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AsWe See It

Capitalism without failureis like religion without sin.
— Allen Meltzer, Economist

A capitalist system by nature is cyclical, and tself, also provides remedies to excesses thatlajevdt is
basically a self-correcting system. Unfortunatejovernments believe it is necessaryhabp this natural
process and, in effect, make things worse for gdotime than they would have been if the systemea#iowed
to function by itself. A government’s role shoubg to set limits and police them, not try to finme an
economy. For example, beginning in 2001, the Begleral Reserve drove the Fed Funds rate dowtetehof
1% in order to avoid a consumer recession. A sgeswould have been the normal capitalistic cdivec
process following the excesses of the Technologgksbubble which had just burst. Congress atithe also
decided tchelp the consumer with record tax cuts and rebate cheakl to American taxpayers.

The government succeeded in its mission of avoidingnsumer recession, but at what cost? Imbadaaioeady
apparent were allowed to continue unchecked. Rielooy interest rates and the incredible amount ohey in

the economy allowed dollars invested in Tech stack®ove over to the credit side of the economy iata the
real estate market. Capital will flow to the fastexpanding sector where it can earn the mostth ke Fed
desiring low interest rates and Congress wantirggyeme to own a home, the real estate market wagltte
banks could add leverage and get the rbassg for their buck. In other words, banks could barmoney at 1%
and lend to consumers for real estate purchasasieh higher rates than anywhere else. The assomiptiall

this was that home prices would not fall.

Today we see the results of this ten-year procésany individuals were lured into the real estate@rm. The
enticement was just too much. Why not borrow whefimancial institution offers you so much? Zeerqent
down with a low single digit interest rate and mzdme requirement. This lending was so profitehke
eventually predatory lenders entered the indusid/ @ntributed more to an ever-building bubble.cdtmaged
by the Fed’s excessively low rates and almost tatdd of oversight by regulators, millions of holmeyers in the
end were financially crushed. But was this thdtfaficapitalism? We think not. We feel the réallt lies with
a government that believes a system isn’t equitabless everyone shares equally. In a capitaligem, prices
are set in the free market and providers of capigar responsibility for their losses. We're nekisg any
responsibility taken. The government is bailind the very firms that were the guiltiest. Also,dncapitalist
system the cost of capital to an enterprise shigsidin line with risk.

The response by the government to the U.S. finam@ftdown has centered on aid and assistancethrthncial
industry. Sessions of Congress have focused osevfault the meltdown was as opposed to findinglatisn.

Company CEOs and Regulators have taken the magdfritye heat. But who watches the watchers? Wevse
the answer to this question is—Congress. It er@gting to note that the very ones who are blatfiedailure of
the system now, were espousing the benefits olstimae system when all was well.

Now that the government has decided to guarantaallyy all financial company debt, how does anstituition
truly know its true cost of capital these days? atVhappens when the government removes the gues&nte
Thanks to governmenhelp, we taxpayers potentially own insolvent insurarc®mpanies, bankrupt auto
companies, and failed banks. Good luck at gettilmgk much of the $700+ billion TARP money. We catle
have a very distorted financial system in the Uhitates. We believe the economy would have betarhoff
without all of the government’s help.
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