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CHAPTER 1 .  

George Washington and the Foundation 
of a National Economy

George Washington, the first President, built an economic foundation
that could support the country’s unity and growth.  He overcame the
failures and inherent weaknesses of the government that existed prior
to the adoption of the Constitution in 1787.  Creatively assisted by
Alexander Hamilton, he established a blueprint for a strong, growing
national economy that enabled the United States to develop its system
of liberty and play a significant role on the world stage.  In doing so,
he established a precedent for a strong federal government and
showed that a President with vision could overcome major challenges
to American liberty. 

1.  After the Revolution

When America defeated Great Britain in 1783 after a seven
year Revolutionary War, it became a beacon of hope to peo-

ple everywhere who desired liberty.  At the time, citizens of foreign coun-
tries were governed either by tyrannical regimes or by hereditary
monarchs and aristocrats anointed solely by the accident of birth.  The
United States embarked on a noble experiment to determine whether a
government dedicated to human liberty could survive and prosper.
Never before had a people sought to build a country based totally on
the consent of the governed and on equal opportunity for leadership.
And nowhere had the Enlightenment values of freedom of thought
and religious freedom yet coexisted with security and order.  From the
perspective of a 21st century citizen of the world’s only superpower,
one may think the experiment was destined to be successful, but it was
truly not inevitable.  There were many opportunities for failure along
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the way; a foreign threat, internal dissension, political instability, frag-
mentation of the union—any one could have caused tragic collapse.
American liberty has survived because of the Constitution on which it
was grounded, the balanced structure of the government that it pre-
scribed, the heroic sacrifices of its people, and the fortuitous leadership
of a few great Americans.   

No single person is more responsible for the success of the brave
experiment in liberty than George Washington.  He was a riveting
symbol of the character and endurance of the new nation—through a
torturous war against the most powerful empire on earth, during a
period of loose confederation among thirteen disparate colonies, and
throughout a precedent-setting first Presidency.   His leadership and
policies gave the ideals of the Revolution lasting substance.  He set an
example for his nation’s future that established the importance of
strong federal government policies carried out by a President whose
confidence and vision equipped him to provide critical leadership.  It
was inevitable that the country’s first President would powerfully influ-
ence the conduct and decision-making of future Presidents.  Fortu-
nately for the country and for the future of liberty, Washington was a
man of dependable character and unequaled integrity, whose life expe-
rience gave him firm ideas about how America could not only survive,
but flourish.   

2. Washington’s Background

A Virginian from his birth on February 22, 1732 to his death on
December 14, 1799, George Washington was born into an upper mid-
dle class landowning family.   Eleven years old when his father died in
1743, the majority of the family’s 10,000 acres, including Mount Ver-
non near Alexandria, was inherited by his older half-brother,
Lawrence, in accordance with the custom of the time.  Fourteen years
older than George, Lawrence was a cultured, European-educated man
who had acquired significant military experience and became an ideal
role model. George admired and emulated him, visiting him often to
join in hunting, farming, and horseback riding, and to listen to stories
about the honor of a soldier’s life.  

By his early teens, George had become physically mature and was
eager to embark on adult responsibilities, learning from Lawrence
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many social graces, including how to dress respectably and dance
proficiently.  He learned the value of showing poise and decorum in
social situations, copying in longhand at age 15 a popular self-
improvement guide originated by 16th century Jesuits, specifying 110
“Rules of Civility & Decent Behavior in Company and Conversa-
tion.”1

Lack of financial resources for higher education did not discour-
age George’s determination to better himself and his status in life.  He
both observed others and taught himself, acquiring the applied sci-
ences of surveying, mathematics, geography, and accounting that
would prove useful in the ensuing years.  By 16, he earned money on
occasion by assisting the country surveyor in plotting land, with the
neatness of his handwriting and the accuracy of his surveys becoming
legendary.  Nevertheless, George’s interests lay in another direction;
years of listening to his brother’s tales of military exploits, as well as
Lawrence’s advice to join the navy or merchant marine, appealed more
to his adventurous spirit.  Yet, his practical and responsible nature led
him to acquiesce to the wishes of his mother, and George continued to
develop a surveying career.   Significant profits could be made in buy-
ing the uncharted territory west of the nearby Blue Ridge Mountains,
and the ambitious young man used his surveying talent to help
increase the meager property he had been bequeathed and, conse-
quently, to improve his social status.  By the time of his death, he
owned over 56,000 acres. 

The sense of responsibility he later exhibited to the new nation
was a natural extension of the “family values” he always displayed.  When
Lawrence began to exhibit signs of the serious lung disease that would
later claim his life, George volunteered to accompany him to the more
favorable Caribbean climate on Barbados and to help with his care.
While there, George contracted smallpox, a common scourge of young
men of the time, but his overall strength enabled him to survive it.  The
trip helped him to understand the great economic potential of the mar-
kets of the West Indies, and the advantages of trade as a key element in
the economic growth of the country.  As time passed, Lawrence’s health
failed to improve and he died in 1752, leaving the family estate at Mount
Vernon to his wife and daughter and, upon their death, to George.  Fol-
lowing the deaths of both women, he took ownership of Mount Vernon
in 1761, living there for the remainder of his life. 
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At age 27 Washington married Martha Dandridge Custis, a
prominent widow who brought him significant wealth and dramati-
cally increased his family responsibilities.  Although the couple never
conceived children together, Martha brought two children to their
marriage, John (called Jackie), age three, and Martha (called Patsy),
age two.  Patsy suffered from epilepsy and died at the premature age of
17 in 1773.  John grew up with a lack of motivation, finally becoming
an aide to his father during the Battle of Yorktown in 1781, but he
became ill in the rough, unfamiliar military environment and died
within days.  The grief George and Martha felt was partially assuaged
by their decision to raise their only grandchildren, John’s two children,
George Washington Parke Custis (called ‘Little Washington’) and
Eleanor Parke Custis (called ‘Nelly’).  

The Washingtons extended their compassionate largesse at Mt.
Vernon to nephews, nieces, cousins and other extended family.
George assumed responsibility as caretaker to a variety of people
within his household, whether they were slaves, temporary workers, or
family.  Neighbors and colleagues valued his advice on personal or
agrarian problems and called upon him to write their will, act as
guardian to their children, and extend needed financial loans.  His
word was his bond and he expected the same in return.  Although a
slave owner, he respected the worth of each individual and, at his
death, freed all his slaves and bequeathed funds sufficient for their edu-
cation and welfare.  

Washington actively cultivated his property, occasionally bor-
rowing from British lenders to ensure a livelihood from his tobacco
crop.  Some of his fellow property owners felt mistreated by British
creditors as a result of the high interest rates they had to pay and the
strict, unforgiving enforcement of loan obligations.  Washington was
farsighted enough to convert part of his property from the depletive
effects of tobacco farming to the more profitable and more restorative
wheat crop, reducing his dependency on loans and thereby avoiding
the plight of other landowners.  Notwithstanding his good fortune, he
always felt sympathy for the grievances Virginia planters had against
the British.    

The personal integrity Washington exhibited and the trust he
was given by others combined to make each succeeding step in his
military and political career appear to build inexorably to leadership
of the new nation.   He joined the Virginia militia in the early
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1750’s, fighting alongside the British in the French and Indian War,
defending Virginia’s claims to territory in the Ohio region.  Like
many others of his generation, his concern was for the defense of his
own colony rather than any overriding interest in the British Empire.
Relishing the military life, Washington wrote to his brother, “I heard
Bulletts [sic] whistle and believe me there was something charming
in the sound.”2 As he had done with his education, determination
and ambition enabled him to learn the military arts through tutoring,
observation, and combat experience.  Showing great leadership abil-
ity and rising quickly in responsibility, he received a British commis-
sion as lieutenant colonel at the age of 22 and became colonel in
charge of the Virginia Regiment at the age of 24.  The highlight of his
pre-Revolution military career occurred when he successfully led his
Virginia Regiment in the retaking of Fort Duquesne from the French
in 1758.  Travel to conferences with British commanders in Boston
and Philadelphia during these years allowed him to gain familiarity
with the situation in other colonies and to become one of the country’s
few founders with personal knowledge of colonies other than their
own—a prime reason why others looked to him for leadership during
the later Revolutionary period.  

Washington’s political career began in late 1758 with his election to
the Fairfax County legislature, eventually becoming its representative to
the Virginia state legislative body, the House of Burgesses, and remain-
ing a member throughout the revolutionary period of the 1760’s and
1770’s.  Composed of elite landowners with similar interests, this body
operated on the basis of mutual respect and consensus building; their
power and prestige increased steadily during the 1760’s.  At various
points during that decade, as the British enacted taxes and commercial
restrictions on the colonies, the House of Burgesses viewed these acts
as infringements of their own rights and privileges.  Washington
firmly and consistently opposed these British measures.  

Already widely recognized in Virginia as a leader, he was elected
as a representative to the First Continental Congress, held in
Philadelphia in 1774, to determine a coordinated response to British
rule—the first attempt of the thirteen original colonies to act as one
“nation”.  He was later elected to the Second Continental Congress
in May, 1775, convened to consider an appropriate response to the
first battles of the Revolution in Lexington and Concord, Massachu-
setts.  Washington attended the opening session of that Congress in
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his military uniform as commander of the Virginia militia, inten-
tionally foreshadowing the likely result of the deliberations.  It was
clear that the citizens of Boston needed military help against the
British from more than their nearby militias.  The Congress decided
to summon that support from throughout the colonies and asked
George Washington to become “General and Commander in Chief
of the American Forces.”  John Adams of Massachusetts nominated
him to that post and, to some extent, Washington’s Virginia back-
ground was influential in obtaining the support of colonies outside
New England for the resistance effort.  He accepted the commission
but declined salary to perform it, believing that a man of means
should be willing to serve his country without compensation, pre-
serving government resources for other critical purposes. 

Washington’s military role in the Revolution was one that
demanded strong character as much as strategic ability.  He was
required to act simultaneously as leader of men, administrator and
organizer of complicated logistics, balancer of political interests, and
diplomat par excellence.  Time and time again, in order to preserve
manpower for future battles, he was able to parry more numerous mil-
itary forces and undertake tactical retreats, most notably in New York,
Trenton, and Valley Forge.  

The consequences of having a weak national government became
quickly obvious to General Washington.  Leading an army dependent
on the Continental Congress for both men and money, he realized early
in the war that he would have to carry on without all the necessary
resources.  The Congress had neither the power nor the political will to
provide what he needed, relying as it had to on the vagaries of political
decisions in each colony to raise tax revenue for the cause; such decisions
were unpredictable, often made in response to the results of the latest
battle or the newest rumor about the coming of peace.  In addition,
because Congress provided only for voluntary one-year enlistment
periods, and had no authority to conscript recruits, Washington was
deprived of experienced troops over an extended time, severely hand-
icapping his military planning.  He protested these circumstances in a
letter to the President of the Congress in 1780:

…the system appears to have been pernicious beyond
description…Had we formed a permanent Army in the
beginning, which by the continuance of the same men in
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Service, had been capable of discipline we never should have
had to retreat with a handful of Men across the Delaware in
Seventy Six; trembling for the fate of America, which noth-
ing but the infatuation of the enemy could have saved…We
should not have remained all the succeeding Winter at their
mercy…liable at every moment to be dissipated…We
should not have been at Valley Forge with less than half the
force of the enemy…destitute of every thing, in a situation
neither to resist nor retire…3

Despite the lack of support, Washington, in a compelling demon-
stration of patriotism, never wavered from his loyalty to the Congress
and was never tempted to take power into his own hands in a military
coup, although several of his inferior officers urged him to do so.  

To compensate for its inability to exercise effective wartime
authority, the Congress asked France, Britain’s enemy, for military
assistance; General Rochambeau’s army and Admiral deGasse’s navy
provided aid that proved crucial to Washington’s ultimate victory.  The
colonies were able to obtain critical financial resources for the war by
negotiating loans from France and the Netherlands, with John Adams’
skillful diplomacy instrumental in that effort.  As it turned out, the
inability of the Continental Congress to meet the loan payments dur-
ing the war led to one of President Washington’s greatest challenges as
President almost a decade later. 

Victory in the long and exhausting Revolutionary War was rec-
ognized in the Treaty of Paris in 1783.  Washington immediately
thereafter surrendered his military command to the civilian govern-
ment, setting a powerful and enduring precedent for the supremacy of
civil over military authority.  He was ever a “republican”, in the sense
that he was committed to representative government—elected by
those who would be governed.  But the lessons of his experience as the
military commander under the weak Continental Congress remained
with him for the remainder of his public career.

3.  Government After the Revolution

Thirteen spirited, but fragmented, states had successfully fought
the powerful British, but the weak confederacy they constituted was
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not yet capable of taking its place among the major nations of the
world; they had barely begun to evolve into a nation.4 The Articles of
Confederation the states had adopted in 1781 had created only one
institution of national government, the Continental Congress, but its
powers were limited and very much at the mercy of the individual
states.5 Because Congress had no ability to levy taxes, it was forced to
depend not only on the willingness of each state to provide funds vol-
untarily, but on the readiness of foreign countries to extend critical
loans. 

The Articles created no executive branch and, therefore, no Pres-
ident to lead it. Congressional Committees performed all administra-
tive functions, constituting an inefficient executive, at best.  With
neither a national Justice Department nor a judicial branch to enforce
the laws Congress passed, obedience to national law depended on
whether state legislatures passed statutes that mirrored those enacted
by the Congress.   

The Continental Congress was crippled in its attempts to establish
the basis for a true national economy.  Each state could, and often did,
levy its own tariffs on imports from foreign countries.  State tariffs were
discriminatory and haphazard, never constituting a consistent plan to
protect domestic commerce, and never permitting a united negotiating
front to the world.  Congress did not even have an effective mechanism
to encourage commerce between individuals or among the states.  It
could make treaties with foreign countries, but could not override state
laws that were inconsistent with any treaty provision.  The country was
saddled with heavy war debts that had to be addressed before its economy
expanded, yet there was no power to raise taxes to pay them or to estab-
lish a national currency.  

It was by no means certain the government could withstand these
centrifugal pressures.  To strengthen it by modifying the Articles,
unanimous consent of the states was required.  The most prominent
supporters of our independence and founders of the country, men such
as George Washington, John Adams, Thomas Jefferson and James
Madison, idealistically thought that state political leaders, coming
together out of patriotism and good will, would agree to the amend-
ments necessary for an effective national government.  But the coop-
erative spirit of the Revolution quickly gave way and the hopes of the
founders were sorely disappointed; unanimous consent could never be
obtained.    
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Victory in the Revolutionary War should have resulted in great
enthusiasm among the citizenry for building a nation; it did not.
Instead, with British oppression gone, people concentrated on meeting
local priorities and satisfying material needs.  With their newly won
freedom, many state legislatures unwisely used their power to enact
whatever laws favored the short-term economic interests of the major-
ity of their own constituents.  The ability to build a country was dealt
a near fatal blow by these laws, enacted in the years between the Treaty
of Paris in 1783 and Washington’s Inauguration in 1789.  States
favored debtors over creditors, especially penalizing those creditors
who had been loyal to Great Britain during the Revolution.  They
printed money that was not supported by gold or silver or by any con-
fidence-building economic institution, with the result that it quickly
depreciated.  

Since each state printed its own currency, with varying values,
interstate commerce was very cumbersome, and was made even more
difficult by legislation protecting each state’s selfish economic inter-
ests.  “Tender laws” required creditors and businessmen to accept their
state’s currency at face value, even though its true worth was usually
much lower.  “Staying laws” automatically extended the term of debts
and contractual obligations and “special acts” overrode specific judicial
decisions favoring particular creditors.  “Ex post facto” laws were com-
monly passed to nullify contracts and legal obligations after they were
agreed to.  As one historian has put it:  “These attacks on property
rights were, in the eyes of many, symptomatic of the excesses that were
inherent in democracy.”6 Such shortsighted actions convinced many
that the country could not afford to trust its political future to those
who were lacking in the character necessary to shape it.7

All this had the effect of undermining confidence in government,
increasing inflation and unemployment, inhibiting trade with other
nations, particularly Great Britain, and causing a widespread economic
depression.  Many of the founders became convinced that the struc-
ture of the national government had to be drastically changed—not
merely because the powers of the Continental Congress were inade-
quate for building a nation, but because state legislatures were abusing
their power and perverting the liberty for which the founders fought.8
George Washington verbalized this concern:

For  th e  Su r v i v a l  o f  L ib e r t y 15



Virtue, I fear, has…taken its departure from our Land, and
the want of disposition to do justice is the source of the
national embarrassments9

In response to growing concern for the future of national unity,
the Continental Congress decided in February, 1787 to call a conven-
tion of representatives from each state “for the sole and express pur-
pose of revising the Articles of Confederation and reporting to
Congress and the several legislatures such alterations and provisions
therein.” 

4. Washington and the Making of the Constitution

George Washington was elected as a delegate from Virginia to
the Constitutional Convention of 1787, giving him an opportunity
to restructure the government he had long believed was too weak.
He was distressed that states failed to comply with Congressional
directions, and that Congress was unable to prevent individual states
from printing paper money—thus devaluing their currency—and
from wreaking havoc with the relationship between creditor and
debtor.  He was particularly disappointed at the inability of the states
to coordinate any common approach to building canals and improving
river transportation, which would have allowed for increased internal
trade and western development.  He envisioned a government that
could take the lead in encouraging the growth of commerce, both
within the country and internationally; he foresaw a government that
had the power to raise taxes and armies when necessary; and, most of
all, he wanted a government that could be respected by other coun-
tries.  He wrote in 1785 of his concern that the failure of the states to
support the national government would “…Sap the Constitution of
these States (already too weak), destroy our National character, and
render us as contemptible in the eyes of Europe as we have it in our
power to be respectable.”10

The 55 delegates to the Constitutional Convention included
prominent and able men from each state.  Taking a national rather
than parochial view of the government’s shortcomings, these men
“revised” the Articles by proposing their complete replacement with
the document that has been the guiding charter of the country ever
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since, the Constitution of the United States.  That this document, cre-
ated in the 18th century for thirteen states with 3 million people, is still
vital in the 21st century for 50 states with 300 million people, is a trib-
ute to the wisdom of those framers and to the citizens in each state
who later voted to adopt it.

His fellow delegates unanimously elected Washington to be
President of the Convention on the basis of his great reputation; iron-
ically, in that capacity, the Convention’s rules prevented him from tak-
ing part in any of the debate.  However, during the four months the
Convention was in session, Washington listened to and learned from
some of the most brilliant oratory and argument about the structure of
government that have ever been developed.  The speeches of Alexan-
der Hamilton, James Wilson and James Madison resonated most
clearly for him because they advocated the strong national government
he favored.11

Each delegate was conscious of the likelihood that Washington
would be the first holder of executive authority in the new govern-
ment, which escalated the gravity and drama of the occasion.  Some
were apprehensive about the scope of that power, since the Revolution
was fought primarily against oppressive executive authority.  By this
time, though, there was consensus that each state had too much dis-
cretion under the Articles of Confederation while the national gov-
ernment had too little effective power.  The delegates fashioned
Article II of the Constitution, which described the powers of the Pres-
ident, with reference:

…to what they already knew of Washington.  What they
decided, in short, was whether the strength they wanted, as
well as the restraint, were to be found in Washington, and
whether the weakness they feared, or the despotism they
abhorred, were likely to appear under Washington’s hand.12

The resulting Article II granted extensive powers to the Presi-
dent, and it is unlikely that a Constitution with such strong executive
authority would have been written if Washington had not been seen as
the obvious first choice.  After all, the Revolution was fought to end
the arbitrary power exercised by King George III of England and the
former colonials were loath to replace one arbitrary executive with
another.  However, George Washington was already a great man in the
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eyes of his countrymen, having been the symbol of determination and
courage throughout the Revolution.  His integrity reassured almost
everyone that there would be no danger of abuse of power with him in
the office.  Historians believe that one major reason the people
approved the new Constitution, as they later voted in state constitu-
tional conventions, was the reassurance they felt at the prospect of
Washington as the first President.13 In the famous quotation of Henry
Lee, he was “…first in war, first in peace, and first in the hearts of his coun-
trymen.”  As Pierce Butler, a delegate from South Carolina, put it, the
President’s powers would not have been so great:

…had not many of the members cast their eyes towards
General Washington as President; and shaped their Ideas of
the Powers to be given to a President, by their opinions of
his Virtue.14

The delegates spent more time on drafting Article II than any
other part of the document.  Although the Article established a strong
executive, its general language left room for each future President to
develop his particular relationship to Congress, to state governments,
to foreign countries and to the people of the United States. 

The new instrument, by its own decree, became the supreme law
of the land, binding judges and legislators in every state—even if local
law was inconsistent with it.  Article VI stated:

This Constitution, and the Laws of the United States which
shall be made in Pursuance thereof; and all Treaties made,
or which shall be made, under the Authority of the United
States, shall be the supreme Law of the Land; and the
Judges in every State shall be bound thereby, any Thing in
the Constitution or Laws of any State to the Contrary
notwithstanding.

This provision, called the Supremacy Clause, cured the major
weakness of the Articles of Confederation.  In addition, states were
specifically prohibited from enacting ex post facto laws, from impair-
ing the obligations of contracts, from issuing money, and from accept-
ing anything but gold and silver coin in payment of debts.  These
measures prevented the abuses of legislative power by transient state
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majorities that had been most disturbing to the Constitution’s framers.
Although James Madison proposed a provision granting Congress the
power to nullify any act of a state legislature, the proposal did not
receive sufficient support in the Convention to be enacted.  Ironically,
only a decade later, Madison (and his political ally, Thomas Jefferson)
reversed his position and claimed that an individual state had the
power to nullify any act of Congress!15

Intent on ensuring that national legislative power would not be
abused, the delegates established the principle of “separation of pow-
ers,” placing responsibility for making law, executing law, and inter-
preting law in separate parts of government.16 Since 1700, a similar
principle was at the center of the British constitutional system, but it
was largely an unwritten one.  The drafters of the American Constitu-
tion were convinced that King George III had abandoned it in the
years before the Revolution by acquiring too much influence over Par-
liament, and causing the American colonies to suffer as a result.  They
were determined that the American version of the principle would be
structured so that it could not be ignored by any political leader or
leaders seeking arbitrary power.    

The heart of the system of separation of powers was the estab-
lishment of three independent and co-equal branches of government:
the legislative, the executive and the judicial.  Each governmental ele-
ment had its separate yet essential functions and was able to exercise
“checks and balances” against the others, thus preventing any from
acquiring too much power.  The legislature was divided into two houses,
the House of Representatives, elected directly by the people every two
years, and the Senate, elected indirectly by each state legislature (until the
17th Amendment, adopted in 1913, provided for direct popular election),
with each state equally represented.  The executive was led by a President
who was indirectly elected by electors in each state.  The judiciary was
appointed by the President, with the consent of the Senate, but was pro-
tected from political pressure from the other branches by virtue of life-
time appointments.  Congress was given the power to remove executive
and judicial officers for serious misconduct by means of impeachment.
As a final “check”, two of the branches, the executive and the legislative,
although detached from the people, were “representative” of them and,
thus, ultimately controlled by them.  These operational elements of the
separation of powers have provided the basic framework of the American
Republic to this day.  They constitute a marvelously effective barrier to
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tyranny and deserve to be understood clearly by all the citizens who
benefit from them. 

Specific powers were delegated to the three branches that were
lacking under the Articles; primarily, the powers to tax, to regulate
interstate and foreign commerce, to raise and support standing armies
and to supervise state militias.  The new document also authorized
more general enabling powers, permitting each branch to respond to
future conditions that were unknown or unforeseen when the Consti-
tution was created.  For example, Congress was given authority to pass
all laws “necessary and proper” for carrying out the defined powers,
yet, it was not clear how far those “implied” powers could extend in
specific applications.  Similarly, the Constitution “vested” executive
power in the President and designated him as “Commander in Chief”,
but it was not clear about the extent of his authority over foreign pol-
icy, or his ability to put soldiers in harm’s way without Congressional
approval.17 Opinions differ on that issue even today.  Some relatively
recent Presidential decisions, such as John Kennedy’s ill-fated Bay of
Pigs invasion, Richard Nixon’s bombing of Cambodia, George W.
Bush’s imprisonment of alleged terrorists at Guantanamo Bay without
charge or trial, and his NSA eavesdropping program without court
approval, remain controversial exercises in Presidential authority.    

The Constitution did not spell out precise boundaries for fed-
eral-state relations and was silent on whether the states could exercise
a power that was not specifically assigned to the federal government.
In 1791 the Tenth Amendment was adopted in an attempt to answer
that question, stating “The powers not delegated to the United States
by the Constitution, nor prohibited by it to the States, are reserved to
the States respectively, or to the people.”  The meaning of this
Amendment in particular cases has not been obvious and has been the
subject of many Supreme Court cases throughout American history.  

Such ambiguities sowed the seeds of political debate and conflict
and have provided opportunities for decisions that have had positive
impact on the survival of liberty.  George Washington was the first to
grapple with the lack of clarity when, as President, he was faced with
structuring the country’s economic framework.  He responded to the
Revolutionary War debt and to the need for a national bank by taking
an expansive view of implied powers and exercising a broad role for the
federal government in relation to the states.  Washington’s decisions
set the pattern for disputes regarding federal/state relations that have
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continued to the present day.  They also had a profound impact on the
growth of the young republic and helped to elevate its standing in the
world.  

The government established by the Constitution was, in a very
real sense, an experiment, whose outcome was not predictable with
certainty.  Would it be possible for a government representative of and
responsive to the people—a republic—to reconcile order and liberty,
power and justice, security and freedom in an effective manner?
Could it survive in a dangerous world of empires, wars, and greed?
Washington knew that a young republic would need to be seen as
capable, both militarily and economically, in order to preserve its inde-
pendence. 

5. The First President

At the age of 56, George Washington was unanimously elected
the first President of the United States on February 4, 1789.  The
results could not be made official until the ballots cast by the desig-
nated electors were counted by both houses of Congress, as remains
true today.   Travel was slow and tedious, and several weeks elapsed
before a quorum of Congress was present in New York City (the orig-
inal national capital) to do the counting.  Washington, at his home in
Mount Vernon, did not learn of his election until April 14 and, when
he was told, he wrote in his diary of his genuine apprehension about
whether he would succeed as the first President: 

About ten o’clock I bade adieu to Mount Vernon, to private
life, and to domestic felicity; and, with a mind oppressed
with more anxious and painful sensations than I have words
to express, set out for New York…with the best dispositions
to render service to my country in obedience to its call, but
with less hope of answering its expectations.18

His fellow countrymen had no such apprehension; the ceremo-
nial journey from Mount Vernon to New York City, a distance of
about 300 miles, lasted almost two weeks and provided an opportunity
for average citizens to express their admiration and adulation.  Wash-
ington was greeted by large crowds in each city and town along his
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route, often accompanied by bands, fireworks, public officials, and mil-
itary officers.  At the site of the battle of Trenton, New Jersey, where
he had repulsed the British attack twelve years previously during the
Revolutionary War, Washington passed under a great arch, supported
by pillars and festooned with evergreen and flowers.  Young girls
offered bouquets to him and sang ceremonial songs.  When he finally
reached Elizabeth, New Jersey, across the water from his destination,
he was ushered onto a barge with a crimson canopy that brought him
to New York.  Each boat in the harbor displayed flags and their seamen
shouted support as fireworks boomed in the background.  Thousands
of New Yorkers left work to witness Washington’s arrival, the equiva-
lent of a modern day ticker tape parade down Fifth Avenue.     

Although the celebration at the beginning of Washington’s Pres-
idency showed widespread confidence in the man, Americans did not
necessarily have faith that the new federal government would be a last-
ing one.  Some feared that it would abuse its power and oppress its cit-
izens as the British had done, perhaps with excessive taxation or
aristocratic rule.   This group included “anti-federalists”, like Patrick
Henry, who had campaigned against the ratification of the Constitu-
tion, but also included, from time to time, some of the nation’s great-
est patriots—Thomas Jefferson and James Madison among them.  In
the First Inaugural Address on April 30, 1789 Washington himself suc-
cinctly summarized the challenge awaiting both him and the nation:

…the preservation of the sacred fire of liberty, and the des-
tiny of the Republican model of Government, are justly
considered as deeply, perhaps as finally staked, on the exper-
iment entrusted to the hands of the American people.19

The country’s unity and liberty would truly be put to the test dur-
ing Washington’s Presidency.  His first term would require him to
provide specific definition to the general powers the Constitution
granted the national government.  The most prominent founders of
the country—Washington, John Adams, Alexander Hamilton,
Thomas Jefferson, and James Madison—hoped and trusted that the
nation could do so without encouraging factions and political par-
ties.  They believed that people of high morality, with “republican”
virtues and a national outlook, would form political consensus on all
major issues.  In the event, they underestimated the depth of the
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political disagreements that would ensue and separate these former
allies and friends from one another.  And they failed to foresee the
clash of economic and regional interests that were inherent in the
administration’s first legislative proposals.  It was not clear in 1789, but
the tension between national unity and states’ rights would soon lead
to the creation of the first United States political parties, and to recur-
ring political battles for the remainder of the country’s history.  

6. The National Debt

The talents, skills, and personal dignity developed during a life-
time of leadership responsibility were crucial to President Washing-
ton’s ability to maintain the unity of the country and the trust of its
citizens.  Conscious of the critical role the first administration would
play, he gathered around him some of the great men of the revolu-
tionary generation, men whose ideas and courage had already laid the
foundation for freedom and liberty.  Thomas Jefferson, John Adams,
and John Jay were among the very few Americans with any diplomatic
experience abroad.  Adams became the first Vice President, Jefferson
was appointed Secretary of State, and Jay, key negotiator of the Treaty
of Paris ending the Revolution, became the first Chief Justice of the
Supreme Court.  By far the most influential member of the adminis-
tration was the brilliant and ambitious Secretary of the Treasury,
Alexander Hamilton of New York, who, at 32 years of age, was the
youngest member of the Cabinet.  Washington’s administrative style
required each of his department heads to obtain approval from him on
any significant administrative or policy proposal, the same approach he
used as Commander of the revolutionary army.   However, Hamilton
enjoyed more freedom than other Cabinet members as a result of the
depth of his financial knowledge and his great creativity in solving
problems.20

As General Washington’s chief military aide during the Revolu-
tionary War, Hamilton had managed with ingenuity the scarce human
and material resources that were made available for combat.  When
the British threatened to attack the Southern states, Hamilton boldly
recommended that slaves be made soldiers and given their freedom.21

Convinced that the army’s lack of resources was a result of the inabil-
ity of the Continental Congress effectively to manage the economy of
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the new nation, he took the initiative to become an expert in econom-
ics, reading Adam Smith, among other English economists.  Hamilton
produced a variety of recommendations detailing how the Continen-
tal Congress could manage its debt and provide adequate resources,
although few were adopted.  Washington was impressed by Hamilton’s
analytic abilities and the young man’s capacity to help build the coun-
try, entrusting him with the most sensitive diplomatic and political
missions.  He went on to be a key contributor to the Constitutional
Convention and the principal author (the others being James Madison
and John Jay) of The Federalist Papers, a persuasive collection of analy-
ses and arguments in support of the ratification of the Constitution.
He had risen from quite humble origins in the Virgin Islands to grad-
uate from what is now Columbia University, have a successful military
career under General Washington, and become a respected lawyer in
New York. He was President Washington’s most important advisor
and a prominent example of the generous opportunities for advance-
ment available to the citizens of the new republic.

Washington immediately faced policy choices that would deter-
mine where power to shape the economy would lie in the new
nation—with the national government or with the states, with the
commercial and manufacturing interests or with the landholders and
the farmers.  Hamilton’s role was to recommend a framework for a
sound financial and monetary system.  Shortly after Congress estab-
lished the Department of the Treasury in September, 1789, it passed a
resolution instructing the first Secretary to prepare a plan to manage
the outstanding debt of the new country.  

The problem of public finance was not only one of great impor-
tance but of great complexity.  It was, in actuality, a four-sided paradox:

1) unless the new country could borrow funds, its economy
would not be able to grow and its very existence would be
threatened by economically stronger, rival nations; 

2) no one would want to lend the country money (usually by
buying its bonds) unless they were sure it would be able to
pay the interest and principal the debt required; 

3) no prospective lender or investor, whether foreign or
domestic, could be sure the country would pay future debts
while those acquired during the Revolution remained
unpaid; and
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4) the country could not pay the Revolutionary debts unless it
could establish good credit and borrow necessary funds. 

Some politicians advocated potentially disastrous, “quick” solutions,
such as ignoring or repudiating the debt, or immediately raising enough
taxes to pay all of it.  Repudiation of the debt would have caused the col-
lapse of the country’s trade and commercial welfare, effectively discour-
aging anyone from extending credit to it.  Yet, immediate payment of the
debt from tax revenues would have required such high tax burdens that
most citizens would have wondered whether the Revolution had merely
replaced one oppressive government with another.  Some states had tried
these “quick” solutions during the 1780’s, with predictable results.
Rhode Island’s legislature, controlled by radical agrarian interests, tried
to repudiate the state’s debt by issuing paper money that quickly lost its
value, hurting almost everyone.  Massachusetts took the opposite
approach, raising enough taxes to pay off all its bonds, but many farmers
in the state did not have the funds to pay their taxes and feared foreclo-
sure, stimulating a civil uprising called Shay’s Rebellion after its leader,
Daniel Shays.  The rebels attempted to prevent the courts from func-
tioning and issuing orders against farmers and their property; the rebel-
lion had to be put down by local militias that remained loyal to the state
government.  At the time, Washington was so alarmed by the these
events that he strongly supported the call for the 1787 Constitutional
Convention in order to give the national government more effective
power to guide the economy and ensure public tranquility.  As President
he resolved not to allow the new federal government to put the entire
country in a comparably humiliating position by adopting one of the
“quick” but impractical and self-defeating solutions.  

Hamilton meticulously researched and identified the size of the
debt, together with the domestic and foreign creditors that would have
to be satisfied.22 After reviewing the problem and his proposed solu-
tions with President Washington, the two were convinced that they
needed to develop faith in the credit of the United States and place the
new country on a firm economic footing.  The Constitution itself
authorized such a policy, stating in Article VI:

All Debts contracted…before the Adoption of this Consti-
tution, shall be as valid against the United States under this
Constitution, as under the Confederation.
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Both men understood that the reputation of the country in the
eyes of the world required that the national government take the lead
in honoring its debts. With Washington, this belief was intrinsic to his
personal sense of honesty and fairness and consistent with the lessons
of his experience as commander of the revolutionary forces. He had
stated in a letter to the Marquis de Lafayette in 1789:

…my endeavors [as President] shall be unremittingly
exerted (even at the hazard of former fame or present pop-
ularity) to extricate my country from the embarrassments in
which it is entangled, through want of credit…23

With Hamilton, the conviction was based on years of studying
history and observing in-depth the economies of European countries,
particularly those of England and France.  He concluded that a mar-
ket economy and free trade were essential to growth, since they estab-
lished incentive for man’s natural desires and interests to be acted
upon.  He also believed that the government should actively adminis-
ter the economic system to ensure the availability of an adequate sup-
ply of money, and to direct it to the hands of those who would use it
most productively for the country’s benefit.  This included the mer-
chants, industrialists, investors and financiers—in short, the people
who were in the best position to put capital to work.24

In January, 1790, Hamilton presented to Congress the Report on
Public Credit, the first explanation of his and Washington’s grand
design for the economic framework of the United States. The Report
set out the principle that the entire debt needed to be honored, with
no part of it ignored, in order to establish the Government’s credit-
worthiness.   Rather than outright or quick payment, the document
proposed “funding” of the debt, whereby the Government would
pledge a sufficient amount of the country’s annual income to pay the
interest and principal gradually.  Hamilton called properly funded debt
“a national blessing”; when citizens had confidence in the govern-
ment’s commitment to pay, they would treat the “bonds” or “notes”
(then called ‘certificates’) issued to do so as money. 25 If they had faith
that value would always be there, they did not need to hold the paper
until the due dates in order to redeem them, using them instead to pay
each other for goods and services.  Thus, funding could greatly
increase the amount of liquid capital available for economic growth
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because the annual taxes levied by the government for this purpose
would need to be only a fraction of the total indebtedness.  The bonds
issued to cover the entire debt would provide resources many times the
amount of those taxes and would significantly stimulate the economy.
The funding scheme would thus solve the four-sided paradox.26

The Report proposed the establishment of a stable tax base to
support debt service.  The Constitution had specified the power to
impose import duties as an exclusively federal power and they were an
important part of the plan.  As a result, continued commerce with
Great Britain, our most significant trading partner, became essential to
the country’s economic well-being.  The Report also recommended
the use of an excise tax on alcoholic beverages to raise the money nec-
essary to fund the debt.  These two taxes were intended to cure one of
the weaknesses Washington perceived under the Articles of Confeder-
ation—the inability of the national government to command a stable
source of tax revenue.

There was some opposition in Congress because the Report pro-
posed that only the current holders of certificates would benefit.
Many of the poorest and most deserving members of society would be
disadvantaged by it, particularly those original holders of government
certificates who had since sold them to investors and speculators rather
than wait for the government to redeem them.  James Madison, then
a Congressman from Virginia, advocated paying both the current and
original holders, arguing that since many soldiers, their widows, and
orphans were induced to sell their certificates at greatly devalued
prices, the government should allow these original holders to share in
the payments.  He recommended issuing new certificates to then cur-
rent holders at the highest market value their certificates had attained;
original holders would be paid the difference between that value and
the original face value.  He called his plan “discrimination” among
potential creditors.  

Most Congressmen disagreed with Madison.  His scheme
would have been much more costly than Hamilton’s; it would have
been extremely difficult to track down original holders and find ade-
quate records, and the opportunity for fraud would have been ram-
pant.  Hamilton persuaded a majority of Congress that
discrimination was, in effect, a breach of contract with the current
holders and would render the government’s bonds difficult to nego-
tiate freely. Therefore, the ability of the country to develop a liquid
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money supply would be compromised and its ability to borrow in the
future would be undermined.  Even though Madison’s plan was
soundly defeated, it earned for him the reputation of being in support
of the “common man” and against the “moneyed interests.”  

More serious opposition was directed at the administration’s pro-
posal for the immediate “assumption” of the state debts, whereby the
national government would assume responsibility for all the financial
obligations incurred by the states to prosecute the Revolution.
Although it would add another $25 million to the total needing fund-
ing, the Report claimed that assumption would result in two major
benefits to the country.  Because there would be a unified group of
creditors, the government would acquire a powerful interest group to
support its economic program.27 It would also forestall a battle
between the states and the federal government over tax revenue, leav-
ing the best sources for the federal government.   

The problem then became how to identify the debts and appor-
tion them fairly.  Those states that had been careless in their book-
keeping—mostly in the South—feared they would be shortchanged if
the audit standards were too strict; those that were efficient—mostly in
New England—feared the audit standards would be too lenient,
thereby permitting false claims by others.28 The Report suggested that
the debts would be assumed as they existed in 1790, penalizing those
states, like Virginia, which had already paid off a good part of its debt.
As a political son of Virginia and susceptible to its political pressure,
James Madison strongly objected to this part of the plan, proposing
instead that the government should assume the debts of each state as
they had stood in 1783.  Although this would have benefited those
states that had paid off debt, it would have nearly doubled the burden
on the federal government.  President Washington, another political
son of Virginia and still a major landowner, was able to see beyond the
narrow interests of his home state and viewed the assumption plan as
fair to all the states that sacrificed for the Revolution.29

Hamilton was surprised by Madison’s political stance, since,
when they co-authored The Federalist Papers, the Virginian favored a
strong federal government and did not emphasize states’ rights.  How-
ever, political pressure from his home state, as well as Madison’s grow-
ing antagonism to the nature of the Washington administration’s
entire economic system, made his opposition not so surprising, after
all.  Madison was concerned about policies that favored creditors over
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debtors and about economic measures that mirrored those British
institutions that the Revolution resisted.  As one writer has put it:

Historians may reasonably conclude that…Hamilton’s ideas
were better calculated than [Madison’s] to foster national
prosperity and to promote the nation’s long-term interests.
But…for Madison, prosperity and rapid economic growth
were not the only—not, indeed, the most important—
points to be considered.30

Although the President took no active part in the assumption
debate, most Congressmen understood that Washington would not
have permitted the plan to be proposed had he been against it.  Secre-
tary of State Jefferson bolstered this view with his own concern that,
unless funding and assumption were passed, thus establishing the
credit standing of the United States, the country might not have the
economic strength required to stay neutral in the face of war in
Europe.  

Madison’s opposition delayed Congressional action for months;
it appeared that assumption would not pass the House of Representa-
tives.  The stalemate was resolved by one of the most fascinating polit-
ical compromises the country has ever witnessed—a unique event
involving Jefferson, Hamilton and Madison that has been called the
“Dinner Deal” or the “Compromise of 1790”.  The compromise
involved both the issue of assumption and the relocation of the nation’s
capital, at that time in New York City.  Washington, Jefferson, Madi-
son, and most mid-Atlantic and southern politicians wanted it moved
to the banks of the Potomac River in Virginia or Maryland.  They felt
that, to maintain the unity of the nation, the center of political gravity
of the country needed to be further south than it had been.  Opposi-
tion came not only from New Yorkers and New Englanders, who did
not wish the capital moved at all, but, also, from Pennsylvanians who
believed the capital should be permanently moved to Philadelphia,
birthplace of the Declaration of Independence and the Constitution.  

It is not clear who initiated the dinner meeting in late June, 1790
that produced the compromise.  The only written recollection of it was
penned by Jefferson in 1818, some 27 years after the event, and was
undoubtedly influenced by his subsequent disagreements with the Wash-
ington Administration’s policies and with Hamilton that crystallized
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much later than 1790.  In The Anas, Jefferson claimed that Hamilton,
distraught by the unwillingness of Congress to pass the assumption
bill, accidentally came upon Jefferson while walking to the President’s
house and begged for his help to convert the votes of some Virginia
Congressmen. 31 Jefferson alleged that while he merely offered to host
a dinner with Madison to discuss the issue, Hamilton used the occa-
sion to “dupe” the other two into arranging for Virginia support for
assumption, in exchange for Hamilton’s effort to attract northern votes
to move the capital to the Potomac.32 Despite these claims, it is more
likely that all parties were, at some point, equally interested in a bar-
gain and entered into it fully aware of its significance.33 In the event,
Congress voted to move the capital; Hamilton adjusted his assumption
formula and accounting method slightly to give Virginia a better deal;
and the assumption bill was passed on July 29 with key support from
Virginia Congressmen.  

The trade-off was more than a routine political compromise; all
the principals viewed the agreement as essential to national unity and
strength.  President Washington put it clearly:

The two great questions of funding the debt and fixing the
seat of government…were always considered by me as ques-
tions of the most delicate and interesting nature…They
were more in danger of having convulsed the government
itself than any other points.34

Had the bill to move the capital not been passed, some states
might have seceded from the Union long before the Civil War of
1861.  Had funding and assumption not been adopted, and the nation’s
credit had not been established, the country would have faced an
equally serious threat to its survival—a financially weakened nation
might not have been able to withstand an attempt by either Great
Britain or France to extend the European war by invasion or blockade
of the United States.  Perhaps America would have become a colony
once again.   
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7.  The National Bank

The President greeted the First Congress upon its return in
December, 1790 for its second session by observing that the strength-
ening of the nation’s credit as a result of funding and assumption had
brought economic prosperity at home and respectability abroad.35 At
the same time, there was growing disenchantment in Virginia and the
southern states about the passage of that legislation.  James Monroe, a
Virginian who was later to become the fifth President, wrote to Jeffer-
son complaining that the legislation was a blow to the power of the
states because it undermined their ability to levy taxes and greatly
strengthened the authority of the federal government.36 Monroe’s
concerns about national power were to lessen in later years as experi-
ence broadened his vision.  Despite such political dissent, Hamilton
obtained Washington’s approval to submit for Congressional action
the Report on a National Bank, which constituted the second phase of
the administration’s economic program.  

The proposed national bank was to be a critical facilitator in
achieving the strong economic growth intended to follow the passage
of funding and assumption; it would create the currency the country so
desperately needed by issuing its own notes, redeemable in gold or sil-
ver on demand.  Under the Articles of Confederation, there had been
a constant shortage of money—gold and silver were scarce, no national
paper currency existed, and the notes issued by state banks varied
greatly in value and did not enjoy national circulation.  The bank, con-
ceived as a partnership between the government and the bank’s private
directors, would have an authorized capitalization of $10 million, at
the time an enormous sum—greater than the combined capitalization
of all banks then existing in the country.37 The bank would also per-
form many of the financial functions required by the government—
collecting taxes, acting as fiscal agent in foreign transactions, loaning
the government money, and serving as the national depositary bank.
Finally, ample and secure capitalization would allow the bank to be a
financier for entrepreneurs, thereby fueling business expansion and
economic growth. 

The Report was acknowledged to be a well-reasoned and persua-
sive document which offered great benefits to the new government yet
contained no clear preferences for one interest group over another,
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unlike the funding and assumption legislation.  Most Congressmen
recognized the wisdom of its proposals and their importance to the
country.  There was some opposition based on the fear that the entire
economic framework the administration was building—one part of
which was the bank— favored the commercial and moneyed interests
of the North, rather than the property owners and agrarian interests of
the South.  Hamilton vigorously disputed that concern, convinced that
all classes and all regions would benefit from the system once it was
established.  Some Congressmen worried that the establishment of the
bank in Philadelphia, as the legislation provided, would make less
likely the eventual relocation of the nation’s capital to the shores of the
Potomac.  James Madison was the focus for this Virginia-based oppo-
sition, and he attempted unsuccessfully to amend the legislation to
limit the bank’s life to the ten years of Philadelphia’s temporary desig-
nation as the capital.  

Madison next argued that the bank bill was, by its very nature, in
violation of the Constitution.  The ensuing constitutional arguments
over the limits of the power of the federal government formed the
basis for the true historical significance of this political event.  In the
House of Representatives, Madison claimed that, unless the specific
power to charter a bank was found in the Constitution, Congress had
no power to enact the legislation necessary to do so.  This approach to
the meaning of the Constitution has become known as “strict con-
structionism” and has influenced political debate in the United States
to the present day.  Madison examined the powers granted in Article I
and did not believe the authority to charter a bank was included in the
powers to tax, to pay debts, to borrow money, to regulate commerce or
to provide for the common defense and welfare.  Nor did he believe
that the power “To make all Laws which shall be necessary and proper
for carrying into Execution the foregoing Powers” gave Congress any
authority beyond what had already been specified.38 In any event, he
denied that the bank was “necessary” to carry out any of the specified
powers, rendering the clause irrelevant in that context.  His colleagues
were not persuaded and voted 39-20 in favor of the bill.  Nineteen of
the twenty votes against came from the South, twelve of those from
Virginia and Maryland.

The political battle to kill the bank did not end with the bill’s pas-
sage.  Madison next turned his attention to President Washington,
hoping to convince him to veto the bank on constitutional grounds.
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Washington favored the bank but was sufficiently concerned about
these new legal arguments that he requested formal opinions on the
matter from two other Virginians, Attorney General Edmund Ran-
dolph and Secretary of State Thomas Jefferson.  Their opinions essen-
tially agreed with Madison’s arguments and went even further by
citing, as a basic principle, the language of the soon to be enacted
Tenth Amendment to the Constitution:  “…all powers not delegated
to the United States, by the Constitution, nor prohibited by it to the
States, are reserved to the States or to the people.”39 Jefferson’s opin-
ion set forth the classic strict constructionist interpretation of the Nec-
essary and Proper Clause:  

“…the Constitution allows only the means which are “nec-
essary,” not those which are merely “convenient” for effect-
ing the enumerated powers…the Constitution restrained
[the enumerated powers] to the necessary means, that is to
say to those means without which the grant of power would
be nugatory.”40

The opinions intensified Washington’s dilemma; to him, the
Constitution was sacred and he was unwilling to add his name to leg-
islation that the great document did not authorize.  Nor did he want to
endanger the movement of the national capital to the banks of the
Potomac, something he deeply desired.  With fresh doubts, he asked
Alexander Hamilton to respond to the constitutional arguments and to
do so expeditiously, since the Constitution gave the President only ten
days to sign or veto a bill.   Simultaneously, the President asked Madi-
son to draft a veto message for him in the event he decided not to sign.  

More was at stake than merely the fate of the bank bill.  If the
Constitution were to be strictly limited to the enumerated powers, it
would become almost impossible for the new country to grow strong
and take its place among the great nations of the world.  To achieve
Washington’s goal of overcoming the weaknesses inherent in the Arti-
cles of Confederation, the new Constitution must permit “implied
powers,” giving the government flexibility to deal with crises and new
situations that were not envisioned when the Constitution was written.
Hamilton’s challenge was clear and he spent most of his waking hours
working on his response. 
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The opinion Hamilton delivered only two days before the deadline
is the classic statement of “broad construction” and implied powers.
While acknowledging that sovereignty in the United States was divided
between the national and the state governments, he argued that this did
not mean that each level of government could not exercise complete
authority to carry out its appropriate functions.  To the contrary, “each
has sovereign power as to certain things, and not as to other things.”
Hamilton claimed that, in interpreting the Necessary and Proper Clause,
Jefferson added a word that was not there—either “absolutely” or “indis-
pensably” before necessary.  With either word added, Hamilton correctly
concluded that few actions of any government would be constitutional.
Rather, the word “necessary” must take the normal meaning of “needful,
requisite, incidental, useful, or conducive to.”  

Hamilton demonstrated that the bank was ‘necessary’ to all of the
following enumerated powers:  to collect taxes, to borrow money, to
regulate foreign and domestic commerce, to provide for the common
defense, and to regulate the property of the United States.  In one of
the most famous statements of Constitutional interpretation, he wrote:

If the end be clearly comprehended within any of the spec-
ified powers, & if the measure have an obvious relation to
that end, and is not forbidden by any particular provision of
the constitution—it may safely be deemed to come within
the compass of the national authority.41

Hamilton’s formulation influenced our greatest Supreme Court
Chief Justice, John Marshall, when he adhered to it almost verbatim in
upholding the constitutionality of the successor national bank in the 1819
case of McCulloch v. Maryland.  After receiving Hamilton’s opinion, Pres-
ident Washington decided that the constitutional questions had been
adequately answered; he signed the bill on June 25, 1791. 

8. The Effects of Washington’s Economic Policies

Washington was more than satisfied with the impact of the estab-
lishment of the national bank, believing that his administration had
rescued the credit standing of the country.42 In his message to Con-
gress in October, 1791, he reported that:
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The rapid subscriptions to the Bank of the United States,
which completed the sum allowed to be subscribed, in a sin-
gle day, is among the striking and pleasing evidences which
present themselves…The subscription in the domestic debt
of the United States, has embraced by far the greatest pro-
portion of that debt;43

The combination of funding of the debt and establishment of the
bank yielded the predicted benefits for the new republic.  An ample
and stable money supply was provided, a reliable system of credit was
made available both domestically and internationally, a national tax
system was established, a reliable source of loans to the government
strengthened its stability, and economic growth was significantly stim-
ulated.  Hamilton wrote to Washington that:

…the most incorrigible theorist among its [the bank’s]
opponents would in one months experience as head of the
Department of the Treasury be compelled to acknowledge
that it is an absolutely indispensable engine in the manage-
ment of the Finances and would quickly become a convert
to its perfect constitutionality.44

Washington and Hamilton’s economic system was intended to
unify the country and, over the very long run, it had that effect.  But,
ironically, in the 1790’s and early 1800’s, it had somewhat of the oppo-
site, though, perhaps, inevitable result.  Both Jefferson and Madison
had grave concerns about the economic direction of the Washington
administration and did not favor federally-led commercial growth,
centered in New England and the Northeast.  Rather, they envisioned
a country whose economy was more dependent on agrarian interests,
less willing to tolerate debt and more sensitive to the interests of Vir-
ginia and the South.  They feared that a strong federal government,
particularly with Hamilton at its center, would be overly focused on
national growth and insufficiently concerned with individual liberties.
Ultimately, their fight against the bank, coming after the battles over
funding, discrimination, and assumption, was the start of bitter politi-
cal conflict among Washington’s most trusted colleagues and friends
that continued throughout the 1790’s.  In response to a letter from the
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President seeking to mediate the disputes, Hamilton wrote of the
growing differences between his supporters and those of Jefferson:

One side appears to believe that there is a serious plot to
overturn the State governments, and substitute a monarchy
to the present republican system.  The other side firmly
believes that there is a serious plot to overturn the General
Government and elevate the separate powers of the States
upon its ruins.  Both sides may be equally wrong & their
mutual jealousies may be materially causes of the appear-
ances which mutually disturb them, and sharpen them
against each other.”45

The disagreements were to become even more contentious, ulti-
mately leading to the creation of the Jeffersonian Republican Party,
formalizing the political opposition to the Federalists and establishing
the American two-party system.

The debate over constitutional interpretation between Madison
and Jefferson, on the one hand, and Hamilton and Washington, on the
other, has reverberated throughout the nation’s history.  “Strict con-
structionism” has been used frequently as an argument against a par-
ticular political action with which an individual might disagree.  Such
historic decisions as the nation’s expansion westward, the abolition of
slavery, the movement to control the monopoly power of big business
with anti-trust laws to benefit consumers, the New Deal’s social and
economic program to counteract the depression of the 1930’s, the
racial integration of schools and public accommodations in the 1960’s,
and national health insurance enacted in 2010 have been attacked as
violations of strict construction.   The doctrine is often voiced by the
party out of power against the policies of the party in power.  Despite
the belief that strict constructionism serves a “conservative” point of
view, in reality it serves whatever group favors federal inaction,
whether conservative, liberal or something in between.  Ironically,
individual political leaders have taken opposing sides of the argument
at various times in their careers as it suited their political goals.  When
Washington and Hamilton favored a strong Presidency, with discre-
tionary authority that could further their economic program, Jefferson
believed that such power could be abused and ran counter to the pre-
rogative of the legislature, the people’s representatives.  Yet, when the
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Presidency was in Jefferson’s hands, he eagerly used executive discre-
tion in the service of his basic political objectives—specifically, west-
ward expansion enabled by the Louisiana Purchase.

The national bank facilitated economic growth during the late
18th and early 19th centuries.  Yet, it provoked ongoing, spirited politi-
cal conflict between those that believed it was essential for economic
expansion and those that thought it favored the commercial and
wealthy classes as opposed to farmers and poorer citizens.  President
Andrew Jackson’s Democrats vehemently opposed the national bank as
contrary to the interests of the common man and Jackson vetoed the
bill to re-charter it in 1832.  Thousands of banks and tens of thousands
of varieties of paper money plagued the nation’s economy as a result of
his decision.  During the Civil War, some standardization in bank notes
was finally mandated and, in 1879, a metallic exchange rate was estab-
lished for the dollar.  However, it was not until 1913, with the creation
of the Federal Reserve System, that a central bank on the model of that
established by Washington was again at the center of the country’s
economy.  It is a tribute to the vision of both Washington and Hamil-
ton that such an institution proved critical to the development of the
United States into the world’s leading economy—an economy that was
primarily responsible in the 20th century for the victory of liberty over
several forms of tyranny, in two World Wars and one Cold War.   

9.  Washington’s Legacy

Nothing was more important to George Washington than that
the United States command respect, both at home and abroad.46 As
President, he nurtured the establishment of a system that replaced
thirteen weakly confederated states with a strong national govern-
ment, forever to remain at the center of the economic life of the coun-
try.  Washington’s foresight resulted in a foundation for economic
strength that enabled the United States to retain its political liberty
and to play a major role on the world stage, from his era to the present.  

Lacking the economic education and historical knowledge that
allowed Hamilton to design the new country’s economic framework,
Washington understood and supported its value from the outset.  His-
torians have, at times, given Washington too little credit for these
achievements because he was not the author of the legislative measures
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or the primary advocate for them with the Congress.47 But others have
recognized what was more important to the country—the wisdom of
his leadership in the service of a strong national economy.48 Washing-
ton recognized the advantages of the economic plan and had the fore-
sight to comprehend from the outset what the United States could
become as a result of it.  He also had the courage to rise above the
parochialism of his Virginia and agrarian origins, and subordinate local
interests—including his own—for the good of the country.

Washington is often, though unfairly, viewed in the shadow of
Madison, Hamilton and others in assigning responsibility for the sub-
stance and adoption of the United States Constitution.  In a very real
sense, Washington made possible the success of the government cre-
ated by the Constitution by establishing the tradition in the United
States of the supremacy of the popularly elected government over the
military.  As a leading critic of the weak Articles of Confederation and
the excesses of legislature-dominated state governments during the
1780’s, he was a crucially important voice for adoption of the Consti-
tution.  He realized that the future of liberty could better be served by
a strong nation than by a weak federation.  

As much as anyone, Washington determined the practical mean-
ing of the Constitution’s general principles.  He was the first to be
called upon to give life to the powers of the President set forth in Arti-
cle II and, in doing so, established that the President must be subordi-
nate to the rule of law, that he had a similar right and responsibility to
interpret the Constitution as did the legislature and judiciary, that the
President bore special responsibility over foreign policy as defender of
the people, and that the President should act as spokesman for the
people in both domestic and foreign affairs.49 Yet, Washington’s most
profound influence on the Presidency lies in the high standard of char-
acter he set for his successors.  Always reluctant to take power and to
retain it, he was universally trusted to exercise it wisely.    

Washington symbolized and exemplified, in his person and in his
character, the strength and the optimism of the new republic.  His
calm, yet confident demeanor, his honesty and responsibility, his fair-
ness and tenacity, his regal bearing and forward-looking attitude, all
combined to render indispensable leadership.  In his second term, he
would steer the young country on a course of neutrality in the envi-
ronment of European War, permitting it to husband its growing
resources until better able to hold its own in the world.  He warned in
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his Farewell Address against letting faction and party politics influence
foreign policy and compromise what was in the best interests of the
country.  Always aware that lack of unity could weaken America’s posi-
tion in the world, he set the precedent for the country’s tradition of a
bipartisan approach to foreign policy where, in the well-known phrase
of a great diplomatic historian, Samuel Flagg Bemis, “politics stops at
the water’s edge.”    

It is deceptively simple, from the perspective of the 21st century,
to see loyalty to a strong national government as inevitable.  But, in the
late 18th century, many questioned whether all Americans shared a
commitment to the Constitution and to “republican” government.
Only a decade had passed since a group of fragmented yet proud
colonies declared their independence; a national consciousness was
only in its infancy.  In this context, Washington set a visionary, power-
ful and courageous example of strong federal leadership for his coun-
trymen to follow.  His actions set a precedent for how future
challenges to American liberty and unity, even if outside the economic
sphere, should be met.  These challenges included the geographic
expansion of the country, immigration policy, the great conflict over
slavery, and the extension of the opportunity for liberty to other parts
of the world.    Without Washington’s example, the country’s growth
would have been delayed and uncertain, its strength less likely to be
realized, and the future of its liberty less surely guaranteed.
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