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A Credit-Crunch Reader:
Free-Market Blog and Think-Tank Responses to
the Crash of 2008

Robert Rosenbleeth

According to mainstream opinion, capitalism is broken. Reckless greed and
myopic risk taking created a financial crisis and global recession worse than
any downturn since the Great Depression. To save the market from itself, the
government must intervene to maintain stability, save jobs, and stimulate
growth. Barack Obama’s remarks on January 8, 2009, reflect this sentiment:
“Economists from across the political spectrum agree that if we don’t act
swiftly and boldly, we could see a much deeper economic downturn that could
lead to double digit unemployment and the American Dream slipping further
and further out of reach.”

Do economists really agree with this proposition? Many do not. Free market
think-tanks and academics advance an alternative narrative. Decades of
government intervention in housing and financial markets, combined with
loose monetary policy, fuelled an unsustainable asset-price bubble, which
finally burst in 2008. Government bailouts and spending to rectify the
supposed ills of “laissez-faire” capitalism sow the seeds of the next crisis.

This document is intended to provide a summary of responses to the crash of
2008 by free market economists writing for think tanks and academic blogs.
This will enable students and scholars to be better informed about the issues,
as well as providing them with information they can use to find original
sources. The following blogs and think-tank sites were searched, but the list is
representative rather than exhaustive.
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Acton Institute

The Problem with Government Mortgage Relief
Samuel Gregg (11 March 2009)

Current government plans to keep more people in their homes reflect the
influence of failed economic policies from the past and may encourage more
risky decision making in the future. The fastest way to solve the financial crisis
is to permit the housing market to stabilise under its own volition, which allows
banks to determine the market price of mortgage backed securities. Given
this, Obama'’s mortgage relief plan is counterproductive. It will lock people into
mortgages that they would be better off exiting, fail to provide stability in the
housing market, and create moral hazard. Over the long term, this is likely to
contribute to future economic recklessness.

Acton Institute
(http://www.acton.org/commentary/512 the problem with government mortgage relief.php)

The Abracadabra Stimulus Plan
Anthony Bradley (18 Feb 2009)

As recent history teaches, economic crises arouse an emotional panic that
tempts us to believe that centrally planning the economy is the medicine for
economic recovery and the best safeguard against future volatility. However,
fiscal intervention leads the government to purchase things that consumers
would not themselves buy. This does not create real demand nor stimulate
economic growth.

Acton Institute
(http://www.acton.org/commentary/507 abracadabra stimulus plan.php)

The Moral Bankruptcy Behind the Bailouts
Ray Nothstine (4 Feb 2009)

The government seems immune from the wave of financial maturity and
responsibility that the downturn has provoked among many. The new trend of
borrowed stimulus bills and bailouts only exacerbates a spending crisis
already out of control. The stimulus bill currently before Congress highlights
the unsustainable spending pace of the federal government, which is
propelling us closer to an even greater moral and financial crisis. Continuing
this trend would be a failure of economic policy and a demonstration of moral
cowardice.

Acton Institute
(http://www.acton.org/commentary/503 _moral bankruptcy and bailouts.php)




The End of Capitalism?
Michael Miller (21 Jan 2009)

Capitalism and the market economy are not to blame for the credit crunch.
The financial crisis is a result of an overly invasive government and individual
moral failings to make prudent decisions. Instead of learning from these
mistakes, people are calling for more regulation and government involvement.
But regulation cannot solve moral problems—it concentrates power in fewer
and fewer hands. Markets are networks of human relationships that require
both efficiency and virtue.

Acton Institute
(http://www.acton.org/commentary/499 end of capitalism.php)

Derivatives Regulation: Understanding the Rules of the Game
Oskari Juurikkala (3 Dec 2008)

In attempts to avoid regulations, the financial sector has turned to ever more
complex derivatives. While not all derivatives are bad, they are sometimes
used to conceal risks and hide losses. To avoid this, we must continue the
battle to improve the quality of regulation and to remove harmful regulatory
red tape. We must keep demanding a simpler and lighter tax system. These
steps will diminish the attraction of complex financial derivatives and channel
their use to legitimate purposes. The rules of the game must become more
principled, so they cannot be side-stepped by a new round of innovative
financial wizardry.

Acton Institute
(http://www.acton.org/commentary/490 derivatives regulation.php)

The Bailout Economy: A House Built on Sand
Robert Sirico (19 Nov 2008)

The Troubled Assets Relief Program's initial attempt to purchase toxic assets
was futile. It is nearly impossible to turn bad assets into good ones, and
reverse the direction of downward price pressure. Now, the Treasury is
deciding which banks to save and which to let go. This amounts to a process
of picking winners and losers. This is not a just solution. The lender who made
possible the house on the rock does not need a bailout. That which lent
money to the builder who built on sand is getting assistance from taxpayers.
The free market system is one of discovery, one of trial and error and one of
trial and success. It is a continuous process of learning. To seek to protect
those who make errors from the consequences of their choices is to distort
and destroy the system itself. It is as futile as trying to save the house built on
sand.

Those who blame the crisis on greed and the free market are off. Government
unleashed the vices of greed and avarice, encouraging people to build on sand.



It did so by first placing a policy priority on the good idea of home ownership but
pursued it with a fanaticism that neglected other goods such as prudence and
rational risk assessment.

Acton Institute
(http://www.acton.org/commentary/488 the bailout economy.php)

Free Markets did not Cause this Crisis
Oskari Juurikkala (29 Oct 2008)

The financial crisis was not caused by rampant capitalism and free-market
economics. The crisis is a result of greed and consumerism, irresponsible
monetary policy, and misregulated financial derivatives. These do not stem
from a market system. Big government fosters financial irresponsibility. The
government currently has a monopoly over monetary policy. And regulatory
changes in derivative markets promoted financial practices that were
practically equal to lying and cheating. A big government response to the
crisis will only make it more difficult for economies to adapt to the situation.
We must tackle the problem at its roots by defending basic principles of justice
and honesty.

Acton Institute
(http://www.acton.org/commentary/485 free markets did not cause this crisis.php)

The Economic Crisis and the Cause of Freedom
David Milroy (1 Oct 2008)

Those who argue that the financial crisis is proof that people should not be left
alone to pursue their own best interests ignore a critical assumption made
when advocating a free-market economy: the existence of a virtuous people
who are willing to assume personal responsibility for their actions. The free-
market is pretty efficient at recognizing mistakes in judgment or dishonest
behaviour. This crisis is different because poor judgment by a sizable minority
is at risk of shutting down the financial system. In advancing the cause of
freedom, we must continue to explain the merits of a free economy. But we
also have to emphasize the importance of virtuous behaviour.

Acton Institute
(http://www.acton.org/commentary/477 economic_crisis_and cause of freedom.php)




American Enterprise Institute

Welcome to America, the World's Scariest Emerging Market
Desmond Lachman (26 March 2009)

The United States is coming to resemble emerging markets like Argentina and
Russia, both in what led to the financial crisis and in its proposed solutions.
The Treasury's response to the financial crisis lacks consistency and
transparency. The staffing of Treasury jobs and politicians' relationship with
Fannie Mae and Freddie Mac resemble crony capitalism. Moreover, the U.S.,
like emerging markets heading for trouble, possesses a seemingly suicidal
tendency to become overly indebted to foreign creditors. If we insist on
improvising and not facing our real problems, we might soon lose our status
as a country to be emulated and join the ranks of those nations we have
patronized for so long.

American Enterprise Institute
(http://www.aei.org/publications/filter.economic,publD.29607/pub detail.asp)

The Geithner Paradox: Unregulated Institutions Bailing Out Regulated
Ones
Michael Barone (24 March 2009)

Ironically, Timothy Geithner's public-private purchase plan uses the most
unregulated parts of the financial system—hedge funds and private equity
firms—to bail out the most regulated part of the financial system—banks. This
turn of events shows the shortcomings of regulation.

American Enterprise Institute
(http://www.aei.org/publications/filter.economic,publD.29597/pub detail.asp)

Perspectives on Regulation of Systemic Risk in the Financial Services
Industry
Peter Wallison (17 March 2009)

Giving a government agency the power to designate companies as
systemically significant and to regulate their capital and activities will destroy
competition in every market where a systemically significant company is
designated and fundamentally change the nature of our financial system.
There is very little difference between a company that has been designated as
systemically significant and a government sponsored enterprise like Fannie
Mae or Freddie Mac. Almost by definition, a systemically significant firm will
not be allowed to fail because its failure could have systemic effects. As a
result, it will seem less risky for creditors and counterparties and will thus be
able to borrow money at lower rates than its competitors. This advantage will
allow it to dominate any market it chooses to enter. The plan will simply create



an unlimited number of Fannies and Freddies that will haunt the economy in
the future.

American Enterprise Institute
(http://www.aei.org/publications/filter.economic,publD.29555/pub detail.asp)

The Ongoing Problems of "Stimulust"
Philip Levy (15 March 2009)

Fiscal stimulus has fallen out of favour in economics because it is hard to tell
a consistent story about how it will work. The intellectual foundation for the
Obama Administration's fiscal stimulus package is predicated on old-school
theorising which ignores expectations and assumes zero interest rates in
perpetuity. More up to date models predict a much more modest outcome.

Foreign Policy
(http://www.aei.org/publications/filter.economic,publD.29559/pub _detail.asp)

The True Origins of This Financial Crisis
Peter Wallison (19 Feb 2009)

Government policy over many years, particularly the use of the Community
Reinvestment Act (CRA) and Fannie Mae and Freddie Mac to distort the
housing credit system—caused the current crisis. In 1995, the Clinton
Administration changed the way the CRA was enforced by requiring banks to
make a certain number of loans to low- and moderate-income borrowers and
requiring the use of "innovative or flexible" lending practices to do so. As a
result, the proportion of conventional mortgages issued fell relative to
subprime mortgages. This emphasis on aid to low- and moderate-income
borrowers also motivated Fannie Mae and Freddie Mac to slacken their
underwriting standards and purchase more subprime loans. This took market
share away from private-label issuers, increased demand for subprime loans
among members of the originator community, and drove up the value of
subprime mortgages, which reduced the risk premium that had previously
suppressed originations. The resulting additional mortgages account for the
weakness in bank assets, the principal underlying cause of the current
financial crisis. The tax deductibility of interest payments, as well as laws that
make it easy to both refinance a home and default when a home's value falls
below the mortgage value, also contributed to the crisis. Because government
policies caused the crisis, more government control over the economy is not
the solution.

American Enterprise Institute
(http://www.aei.org/publications/filter.economic,publD.29419/pub _detail.asp)




The TARP Trojan Horse
Ted Frank (17 Feb 2009)

A provision in the Troubled Asset Relief Programme allows the Treasury to
unilaterally amend contractual agreements with participants to comply with
changes in federal statutes. This gives Congress a blank cheque to influence
corporate decisions in pursuit of its political agenda. Regulations on corporate
pay show that such actions are likely.

American Enterprise Institute
(http://www.aei.org/publications/filter.economic,publD.29409/pub detail.asp)

The Second Coming of Keynes
Kevin A. Hassett (9 Feb 2009)

The Obama Administration's claims that economists have reached a
consensus supporting fiscal stimulus are false. In fact, most economists prior
to the current crisis agreed that government stabilisation should take the form
of monetary policy. There is very little empirical support for Obama's fiscal
stimulus. It will likely provide a small boost at an enormous cost.

American Enterprise Institute
(http://www.aei.org/publications/filter.economic,publD.29359/pub _detail.asp)

Is Deregulation to Blame?
Josh Eboch (28 Jan 2009)

Deregulation did not cause the financial crisis. The Gramm-Leach-Bliley Act,
which repealed the Glass-Steagall Act, did not cause any deregulation.
Furthermore, none of the investment banks that received a bailout in 2008
would have been in violation of Glass-Steagall. Instead of deregulation, the
politicisation of the housing market played a major role in propagating the
current crisis.

American Enterprise Institute
(http://www.american.com/archive/2009/is-deregulation-to-blame)

The Lesson from the Crisis: Regulations Are Worthless
Kevin A. Hassett (28 Jan 2009)

We are at a turning point where the world's citizens are fundamentally
reassessing their commitment to capitalism. However, the evidence doesn't
suggest that capitalism is responsible for the crisis. The U.S. real estate
market, which many argue ignited the financial crisis, is characterised by
excessive government intervention. If markets had been left to themselves,
then the dodgy loans that brought down the financial system would never
have been made. Furthermore, no economic system can successfully replace
capitalism. Although no country has escaped recent economic turmoil



unscathed, an international comparison of stock market performances shows
that countries that were economically free (like Canada) have fared much
better on average than more regulated economies (like the Netherlands). The
crisis only shows that regulation is worthless.

American Enterprise Institute
(http://www.aei.org/publications/filter.economic,publD.29287/pub detail.asp)

Most Pundits Are Wrong about the Bubble
Charles Calomiris (18 Oct 2008)

The financial crisis is not a result of deregulation or a small government
mentality. The Bush years saw enormous growth in spending and
entitlements. Financial deregulation actually improved market stability during
the crisis through, for example, allowing commercial and investment banks to
merge. And, deregulation never changed banks' ability to offer subprime loans
or deal in swaps. The crisis is actually a result of loose monetary policy,
government subsidies for leverage in real estate, and errors made by the
public and private sector, including flaws in prudential regulation.

American Enterprise Institute
(http://www.aei.org/publications/publD.28800filter.all/pub_detail.asp)

Another "Deregulation” Myth
Charles Calomiris (18 Oct 2008)

The 2004 change in Security and Exchange Commission net capital rules, a
result of the application of Basel Il rules to investment banks, is not an
example of deregulation. The switch to Basel Il rules—a product of additional
regulations—made AAA-rated mortgage-backed securities appear almost as
safe as cash. This regulation contributed to the financial crisis.

American Enterprise Institute
(http://www.aei.org/publications/publD.28801 filter.all/pub_detail.asp)

Investment Bank Regulation
Peter Wallison (6 October 2008)

Calling for more regulation as a solution to the financial crisis is simplistic.
Regulation's track record is ambiguous. The fact that investment banks took
increasing risks every year from the time they came under SEC supervision
shows how regulation creates moral hazard. Even the strong regulation of
commercial banks under the Federal Deposit Insurance Corporation
Improvement Act did not prevent the failure of banks like IndyMac,
Washington Mutual, and Wachovia.

American Enterprise Institute
(http://www.aei.org/publications/publD.28735/pub_detail.asp)




Secretary Paulson’s Double-Dog Dare
Vincent Reinhart (18 Sept 2008)

The uncertainty regarding which firms the Treasury will bailout distorts market
incentives in two ways. First, financial firms have an incentive to postpone
cleaning up their balance sheets. Second, speculators can make big money
accurately predicting which firms will receive a bailout.

American Enterprise Institute
(http://www.american.com/archive/2008/september-09-08/secretary-paulson2019s-double-

dog-dare)
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American Institute for Economic Research

$8 Trillion Price Tag for the Government Bailouts
Walker Todd (4 March 2009)

Todd compiles a table listing all federal bailout commitments and estimates a
total cost of government bailouts of over $8 trillion.

American Institute of Economic Research
(http://www.aier.org/research/commentaries/1230-8-trillion-price-tag-for-the-government-
bailouts)

Who Will Fund Obama's Stimulus Spending?
Richard Ebeling (6 Feb 2009)

Funding the fiscal stimulus package and many bailouts will force the U.S.
government further into debt. Rising debt harms the long-term economic
outlook. Foreign lenders’ willingness to buy large amounts of U.S. debt will not
continue—E.U. nations will spend billions on their own recovery programmes,
low oil prices are reducing oil exporters' trade surpluses, and falling global
demand is decreasing China's export revenues. As a result, new bank lending
will be necessary to cover the government's expenditures, decreasing
financing for private sector investment and employment creation. Massive
government borrowing will also put upward pressures on interest rates. If the
Federal Reserve counters this with monetary expansion, it sets the stage for
worsening price inflation and a new unsustainable investment boom.

American Institute for Economic Research
(http://www.aier.org/research/commentaries/1105-will-foreigners-bailout-obamas-stimulus-

spending)

Obama's Costly Government Experiment
Richard Ebeling (30 Jan 2009)

President Obama’s fiscal stimulus package is a spending programme of
historical magnitude. If the package were thought of as a separate country, its
size would make it the 15™ largest economy in the world. If the package
achieves its goal of creating four million jobs, it would spend more than
$100,000 dollar per worker, twice U.S. median household income in 2007.
Including the bank bailout package, the cost of recent government attempts to
spur economic recovery imposes a burden of $10,700 on each taxpayer.

American Institute for Economic Research
(http://www.aier.org/research/commentaries/1060-obamas-costly-government-experiment)
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Government Stimulus Means Growing Federal Debt Burdens to Come
Richard Ebeling (14 Jan 2009)

Including Obama'’s fiscal stimulus package, the government's total debt is
likely to rise 30% during Obama's first term in office. This borrowing trades off
with more efficient private investment.

American Institute for Economic Research

(http://www.aier.org/research/commentaries/1002-government-stimulus-means-growing-
federal-debt-burdens-to-come)

The Financial Crisis and Business Loans: The "Credit Crunch" That Isn't
Richard Ebeling (5 January 2009)

The data do not support the conclusion that financial markets have ground to
a halt due to a credit crunch—Ilending and borrowing have continued to grow
in the U.S. throughout 2008. Commercial and industrial loans were growing
rapidly well into early 2008, and, even as the credit crunch supposedly set in,
commercial and industrial lending continued to increase at monthly rates
around 13 to 15 percent from a year earlier. The current credit “crisis” has
really taken the form of a decrease in the rate of increase of business lending,
as banks have raised their standards for credit worthiness. Business loans for
viable commercial and industrial enterprises have remained available.

American Institute for Economic Research
(http://www.aier.org/research/commentaries/971-the-financial-crisis-and-business-loans-the-
qcredit-crunchg-that-isnt)

The Financial Bubble Was Created by Central Bank Policy
Richard Ebeling (5 Nov 2008)

The ballooning housing market and the rising stock market of the past decade
would have been impossible if not for the easy money policy of the Federal
Reserve. Over the last 10 years, the rate of monetary expansion has been
explosive—far in excess of any amount required to facilitate the transactions
of an expanding economy. Between 2001 and 2005, the Federal Funds rate
was either negative or well below 2 percent in real terms. It was not
unpredictable to know that this easy monetary policy and low interest rates
would create an unsustainable boom.

American Institute for Economic Research
(http://www.aier.org/research/commentaries/667-the-financial-bubble-was-created-by-central-

bank-policy)
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A Shotgun Wedding — Big Government in the Banking Business
Richard Ebeling (17 Oct 2008)

The Treasury's virtually coerced equity purchases in nine banks threaten
financial capitalism in the U.S. Financial capital is the life blood of any market
economy. A competitive, profit-driven financial sector is crucial to any society
becoming increasingly wealthy. As a result of nationalisation, political motives
will inevitably replace profit motives in determining banks' investment
decisions. This translates into investment decisions that do not meet the
market test of profitability.

American Institute for Economic Research
(http://www.aier.org/research/commentaries/636-a-shotgun-wedding-big-government-in-the-
banking-business)

Bailouts and Political Hubris
Richard Ebeling (14 Oct 2008)

The financial crisis is the result of years of government intervention and
monetary mismanagement. The problem has not been caused by
deregulation or a hands-off laissez-faire approach to the banking industry or
the housing market. Fannie Mae and Freddie Mac atrtificially stimulated home
buying at non-market rates of interest and sub-market credit worthiness. The
Federal Reserve also massively increased the money supply and pushed
interest rates near to zero. The Fed and Treasury cannot possibly know how
to stabilise the market when they created the current instability.

American Institute for Economic Research
(http://www.aier.org/research/beyond-the-numbers/628-bailouts-and-political-hubris)
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Austrian Economists

This Isn't Socialism We Are Heading To, But It May Very Well Be the
Other 20th Century "ism"
Peter Boettke (24 Feb 2009)

Bank bailouts are moving the U.S. to some sort of mixed ownership economy,
where resources are retained in some private hands, but also the public hand
is deep in control. We are turning over control of our economic life to the state
as they did in Nazi Germany in the 1930s, and the loss of our economic
freedoms does entail an effective loss of political freedoms.

Austrian Economists
(http://austrianeconomists.typepad.com/weblog/2009/02/this-isnt-socialism-we-are-heading-
to-but-it-may-very-well-be-the-other-20th-century-ism.html)

Here is a Tip to Policy Makers: Don't Bail Out Insolvent Banks Ever
Again
Peter Boettke (3 Feb 2009)

Bailouts simply do not work—bank lending has stalled despite the large sums
of cash provided to recapitalise banks. Insolvent banks have used their funds
to stay afloat and cover bad decisions, not to lend and fuel investment. The
government is subsidising bad decision making. Keynesian policy responses
are preventing private actors from making the correct adjustments to the new
economic realities. These adjustments are necessary to bring into alignment
saving and investment in a prudent and productive manner.

Austrian Economists
(http://austrianeconomists.typepad.com/weblog/2009/02/here-is-a-tip-to-policy-makers-dont-
bail-out-insolvent-banks-ever-again.html)

Stimulus or Carpe Diem? The New Deal Wasn't a Stimulus Package
Either
Steve Horwitz (26 January 2009)

The stimulus bill reflects the fact that Congress sees the current crisis as an
opportunity to enact a whole variety of programmes to expand the size of
government. Many of these programmes have no serious economic
justification. The proposal is the current majority's attempt to do exactly what
the Bush Administration following the September 11™ attacks, which is to use
fear and crisis to pass programmes that will curtail freedom, and to do so with
the minimum of serious debate possible.

Austrian Economists
(http://austrianeconomists.typepad.com/weblog/2009/01/stimulus-or-carpe-diem-the-new-
deal-wasnt-a-stimulus-package-either.html)
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Becker-Posner Blog

On the Obama Mortgage Plan
Gary Becker (1 March 2009)

Obama's mortgage relief plan encourages new housing construction by
keeping interest rates low for middle class families taking out new mortgages
and increases subprime mortgages by giving lenders financial incentives to
reduce interest rates to subprime borrowers. These steps to prevent the
downsizing of the housing market are not justified. In light of fiscal stimulus
and bailouts, spending on a complicated housing programme is unjustified.
And increasing Fannie Mae and Freddie Mac's stake in the housing market is
counterproductive when they contributed to excessive subprime lending in the
first place. Instead, the government should make it easier for mortgage
originators to restructure failing mortgages that have been sold to mortgage-
backed securities.

Becker-Posner Blog
(http://www.becker-posner-blog.com/archives/2009/03/on_the obama mo.html)

Pay Controls Do Not Work at Any Level
Gary Becker (8 Feb 2009)

Wage controls, like those the government is imposing on top executives at
banks that received bailout money, never work. Pay caps will encourage
companies to hire lawyers and accountants to find loopholes in the caps. They
will also prevent banks from attracting executives that can bring them out of
insolvency while locking in failing executives.

Becker-Posner Blog
(http://www.becker-posner-blog.com/archives/2009/02/pay controls do.html)

Infrastructure in a Stimulus Package
Gary Becker (18 Jan 2009)

The infrastructure spending in Obama's fiscal stimulus package will draw
labour and capital away from other, more productive activities. First, the
proposal's spending will increase employment in sectors unaffected by the
current recession. Because unemployment is low in these sectors, new jobs
must come from outside the sector. Second, the new spending will be
inefficient. The plan's goal of stimulating employment and output to reduce the
severity of the recession contradicts the need to support projects which add
the most value to the economy. Special interest lobbying will compound this
effect.

Becker-Posner Blog
(http://www.becker-posner-blog.com/archives/2009/01/infrastructure 2.html)
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On the Obama Stimulus Plan
Gary Becker (11 Jan 2009)

The Obama Administration overestimates the decline in unemployment that
will result from its stimulus package. Because the programmes are hastily
being put together, they will likely contain many inefficiencies. And, it is
impossible to target effective spending programmes that only utilise
unemployed workers or underemployed capital. Crowding out more efficient
private activities will negate the package's benefits.

Moreover, the evidence that produced a so-called conversion of economists to
Keynesianism is dubious. The 1981-82 recession produced a peak
unemployment rate of about 10.5% in the U.S. Unemployment as a result of
the current crisis is projected to reach 9% in 2010.

Becker-Posner Blog
(http://www.becker-posner-blog.com/archives/2009/01/on_the obama st.html)

Why Bankruptcy is the Best Solution for American Auto Companies
Gary Becker (14 Dec 2008)

Bankruptcy is a better option for auto companies than a government bailout.
First, the disruptive effects of bankruptcy on their production would help them
bring production levels in line with reduced demand. Second, bankruptcy
would give consumers more confidence in their warranties if they thought that
auto manufacturers would emerge from bankruptcy with better labour
conditions and reduced debt. And even if American car manufacturers
liquidate, the overall impact on unemployment will be small. Demand will shift
to the closest substitutes—foreign-owned car companies manufacturing in the
United States (increasing employment for autoworkers).

Becker-Posner Blog
(http://www.becker-posner-blog.com/archives/2008/12/why bankruptcy.html)

The Future of Free Market Conservatism
Gary Becker (30 Nov 2008)

Obama's victory was not a referendum on free market policies. Voters simply
desire greater regulation of the financial sector—not the end of free markets.
Reflecting this is the fact that the economists Obama has appointed to top
positions accept the importance of competition and free markets. Some
beneficial regulatory improvements include: greater capital requirements for
all financial institutions, greater transparency in the information financial
institutions provide about their assets, and full privatisation for Fannie Mae
and Freddie Mac.

Becker-Posner Blog
(http://www.becker-posner-blog.com/archives/2008/11/the future of f.html)
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Bail Out the Big Three Auto Producers? Not a Good Idea
Gary Becker (16 Nov 2008)

For American consumers and taxpayers, bankruptcy of the American auto
manufacturers is better than a bailout. Their main problem stems from overly
generous settlements with the United Auto Workers. Bankruptcy would solve
this problem by abrogating the automakers' union contracts. The success of
foreign-owned factories in the U.S. shows that American workers can
profitably manufacture cars in the absence of onerous union obligations.

Becker-Posner Blog
(http://www.becker-posner-blog.com/archives/2008/11/bail out the bi.html)

Do Depressions Have a Silver Lining?
Richard Posner (9 Nov 2008)

A depression allows businesses to reduce slack, increasing how efficiently
they use labour and capital inputs. When the depression ends, firms will have
lower average costs. Depressions can also improve efficiency in government
as bureaucrats, faced with less tax revenue, must deliver public services with
reduced budgets. Finally, the current drop in consumption offsets prior,
abnormal levels of consumption and provides the financial sector an
opportunity to learn from its mistakes.

The Becker-Posner Blog
(http://www.becker-posner-blog.com/archives/2008/11/do_depressions.html)

Is the Goose that Laid the Golden Eggs Severely Wounded?
Gary Becker (19 Oct 2008)

Trends towards open competition will continue as long as the current crisis
does not develop into a major depression. Governments will not place even a
severe recession in the context of trends towards freer markets during the
past 40 years. Even a few years of declining GDP and high unemployment will
not overshadow the remarkable economic achievements of past decades.
However, regulations on financial institutions will likely increase. If a
depression does spur policies to reduce competition, middle class families will
be hurt the most.

Becker-Posner Blog
(http://www.becker-posner-blog.com/archives/2008/10/is_the goose th.html)
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Government Equity in Private Companies: A Bad Idea
Gary Becker (5 Oct 2008)

Becker opposes government equity stakes in financial institutions. They do
not solve the problem of overpaying for illiquid assets (mortgage securities).
Because the government can hold these assets until maturity, they may not
lose if they pay banks too much for them. In fact, a well-run auction would
induce sellers to reveal the assets' real worth.

Taking an equity interest in private companies inevitably leads to government
involvement in business decisions, involvement of a political rather than
economic nature. Attempts to impose salary caps prove this point. Other
potential areas where the government might use its equity stake to influence
business decisions include preventing layoffs and offshoring.

Becker-Posner Blog
(http://www.becker-posner-blog.com/archives/2008/10/government_equi.html)

The Crisis of Global Capitalism?
Gary Becker (21 Sept 2008)

The financial crisis is not the final crisis of global capitalism—sizable world
economic growth will resume under a mainly capitalist world economy.
Government intervention to bailout banks was necessary to avoid a major
short-term collapse of the financial system, but future moral hazards created
by the bailout are worrisome. The bailout's protection of bondholders will shift
future financing away from equity investments. And the full insurance of
money market funds incentivizes greater risk taking. Restrictions on short-
selling suppress market information. In the future, Fannie Mae and Freddie
Mac must be privatised, and financial regulations that reduce market
efficiency must be avoided.

Becker-Posner Blog
(http://www.becker-posner-blog.com/archives/2008/09/the crisis_of g.html)
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Casey Mulligan’s Blog

Desperate Times May Lead to Shameful Measures
Casey Mulligan (23 March 2009)

Economic crises can create an excuse for shameful and discriminatory
policies, like the barring of married women from some jobs during the Great
Depression. The Employ American Workers Act in the fiscal stimulus bill
shows that we face the same risk today. Job creation is not zero-sum.
Perhaps hiring skilled foreign-born workers might harm particular groups in
the short run, but economics recognizes that on the whole international trade
and migration create opportunities for Americans.

New York Times
(http://caseymulligan.blogspot.com/2009/03/desparate-times-may-lead-to-shameful.html)

The False Alarm of 2008 Continues
Casey Mulligan (16 Feb 2009)

The current recession is not bad enough to justify massive government
bailouts and stimulus. For example, the TARP package amounts to spending
$2300 per American in response to a decline in spending of $120 per
American. The Obama Administration is exaggerating the recession in order
to justify more government spending.

Casey Mulligan's Blog
(http://caseymulligan.blogspot.com/2009/02/false-alarm-of-2008-continues.html)

Nonexistent WMD V: Industrial Production and Capacity Utilization
Casey Mulligan (12 Jan 2009)

Warnings that an economic disaster would result from failing to inject banks
with capital were false. The height of the credit crunch occurred in the middle
of September, 2008, following Lehman Brothers' bankruptcy. However, banks
did not begin receiving money from the Treasury pursuant to TARP until the
end of October. According to the logic of bailout supporters, the economy
should have suffered terribly in October. However, industrial production and
capital utilisation figures for October do not bear this out.

Casey Mulligan’s Blog
(http://caseymulligan.blogspot.com/2009/01/nonexistent-wmd-iv-industrial.html)
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October Hysteria in Hindsight
Casey Mulligan (7 Jan 2009)

TARP was not necessary to prevent a collapse in payroll spending. Between
the height of the credit crunch in mid-September to the time when bailout
funds were actually disbursed in October, payroll spending was virtually
unaffected. The same aggregate payroll was paid out in October and
November as was paid out during the two prior months.

Economix Blog
(http://economix.blogs.nytimes.com/2009/01/07/october-hysteria-in-
hindsight/?pagemode=print)

Is the Treasury Impotent?
Casey Mulligan (Nov 2008)

The Treasury's plan to recapitalise banks will reduce private capitalisation,
with little net effect on the overall capitalisation of the industry. Private capital
is available for banks. Even if they cannot attract capital on their own, their
inaction creates investment opportunities for other institutions. Treasury
capital crowds out this private capital. Banks can also neutralise Treasury
money by increasing dividends or purchasing shares of another bank on the
open market. To prevent such loopholes, the Treasury will have to increase its
role in micro-managing the way banks spend bailout money. And even if the
Treasury can prevent this, net investment will remain unchanged as
businesses that would otherwise cut dividends to finance projects use
Treasury-backed financing instead.

The Economists' Voice
(http://www.bepress.com/ev/vol5/iss7/art4/)

Query to New Keynesians -- What do You Have Against the DOJ?
Casey Mulligan (14 Oct 2008)

Treasury purchases of bank equity will be neutralised by private sector
transactions in the opposite direction. Taxpayers will recognise that the
Treasury has invested more in bank stocks on their behalf and will reduce
their holdings of bank stocks by the same amount the Treasury has increased
them. Modifications of this model to make it more realistic do not refute its
basic claim. If taxpayer portfolio decisions are at a corner solution, banks will
use Treasury money to buy back bank shares from the public. If regulations
prevent repurchasing, the Treasury plan will likely reallocate capital from new
entrants to the banking industry towards existing, struggling banks. Overall,
each Treasury dollar spent on bank equity will reduce private ownership of
bank equity by some multiple.

Casey Mulligan's Blog
(http://caseymulligan.blogspot.com/2008/10/query-to-new-keynesians-what-do-you.html)
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Professor Barro - Where Are You?!
Casey Mulligan (11 Oct 2008)

Treasury capitalisation would recapitalise the banking industry much less than
each dollar expended by the Treasury. Taxpayers will recognise that the
Treasury has invested more in bank stocks, and has implicitly done so on their
behalf. The taxpayers will reap the gains and pay the losses of those
investments. As a result, taxpayers will attempt to reduce their holdings of
bank stocks by the same amount that the Treasury increased them. At best,
the Treasury plan reallocates capital away from new entrants to the banking
industry and toward existing, struggling banks. The unknown incidence of
future taxes only increases taxpayer exposure to bank stock risk, which might
cause them to reduce their bank industry investments more than the Treasury
increases them.

Casey Mulligan’s Blog
(http://caseymulligan.blogspot.com/2008/10/profesor-barro-where-are-you.html)

Mr. Paulson, There’s Still Time to Return Your Grinch Costume
Casey Mulligan (6 Oct 2008)

The Treasury's plan to purchase troubled assets will fail for the following
reasons. The $700 billion authorisation is small relative to aggregate financial
market activity. The Treasury's plan is not designed to stop the reduction in
prices of houses and other real capital that collateralise many of the assets of
trouble banks. Bankruptcy proceedings serve the same purpose of realigning
financial institutions' balance sheets. The deadweight costs of taxes will
outweigh the benefits of a bailout. Each dollar spent on troubled assets likely
creates additional deadweight costs by increasing the supply of troubled
assets. Financial market performance has little correlation with the real
economy. New entry into the banking industry can resolve the banking crisis.
And, the market traditionally absorbs and dissipates shocks rather than
magnifying them.

Casey Mulligan's Blog
(http://caseymulligan.blogspot.com/2008/10/mr-paulson-theres-still-time-to-return.html)
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Cato Institute

Did the Fed Cause the Housing Bubble?
Gerald O'Driscoll (27 March 2009)

The Federal Reserve helped cause the housing crisis. While the Fed only
determines the overnight, federal-funds rate, movements in that rate influence
mortgage rates. Furthermore, the use of one-year adjustable-rate mortgages
in the post-2002 period meant short-term interest rates had a significant effect
on mortgage rates. The data do not support the alternative explanation of a
global savings excess. In addition to causing the crisis, Fed and Treasury
attempts to help banks through supplying liquidity rather than addressing their
capital-impairment have worsened the crisis.

Cato Institute
(http://www.cato.org/pub display.php?pub id=10074)

Government Jobs Don't Cure Depression
Jim Powell (23 March 2009)

Increasing the number of government funded projects does nothing to revive
the private sector because of the depressing effect of the taxes required to
pay for government jobs. Studies of the economic effects of the New Deal
illustrate this effect. In fact, a market led recovery beginning in 1933 would
have revived the economy much faster than the New Deal did.

Cato Institute
(http://www.cato.org/pub display.php?pub id=10063)

Financial Crisis and Public Policy
Jagadeesh Gokhale (23 March 2009)

An oil price spike and a wealth shock in housing initiated the financial crisis.
Declines in stock values are intensifying that shock, threatening to deepen the
current recession as consumers and investors cut their expenditures. An
offsetting wealth injection from additional risk-bearing investors could initiate a
quicker recovery. Bailouts are an attempt to compel future taxpayers to join
this group of risk-bearing investors. However, the bailout is poorly designed
and its implementation appears panicky, heightening market uncertainty.
Worse, current interventions could become permanent, harming the nation's
long-term economic prospects. With or without bailouts, the ongoing recession
is likely to be deep and long. Further bailouts create a host of bad incentives
and further increase the debt burden on future generations.

Cato Institute
(http://www.cato.org/pub _display.php?pub id=10066)
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On the Crisis
Steve H. Hanke (16 March 2009)

Doctored accounts and fallacies are playing a large role in the policy
discourse surrounding the current financial crisis. This is evident in central
bankers' defence of their loose monetary policies, which are the primary
cause of the boom-bust cycle. In its attempt to create price stability, the
Federal Reserve created an imbalance between savings and investment
through artificially low interest rates. Simply put, this is the lesson of the
Austrian critique of central banking. Despite popular opinion, market forces
must be allowed to lead the economic recovery.

Cato Institute
(http://www.cato.org/pub _display.php?pub id=10047)

Obama Taking Advantage of the Crisis
Will Wilkinson (11 March 2009)

The Obama Administration is using the crisis as an opportunity to advance the
size of government. He is pushing policies like a cap and trade carbon permit
system, health care reform, and subsidies for green technology. However, this
push distracts from addressing the root of the crisis. Obama is taking his eye
off of the ball.

Cato Institute
(http://www.cato.org/pub _display.php?pub id=10036)

Is Capitalism Dead? Yes
Alan Reynolds (11 March 2009)

The U.S. is drifting towards socialism, even under the narrowest definition of
the word (government ownership of business). Like other socialist projects,
TARP has been a disaster. Public capital simply displaced private capital,
leaving taxpayers holding the bag. This trend continued in the automaker
bailouts. The more we drift toward a socialist/fascist state, with the
government grabbing a larger share of our dwindling GDP, the more we allow
government bureaucrats to decide who shall produce what for whom. Such
power is inherently corrupting. The results are always bad.

Cato Institute
(http://www.cato.org/pub _display.php?pub id=10042)

Ease up on the Gas Pedal, Bernanke!
David C. Rose and Lawrence H. White (10 March 2009)

According to U.S. Bureau of Labour Statistics data, inflation is reigniting. This

rise is due to a more than doubling of the monetary base. In its attempt to
avoid a fall in the size of the monetary base, the Federal Reserve has erred
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strongly on the side of monetary overexpansion. However, today's money
stock is not collapsing. While asset prices have fallen, the prices of consumer
goods and services have not. The decline of asset prices represents the
correction of a relative price distortion. Allowing this correction to continue is
vital. Trying to soften it with monetary expansion will lead to rapid inflation.

Cato Institute
(http://www.cato.org/pub _display.php?pub id=10033)

How Big Government Infrastructure Projects Go Wrong
Jim Powell (2 March 2009)

The fiscal stimulus bill is a down payment on a second New Deal, which will
lead to new, extensive government programmes. The dangers of such
programmes are evident in the case of the Tennessee Valley Authority. A
Roosevelt-era infrastructure programme to build dams and hydroelectric
power plants in the Tennessee River Valley, the TVA created no new wealth
to remedy the Great Depression. Moreover, economic growth in the
Tennessee Valley, even decades after the TVA's founding, increasingly
lagged behind non-TVA southern regions. Despite its poor performance, the
TVA received government subsidies for more than 60 years, and it still enjoys
special tax privileges today. The TVA is how a politically unstoppable special
interest.

Cato Institute
(http://www.cato.org/pub _display.php?pub id=10019)

Stop the Bailouts
William Poole (28 Feb 2009)

The self-correcting nature of markets will ultimately lead to economic
recovery, but government policy is damaging the economy's prospects. Any
stimulative effect of spending is offset by anticipated higher taxes. Forays into
corporate management will delay recovery. And attempts at mortgage reform
will cause banks to limit lending.

Cato Institute
(http://www.cato.org/pub display.php?pub id=10018)

The Problem With 'Nationalization'
Gerald O'Driscoll (23 Feb 2009)

Support for bank nationalisation coming from such unlikely sources as Alan
Greenspan is the kind of pragmatism that leads to socialism. Unfortunately,
there are no strictly free market solutions. The government has already
entangled the taxpayer in financial institutions through measures like deposit
insurance. Optimally, the government should follow the least-cost method for
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the taxpayer of resolving large bank failures. In principle, this does not
exclude nationalisation, but the current politicisation of bailouts ensures that
such measures will be counterproductive. Ways must be found to extricate
banks from the government's embrace.

Cato Institute
(http://www.cato.org/pub display.php?pub id=9996)

The Foreclosure Five
Alan Reynolds (21 Feb 2009)

President Obama's plan to stem foreclosures falsely assumes that falling
house prices are a national phenomenon. Foreclosures are highly
concentrated in five states—California, Nevada, Arizona, Florida and
Michigan. A federal plan will penalise every state to aid mostly just these five.

Cato Institute
(http://www.cato.org/pub _display.php?pub id=9994)

The Self-Defeating Stimulus
Will Wilkinson (20 Feb 2009)

The fiscal stimulus bill lacks support from prominent economists. There is a
large risk that the bill will replace an entrepreneurial economy with a lobbying
economy. Most of the stimulus money will be distributed based on personal
connections rather than viability and innovation. Moreover, such large
intervention tends to unsettle consumers and investors rather than increase
confidence.

Cato Institute
(http://www.cato.org/pub _display.php?pub id=9991)

Assessing the President's Mortgage Plan
Alan Reynolds (19 Feb 2009)

President Obama's mortgage-relief plan is problematic. Allowing judges to
rewrite mortgage contracts would dilute the collateral behind mortgage-
backed securities, further jeopardising bank capital. Subsidising mortgage
payment reductions to 31% of pretax income will redistribute wealth based on
debt rather than income. As demand for these subsidies rises above what the
government is willing to fund, it will have to devise an arbitrary system to
decide who receives aid. Finally, investing more in Fannie Mae and Freddie
Mac so they purchase more mortgages will make them even less solvent.

Cato Institute
(http://www.cato.org/pub _display.php?pub id=9988)
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Is the Stimulus a Bad Investment?
Michael F. Cannon (19 Feb 2009)

The stimulus bill will be ineffective. Two-thirds of the bill's spending will not
occur until 2010 and later, when many economists predict the economy will
resume growth. Most of the spending does not pass the cost-benefit test
either. This is evident in the detailed health care measures supported in the
bill.

Cato Institute
(http://www.cato.org/pub display.php?pub id=9990)

On the Dole Again
Michael D. Tanner (13 Feb 2009)

The fiscal stimulus bill will undo the Clinton-era welfare reform measures. The bill
includes an emergency fund to help states pay for added welfare recipients, with
the federal government paying 80% of the additional costs. Therefore, the bill
rewards states for increasing caseloads. States that succeed in getting people off
welfare would lose the opportunity for increased federal funding. And states that
make it easier to stay on welfare would get rewarded with more federal money. In
conjunction with additional funding for food-stamps and Medicaid, the fiscal
stimulus bill will increase welfare dependency.

Cato Institute
(http://www.cato.org/pub display.php?pub id=9976)

Obama's Shock Doctrine
David Boaz (12 Feb 2009)

President Obama is using economic crisis rhetoric to seize new powers over
the economy. His Administration is Naomi Klein's Shock Doctrine in reverse.
Left-liberals have been waiting in anticipation of a Democratic administration
coming to power at a time when the public might be frightened into accepting
more government intervention than it normally would.

Cato Institute
(http://www.cato.org/pub display.php?pub id=9977)

A Plan to Kill Banks
Alan Reynolds (11 Feb 2009)

Cuts in bank lending have not caused the recession. A report by the
Minneapolis Fed in October suggests that bank lending and sales of
nonfinancial commercial paper have not declined significantly. Despite this
evidence, the Treasury's new bailout plan continues to push banks to make
more loans to over-indebted consumers, homeowners and firms. Under the

26



new and old TARP schemes, the mere threat of incremental nationalisation of
banks and insurance companies discourages private capital. Shareholders
reduce holdings when they anticipate government intervention, decreasing
stock prices and worsening banks' capital cushions.

Cato Institute
(http://www.cato.org/pub display.php?pub id=9970)

The Truth about Those Bonus Billions
Alan Reynolds (10 Feb 2009)

The statistic that Wall Street issued $18.4 billion in bonuses in 2008 is bogus.
The figure includes a broad range of firms, of whose revenue investment
banking and securities dealing comprise only 31.6% percent. The political
backlash against these supposedly high bonuses is, therefore, unfounded.

Cato Institute
(http://www.cato.org/pub _display.php?pub id=9969)

To Cut Government Purse Strings, Just Say No
David Boaz (9 Feb 2009)

The government is using bailout money to impose rules on private
organisations. Taxpayer money has never come without strings attached. The
solution to this problem is to reduce the government's role in society. As long
as the government continues to hand out funds, businesses that want to
operate freely must refuse government money.

Cato Institute
(http://www.cato.org/pub display.php?pub id=9966)

Spending is not Stimulus: Bigger Government Did Not Work for Bush,
and it Will Not Work for Obama
Daniel Mitchell (February 2009)

Government spending is a burden on the economy. Whether financed by debt
or taxes, it requires a transfer of money from the productive sector of the
economy. And most forms of government spending misallocate labour and
capital, causing more economic damage. Empirical evidence also indicates
that the stimulus package will be ineffective. New Deal policies extended the
Great Depression by seven years. Fiscal stimulus pursued by Gerald Ford,
George Bush, and Japan also support this conclusion.

Cato Institute
(http://www.cato.org/pubs/tbb/tbb 0209-53.pdf)
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Turning the Economy over to Politicians
David Boaz (29 Jan 2009)

Bailouts grow the size of government, which inevitably means more lobbying
from special-interests. This effect is evident in many obscure provisions in
TARP, as well as in the lobbying frenzy to access bailout money. The fiscal
stimulus bill has encouraged even more lobbying. Political influence, not
economics, will determine the provision of funds.

Cato Institute
(http://www.cato.org/pub display.php?pub id=9920)

Barack Obama's Keynesian Mistake
Ike Brannon and Chris Edwards (29 Jan 2009)

The fiscal stimulus bill, and the revival of old-fashioned Keynesianism to justify
it, stems more from political expediency than modern economic theory. The
dominance of Keynesianism ended in the 1970’s. Government spending and
deficits ballooned, but the result was higher inflation, not lower unemployment.
These events, and the rise in monetarism, ended the belief in an
unemployment-inflation trade-off. Rational expectations theorists further
debunked Keynesian analysis. People know that a Keynesian-style stimulus
might lead to higher inflation, and so they will adjust their behaviour
accordingly, which has the effect of nullifying the stimulus plan. Many top
macroeconomists who have reworked the Keynesian models are also critical
of the plan, including Harvard University's Greg Mankiw and Stanford
University's John Taylor. Even if a government stimulus were a good idea,
policymakers probably would implement it incorrectly. U.S. history reveals that
past stimulus actions have been too ill-timed or ill-suited to have actually
helped.

Cato Institute
(http://www.cato.org/pub_display.php?pub id=9931)

We Can't Spend Our Way out of This Quagmire
Lawrence White and David Rose (21 Jan 2009)

The ultimate cause of the financial crisis was the bursting of a real estate bubble
made possible by excessive money growth. The Fed began expanding the money
supply in 2001, resulting in record low interest rates. Had the Fed not done so, the
increased demand for credit resulting from deficit spending and the increased
demand for real estate would have pushed up interest rates, thwarting the artificial
inflation of asset prices. This excessive spending problem cannot be solved with
more government spending. Asset prices must be allowed to fall to levels that
accurately reflect what the economy can produce.

Cato Institute
(http://www.cato.org/pub _display.php?pub id=9901)
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Making Work, Destroying Wealth
David Boaz (12 Jan 2009)

Keynesian spending to boost employment does not create real wealth—it only
shifts existing resources to different uses. Government spending based on
taxes trades off with more efficient private sector spending, and the higher tax
rates will discourage work and investment. If the money is borrowed, it is
again simply transferred from market allocation to political allocation. And if
the money is simply created out of thin air on the balance sheets of the
Federal Reserve, then it will surely lead to inflation. Prolonging the process of
adjustment will turn a recession into a depression.

Cato Institute
(http://www.cato-at-liberty.org/2009/01/12/making-work-destroying-wealth/)

The Economy Needs a Shot in the Arm
Jim Powell (21 Dec 2008)

As economic stimulus, permanent, across-the-board tax cuts are more
effective than infrastructure spending. Infrastructure spending is temporary
and, because people base their spending habits on their anticipated stream of
income, will not boost consumer spending. Stimulus spending also distorts
local spending priorities. And, the government is typically careless and
inefficient with taxpayer money. Permanent tax cuts allow people to make
long term spending decisions. These decisions will lead to a more efficient
use of money than government spending would.

Cato Institute
(http://www.cato.org/pub _display.php?pub id=9860)

The Attack on Free Markets
James Dorn (7 Dec 2008)

The source of the financial crisis is mistaken government policies to satisfy
special interest groups, not private free markets. These policies include loose
monetary policy and government support for Fannie Mae and Freddie Mac.
Bailouts are a recipe for disaster—they undermine private property rights by
socialising risk while privatising profits. Before credibility can return to financial
markets, there must be a restoration of confidence in government as the
protector and guarantor of economic liberties.

Cato Institute
(http://www.cato.org/pub display.php?pub id=9829)
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The Fallacy That Government Creates Jobs
Daniel Mitchell (5 Dec 2008)

Keynesian theory overlooks the fact that the government cannot inject money
into the economy without first taking money out of the economy. Empirical
evidence shows that this spending does not prime the pump. Both Hoover and
Roosevelt dramatically increased spending without much effect on economic
growth. Keynesianism also failed in Japan during the 1990's. Government
instigated job creation takes resources away from more productive, cost-
effective uses in the private sector.

Cato Institute
(http://www.cato.org/pub display.php?pub id=9825)

What Is Economic Stimulus?
Richard Rahn (3 Dec 2008)

Direct government payments historically fail to bring about economic growth.
Government spending soared during the Great Depression, but the economy
did not recover until after World War II. Deficit spending increases over the
past eight years have also failed to boost GDP. The government can only
divert savings through bond sales for a limited time period before everyone is
worse off. To actually improve economic growth, the government should
address the misguided monetary policy and financial regulations which
caused the problem, cut the payroll tax, and avoid increasing the capital gains
tax.

Cato Institute
(http://www.cato.org/pub display.php?pub id=9816)

How Did We Get into this Financial Mess?
Lawrence White (18 Nov 2008)

The current recession is a result of poor government policies. Congress's
strengthening of the Community Reinvestment Act, the Federal Housing
Administration's loosening of down-payment standards, and the Department
of Housing and Urban Development's pressuring lenders to extend mortgages
to unqualified borrowers explain the growth of risky mortgages. Government
backing for Fannie Mae and Freddie Mac created moral hazard, and loose
monetary policy provided the credit that fuelled risky mortgages. Distorted
market incentives, not unfettered capitalism, caused the crisis. The case for
the traditional remedy for unprofitable firms—bankruptcy—is as strong as
ever. The most effective form of business regulation is regulation by profit and
loss. Likewise, the misguided government policies that caused the current
crisis must be dismantled.

Cato Institute
(http://www.cato.org/pub display.php?pub id=9788)
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To Prevent Bubbles, Restrain the Fed
Gerald O'Driscoll (17 Nov 2008)

To avoid the next asset bubble, a commodity standard must be imposed on
the Federal Reserve. Like it has done in the past, the Fed will concentrate too
long on countering deflationary forces. If their money stimulus effort kicks in at
the same time as fiscal stimulus and the recovery of market forces, another
unsustainable boom and bust is likely. A commodity standard would impose
discipline on the Fed, preventing asset bubbles from developing in the first
place.

Cato Institute
(http://www.cato.org/pub display.php?pub id=9790)

Say No to the Auto Bailout
Daniel Mitchell (13 Nov 2008)

A bailout would be bad for the long-term health of the American auto industry
and the American economy in general. It would put foreign automakers that
manufacture cars in the U.S. at a competitive disadvantage and prevent
American automakers from restructuring to achieve long-term viability. A
bailout will also misallocate resources by privileging special interest deal-
making over economic efficiency, encouraging other industries to seek
taxpayer handouts, and transferring wealth from poor taxpayers to rich
taxpayers.

Cato Institute
(http://www.cato.org/pub display.php?pub id=9787)

Banking Crises: Plus Ca Change
Steve Hanke (29 Oct 2008)

Organising the banking system to avoid the need for taxpayer bailouts
requires replacing the fractional-reserve system with a 100%-reserve system.
Merchant banks that do not accept deposits should be responsible for
generating credit. Market forces would discipline merchant banks, and,
without the creation of bank money, bank runs would come to a halt.

Cato Institute
(http://www.cato.org/pub display.php?pub id=9759)

Treasury Has No Authority to Coerce the Banks
William Poole (17 Oct 2008)

Allowing the Treasury to coerce banks into accepting capital infusions sets a

dangerous precedent. It opens the door to government attempts to direct
credit allocation. This will severely worsen the current crisis. The failures of
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Fannie Mae and Freddie Mac show the government's incompetence when it
comes to managing credit markets.

Cato Institute
(http://www.cato.org/pub display.php?pub id=9723)

Talking Down the Banking System and the FDIC
Vern McKinley (17 October 2008)

The Treasury and Federal Reserve's haphazard response to the financial
crisis is increasing anxiety regarding the banking system. In order to secure
authority for their policy solutions, they have undermined public confidence in
the banking system. Overall, making major legislative changes in times of
crisis leads to bad policy.

Cato Institute
(http://www.cato.org/pub display.php?pub id=9728)

How to Avoid the Next Housing Bubble
Daniel Mitchell (17 Oct 2008)

Government bailouts will worsen the financial crisis. They fail to address its
root cause—misguided policies that caused the housing bubble. These
policies include easy money from the Federal Reserve, subsidies form Fannie
Mae and Freddie Mac, and government-mandated lending to borrowers with
bad credit. Avoiding future housing bubbles requires reversing these policies.

Cato Institute
(http://www.cato.org/pub _display.php?pub id=9733)

Should Taxpayers Fund the American Dream?
Daniel Mitchell (13 Oct 2008)

Political decisions to boost home ownership caused the housing bubble. Such
policies included Federal Housing Administration home ownership subsidies
to low-income buyers, and traditional Fannie Mae and Freddie Mac subsidies.
As a result, people invested more money in real estate than was economically
efficient.

Cato Institute
(http://www.cato.org/pub _display.php?pub id=9715)

Regulators Cannot Avert the Next Crisis
Johan Norberg (7 Oct 2008)

Increasing regulation in response to the financial crisis will just give more
power to the people and institutions that contributed to bringing it about.
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Regulation cannot anticipate and prevent the next crisis—it just targets the
past mistakes which everybody already knows they must avoid. The only way
to avert a future crisis is to flexibly adapt to new conditions. Regulation that
locks in particular solutions or blocks others prevents this.

Cato Institute
(http://www.cato.org/pub display.php?pub id=9696)

Main Street vs. Wall Street
Arnold King (3 Oct 2008)

The financial sector bailout is nothing more than an assistance package for a
declining industry. The sector is bloated and needs to shrink. Furthermore, it

is unlikely that taxpayers could make a profit off the bailout. Mortgage-backed
securities can decrease dramatically in value but can appreciate very little.

Cato Institute
(http://www.cato.org/pub _display.php?pub id=9691)

The Bailout's Essential Brazenness
Jay Cochran (1 Oct 2008)

Government failures are responsible for the financial crisis. These failures
include the Security and Exchange Commission's increase of investment
banks' maximum permissible leverage from 12 times capital to 30 times
capital, the Federal Reserve's frequent rate cuts in response to slowdowns,
the SEC's use of the Nationally Recognised Statistical Rating Organisation
designation to shelter credit ratings agencies from competition, and the
special privileges afforded to government sponsored enterprises like Fannie
Mae and Freddie Mac. Bailouts grow the size of government, reinforcing the
problem which caused the crisis in the first place.

Cato Institute
(http://www.cato.org/pub display.php?pub id=9682)

Bank Loans Have Not 'Dried Up'
Alan Reynolds (1 Oct 2008)

Bank lending to businesses and consumers has not shrunk despite popular
opinion. Federal Reserve data on U.S. bank loans show that lending was
markedly higher in August 2008 than the year before. This did not change
substantially even as AIG received a government bailout. While large banks
have cut back lending, smaller banks have picked up the slack. And the
decline in interbank loans will not affect consumer and business loans.

Cato Institute
(http://www.cato.org/pub _display.php?pub id=9685)
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The D E Fs of the Financial Markets Crisis
Warren Coats (21 Sept 2008)

Financial institutions that have made too many mistakes should be efficiently
liquidated, not bailed out. In liquidation, shareholders bear the losses of their
mistakes, providing a very important market discipline for the future. Treasury
injections of taxpayer money to save institutions that made bad investment
decisions will destroy market discipline.

Additional regulations will also be counterproductive. In unregulated markets,
financial engineers are limited in the instruments they can create only by the
willingness of investors to buy them. This is an important constraint.
Regulators could not design better standards than the market can self-
impose. And, any regulation must ensure that market participants bear the
consequences of their actions—the market losses of careless lenders is the
strongest guarantee of more prudent behaviour in the future.

Cato Institute
(http://www.cato.org/pub display.php?pub id=9667)

Why Bailouts Scare Stocks
Alan Reynolds (18 Sept 2008)

Bailouts reduce market stability rather than increase it. The risk of forced
mergers or government takeovers artificially depresses the stock prices of
vulnerable firms because the Federal Reserve or Treasury's terms are
unfavourable to shareholders. Regulations such as capital standards and
mark-to-market accounting also contribute to volatility. More government
intervention is not the solution to the financial crisis.

The Cato Institute
(http://www.cato.org/pub _display.php?pub id=9650)

Too Few Regulations? No, Just Ineffective Ones
Tyler Cowen (23 Sept 2008)

Deregulation did not cause the financial crisis. Throughout the Bush
Presidency, banks have remained under heavy regulation. In fact, inflation-
adjusted expenditures for the regulation of finance and banking have risen
43.5 percent from 1990 to 2008. These regulations made the problem worse.
Regulators will never be in a position to accurately evaluate or second-guess
many of the most important market transactions. Instead, regulation should
focus on preventing outright fraud and encouraging transparency.

Cato Institute
(http://www.cato.org/pub display.php?pub id=9655)
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Asset Bubbles and Their Consequences
Gerald P. O'Driscoll (20 May 2008)

The financial crisis reflects the existence of moral hazard in financial markets.
Like deposit insurance prior to the 1980's, monetary policy is fostering moral
hazard. Monetary policy generates moral hazard if it is conducted in a manner
that bails investors out of risky and otherwise ill-advised financial
commitments. This is the path that Greenspan and Bernanke indicated they
would follow. Under their guidance, the Fed pre-announced that it will take no
action against bubbles but will act aggressively to offset the consequences of
their collapse. In the future, the Fed must pay more attention to asset prices to
put an end to the inflating, deflating, and reflation of asset bubbles.

Cato Institute (http://www.cato.org/pubs/bp/bp103.pdf)
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Fama/French Forum

Bailouts and Stimulus Plans
Eugene Fama (13 Jan 2009)

Bailouts and stimulus plans are funded by government debt, which absorbs
savings that would otherwise go to private investment. Therefore, they only
enhance future incomes when the activities they favour are more productive
than the activities they displace. Applying this logic to the auto industry bailout
results in this question: will the benefits, in terms of higher current and future
incomes in the auto industry, fully offset the incomes lost as a result of the lost
consumption and investment that the bailouts displace? The same question
applies to government investments in a fiscal stimulus package.
Unfortunately, government investments are prone to inefficiency. They can
only be defended when standard cost/benefit calculations are applied.

Additionally, tax cuts in a stimulus package will have no net effect on current
incomes unless the government reduces deficit spending. By funding
American deficits, foreign governments can temporarily delay this effect. But
because most other countries are financing their own bailouts, they are
unlikely to finance American deficits. Finally, a "flight to quality” is a fallacy—
bond issuers must do something with the proceeds from selling their bonds.

Fama/French Forum
(http://www.dimensional.com/famafrench/2009/01/bailouts-and-stimulus-plans.html#more)

Government Equity Capital for Financial Firms
Eugene Fama (5 Jan 2009)

Federal Deposit Insurance Corporation (FDIC) intervention can aid failing
banks while avoiding taxpayer funded subsidies from the Treasury and the
incumbent debt-overhang problem. The FDIC seizes failing banks and
auctions them or just their assets to stronger banks. This approach preserves
deposits and pays off high-priority debt with little cost to the taxpayer. Even
large banks should be subject to FDIC intervention, dispelling the notion that
any bank is too big to fail. If the Fed and Treasury decide to nationalise banks,
FDIC intervention to determine which debt holders and stockholders receive
payment can still solve the debt-overhang problem.

Fama/French Forum
(http://www.dimensional.com/famafrench/2009/01/government-equity-capital-for-financial-
firms.html#more)
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Freakonomics Blog

What Do the New Deal and World War Il Tell Us About the Prospects for
a Stimulus Package?
Price Fishback (21 Nov 2008)

The New Deal was not an example of Keynesian economic stimulus. Federal
spending during the depression did not come close to replacing the gap
between annual real GDP and 1929 GDP. Moreover, studies of the combined
effects of public works and work-relief programmes find evidence of crowding
out of private employment. With unemployment rates much lower today,
similar public works spending would crowd out a significant amount of private
construction. Modern public works programmes should be evaluated on the
basis of their specific productivity rather than their stimulative effect.

Likewise, government spending during World War Il did not amount to a
Keynesian stimulus. Real consumption in the middle of the war was lower
than it was in 1941. Instead, people accumulated savings because there was
not much to buy during the war. As government deficits receded, private
consumption and investment boomed.

Freakonomics Blog
(http://freakonomics.blogs.nytimes.com/2008/11/21/price-fishback-what-do-the-new-deal-and-
world-war-ii-tell-us-about-the-prospects-for-a-stimulus-package/?pagemode=print)

The Monster Returns
John Cochrane (2 Oct 2008)

A workable bailout plan must recapitalise banks that are in trouble, including
allowing orderly failures, and provide liquidity to short-term credit markets. To
raise capital, banks must issue stock either in offerings, in large chunks, or by
merging or selling the company (the government can add small sweeteners to
make these deals work). Letting banks fail also allows these insolvent
companies to become solvent again under different owners (with some
government action to grease the wheels). Importantly, banks can fail without
imperilling the entire banking system.

However, government purchases of "toxic assets" will not restore liquidity to
the market. The only way it could work is if the Treasury buys so many
mortgages that it raises mortgage values to the point that banks are obviously
solvent again. Short of such drastic action, it will fail. If the Treasury pays less
than a bank's carrying value, the bank is forced to take a loss. To avoid this,
the Treasury would have to pay much more than the market price. Small
purchases will not raise market prices.

Freakonomics Blog
(http://freakonomics.blogs.nytimes.com/2008/10/02/john-cochrane-on-why-the-bailout-plan-
would-be-a-disaster/?pagemode=print)
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The Dangers of Re-Regulation
Erik Hurst (26 Sept 2008)

Excessively re-regulating the financial industry would eliminate the productive
gains that come from such institutions. Past deregulation yielded greater
income growth, less volatile business cycles, and better access to housing
credit. These benefits resulted from reduced interest rates and increased
efficient lending and borrowing. Subprime loans, specifically, have vastly
expanded housing opportunities for low-income families. Sensible regulations
must give equal weight to the costs and benefits of financial innovation.
Unfortunately, politicians only emphasise the costs.

Freakonomics Blog
(http://freakonomics.blogs.nytimes.com/2008/09/26/erik-hurst-on-the-risks-of-re-
regulation/?pagemode=print)
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Gregory Mankiw'’s Blog

Is Government Spending Too Easy an Answer?
Gregory Mankiw (11 Jan 2009)

Despite conventional wisdom, applying basic Keynesian theory to alleviate the
current crisis will have questionable benefits. Government spending has a
very low multiplier effect. When GDP expands, less than a third of the
increase takes the form of private consumption and investment. Tax cuts have
nearly twice this benefit. Additionally, government spending must be on useful
projects that produce real increases in economic well-being. Unfortunately,
these concerns will probably not stop Congress from passing a large fiscal
stimulus bill.

New York Times
(http://www.nytimes.com/2009/01/11/business/economy/11view.html? r=2&partner=permalin
k&exprod=permalink&pagewanted=print)

How Not to Stimulate the Economy
Gregory Mankiw (22 Dec 2008)

If the government spends a fiscal stimulus package on goods and services
without much public value, it could well stimulate the economy as measured
by macroeconomic aggregates but leave the participants in the economy
worse off. Avoiding this trap requires that the government spend taxpayer
dollars only those items that pass a strict cost-benefit test.

Greg Mankiw's Blog
(http://gregmankiw.blogspot.com/2008/12/how-not-to-stimulate-economy.html)

The Next Round of Ammunition
Gregory Mankiw (16 Dec 2008)

Relying on monetary rather than fiscal policy to return the economy to full
employment and sustainable growth will leave future taxpayers better off. The
Fed should abandon its commitment to price stability and state a commitment
to moderate inflation.

Greg Mankiw’s Blog
(http://gregmankiw.blogspot.com/2008/12/next-round-of-ammunition.html)

Spending and Tax Multipliers
Gregory Mankiw (11 Dec 2008)

Empirical research suggests that tax cuts have a higher multiplier effect than
government spending. These findings are inconsistent with the conventional

39



Keynesian model. This discrepancy may occur because tax cuts produce a
bigger boost in investment demand by changing relative prices in a direction
favourable to capital investment.

Greg Mankiw's Blog
(http://gregmankiw.blogspot.com/2008/12/spending-and-tax-multipliers.html)

Crises and Government
Gregory Mankiw (17 Dec 2008)

The substantial growth in government from 1929 to 1945, while a response to
a transitory crisis, remained permanent. Obama's fiscal stimulus may be an
attempt to use a temporary crisis to engineer a permanent increase in the size
of government.

Greg Mankiw’s Blog
(http://gregmankiw.blogspot.com/2008/12/crises-and-government.html)

Fiscal Policy Puzzles
Gregory Mankiw (1 Dec 2008)

Recent empirical studies suggest limitations to traditional Keynesian
macroeconomic theory. According to these studies, a surprise deficit-financed
tax cut is the best fiscal policy to stimulate the economy. Government
spending crowds out private investment.

Greg Mankiw's Blog
(http://gregmankiw.blogspot.com/2008/12/fiscal-policy-puzzles.html)
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Heritage Foundation

Geithner's Troubling Plan for Troubled Assets
James L. Gattuso and David C. John (25 March 2009)

Timothy Geithner's plan to launch a public-private investment program for
toxic assets is flawed. First, the risk of uncertainty is transferred to the
taxpayer rather than eliminated. Second, the plan will inevitably lead to even
more expansive government micro-management of financial firms. Third, the
prospect of more government regulation may deter participation in the
program. Finally, the program's complexity will delay its implementation and
increase the risk of error and poor oversight. Because the financial system is
not on the brink of an immediate collapse, the risks of such a large market
intervention are not justified.

Heritage Foundation
(http://www.heritage.org/Research/Economy/wm2360.cfm)

The AIG Clawback: Possibly Unconstitutional, Doubtlessly Imprudent
Andrew Grossman (19 March 2009)

Congressional discussion of using the tax code to take away AIG employees'
bonuses injects uncertainty and risk into compensation agreements with great
expense. But such actions are the inevitable result of government bailouts,
which turn private concerns (such as compensation agreements between
private parties) into public business, bringing politics to bear where it is likely
to do damage. To avoid this, Congress and the Obama Administration should
reject further bailouts and insist that those already done be unwound in due
course.

Heritage Foundation
(http://www.heritage.org/Research/Economy/wm2349.cfm)

No Cost Stimulus Expands Energy Supply and Creates Jobs
Nicolas Loris and Ben Lieberman (11 March 2009)

A no cost stimulus would expand domestic energy supply and streamline
burdensome, unnecessary environmental review processes. This would
create an estimated 2 million jobs, increase gross domestic product $10 trillion
over the next 30 years, and lower energy costs.

Heritage Foundation
(http://www.heritage.org/Research/EnergyandEnvironment/wm2336.cfm)
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Stimulus Plan's Delayed Job Creation: Some Won't Get Jobs Until 2012
or Later
Ronald D. Utt (4 March 2009)

Despite the sense of urgency which some used to suppress debate on the
stimulus package, its provisions allow government spending to occur at a
leisurely pace. Due to language in the act, much of the intended job creation
might not begin until 2012.

Heritage Foundation
(http://www.heritage.org/transportation/wm?2325.cfm)

Avoiding a Keynesian Rush to Regulate the Financial Markets
Dave Mason (4 March 2009)

Rushing to make changes in financial regulation would be a mistake. Long-
term reforms risk obstructing a short-term recovery. For example, attempts to
prevent the easy credit that contributed to the downturn might discourage
banks from easing credit now, a necessary step to recovery. Furthermore,
existing regulations likely contributed to the crisis. Throwing more regulation at
the problem without examining flaws in the current regulatory structure would
likely replicate those flaws. A new dose of regulation and the uncertainty that it
will cause is the last thing an ailing financial sector needs. A Financial Markets
Commission to study regulatory reform is necessary.

Heritage Foundation
(http://www.heritage.org/Research/Economy/wm2323.cfm)

12 Problems with the Obama Mortgage Stability Initiative Plan
Ronald D. Utt and David C. John (25 Feb 2009)

Obama's mortgage stability plan is flawed. It disproportionately benefits
financially irresponsible borrowers, creating moral hazard. The mandatory
mortgage rate reduction to reduce the ratio of mortgage debt service to
income will deter private sector investment in all but the best mortgages. This
decline in mortgage availability will lead to a substantial federal presence in
the housing finance market. Allowing bankruptcy judges to alter the terms of
certain mortgages will motivate lenders to raise interest rates or increase
down payments. Creating the right for people with mortgages repackaged by
Fannie Mae and Freddie Mac to refinance homes at a lower interest rate even
if the quality of the loan would otherwise pose a risk to the lender further
distorts the housing market. This reliance on Fannie Mae and Freddie Mac
advances the de facto nationalisation of the American housing finance
system.

Heritage Foundation
(http://www.heritage.org/Research/Economy/wm2311.cfm)

42



Bankruptcy Mortgage Cramdowns Would Hurt Housing Market
David C. John (25 Feb 2009)

Allowing bankruptcy judges to reduce interest rates or lengthen the term of
mortgages is a huge policy mistake. It will raise mortgage costs by adding
additional risk that mortgages will not be repaid as the contract requires. It will
further undermine the value of mortgage-backed securities by increasing
uncertainty about whether mortgages will be repaid. And it will only help a
very small number of homeowners. Although the provision applies only to
existing mortgages, the legislation’s language can easily be amended to make
it permanent at a later date.

Heritage Foundation
(http://www.heritage.org/Research/Economy/wm2310.cfm)

Another Bailout for Detroit Automakers Would Throw Good Money After
Bad
Nicolas Loris (20 Feb 2009)

Automakers' $22 billion request for additional loans shows that it is unlikely
they will repay the taxpayer. In a recessionary environment, there is no
indication that auto sales will increase any time soon. Bankruptcy remains the
better option. Bailouts only postpone the inevitable restructuring and lead
down a slippery slope to more bailouts.

Heritage Foundation
(http://www.heritage.org/Research/Economy/wm2306.cfm)

Mortgage Modifications in Bankruptcy Would Undermine
Homeownership, Prevent Few Foreclosures
Andrew M. Grossman (13 Feb 2009)

Giving judges the power to discharge mortgage debt in bankruptcy and rewrite
repayment terms would increase the cost of homeownership and put it out of
reach for those of lesser means. It would also deal a blow to banks and other
lenders at a time when many are faltering, thereby undermining government
efforts to increase stability in that sector. Worst of all, allowing bankruptcy
judges to rewrite mortgages would prevent few foreclosures while
encouraging more families to file for bankruptcy, undermining more promising
means of refinancing mortgage debt and hurting consumer credit. Proposals
to reduce foreclosures must be carefully targeted and proportionate to the
problems they are intended to address.

Heritage Foundation
(http://www.heritage.org/Research/Legallssues/bg2242.cfm)
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Obama's Bank Bailout Plan: Not Ready for Prime Time
David C. John and James L. Gattuso (12 Feb 2009)

The Obama Administration's bank bailout plan is a flop. The massive public-
private investment fund to purchase toxic assets does not solve the pricing
problem that inhibited initial asset purchase plans. Nor does it offer a clear
mechanism to encourage private involvement. The plan's expansion of the
Federal Reserve's programme to provide loans to holders of asset-backed
securities will encourage the bad lending decisions that contributed to the
present crisis. And government action to refinance delinquent mortgages will
encourage future abuses of the mortgage finance system.

The plan also contains a number of mandates and restrictions on bank
operations—the first steps toward a vastly increased government role in the
private sector. There is no threat of an imminent collapse of the financial
system. Policymakers should carefully evaluate the costs and dangers of
proposed actions rather than ignore them under the flag of emergency.

Heritage Foundation
(http://www.heritage.org/Research/Economy/wm2291.cfm)

Consensus Collapsing for the Senate's $838 Billion "Stimulus"
Brian M. Riedl (10 Feb 2009)

Despite the Obama Administration's claims, economists are not in consensus
supporting the fiscal stimulus package. Over 200 economists have signed a
letter opposing the legislation and many others are critical. Even Obama's
economic advisors have voiced criticism of fiscal stimulus in the past. The
legislation ignores 75 years of research and evidence about how growth is
created.

Heritage Foundation
(http://www.heritage.org/Research/Economy/wm?2283.cfm)

Stimulus Won't Help Grim Jobs Report
Rea S. Hederman (6 Feb 2009)

The fiscal stimulus package will not improve the labour market. The government is
not the most efficient spender of money. Empirically, infrastructure projects come
too late to lead a recovery, and they do not address unemployment in non-
construction industries. Instead, the government should enact policies encouraging
new investment and innovation.

Heritage Foundation
(http://www.heritage.org/Research/Economy/wm2278.cfm)

44



Welfare Spendathon: House Stimulus Bill Will Cost Taxpayers $787
Billion in New Welfare Spending
Robert E. Rector (6 Feb 2009)

The fiscal stimulus bill increases welfare spending by $787 billion over 10
years. The claim that Congress is temporarily increasing welfare spending for
Keynesian purposes is a red herring. The stimulus bill pretends that most of
its welfare benefit increases will lapse after two years, but Obama and
Congress intend for most of these increases to become permanent.

Heritage Foundation
(http://www.heritage.org/Research/Economy/wm2276.cfm)

The Economic Stimulus Package and the Limits of Infrastructure Jobs
Creation
Ronald D. Utt (5 Feb 2009)

Past federal jobs programmes suggest that infrastructure spending in the
current fiscal stimulus package will fail. It is difficult to begin such large,
complicated projects in a short period of time. Many states simply substitute
federal for dedicated state money. And, there is not enough skilled labour to
complete such projects. Numerous studies of post-World War Il infrastructure
spending stimulus schemes have concluded that the benefits of such
programmes are modest at best and largely ineffective. Moreover, the focus
on infrastructure jobs ignores unemployment in other sectors of the economy,
notably the financial sector. Reducing unemployment in this sector will have
greater benefits in the long term.

Heritage Foundation
(http://www.heritage.org/Research/Economy/wm2273.cfm)

The Senate's Flawed 4 Percent Mortgage Refinance Plan
Ronald D. Utt, David C. John, and J.D. Foster (4 Feb 2009)

Subsidising mortgage refinancing at very low interest rates would be a costly
initiative and a massive new government intervention in housing and finance
markets that would yield few benefits. Lowering mortgage rates does not
address the biggest problems in the housing market. The additional income
that households gain from refinancing amounts to a transfer of income from
nearly insolvent financial institutions to better-situated homeowners. And,
artificially low interest rates will significantly distort the housing market. Home
ownership must naturally return to more sustainable levels. Public policy
should be focused on ways to redeploy the surplus of formerly owner-
occupied homes to rentals.

Heritage Foundation
(http://www.heritage.org/Research/Economy/wm2269.cfm)
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Stimulus Bill Should Not Bail Out Irresponsible States
Brian M. Riedl (4 Feb 2009)

A federal bailout of state governments is not economic stimulus. It won't save
taxpayers anything—state taxpayers are also federal taxpayers. A bailout
merely taxes responsible states and future generations to fund the current
spending of reckless states. Indeed, many states have failed to build rainy-day
funds during good economic times. A bailout only encourages this fiscal
mismanagement.

Heritage Foundation
(http://www.heritage.org/Research/Economy/wm2266.cfm)

An Earmark by Any Other Name Is Still an Earmark
Karen A. Campbell (3 Feb 2009)

The fiscal stimulus bill not only fails to help the economy recover but also
decreases investment rather than stimulating reinvestment. The IHS Global
Insight U.S. Macroeconomic Model estimates that the bill will result in a 10
year average increase in GDP of $72 billion, a 10-year average creation of
616,000 jobs, and a decrease in non-residential investment by an average of
$3.1 billion.

Heritage Foundation
(http://www.heritage.org/Research/Economy/wm?2264.cfm)

Sustainable Economic Stimulus: Repeal Capital Gains and Dividend
Taxes
Karen Campbell and Guinevere Nell (3 Feb 2009)

Completely eliminating capital gains and dividend taxes would be a cheaper
and more effective means of sparking economic renewal than the proposed
fiscal stimulus package. Capital gains tax cuts trigger an immediate stimulus
because distortions to investors' behaviour are eliminated. Capital gains taxes
create a wedge preventing some asset purchases that could help further the
economic recovery. Investors factor the cost of the tax into their long-term
investment decisions. Government borrowing and spending reduce long-run
growth and permanently expand the size of the government. Reducing tax
rates allows the private sector to produce the stimulus instead.

Heritage Foundation
(http://www.heritage.org/Research/Economy/wm?2263.cfm)

The Global Government Debt Bubble Threatens the Economy
J.D. Foster (30 Jan 2009)

The U.S. is leading the world on a path towards a global government debt
bubble. The combination of current programmes plus the fiscal stimulus will
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bring the total of publicly traded federal debt to $9.9 trillion by the end of 2010.
This debt's effect on interest rates will immediately hamper economic recover
by, for example, significantly raising mortgage rates. Instead, the government
should cut taxes, reduce federal spending, and reduce future spending in
major entitlement programmes.

Heritage Foundation
(http://www.heritage.org/Research/Economy/wm2257.cfm)

Economic Stimulus Pushed by Flawed Jobs Analysis
Curtis S. Dubay, Karen Campbell, and Paul L. Winfree (28 Jan 2009)

The models being used to justify Obama's fiscal stimulus package, outlined in
the Romer/Bernstein report, lack academic rigor. The estimated multiplier is
not drawn from historical data taken during a comparable period and likely
overestimates the effect of spending on GDP. Moreover, they assume that all
of the diverse programmes that the package supports will have the same
economic effect. When they claim that an increase in GDP due to government
spending will create jobs, they reverse cause and effect. Production and work
create GDP. The informal manner in which the Romer/Bernstein report is
constructed should give pause to anyone using the results of the report to
support passage of the stimulus plan.

Heritage Foundation
(http://www.heritage.org/Research/Economy/wm?2252.cfm)

Cut Tax Rates and Create 2.5 Million—No, 3.5 Million New Jobs
J.D. Foster (13 Jan 2009)

The only fiscal policy that can possibly meet President Obama's goal of
creating 3.5 million jobs by 2010 is cutting marginal tax rates. Government
spending does not create additional demand in the economy. Deficit spending
must be financed by borrowing, so while government spending increases total
demand, government borrowing reduces private demand. The only effective
fiscal stimulus is to defer the pending tax hike into the more distant future and
cut individual and corporate tax rates further.

Heritage Foundation
(http://www.heritage.org/Research/Economy/wm2218.cfm)

Let's Not Follow Japan's Example
Israel Ortega (10 Jan 2009)

Infrastructure spending to boost the economy has been tried before with little
success. When Japan entered a deep recession, they spent billions on
infrastructure yet still endured 15 years of economic stagnation. Instead,
Congress should lift tariffs and trade barriers.
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Heritage Foundation
(http://www.heritage.org/Press/Commentary/ed011409a.cfm)

Any Stimulus Legislation Must Include Budget Reforms to Address
Long-Term Challenges
Alison Acosta Fraser (9 Jan 2009)

A fiscal stimulus bill should include the following budget reforms: put Social
Security, Medicare, and Medicaid reform at the centre of the process,
establish a congressional commission to develop long-term entitlement
reforms, establish equitable policies for assessing and enforcing spending and
revenue changes in the budget, and create a long-term budget for entitlement
spending. These reforms are necessary to restrain future deficits.

Heritage Foundation
(http://www.heritage.org/Research/Budget/wm2199.cfm)

Economic Recovery: How Best to End the Recession
J.D. Foster and William Beach (7 Jan 2009)

An effective fiscal stimulus should extend the 2001 and 2003 tax reductions
and reduce tax rates on individuals, small businesses, and corporations
through 2013. These policies will soften the recession and speed the
recovery, as well as create 3.6 million jobs from 2009-2012. A package that
increases infrastructure spending, aid to the states, and assistance for low-
income families will not stimulate the economy in the near term. Deficit
spending trades off with private spending without increasing aggregate
demand. Lower marginal tax rates stimulate the economy by improving
incentives to work and invest—the true engines of economic growth.

Heritage Foundation
(http://www.heritage.org/Research/Economy/wm2191.cfm)

Economic Stimulus: Dos and Don'ts
Nicola Moore (6 Jan 2009)

Effective fiscal stimulus should make the 2001 and 2003 tax cuts permanent,
lower corporate tax rates, accelerate tax depreciation, expand domestic
energy supplies, and reform long-term entitlement spending. Increasing public
expenditures, issuing tax rebates to increase demand, expanding
infrastructure spending, implementing short-term tax reductions, and bailing
out state governments will be ineffective.

Heritage Foundation
(http://www.heritage.org/Research/Economy/wm2187.cfm)
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Learning from Japan: Infrastructure Spending Won't Boost the Economy
Ronald Utt (16 Dec 2008)

Infrastructure spending, especially related to transportation, is ineffective in
terms of countercyclical stimulus or job creation. There is a long lag time
involved in setting up infrastructure projects, and state governments often
substitute federal money for state money that would have otherwise been
spent on infrastructure projects. The Japanese case further shows that
massive government spending on infrastructure doesn't spur economic
growth.

Heritage Foundation
(http://www.heritage.org/Research/Economy/bg2222.cfm)

Time to End the TARP Bailout Programme
Stuart Butler (15 Dec 2008)

Bailout programmes like TARP that afford the bureaucracy wide flexibility to
determine their use create uncertainty in the markets and encourage lobbying
to direct funds to unnecessary uses. Instead, the Federal Reserve Board
should take the lead in reviving stalled credit markets. Congress should repeal
TARRP. If it creates a Treasury-led bailout plan in the future, it should include
much tighter limits on the Treasury's authority.

Heritage Foundation
(http://www.heritage.org/Research/Economy/wm2174.cfm)

Economic Elixir: A Coded Approach
Ed Feulner (15 Dec 2008)

The best way for Congress to spur economic growth is through fixing the tax
code so it improves long-term rewards for investing in job-creating
enterprises. Specifically, lawmakers should make the 2001 and 2003 tax cuts
permanent, reduce the corporate tax rate, reduce the marginal income tax
rate for at least five years, and extend "bonus appreciation” for at least two
more years.

Heritage Foundation
(http://www.heritage.org/Press/Commentary/ed121508c.cfm)

Bankruptcy Is Best: Responding to Automakers’ Arguments against
Chapter 11 Restructuring
Andrew Grossman (9 Dec 2008)

Bankruptcy is better than a bailout for automakers. Bankruptcy would not lead
to millions of jobs lost. Instead, it would allow automakers to reorganise under
bankruptcy protection. Even if automakers liquidated, other firms would buy

factories and continue operations. Bankruptcy also allows automakers to sort
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out the complexity of their obligations by renegotiating contracts and debts,
including labour agreements. A bailout does not afford the firm space to
accomplish this. Moreover, automakers would not be able to make the
necessary adjustments to their dealership and brand structures without the
flexibility of bankruptcy. Finally, debtor-in-possession financing is available
even in the current climate.

Heritage Foundation
(http://www.heritage.org/Research/Economy/wm?2165.cfm)

Growth, Deficits, and the Future
J.D. Foster (3 Dec 2008)

Deficit spending will not revive the economy. If deficit spending is effective,
current budget deficits of about $1 trillion should suffice to end the recession.
And deficit spending has a downside—the increase in aggregate demand
from government spending is matched by a reduction in aggregate demand
from the private sector. Effective stimulus should reduce taxes.

Heritage Foundation
(http://www.heritage.org/Research/Economy/wm2150.cfm)

TARP and the Treasury: Time to Allow Markets to Work
James Gattuso, David John, and J.D. Foster (14 Nov 2008)

The Treasury's move to use bailout funds to purchase stock in non-bank
financial firms, provide federal financing for investors in securities backed by
consumer debt, and offer subsidies to mitigate mortgage foreclosures will
exacerbate the current financial problem. The uncertainty with which bailout
funds might be used is disruptive and diminishes the entire proposal's chance
of success.

Heritage Foundation (http://www.heritage.org/Research/Economy/wm2131.cfm)

Economic Recovery: Options and Challenges
William Beach (23 Oct 2008)

The U.S. has passed into a mild recession that could become significantly
worse and long-lived if Congress and other governments make wrong or
ineffective policy decisions. The roots of the current crisis rest with public
policy mistakes, particularly excessive liquidity produced by Federal Reserve
policy and expanded subprime mortgages encouraged by the government.
Congress should let the Fed lead the effort to stabilise economic activity and
craft long-term, pro-growth economic policy. These policies include making
the 2001 and 2003 tax reductions permanent, accelerating the tax
depreciation of capital equipment and buildings, reducing taxes on long-term
capital gains and dividend income, and lowering the corporate profits tax. By
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2018, these changes will create 3.4 million jobs, boost GDP $321 billion more
than what it would otherwise be, and increase household income by nearly
$10,000. Demand-side stimulus will be ineffective—Bush's 2008 tax rebates
are further proof. Congress should also reform energy policy to prevent rapidly
increasing petroleum prices and address long-term spending challenges from
entitlements.

Heritage Foundation
(http://www.heritage.org/Research/Economy/tst102308.cfm)

Treasury's Bank Capital Purchase Programme: Avoiding a Dangerous
Legacy
David John (23 Oct 2008)

Policymakers must ensure that the Treasury's direct purchase of equity stakes
in U.S. banks does not lead to political control of the financial system. To
protect against this, policymakers should stake out the following boundaries
for its equity purchases: they should be temporary; they should not influence
how banks allocate credit; they should include only nonvoting preferred stock;
they should be voluntary; they should not limit executives' pay; and they
should allow taxpayers to share in future profits. These limits are vital to
uphold free market principles.

Heritage Foundation
(http://www.heritage.org/Research/Economy/wm2110.cfm)

Meltdowns and Myths: Did Deregulation Cause the Financial Crisis?
James Gattuso (22 Oct 2008)

Many politicians blame the financial crisis on deregulation during the Bush
Administration. However, no deregulation occurred during this period. The
most important period of banking deregulation occurred in the 1970's and
1980's, when rules banning banks from operating in more than one state were
repealed. The Gramm-Leach-Bliley Act, which repealed the Depression-era
restriction on banks engaging in the securities business, has more likely
alleviated rather than worsened the financial crisis. Credit default swaps were
never regulated, and it is unclear whether regulation would have stymied their
role in the crisis. Nor did regulatory agencies pursue a deregulatory agenda
during the Bush Administration. While regulatory changes will inevitably result
from the current crisis, a return to some prior regulatory golden age is
impossible.

Heritage Foundation
(http://www.heritage.org/Research/Economy/wm?2109.cfm)
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The Housing and Financial Markets: Congressional Action Could Disrupt
Market Correction
J.D. Foster (31 March 2008)

Congress can do little good and much harm when attempting to rescue
housing and financial markets. Markets are passing through dual asset
bubbles. There is no alternative to a full correction. Congressional attempts to
soften the process will only prolong the pain. The market is already in the
process of discovering the prices of troubled assets and ensuring that past
mistakes are not repeated. The private sector is also working to keep troubled
but credit-worthy borrowers in their homes.

Heritage Foundation
(http://www.heritage.org/Research/Economy/wm1874.cfm)
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Hoover Institution

'The Road to Serfdom' Revisited: Markets Display Uncertainty over
Future of Capitalism lItself
Scott S. Powell (26 March 2009)

Socialising failing sectors of the economy leads to a wrong and dangerous
course that undermines the renewing and self-correcting nature of market
forces. Because of political appearances and vested minority interests,
government interventions into the economy are very difficult to reverse. This is
what Friedrich Hayek calls 'The Road to Serfdom.' To avoid this, regulatory
reform must pursue the restoration of confidence by the reduction and
containment of systemic risk and the creation of jobs by fostering investment
and capital formation. Now is not the time for radical, unpredictable changes.
Currently the markets are speaking loud and clear, signalling a palpable fear
that we are at a tipping point: that the capitalist system that has served us so
well is threatened by creeping socialism and the road to serfdom.

Washington Times
(http://www.washingtontimes.com/news/2009/mar/26/the-road-to-serfdom-revisited/)

The Threat Posed by Ballooning Federal Reserves
John Taylor (23 March 2009)

The Federal Reserve's unprecedented interventions to improve the flow of
credit and lower interest rates will not be effective beyond a very short period,
and they may be counterproductive. In fact, by threatening the Fed's
independence, these measures have the potential to permanently harm the
Fed. The success of monetary policy during the great moderation period of
long expansions and mild recessions was not due to large discretionary
interventions, but to following predictable policies and guidelines that worked.

Financial Times
(http://www.ft.com/cms/s/0/6bfc0636-17dc-11de-8c9d-0000779fd2ac.html)

Do Not Let the 'Cure' Destroy Capitalism
Gary Becker and Kevin Murphy (20 March 2009)

The current recession must be viewed in the context of the enormous wealth
creation and improvements in well-being that capitalism has brought about
during the past three decades. Even taking into account the current recession,
net growth in world GDP from 1980 to 2010 would amount to 120 percent.
Responses to the recession must do no harm to this powerful system. Most
interventions, by their very nature, would hurt rather than help the economy.
The policies of the Bush and Obama Administrations violate the "do no harm”
principle. Their problems stem from an overly broad diagnosis of the problem,
a misconception that market failures are readily overcome by government

53



solutions, and a failure to focus on the long-run costs of current actions.
Output, employment and earnings have all been hit by the crisis and will get
worse before they get better. Nevertheless, even big downturns represent
pauses in long-run progress if we keep the engines of long-term growth in
place.

Financial Times
(http://www.ft.com/cms/s/0/009ele8c-14ef-11de-8cd1-0000779fd2ac.html?nclick check=1)

Upside Down Economics
Thomas Sowell (17 Feb 2009)

The media's view that current economic problems were caused by the market
and that only the government can rescue us has the facts upside down.
Government intervention distorted incentives in the financial industry. The
Community Reinvestment Act forced lenders to loan to low-income and
moderate-income people on a scale determined by the government,
weakening mortgage eligibility standards.

Hoover Institution
(http://www.capmag.com/article.asp?ID=5429)

An interview with Robert Barro
Conor Clarke (5 Feb 2009)

Barro explains why tax cuts are more effective than government purchases at
stimulating economic growth. The textbook view that spending has a higher
multiplier effect than tax cuts focuses only on the income effect and ignores
how tax cuts can improve incentives to work and produce more. Including
both the income and incentive effects, tax cuts are more effective stimulus
than spending. The stimulus package ignores this empirical evidence.
Stimulus is an inaccurate but politically convenient justification to expand the
size of government.

The Atlantic
(http://business.theatlantic.com/2009/02/an_interview with robert barro.php)

Government Spending is No Free Lunch
Robert Barro (22 Jan 2009)

Current fiscal stimulus proposals assume that the multiplier effect of
government spending is greater than one. This assumption is flawed because
the government is worse than the private market at allocating idle resources to
productive uses. There is little economic evidence for multipliers above one.
At the beginning of World War I, the effect of the rapid rise in U.S. defence
expenditures on GDP indicates a multiplier of 0.8. In other words, this
spending lowered other components of GDP—a dampening effect. And, a
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war-based multiplier overstates the multiplier that applies during peacetime.
Zero is much more realistic. New public-works programmes should be
evaluated based on a traditional cost-benefit analysis without assuming any
special stimulative effects.

The Wall Street Journal
(http://online.wsj.com/article/SB123258618204604599.html)

Riding Out the Perfect Storm
Michael Boskin (Jan 2009)

Abandoning deregulation and free market capitalism will cause economic
costs from permanently lower living standards that far outweigh those caused
by even a severe recession. Recent government bailouts carry three long-run
costs that must be minimised: direct financial costs of interventions, greater
moral hazard, and potential bridging to more permanent expansions of
government in the economy. Policymakers must act to control future
government entitlement spending, keep tax rates as low as possible, and
promote an open trading system. Any additional regulations must not stifle
innovation—deregulation did not cause the current crisis. Countries with a
larger government presence (the UK and Japan) are also experiencing
financial crises.

The Hoover Institution
(http://www.hoover.org/publications/digest/37735854.html)

What to Do about Foreclosures?
Todd Zywicki (Jan 2009)

Acting aggressively to reduce foreclosures could be counterproductive and
even worsen current economic problems. Some foreclosures are a result of
adverse trigger events that produce an unexpected drop in household income.
Discouraging foreclosures among this group, especially those in economically
struggling geographic areas, locks people into their homes, limiting labour-
market flexibility. Other foreclosures result when people with adjustable rate
mortgages become unable to pay higher monthly payments resulting from
rising interest rates. Preventing these foreclosures is unfair to people who pay
higher rates under fixed-rate mortgages as insurance against rate changes.
Foreclosures also result from negative home equity, which gives home
owners an incentive to default even though they might still be able to make
monthly payments. Some state laws even reduce the penalties to borrowers
for doing this. The government should not bribe these borrowers to stay in
their homes rather than walk away.

The Hoover Institution
(http://www.hoover.org/publications/digest/37907529.html)
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IGM Forum

The New Geithner Plan is a Flop
Luigi Zingales (25 March 2009)

Timothy Geithner's plan to deal with banks' toxic assets is just a more risky
version of Hank Paulson's original plan to buy toxic assets. Unlike what these
plans assume, the financial sector faces more than a simple liquidity problem.
Ignoring this and encouraging even more risk, Geithner's plan replicates the
same excesses that brought about the crisis. Worst-case scenario, the
government will loose billions. If the plan is successful, the hedge fund
managers who make a huge profit will bear the brunt of popular outrage.

New York Daily News
(http://www.igmchicago.org/2009/03/27/the-new-geithner-plan-is-a-flop/)

The Next Steps
Douglas Diamond and Anil Kashyap (17 March 2009)

Three principles should dictate the government's next steps in battling the
financial crisis: the purpose of intervening in credit markets is to get credit
flowing again, any taxpayer support should be done in the lowest cost
method, and any new legislation should be narrow and targeted at correcting
technical impediments that are impeding rescue efforts. The TALF is currently
on track to work towards restarting the asset-backed securities market. To
further re-establish bank lending, the government should: establish an
improved framework for resolving bank holding company undercapitalisation,
mandate that banks raise enough equity capital to begin lending, and require
banks to come up with emergency plans for how they could be wound down
on short notice. Any government capital injections should be done in
conjunction with private investors.

IGM Forum
(http://www.igmchicago.org/2009/03/17/the-next-steps/)

Fiscal Stimulus, Fiscal Inflation, or Fiscal Fallacies?
John H. Cochrane (27 Feb 2009)

Arguments in favour of fiscal stimulus ignore three facts: every dollar of
increased government spending must correspond to one less dollar of private
spending; investment is “spending” every bit as much as consumption is; and
stimulus can only have a positive effect if people ignore the fact that the
government will raise future taxes to pay back the debt. Therefore, it is
guestionable whether stimulus will even have a multiplier effect greater than
zero.

Fiscal stimulus also misdiagnosis the cause of the current recession: credit
markets. Stimulating consumer spending will not increase credit flows. Even if
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government purchases are used as investment, they invest in things that the
private sector would not invest in.

A liquidity trap does not characterise the current situation. The Fed can
continue to increase the money supply in response to high money demand
through quantitative easing. Fiscal policy is not necessary to accomplish this
goal. While fiscal policy could satisfy high demand for government debt,
monetary policy is comparatively better. The government must keep its fiscal
powder dry to counter future inflation. This will be difficult if the government
has spent money on infrastructure projects or bailouts that will not generate a
positive return on investment.

Fiscal stimulus advocates ignore theoretical and empirical developments in
economics over the past 50 years. If we forget all that, we could repeat the
economics of post-war Britain, of spend-and-inflate Latin America, and of
bureaucratic, planned India.

IGM Forum
(http://faculty.chicagobooth.edu/john.cochrane/research/Papers/fiscal2.htm)

Geithner’s AIG Strategy
Pietro Veronesi and Luigi Zingales (18 Feb 2009)

Geithner will persuade private investors to buy toxic assets from banks with
government guarantees to cap their possible losses. This will increase
government liabilities much more than the initial cost to the TARP fund might
make it seem. These liabilities risk the entire government's solvency.

IGM Forum
(http://www.city-journal.org/2009/eon0218pviz.html)

Let's Stimulate Private Risk Taking
Alberto Alesina and Luigi Zingales (21 Jan 2009)

A Keynesian stimulus package will fail—it is not responsive to the unique
dimensions of the recession. The bad equilibrium originated in the credit
market, not the labour market. The fiscal stimulus will not restore credit market
confidence. The recession is also partly a product of the American current-
account imbalance. Worsening this through deficit spending will cause even
more imbalance. To stimulate investment, the government should temporarily
eliminate the capital-gains tax and make all capital expenditures and research
and development investments done in 2009 tax deductible.

Wall Street Journal
(http://online.wsj.com/article/SB123249646698200289.html)
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Yes we can, Mr. Geithner
Luigi Zingales (20 Jan 2009)

The Treasury's intervention during the financial crisis must be guided by a
consistent strategy, a necessary condition to attract private capital. This
strategy must recognise that the interest of banks do not coincide with the
national interest. Bailouts are only transfers from taxpayers to financial
investors. They inhibit a speedy resolution of the current crisis and sow the
seeds of the next crisis. To recapitalise banks, the government should
introduce a new form of bankruptcy for banks, where derivative contracts are
kept in place and the long-term debt is swapped into equity. Another solution
would be to divide banks into two entities—a bad bank with the toxic assets
and a good bank. Banks will be shielded from the negative effects of carrying
toxic assets on their balance sheets, and the institution with toxic assets can
be allowed to fail. Dividing equity stakes pro rata between both institutions
would ensure that shareholders and not taxpayers bear losses from bad debt.

IGM Forum
(http://faculty.chicagogsb.edu/brian.barry/igm/Geithner.pdf)

Economists Have Abandoned Principle
Oliver Hart and Luigi Zingales (3 Dec 2008)

Economists have abandoned their principles in the midst of the financial crisis.
Government intervention must be principled—it should only intervene when
there is a clearly identified market failure and when intervention can be carried
out at minimum cost to taxpayers. The market has mechanisms, like
bankruptcy, for dealing with difficult times. Even in examples like AIG, where a
case for systemic risk exists, limited action to help third parties could prevent
the contagion while minimising moral hazard. For the same reason, the
government should facilitate mortgage renegotiation rather than support
house prices.

Wall Street Journal
(http://online.wsj.com/article/SB122826736608874577.html)
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Independent Institute

Let Those Banks Fail!
Alvaro Vargas Llosa (4 March 2009)

Bank nationalisation would compound the problems that led to the credit
crunch and harm the taxpayers. Attempting to spur credit expansion
misidentifies the problem—credit follows from wealth creation, not vice versa.
Credit will flow once the banking system begins to purge itself of failed assets.
Nationalisation prevents smaller, sounder banks from filling the credit gap.
The Swedish response to its banking crisis is a flawed model for the American
financial system.

Independent Institute
(http://www.independent.org/newsroom/article.asp?id=2446)

Obama and the Wrong Road
Carlos Alberto Montaner (9 Feb 2009)

Many prominent economists disagree with government action to "jump-start”
economic recovery. Keynesianism is flawed. The 1970's demonstrated that it
is possible to simultaneously suffer high inflation rates and unemployment.
Japan's experience also showed that increasing currency supplies and
lowering interest rates do not revitalise the economy. People anticipate what
the government will do and change their actions accordingly, preventing the
government from achieving its objectives. For example, the U.S. government's
promise to aid homeowners falling behind in their mortgages paralyzed the
housing market as consumers waited to learn the full extent of the
government's intervention.

Independent Institute
(http://www.independent.org/newsroom/article.asp?id=2430)

The Obama Stimulus Plan Won’t Work
Dominick Armentano (22 Jan 2009)

Bailouts and fiscal stimulus will prolong the economic slump. The ultimate
cure for the recession is recession—malinvestments are reduced and capital
is reallocated to productive uses. Bailouts prop up poorly performing
companies, slowing resource reallocation. Fiscal stimulus only substitutes
jobs in one part of the economy for other jobs in another part of the economy.
And because unemployment is not concentrated in one place or industry,
politically determined spending will create inefficiencies.

Independent Institute
(http://www.independent.org/newsroom/article.asp?id=2410)
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Paving Projects Won’t Boost Economy
William Shughart (6 Jan 2009)

Infrastructure spending will not boost the economy. Projects will be selected
because they please important political constituencies, not because they
provide the greatest benefit at the most reasonable cost. Moreover, the
above-average wages that workers on such federal projects will receive will
price less-skilled workers out of construction jobs—the opposite of an
employment boom. And, money spent on construction shifts funding from
more-valuable uses. The government cannot create jobs or wealth in one
sector without destroying them in others.

Independent Institute
(http://www.independent.org/newsroom/article.asp?id=2406)

Government Spending Makes Recessions Worse
Dominick Armentano (19 Dec 2008)

Responding to a recession with government intervention to reinflate the
bubble will prolong the slump. The failure of the New Deal to end the Great
Depression before World War Il shows that Keynesian spending is flawed.
Instead of propping up unsustainable investments in the private sector, the
government should do nothing and allow the economy to heal itself.

Independent Institute
(http://www.independent.org/newsroom/article.asp?id=2395)

Every Crisis Becomes a Carnival of Opportunism
Robert Higgs (27 Oct 2008)

Excessive bailout spending, amounting to $2,850 billion including loans, will
lead to a surge in price inflation. Financing the massive amount of government
spending requires expanding central-bank credit, fuelling the already rapidly
increasing monetary base. The end result will be stagflation, as real output
falls, unemployment rises, and prices increase rapidly.

Independent Institute
(http://www.independent.org/newsroom/article.asp?id=2356)

Why This Bailout is as Bad as the Last One
Jeffrey Miron (14 Oct 2008)

Recapitalising banks will not help investors determine whether they should
invest in a bank. Investors are currently hesitant because they cannot tell
which banks are merely illiquid and which are fundamentally insolvent.
Because bailout money does not answer this question, investors will remain
cautious. And even worse, government intervention puts banks at the mercy

60



of political interests—a form of crony capitalism. The government should do
nothing instead.

Independent Institute
(http://www.independent.org/newsroom/article.asp?id=2346)

Herbert Hoover Redux
Ivan Eland (13 Oct 2008)

Periodic recessions are a necessary component of the capitalist system. The
massive artificial infusion of cash into the economy prevents the market from
correcting itself. The result of Herbert Hoover's attempt to flood credit markets
shows how government action can turn a sluggish economy into a
catastrophic tailspin. Further bailouts will result in a lasting depression.

Independent Institute
(http://www.independent.org/newsroom/article.asp?id=2339)

Whose Fault was It?
Alvaro Vargas Llosa (8 Oct 2008)

Deregulation is not the root cause of the financial crisis. The culprit was a
system geared toward making bad loans—a by-product of lax monetary policy
and the government-induced lowering of lending standards. Furthermore,
lightly regulated hedge funds largely resisted buying toxic assets. SEC
regulated investment and commercial banks were their real purchasers. Going
back to overregulation and protectionism because of a myth would be
dangerous.

Independent Institute
(http://www.independent.org/newsroom/article.asp?id=2336)
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Institute of Economic Affairs

Central Banking in a Free Society
Tim Congdon (26 March 2009)

Central banks are an essential component of a free and efficient banking
system. They evolve naturally in a market economy and enable banks to
economise on cash. Over time banks have reduced both liquidity and capital
to what, at the time of the difficulties at Northern Rock, were historically low
levels. This has allowed businesses and households to enjoy considerably
reduced costs of borrowing from banks. The lender-of-last-resort role is a
crucial function of central banks. The facility should be provided liberally to a
bank in need of liquidity, just as was described by Bagehot in the nineteenth
century. Very occasionally the central bank may wish to provide facilities to
organisations outside the clearing bank system (such as AIG), but this should
always be done with a view to protecting the banking payments system.
Insolvent banks should not be entitled to lender-of-last-resort facilities as of
right.

Those responsible for making decisions about providing lender-of-last-resort
facilities need to have experience in the banking system, and to have been
involved with the regulation and supervision of banks. Officialdom's
performance in the Northern Rock affair suffered from lack of clarity about the
respective roles of the Bank of England and the Financial Services Authority.
During the Northern Rock affair the Bank of England did not act promptly and
efficiently as a banker to the banking system.

The Bank of England needs to be active in providing lender-of-last-resort
funds when necessary and should make this clear in contracts with clearing
banks; it should be privatised and have its capital provided by clearing banks;
and it should have returned to it the powers to regulate the banking system.
This would provide a stable set of incentives to keep regulation to the
minimum necessary to maintain the stability of the banking system.

Institute of Economic Affairs
(http://www.iea.org.uk/record.jsp?type=book&ID=450)

Regulators are Rewarded for Failure
Philip Booth (16 March 2009)

Overregulation failed to prevent the financial crisis. In fact, government action,
namely loose monetary policy and international bank capital regulation,
contributed to the crash in the UK. Now authorities somehow believe they
could have regulated banks to avoid the last crash. However, they will
probably not learn from their mistakes. Regulators are rewarded for failure.

Institute of Economic Affairs
(http://blog.iea.org.uk/?p=316)
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Quantitative Easing: We Need Another Lawson
Philip Booth (10 March 2009)

Because interest rates are no longer a useful policy tool, the Bank of England
should be trying to get close to its inflation target by monitoring the amount of
broad money. Quantitative easing should simply ensure that there is no
contraction or too-rapid expansion of the money supply. Mopping up the
money at the appropriate time is just as important as making sure that
appropriate measures of money supply do not drop. The Bank must draw up a
framework that communicates just why the central bank is doing this, how it
will know that it has done enough, and when it should start mopping things up.

Institute of Economic Affairs
(http://blog.iea.org.uk/?p=308)

Reflections on Monetary Policy—Then and Now
Gordon Pepper (4 March 2009)

The current recession is a monetary phenomenon. The explosion of bank
lending led to substantial money creation, resulting in asset-price inflation,
booming bank profits, and the perception of high-levels of bank capital relative
to assets. When the bubble burst, forced selling occurred as a result of the
value of collateral falling below the level of the loans being secured. This is a
monetary phenomenon, which requires a monetary cure. There is no
confidence that the authorities understand what is happening and will adopt
the right measures to cure debt deflation. Recapitalising banks is not enough.
The government must use its full power to ensure adequate monetary growth.
Printing money in the circumstances of a deep recession is safer in the longer
term than easing fiscal policy, providing appropriate action is taken as soon as
the economy starts to recover.

Institute of Economic Affairs
(http://www.iea.org.uk/files/upld-book448pdf?.pdf)

Bankers’ Pay
J. R. Shackleton (3 March 2009)

The public outrage against bonuses for bank executives ignores the
contribution of many others to the downturn. High fiscal deficits, loose
monetary policy, poor regulation, the boards of financial institutions, and many
people's unwise mortgage and investment decisions all led to the crisis. There
is nothing inherently wrong with the bonus system, which seeks to link pay to
performance. These contractual obligations should not be violated. Moreover,
the government should not seek to limit bonuses in the future. Such action
would push top executives abroad or to less regulated institutions.

Institute of Economic Affairs
(http://blog.iea.org.uk/?p=298)
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On the Ineffectiveness of Fiscal Policy as an Instrument of
Macroeconomic Policy
Tim Congdon (March 2009)

The size of the government's budget deficit is by itself not necessarily of any
importance to aggregate demand. Borrowing diverts spending power from
other agents and this diversion may reduce other agents' expenditure. This
relates to the simple identity that the sum of the net acquisitions of financial
assets by all sectors is zero. The ineffectiveness of fiscal policy is shown
empirically in the case of Japan. Between 1991 and 1994, Japan's structural
budget deficit increased in every year, and every year also experienced a
reduction in the output gap. Instead of fiscal policy, an increase in the rate of
money growth is the best way to combat the current recession.

Institute of Economic Affairs (Economic Affairs. Vol. 29, No. 1, pp. 80-2.)

Great Crash/Credit Crunch: Friedrich Hayek's Business Cycle Theory
G.R. Steele (March 2009)

Hayek's explanation of the Great Depression applies equally well to the
current credit crunch. Domestic property developments are now the primary
feature of unwarranted longer-term investments that become viable (but are
always unsustainable) during a bank credit upswing. Easy-money policy
causes a mismatch between consumers' demands and investors' plans. Once
underway, inappropriate expenditures carry the seeds of their own demise by
their support of investment structures that, without prior saving, are
unsustainable. Stimulating demand generally is not a solution to the
recession. Unfortunately, Hayek's analysis will probably not be taken seriously
because it does not lend itself to econometric analysis.

Institute of Economic Affairs (Economic Affairs. Vol. 29, No. 1, pp. 80-2.)

Mortgage Policy Built on Sand
Richard Wellings (24 Feb 2009)

Government attempts to encourage Northern Rock to increase lending
following its takeover will take business away from other banks without
helping economic recovery. The crisis resulted from excess lending.
Encouraging further lending will obstruct recovery.

Evening Standard
(http://www.iea.org.uk/record.jsp?type=pressArticle&lD=387)
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What does Osborne Mean?
Philip Booth (4 Feb 2009)

Market counterparty risk is not a matter for the government. Markets are
capable of developing institutions to deal with counterparty risk. However,
regulators have distorted rating agency incentives by lowering capital
requirements for company debt which is held by banks and which has a good
rating. Instead of increasing its role in this sector, the government should
develop a more orderly system to wind up failed firms. Regulators should also
avoid attempting to tweak bank capital requirements and instead make sure
that central banks do not print too much money and create booms.

Institute of Economic Affairs
(http://blog.iea.org.uk/?p=271)

The Financial Crisis Shows Why We Should Admire Friedrich Hayek
Philip Booth (22 Jan 2009)

While the financial crisis weakens the neo-classical case for the market
economy, it strengthens the Austrian or Hayekian case. Financial regulations
predicated on data-driven risk models that assume patterns repeating
themselves obstruct the market's discovery process. Market prices are not a
perfect reflection of economic value at any particular time. Financial
institutions must also think conceptually about their risks. Unregulated
markets facilitate this process by developing institutions that ensure that trust
and reputation become valuable commodities. Regulators obstruct this
process.

Institute of Economic Affairs
(http://blog.iea.org.uk/?p=257)

Demography and the financial crisis
Nick Silver (21 Jan 2009)

Encouraging consumers to borrow and spend is akin to giving a heroin addict
more heroin to stop the pain of withdrawal. The underlying economic problem
is that certain economies, notably the UK and US, are structured such that
they are heavily reliant on ever increasing borrowing backed by over-inflated
asset values. More saving is necessary to prevent this process.

Institute of Economic Affairs
(http://blog.iea.org.uk/?p=254)

Let them Eat Debt
Nick Silver (6 Jan 2009)

Markets, not individual companies, are the most effective at allocating
resources. In propping up large companies in the banking sector, the
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government creates risk from moral hazard, which potentially creates a bank
solvency crisis by providing backing for failing banks. Many of these banks
have poor business models. They should be allowed to fail so that new, better
adapted companies can emerge in their place.

Institute of Economic Affairs
(http://blog.iea.org.uk/?p=259)

Slam the Brakes on Bailouts
Richard Wellings (16 Dec 2008)

Bailing out the British car industry would set a very dangerous precedent. It
will encourage rent-seeking behaviour from other struggling industries and
create moral hazard. The government simply lacks the ability to determine
which businesses are deserving of support. And to finance bailouts, the
government must increase borrowing and taxes, removing capital from
healthy businesses.

Institute of Economic Affairs
(http://blog.iea.org.uk/?p=203)

The Link Between ‘Fiat Money’ and Boom-and-Bust Cycles
Kristian Niemietz (11 Dec 2008)

The Austrian perspective attributes the financial crisis to central bank policy
maintaining unnaturally low interest rates. These rates encouraged additional
investment projects. However, no additional funds for investment were made
available—people's real preferences had not changed. As the shortage of
capital becomes known, interest rates must rise again, causing many projects
to fail. The solution to this problem is a system of commodity backed money
and free banking.

Institute of Economic Affairs
(http://blog.iea.org.uk/?p=196)

The Conservatives Must Stick to Free-Market Principles
Richard Wellings (8 Dec 2008)

Higher government borrowing will not bring about economic recovery. It
crowds out private investment, destroys confidence in the UK's fiscal stability,
drives out foreign investors who fear future tax hikes, and ensures a long-
lasting structural role for the government in the economy. Conservatives
should emphasise government's role in causing the crisis and push for
reduced burdens on businesses as its solution.

The House Magazine
(http://www.iea.org.uk/record.jsp?type=pressArticle&D=382)
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The Financial Crisis: More Transparency, Less Regulation
Michael Beenstock (2 Dec 2008)

Regulation is part of the problem, not the solution to financial crises. Because
financial institutions report to their regulators instead of the public, investors
cannot make informed judgments of market value. This leads the public to
overreact to a bank failure. If banks reported directly to the public, investors
could sort out the bad banks from the good. And, bank managers would
behave more cautiously in a more transparent environment. Currently,
managers take bad risks precisely because they know that the public will not
find out. They have to inform their regulators, but regulators have a vested
interest in allowing matters to degenerate into crises.

Institute of Economic Affairs
(http://blog.iea.org.uk/?p=185)

Testing Times for Central Banks—Is there Room for Austrian ldeas at
the Top Table?
Anthony J. Evans and Toby Baxendale (December 2008)

There is room at the top table of policy debate for more explicit attention to
Austrian monetary policy ideas. Three points show the limits of the dominant
independent central bank strategy. First, monetary policy is not independent
of political pressures. Second, monetary policy is more than a technical
exercise—it has come to involve substantive choices such as inflating and
deflating and selectively bailing out some and not others. Finally, inflation
targeting is too simplistic. The neoclassical synthesis that underpins central
bank philosophy suffers from a large theoretical blind spot—the Austrian
perspective. Despite their lack of influence among central bankers, Austrian
ideas are receiving increased attention in the news media. These ideas merit
a place at the top table, with the following policy implications: central banks
are responsible for inflation (demonstrated by the subprime mortgage crisis);
the threat of deflation should not dictate monetary policy; inflationary pressure
is not necessarily manifested in visible inflation; better measures of the money
supply than interest rate changes are necessary; recessions should be
tolerated; and central banks must reduce the information asymmetries that
they create.

Institute of Economic Affairs (Economic Affairs. Vol. 28, No. 4. pp. 36-41)
Bishops Should Tread Carefully in their Response to the Financial Crash
Philip Booth (4 Nov 2008)

Leaders should not be so quick to blame greed, capitalism, and unregulated
financial markets for the financial crash. Many factors caused the downturn.

Loose monetary policy, overregulation, poor decisions within financial
institutions, and high consumer borrowing were all contributing factors. In light
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of this complexity, the Catholic Church should encourage individual financial
responsibility, both among ordinary people and financial executives.

Catholic Times
(http://www.iea.org.uk/record.jsp?type=pressArticle&ID=378)

Keynesian Over-Spending Won't Rescue the Economy
Letter by IEA Economists (26 Oct 2008)

A public works programme will not end the recession. Government spending
risks seriously misallocating resources. And, additional public expenditure will
take the state's role in the economy to such a dominant position that it will
stunt the private sector's recovery. Recessions are inevitable. If they are to be
managed, they should be done so through monetary policy. A tax cut is the
only justifiable fiscal action.

Sunday Telegraph
(http://www.iea.org.uk/record.jsp?type=pressArticle&lD=376)

A Keynesian Spending Spree Won't Lead the Economy out of Recession
Richard Wellings (24 Oct 2008)

Massive government spending sacrifices the economy's long-term interests
for short-term political gain. The sum of Alistair Darling's proposed package is
too small to alleviate the recession, but it is large enough to significantly
worsen the budget deficit. Financing this deficit will delay the private sector's
recovery. Radical deregulation is now the only practical option to stimulate
growth.

Institute of Economic Affairs
(http://blog.iea.org.uk/?p=147)

The Financial Crisis and the Economics of Institutions
Martin Ricketts (20 Oct 2008)

To blame the actions of "greedy bankers" or "unregulated Anglo-American
financial capitalism” for the downturn ignores two points. Bankers have always
been greedy, and Anglo-American capitalism is far from unregulated. The
present crisis does not show the weaknesses of unregulated financial
capitalism. Instead, it shows the weaknesses of financial markets when
regulated predominantly by centralised state agencies. Depositors and
lenders do not take necessary precautions when making financial decisions,
and firms do not have an incentive to signal quality or reliability.

Institute of Economic Affairs
(http://blog.iea.org.uk/?p=137)
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The Press has Managed to Ignore the Facts, the History and the
Economics of Banking
Terry Arthur (10 Oct 2008)

Government manipulation of the finance sector causes financial crises by
creating the unsustainable boom of the boom and bust cycle. The main culprit
is the deliberate pursuit of artificially low interest rates (strongly associated
with the election cycle). In genuine free-market banking, the necessary
fractional reserve ratio is effectively determined by the consumers in a trade-
off between absolute security (meaning no interest) and a return on short-term
savings.

Institute of Economic Affairs
(http://blog.iea.org.uk/?p=129)

We Will All Pay the Bill for this Blank Cheque to the Banks
Richard Wellings (29 Sept 2008)

As a result of the decision to bail out Northern Rock, the government feels
duty bound to stop banks from collapsing no matter what the cost. By further
nationalising Bradford & Bingley, the government has effectively written a
blank cheque to failing banks. This will prolong the slowdown by necessitating
future higher taxes and raising interest rates. Bailouts also reduce the costs of
risky and foolish behaviour.

Yorkshire Post
(http://www.iea.org.uk/record.jsp?type=pressArticle&ID=372)

Let them Fail
Peter J. Boettke (27 Sept 2008)

The profit and loss system creates a market that is self-correcting.
Unfortunately, this fundamental truth is one of the first casualties of economic
crises. But the adjustment process must be allowed to clean out
malinvestment and exploit new opportunities. Bailouts, regulations, taxes,
redistribution and inflation only hinder the ability of the market to self-correct.

Institute of Economic Affairs
(http://blog.iea.org.uk/?p=109)

Thumbs Down for Bush's Bailout to Save Wall Street
Philip Booth (26 Sept 2008)

TARP is not the way to go about solving the current crisis. Like the failed
Fannie Mae and Freddie Mac, the US government will be creating another
vehicle, which will last for the long term under government control, full of
poorly constructed financial instruments. It is reasonable for the government
to assist in the process of an orderly winding up of insolvent institutions.
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Though they should make sure that shareholders and bondholders in those
institutions get nothing if there is nothing left after creditors have been paid.
This is a far cry from putting a government guarantee under the US banking
system.

Yorkshire Post
(http://www.iea.org.uk/record.jsp?type=pressArticle&ID=371)

Despite All the Pain, We Must Not Bail Out the Struggling Banks
Richard Wellings (19 Sept 2008)

Expensive government bailouts should be avoided at all costs. Although the
merger of HBOS and Lloyds TSB will be painful for many employees, it is
necessary to help the banks rebuild their capital and restore profit levels. The
alternative, a government bailout of HBOS, would be disastrous. Taxpayers
would be faced with liabilities that dwarfed those of the much smaller Northern
Rock, deepening the budget deficit. In the long term, a bailout would reduce
the downside for bankers associated with failure. Provided the government
avoids overregulation, financial markets will continue to provide the best
solutions for the current banking crisis, whether through rights issues,
acquisitions, or mergers such as HBOS and Lloyds TSB.

Yorkshire Post
(http://www.iea.org.uk/record.jsp?type=pressArticle&lD=369)

The FSA Should Join the Roll of City Failures
Philip Booth (18 Sept 2008)

Gordon Brown created a regulator that has a giant footprint on the financial
system. Meanwhile, financial institutions try to develop complex instruments to
wriggle out from under this system. The Financial Services Authority cannot
do its job properly because it has an impossible job. Markets may misallocate
resources at times, but we should not think regulators can do better. The all-
knowing, beneficent regulator is a creature of the imagination. We need
regulators with some specific roles to step in to deal with problems that
predictably arise from time to time in financial systems. It is time to break up
the FSA.

Daily Telegraph
(http://www.iea.org.uk/record.jsp?type=pressArticle&ID=368)

A Welfare State for Bankers
Philip Booth (8 Sep 2008)

Bailouts signal that the U.S. is now a welfare state for bankers—irresponsible

behaviour in the financial markets will be underwritten by U.S. taxpayers. This
will encourage riskier decisions in the future, prevent the development of
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private mechanisms to deal with difficulties in the financial system, and lead to
even more government regulation.

Institute of Economic Affairs
(http://blog.iea.org.uk/?p=79)

Loosen Regulations and Privatise the Bank
Philip Booth (27 March 2008)

The downturn shows the need to decrease rather than increase regulatory
burdens. Despite thousands of pages of regulation, no regulation covers
liquidity risk—the key problem in the Northern Rock debacle. In attempting to
play a much wider role, regulators failed in their basic tasks. Moreover, many
of the riskiest financial positions are taken by institutions, such as hedge
funds, that have been designed in a particular way to avoid stifling regulation.
It could be argued that regulators are directly responsible for the current crisis.
Instead of regulating more and more, regulators should focus on a very small
number of well-defined problems and return other forms of regulation to the
market. Additionally, the Bank of England should be privatised. If the Bank's
share capital were provided by the private sector, it would have a strong
incentive to use its powers prudently. Finally, businesses must be allowed to
fail. Government policies that prevent this replicate the causes of the current
crisis.

Daily Telegraph
(http://www.iea.org.uk/record.jsp?type=pressArticle&lD=355)

Why a Drastic Interest Rate Cut Will Prolong the Misery
Philip Booth (25 Jan 2008)

People who have made mistakes in financial markets must not be bailed out
under any circumstances. The prudent should not subsidise the imprudent.
The Bank of England’s main job is to keep inflation on target and it needs to
be careful not to cut interest rates too far. The government needs to liberalise
labour markets and to cut spending and red tape.

Yorkshire Post
(http://www.iea.org.uk/record.jsp?type=pressArticle&lID=349)

Rocky Road Ahead
Philip Booth (18 Sept 2007)

Northern Rock's business practices may have been risky, but commenting on
their business model does not fall within the realm of external critics. The
important thing is that those who make the decisions bear the cost when
things go wrong. There should be no bail out of borrowers; there should be no
bail out of shareholders; and any assistance given to savers must be strictly
limited to the terms of the statutory deposit insurance scheme. The best way
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to guarantee reasonable calmness in financial markets is for regulators and
politicians not to overreact and to ensure that those who take decisions bear
the cost of those decisions: however uncomfortable that might be in the short
term.

Yorkshire Post
(http://www.iea.org.uk/record.jsp?type=pressArticle&lID=339)
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Library of Economics and Liberty

Open Season on the Capitalist Free-for-All
Anthony de Jasay (2 Feb 2009)

The financial crisis provides opponents of laissez-faire capitalism an
opportunity to advance their opinions. However, the crisis is a result of
government policy rather than unrestrained capitalism. Nor is its solution more
government control of the economy. Free markets are self-correcting. Any
attempt to save the free market through a "third way" will inevitably lead to
extreme levels of central planning.

Library of Economics and Liberty
(http://www.econlib.org/library/Columns/y2009/Jasayfreeforall.html#)

From Dark Age to Renaissance
Arnold Kling (27 Jan 2009)

Fiscal stimulus is unlikely to be successful. The U.S. has a heterogeneous
labour force, and that will require Hayekian market adjustment, not central
planning. The stimulus plan is highly ideological and partisan in nature. And,
the market needs to adjust to correct for an unsustainable financial structure
based on excessive securitisation and leverage.

Library of Economics and Liberty
(http://econlog.econlib.org/archives/2009/01/from_dark age t.html)
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Ludwig von Mises Institute

What Would Mises Say?
Joseph Keckeissen (25 March 2009)

Ludwig von Mises would say that the true cause of economic instability,
despite the many complexities in today's financial system, is inflationism—the
unlimited creation of new money on the part of governments. It causes prices
and costs to rise, destroys the meaning of the accounting ledgers, creates
bubbles in the prices of stocks and of housing, and (even now) of government
bonds. Were it not for the flood of new money, the prices of housing could
never have risen to unsustainable heights, the securitised mortgages would
not have multiplied, and our financial institutions would not have been
gluttonously attracted to them. Current remedies like bailouts replicate this
problem. Mises would also attribute the recession to reckless tampering with
interest rates. Interest is not a price that can be adjusted at will. Instead, it is a
ratio representing the trade-off between current and future consumption.
Artificially adjusting the interest rate led to malinvestment. Ongoing monetary
loosening replicates this problem.

Ludwig von Mises Institute
(http://mises.org/story/3385)

The Fed Did It, and Greenspan Should Admit It
Frank Shostak (19 March 2009)

Greenspan is wrong—a global savings glut does not explain the asset bubble.
The accumulation of dollars by emerging economies cannot increase the pool
of dollars. A sustained decline in long-term yields requires an increase in the
pool of dollars. It is only the monetary policy of the Fed—and not the
accumulation of dollars by emerging economies—that can set in motion
changes in the pool of dollars. Hence, the fall in long-term interest rates and
mortgage rates must be the result of the Fed's loose monetary stance. What
sets in motion a boom-bust cycle is not a boom in a particular market but
rather the increase in money supply out of "thin air."

Ludwig von Mises Institute
(http://mises.org/story/3382)

Beating Back Obamanomics
Llewellyn H. Rockwell (6 March 2009)

Economic fallacies are fuelling a flood of horrible policy that is driving us even
further into economic depression. Keynesianism has morphed into outright
socialism, accelerated by the logic of the interventionist cycle. As Ludwig von
Mises argues, socialism cannot accommodate any economic development
beyond the hunter-gatherer stage. Without ownership and exchange of capital
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goods, all economic decisions are arbitrary. Understanding and advancing this
argument is vital.

Ludwig von Mises Institute
(http://mises.org/story/3367)

Hey, Economists! Money and Interest Are Different Things
Robert P. Murphy (2 March 2009)

The Federal Reserve distorts the financial market in two ways. First, it
destroys the value of the dollar by expanding the dollar supply year after year.
Second, it raises bond prices first such that they are temporarily higher
compared to other prices. Sometimes the most efficient market response is an
increase in the supply of money and an increase in interest rates. Because
the Fed typically injects new money only by lowering interest rates, it worsens
financial panics.

Ludwig von Mises Institute
(http://mises.org/story/3355)

Stimulation by Government
Llewellyn H. Rockwell (27 Feb 2009)

The fiscal stimulus only stimulates the government while draining the private
economy, the only real source of social wealth. Fiscal stimulus destroys value
because property is pried loose from owners, who put it to socially useful
purposes, and given to government, which invests it inefficiently. The
government wins while everyone else loses. Indeed, the government loves
economic downturns because it provides an opportunity to expand its reach.

Ludwig von Mises Institute
(http://mises.org/story/3360)

Economic Recovery Requires Capital Accumulation, Not Government
"Stimulus Packages"
George Reisman (25 Feb 2009)

The economic system is not functioning properly because it has lost capital.
The amount of capital in an economic system determines its ability to produce
goods and services, as well as employ labour and purchase goods on credit.
Capital is accumulated on a foundation of saving. The loss of accumulated
savings is at the core of the problem of economic recessions.

Recessions are the result of the attempt to create capital on a foundation of
credit expansion rather than saving. Credit expansion appears to be new and
additional capital, creating an exaggerated, false understanding of the amount
of capital that is available to support economic activity. Credit expansion also
fosters an artificial reduction in the demand for money for cash holding. The
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housing bubble illustrates the malinvestment and overconsumption caused by
credit expansion.

Economic recovery requires that the economic system rebuild its stock of
capital. To do so, it needs to engage in greater saving relative to consumption.
However, stimulus packages further reduce the supply of capital and thus
worsen the recession. They consume previously produced wealth, which is
part of the capital of the firms that own it. The stimulus programmes offer
money in exchange for this wealth and capital. But the money they offer does
not come from the production of any comparable wealth by the government.
Any fresh production and employment that results is incapable of replacing
the capital that was consumed in starting the process. The effect of capital
decumulation is a reduction in the ability of the economic system to produce,
to employ labour, and to provide credit.

Ludwig von Mises Institute
(http://mises.org/story/3353)

The Misdirection of Resources and the Current Recession
Mario J. Rizzo (19 Feb 2009)

We are at a crossroads with regard to the role of the state in our lives. The
recession has provided the impetus for a vast expansion in the role of the
state mediated by urgent macroeconomic policy advice. The speed with which
the stimulus package was pushed through Congress was an attempt to
prevent debate on the plan's substance, eroding the democratic process.

Moreover, the plan will be ineffective. The recession was caused by the
economic distortions and imbalances resulting from the Federal Reserve's
excessively low interest-rate policy from mid-2002 through 2006. The fiscal
stimulus package reinforces the misallocation of resources. The stimulus also
decreases net economic value by transferring resources from the more
efficient private sector. An effective stimulus must allow market adjustments to
take place, as well as reduce taxes with a credible reduction of future
government spending.

Ludwig von Mises Institute
(http://mises.org/story/3348)

Unhinged
Mark Thornton (17 Feb 2009)

If the market had been left alone, it would already have cleaned up most of its
problems and began its recovery. Government intervention has made the
crisis longer and more drawn out. The uncertainty that government action
creates leaves investors and entrepreneurs unhinged from the normal
parameters in which they operate. A recovery plan should cut taxes
permanently, eliminate government programmes, balance the budget,
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eliminate regulation, free the entrepreneur, establish free trade, eliminate the
Federal Reserve, and return to the gold standard. Unfortunately, massive
government spending, support for strengthened regulations, calls for
protectionism, and the Fed's expansion make a depression more likely.

Ludwig von Mises Institute
(http://mises.org/story/3341)

The Importance of Failure
Tyler A. Watts (10 Feb 2009)

Capitalism depends on three distinct institutions: prices, property, and 'profit
and loss." In light of these pillars, the problem of bailouts become clear—they
erase the effect of losses, undermining the essence of 'profit and loss.'
Instead of trying to abolish failure via bailouts, we should let markets, and
failure, run their course.

Ludwig von Mises Institute
(http://mises.org/story/3321)

Obama's Wealth Destruction
Llewellyn H. Rockwell (9 Feb 2009)

Obama's attempts to emulate Franklin Roosevelt have left him disconnected
from reality. Government spending does not generate wealth—it drains the
sources of wealth from society. The New Deal prolonged and worsened the
Great Depression. In his zeal to continue the New Deal legacy, Obama will
repeat its mistakes.

Ludwig von Mises Institute
(http://mises.org/story/3331)

Show Trials with Capitalist Defendants in Shackles
George Reisman (8 Feb 2009)

A mob mentality is leading people discontented with the current recession to
denounce capitalism. However, today's economic system is a mixed
economy, not laissez-faire capitalism. Government subsidies, grants of
monopoly privilege, suppression of competition, and bailouts mitigate the
overarching principle of capitalism that people should experience the
consequences of their actions. Governments also encourage credit
expansion, which creates the delusion of prosperity while it lasts and
economic depression when it ends.

Nonetheless, populist sentiment is threatening the normal operations of

private firms. Bonus decisions occur at the discretion of the private firm. In
many cases, they make economic sense because they enable the firm to
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retain its best performing employees. Likewise, buying a corporate jet can
also make economic sense. Public outrage over bonuses and corporate jet
purchases shows that bailouts effectively nationalise private firms—they
become accountable to both shareholders and the public at large. This
cripples firms that receive bailouts and has a symbolic effect on corporations
that do not receive bailout money.

Ludwig von Mises Institute
(http://mises.org/story/3330)

Financial Crisis: The Failure of Accounting Reform
Jesus Huerta de Soto (4 Feb 2009)

Fair value accounting principles helped fuel the artificial economic expansion
prior to the current recession. Their procyclical nature created a feedback
loop. Rising stock-market values were entered into the books. These
accounting entries then justified further increases in the prices of assets listed
on the stock market. The resulting wealth effect encouraged people to take
disproportionate risks. Additionally, fair value accounting violates the principle
of prudence and relies on subjective asset valuations.

Ludwig von Mises Institute
(http://mises.org/story/3301)

"Do You Austrians Have a Better Idea?"
Robert P. Murphy (2 Feb 2009)

In response to the recession, the government should do nothing and let the
market fix itself. The recession developed from a capital structure made
unsustainable by the Federal Reserve's massive credit expansion in 2001 and
2002. Resources are currently idle because the economy needs to readjust.
Efforts to borrow and spend to stimulate growth and bailouts for banks and
homeowners are only pumping air into a flat tire with a gaping hole. If the
government does anything at all, it should eliminate the personal and
corporate income tax, reduce federal expenditures by $1 trillion, cancel all
pending stimulus and bailout packages, and abolish the minimum wage.

Ludwig von Mises Institute
(http://mises.org/story/3316)

False Hopes for Tax Relief and Fiscal Stimulus
D.W. MacKenzie (28 Jan 2009)

The tax cuts in Obama's stimulus package do not shift resources to the
private sector. They merely turn tax-financed spending into deficit-financed
spending, deferring higher tax rates to the future. This does not stimulate the
economy. Due to its propensity for waste, government spending crowds out
private investment. While many expect the Obama Administration to improve
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economic conditions, this belief is based on hope and economic illiteracy
rather than sound reasoning.

Ludwig von Mises Institute
(http://mises.org/story/3309)

Faith in Free Markets — According to Mr. Bernanke
Matthew J. Novak (27 Jan 2009)

Ben Bernanke is using fears of "instability” as a scare tactic to justify more
government funds for bank bailouts. That Bernanke uses this rhetoric under
the guise of supporting the free market is particularly worrisome. He is
pushing for more bank nationalisations, a clear violation of free market
principles. Unfortunately, many in the public blame capitalism for the current
crisis. To counter this tendency, the fallacies inherent in the doctrine preached
by people like Bernanke must be brought to light and dispelled.

Ludwig von Mises Institute
(http://mises.org/story/3308)

Can Fiscal Stimulus Revive the US Economy?
Frank Shostak (22 Jan 2009)

Shostak offers two arguments against Obama's proposed fiscal stimulus.

First, the proposal is not large enough to close the $2 trillion output gap.
Second, government spending does not raise overall output. Increasing output
is impossible without the necessary support from final goods and services or
from the flow of real funding or the flow of real savings. The government does
not create any real wealth (final, saved consumer goods). But funding
government outlays requires taxation, which diverts funds from producers of
goods and services. This slows real economic growth.

Ludwig von Mises Institute
(http://mises.org/story/3310)

Rules for International Monetary Reform
Jesus Huerta de Soto (21 Jan 2009)

Any financial reform must be based on these principles: re-establishing a total
reserve requirement on all bank demand deposits, eliminating central banks,
and privatising state-issued money and replacing it with a gold standard.
Based on these principles, a bailout should back the total amount of current
bank deposits with cash—»bills to be turned over to banks. This would free up
all banking assets which currently back demand deposits. These funds should
be devoted to enabling savers to recover their lost investments.

Ludwig von Mises Institute
(http://mises.org/story/3300#)
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Filling the Holes in Krugman's Analysis
Robert P. Murphy (15 Jan 2009)

Murphy disputes Krugman's "depression economics" justification for
government stimulus by arguing against the ideas that output generates
employment and that government spending is a measure of real output.
Employment generates output, not vice-versa. Higher real GDP is associated
with lower unemployment because more people are working and thus
producing more output. Focusing on spending, as Krugman does, reverses
cause and effect. Further discussions of the multiplier effect also ignore this
causality problem.

Additionally, aggregate measures of gross output are inaccurate if they
include government expenditures because the government does not have an
incentive to economise on its spending. And even if government stimulus
decreases unemployment, it would not be a true economic recovery because
of the expense to taxpayers of the government spending.

Ludwig von Mises Institute
(http://mises.org/story/3291#)

Falling Prices Are the Antidote to Deflation
George Reisman (14 Jan 2009)

Falling prices are the cure for deflation. Deflation is a decrease in the quantity
of money and/or volume of spending in the economic system. In the present
crisis, it is a contraction of credit and of the spending that depends on credit. A
fall in prices and wages is the essential means of adapting to this deflation
and overcoming it—a fall in prices enables reduced funds available for
expenditure to buy as much as previously larger funds could buy.

A bailout will increase the supply of money beyond the public's present
demand for money holding. When profits, employment, and wages begin to
rise, the massive increase in the quantity of money will bring about an
inflationary crisis. Reigning in inflation will produce a contraction similar to the
situation in the early 1980s. The only way out of the present crisis is through
the natural free-market remedy—a fall in wage rates and prices.

Reisman extends this analysis to home prices, which have appeared to rise
only because inflation has exceeded the depreciation in home values.
Attempting to maintain artificially high housing prices or rescue the borrowers
and lenders responsible for them is counterproductive.

Ludwig von Mises Institute
(http://mises.org/story/3296)
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How This Happened
Llewellyn H. Rockwell, Jr. (12 Jan 2009)

Rockwell argues that the New Deal prolonged the Great Depression, and the
U.S. is currently heading down the same disastrous path. When the economy
starts recovering, even if only cosmetically, inflation at rates of ten or twenty
percent will devastate the country. A culture-wide love of liberty is vital to
reverse the direction of today's politics.

Ludwig von Mises Institute
(http://mises.org/story/3295)

Does "Depression Economics" Change the Rules?
Robert P. Murphy (12 Jan 2009)

Murphy responds to Krugman's "depression economics” argument (when
there are idle resources, the traditional economic problem of scarcity
disappears). It is even more wasteful for the government to divert resources
from the private sector during a recession. First, government stimulus cannot
target only idle resources—the capital structure of the economy is too
complex. Second, current economic problems resulted from misallocated
resources (fuelled by low interest rates following the dot-come crash). Only
the free market can reallocate these resources to their more efficient use. The
"depression economics” argument denies this need for correction and
assumes that recessions result from irrational consumer panic. Finally, one-off
projects don't encourage firms in other industries to make long-term
investments. The people that these projects employ will quickly be out of work
once the project finishes. To ensure economic recovery, the government must
cut spending, cut taxes, stop inflating the money supply, and maintain
predictable regulations.

Ludwig von Mises Institute
(http://mises.org/story/3290)

The Great Credit-Crunch Hoax of 2008
Robert Higgs (9 Jan 2009)

Higgs disputes the view that credit contracted in 2008. In other words, there is
no credit crunch. The amount of commercial-bank credit outstanding
plateaued from April through September but did not contract. Furthermore,
commercial-bank credit increased rapidly following the plateau such that
outstanding credit at the end of the year was more than 8 percent higher than
the year before. Therefore, the justification given for bank bailouts (an illiquid
credit market) is false.

Ludwig von Mises Institute
(http://mises.org/story/3288)
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A Golden Way Out of the Monetary Fiasco
Thorsten Polleit (7 Jan 2009)

The causes of the current monetary fiasco are attributable to the fiat-money
system. Under the system, the money supply is decoupled from the
economy's real savings. Indeed, the declining savings rate over the past two
decades has been accompanied by bank-credit expansion increasingly
outstripping income. This process is unsustainable, especially as it is
compounded by a monetary policy of repeatedly fending off cyclical downturns
by cutting interest rates. When commercial banks decide to reduce their
credit-risk exposure (deleverage), the economy's credit-and-money supply
contracts, resulting in deflation. While a free market can handle the correcting
effects of deflation, the government, bridled with the need to finance large
amounts of public debt, cannot. Even more government intervention will not
solve the original problem. The best solution is establishing a 100%-reserve
system based on a gold-standard and privatising the banking sector.

Ludwig von Mises Institute
(http://mises.org/story/3265)

Why Congress Must Stop the Fed's Massive Pumping
Frank Shostak (6 Jan 2009)

Government bailouts, in any form, cannot generate the real wealth necessary
to bring about economic growth. The current decline in prices is a result of a
severe weakening of various non-productive bubble activities that have
emerged on the back of past loose monetary policy. The increase in the
federal-funds-rate target from 1 percent to 5.25 percent from 2004 to 2007
undermined these false activities, which can only survive under a loose
monetary policy. Using massive amounts of money to counter price declines
props up these false activities and weakens wealth-generating activities,
delaying sustainable economic recovery.

Banks' unwillingness to lend money despite government cash infusions
suggests that the percentage of false activities exceeds the percentage of
wealth-generating activities. Consequently, banks are unlikely to increase
lending despite government support (actually undermining bubble activities).

Additionally, direct fiscal stimulus will severely damage the real economy.
Government spending does not create real wealth. In fact, it requires taxing
real wealth producers. Even if government outlays are financed through deficit
spending, they do not generate wealth—real savings must grow.

Ludwig von Mises Institute
(http://mises.org/story/3279)
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The SEC Makes Wall Street More Fraudulent
Robert P. Murphy (5 Jan 2009)

The Security and Exchange Commission's failure to prevent the Bernard
Madoff scandal is justification for abolishing the agency, not strengthening it.
The SEC's failure was not a result of low budgets and the sentiment that
markets are self-regulating. Under the Bush Administration, the SEC had the
biggest budget and most personnel in its history. In fact, the SEC's implicit
blessing of Madoff falsely reassured otherwise sceptical investors.

Ludwig von Mises Institute
(http://mises.org/story/3273)

One Cheer for Paul Krugman, or Why the Bubble Economy?
William L. Anderson (1 Jan 2009)

Anderson disputes the notion that greedy people in the financial industry
caused the recession. Government regulation, not unbridled free markets, is
responsible for current economic problems. The Federal Reserve is
responsible for the ballooning financial sector, and the likelihood of a bailout
encouraged risk taking. Instead of permitting the necessary economic
adjustments to be made in the wake of the boom, the government, through
more deficit spending, will prevent economic recovery.

Ludwig von Mises Institute
(http://mises.org/story/3275)

Yes, Greenspan Did It
Stefan Karlsson (31 Dec 2008)

The recession is a result of Greenspan's low interest rate and the moral
hazards created by past bailouts. Karlsson disputes the following alternative
explanations: the Community Reinvestment Act's effect on risky lending, the
lack of regulation following the repeal of the Glass-Steagall Act, and the Fed's
inability to increase long-term interest rates due to the global savings glut.

Ludwig von Mises Institute
(http://mises.org/story/3244)
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Should the Crisis Shake Our Faith in the Market?
Art Carden (29 Dec 2008)

The financial crisis is not the product of unregulated capitalism. Instead, it
should strengthen zeal for the free market. The root causes of the recession
support the case for free markets. But the anti-business tone of the current
political debate is disconcerting. Increasing corporate taxes and taxes on the
rich to redistribute wealth will not create economic growth. Market-oriented
reforms that remove obstructions on entrepreneurs are vital.

Ludwig von Mises Institute
(http://mises.org/story/3276)

Deflation: Nothing to Fear
Jeff Bonn (19 Dec 2008)

Deflation is not a justification for additional government bailouts. A broad
sustained drop in prices is impossible when the government is wildly
expanding the money supply. The current decline in commodity prices does
not reflect deflation. Between January 2006 and June 2008, commodity prices
increased at historically unprecedented rates. Prices are now correcting from
their unsustainable levels due to a decline in demand, not falling money
supply. Likewise, the current reduction in debt does not amount to the
destruction of wealth—consumers and firms have overstretched their credit
capacities. Providing more credit does not solve this problem. It only delays
the inevitable crisis.

Ludwig von Mises Institute
(http://mises.org/story/3249)

Evidence that the Fed Caused the Housing Boom
Robert Murphy (15 Dec 2008)

Alan Greenspan's low interest rate policy after the dot-com bust and 9/11
attacks sowed the seeds for the current recession and housing bubble.
Despite claims to the contrary, the Federal Reserve injected enough money to
cause current losses. Because of the fractional-reserve system's built-in
multiplier, the $200 billion injection can explain $2 trillion losses. Additionally,
monetary-base growth in 2002 was about as high as any year from the
1970's, a period of excessively loose monetary policy. Finally, the fall in
mortgage rates beginning in late 2002 is correlated with the onset of the boom
in housing prices. These mortgage rates were the lowest rates in the past 37
years. Were money and banking left in the hands of the private sector, the
housing boom would not have occurred.

Ludwig von Mises Institute
(http://mises.org/story/3252)
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Don't Cave
Llewellyn Rockwell (15 Dec 2008)

Allowing American car companies to fail would free up labour and capital for
more economically useful purposes. Bailing them out is like forcing American
taxpayers to buy what they have already chosen not to buy. People who
support free markets must oppose a bailout even if the immediate
consequences of bankruptcy are bad.

Ludwig von Mises Institute
(http://mises.org/story/3256)

Now It's Jobs
Llewellyn Rockwell (9 Dec 2008)

The current economic downturn is playing out as a textbook example of the
Austrian business cycle. Policymakers must realise that the downturn is a
necessary and inevitable response to the previous boom. Similarly,
unemployment is a necessary response to a boom, as people overemployed
in failing industries move to more viable sectors. Government intervention to
alleviate unemployment prolongs this transition and its ripple effects.

Ludwig von Mises Institute
(http://mises.org/story/3248)

100% Reserves Now
Lucas Engelhardt (8 Dec 2008)

Bailouts will create further incentives to take the same actions that led to the
current crisis in the first place. Banks will take more risks, knowing that the
government will bail them out if losses result. Furthermore, preventing
insolvent banks from going bankrupt extends beyond the legal mandate of the
Federal Reserve and Federal Deposit Insurance Corporation. The potential for
these agencies to adopt such extraordinary power in the future destroys
incentives that would have prevented the current crisis. 100% reserve banking
would prevent banks from becoming insolvent. Now is a unique opportunity to
establish this standard.

Ludwig von Mises Institute
(http://mises.org/story/3237)

Ben Bernanke's Pretense of Knowledge
Douglas French (6 Dec 2008)

Government action will fail to stimulate the economy because it is impossible

to calculate a solution for the actions of such a complex phenomena as the
market. Policymakers only look at factors which can be quantitatively
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measured and ignore those which cannot. They engage in "the fatal conceit,"
thinking that they have the knowledge to fix and plan the economy.

Ludwig von Mises Institute
(http://mises.org/story/3247)

The Force Is With Us
Llewellyn Rockwell (2 Dec 2008)

Retailers, by cutting prices, are providing a sufficient stimulus to increase
consumer spending. Lower prices are a relief to consumers, not a
macroeconomic problem. Interrupting this process through central planning
will make everyone worse off. In fact, the Fed's current response to the
declining money supply may create excessive inflation, making current price
declines even more necessary. Despite the pains that this may cause, it is the
only way the economy can prepare for future growth.

Ludwig von Mises Institute
(http://mises.org/story/3241)

Government Intervention and Market Volatility
Benjamin Weingarten (1 Dec 2008)

Government intervention in the market is creating uncertainty, the cause of
unprecedented volatility. Bailouts have put the government in the position of
determining winners and losers. Short selling bans on financial sector stocks
(but not in oil markets, for example) have the same effect. In these conditions,
market participants cannot determine what to buy and sell because of
uncertainty regarding who will be bailed out. This makes for disorderly and
inefficient deleveraging and liquidation.

Ludwig von Mises Institute
(http://mises.org/story/3239)

“"Neanderthal" Economics
Chris Brown (25 Nov 2008)

Government stimulus will further distort the savings-investment-consumption
ratio. Government funds, which are entirely consumed, will increase the depth
and length of the recession. Only less consumption and more saving will lead
to a quick recovery. Unfortunately, the government is enacting every policy
that Murray Rothbard argues will delay market adjustment. The proper
government policy in a depression is strict laissez-faire.

Ludwig von Mises Institute
(http://mises.org/story/3221)
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Did the Fed, or Asian Saving, Cause the Housing Bubble?
Robert Murphy (19 Nov 2008)

Alan Greenspan's ultra-low interest rates in the wake of the dot-com crash
sowed the seeds for the current crisis. Even after adjusting for price inflation,
interest rates during the housing boom were at negative levels, and in fact
were the lowest they had been since 1979. The claim that a savings glut
prevented Greenspan from correctly managing interest rates is problematic.
First, the Federal Reserve has tremendous power to influence rates even if
they don't explicitly determine them. Second, arguing that the market can set
interest rates largely independently of central bankers' actions actually shows
how central banks distort the market process. Third, savings rates among
emerging and developing economies rose throughout the boom and bust in
housing, discrediting the correlation between savings rates and housing
prices. There is also no correlation between these savings rates and
mortgage rates. Finally, global savings rates in the early 2000s were lower
than their average value over the previous 15 years. The relationship between
the year-over-year home price index and the federal funds rate explains the
housing boom and bust. House price appreciation was highest when interest
rates were lowest and tapered off as interest rates rose. The Fed was a
necessary condition for the speculative bubble.

Ludwig von Mises Institute
(http://mises.org/story/3203)

The TARP Is Dead, Long Live the TARP
Robert Higgs (19 Nov 2008)

The data do not justify massive bailouts—credit markets are not frozen. In the
third quarter of 2008, consumer credit increased at an annual rate of 1.25
percent; revolving credit increased at an annual rate of 2.5 percent; and
nonrevolving credit increased at an annual rate of 0.5 percent. Total consumer
credit outstanding in September exceeded the average amount outstanding in
any year from 2003 to 2007.

Ludwig von Mises Institute
(http://mises.org/story/3217)

Slash and Burn
Mark Thornton (18 Nov 2008)

Government should stimulate the economy by decreasing spending,
decreasing taxes, selling government owned resources (like the Strategic Oil
Reserve) to the private sector, and removing restrictions on profitable
production processes. The government should eliminate any money
generated through this process from the money supply.

Ludwig von Mises Institute
(http://mises.org/story/3201)
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Can Friedman's Money Rule Stabilize the Economy?
Frank Shostak (12 Nov 2008)

Greater control of financial markets will not stabilise the financial system.
Economic booms are about various nonproductive activities that spring up on
the back of the expanding money-supply. An economic bust is about the
elimination of various nonproductive activities on account of the decline in the
rate of growth of the money supply. Printing money always creates false
nonproductive activities. Restoring the gold standard is vital to counter this
and eliminate boom-bust cycles.

Ludwig von Mises Institute
(http://mises.org/story/3197)

Consumers Don't Cause Recessions
Robert Murphy (11 Nov 2008)

Focusing on reviving consumer spending is both mistaken and dangerous.
When a recession results from a central-bank-induced artificial boom, the
downturn is a period of readjustment when resources are channelled back into
more appropriate uses. Government intervention to prevent this maintains an
unsustainable deployment of scarce resources. And, household saving is
good. It drives down interest rates, allowing businesses to borrow money and
expand their operations. In the long run once firms adjust to new spending
patterns, total income and employment do not decline. The market must
determine supply and demand levels. The government cannot predict any
sector's optimal capacity to meet future demand.

Ludwig von Mises Institute
(http://mises.org/story/3194)

Do We Need More of Keynes Now?
Frank Shostak (31 Oct 2008)

Keynesian logic is flawed because consumption is not the motor of the
economy. There is a distinction between productive and non-productive
consumption. Productive consumption is consumption done in order to be
able to produce. The creation of money out of thin air gives rise to
consumption, which is not backed by any production—non-productive
consumption. Non-productive consumption detracts from productive
consumption, which is the key to generating real wealth. Printing money by
the central bank and through fractional-reserve banking causes non-
productive consumption. Increasing non-productive consumption through
Keynesian stimulus does not result in wealth generating projects. Rescue
packages just lay the foundation for future recessions.

Ludwig von Mises Institute
(http://mises.org/story/3169)
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Has Libertarianism Ended?
D.W. MacKenzie (29 Oct 2008)

The financial crisis is neither a consequence of deregulation under Bush
(which did not occur) nor the result of a lack of new regulations. These
explanations ignore the incentives created by the Community Reinvestment
Act, the moral hazard created by bailouts, and the Federal Reserve's role in
creating the housing bubble. Any government response will fail to prevent
future crises—the government is chronically unable to anticipate future
developments. For example, the Sarbanes-Oxley Act targeting accounting
fraud failed to anticipate emerging problems in the financial industry. Such
actions will not solve the current crisis. They are its root cause.

Ludwig von Mises Institute
(http://mises.org/story/3162)

In Praise of Bankruptcy
Henry Thompson (28 Oct 2008)

The market approach to the financial crisis is bankruptcy. Government
involvement cushions failure, allowing banks and insurance firms to be
careless. Such intervention in the mortgage market encouraged people to buy
houses they could not afford. This is the root-cause of the current crisis. The
underlying goal of the bailout is not to keep the economy healthy but to keep a
select few firms in business. If these firms were allowed to go bankrupt, the
economy would recover quickly. Even if bailouts ostensibly help the economy,
the underlying incentives in the mortgage and insurance markets will persist.

Ludwig von Mises Institute
(http://mises.org/story/3154)

The Myth that Laissez Faire Is Responsible for Our Present Crisis
George Reisman (23 Oct 2008)

Accusations that the financial crisis resulted from laissez-faire capitalism are
based on a false definition of laissez-faire. Laissez-faire is the complete
absence of government intervention in the economy. The political-economic
environment of the U.S. is a far cry from laissez-faire. But blaming so-called
laissez-faire supports the government's attempts to erode people's remaining
economic freedoms.The actual responsibility for the financial crisis lies with
massive government intervention. In particular, the Federal Reserve's policy
of money and credit creation has resulted in checking deposits equal to fifty
times the actual cash reserves of banks—a situation ripe for implosion. This
process was specifically evident in housing markets. The vast loss of capital
due to malinvestments in the sector caused the credit crunch. Government
mortgage guarantees further contributed to this problem.

Ludwig von Mises Institute
(http://mises.org/story/3165)
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A Move towards Market Socialism
D.W. MacKenzie (22 Oct 2008)

Partial nationalisation of banks is a step towards socialism. The government
will necessarily attempt to influence banks' business decisions after taking a
large equity stake. Private investors must be allowed to deal with the current
crisis.

Ludwig von Mises Institute
(http://mises.org/story/3157)

Financial Crisis and Recession
Jesus Huerta de Soto (6 Oct 2008)

The financial crisis is a result of reckless artificial credit expansion that central
banks have permitted and orchestrated over the last 15 years. The rapid
growth of the money supply since 1992 fuelled a speculative bubble in the
form of a substantial rise in the prices of capital goods, real-estate assets, and
the securities that represent them. Such artificial credit expansion is not a
shortcut to stable and sustained economic development. In fact, it causes
entrepreneurs to undertake overly ambitious investment projects. The
inevitable result is a recession, when the economy begins to readjust the real
productive structure. Lowering interest rates and bailing out banks would only
postpone a recession at the cost of making it more serious in the future.
Central banks cannot possibly succeed in finding the most advantageous
monetary policy at every moment. Introducing cheap credit would only hinder
the necessary liquidation of unprofitable investments and company
reconversion. The government must liberalise the economy at all levels to
permit the rapid reallocation of productive factors to profitable sectors. It is
also essential to reduce public spending and taxes.

Ludwig von Mises Institute
(http://mises.org/story/3138)

The Rescue Package Will Delay Recovery
Frank Shostak (29 Sept 2008)

Eliminating the insolvent banks receiving bailout money is vital to economic
recovery—they prevent wealth-generating activities in the financial sector and
other parts of the economy from generating real wealth. A recession is when
scarce resources are reallocated in accordance with consumers' priorities.
The market must be allowed to conduct this allocation. A rescue package will
sustain activities that the economy cannot afford and consumers do not want.
Bank failures, on the other hand, allow the markets to improve efficiency.
Moreover, loose monetary policy fuels future bubbles without generating real
wealth. Such intervention must be avoided.

Ludwig von Mises Institute
(http://mises.org/story/3131)
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Can the Rescue Plan Fix the US Economy?
Frank Shostak (22 Sept 2008)

Monetary expansion will not alleviate the current financial crisis—it cannot
create real wealth. If the pool of real savings is declining, then real economic
growth will not follow suit regardless of how much money the Fed is going to
pump. And, declining household net worth raises the likelihood that the pool of
real savings could be shrinking. Regardless of a rescue package, the various
bubble activities that sprang up on the back of loose monetary policy between
January 2001 and June 2004 will soon come under pressure. To the extent
that a rescue plan weakens real wealth generators, it risks plunging the
economy into the mother of all recessions.

Ludwig von Mises Institute
(http://mises.org/story/3119)

Is Deleveraging Bad for the Economy?
Frank Shostak (20 Aug 2008)

Encouraging banks to lend more is futile if there are no real savings to back
up additional loans. Printing more money only weakens wealth generators,
reducing the future supply of real savings. Likewise, government spending
cannot boost economic growth—it only takes resources from someone else.
Using either of these methods to prevent asset price deflation is
counterproductive—previous high asset prices represent false activities.
Deleveraging, therefore, curtails the expansion of credit out of thin air, laying
the foundation for a healthy economic recovery.

Ludwig von Mises Institute
(http://mises.org/story/3064)

Beware the Moral Hazard Trivializers
Jorg Guido Hulsmann (3 June 2008)

The financial crisis is a result of institutionalised moral hazard, which caused
banks to make overly risky investment decisions. This moral hazard is a
product of the central banking system. Because financial firms know that the
central banks are there to help them and operate with few physical or
economic constraints, financial agents rely on publicly sponsored bailouts
instead of accurately assessing risk.

Ludwig von Mises Institute
(http://mises.org/story/2987)
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Our Financial House of Cards
George Reisman (25 March 2008)

After examining the causes of the financial crisis, Reisman concludes that a
solution requires providing banks more capital. The best way to accomplish
this goal and avert future crises is to make gold the major asset of the banking
system. To implement this, the Fed should declare its gold holdings as being
held in trust for the benefit of the banking system and allow banks to enter a
portion of this holding on to their balance sheets. The Fed should mandate a
permanent required gold reserve against all checking deposits. To insure that
the Fed's gold holdings are sufficient, the Fed should price its gold stock at
whatever price is necessary to make it equal to the outstanding supply of
money. This would solve the twin problems that lead to deflation—lack of
bank capital and lack of bank reserves.

Ludwig von Mises Institute
(http://mises.org/story/2926)

The Subprime Mortgage "Crisis" Will Fix Itself
Steve Berger (30 May 2007)

The free market should be allowed to resolve the subprime mortgage crisis. A
bailout is just a wealth transfer from creditworthy taxpayers to people who
made ill-advised credit decisions. This props up faulty credit and postpones
necessary adjustments. Also, additional regulations will inevitably stifle
productivity. The market is already taking actions to correct itself.

Ludwig von Mises Institute
(http://mises.org/story/2600)
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Mercatus Center

Same Old New Deal?
George Will (30 Nov 2008)

Another New Deal is not a recipe for economic recovery today. Government
policies deepened and prolonged the Great Depression. Policies encouraging
strong unions and higher wages drained corporate profits, prerequisites for
job-creating investments. And the ever-changing New Deal programmes
created uncertainties that paralyzed private-sector decision making. These
same concerns characterise government responses to the current financial
crisis. Obama's tax credit for businesses that hire new employees will create
labour market inefficiencies. And unpredictable bank bailouts mean that the
only prudent policy for businesses is to wait and see what the government
does next.

The Washington Post
(http://www.washingtonpost.com/wpdyn/content/article/2008/11/28/AR2008112802370 pf.ht
ml)

Gnarled Reality
Donald Boudreaux (15 Oct 2008)

The blame for current financial turmoil rests primarily with government, not
deregulation and market fundamentalism. No one knowingly makes
precarious loans if that person must pay the price of doing so. Extra-risky
loans are a result of other, non-competitive incentives. In the current case, the
Community Reinvestment Act induced lenders to make more subprime loans,
extending homeownership beyond its economically prudent limit. State-issued
Mortgage Revenue Bonds compounded this problem.

The Mercatus Center
(http://www.mercatus.org/MediaDetails.aspx?id=25556)

Free Market To The Rescue
Donald Boudreaux (18 Sept 2008)

The current financial crisis is not very similar to the Great Depression. Today's
unemployment rate is much lower than the Depression's double-digit rates.
And, the U.S. today is much more integrated into the global economy, which
provides a larger market for goods and services. But most importantly, the
U.S. is not teetering on the edge of socialism. The potential for nationalisation
during the New Deal era discouraged private investment. As long as the U.S.
maintains confidence in the free market, this problem will not occur now.

The Mercatus Center
(http://www.mercatus.org/MediaDetails.aspx?id=22948)
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The Main Street Economic Recovery Proposal: Will It Bring Us Out of
Recession?
Eileen Norcross and Frederic Sautet (Dec 2008)

Fiscal stimulus to "bailout main street" will fail. Public spending requires
raising current or future taxes, which displace private spending and
investment. The government cannot create wealth. Government allocation of
resources does not ensure that they are being put to their best possible uses.
Such misallocation creates a negative multiplier effect, cancelling out any
benefits of additional government spending. And, people will likely save rather
than spend any additional money they receive due to government spending.

The idea of fiscal stimulus misdiagnoses the problem. A downward
adjustment in prices is needed to restore certainty and restart economic
activity. To truly facilitate a recovery, the government must restore a climate
favourable to entrepreneurial discovery and innovation by reducing taxes and
spending.

The Mercatus Center
(http://www.mercatus.org/uploadedFiles/Mercatus/Publications/Main Street Economic Reco
very Proposal(1).pdf)
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Other

The fiscal stimulus is going to do wonders
Michele Boldrin (24 Feb 2009)

It is a fantasy that the economic profession at large finds the stimulus and the
bank bailout plans sensible and adequate. Many economists oppose them:
fiscal stimuli either do not work or work too slowly, and bailing out bad
managers is never a good idea. Indeed, both plans contradict four decades of
economic research and are designed to please special interest groups.

A very large fiscal stimulus plan is potentially damaging because it raises the
outstanding amount of debt. The Japanese experience shows that even
gigantic public spending plans are of no help when the banking system is
paralyzed and kept alive artificially. About two-thirds of the expenditure in the
stimulus package is not really useful, while the tax cuts should be redesigned.
And, aiding state budgets encourages the states to continue to be fiscally
irresponsible, which is why they are in so much trouble.

(http://www.noisefromamerika.org/index.php/articles/Seven Myths. Nay: Seven Follies (ll1))

The Financial Crisis and the Policy Responses: An Empirical Analysis of
What Went Wrong
John B. Taylor (Jan 2009)

Government actions and interventions caused, prolonged, and worsened the
financial crisis. They caused it by deviating from historical precedents and
principles for setting interest rates. Monetary excess is the main cause of the
current financial bust and the boom that preceded it. This is evident in a model
of the empirical relationship between the interest rate and housing starts.
They prolonged the crisis by misdiagnosing the problems in the bank credit
markets as a lack of liquidity rather than risk resulting from the housing bust.
The government worsened the crisis by providing support for certain financial
institutions and their creditors but not others. They did not develop a clear and
understandable framework.

The government must return to the set of principles for setting interest rates
that worked throughout the late 1980's and 1990's. Future government
interventions must be based on a clearly stated diagnosis of the problem and
rationale for the interventions. Financial assistance to existing financial
institutions must be made through a predictable exceptional access
framework.

National Bureau of Economic Research Working Paper
(http://www.nber.org/papers/w14631)
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