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Necessary Violation

The principle of laissez faire, by definition, is a practice characterized by the abstention from interference with individual choice or action (laissez).  The United States free market system is built on this basic principle.  Rightly so, however, it is only a principle.  It is not a law nor is it economic policy, and it stands to be pushed aside when it is deemed necessary for government to take action if the well being of the nation is at risk.  This is not to say that government should keep a stronghold on companies they oversee well into the future, it is just a necessary move to make sure disaster does not strike the economy and the nation as a whole.  The government bailouts are a prime example of this, where corporations needed to be pumped with funds and overseen by the government to assure their stability and the well being of people.

One of the most hotly debated topics these days is whether the government is trying to control capitalism.  People have even gone to the extreme of calling President Barack Obama a socialist.  That could not be any farther from the truth.  As proven by countries in the past, socialism simply does not work.  President Obama is not trying to control the free enterprise market in any form; and neither is anyone else in the federal government.  They are simply trying to make sure that the country stays on its feet in these tough times.  Without more government regulation and aid, the nation would fall even further into a decline that was started by the corruption and carelessness of the private sector.  Without the government bailouts, nearly all of the banks would have failed and been forced to close their doors.  There go all of the loans and savings people depended on, and here comes the depression.  Practically all big corporations, whether directly tied to bailouts or associated with a bailed out company, would have surely been forced to shut down operations had these funds not been allocated.  

The government has no intention of putting any kind of control mechanism on capitalism in the future.  The primary goal of the United States government is to see to it that the people are protected, and that is what they are doing.  The Sherman Anti-Trust Act is one example of how the government protected its citizens.  The point of the act was not to prevent corporations from making money.  The reason the act was implemented was to make sure that monopolies did not form to make sure that prices were not artificially inflated on goods that the people needed.  With keeping banks and corporations in business, they are preventing the economy from collapsing and keeping the people from staring into the face of another depression.    

For example, had General Motors filed for bankruptcy, it would have been a disaster for more than just the CEO’s and employees.  For one, the laws of supply and demand would come into play with almost all of GM’s competitors.  Toyota and Honda for starters would have drastically increased the prices of their vehicles in the United States within days after the disappearance of their largest competition.  This means higher prices for the average person.  In this economy, most people are having a hard time finding the finances for cars at the prices that they are at.  

If General Motors goes under, many of their suppliers would be forced to go out of business (Welch).  Many auto parts makers rely on the automotive giant as their primary client.  With GM going under, these companies would also be forced to close their doors due to the large amount of sales volume that would be lost.  Delphi, a company that started out as a subdivision of GM would be one of its hardest hit suppliers.  They manufacture fueling systems and suspensions and much of these parts make their way onto GM vehicles.  They also supply Ferrari and Audi with sophisticated magnetic suspension systems which they use on their higher end cars.  If Delphi were to be shut down, these two companies would not be hit very hard; however it would be yet another example of a “Made in the USA” tag going back overseas.  

Fannie Mae and Freddie Mac are other examples of companies that fit under the newly coined phrase “too big to fail.”  Now in fairness, Fannie Mae did have a few unorthodox practices back in 2004 which may have jump started their demise.  Their executives began manipulating earnings in order to reach a pre-set goal.  Upon reaching this goal, they would receive millions in bonuses (Gross).  This began to cause a bubble in the housing market.  

Fannie Mae’s downfall was not all their fault.  The Clinton administration in the late 90’s was pushing the mortgage giant to offer people with sub-par credit mortgage loans.  By 1999 and 2000 Fannie Mae started to give out mortgages to people who were not qualified for them at much lower interest rates (Holmes).  They also lowered the required down payments necessary for receiving a loan for a house.  This is what created the housing bubble that collapsed almost a year ago.  


People complain that bailing out Fannie Mae and Freddie Mac is violating the principle of laissez faire.  In some way it is because the housing market is being taken over by the government but there is no other option.  Fannie Mae and Freddie Mac own more than half of the nation’s mortgages(Goodman).  If they were to be allowed to file for bankruptcy the results would be disastrous.  The already crumbling housing market would collapse.  Banks that had interest in real estate, who are already hurting from the global economic crisis, would fall even further into trouble.  Without the companies receiving government help, foreign nations who have an interest in the United States housing market would also find financial hardships.  These countries made their investments in Fannie Mae and Freddie Mac with the notion that if their debts could not be repaid, the United States government would be there to take on the burden.  The nation would fall further and further into an already fast paced recession.

Fannie Mae is now a privately owned company; however, it was started by the government.  It was a part of Roosevelt’s New deal plan to offer mortgages to lower income families after the Great Depression.  The government bailing out the company can be viewed by many as the return of Fannie Mae to its original roots.  It was originally controlled by the government.  It was created by the government.  Everything was working as expected until the company became privatized so the only real way to fix the problem is to give the company back to its original owners: the government.  The failure of Fannie Mae and Freddie Mac, as stated earlier, would mean an almost certain meltdown of the nation’s economy.  
Many who oppose the government funded bailouts say that the nation is putting their children into a massive amount of debt; a debt that they will be paying back in the form of inflated taxes for decades to come.  This theory is false in almost every angle it can be perceived from.  Most of the companies that are bailed out are not looking at the funding as a grant, but rather a large and generous loan just to stay afloat.  Most of the firms receiving this loan do intend to pay it back.  General Motors plans to begin paying back their substantial loan by September of 2009.  GM is planning on making a two billion dollar payment in September, with more following.  Goldman Sachs is another one of the companies who are taking the bailout as a loan rather than a free handout.  They are planning on raising their stock by five percent in order to begin paying back the funds as soon as possible.  This is more likely now that their first quarter of 2009 was higher than what was originally projected (Lepro).
The nation in question here is the United States of America.  That is something that seems to be overlooked.  No one is worried about bailouts and government control of corporations in countries such as Lebanon or Botswana or Afghanistan for example.  If banks in those nations failed all that can really be said is “well, bad luck.”  With the United States however, the story is much deeper than that.  If the banks and giant corporations fail here it would be disastrous for the whole world economy.  Every nation in the world does some sort of business in the States and all countries are fueled by our successes and failures.  This is why the question asking if the bailouts are necessary is a completely cut and dry question.
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Abstract
The government bailouts that have been taking place over the last year and a half are all necessary for the wellbeing of our nation and our economy.  The government needed to put them in place and to oversee these companies’ operations in order to make sure the economy did not suffer a complete collapse.  Companies like Fannie Mae and General Motors are prime examples of companies that were desperate for government assistance.  These companies will one day be able to stand on their feet again and the United States will go back to being a fully free market, capitalistic nation.

