THE

FOUNDING WIZARD)

by John Steele Gordon

Two hundred years ago the United States was a weakling republic
prostrate beneath a ruinous national debt. Then Alexander Hamilton
worked the miracle of fiscal imagination that made
America a healthy young economic giant. How did he do it?

i prece ol podil-
cal grealness (3
o b foreed to
campsalign cyon
lonng alter death.
The Founding Fa-
hers, ;m:rli-:'l.ll.'lr

Iy, have been constantly

dragged from their graves

for partisan purposes, The
shades of Washington, Jel-
ferson, Hamilton, and Madi-
son have been invoked
right up 0o the present by
Amencan polibcians seck-
ing 10 add luster to their
owm paolitical agendas

I 1523 Arthasr H. Vanden-
berg, not wel a United
States senator but already a
power in Bepublican poli-
tics, wenl 30 lar as (o wrile
an entire book called fF
Hamilton Were Alise Today,
In it Vandenberg presumed
i know how Alexander
Hamillon would have re-
acted o the greal questions
facing the country in the

post—Workd War | era. Deeply consenva-
tive himsell, Vandenberg not surpris-
imghy thouwght that Hamilton wouald
come down on thié conservative Fl':r"pllh-

hican side all all the ssacs
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Hamiiton im 1792, ot age thirty-seven, painted by John Trombell

Hamilton, hé was sure, woiild have
e e jodning the Leaghoe of MNatrons
i:.pl::r-m-d limiting the powers of the Su
preme Uourt [ then a oonservaliee had.

tion ), and oppoded giving unbridled
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are mosl apd 1o Invoge fis

Iréedom 10 radicals. reds
and other supposed men:
aces o public order. Yan-
denberg"s Hamilton would
also have opposed free im-
milgration and labor's unlim-
btedl right o strike. O the
other hand, he would have
lavored enforcing Probilai-
tien {although Vandenberg
suspected he would have
o see Il
made into law in the first
place )

I k%, o CoRErse, casy o en-
ligt the political suppaort of
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who had alresdy writien a
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haglographic biography of
Hamillon, was dolng his per-
sonal hero
Hather, he trivialized him
by dragging him into the
transient ssues of the day
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Since the dawn ol the Republic,
WIenEVer An Afnerican has l'."'.l.'.l'""""-lf'l.'i
an unpopaslar oginion, he has had Jei-
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He was not like the other Founding Fathers. He was the only one not born
in what is now the United States, and he was not from the higher levels of society.

lerson, above all others, to thank for
the certainty that no official retribu-
tion would come of it Equally, when-
ever he has made & bank deposit or
bought a LS. Treasury bond, it has
been becavse of Hamilton that he
knew the value would still be there
when he needed the money back.
While this may seem a lesser pioom-
plishment than Jeiferson’s, without it
the American econsmy could ot have
Aourished so abundantly o msde e
overwhelming majority of us so rich.
Without Hamilton, Jefferson’s lreedom
might easily have become “just an-
other word for nothing left to lose.”

Because of his singular success in es-
tablishing the financial foundations of
the American sconomy, along with his
contributions to the Constitution [seli
and to the Federalist papers, Hamillion
has a claim to the title Founding Fa-
ther that few can match,

ith the exception of the
United Kingdom and its
unigue uiwritten consti-
tution, the United
States today has the obd-
est continuously consti-
tuted government on
earth. [t is hard for Americans even 1o
imagine the situation that conlronted
the country on April 30, 1789, as
George Washington was inaugurated
as the nation’s first President.

But in that April, as the new govern-
ment came logether in New York's City
Hall, there was only the barest outline
of how to proceed, provided by the
seven thousand words of the Constitu-
ticn that had been hammered out two
years carlier. There was an enomous
amount of work to be done. The new
government had to prove itsell and en-
gender loyalty among its citizens, who
overwhelmingly still regarded them-
selves as citizens of the Individual
states, The executive departments, vir
tually unmentioned in the Constitu-
tion, had to be created and their du-
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e allocabed,

Equally important, the country’s dis-
astrous Anancial situation had to be ad-
dressed ab once. As current events in
the Soviet Union confirm, bankruptcy
is often the mother of serfous political
reform. And it was the linancial chaos
caused by the expenses of the Ameri-
¢an Hevolution, together with the inca-
pacity of the government under the Ar-
tiches of Conbederation o deal with its
debts or even 1o fund its current ex-
penses, that finally impelled the crea-
tion of & strong bederal government,

It is hard for us to imagine, but in
1788 the United States was litlle more,
economically, than a very large ba-
nana repablic, As early as 1779 the Con-
tinental Congresa had issued fully two
hurdred million dollars in Continental
currency to pay for the Revolution.
This liat money, along with that issued
by the state governments, depreciated
rapidly, In March 1780 Congress itsell
repudiated this debt, revaluing it to
one-forticth of its old value, Much of
this paper remained in private hands,
some hebd by apeculators who hoped
that it woukl one day be redeemed at
more than they had paid for it. Mean-
whilbe, “not warth a Continental” had be-
come & slock phrase in thes country.

In addition to the near-worthless cur-
rency, the United States had a large
debi. It owed the French government
and Dutch bankers $11,710.378. To its
own citizens, the government owed
$42,414.085. (In proportion to the gov-
ernment’s revenues, that's equivalent
to a foreign debt of 32.4 trillion and a
domestic debt of 8.7 trilllon today;
the total national debt nowadays is
roughly $3.0 trillion.) The interest on
both debits was lar In armears.

Hecauze the linancial situation had
been the moast poweriul impetus o the
establishment of the new government,
the most important of the new depart-
ments was cerfain to be the Treasury,
It would soon have lorty emplovees, o
the State Depariment's mere five. The

department would have o devise a sys-
term of taxation o fund the new govern-
raenl, A monetary and banking system
would have to be developed to further
the coumitry's commerce and industry.
The national debt needed to be re-
funded and rationalized. A customs
service had to be organized and tarifls
collected. The public credit had 1o be
established so that the government
could bormow as necessary,

All this was to be hrillantly accom-
plished in the first two years of the
new government. [t was, almost en-
tirely, the work of the young first Sec-
retary of the Treasury,

lexander Hamilbon was not
like the other Founding Fa-
thers. He was the only one
of the major figures of the
early Republic who was
not born in what is now
the United States. He was
hoem on the British West Indian island
of Mevis and came to manhood on
what was then the Danish island of 5t
Croix, now part of the LL5. Virngin k-
lands.

Further, he was the only Founding Fa-
ther, other than the ancient and by
then venerable Benjamin Franklin,
who was not bom into the higher lev-
els of local society. In the brisk, if not
altogether accurate, phrase of his politi-
cal enemy John Adams, Hamilton was
“the bastard beat of & Scotch pedlar.”™

Hamilton was certainly a bastard,
but his father was not a peddler. He
came, in fact, from an ancient Scoltish
family, being a younger son of the
Laird of Cambuskeith. But he was an ul-
ter failure as a businessman. He aban-
doned his family, and Hamilton's
mother was lorced to open a small
stone to feed her two sons. Hamilton be-
came a clerk in the rading concern of
Micholas Cruger and David Beekman,
at Christiansted, 5t. Croix, at the age
ol eleven or thirteen. (There is some
douht about Hamilton's birthdate,
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At home in the city and learned in finance, he saw far more clearly than
Jefferson how the winds of economic change were blowing in the late 1700s.

Mearly contemporary documents im-
ply it was 1755, Hamilton said it was
1757.) 5o bright and energetic was the
yvoung Hamilton—for his tainted birth
had instilled a ferocious ambition to
get ahend—that by his mid-teens he
was managing the concemn.

Nicholas Cruger belonged to an old
and poweriul Mew York mercantile fam-
ily, and he early recognized the talent
ol hiz young clerk. When he returned
to MNew York in 1771 because of ill
healih, he left Hamilton in entire

A classlcal bust of Hamilion adorns a twe-dollar bask note from the 18405 or 1950s.

charge. Soon he helped his young ém-
ployee come bo New York to further
his education, Hamilton, sl in his
teens, lelt 5t Croix in October 1772,
never to see the West [ndies again.

As relations between Great Britain
and its American colonkes rapbdly dete-
ricgrated, Hamllton threw im his lot
with hils new country. His immense tal-
ents and his capacity for work soon
geve him a leading role in the Revolu-
tion and its aftermath, When Washing-
ton became President under the new
Constitution, he asked Robert Morris,
the financier of the Revolution, 1o be.
come Secretary of the Treasury, but
Morris, intenl on making money,
tumed him down. He recommended
Hamilton instead. Washington was
happy 1o appoint his former aide-de-
camp, and Hamilton, in his early thir-
ties, gladly gave up a lucrative law prac-
tice in Mew York to accept.
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amiiton's background
wobd always st him apart
and give him an outlook on
life and politics the other
Founding Fathers did not
share. It also made him
uniquely qualified to estab-
lish the financial basis of the new
United States. Far more than Jellerson,
Washingion, Adams, and Madison,
Hamilton was a nationalisl. His loyalty
to America as a whaole was unalloyed
by any loyalty to a particular state.

TWO
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Hamilton was also by far the most ur-
ban and the most commercial-minded
of the men who made the country. He
had grown up, almost literally, in a
counting house and lived most of his
lile in what was already the most cos-
mopolitan and business-minded city in
the country. He had founded the firat
American bank, the Bank of New York
Washington, Jellerson, Madison, and
even Adams were [ar more tled to the
land than was Hamilton, Jeflerson, es-
pecially, longed to see America a coun-
try filled with self-sufficient yeoman
larmers who shunned urban libe. Hamil-
ton, at hbome in the city and deeply
learned in linance, saw far more
clearty than Jelferson how the winds of
economic change were blowing in the
late eighteenth century.

He was always 1o be, to some ex-
tend, a soctal oulsider, Todsy we tend
to think of the American Revolution as

having brought “democracy” to the thir-
teen colonies. In fact, it brought no
such thing. The eighteenth century
was an age of aristocracy, and the
American colonles were no excep-
tions. Each colony had its oligarchy of
rich, established families that domi-
nated its economic and (under a royal
governor) political affairs,

With the remowval ol royal controd,
these oligarchies inherited a near mo-
nopoly of political power In each ool-
ony. Although the population of the
United States in 1787 and 1788 was al-
most 4,000,000, only 160,000—4 per-
cent of the whole—vaoted for dele-
gates to the state conventions to ratify
the new Constitution, the most impor-
tant politlcal event of their lives. Even
when only adult while males are con-
sldered, less than 25 percent vobed. i
was not for lack of interest. Il was sim-
ply that the right bo vote was WHmibed
to those who owned substantial prop-
erty, in other words, the oligarchs.

The oligarchies ofien manipulated
the legislatures 1o advance their own in-
terests, such as suspending foreclo-
sures bor debt during the economically
depressed 1T80s. And taves tended o
be lald more heavily on those without
the vote, such &s small farmers and
laborers, Oppressive taxes had led o
Shays' Rebellion in Massachuseliz in
1786 and 1787, which in turn was a
powerful stimulant to calling the Con-
stitutional Convention. It s no aecl-
dent that that comvention placed into
the document it wrole & classe forbid-
ding the states to impair the obligation
of contracts.

Although Hamilton married the
daughter of Philip Schurvler, one of the
rchest members of New York's Knick.
erbocker aristocracy, he never fully be-
longed to it himsall While he could be
charming, especially with women, he
wis too driven, too ambitious lor e
and glory, too wnable 1o suller lools
gladly to be complelely accepted by
the men. They recognized his bril-
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He believed, unashamedly, that people were driven by self-interest. Control
how they pursue their interests and you can make their efforts benefit society.

limnce and wtilized his skills, but ey
never forgot where Hamilton came
from ar the conditions of his birth.
Hamilton has often been accused of
seeking 1o establish an aristocratic
form of government in this country.
This is due partly to an inevilable con-
trast with Jefferson and his “demo-
cratic” political allies and partly to
Hamilton's often-stated fear of “the
mob.” But it is not accurate, To be
gure, he had envigioned a government
whereln Waszhington would serve as a

were driven by self-interest, [f Jeffer-
son found the roots of his political phi-
losophy in Housscau and Yoltaire,
Hamilton found his in Adam Smith.
Control the channels in which people
may pursue their interests, thought
Hamilton, and you can direct their «f-
forts in ways that are positive for soci-
ety. As Forrest McDonald, one of the
best of Hamilton"s modern blogra-
phers, explains: “The rules determine
the nature and outcome of the game.
That was the heart of Hamiltonianism,

mmuw:mumq—-muhmmmuw 1850s,

sort of uncrowned monarch and Hamil-
ton would be his chiel minkster. (And
Hamilton's political opponents were
keenly aware that 5ir Robert Walpole,
half & cemtury earlier, had transformed
his office in the British governmment,
that of first lord of the treasury, into
the entirely new office of prime minis-
ter.} But for all his personal ambition,
Hamilton in fact was a man of the ex-
treme center, to use Stewart Alsop's
marvelous phrase, He fully recognized
how dangerous too much power in the
hands of amy one group could be,
“Give all power to the many,” Hamilton
thought, and “they will oppress the
few. Give all power to the lew, they
will oppress the mamy. Both therefore
aught bo have power, that each may de-
fend itself against the other.”

Here was the essence of Hamilton's
political and economic philosophy. He
believed, unashamedly, that people
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It was a concept as essential to the art
of Iree government as Ockham's Razor
was to the philasophy of logic.”

Hamilton planmed to use this philoso-
phy to sccomplish his goals of putting
the country on a sound fnancial foot-
ing and binding its citizens 1o it. He
woulld succeed so well that Hamilton,
and very nearly Hamilton alone, laid
the foundations wpon which arose in
the next hundred years the rich and
powerful national economy we today
take s0 much for granted.

wer the next five years Hamil-
ton would prepare and trans-
mil b Congress a first and
second “Report on the Pub-
e Credit,” & "Report on a Ma-
tional Bank,” and a “Report
on Mamiactures,” embody-
ing in great detail his plans to estab-
lish a financial system for the United

States that would ratlonalize the na-
tional debt, adequately fund the cur-
rent expenses of the government, and
provide a financial and regulatory
framework in which the American econ-
omy could prosper and grow.

Hamilton's first major proposal was
it refund the debt incurred by the old
national government, and indeed,
there was not much choice, since the
new Constitution commanded that the
federal government assume the debits
of the old Confederation. The argu-
ment was over who should benefit
from this refunding. Much of the debt
had been isswed to pay bor requisitions
from farmers and merchants. In the in-
fation cawsed by the war and the fis-
cal weakness of the Confederation, the
bonds had depreciated greatly in
value, Much of the debi had fallen into
the hands of wealthy merchanis in Bos-
ton and elsewhere who had bought [t
up at far below par (some for as little
ag 1} percent of its {aee value).

Un January 14, 1790, Hamilton sub-
mitted his first “Report on the Public
Credit,” which called for redeeming
the old national debt on generous
terms and issuing new bonds to pay
for it, backed by the revenue from the
tariff. The plan became public knowl-
edge in New York City immediately,
but news of it spread only slowly, via
horseback and sailing vessel, to the
rest of the country. Mew York specula-
tors moved at once to take advantage
of the situation. They bowght as many
of the old bonds as they could, raising
the price from 20 to 25 percent of par
i about 40 to 45 percent.

There was an immediate outery that
these speculators should not be al-
lowed to profit at the expense of those
who had patriotically laken the bonds
al par and then sold them for much
less In despair or from necessily.
James Jackson, a member of the
House of Representatives from the
sparsely settled frontier state of Geor-
gia, was horrified by the avaricious
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one of the greatest weaknesses in the American economy was a lack
of capital. Hamilton insisted on a well-funded national debt to overcome this.

city falk. “Since this report has been
riead in this House," he zald in Con-
gress, “a apirit of havoe, speculation,
and ruln, has arlsen, and been cher-
=hed by people who had an access to
the information the report contained.
.« .« Three vessels, sir, have sailed
within & fortnight from this port [New
York], Ireighted for speculation; they
are intended to purchase up the Stale
and other securities in the hands of
the uninformed, though honest citi-
zens ol North Carolina, South Carolins,

weighty objections to this plan.

The first was one of simple practical-
ity. Identifying the original bondhold-
ers would have been a nightmare, in
many cases entirely impossible, Fraud
would have been rampant,

The second objection was one of jus-
tice. If an ariginal bondhobder had sold
his bonds, “are we o disown the act of
the party himsel™ asked Boudinot.
“Are we Lo say, we will not be bound
by your transler, we will not treat with
your representative, but insist on resel-

An 1862 two-dollar bill festures the stern profile of the father of federal banking.

and Georgla. My soul rises indignant ™

Elias Boudinol of New Jersey,
wealthy and heavily involved in specu-
lation himself, dermurred. T . . . should
be sorry,” he said in reply, “if, on this
occasion, the House should decide
that speculations in the funds are vio-
lations of elther the moral oF paolitical
law. . . . [l agree] with [the] gentlemen,
thsat the spirit of speculation had now
risen o an alarming height; bt the
only way 10 prevent its fulure eflect, s
to give the public unds a degree of
stabllity &% snon as possible.™ This,
undoubledly, was Hamillon's view as
well,

James Madison. as congressman
from Virginda, led the attempt to under-
cut the speculators. He proposed that
the current holders of the old bonds
be paid only the present marker value
and that the original bondholders be
paid the dilference. There were two
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tlement with you aloane?™

Further, to have accepted Madiaon's
scheme would have greatly impaired
ary future free market in United States
government securithes and thus greathy
redtricted the ability of the new govern-
iment i borrow in the future. The rea-
son was simple, I! the government of
e mment could decide, on its own,
i whom it owed past debts, any gov-
ernment in the future would have a
precedent to do the same. Politics
would control the situation, and poli-
tics is always uncertain. There is noth-
ing that markets hate more than uncer-
tainty, and they weigh the value of
stocks and bonds accordingly.

Hamilton, desply versed in the ways
of getting and spending. was well
aware of this truth, Madison, a land-
owner and an intellectual, was not.
Hamilton, in his report, had been
adamant, “[Madizon's plan] renders

property in the funds less valuable,
consequently induces lenders to de-
mand a higher premium for what they
lend, and produces every other incon-
venlence of & bad siate of public
credit.” Hamilton was eager to estab-
lish the ability of the United States gov-
ernment to bormow when necessary.
He was also anxious o establish a
well-funded and secure national debt.

The concept of a national debt is
not an ancient one. Until the end of
the sevenieenth century, debts were in-
curred by sovereigns personally, and
money was borrowed from bankers on
an ad hoc basis, Only with the crea-
tion of the Bank of England did govern-
ment debt, paying a regular rate of
interest and transierable in a [res
market, come into being. No other ma-
jor country followed the British exam-
ple for quite a whike, a lact that in no
small way contributed o Britain's rise
1o the status of a great power in the
etghtesnth century. Britain's ability to
marshal its wealth for military and eco-
nomic purposes elfectively allowed it
to play the pivotal role in European
poditics throughout the century,

By 1790 the BHritish mational debt
amounted to the then-staggering sum
of £272 million. But despite this huge
debt—indeed, in many wiys because
of it—the British economy was the
richest, per capita, and the most pro-
ductive in the world. Yet there were
still many pecple who failed to grasp
the power of & national debt, proper-
Iy funded and serviced, to bring pros-
perity to & national economy. John
Adame, hardly stupld, was one, “Every
dollar of a bank bill that i issved be-
vond the quantity of gold and silver in
the vaults,™ he wrobe, “represents noth-
ing, and is therelore a cheal upon
simeetmdy.”

Hut Hamilton grasped it fully. One of
the: greatest problems of the American
econony af the e was a lack of Eg-
uid capital, which is to say, capital
available for investment. Hamilton
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In the 1780s the United States had been a financial basket case. By 1794 it had
an outstanding credit rating, and European capital was building our economy.

wanted to create a well-lunded na-
tional debt in order to create a larger
and more flexible money supply.
Banks holding government bonds
could issue bank notes backed by
them. He knew also that government
bonds could serve as collateral for
bank loans, multiptying the available
capital, and that théey would atiract
sl more capital from Europe.
Hamilion's reasoning eventually pre-
vailed over Madison's, although not
without & great deal of rhetoric. Hamil-

Agakn, opinion was. sharply divided,
Those atates, suwch as Vieginka, that
had redeemed most of thelr bonds
were adamantly opposed to assump-
tion. Meedless to say, those states, like
the New England ones, that had not
were all in favor of it. 3o were financial
speculators, hoping for a rise to par of
bonds they had bought at deep dis-
counts. But land speculators were op-
posed. Many states allowed public
lands to be purchased with state
bonds at fxce valoe. Any rise in prioe

P e ————

He shares an 1864 compeund-intersst ireasury nele with an embodiment of Loyaity.

ton's [ather-in-law, Philip Schuvier, a
senator from New York, owned more
than sixty thousand dollars” worth of
government securities, 1t was said that
listening o the oppoaltion speakers in
the Senate made his hair stand “on end
as il the Indians had lired &t him."
Ehetoric of no, the House rejected
Madizon's proposal 36 to 13 and ap-
proved Hamilton's.

he second major part of
Hamilton's program was for
the new lederal government
o assume the debls that the
individual states had in-
curred during the Revolution-
ary War. Hamilton thaught
these debls amounted to twenty-live
million dollars, but no one really knew
for sure, It eventually turned out that
only about eighteen million dollars in
state bonds remakned in circulation.
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would increase the cost of land.

Madison and others argued that it
was simply unfair for Virginia to have
o pay all ower again for the debis in-
curred by other states, “Where, | again
demand,” thundered lames Jackson ol
Georgia, “is the justice of compelling &
State which has taxed her citizens bor
the sinking of her debt, to pay another
proportion, not of her own, but the
debis of other States, which hawve
made no exertions whatever?™

Fisher Ames, a congressman [rom
Massachusetits, argued that since the
new Constitution gawe to the federal
government all revenues from tarifls
and customs—the surest source ol
funds with which to pay inlerest— the
federal government should now as-
sume the debt. “Lat the debts follow
the flunds,” he demanded.

In the middle of April 1790, the
House voted down Hamilton's pro-

posal 31 to 29, Four more times it was
vaoled down, each time by 80 narrow a
margin that Hamilton had hopes of
making & deal. He had to do some-
thing, lor he had tied the funding of
the old national debt and the assump-
tion of the state debis into one bill.
Many thought that the state deht lssue
wag, in the words of one of Hamilton's
biographers, “a millstone about the
neck of the whole system which must fi-
nally sink it.”

Hamilton might have abandoned his
effort to lund the state debts, but he
had still one more reason for extine
guishing as miach stale paper as possi-
ble and replacing it with federal
bonds. The debts were largely held by
the prodperous men of business, com-
merce, and agriculture —the oligarcha,
in other words. These men's loyalties
lay malnly with their respective states
and cozy local societies, While they
had largely supported the creation of
the new Union, Hamilton had no rea-
son to suppose that their support
would not quickly fade away if their
seli-interest dictated it

He was therefore eager to make it in
the sell-interest of these men o con-
tinue their support of the federal gov-
ernment. If they had a large share of
their azsets held in lederal bonds, they
would have powerful incentives for
wishing the Union well. And so he was
willing to throw a very large bargain-
ing chip onto the table bo save his fund-
ing and assumplion scheme. The new
lederal government had come into ex-
istence in Mew York City, and Hamil-
ton and pearty every other New Yorker
were hoping that the city would be-
come the permanent capital. Hamilion
knew perlectly well that every state
wanbed the capital and that Jelferson
and Madison especially wanted the
capltal located in the rural South,
away from the commerce and corrup-
tion of the big cities.

Hamilton intercepted Jefferson out-
skde Presldent Washington's Broadway

T Caryrhesicrn Cwbabig ol U L Pome b e’ SOTE N W, RETRATE WO PRELTS



He got Southern votes for the bond bill by making a deal: he would see that
the nation’s capital was moved to the muddy, fever-ridden banks of the Potomac.

mansion one day and asked for help
on getting his bill through Congress.
Jefferson was opposed to the bill, None-
theless, he offered to mest Hamilton
the following night for dinner, with
Madison in attendance, There a deal
was made, Enough votes would be
switched o assure passage of Hamil-
ton's bill, in return for which Hamilton
would see that the capital was located
on the muddy and fever-ridden banks
of the Potomec River. To assure Penn-
sylvania’s cooperation, the temporary
capital was (o be moved to Philadel-
phia for ten years,

(Historians should probably be re-
quired o swear a golemn oath never
o play the game of what il 5till, one
can hardly help speculating on how dil-
ferent would have been the history of
this country, not to mention the his-
tory of MNew York City, if its political
capital had been located in the city
that so swiftly became its financial,
cormercial and cultural capital.)

The deal was made, and the bill was
passed and then signed into law by
President Washington, Hamilton was
righl that the bonds would find accep-
tance in the marketplace; the entire is-
sue sobd put in only & few weeks, The
new government, with & monopoly on
custms duties and possessing the
power to tax, was simply a much bet-
ter credit risk than the old government
and the staies had been.

When it became clear that the US.
povernment would be able 1o pay the
interest due on lhese bonds, they
quickly became sought alter in
Europe, just as Hamilton had hoped. In
the 1780s the United States had been a
financial basket case. By 17H it had a
higher credit rating than any couniry
in Enrope, and some of its bonds were
selling at 10 percent over par. Talley-
randd, the French foreign minister, ex-
plained why. The United States bonds,
he said, were “safe and free from re-
verses. They have been funded in such
& sound manner and the prosperity ol
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this couniry s growing so rapidly that
there can be no doubt of their sol-
vency.” By 1801 Europeans held thirty-
three million dollars’ worth of Ameri-
can securities, and European capital
wid helping mightily to build the Ameri-
CAN BCONmY.

Less than two years after Hamilton's
funding bill had become law, trading
In stocks and bonds became so brisk
in Mew York that brokers who special-
ized in them joined together and
formed an organization to facilitate

By 1B80, the dete of this note, be had boen on bweniy-dollar bills for eighteen pesrs.

trading. This organization would
évolve [nto the New York Stock Ex-
change, and within & hundred years it
woiild be the Lurgest such exchange in
the world, eclipsing London.

he third major portion of

Hamilton's program, after re-

deeming the old national

debt and nationalizing the

states’ debls, waa the crea-

thon of & central bank, mod-

eled after the Bank of Eng-

land. Hamilton saw it a8 an instrument

ol fiscal efficiency, economic regula-

tion, and money creation. Jefferson

saw it as another giveaway to the rich

and as & potential instrument of tyr-

anny. Furthermore, Jeflerson and Madi-

son thought it was patently unconstitu-

tional lor the lederal government to
edlaldish & bank,

A central bank acts a8 a depoaitory

tor government funds and a means of
transterring them from one part of the
country o ancther { no small considera-
tion in Hamilton's day). It is also a
source of loans to the government and
to other banks, and it regulates the
maoney supply.

The last was a great problem in the
new  Republic. Specie—gold and
silver—was in critically short supply.
Colonial coinage had been a hodge-
podge of Spanish, Portuguese, and Brit-
ish coins, (Spanish dollars, the mone-

tary unit upon which the dollar was
originally based, were called pieces of
eight because they comprised eight
reals, or bits. This is why a quarter
is still known as two bits and why
the New York Stock Exchange to this
day quobes fractional prices in eighths,
not tenths, of a dollar.)

The lack of specie lorced merchants
to be creative. In the Southern colo-
nies warchouse receipts lor tobacco
often clrculated a3 money. Hamilton
knew that federal bonds could serve
the same purpose: “it is a well-loown
[act, that. in countries in which the na-
tional debt is properly funded, and an
object of established confidence, it an-
swers most of the purposes of money.
Transters of stock or public debt are
there equivalent to payments in spe-
cies or, in other words, slock, in the
principal transactions of business,
pasaes current as specie. The same
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Hamifmn saw a central bank as an instrument of efficiency, regulation, and
money creation. Jefferson saw it as another giveaway to the rich and tyrannous.

thing would, in all probability, happen
here, under the like circumstances,”
But the bonds were necessarlly of
large denomination, There were &
few state banks (thres in 1790) to is-
sue paper money, but these notes did
niot circulate on a nathonal basis, Many
business deals had to be accomplished
by barter simply because there was no
mmaney o [acilitabe tiem,
Harnilton did not like the idea of the
government itsell issuing paper moncy
because he thowght thal governments

L

could not be trusted to exert sell-disci-
pline. Certainly the Continéntal Con-
greas had shown none when it came (o
printing paper money. Hamilton
thought that an independent central
bank could supply not only & medium
of exchange bul the discipline needed
o keep the money sound, I it issoed
notes that were redeemable in gold
and silver on demand and accepted by
the federal government in payment of
taxes, those notes would circulate at
par and relieve the desperate shorlage
of cash. Further, because the central
bank could refuse the notes of state
banks that got out of line—a position
that would mean that no one elae
would take them either—It could sup-
ply discipline too.

Hamilton proposed & capltalization
of ten million dollars, a very large sum
when you consider that the three state
banks in existence had a combined
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capital of only two million dallars. The
federal government was to subscribe
20 percent of this, but Hamilton in-
tended the bank o be a private con-
cern, “To attach full confidence to an
institution of this nature." Hamilton
wrote In his “Report on a MNational
Hank," dellvered to Congress on Decem-
ber 14, 1790, it appears to e an essen-
tial ingredient in its structure, that it
shiall be under a pripate not a potsic di-
rection —under the guidanoe of indioid-
wal interest, not of peblic policy; which

wonild be supposed to be, and, in cer-
tain emergencles, under a feeble or
b sanguine administration, would re-
ally be, liable to being too much influ-
encied by pebilic necessify.”

To make sure that the private own-
ers of the bank did not pursue private
interests at public expense, Hamilton
wanted the bank’s charler 1o require
that its notes be redesmable in specie,
that 20 percent of the seals on the
board of directors be held by govern-
ment appointees, and that the Secre-
tary ol the Treasury would have the
right 10 ingpect the books at any time.

There was little political discussion
ol the bank outside Congress, which
passed Hamilton's bill, the House of
Representatives splitting ceanly along
sectional lines. Only one congressman
from states north of Maryland voted
against it, and only three from stales
south of Maryland voted for it

Hamilton thought the bank was a
fait aceompli, but he had not reckoned
on Thomas Jeflerson and James Madi-
son, letferson, the lover of rural vir-
tues, had a deep, almost visceral ha-
tred of banks, the epitome of all that
was urban. *| have ever been the en-
emy of banks,” he wrole years later to
John Adams, "My zéal against those in-
stitutions was 50 warm and open at
the extablishment of the Bank of the
LIS, that | was derided as a Maniac by
the tribe of bank-mongers. who wene
seeking to fich from the public their
swindling, and barren gains.™

Jefferson and Madison, along with
their fellow Virginian Edmund Ran-
dolph, the Attorney General, wrote
opinions for President Washington
that the bank bill was unconstitu-
tional. Their arguments revolved
arcund the so-called necessary and
proper clause of the Conatitution, giv-
ing Congresa the power to pass laws
"mecessary and proper for carrving
into execution the foregoing Fowers.”

The Constitution nowhere specili-
cally authorizes the lederal govern-
ment to establish o central bank, they
argwed, and therefore, ane could be cre-
ated only il it were indispensably nec-
essary to carry oul the government’s
enumerated duties. A central bank was
not absodutely necessary and therefore
was absolutely unconstitutional, This
lime ol reasoning ks known as strict con-
struction—although the phrase itsell
was not coined until the |8480s—and
has been a powerful force in the Ameri-
«can political finmament ever since.

Fresident Washington recognized
the wtility of a central bank, but Jeffer-
son and Randolph's arguments had
much lorce for him. Alsa, it ks poasible
that like most Southerners he was
none beo anxious or a central bank,
uselul or not, Further, he may have
woaried that il the bank were estab-
lished in Philadelphia, the capital
might never make its way to his be-
loved Potomac, He told Hamilten that
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