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Introduction

The Inauguration

The inauguration of America’s new government got off to a shaky start.1 At times the voice and hands of George Washington, who had proved himself to be a man of unflinching courage on a dozen battlefields, trembled noticeably as he was overcome with emotion on his first day as president.

Those in charge of the proceedings in New York City on April 30, 1789, designed a day of events in which pomp and festivity framed the solemnity of the central event. At nine o’clock that morning the city’s churches opened for services during which the ministers extolled the virtues of America in their sermons and led prayers for the prosperity of the young republic and the wisdom of its president.

At half past noon George Washington stepped out of his lodging into the bright, warm sunshine. He was dressed in a sober brown coat, knee breeches, a tricorne hat, a white silk shirt, stockings, and gleaming silver-buckled black shoes. His long, graying hair was lightly powdered and tied back. He paused briefly to acknowledge the cheers of the crowd that had eagerly awaited his appearance then climbed into a canary-yellow carriage drawn by six white horses. A marching band and a company of blue-coated soldiers preceded the carriage down streets lined with joyful throngs.

The procession halted in the square before Federal Hall, the former city hall that had been renovated by the brilliant architect Pierre-Charles L’Enfant, who a decade later would design the layout and public buildings of Washington City. Federal Hall was a soaring two-story building with a steep slate roof topped by a tall cupola. Four square pillars lined the recessed space to the front door; four round pillars lined the balcony above. Within, on the first floor, a huge reception hall was flanked by wings with floor-to-ceiling windows. A grand marble staircase joined the floors. The House of Representatives would sit in a chamber on the ground floor, and the Senate would convene on the floor above them.

With musicians and soldiers lining either side of the hall’s entrance, Washington stepped out of the carriage. The cheers of ten thousand people packed into the square reached a deafening roar as the new president briefly nodded his appreciation then strode toward the hall. Vice President John Adams led the delegation waiting to greet Washington. Together they disappeared into Federal Hall and a minute later reappeared on the second-story balcony. There, after somehow briefly hushing the crowd, Robert Livingston, New York’s chancellor, administered the oath of office of the president of the United States. With a slightly quavering hand on the Bible and barely audible voice, Washington repeated the words, adding at the end, “so help me God.” The cheers erupted again as the president bowed slightly to the crowd. He and his entourage strolled back inside and into the Senate chamber. There, in a trembling voice, George Washington delivered his inaugural address.

Even then the ceremonies were not yet done. Washington was ushered back to the carriage, and the procession slowly made its way through the packed streets to St. Paul’s Church on Broadway for a thanksgiving service and Te Deum. Only after that were Washington and scores of dignitaries and their wives conveyed to a mansion for the grand feast and ball that lasted far into the night.

In light of how vital his role had been in helping frame and ratify the Constitution, atop his service as Washington’s most brilliant aide during the war, it may come as some surprise that Alexander Hamilton played no part in the official inaugural ceremonies.2 He and his wife, Betsy, simply watched the public segment of the ceremony from the balcony of their Wall Street townhouse and attended the ball that evening. Hamilton was not part of the transition team, nor had Washington yet tapped him to join his government. However, Hamilton would soon be the president’s point man in proposing and pushing for congressional approval initiatives designed to revolutionize American economic and military power.

In that extraordinary age of intellectuals and statesmen, Alexander Hamilton was perhaps the most brilliant, and like Benjamin Franklin, he personified the self-made man. He was born out of wedlock on the tiny island of Nevis in the West Indies. By the time he was in his late teens, the island’s elite recognized his genius and in 1772 sent him to the Elizabethtown Academy in New Jersey. After graduating, he entered King’s College, now Columbia University, in New York City. As tensions swelled with Britain, he wrote liberal pamphlets, joined the Sons of Liberty, and formed an artillery battery. After fighting broke out he fought valiantly at the battles of White Plains, Trenton, and Princeton. Impressed by his extraordinary intelligence, drive, and courage, George Washington asked Hamilton to join his staff. Throughout most of the war, Hamilton not only helped run the army but also wrote most of Washington’s speeches and reports. During the Yorktown campaign, Washington finally succumbed to the lieutenant colonel’s long-standing pleas that he be given a field command. Hamilton led his troops in a daring night attack that captured a key British redoubt.

With peace, Hamilton became a prominent voice for financial reform, a strong central government, a partnership between the public and private sectors in developing the economy, and the abolition of slavery. He was a delegate to the Convention and achieved renown for defending and explaining the Constitution, along with James Madison and John Jay, through the Federalist Papers; Hamilton wrote fifty-one of the eighty-five essays.

Hamilton not only was a theorist but was just as brilliant at practicing statesmanship, nation-building, and politics. When he took office as America’s first treasury secretary, the economy was locked in a vicious cycle of debt, inflation, stagnation, and poverty. Within a few years, his policies transformed the economy into a virtuous cycle of growth, exports, innovation, financial stability, and prosperity. Hamilton consolidated the congressional and state debts into one federal debt that was funded with revenues from trade tariffs and excise taxes. He established the dollar as America’s currency and the First Bank of the United States to manage the nation’s money supply in a way that created and distributed ever more wealth to ever more Americans. And those were just his economic reforms. He was the most powerful voice in shaping the Washington administration’s policies toward an array of other pressing domestic and foreign challenges, including building the foundations for a professional army and navy.

No founder achieved so much and is less well known. At least everyone who handles a ten-dollar bill knows how Hamilton appeared even if they know little or nothing of what he did. Yet even a portrait can be deceptive if it freezes that person’s well-coiffed appearance at one fleeting time of his or her life. Hamilton was five foot seven inches in height, about average for that era. He was lean as a youth but thickened with age. His light reddish-brown hair began to thin, recede, and gray during his thirties. He had a florid complexion that deepened with excitement. He did not consider himself handsome and regretted his rather close-set violet-blue eyes and long pinched nose. Yet he was well aware that he exuded a natural animal energy and magnetism that drew men and women alike to him, and he did not hesitate to exploit that to his advantage. He may have suffered from manic depression, with exuberance predominant during his younger years and melancholy more frequently afflicting him as he aged. Nonetheless, he was noted for his elegance and grace on virtually all occasions.

He was a voracious reader who especially enjoyed history and political philosophy. He was an outstanding writer. In his youth, he dabbled in poetry that ranged from philosophical to romantic to bawdy. His first political essays were published when he was twenty, and thereafter he produced volume after volume of some of the most powerful and eloquent treatises ever written. He has been falsely accused of favoring an aristocracy and even a monarchy for the United States. Actually, he always espoused a republic dedicated to protecting the natural rights and promoting the prosperity of all Americans.3

As a child he suffered poverty and the stigma of being a bastard whose father fled his family when he was ten. That experience can drive someone to be selfish, greedy, uncaring of others, or outright larcenous. It had the opposite effect on Hamilton. He was generous throughout his life and did what he could to help those in need. He was scrupulously honest and never succumbed to the temptation to enrich himself from public funds or insider trading. Likewise most people who grow up in a slavocracy become fierce defenders of their “right” to own and exploit their fellow human beings. Not so Hamilton, who from his youth hated slavery, believed that blacks were the intellectual and moral equals of whites, and sought to abolish that evil system.

With his charm, wit, learning, and ebullience, Hamilton made friends easily. Unfortunately as his career advanced, he made enemies just as easily. That was partly owing to the jealousy of those who were just as ambitious but lacked the brilliance and luck that vaulted him to be George Washington’s most trusted adviser during the War for Independence and his first term as president. Atop that were genuine philosophical differences over what to do about all the challenges facing the United States, with none more vital than the new republic’s institutions, duties, and powers. But Hamilton transformed ever more opponents into enemies by eviscerating them with razor-sharp prose that exposed the entrails of their greed, ignorance, illogic, dishonesty, and hypocrisy.

He suffered no illusions about human nature. Speaking from experience, he found most men governed by their “prevailing passions” of “ambition and interest,” which made them “vindictive and rapacious.” He was not any more optimistic when regarding the political savvy of the common man: “The people are turbulent and changing. … They seldom judge or determine right.”4

As Hamilton mulled such sentiments, he may well have had himself in mind. His passions were not confined to championing an independent and ever more prosperous and powerful United States. His Achilles’ heel was women. Martha Washington playfully named her tomcat Hamilton for his namesake’s ardent pursuit of any maidens who appeared at her husband’s headquarters. In several surviving letters to his friends, he boastfully alludes to his prowess and endowment in seducing many a pretty woman, maiden or not.

Alas, after marrying he persisted in enjoying such liaisons despite the obvious danger to his family and career. He had a brief but torrid affair with Angelica Church, his wife, Betsy’s, beautiful, vivacious, and worldly sister. He then fell for a classic honey trap with the irresistible Maria Reynolds, who threw herself in his arms with a tale of an abusive husband who had gambled away her dowry and left her penniless. That willing cuckold soon appeared with a fistful of love letters proving their infidelity and demanded hush money. Thereafter Hamilton would empty his wallet and integrity repeatedly into Reynold’s eager hands. Rumors of the affair, blackmail, and payments swirled and reached the ears of Hamilton’s political enemies, who charged him with diverting Treasury funds to silence his lover’s husband. In August 1797 Hamilton replied with a public letter in which he confessed his affair but insisted that he had not diverted a penny of public money to his blackmailer. The sex scandal ruined his future electoral prospects and weakened his grip over the Federalist Party. It did not, however, destroy his marriage. The Maria Reynolds scandal and his wife’s private discovery of his affair with her sister left Betsy humiliated and heartbroken. Yet she not only stayed with her man but also defended his memory over the fifty years that she outlived him.

Tragically Hamilton died when he was only forty-nine years old and had much still to contribute to America. Aaron Burr, his then political nemesis, challenged him to a duel when he refused to publicly refute criticism of Burr. On July 11, 1804, they met in a meadow near Weehawken, New Jersey, overlooking the Hudson River and New York City. Hamilton came with the intention to fire in the air and thus preserve both honor and life. Burr came with the intention to kill. Burr won.

If the art of American power is one’s ability to defend and expand the nation’s interests, then no one was a greater master from 1789 to 1800 than Alexander Hamilton. The ends and means of his vision for America are best expressed in the Constitution’s preamble: “We the People of the United States, in Order to form a more perfect Union, establish Justice, ensure domestic Tranquility, provide for the common defense, promote the general Welfare, and secure the Blessings of Liberty to ourselves and our Posterity, do ordain and establish this Constitution for the United States of America.”


PART 1

Washington, 1789–1793

In framing a system which we wish to last for ages, we should not lose sight of the changes which ages will produce.

JAMES MADISON

The policy of Parliament has been to seize every advantage which our weak and unguarded situation exposes. She has bound us in commercial manacles and very nearly defeated the object of our independence.

JAMES MADISON

In spite of treaties, England is still our enemy.

THOMAS JEFFERSON


1
The Father of His Country

The winner of America’s first presidential election under the new Constitution apparently was never in doubt. Each state chose its allotment of electors on January 7, 1789. Just how those electors were chosen varied. The people, or at least those deemed worthy of having a vote, chose electors in five states, while legislators picked them elsewhere. Each state’s electors met on February 4, 1789. Then an extraordinary thing happened. The unanimous vote was for George Washington as president. There was no national or regional movement to elect Washington. He was the obvious and only choice, and the electors acted accordingly. Although that spontaneous consensus is astonishing, Washington had “in a certain sense had been acting as President of the United States since 1775.”1

Once they had chosen the president, each state’s electors voted for a vice president. John Adams received a plurality, and ten other candidates split the remainder. As for Congress, each state voted on different dates. The First Congress, which convened in March 1789, included representatives from only the ten states that had ratified the Constitution and held elections in time. Eventually, as the laggards completed the ratification and election processes, they would add their members to the sitting ten senators and fifty-nine representatives.2

New York City was the first capital of the United States under the new Constitution and remained so until August 1790, when the entire government packed up and journeyed eighty miles to Philadelphia, where the federal government sat until 1800. The first official capitols were Federal Hall in New York and Independence Hall in Philadelphia.

While Congress had an official residence, the president had to go house hunting. He respectfully declined New York governor George Clinton’s offer to lease his opulent home for the duration of the president’s tenure in the city. More than generosity lay behind the offer, and more than cost and a desire not to inconvenience the governor was involved in the president’s polite refusal. Clinton was among the nation’s most powerful, charismatic, and articulate anti-federalists. It definitely would not do for the president to shelter in the governor’s shadow.3

Eventually the Washingtons moved into a home owned by the merchant and federalist Samuel Osgood, who had previously moved out to accommodate the president of the Confederation. This home served as the executive mansion for eight months, with George and Martha occupying the second floor, his three aides the third floor, and the seven Washington slaves presumably the cellar; the first floor was used for official business. Eventually a much larger residence was found and renovated for the Washingtons and the president’s expanding number of officials.

Numerous myths about George Washington have accumulated over the centuries since his presidency, but who was the real man?4 Unfortunately, many people then and since have taken Washington’s reserve and parsimony of tongue to mean that he was not as bright as his more loquacious compatriots. Unlike his cabinet heads, he never attended college, which undoubtedly exacerbated a painful natural shyness. Indeed he may not have had the intellectual depth or expanse of Hamilton, Franklin, or Jefferson, although only a gifted few do at any time. Yet Washington had an exceptional mind, which he was far more comfortable and skilled in expressing with his pen than with his voice. His letters are beautiful compositions of style and substance.

Although he held himself aloof in social or political settings, on the battlefield Washington displayed courage to the point of recklessness. After his baptism of fire, he famously remarked, “I heard the bullets whistle, and believe me there is something charming in the sound.”5 His looming, stoic, six foot four inch presence accounted for a good measure of his charisma. Even though he was fifty-seven when he became president, he was still lean and powerful; he remained at graceful ease in the saddle and on the ballroom floor. Volcanic passions continued to smolder just beneath his stern facade. His occasional eruptions of wrath were well known and feared.

Washington was among the very first genuine American nationalists. He devoted himself to founding and nurturing a republic that not only protected rights but vigorously resolved conflicts, developed the economy, and protected the nation from all threats, foreign and domestic. From his youth, he modeled his character and behavior on Plutarch’s Lives, which profiled Greek and Roman heroes who personified virtue above all. The ancient hero with whom Washington most closely identified was Cincinnatus, who returned to his plow after serving his country. During its first few decades, the United States had almost continuous need of George Washington.

George Washington’s indomitable character shaped his presidency. He ran the country as he had his army. Although few details of government escaped his attention, he never lost sight of the big picture of crucial domestic and foreign challenges confronting the United States. He surrounded himself with capable advisers and listened carefully to their counsel. He had to form a government from scratch because the Constitution makes no mention of how to structure it. The president recommended, and Congress approved, the nation’s first four departments. And to fill those posts, Washington tapped Alexander Hamilton to serve as the treasury secretary, John Jay temporarily as the secretary of state (until Thomas Jefferson returned from Paris), Henry Knox as the war secretary, and Edmund Randolph as the attorney general. Ideological and regional diversity seconded experience and intellect in forming those choices.6

The president and his men worked tirelessly most of their waking hours. Decisions were reached by debate within his small cabinet and then implemented through the appropriate channels. And although his administration would soon be notorious for the worsening conflict over ideas and egos between Hamilton and Jefferson, the president was firmly in charge.


2
Hamilton versus Jefferson

Alexander Hamilton and Thomas Jefferson were the intellectual and policy titans of Washington’s first term. Their differences took a while to emerge and ultimately poisoned their relationship. But at first they worked well together. Although each was well aware of the other’s illustrious accomplishments, they did not meet until March 1790, after Jefferson finally arrived to take John Jay’s place as secretary of state.

They found common ground on several key issues, including that Britain should be pressed to fulfill its promises under the Treaty of Paris, that Spain should open the Mississippi River to free American passage, and that a campaign against the Ohio Valley Indians should be vigorously pursued. But it became clear that an unbridgeable philosophical chasm split them on questions of the ends and means of American wealth, power, security, culture, and morality.

With his liberal beliefs, experience in war and commerce, and brilliant mind, Alexander Hamilton was the near perfect choice for America’s first treasury secretary.1 He was the leading voice for a muscular, problem-solving, far-sighted national government empowered not just to defend the nation but also to develop finance, commerce, industry, infrastructure, education, high culture, and justice. The trouble was that he had many of the defects of people gifted or cursed with an overabundance of both intellect and passion—he was often impatient, impulsive, imprudent, and confrontational. Over time he seemed to accumulate as many devoted enemies as friends. As treasury secretary he would propose and push a series of programs designed to initiate related financial, commercial, and industrial revolutions for the United States. Had they been completely and competently implemented, America’s wealth and power would have developed a generation or more sooner than it did historically.

As the oldest son of a plantation owner in Virginia’s piedmont region, Thomas Jefferson certainly enjoyed an easier childhood than Hamilton did.2 But it was Jefferson’s own native genius and ambitions that propelled him into the political elite of not just Virginia but America. He attended the College of William and Mary, passed the bar, served in Virginia’s House of Burgesses, was elected to the First and Second Continental Congresses, served a term as Virginia’s governor in 1779, returned to Congress in 1781 for six months, and (after a few years at his beloved plantation Monticello) agreed in 1784 to replace Benjamin Franklin as minister to France. He was most famous for expressing the American mind through the Declaration of Independence; he was chosen for that duty because of the renown for the eloquence and profundity of his writings.

Washington’s choice of Jefferson as his secretary of state made sense at the time. Jefferson had an outstanding résumé and, as a Virginian, helped balance the administration between southerners and northerners. But while he had ample experience as both a politician and diplomat, his introspection and beliefs complicated his performance. More than an inherent shyness made him a controversial secretary of state when he took over from John Jay on February 22, 1790.

Jefferson was an idealist whose pet theories were often little more than prejudices or sentiments. Although his political outlook was vivid, he never developed it into a coherent system. He shared with Hamilton a devotion to republican principles, but they could not disagree more over how those were best realized. For Jefferson, the individual states rather than the federal government were the proper guardians of liberty. He feared that the strong national government that Hamilton promoted would be nothing more than a disguised tyranny.

Jefferson was also Hamilton’s foil over America’s economic future and the relationship between government and markets. For Jefferson, the government that governed least governed best. The trouble was that Jefferson was anything but a profound thinker when he addressed economics. Moreover, what he lacked in depth of understanding he more than made up with in the fervor of his beliefs. The foundation of his economics was the sentiment that “those who labor in the earth are the chosen people of God.” That notion would have undoubtedly disturbed the slaves chained to the back-breaking drudgery of working his plantation. But Jefferson was immune to such subtleties. When it came to agrarian labor, the vital factor was the amount of land. Americans had “quantities of land to waste as we please. In Europe the object is to make the most of their land, labor being abundant; here it is to make the most of our labor, land being abundant.” He championed Adam Smith’s idea that a nation, like an individual, should specialize in what it does best and then trade that for all its other needs. With that logic, he was a zealous free trader: “Our interest will be to throw open the doors of commerce … giving perfect freedom to all persons for the vent of whatever they may chose to bring into our ports, and asking the same in theirs.” Thus he attacked those “political economists of Europe” who “have established it as a principle that every state should endeavor to manufacture for itself” all its material needs.3

When it came to manufacturing, Jefferson went beyond market logic in condemning its development in the United States. Manufacturing was a Faustian bargain in which profit was traded for virtue—“Let us never wish to see our citizens occupied at a work-bench. … For the general operations of manufacture, let our workshops remain in Europe.” He found virtue in each American family making its own necessities. Farming, however, would remain their central occupation— “we have an immensity of land courting the industry of the husbandman. It is best that our citizens should be employed in its improvement.”4

Here in the realm of economics is another of those odd clashes between Jefferson’s pet theories and his own experience. He spent his life in a realm protected from all but the most voracious of market forces. Even then he failed to make money on any of the many enterprises he nurtured on his plantations, except for his nail-making workshop. That venture most likely would have also lost money had he employed free rather than slave labor.

He did not just hate manufacturing. He condemned the “mobs of great cities [that] add just so much to the support of pure government as sores do to the strength of the human body. It is the manners and spirit of a people which preserve a republic in vigor. A degeneracy in these is a canker which soon eats to the heart of its laws and constitution.”5 His fear of cities and the mobs latent in them is understandable, given the bloodcurdling firsthand accounts he had heard of what atrocities “the people” were committing in the streets and squares of Paris as the French Revolution unfolded. Yet here is another contradiction in his thought and temperament. While he hated mobs, he loved revolutions, including the one erupting beneath his nose when he served in Paris. At times he was less a republican than a wild-eyed anarchist: “The spirit of resistance to government is so valuable that … I wish it to be always kept alive. … I like a little rebellion now and then. … What signifies a few lives lost in a century or two. The tree of liberty must be refreshed from time to time with the blood of patriots and tyrants. It is their natural manure.”6

Jefferson’s philosophy and politics are best understood through his psychology. He was a man tormented by the central contradiction of his life—he at once championed liberty and lived off slavery. He turned a blind eye to the reality that he was a baron in a slavocracy in which a tiny elite amassed nearly all their wealth by exploiting laborers in the harshest possible way.

Instead of resolving that contradiction, he projected onto hated others his own vilest practices. He smeared northern manufacturers, merchants, and bankers as personifying his own vices. He recognized that over time a manufacturing economy would far surpass an agrarian economy in wealth, power, and population. That would be humiliating enough to slaveholders. But the worst nightmare would be if northerners used their political power to abolish slavery. So Jefferson was determined to do anything possible to prevent, or at least delay, that from happening. Tragically, those contradictions between principles and practices in a prominent American policymaker neither began nor ended with him.

Jefferson had an essential ally in his war with Hamilton over policy and principle. James Madison, the Constitution’s chief architect and the Federalist Papers’ coauthor, wielded an ever less constructive role as the opposition leader in Congress.7 Historians have dismissed Madison’s enduring popular image as a compromiser. He was instead “a revolutionary; his ideological presuppositions, down deep, were immovable; despite all appearances to the contrary, he was one of the most stubborn and willful men of his time. In what to him was fundamental, he was quietly, implacably determined to have his way.”8

Madison’s intellect, learning, and ambition were as keen as his physical stature, voice, and courage were slight. His overbearing father, who was a militia colonel, justice of the peace, and vestryman as well as plantation owner, did contribute something positive to Madison’s life in getting him the best available tutors and then sending him off to the College of New Jersey, today’s Princeton University.

Madison was a committed revolutionary from the very beginning. He joined the local Committee of Safety in 1774; helped write Virginia’s state constitution in 1776; was elected to the Council of State, where he served governors Patrick Henry and Thomas Jefferson; and in 1779 was elected to Congress, where he stayed until 1783. He returned to Virginia’s statehouse until 1787, when he was chosen as a delegate to the Constitutional Convention at which he achieved immortality.

During his early career, Madison overcompensated for his timidity on the floors of legislatures, courts, and ballrooms by meticulously building arguments or strategies and feeding them to his bolder and more confident collaborators. He mastered the art of manipulating events from behind the curtain and avoiding any confrontations that would “excite the suspicions of men that he would be in competition with them for anything.”9 But Madison could not obscure all his double-dealings. He acquired a well-deserved reputation for being two-faced, duplicitous, and hypocritical.

No ally was more powerful than his mentor, friend, and ideological soul mate Thomas Jefferson, who was just as bookish, shy, and brilliant. Madison’s political successes—and, perhaps more vitally, a romantic success in wooing and wedding Dolley Todd, pretty, vivacious, and seventeen years younger—gradually boosted his confidence. By the Convention he was speaking out, and by the first Congress he was Jefferson’s point man on the floor as well as in committee rooms and taverns.

As the author of twenty-nine of the Federalist Papers, Madison advocated a strong central government. Indeed, during the 1780s, the principles and arguments of Madison and Hamilton were often indistinguishable. Then a stunning transformation took place. In the decades ahead, Madison would repudiate ever more of the Constitution’s powers and institutions, which he had shaped at the Convention and defended in the Federalist Papers. In doing so he would turn against Hamilton, his once close friend and collaborator. That betrayal of the friendship and principles they once shared would baffle and deeply hurt Hamilton.

Hamilton and those who supported his principles and policies were known as Federalists. Jefferson, Madison, and all others who championed a diametrically opposed notion of American interests, power, and policies called themselves Republicans. Although their respective labels have changed, that vast, unbridgeable chasm has persisted in American politics ever since.10


3
Nurturing American Power

The framers had the wisdom to craft a document that would endure for ages and be adapted to the unique challenges of each age. The preamble’s list of specific duties of government was worded in a way to be both comprehensive and vague enough so that each generation could interpret them in the light of its own problems and aspirations. To fulfill those duties, the Constitution arms the federal government with a wide enough array of both explicit and implied powers. The most important, however, were perfectly clear—the Constitution was the supreme law of the land, and the government was empowered to enact all “necessary and proper” laws to fulfill its duties. James Madison captured that original intent in a constitution that could be adapted to the demands of future times: “In framing a system which we wish to last for ages, we should not lose sight of the changes which the ages will produce.”1

Shortly after the new government was inaugurated, Madison spearheaded two reforms that were crucial for consolidating American power. He mobilized a majority to pass the Judiciary Act of 1789, which added layers of district and circuit courts below the Supreme Court. Far more crucially, he headed the committee charged with drawing up a list of rights that would be amended to the Constitution. In all the committee considered over two hundred rights submitted by petitioners. Eventually this list was whittled down and consolidated in seventeen amendments that Madison presented to the House on June 8. The House approved that list and sent it to the Senate, which eventually voted in favor of twelve on September 10. A joint committee dropped two. The House approved the first ten amendments, known as the Bill of Rights, on September 25, and the Senate approved them the following day. Washington signed the bill into law on October 2, 1789, and sent copies to each state assembly for ratification. Virginia became the ratifying state on December 15, 1791.2

Those two vital measures aside, thereafter the initiative for nurturing American power lay almost exclusively with the Washington administration. Two inseparable challenges faced the president and his men. They had to consolidate the federal government’s power and develop the nation’s wealth. The lines blurred between federal and national power, and domestic and foreign policy. Where did one begin and the other end?

No one understood these ambiguities better than Alexander Hamilton.3 Few Americans then or since had a more long-term view of the nation’s development, and to that end the dynamic, changing relationship among American interests, power, and policies. Hamilton very carefully calculated American power and interests, and then just as carefully crafted policies designed to use all appropriate means to advance those interests.

Of course, one key, unchanging national interest is to amass more power, and this animated every Hamilton policy. Hamilton envisioned that one day the United States would “dictate the terms of the connection between the old and new world.” It would do so by becoming “the Arbiter of Europe in America; and to be able to incline the balance of European competitions in this part of the world as our interest may dictate.”4

But that time was far away. Until then, the United States had to keep a discreet international profile. Hubris was a potentially self-destructive path for anyone, especially the weak, and was to be avoided at all costs. With a feeble diplomatic hand, Americans might have to give away more than they received in international negotiations. Such was the fate of second-rate powers. But if the United States nurtured rather than squandered its slowly growing wealth and power, one day it would surpass all others.

Hamilton had been a mercantilist, deficit hawk, and fiscal conservative ever since he began to practice economics as the teenage bookkeeper in a merchant house on St. Croix. The practical lessons he learned from that experience were confirmed by the theories he studied at King’s College in New York City. No thinker influenced him more than David Hume, with his pragmatic approach to the relationship between governments and markets or the public and private sectors. Hume argued that government was crucial in helping to create and distribute wealth and that its foremost goal was nurturing the numbers and prosperity of the middle class. To that end, during the dozen years before he became the treasury secretary, Hamilton advocated a strong currency, central bank, taxes, and the eventual elimination of the state and national debts. In doing so he hoped to create a virtuous dynamic economic cycle founded on ever higher growth, investments, incomes, revenues, and savings; ever lower debt, interest rates, and joblessness; and an ever more diverse array of businesses. As the treasury secretary he had the opportunity to realize that vision.

He had a Herculean task before him. The United States was trapped in a vicious economic cycle. The federal and most state governments were bankrupt; the national debt and trade deficits were soaring; ever more money had to be raised within the United States by both the public and private sectors to satisfy foreign creditors; but exporting coins rather than products depressed the economy and government revenues, which further worsened the debt, and so on. Hamilton calculated a total national debt of $79 million, composed of $27 million in congressional debt, $13 million in accumulated interest, $2 million in unliquidated Continental currency, $12 million in foreign debt, and $25 million in state debts.5

Among the benefits of trade were revenues for the cash-starved federal government. Tariffs made up virtually all the coins that dropped into the Treasury Department’s coffers. Thus, the key to paying off that debt was to expand America’s foreign trade and the tariffs skimmed from the volume. Yet the government had to be very careful when it determined tariff rates. Setting tariffs too high would inhibit trade, inflict inflation on American consumers, and actually reduce revenues over the long term. Setting tariffs too low would expose American manufacturers to ruinous competition. Finding the right balance was the key to Hamilton’s economic program.

Hamilton faced two related obstacles to fulfilling his vision, one domestic and the other foreign. Jefferson, Madison, and their followers would soon do everything possible to defeat Hamilton’s proposals at home. With its vast economic power, Britain was at once the foreign obstacle to and inspiration for Hamilton’s policies.

While the United States depended on Britain for most of its trade, Britain’s own trade was far more diversified. In 1790 only 17 percent of Britain’s exports went to the United States. Although the United States often enjoyed an overall trade surplus, it suffered chronic deficits with Britain. American exports in 1790 were $20,194,794, of which nearly half or $9,246,562 went to Britain. Of $15,388,409 worth of imports, a whopping $13,798,168, or about 90 percent, were British goods. That year, of 90,420 tons of British goods carried by 452 vessels to American ports, 50,979 tons were in 234 British ships and 39,441 tons in 218 American ships. Of 109,521 tons carried by 558 vessels from America to Britain, 64,197 tons went in 312 British ships and 45,234 tons in 246 American ships.6

Whitehall made the most of that potentially crushing advantage over the United States, wielding its power to maintain its power. Madison put it well: “The policy of Parliament has been to seize every advantage which our weak and unguarded situation exposed. She has bound us in commercial manacles and nearly defeated the object of our independence.”7

Hamilton and his fellow Federalists were well aware that America would be devastated in a trade war with Britain and thus sought conciliation rather than confrontation with Whitehall. The Republicans turned a blind eye to such statistics presented by the Federalists and instead insisted that an American embargo would force the British to knuckle under.

Hamilton worked with congressional leaders to carefully devise a tariff bill that would not only raise revenues but also nurture America’s shipbuilding industry. His proposed Tonnage Act of 1789 discriminated among ships that dropped anchor in American ports. Those built in and owned by Americans paid a duty of six cents a ton. Those built in the United States but owned by foreigners paid thirty cents a ton. All other ships paid fifty cents a ton.

That was not good enough for James Madison. Although he and Jefferson were ideologically wed to the notion that the government that governs least governs best, they set aside that principle when Britain was involved. Madison upped the mercantilist ante when he introduced a trade bill in the House that would tax not just foreign ships but also the goods they carried.

While Hamilton certainly agreed that one role of government was to tilt the economic playing field in favor of the nation’s business, how and when it did so depended on the strategic economic context. For now Hamilton’s priority was to arrest and diminish the national debt, which would free up ever more money for investments elsewhere in the economy. But this strategy would demand fine-tuned policies and time. Hamilton feared that Madison’s proposal would promote American manufacturers and shipowners at the cost of federal revenues and thus ultimately starve those strategic industries of vital investments over the long term. The result would be to crimp rather than stimulate the creation of American wealth and power. Hamilton explained to Jefferson that for now “my commercial system turns very much on giving a free course to trade, and cultivating good humour with the world. And I feel a particular reluctance to hazard any thing, in the present state of our affairs, which may lead to a commercial warfare with any power.”8

Madison’s bill passed the House. When the Senate took up its own version, Hamilton worked behind the scenes to ensure that it included no discriminatory clauses. His version passed the Senate. A conference was called to reconcile the two versions. The Senate’s version prevailed, passed both houses, and was signed by the president into law.

Madison and Hamilton renewed their tug-of-war over trade policy in 1790. This time Madison sought to raise tariffs on British imports and forbid any British ships in American waters unless Britain opened the West Indies to American trade. The House passed his resolution by 32 to 19. Senate Republicans were working on their own version of that resolution. Jefferson put his weight behind that effort by publishing excerpts of letters that he had received that called for retaliation against Britain for its mercantilist policies.

Once again Hamilton urgently explained that if a trade war broke out with Britain, the United States would lose much more than it gained. As if that would not be damaging enough to American interests, there was the chance that a trade war might turn into a shooting war. So the treasury secretary pulled all the strings available with Congress, newspapers, and merchants to ensure that the resolution that eventually passed both houses of Congress was simply a statement of principles and protest stripped of any provocative retaliatory measures.

The next step in Hamilton’s economic revolution was articulated in his “Report on Public Credit” and “Report on the Bank of the United States,” which he submitted to Congress on December 13 and 14, 1790, respectively. Both reports proposed ways that the federal government could raise revenues and reduce the national debt. The first report called for an excise tax on domestic distilled liquors and higher tariffs on imported liquors. Under his bank proposal, the federal government would assume the debts of the states, combine them into the national debt, and service them with a Bank of the United States that would pay a 6 percent interest rate and collect all national revenues. The bank would be initially capitalized with $10 million, of which $2 million would come from the federal government and the rest as shares from private investors.

Congress eventually approved Hamilton’s financial revolution. There was a solid consensus behind the excise tax that passed the House on January 27 and the Senate on February 26, 1791, and took effect in March 1791. His bank proposal sailed through the Senate on January 20 but ran into a wall in the House when debate opened on February 2.

Once again Madison was vitriolic in leading the opposition to Hamilton, and he pulled every legislative lever to kill the bank proposal. His central argument was that if the Constitution did not specially grant the government the power to create such a bank, then it could not be done. With this argument he flip-flopped on the position he had taken in the Federalist Papers. In the forty-fourth essay, he had insisted that the Constitution did indeed empower the government to make “all laws necessary and proper” to fulfill its duties and dismissed the idea that if a power was not specifically listed it did not exist. To rely solely on the enumerated powers would “disarm the government of all real authority.” Madison could not have asserted federal power more clearly than when he declared that “no axiom is more clearly established in law or in reason than that wherever the end is required, the means are authorized; whenever a general power to do a thing is given, every particular power necessary for doing it is included.”9

Hamilton marshaled his own forces. When a vote was held, the bank bill passed by 39 to 20. Washington signed the law on April 25, 1791. The Bank of the United States would be a private business, with the federal government the largest partner. The charter would last twenty years, from 1791 to 1811, and could then be renewed. No other federal bank could be established during that time, although states were free to create their own banks. The bank could not issue notes or borrow money beyond its capitalization. At least 20 percent of the bank’s capital had to be held rather than lent. Foreigners were allowed to own shares but could not vote. The director would be annually rotated among the board of directors. The treasury secretary was free to remove federal deposits as he wished and could inspect the books as often as once a week.

Hamilton’s jubilance over that triumph soon faded. Madison blocked a bill that would allow the bank to take over the $25 million worth of state debts. Eventually Hamilton was able to persuade Congress to approve his “assumption” plan by a classic backroom political horse trade.10

Jefferson hosted the dinner at which the grand swap was alleged to have taken place on the evening of June 28. He describes the background to his ploy:

I met Hamilton. … His look was somber, haggard, and dejected beyond description. Even his dress was uncouth and neglected. He asked to speak with me. … He opened the subject of the assumption of the state debts, the necessity of it in the general fiscal arrangement and its indispensable necessity towards a preservation of the union. … [I]f he had not credit enough to carry such a measure he could be of no use and was determined to resign. … On considering the situation … I thought the first step would be to bring Mr. Madison and Col. Hamilton to a friendly discussion of the subject. I immediately wrote each to come and dine with me the next day, mentioning that we should be alone.11

The result was a swap of assumption for a $15 million cut in the taxes Virginia owed the United States and a national capital in the south.

Washington signed the Residence Act of 1790 into law on July 16. The law empowered the president to select a ten square mile site for the capital, which would be the federal government’s permanent home from 1800. The capital would first switch from New York City to Philadelphia on August 12, 1790, and remain there for a decade. Washington feigned careful study in considering a variety of possible sites before announcing his decision on January 24, 1791. In truth, he had soon settled on the present location. Sadly, he would not live to see the government in the new capital named after himself.

Once the Residence Act passed, Madison was willing to bring the assumption bill to the floor. That bill passed when he and four colleagues withheld their votes. Washington signed the assumption bill into law on July 26.

The First Bank of the United States was an enormous success. Subscriptions were appropriately opened on July 4, 1791. Within one hour eager investors had pocketed all the shares. After the assumption bill passed, Hamilton quickly consolidated the debts and began to impose fiscal sanity upon the federal government. Shorn of their debts, the states were then free to put their own financial houses in order.

Hamilton’s financial revolution was not yet complete. In those days a dozen hard currencies and scores of soft currencies, including the nearly worthless Continental dollar and various bank or mercantile drafts, circulated as legal tender through the United States. The value of one currency to another was virtually impossible to determine. As a result, America’s economic potential remained grossly stunted.

Hamilton insisted that a national mint be established to produce a national currency with a fixed and substantive value. As sensible as that proposal was, Jefferson and his allies once again protested. The clash between Hamilton and Jefferson over a national currency and mint for the United States dated to 1784. That year, Jefferson had proposed in Congress a dollar composed of 375.6 grains of silver. Hamilton crunched the numbers and pointed out that the weight of this dollar would be greater and the face value would be less than comparable foreign coins, thus giving investors an incentive to buy up American coins. He proposed a dollar with either 371.25 grains of silver or 23.75 grains of pure gold. Rather than admit that Hamilton was right, Jefferson continued to insist that his version be adopted. Yet here again Hamilton bested him. In 1791 Congress passed a law establishing a U.S. mint with a dollar valued on Hamilton’s calculations rather than Jefferson’s.

Hamilton did not rest on his laurels. It took him over a year to research and compose his “Report on Manufacturing,” which he submitted to Congress on December 5, 1791. His plan called for the government to lead an industrial revolution by nurturing the nation’s infrastructure and industries, the skeleton and muscle of a modern economy. In doing so he rejected both Thomas Jefferson’s notion of an agrarian republic grounded in yeoman farmers and Adam Smith’s belief that free markets solved all economic and social problems. Hamilton championed a muscular problem-solving government that would work with the private sector to develop the national economy. He explained that free markets do not exist at the national level. Every market was distorted by public policies and by the power of private investors to gain advantage for themselves through both monopolies or oligopolies and the political marketplace, whether it was called congress, parliament, the “king’s will,” or something else. He noted that, contrary to free-market theory, most people fear making “a spontaneous transition to new pursuits.” Left to a Darwinian marketplace, private investors tended to shy away from investing in roads, canals, ports, schools, and factories that were crucial to economic development. But sound policies could encourage entrepreneurs to risk their money and time through protective tariffs against foreign competitors; tax cuts; infrastructure; societies that gathered, nurtured, and shared information on new technologies; and so on. Without those incentives, the United States would fall ever farther behind Britain, which had been following the same strategy for centuries. Only by forging a dynamic partnership between government and business would America have a chance to catch up to and one day surpass Britain as a global power.12

The next step was to translate that report into policy. Hamilton sought to nurture American manufacturers with selective rather than cross-the-board tariffs. The tariff law he proposed in 1792 was a very carefully calibrated document that balanced the needs to nurture manufacturers and raise government revenue. Unfortunately the sophistication of his policy was lost on most politicians. This time the Jeffersonians won by spiking his proposals with majority votes in both houses.

Nonetheless, enough of Hamilton’s plans were implemented to spark an economic renaissance for the United States. American exports tripled from $33 million in 1794 to $94 million in 1801. In 1790 American vessels carried less than half of the nation’s trade, with 39,441 tons in 218 ships compared to 50,797 tons in 245 British ships. In 1800 they accounted for 82 percent, with 124,015 tons carried in 550 ships compared with 27,144 tons in 77 British ships.13

While national power was ultimately grounded in a dynamic economy, Hamilton did not neglect the military. He argued that the United States was in ever more desperate need of a professionally trained, equipped, and led army and navy. As America’s territorial and commercial interests expanded, the military had to expand with it. To justify that policy, he pointed not only to the potential threats posed by the British, Spanish, French, and southwestern Indians, but to a chronic undeclared war on the northwest frontier in which American troops had suffered humiliating defeats.14
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