Rowing is Exhausting; or, How to Sail into Economic Headwind
I had never found spitting into the wind to be all that productive, so I was quite surprised in my high school physics class to learn that you could sail into the wind.  On my recent trip to New Zealand, I did some sailing and there was reminded of the skill of tacking.  A sailboat cannot sail directly into the wind, but it can use the force of the headwind to propel it gradually in the direction of the headwind.
As politicians look to steer our economy into an economic headwind, it is important to take the lessons we can learn from sailing and apply them to the economy.

Question:  If you find that you are sailing directly into a headwind, and the headwind is pushing you in the opposite direction of where you want to go, what should you do?

A. Hoist a bigger sail
B. Keep your same sail up that you used when you had a tail wind, and pay people to row directly into the headwind

C. Realize that the shortest distance between two points is not a straight line. Use the power of the headwind to tack into the wind.
Correct Answer:  C.  Hoisting a larger sail will just make your sail boat go backwards faster. Wind power is strong.  Paying people to row directly into the wind while keeping your sail up wastes both money and energy.
Related Question: If you find that your economy is sailing directly into an economic headwind (recession) that was brought about by high levels of government, business, and personal debt, what should you do?

A. Take on more government, business, and personal debt more quickly
B. Keep your same government policies, and pay people to engage in the production of goods and services that the marketplace doesn’t want

C. Realize that the shortest distance to recovery is not a straight line.  Use the power of the economic headwind to tack the economy into the wind

Correct Anser: C.  Taking on more debt will slow economic recovery and produce slower long term economic growth.  While paying people to produce things that others don’t want looks good for GDP accounting (see Keynes’ suggestion of hiring people to dig ditches and hiring others to fill them in), it doesn’t move the economy forward.  Wind and the invisible hand have a lot in common.  Both are invisible in themselves, but their effects can be devastating when ignored.  The right answer is to harness market forces to tack the economy into the economic headwind.
Let’s say there is a US car company whose cars people don’t want to buy.  The invisible hand would tell the company to either produce cars that people want to buy at a price they are willing to pay, or cease car production.  This would free up resources for those economic actors who will build things people want to buy at prices they want to pay.

Yet, the US government’s response went something like this, hmm, people aren’t buying GM cars, so let’s force people to give GM money via a government bailout and we won’t even give them cars in return.  But wait, people still aren’t buying enough GM cars, so let’s pay people to demolish their existing cars.  Note that the cash for clunkers rules said the cars had to be totaled – the government didn’t want working car parts to remain working – they insisted on the destruction of wealth.  Still with all of this taxpayer money wasted, the problem is the same, unless a company can produce a product that people want to buy at a price they want to pay, the economy is better off freeing up those misallocated resources.
Sure US GDP numbers are up, but for the wrong reason – government spending is up dramatically.  As the government borrows more money to produce goods and services that people don’t want (high speed rail to nowhere, etc.) it take resources from the private sector that the private sector could use to create products that people actually want.  So rather than seeing increased GDP from government spending as moving the economy forward, it is just rowing with an ever increasingly large sail into the wind.  The effect of which reminds me of why I stopped spitting into the wind.
