shipper on a load of tobacco 

sent to Havre would be. For the purposes of their illustration they assumed 

a shipment of 100 casks of first quality Virginia tobacco with a total 

weight of 95,000 pounds. Their computations appear below: 

2 White, Beekman Mercantile Papers, III4O-I4I. I have made some changes 
in the computations made by" Spohrer and Pfeil to correct what seems to be 
an obvious error in either their calculations or White*s translation. 
Their computations appear below: 

Weight of tobacco. • • • • • 95,000 
Tare of 15 per cent • • • • lU,250 

Duty at 2L per cask • • • • 200 
dO,550 lbs at U2L per hundred L. 33,831 

Freight from America to Havre at J4OL per cask ii,000 
Insurance on L. 30,000 at 2j per cent 750 
Landing, delivery, and warehousing 200 
Commission on L. 33*831 at 2 per cent 676.12.h 
Net 28j2oli.lt.ti 

It will be noted that this calculation deducts the 2L per cask duty 
from the weight of the tobacco after the &lowance for tare. However, it is 
not possible to deduct currency units from weight units such as the cal
culation given in this note appears to do. 
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Weight of tobacco 
Tare 15 per cent 

95,000 
1M50 
80,750 at l*2L. per hundred L. 33,915 

Duty 2L. per cask 200 
337715 

Freight from America for Havre at hOL per cask 
Insurance on L. 30,000 at 2j per cent . • . . 
Landing, delivery, and warehousing 
Commission on L. 33,715 at 2 per cent • • • • 
Net 

l*,ooo 
750 
200 
67U.6 

The importance of these computations is that of the final market 

price of the American tobacco approximately 85 per cent was returned to 

the American exporter in the form of net proceeds. If the American exporter 

were a sedentary merchant who owned his own fleet of ships, his actual 

out-of-pocket marketing costs would amount to only about five per cent of 

the market value of the tobacco, Spohrer and Pfeil emphasized repeatedly 

in their letter the significance of quality in determining the response 

of the market to American tobacco. While they estimated the market at 

Havre would take twenty-five to thirty thousand casks a year, they took 

great pains to point out that they meant first-quality Virginia tobacco. 

They also pointed out that"Qualities inferior to Virginia are less valuable 

proportionately and could return 28 to 3U livres tournois with difficulty. 

Fine yellow Maryland first quality is also much asked for in Germany and 

worth as much as the Virginia, but the inferior qualities have no market 

and we do not advise sending any." When one recalls the extensive 

inspection program carried on at the state level by Virginia during the 

1780's it is possible to conclude that perhaps the additional cost of 

exporting generated by the inspection fees paid for itself in terms of 

higher market prices. However, it is necessary to note that the calculations 

of these French merchants do not include any consideration of the inspection 

fees and export duties which were assessed the exporter in the states. 
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With the reduction in the restrictions on the tobacco trade created 

by the lessening of the power of the Farmer1 s-General, political leaders 

on both sides of the Atlantic anticipated a boom in the Franco-American 

tobacco trade. However, these hopes were never realized. By August of 

1788 Beekman was receiving letters from French merchants indicating that 

"Tobacco are for the present a dull Article in fiance, and though less so 

here than in any other of our ports yet we do not encourage our friends to 

make any Shipments of it ... "3 In spite of the free-port privileges the 

English merchants were able to regain control of the entrepot business in 

tobacco and by 1789-1790 "...British imports of American tobacco were over 

seven times those of France. 

As the English gradually relaxed the regulations governing the direct 

trade between the United States and Great Britain, American merchants turned 

to their old channels of trade. While this return to England has been 

amply documented in terms of American import trade, an explanation of the 

dominance of England in the American export trade is somewhat more complex. 

Explanations of the predominant volume of colonial and Confederation era 

imports emanating in England normally run in terms of the requirements of 

the Navigation System and during the 1780fs on the basis of the generosity 

of the credit terms offered by British merchants, the common language, 

or the quality of items exported. It is not possible to explain English 

dominance in the export trade in these terms. It is particularly difficult 

to understand this dominance in light of the obvious intentions of American 

merchants to directly exploit continental markets after independence. At 

3 Lanchon Brothers and Co. to Beekman, August 20, 1788, Beekman 
Mercantile Papers, 1081;. 

^ Stover, op. cit., I4O6. 
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this point it is not possible to adduce political restrictions as being 

conclusive in light of the generous policy adopted by the French and the 

success of American diplomats in coming to commercial terms with such 

minor states as Holland, Prussia, and some of the German city-states. 

One explanation which seems plausible on the basis of mercantile 

records is that exports were sent to England, not primarily because they 

would bring the highest price there, but because this was the only means 

available to American importers to discharge their obligations to British 

exporters. Sie operation of the foreign-exchange market has already been 

discussed. The pattern of mercantile behavior uncovered there would 

appear to be consistent with the return of the American exporter to 

British markets. Faced with what were considered by American merchants 

to be prohibitively high foreign-exchange rates the first response of the 

merchant was to decline to pay his obligations when they came Sue. When 

pressed by British creditors for payments for imported commodities, the 

merchant, rather than taking a significant loss on foreign exchange, would 

attempt to gather together a shipment of American commodities, sell them 

on the London market, and have the proceeds paid to his British creditors. 

When the British merchants involved in the American trade were petitioning 

Parliament for a relaxation of the Navigation System as it now applied to 

the United States, they were recognizing a fundamental fact of the world 

economy of the eighteenth century. During the l?80fs there was no inter

national economy such as we are accustomed to for later periods in history. 

It was not sufficient for a country to achieve an overall formal balance 

in its balance of payments; indeed, it was necessaiy for a country to 

achieve something approaching balance in its balance of payments with each 

major trading partner. Another way of expressing this same point is to 
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say that in a sense exports were not the leading sector, but rather imports 

were, American merchants made profits by importing consumer goods; and, 

in order to preserve these profits made in the import trade, they were 

forced to find commodity means of remittance. If this explanation is 

valid, then it means that we would discover, for example, differentials 

in world market prices not accounted for by differentials in the cost of 

transportation or the export duties applicable in any given country. It 

also indicates that a virtually neglected subject in the literature of 

economic history should be systematically explored, the history of con

sumption patterns. Turning once again to the Beekman papers it is possible 

to document at least a portion of this argument. 

As has been pointed out earlier, James Beekman was a specialized 

merchant dealing almost exclusively in the import side of international 

commerce. During the l?80fs, faced with what appeared to him to be 

insurmountable hurdles in attempting to meet his British obligations, he 

made furtive entries into the export sector, not primarily to make profits 

from export sales but merely to satisfy his British creditors. His attempts 

to pay for commodities imported during 1783 and 178U with commodity exports 

were similar to the efforts made by the Browns in Rhode Island. 

An illustration of the sort of transaction engaged in by James Beekman 

is the attempt which he made in 1785 to reimburse Fludyer, Maitland, and 

Co. for commodities imported during 1783 by remitting potash to London. 

Beekman wrote Fludyer, Maitland, and Co. as follows on October 15, 1785: 

I purpose to make you some Remittance in Potash (as wrote you 
30th August last) and expected a Quantity, which has long since due. 
I have at present delivered me two Tuns of Potash, which had it come 
in Season should have been put on board the Betsey, Captain Watson 
(by whom this goes) but she being already freighted, and not being 
able to take it, must send it, with what else I may receive per next 
opportunity. 5 
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As evidence that commodity remittance was expected by the British exporters 

one may look at a brief note to Beekman from Thomas Pomeroy which was 

mailed on January 6, 1790. Pomeroy wrote, "As, our Ports are now open 

for American Wheat, and the general demand all over Europe, I trust will 

be the means to enable you to liquidate your debt,"6 Clearly Pomeroy 

expected Beekman to make remittance through the medium of the export 

trade if he was unable or unwilling to secure bills of exchange to pay 

off his balance. 

Prices are the best single economic indicator of what was happening 

on foreign markets to American export staples. From the Beekman Papers 

it is possible to construct a series of prices "current" for two major 

exports on the London market during 1785 and 1786. In many respects 

such price information is more meaningful than the general price indexes 

constructed by later generations of economic historians. These figures 

indicate the sort of information upon which mercantile plans were formulated 

during the Confederation era. One of Beekman's most frequent corres

pondents during this period was Effingham Lawrence, a London commission 

agent who specialized in marketing American products. From his letters 

to Beekman, which almost invariably involved a set of prices current on 

the London market, a picture of the performance of certain staples may be 

gathered.? The commodities chosen for examination are tobacco and potash. 

These two commodities represent the major economic divisions of export 

staples. Tobacco is a representative of the group of commodities which 

5 White, Beekman Mercantile Papers, 1025. 

6 Ibid., 1209. 

7 These letters appear in the Beekman Mercantile Papers, 1118, 1120, 
1121-22, and 1126-27. 
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was regularly exported* Merchants seeking additional means of remittance 

could hardly hope to expand the available supply of tobacco for export. 

Potash is a somewhat different sort of commodity. It was not an export 

staple of the order of magnitude of tobacco but rather a commodity 

which northern merchants dealt in only intermittently, fcftien American 

merchants were seeking additional commodity remittances, they could not 

hope to secure additional supplies of tobacco for export, but they could 

gather additional supplies of potash readily. The effects of these very 

different supply conditions are reflected in the price behavior of these 

two commodities on the London market. 

The price of tobacco displayed stability during the period from early 

1785 to late 1?86 while American merchants were desperately seeking ways 

to pay for commodities imported during 1783 and 1781;. At the beginning 

of 1785 Virginia tobacco was selling in London at prices ranging between 

20| to 21^ pence per pound. By late summer tobacco had fallen to l?d 

to 21;Jd for Virginia tobacco. Maryland tobacco was consistently somewhat 

lower than Virginia tobacco even though the price differential was not 

significant. During this period Carolina tobacco was being quoted at 

prices which were about two-thirds the price of the Maryland and Virginia 

products. At the end of 1785 Lawrence shifted his tobacco price quotations 

to shilling prices and in December of 1785 informed Beekman that Virginia 

tobacco was then selling for I/7J to l/9 with Maryland tobacco bringing 

the same rates or a little higher. By late summer of 1786 Lawrence 

provided Beekman with a price current which indicated some slight weakness 

in the price of Virginia tobacco, but with substantial strength being 

displayed by Carolina tobacco, virtually eliminating the differential 

between Virginia and Carolina tobacco. To repeat, with the exception of 
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minor fluctuations, the price of tobacco on the London market during the 

center of the Confederation era displayed great price stability. 

The story of the price of potash on the London market is significantly 

different. In each of Lawrence's letters to Beekman potash prices were 

quoted. In January of 1785 Lawrence informed Beekman that potash was 

selling at from 33 to 38 shillings a hundred-weight with pearl ash selling 

at from 32 to 35 shillings a hundredweight. By September the price of 

potash had fallen to the neighborhood of 25 shillings per hundredweight 

and pearl ash had fallen to a range from 28 to 30 shillings per hundred

weight. Between September and December the price of potash fell even 

lower while the price of pearl ash remained steady. During the spring 

of 1786 potashes staged a mild recovery before slumping to even lower 

levels by late summer of 1786. Pot and pearl ashes are not normally 

listed as staple commodities, at least not of the importance of such 

commodities as tobacco, rice, and similar southern commodities. For 

precisely this reason, though, they are significant for the purposes of 

this inquiry. They represented a commodity available to merchants in the 

middle and New England states. As such they were one of the exports 

these merchants resorted to in an effort to square accounts with British 

merchants for goods imported during the immediate flush of American 

independence. The consequence of the entry into the export market in 

potash of such merchants as Beekman in the 1780fs is reflected in the 

steady downward trend of potash prices during 1785-1786 when English 

merchants began to pressure American importers for payment of accounts 

now overdue. A merchant who normally did not engage in the export trade 

could not be expected to be able to enter into the trade in tobacco as 

readily as he could in some commodity available in his own locality. The 
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almost fifty per cent decline in the price of potash from early 1785 to 

late 1786 is the market's way of registering the import led export activi

ties of American merchants. 

There was, however, one export from the middle and northern colonies 

whose price remained very steady throughout this period when American 

merchants were searching diligently for remittances.. Barrel staves and 

similar wood-products held their own in terms of price on the London market. 

However, by late 1785 Lawrence was reporting that there were no prices 

current for oars and handspikes since the market was glutted with both 

items. 

This impressionistic aocount of the role of the sedentary American 

merchant in promoting American staples on world markets has been designed 

to emphasize one point. This point is that while economists are prone to 

emphasize profits in the export trade as being the force bringing commodities 

to market this does not seem to be a particularly fruitful way of viewing 

mercantile activity during the Confederation era. Many American export 

staples found their way to London markets not for the sake of profit to 

be gained by the sale of the export staple directly, but rather in an 

effort to preserve the profit margins on imported commodities. The import 

trade appears to have been the major area of anticipated profits and the 

export trade carried on only insofar as it was necessary to finance the 

import trade. If this interpretation is a valid perspective on mercantile 

behavior, then it may be necessary to revamp our theoretical structures 

in economic growth so that imports are allowed to play, at least for some 

economic systems at some points in time, the role of the leading sector. 



VI. Concluding Perspectives 

This inquiry has focused attention upon the behavior of merchants, 

particularly the sedentary merchant class during the Confederation era. 

The emphasis upon mercantile behavior, while partially unplanned, has 

stemmed from two sources. The first of these sources is a theoretical 

model of economic growth in a market economy which stresses the crucial 

significance of the role of export staples. In such a theoretical setting 

the extent of the market appears as the prime determinant of both the 

rate and direction of economic development. Quite apparently, mercantile 

response to the political regulations characteristic of the age represents 

the mechanism by which variations in the extent of the market are trans

mitted throughout the economy. A second reason for the emphasis upon 

mercantile behavior has been made apparent throughout this study; any 

historian attempting to understand an era long since past is dependent 

upon the source materials available to him. For early American economic 

development the more comprehensive source materials readily available 

are mercantile records. It is perhaps difficult to ascertain which of 

the influences has been most important in creating the focal point for 

this inquiry. 2he economist, drawing his questions from the framework of 

economic theory, would be prone to suspect that the theoretical formulation 

led to the emphasis. The traditional historian would probably prefer 

the emphasis indicated by the historical materials irregardless of what 

questions were indicated as relevant by a preconceived theoretical structure. 
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The economic historian lies between these two extremes and in fact faces 

the continual danger of being neither economist or historian. This study 

began with the theoretical framework but as the thesis progressed the 

historical materials made ever greater inroads into the theoretical 

framework. The most important conclusion this methodology led to in this 

inquiry into the Confederation era is that imports must be assigned a 

higher priority in iniating and promoting economic growth than most 

contemporary growth theorists seem inclined to assign to it. 

Adam Smith wrote many years ago what Schumpeter termed the great 

commonplace, that consumption was "the end goal of economic activity. For 

all the economic historian1 s emphasis in recent years upon the significance 

of the market as a growth generating vehicle in American economic develop

ment, this dimension has hardly been recognized. The export sector was 

important, even crucial, to American economic development, but the market 

forces which prompted the merchant class to enter the export trade appear 

not to have been primarily the possibility of profits in the export trade. 

More important motivational factors appear to have been the hope of profits 

in shipping and the sale of consumer goods imported from abroad to the 

population of the new nation and, before that, to the colonies. In order 

to carry on a profitable trade in imports some method of remittance to 

the exporting nations had to be available which did not soak up the profits 

made in sales to consumers and retailers. Either the merchant class must 

display a high degree of specialization, as evidenced for example by a 

reasonably sophisticated foreign exchange market, or the individual 

merchants will be forced to make remittances in commodities. During the 

1780fs the degree of specialization displayed by American merchants is 

almost negligible, and even merchants who were specialized before the war, 
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such as James Beekman, were constrained to become less specialized during 

the Confederation era. 

From this perspective many otherwise puzzling aspects of mercantile 

behavior during the Confederation era become understandable. The signifi

cance of the restrictions placed upon American merchants in their trade 

with the British Empire becomes more understandable. The West Indian 

trade had enabled the New England merchant to develop a pattern of mercantile 

ventures which displayed at least enough specialization to" enable them to 

avoid the necessity of balancing their accounts country by country. 

British imports could be paid for with earnings from the West Indian 

trade, thus reducing the necessity of shipping American exports directly 

to Great Britain, at least so far as alternatives were available under 

the Navigation System. The elimination of the West Indian trade meant 

that a larger percentage of American exports had to find their way to 

English markets just to satisfy English exporters providing American 

merchants with consumer products. The restrictions placed upon the American 

merchant marine by the world of mercantilism made both the import trade 

less profitable than it would otherwise have been and, in addition, made 

remittances more expensive to the American merchant than would have been 

the case in a truly international economy. Thus, the outcry about the 

British regulations which arose from the New England merchants becomes 

understandable in terms of simple economic motivations. The economic 

extent of the market, expressed in these terras, becomes even more narrow 

than was "the political extent of the market. 

Another characteristic of the Confederation era which is understandable 

from this perspective is the failure of the French to capture a significant 

portion of the American trade. The reasons normally given for the failure 
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of the Franco-American trade to achieve the objectives hoped for by 

Vergennes and Franklin are such considerations as language, credit facili

ties, and customs# A more fundamental reason would appear to be the 

utility schedules of the American consumers. British commodities could 

be imported, particularly in 1703 and 1781*, at prices which promised to 

yield high profit margins to the merchants, but consumer resistance pre

vented similar earnings on the part of merchants who attempted to deal 

in French consumer goods. If bills of exchange had been a homogeneous 

commodity this would not have presented a serious problem to the American 

merchant. He could have taken advantage of the liberal ecommercial 

policy adopted by France for his export trade, and then traded French 

bills of exchange for English consumer goods. However, in the 1780's 

bills of exchange were not homogeneous units of account and exchange, and 

consequently, were not a dependable means of remittance for American 

merchants. Thus, the American merchant, striving to make remittances to 

British exporters, was inevitably drawn to the English market with his 

export staples, not because that was where the largest profits could be 

garnered in the export trade, but because that was the cheapest way he 

could finance his import trade. 

It is true that the Confederation era import trade did not prove to 

be as profitable as many merchants had anticipated at the end of the war. 

The story found in the records of Beekman, the Browns, and the Jacks oris 

and Lees indicates that anticipated profits disappeared in the orgy of 

importation in 1783 and 178U and -that much of the remainder of the Confedera

tion era was merely a search for means to discharge debts incurred in the 

immediate post-war years. However, all economic theory deals with expecta

tions, insofar as it sheds light on the decision-making process, and no 
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economist is shocked to discover expected results which, in fact, did 

not occur. The important point is that people acted upon the basis of 

these expectations. 

Another facet of Confederation era economic history is the rather 

strange behavior displayed by American merchants in the foreign exchange 

market. However, viewed from the perspective outlined above this behavior 

becomes somewhat more comprehensible. American merchants were interested 

in bills of exchange only so long as they displayed price stability. If 

the rate of exchange were to move unfavorably for the American merchant, 

it could wipe out anticipated profits on the import trade. Goods imported 

at six month's to a year's credit must be paid for, if profit margins were 

to be maintained, at exchange rates reflecting anticipated rates at the 

time of importation. The departure of merchants from the foreign exchange 

market and their entry into the export trade may reflect an attempt on 

the part of the merchants to find an appropriate least-cost-combination 

for the Import trade. If this argument is reasonable, then the contemporary 

case for freely-fluctuating exchange rates has little relevance for the 

Confederation era. 

As a sort of concluding generalization, it is possible to argue that 

it is time for the economic historian to place the consumer in the position 

which he has occupied since the 1870's in economic theory, as the main

spring back of the process of economic change. If the economic historian 

is serious about applying the tools of economic analysis to the development 

of a market economy, then it is necessary to study the ways in which 

consumption patterns have altered the course of economic history. This 

thesis has turned out to be an attempt to move in this direction. 
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