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various federal arms of government to shore up the
economy.

These bailouts are not just costly to the taxpayers. The
federal government has now become an owner in
numerous private businesses, and a majority owner in a
few, with government officials privy to boardroom
discussions, business strategies, and pay package
decisions. This is not a free-market approach to
managing our economy. Instead, it looks more like a
command-and-control regime that rewards failure,
socializes losses and privatizes gains. It runs counter to
the reasons our Founders demanded their independence:
respecting the sanctity of private property and the pursuit
of liberty.

It is evident that no one wants to say “no” to a rescue plan
when there is so much at stake. But the reality is that
actions like federal bailouts taken to delay short-term
financial pain often end up producing long-term damage
to our entire economy. Already, the Chinese Central Bank
has proposed replacing the U.S. dollar as the
international reserve currency—a clear sign that China,
the largest holder of U.S. dollar financial assets, fears that
the massive outlays required by the American bailouts
will result in inflation. And one need only look to Japan
and the banking crisis that led to its “Lost Decade” of
recession and stagnant economic growth from which it
has still failed to recover. The International Monetary
Fund has called those economic problems “a failure to
deal proactively with the impact of the collapse in asset
prices” that has led to real GDP growth only averaging 1
percent a year over the past decade.

In sum, the message with bailouts of this magnitude is
that your profits will be private but your losses socialized.
But the system often does not work that way, at least not
for long. If losses are socialized, it is likely that profits will
soon be as well, meaning Americans will no longer be
free, not just to fail, but to succeed.
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REPUBLICANS’ SOLUTION

Instead of continuing to bail out Wall Street and
nationalizing the financial system, Republicans want to
ensure that this crisis mever occurs again, protect
taxpayers and provide a transparent recovery process
that does not favor those that have made unsound
business decisions.

Republicans believe the best antidote for market turmoil
is certainty and economic growth. We oppose the trend
toward national ownership and control of financial
institutions. The government’s interventions to date have
generated market uncertainty and an aversion to private
lending and investment. The government’s strategy needs
to minimize government interference in the management
of companies and provide a clear exit strategy.

The Republican budget ends this failed bailout strategy
by refusing to assume additional spending for bailouts. In
addition, our plan supports a process to address insolvent
institutions that stops throwing good money after bad
into failing institutions and places insolvent ones into
temporary receivership. Our plan would first perform a
thorough stress test to determine whether a financial
institution is healthy, troubled, or insolvent. For troubled
firms, some portion of the firm’s toxic assets would be
insured, but such insurance would be self-financed by the
industry itself in the form of premiums. For insolvent
firms, either the FDIC or a Resolution Trust
Corporation-type entity would restructure these firms in
receivership by selling off their assets and liabilities,
reappointing private management, while protecting
depositors—a process that builds off of Washington
Mutual’s arranged sale last year.



Republicans also want to ensure that the damage the GSEs have inflicted on
our economy and our financial system will never be wrought again. Our plan
phases out the GSEs’ government charter and privatizes them over a
reasonable time, following a model similar to that of the successful Sallie
Mae privatization a decade ago. These firms can and should compete in the
financial service marketplace, without implicit or explicit taxpayer
guarantees. And finally, Republicans support modifying any federal law—
including CRA—that encourages loans to high-risk individuals to clarify that
lending standards should not be compromised to meet political goals.

To be sure, our financial recovery plan will not be painless, but it will be
swift and help restore an American principle that people and firms are
responsible for their bad decisions in as much as they are free to succeed.
And it will ensure that our country experiences dramatic growth sooner and
avoids the “lost decade” that history promises for nations unwilling to make
the hard economic choices.
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KEEPS THE COST OF LIVING LOW

The numbers are staggering. The Democrats’ plan
projects deficits of $9.3 trillion over ten years. The debt
held by the public will exceed 50 percent of GDP this year
and increase to 82 percent of GDP ten years from now.
History tells us what governments do with such levels of
debt and what happens to their citizens. In order to avoid
the political pain of reducing spending or retiring debt,
they simply “monetize” the debt, meaning they print
money to pay it off. But this “solution” triggers massive
inflation in every instance.

In the U.S,, the government printing presses are already
in full gear. On March 18, 2008, the Federal Reserve
announced a new plan to purchase $300 billion in
Treasury bonds in an effort to prevent deflation and
increase the supply of credit. Such efforts may be needed
in a financial crisis such as this, but they will come at a
steep cost. The Fed is printing trillions to make these and
other purchases, and inflation is inevitable. According to
the Wall Street Journal, as the market learned of the
Fed’s latest rescue plan, the euro rose against the dollar
from $1.30 to $1.84—the largest one day gain since its
inception in 1999. The Fed is taking extraordinary
actions to avoid deflation, but it will be difficult for it to
time the winding down of the extraordinary steps it is
taking. Combined with huge increases in the debt, we
face a serious risk of high inflation as the country pulls
out of this recession.

In the midst of a recession with a proposed new national
energy tax on the horizon, rising inflation is the last thing
families and entrepreneurs need. Inflation acts as a silent
tax on the cost of living, particularly heavy on the poor
and those living on fixed incomes. It devalues every dollar
earned and unfairly penalizes savings and thrift. It will
cause interest rates to spike dramatically, stalling any
nascent economic recovery by increasing the cost of
borrowing for a home or business. Interest rates will also
be driven upwards by the massive costs of what is
borrowed to pay for other Democrat spending and
bailout initiatives as private lending is further “crowded
out.” And if inflation is high enough, it inevitably leads to
calls for wage and price controls. This is the narrative of
the 1970s, and it is upon us again.

One of the major risks for central bankers who print
money to pay for the spending agenda of politicians is
that the public begins to doubt the bank’s independence
from the government in power. The current Fed risks this
perception at a time when the nation’s confidence in it
has already been shaken. Economists have consistently
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identified the Fed’s accommodative monetary policy as
one of the main causes of the current financial crisis. It
began lowering interest rates in early 2001 to cushion the
economic blow from the burst of the high-tech bubble in
2000, and maintained this policy to help grow the
economy after the September 11th terrorist attacks. But
maintained too long, this policy unleashed a wave of
cheap credit that fueled a housing boom. Lenders and
investors all came to assume that no matter the credit
history or the borrower, money could be made, even in
default, on the ever-rising price of housing. The last year
has proved that they were wrong—but the Fed’s role in
distorting such private decision-making cannot be
overlooked.

REPUBLICANS’ SOLUTION

Instead of returning to double digit levels of inflation and
the failed economic policies of the 1970s, Republicans
support maintaining the cost of living after witnessing
the booms and busts triggered by loose monetary policy.

Republicans believe it is important to provide families
and entrepreneurs certainty against the fear of long-term
runaway inflation and support a requirement that the
Fed establish some numerical definition for price stability
and maintain that policy. This would ensure that the Fed
would still have the power to deal with short-term
deflation concerns, while restoring confidence that the
Fed is committed to maintaining the cost of living later
on, by reducing the money supply when the economy
begins to grow.

In addition, Republicans support amending the
Humphrey-Hawkins Full Employment Act, which
currently diverts the Fed’s attention from long-term price
stability to short-term economic growth. In an effort to
fuel the economy, this additional mandate has
encouraged the Fed to keep rates artificially low,
contributing to the present crisis and a loss in public
confidence of the institution.
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