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Hamilton’s line of reasoning also motivated his 
proposal for a national bank that would be funded by both 
the federal government and wealthy private investors. 
Hamilton hoped to tie wealthy investors to the country’s 
welfare. The Bank of the United States would issue paper 
money and handle tax receipts and other government funds. 

Hamilton’s proposals aroused a storm of controversy. 
Opponents of a national bank, including James Madison, 
claimed that the bank would forge an unhealthy alliance 
between the government and wealthy business interests. 
Madison also argued that since the Constitution made no 
provision for a national bank, Congress had no right to  

authorize it. This argument began the debate between those 
who favored a “strict” interpretation of the Constitution, 
one in which the federal government has very limited 
powers, and a “loose” interpretation, which favors greater 
federal powers. The latter group appealed to the so-called 
elastic clause of the Constitution (Article 1, Section 8, 
Clause 18), which gives Congress the authority to do 
whatever is “necessary and proper” to carry out its specific 
enumerated powers, such as regulating commerce. In the 
end, however, Hamilton convinced Washington and a 
majority in Congress to accept his views, and the federal 
government established the Bank of the United States 
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To win support for his debt plan from Southern states, 
Hamilton offered a suggestion: What if the nation’s capital 
were moved from New York City to a new city in the 
South, on the banks of the Potomac River? This idea 
pleased Southerners, particularly Virginians such as 
Madison and Jefferson, who believed that a Southern site 
for the capital would make the government more responsive 
to their interests. With this incentive, Virginians agreed to 
back the debt plan. In 1790, the debt bill passed Congress, 
along with authorization for the construction of a new 
national capital in the District of Columbia, located  

between Maryland and Virginia.  
Pierre L’Enfant, a French engineer, drew up plans for 

the new capital. L’Enfant was later fired by George 
Washington for being obstinate. He was replaced by 
Andrew Ellicott, who redrew L’Enfant’s plan, but kept 
much of the grand vision. An African-American surveyor, 
Benjamin Banneker, assisted Ellicott with the surveying 
work. They made their plan on a grand scale, incorporating 
boulevards, traffic circles, and monuments reminiscent of 
European capitals. By 1800, the capital had been moved to 
its new site on the Potomac. 
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President Washington tried to remain above the 
arguments between Hamilton and Jefferson and to 
encourage them to work together despite their basic 
differences. These differences were so great, however, that  

the two men continued to clash over government policy. 
Their conflict divided the cabinet and fueled a growing 
division in national politics. 
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The split in Washington’s cabinet helped give rise to 
the country’s first political parties. The two parties formed 
around one of the key issues in American history—the 
power and size of the federal government in relation to state 
and local governments. Those who shared Hamilton’s 
vision of a strong central government called themselves 
Federalists. Those who supported Jefferson’s vision of 
strong state governments called themselves Republicans. 
No relation to today’s Republican Party, Jefferson’s 
Republicans—later called Democratic-Republicans—were 
in fact the ancestors of today’s Democratic Party.  

The very existence of political parties worried many 
leaders, including Washington, who saw parties as a danger  

to national unity. At the close of his presidency, 
Washington criticized what he called “the spirit of party.” 

“It serves always to distract the public councils and 
enfeeble the public administration. It agitates the 
community with ill-founded jealousies and false alarms; 
kindles the animosity of one part against another; foments 
[incites] occasionally riot and insurrection. It opens the 
door to foreign influence and corruption. . . .” —“Farewell 
Address,” 1796 

Despite criticism, the two parties continued to develop. 
The two-party system was well established by the time 
Washington left office. 
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During Washington’s second term, an incident occurred 
that reflected the tension between federal and regional 
interests. In 1789, Congress had passed a protective tariff, 
an import tax on goods produced in Europe. This tax, meant 
to encourage American production, brought in a great deal 
of revenue, but Secretary Hamilton wanted more. So he 
pushed through an excise tax—a tax on a product’s 
manufacture, sale, or distribution—to be levied on the 
manufacture of whiskey. 

Most whiskey producers were small frontier farmers. 
Their major crop was corn. Corn was too bulky to carry 
across the Appalachian Mountains and sell in the settled 
areas along the Atlantic. Therefore, the farmers distilled the 
corn into whiskey, which could be more easily sent to 
market on the backs of mules. 

Since whiskey was the main source of cash for these 
frontier farmers, Hamilton knew that the excise tax would  

make them furious. And it did. In 1794, farmers in 
western Pennsylvania refused to pay the tax. They beat up 
federal marshals in Pittsburgh, and they even threatened to 
secede from the Union.  

Hamilton looked upon the Whiskey Rebellion as an 
opportunity for the federal government to show that it could 
enforce the law along the western frontier. Accordingly, 
some 15,000 militiamen were called up. Accompanied by 
Washington part of the way and by Hamilton all the way, 
the federal troops hiked over the Alleghenies and scattered 
the rebels without the loss of a single life.  

The Whiskey Rebellion was a milestone in the 
consolidation of federal power in domestic affairs. At the 
same time, the new government was also facing critical 
problems and challenges in foreign affairs—particularly in 
its relations with Europe and with Native American peoples 
west of the Appalachians. 
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