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Political parties gradually took shape after the Constitution. The major groups were the Jeffersonians and the Federalists. The Federalists encouraged rapid integration of the U.S. into a world economy, but they did not trust the people or local government. They wanted a strong central government that would be directed by a social elite. The Jeffersonians put their faith in the people. They felt that if ordinary people didn’t have many regulations, they could resist greed and sustain virtue. In 1788, Washington had great popularity, and received the unanimous support of the electoral college to become President. Adams was vice-president. The political stability of the Republic depended upon how he handled himself in office. Contemporaries sensed that he was above the grind of routine politics. Washington created a strong, independent presidency. The first Congress established executive departments. Madison fought and won the right for the president to elect and dismiss his cabinet. In 1789, Congress created the Departments of War, State, and the Treasury, and as secretaries, Washington had Knox, Jefferson, and Hamilton, respectively. The size of Washington’s government was small, but it functioned well, even under tough conditions. The Judiciary Act of 1789 created a Supreme Court staffed by a chief justice and five associate justices. It also set up 13 district courts authorized to review the decisions of the state courts. John Jay became chief justice. Congress then passed the tariff of 1789, a 5% tax on imports. The South wasn’t happy. Hamilton advocated a strong central government, and refused to be bound by the strict wording of the Constitution. He advocated more ties with Britain. Jefferson wanted to advance the democratic principles he supported. Hamilton and Jefferson were different kinds of republicans who attempted as best they could to cope with unprecedented challenges. Hamilton urged commercial development, and he wanted to imitate Britain. Hamilton didn’t trust total democracy. He believed the best hope lay with the rich, for if they could be persuaded that their economic self-interest could be advanced by the government, then they would strengthen it and bring a greater measure of prosperity to the common people. Jefferson urged agricultural development, and encouraged the nation’s farmers to participate in an expanding international market. Jefferson had faith in the ability of the American people to shape policy. To trust the privileged class seemed cynical and dangerous. The responsibility for shaping the economy fell to Hamilton. The U.S. needed good finances, so the HR turned to Hamilton. Hamilton researched economics very well, and his three major reports bore the unmistakable stamp of genius. Even his allies were confused by his economic blueprint. He presented his Report on the Public Credit to Congress on 1/14/90. The national debt was 54 mil. Hamilton’s report had two major recommendations. First, the U.S. promised to fund its foreign and domestic obligations at full face values. Old loan certificates could be exchanged for new government bonds, having a moderate rate of interest. Second, he urged the government to assume responsibility for paying state debts. This would reduce state power and help shape national economic policy. The creation of a fully funded national debt singled to investors that the U.S.’s bonds represented a good risk. He argued that investment capital would stay in the U.S. He invited the wealthy to invest in the future of the U.S. Madison attacked the scheme in the HR. He worried about the people who had been compelled to sell their certificates for below face value because of hardships. If the government treated the current certificate holders less generously, there might be sufficient funds to provide equal treatment for the people. Madison’s plan was unworkable, and he was defeated. Some states had already paid their debts, and Hamilton’s program seemed to reward certain states because they had failed to put their finances in order. His opponents became suspicious that this plan was to increase the power and wealth of his friends. Some who protested wanted to get rich also. These men purchased huge tracts of western land, and they knew that when settlers finally settled, the price of land would skyrocket. They had purchased the land with revolutionary certificates, which were .15 cents each. Hamilton’s plan threatened to destroy these transactions by cutting off the supply of cut-rate securities. On 4/12, his plan was defeated by Madison, but not for long. In exchange for moving the capital to the Potomac River, which would stimulate VA’s economy, several congressmen changed their votes. In Aug., Washington signed the plan. Hamilton submitted his second report in 1/91. He proposed a national bank, like the Bank of England. This would be funded in part by the government. Its financial stability would be tied directly to the strength of the government, and to the success of his program. He argued that a growing financial community required a central bank to help increasingly complex transactions. The institution would not only be the man depository of the government, but also would issue currency acceptable in payment of taxes. Madison and others were suspicious that banks might perpetuate a larged monied interest in this country. If Hamilton was allowed to stretch law on this occasion, it would be impossible to hold him back in the future. Popular liberties would be at the mercy of whoever happened to be in office. This worried the President. He wanted written opinions from his cabinet. Jefferson’s predictable attack was not that great, and Hamilton had a good defense. On 2/25/91, Washington signed the bank act. Hamilton had won, but the public looked upon him with fear and hostility. Many people associated banks with the decay of public virtue. When the greed of a former Treasury Department official led to several serious bankruptcies in ’92, citizens began to favor Jefferson and Madison. In Hamilton’s third report, Report on Manufacturers, he suggested ways by which the government might stimulate manufacturing. The U.S. had to develop its own industry with government intervention to speed it up. His opponents engaged him on moral and political grounds. Madison railed against the dangers of leaving the states no power. Jefferson assumed that cities bred vice, and the government shouldn’t promote their development. The recommendations were defeated. Washington detested squabbling, but still believed that Hamilton and Jefferson could be reconciled. He was too late. By the end of his first term, neither secretary trusted the other. Their fighting had produced congressional factions. 


