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Financial Meltdown Caused by Government, not by Free Market
 

There are many reasons for the current financial meltdown. As usual, the left is blaming free markets and calling for more regulation and/or nationalization. But the situation was not caused by free markets. To the contrary, the situation was caused by government. If a physician misdiagnoses the problem he is bound to provide the wrong prescription and make the patient worse, not better. 
 

Consider that it is government, not markets, that creates money out of thin air. Consider that it is government, not markets, that forces finanancial institutions to lend that money to people who are not credit worthy. Consider that it is government, not markets, that created and supported Fannie Mae and Freddie Mac. Consider that it is government, not markets, that is bailing out failed companies. Consider that it is government, not markets, that is forcing the current writedown of assets and causing a downward spiral of liquidation-writedown-liquidation-writedown.
 

The Wall Street Journal carries an editorial warning of more problems to come if governments don't lighten the regulatory burden:
http://online.wsj.com/article/SB122178603685354943.html
 

It is a common canard that the last Great Depression was caused by financial markets. The argument is that the credit bubble of the 1920's was created by markets, and the subsequent stock market correction then caused the Great Depression of the 1930's. Nothing could be further from the truth. The credit bubble was a result of the earlier creation of the Federal Reserve System in 1913. The stock market rise and fall was the natural market response to the credit inflation. Even that would not have led to the Great Depression. There were a series of severe financial corrections during the 1800's, each of them caused by government. Each of them worked its way out through market forces with a relatively short-lived economic downturn. The 10-year-long Great Depression was new in economic history. It was created by government's response to the financial correction. Under the New Deal, government instituted a crushing regulatory and tax burden on industry that stymied recovery. Government created disincentives to produce while it created incentives not to produce. Property rights -- the lynchpin of a free and prosperous economy -- were emascualted. Government instituted trade barriers that shut down the world economy. The canard about markets creating the Great Depression is debunked in two excellent books:
 

1) How Capitalism Saved America, by Thomas DiLorenzo http://www.mises.org/store/How-Capitalism-Saved-America-The-Untold-History-of-Our-Country-from-the-Pilgrims-to-the-Present-P260.aspx
 

2) America's Great Depression, by Murray Rothbard http://www.mises.org/store/product.aspx?ProductId=63
 

We would be well-served to recall the words of Thomas Jefferson, warning against the creation of a Central Bank, "The central bank is an institution of the most deadly hostility existing against the Principles and form of our Constitution. I am an Enemy to all banks discounting bills or notes for anything but Coin. If the American People allow private banks to control the issuance of their currency, first by inflation and then by deflation, the banks and corporations that will grow up around them will deprive the People of all their Property until their Children will wake up homeless on the continent their Fathers conquered."
 

As in the past, the current political response is weighted toward the left: (1) create more bureaucracy; (2) increase the scope and power of the Central Bank (Federal Reserve System); and (3) nationalize private financial institutions. The definition of a fascist economic system is the conjoining of government and business. We are well on our way toward creating an economy in which profits are privatized and losses are socialized -- a fascist system by definition.
 

America's Founders were rolling in their graves after the New Deal and the Great Society. Last week's events on Wall Street and the response from Washington might cause them to jump right out.
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