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Obama Chooses Badly: Recovery Thwarted

By Jon N. Hall
President Obama's defenders and detractors Idbk aame economic data but come to entirely diftezenclusions.
Obama defenders say things would have been wotsan® detractors say things should have gottenrmstteow.

Obama defenders contend that but for his heroicsorea in combating the economic meltdown, Amerioaldrhave been
plunged into another Great Depression.

Obama detractors contend that those same measargsvarting a sustainable recovery and setting #aaaup for an eve
more painful Day of Reckoning.

Other nations have had more reason to fear inflatian has America. Germany, for example, had ttyjtetion in the
1920s, which made their money virtually worthlesd arought the nation to its knees. With the Guntal currency,
America experienced hyperinflation during the Retiohary War. But since the 1930s, the big ecoderr in America
is depression. Americans think depressions muat/biled at all costs because our experience hitlGreat Depression
teaches us that a depression can be intractable.

Nevertheless, Obama takes his cue for dealingtvtimeltdown from FDR. It's the Keynesian tempfatehow to handle
a down economy: massive government interventidme Keynesian cure includes deficit spending, jalog@ams, and
expanded government aid to the unemployed. Heuctition-dollar deficits, shovel-ready stimuljsbs, and "99ers,"
folks who have received unemployment benefits fom@eks and are soon to be bumped off the progf@bama's
program is FDR's on steroids. Obama assures ti%oifigt government” can cure what ails the Amerieannomy.
Otherwise, we risk sinking into depression.

We shouldn't be so spooked. After all, we thinkezfessions as being necessary, even cleansing.rd part of the
business cycle. They're corrections. We need toeget the economy back on an even keel. Peifhigpgernment dealt
with them differently, sharp downturns that threatepression could also be cleansing and corrective

Thereare alternative methods for grappling with nasty reg@ss. The most recent case came in 1981 withd&eag
Reagan's methods are in sharp contrast with ObarRaagan cut marginal income tax rates, and Fedh@hn Volcker
killed inflation with high interest rates. At alidhis point in Reagan's first term, the economy wa its way to a quarter-
century expansion. Another example is that of Riérren Harding in the Depression of 1920, theddtten depression."

Historian Jim Powell of the Cato Institut@tlines howHarding's methods contrast with those of FDR. difey slashed
federal spending, cut taxes, and relaxed regukatidinese actions got the nation out of depressigrst a year and a half
and ushered in the Roaring Twenties. It alsodeeléven years of back-to-back budget surpluses f®20 through 1930
(seeTable 1.). Powell's article appeared at National Revievir@right before Obama's inauguration, and i awell
suggested that "Presidefatect Obama ought to consider the model of WarreH#&ding, whose policies raised Americi
standard of living, and lifted the nation itselft@f a depression.”

After it became clear that Obama wasn't going tdeowell's advice, Thomas Woods of the Misestlristwrote a
longer, footnoted article on Harding for the F&D® issue of The Intercollegiate Review, now a\dd&ere(andhereif
you haven't updated your browser). Woods writest(fotes removec

Instead of "fiscal stimulus," Harding cut the gaweent's budget nearly in half between 1920 and .1Bg&
rest of Harding's approach was equally laisseefdiax rates were slashed for all income groups.riiional
debt was reduced by one-third. The Federal ResemeéVity, moreover, was hardly noticeable. As one
economic historian puts it, "Despite the severitthe contraction, the Fed did not move to uspdwers to
turn the money supply around and fight the conimact By the late summer of 1921, signs of recoweeye
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already visible. The following year, unemploymertsdack down to 6.7 percent and it was only 2.4querby
1923.

(Woods also touches on Harding's place in the geesial firmament. Because he quickly ended aakspon, Harding is
the anti-FDR. So left-wing academics and punditgehfor years marginalized Harding while inflatiRQR, arguingthat
FDR "saved capitalism." Democratic strategist Batckel of Fox News repeatediyuts Obama as "the greatest economic
president since Roosevelt." Who knew?)

So we have two models for how to handle a bad engne one where government is downsized and oneavhe
government hypertrophies; one led by the privatéosend one led by government. And we have twtohical outcomes
to judge -- one of quick success and one of prtachfailure. The choice between the two would sebmious. But
Obama knows best.

Although America voted for change, the change wggtting is all going in the wrong direction. Wheve should be goir
is back -- back to what's tried and true.

But to get back to that fabled economy of yestary&merica must not only endure but must embragerad of pain. We
must take our medicine. Government cannot shigliilam our ordeal of pain -- government caused itat's why
government is so intent on deflecting blame fordhsis onto the private sector, rather than orRtb@eral Reserve, Fannie
and Freddie, a dreadful Congress, and a cluelesmatration.

Some in D.C. flatter themselves that by turningw flials, they can manage the American economyy Ttink they can
skate near the edge of the abyss, and while oltzaes failed abysmally, their brilliance and mast&ily keep them from
falling in. When we have proven models for hangliacessions, we allow unelected bureaucrats tergrpnt on the
American economy in an attempt to vindicate theirtheories about the causes and cures of the Gegméssion.

When Pres. Harding died in August 1923, he hadeh €ompleted two and a half years in office. Bubat short time,
Harding dramatically turned around America's ecopomy rejecting Harding's proven methods, Obansdimsen badly
America is not seeing a "return to normalcy.” @oonomy is facing four lost years.

America's unemployment rate has rise@.® percent

How's that "Summer of Recovery" working out for You

Jon N. Hall is a programmer/analyst from Kansas City.
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