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David Stockman

on his Book and the Bailouts
David Stockman, Director of the Office of Management and Budget under
President Reagan, former Congressman, and author of the new bestseller
The Great Deformation: The Corruption of Capitalism in America, discusses
his new book, the gold standard, bailouts, and the problems the American
economy faces today.
The Free Market: In the book, you oppose Bernanke’s view of the Great
Depression, which you point out relies heavily on the views of Milton
Friedman.
David Stockman: Bernanke has cultivated this idea
that he is a brilliant scholar of The Great Depression,
but that’s not true at all. What Bernanke did was basically copy Milton Friedman’s misguided and very damaging theory that the Federal Reserve didn’t expand
its balance sheet fast enough by massive open market purchases of government debt during the Great
Depression. Bernanke therefore claimed that monetary
stringency deepened and lengthened the depression,
but in fact interest rates plummeted during the crucial
1930–1933 period: credit contracted due to genuine
and widespread insolvencies in the agricultural districts
and industrial boom towns, causing bank deposits to
shrink as a passive consequence. So Bernanke had
cause and effect upside down—a historical error that
he replicated with reckless abandon in response to the
bursting of the housing and credit bubble in 2008.
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Friedman’s error about the Great Depression led him,
albeit inadvertently, into the deep waters of statism. He
claimed to be the tribune of free markets, but in urging
Nixon to scrap the Bretton Woods gold standard he
inaugurated the present era of fiat central banking. He
held that the central banking branch of the state could
improve upon the performance of the free market by
targeting the correct level of M1 (money supply) and
thereby ensure optimum performance of aggregate
demand, real GDP, and inflation. That’s Keynesianism
through the monetary control dials, and has led to
outright monetary central planning under Greenspan,
Bernanke, and most of the other central banks of the
world today.
TFM: You blame many of our current woes on the
movement away from monetary and fiscal
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discipline decades ago. Yet, why did it take so long for the U.S. economy to get into the deep
trouble we’re in today? Have things gotten worse in recent years?
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DS: Although central banking does cause moral hazards and lends itself to abuses, there have
been periods in which monetary and fiscal discipline have been employed. Fed Chairman
William McChesney Martin, for example, really did take the punch bowl away when the party
got started because he took monetary discipline seriously. Fiscal discipline under Eisenhower
and the gold standard behind Bretton Woods helped put off the day of reckoning for quite a long
time. But fiscal discipline went out the window with Lyndon Johnson and Richard Nixon, and the
elimination of the weak gold standard behind Bretton Woods certainly didn’t help. The deficit
spending of the Reagan years made things even worse.
The Greenspan and Bernanke years then opened the door to the massive abuse of the system
we see today. Greenspan took the Federal Reserve, which for years had been run by far more
cautious and conservative men, and turned it into a machine for fine-tuning every aspect of the
economy. Bernanke has continued this, and taken it even further.
TFM: Among many conservatives and Republicans, it is often claimed that the Reagan years
were a victory for free markets and that the 1990s vindicated this strategy. Is this the case?
DS: In the early days of the Reagan years I thought, with many others, that the Reagan
Revolution would in fact lead to smaller government. I turned out to be wrong, and politics overwhelmed any commitment Reagan had to making government smaller. The reality was huge
growth in the deficit, more government spending, and the laying of the groundwork for the huge
debt-based problems we have today.
During the Reagan years and since, the GOP has made peace with tinkering with the economy
through the central bank, and joined the Democrats in wanting to gin up so-called aggregate demand and stimulate growth. Dick Cheney declared that deficits don’t matter, and the
Republicans abandoned any serious commitment to taking a true hands-off approach to the
economy.
In spite of this, the perception remains that the Reagan years were a period of laissez-faire,
and this in turn has led to the myth that the fiscal indiscipline of the 1980s led to the boom of
the nineties. In reality, the 1990s were a period of monetary profligacy, with a big expansion in
the money supply under Greenspan, and a real acceleration in the Fed’s drive to manipulate
economic growth and employment from the Fed. This in turn led to the dot-com bubble which
burst in 2000–2001.
TFM: We’ve been told that deregulation of the financial sector caused the 2008 crisis, and that
a lack of regulation allows the “One Percent” to prosper while the “99 Percent” suffers.
DS: Fundamentally, the financial crisis was a product of the Fed’s repeated blowing up of
bubbles, and not of deregulation. Moreover, any suffering inflicted on the 99 Percent by our
system doesn’t come from the free market, it comes from the crony capitalism that is now our
economic system. The Blackberry Panic of September 2008, in which Washington policy makers led by former Goldman Sachs CEO Hank Paulson, panicked as they saw Wall Street stock
prices plummet on their mobile devices, had very little to do with the Main Street economy
in the United States. The panic and bailouts that followed were really about protecting the
bonuses and incomes of very wealthy and politically well-connected managers at banks and
other heavily leveraged businesses that were eventually deemed too big to fail. What followed
was a massive transfer of wealth from the taxpayers and middle class savers, in the form of
bailouts and zero interest rates on bank deposits imposed by the Fed, to the so-called One
Percent. As I show in my book, none of this was necessary to save
CONTINUED ON PAGE 6
the larger economy, since the losses that would have taken place as
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in fairyland

Economic Adventures

fter studying and teaching
Keynesian economics for
30 years, I conclude that
the “sophisticated” Keynesians really do believe in
magic and fairy dust. Lots of fairy
dust. It may seem odd that this AusWILLIAM L. ANDERSON
trian economist refers to fairies, but I
got the term from Paul Krugman.
According to Krugman, too many
people place false hopes in what he calls the “Confidence Fairy,” a creature created as a retort to economist Robert Higgs’s
concept of “regime uncertainty.” Higgs coined that expression in a 1997 paper on the Great Depression in which he claimed
that uncertainty caused by the policies of Franklin Roosevelt’s New Deal was a major factor in the Great Depression being
so very, very long.
Nonsense, writes Krugman. Investors are not waiting for governments to “get their financial houses in order” and protect
private property. Instead, he claims, investors are waiting for governments to spend in order to create enough “aggregate
demand” in the economy to bring about new investments and, one hopes, full employment.
According to Higgs, the “humor columnist for the New York Times, Paul Krugman, has recently taken to defending his
vulgar Keynesianism against its critics by accusing them of making arguments that rely on the existence of a ‘confidence
fairy.’ By this mockery,” Higgs says, “Krugman seeks to dismiss the critics as unscientific blockheads, in contrast to his
own supreme status as a Nobel Prize winning economic scientist.”
It seems, however, that Krugman and the Keynesians have manufactured some fairies of their own: the Debt Fairy and
the Inflation Fairy. These two creatures may not carry bags of fairy dust, but they might as well, given that their “tools” of
using government debt and printing money to “revitalize” the economy have the same scientific credibility.
Let us first examine the Debt Fairy. According to the Keynesians, the U.S. economy (as well as the economies of Europe
and Japan) languishes in a “liquidity trap.” This is a condition in which interest rates are near-zero and people hoard money
instead of spending it. Lowering interest rates obviously won’t spur more business borrowing, so it is up to the government
to take advantage of the low rates and borrow (and borrow).
If governments issue enough debt, argue Debt Fairy True Believers, the economy will gain “traction” as government spending, through the power of
pixie dust, fuels a recovery. Governments spend, businesses magically
gain confidence, and then they spend and invest. (At this point, we are
apparently supposed to just overlook the fact that the Keynesians
are saying that we need the Debt Fairy to resurrect the Keynesian
version of the Confidence Fairy.)
The Inflation Fairy also plays an important role, according to
Keynesians, for if bona fide inflation can take hold in the economy and people watch their money lose value, then they will
spend more of their savings. In turn, this destruction of savings
will, through the power of Keynesian sorcery, revive the economy. Thus inflation undermines what Keynesians call the “Paradox of Thrift,” a theory that says
CONTINUED ON PAGE 5
if a lot of people withhold some
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MEMBER AND DONOR NOTES&NEWS
In June, Henry Getz came to Auburn to talk to us
about entrepreneurship. Henry, 93, is a long-time
Institute supporter, and the man responsible for the
great success of Morton Buildings.
The students were riveted by a real, live entrepreneur
who could talk to us not only about his success, but
all the government-generated events he lived through,
and how much tougher it is now for people to start or
significantly expand great companies. But they do it!
We recorded it all for our Oral History Project, and also presented Henry
with the Mises Entrepreneurship Medal. It was much deserved, and part
of a fascinating and moving day. Capitalists inspire us all.

The Mises Institute invites members to
visit and enjoy our libraries and grounds
in Auburn, Alabama.
On May 20, Chairman’s Club Members
T.J. and Ida Goss, two long-time friends
of the Institute, and co-sponsors of the
upcoming 2014 Houston Mises Circle,
visited from Nacogdoches, Texas.

John Hurley of Virginia volunteered a week in May as his senior high school project at Cape Henry
Collegiate School in Virginia Beach. He helped organize the extensive Rothbard Collection, in its new
and prominent location in the Ward Library at the Mises Institute.

JOHN HURLEY

His on-site mentor was Summer Intern Ryan Griggs of California State University, San Bernardino.
In addition to working in the Institute’s library collections, Ryan is assisting with Mises Academy and
other Institute programs, while attending Rothbard Graduate Seminar and Mises University.

Professor Susan Schroeder of the Department of Political Economy
at University of Sydney, Australia was a visiting researcher at the Mises
Institute in May. Professor Schroeder conducted research on methodological
differences between Austrian and post-Keynesian approaches to the business
cycle, and their implications for public policy.
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RYAN GRIGGS

present consumption in
order to save for future consumption, the economy quickly
will implode and ultimately will slip into a Liquidity Trap
in which no one will spend anything.
These fairies can work their magic if (and only if ) one
condition exists: factors of production are homogeneous,
which means that government spending will enable all
lines of production simultaneously. The actual record of
the boom-and-bust cycle, however, tells a different story.
It seems that the Debt and Inflation Fairies enable booms
along certain lines of production (such as housing during
the past decade), but as everyone knows, the fairy dust lost
its magical powers and the booms collapsed into recessions.
Austrians such as Mises and Rothbard have well understood what Keynesians do not: the structures of production within an economy are heterogeneous and can be
ECONOMIC ADVENTURES
CONTINUED FROM PAGE 3

distorted by government intervention through inflation
and massive borrowing. Far from being creatures that can
“save” an economy, the Debt Fairy and the Inflation Fairy
are the architects of economic disaster.
Despite Keynesian protestations that the U.S. and
European governments are engaged in “austerity,” the twin
fairies are active on both continents. The fairy dust they
are sprinkling on the economy, however, is more akin to
sprinkling ricin on humans. In the end, the good fairies
turn into witches. n

William L. Anderson, Ph.D., is a former Mises
Fellow, a professor of economics at Frostburg
State University, and an Associated Scholar of
the Mises Institute. Write him at banderson@
frostburg.edu.

David Stockman and Mises at the Metropolitan Club
On May 21, The Mises Institute joined forces with David
Stockman at the Metropolitan Club in New York City to
promote his important new book, The Great Deformation.
Lew Rockwell, Andrew Napolitano, and Joseph Salerno
joined the room full of free-market, sound-money Wall
Street professionals, including many young men and
women, to hear Mr. Stockman discuss his book. The
author also signed everyone’s copy.

Mises Scholar and Alumni Notes
On March 28th, Senior Fellow Jörg Guido Hülsmann participated in a public debate at the University of
Bordeaux with one of France’s main proponents of Keynesian economics, Professor Frédéric Poulon.
On June 3, Associated Scholar Robert Murphy debated Modern Monetary Theorist Warren Mosler at
Columbia University. The debate was sponsored in part by the Columbia Federalist Society and was
moderated by CNBC senior editor John Carney.
Dr. Amanda Printz, Mises Institute Intern (1999), has been appointed Visiting Professor of Philosophy
at Oglethorpe University in Atlanta.

Faculty, Alumni, Members, and Donors: Send us your news at updates@mises.org.

AMANDA PRINTZ
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a result of the collapse would have been largely limited to
Wall Street. What the bailouts did was preserve the wealth of
wealthy and powerful Wall Street players. Meanwhile, we’ve
seen no real economic recovery in the rest of the economy.
This transfer of wealth continues, by the way, in the form of
relentlessly low interest rates, and an ongoing war by the
Fed on safe and stable investment tools such as savings
accounts and low-risk bonds. Indeed, this is a deliberate
policy to get people away from these safer investments,
and to get them investing in more volatile and higher yield
investments. The idea is that the Fed can somehow force
bigger returns on these riskier investments, and this will
lead to a wealth effect. People will then think they’re richer,
and we can then spend ourselves into a recovery. This is a
terrible doctrine, but that’s what rules Washington right now.
It actively works against middle-class people who want to
work and save and invest their money responsibly and conservatively.

on money and debt), and the Fed only provides additional
liquidity, in exchange for sound collateral, at a penalty rate,
when the banks need liquidity.
The system we have now is one in which the Fed decides,
through a Politburo of planners sitting in Washington, how
much liquidity is necessary, what the interest rate should be,
what the unemployment rate should be, and what economic
growth should be.
There is no honest pricing left at all anywhere in the world
because central banks everywhere manipulate and rig the
price of all financial assets. We can’t even analyze the economy in the traditional sense anymore because so much of it
depends not on market forces, but on the whims of people
at the Fed.
TFM: Is there any way to fix things before a major crisis
comes?

TFM: It seems that the Fed today tries to manage everything
from growth to employment to the mortgage rate. Has this
always been the case?

DS: You’re not going to have legislation to change the mandate of the Fed, and I don’t see how you’ll get new people
on the Fed who think differently from the current group. Even
if you get rid of Bernanke, then you just get Janet Yellen. I
just don’t see the political will right now to make any great
reforms or cut spending significantly.

DS: The Greenspan-Bernanke Fed has become a tool
for central planning and manipulation of the economy, but
it hasn’t always been that way. One way to reverse this
dangerous and unstable deformation of policy would be to
return to the vision of Carter Glass, and employ the Fed as
a “banker’s bank.” In such a situation, the Fed takes it cues
from the market. The market sets prices (i.e., interest rates

I think the political realities of the situation make the most
likely scenario one in which there will be some kind of real
financial collapse and disorder that will require a total reconstruction of the system. It’s impossible to say how that will
be done, and this may be the chance to go back to a gold
standard or to a very sharply circumscribed prerogative for
central banks. n

Mises Institute 2013 Summer
Back row, from left: Edgar Duarte Aguilar, Francisco Marroquin
University (Sponsored by Peg Rowley Memorial Fund), Wolf von Laer,
King’s College London (Sponsored by Stefano Quadrio Curzio), Matthew
McCaffrey, University of Angers (Sponsored by the Victor J. and Willie
T. Kurzweg Memorial Fund), Patrick Newman, George Mason University
(Sponsored by the Conant Foundation), Jonathan Newman, Auburn
University (Sponsored by the Fox Foundation), and John Gendron,
Providence College (Sponsored by Peg Rowley Memorial Fund).
Front row: Dr. Joseph Salerno, Mises Institute Academic Vice President
and Director of Fellows Program, Jakub Wisniewski, King’s College
London (Sponsored by Peg Rowley Memorial Fund), Jim Chappelow,
University of Missouri (sponsored by Peg Rowley Memorial Fund),
Carmen Dorobat, University of Angers (Sponsored by Sally von Behren),
Alexander Gill, North Carolina State University (Sponsored by Walter
Woodul III), and Dr. Mark Thornton, Mises Institute Senior Fellow.
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Register online at mises.org or by phone at 800.636.4737.

July 21–27		
		

MISES UNIVERSITY • Mises Institute • Featuring a new course on Constitutional Law with
Judge Andrew P. Napolitano

October 18–19		

CHAIRMAN’S RETREAT • Jekyll Island, Georgia

November 8 		
		

SEMINAR FOR HIGH SCHOOL STUDENTS (Sponsored by an anonymous donor)
• Mises Institute

January 18, 2014 		
		

MISES CIRCLE IN HOUSTON (Sponsored by Christopher P. Condon, Terence Murphree,
and T.J. & Ida Goss)

March 20–22, 2014		

AUSTRIAN ECONOMICS RESEARCH CONFERENCE • Auburn, Alabama

Upcoming Mises Academy Online Courses. Register at http://academy.mises.org
July 2–August 5		

Adventures in Energy Economics. Instructor: Robert P. Murphy

July 3–August 6		

The Road to Serfdom: Despotism, Then and Now. Instructor: Thomas J. DiLorenzo

In Memoriam
We mourn the passing, but celebrate the lives and achievements, of these champions of liberty. Their far-sighted
concern for the future of freedom will always inspire us:
Mr. Robert Rougelot Prechter, Sr. of Atlanta, Georgia, generous friend and supporter of the Mises Institute,
passed away on May 4 at the age of 93. Mr. Prechter was born in New Orleans and graduated from Tulane
University with an electrical engineering degree at the age of 20. He later joined the engineering department at
General Electric in Schenectady, New York. He was active in the Republican Party in Fulton County and served
as Vice Chairman from 1968–69.
Mr. George Masso of McAllen, Texas, long-time donor and friend of the Institute, passed away on May 6.
Mr. Masso was born in Jerusalem, Palestine, as one of ten children. In 1948, he moved with his family to Mexico.
He graduated from Texas A&M University and became a successful entrepreneur, real estate developer, and
retailer, founding numerous retail operations. He also started a nationwide footwear manufacturing and distribution
operation.
Mr. William McGovern of Starkville, Mississippi, charter member of the Institute and loyal supporter, passed
away on April 22. Mr. McGovern was a research entomologist and authored numerous scientific publications.
His motto was “Don’t Tread on Me,” and he was known for his generosity toward his home community and for his
financial support of those in need.
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