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= ypically Fed Chairman

as that rarest of combma—-
tions: a Repubhean yet
also an Ivy League aca-

demic, an expert on the Great Depres-

sion but willing to concede the Fed’s
culpability in it. A man respectful of
markets but wise enough to not let “it”
happen ever again. '

Yet Bernanke almest let “it” happen
again, in 2008, and even instigated “it;”
by bringing the U.S. financial system to
its knees with roughly the same policy
adopted by the Fed before the 1930s.
First, he deliberately inverted the Trea-
“sury yield curve (2006-08) even while
knowing it would likely cause a reces-
sion and credit-financial crisis; second,
he imposed on the reeling economy a

$1.7 trillion flood of “quantitative easing”

(QE), which is but a euphemism for
money printing, a policy that’s akin to

medical quackery—and potentlally as '

lethal. .
Despite this, Bernanke has been held

blameless—indeed, painted as a heroic
savior. In December 2009, in the midst
of his monetary mayhem, Bernanke was

crowned by sze ma__

from gmng mto a depreesmn 7
Yet ex—-Senator Jim Bunnmg Was
both: aeeurate and just when he once

sald te Bemaﬂke “Yeu are the very deﬁ—- .

nition of a meral hazard” Like few oth—
ers in Weshmgton Bunmng seemed to
grasp Bernanke’s game: that it’s doubly
disastrous to invert the yield curve and
then print gobs of money, that the first
brings economic stagnation and the sec-
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ond inflation. He also knew that Ber-
nanke knew it.
" Indeed, in a 2004 speech titled

‘What Policymakers Can Learn from

 Asset Prices,” Bernanke recounted the
unassailable historic evidence that when

short-term interest rates lie above long-
term rates—that is, an inverted yield
curve—the result is invariably bearish.
He acknowledged that the yield curve
has been “recognized for some time as a
useful indicator of cyclical conditions”
and conceded that “the slope of the
Treasury yield curve has turned nega-
tive between two and six quarters be-
fore every U.S. recession since 1964.”

QUANTITATIVE EASING
[S BUT A EUPHEMISM
FOR MONEY PRINTING,
A POLICY THAT'S
AKIN TO MEDICAL
QUACKERY-AND
POTENTIALLY AS LETHAL

The yield curve was inverted prior to
all seven U.S. recessions in the past half-
century, and no recession occurred in
that time without a prior inversion. The
yield curve was also inverted prior to
the 1929 stock market crash and the
Great Depression of the 1930s.

Despite knowing this, Mr. Bernanke
and his Fed colleagues inverted the yield
curve in 2006-07, ostensibly to “fight in-
flation” by slowing the economy—which
1s the Keynesian myth that prosperity
somehow boosts prices—and almost in-
stantly the policy rendered unprofitable
most financial intermediation (“borrow-
ing short to lend long”). The recession

and financial crises of 2007-09 wouldn’t

have been possible without this mone-
tary malfeasance.

Having brought great harm to the
economy and undermined financial sta-
bility, the Fed then dropped short-term
interest rates to near zero and launched
its QE money-printing scheme, tripling
its balance sheet plus base money, trig-
gering an inflation that has doubled the
price of gold to an alltime high of $1,500
an ounce. In a 2002 speech Bernanke
happily touted the Fed’s nearly unlim-
ited power to print money, to metaphor-
ically drop it out of helicopters on top of
an ailing economy, allegedly and magi-
cally to make it grow again, and said it
should do this once the Fed funds rate

approached zero.

The situation, he said, “is one to be
avolded, if possible,” but the Fed “retains
considerable power to expand aggregate
demand and economic activity even
whenr its accustomed policy rate is at
zero,” for it “has a technology called a
printing press (or, today, its electronic
equivalent) that allows it to produce as
many U.S. dollars as it wishes at essen-
tially no cost” and by this method it can
“reduce the value of a dollar” and thus
“raise the prices in dollars of those
goods and services”

Bernanke and the Fed, having caused
the recession of 2007-10 with rate hikes
and an inversion of the yield curve, also
contributed to massive budget deficits
and then monetized the debt and
caused inflation. The result has been a
fiscal mess and imnterminable stagflation,
but perhaps worst of all, the policies
have established precedents for future

monetary malpractice. ¢

RICH AL M., SALSMAN IS THE PRESIDENT OF INTERMARKET FORECASTING,
 WWW.INTERMARKETFORECASTING.COM, AN INVESTMENT RESEARCH AND ADVISORY FIRM.



