Markets Self-Correct, Governments (run by any party) Compound Folly
Debt in Trillions of US $

1997

2007
Business Debt


4.8

10.6
Household Debt

5.5

13.8

Financial Sector Debt

5.3

16.2

Federal Government Debt
5.5

  9.2

In 2007, US GDP was $5.5 trillion higher than in 1997.  At the same time, the US increased its debt burden by $30.5 trillion.  For every extra dollar of income, the average American added just under $6 of debt.

“If something cannot go on forever, it will stop.” Herb Stein 
The American debt build up could not continue at the same rate.  What was the market’s response?  The market responded with increased personal savings rates and lower consumption.
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What was the government’s response to higher debt levels?  Increase government debt faster.  Vice President Biden stated, “We have to go spend money to keep from going bankrupt.”  
This begs the question, can you fight fire with fire?  Can you solve the debt crisis by borrowing more money?  Perhaps Mr. Vice President subscribes to the “Starve the Beast” philosophy put forth during the Reagan and Bush years.  This theory says to run up the debt so fast that the government will have to cut spending. 
The moral of the story is that markets correct.  Over-investment leads to less investment.  Over-consumption leads to higher savings.  Excess government debt, left to politicians, leads to even more excess debt.  Once again, private markets do a better job of overcoming adversity than does the government.
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