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Today we concentrate on QE2 (quantitative easing) opening with misgivings from 
Streetwise Professor.  
The Federal Reserve has launched a second round of “quantitative easing”–QE2.   How is it that this 
“easing” leaves me uneasy? 

Macro is not my thing.  But economics is economics, and I know enough to have serious questions 
about quantitative easing.  I may not be able to tailor a magnificent macro suit, but I can pretty much 
tell when the king is naked, and I think that’s the case here. 

Bernanke is arguing that easing is needed because of deflationary concerns.  But has there ever 
been a deflationary episode during which commodity prices spurted ahead?  Definitely not during the 
1930s.  Not in the 1920-1921 crash (which at its outset was more severe than the Great Depression). 
 Not in 1893.  In all of these episodes, commodity prices crashed.  So if this is deflation, it is a weird 
deflation. ... 

  
  
  
Peter Schiff is next.  
While it’s true that history repeats itself, the patterns should always be separated by a generation or 
two to keep things respectable. Unfortunately, in today’s economic world, it seems the cycle can be 
counted in months.   

On July 24, 2009, just as the Federal Reserve unleashed its first quantitative easing campaign (now 
called “QE1” – an echo of the reclassification of the Great War after still more destructive subsequent 
developments), Fed Chairman Ben Bernanke wrote an opinion piece in the Wall Street Journal to 
soothe growing concerns about excess liquidity. He assured the public that the Fed had an “exit 
strategy.” 

In a response entitled “No Exit for Ben”, I called the Chairman’s bluff. I argued that the Fed had no 
exit strategy, and that Bernanke was trying to fool the market into believing that quantitative easing 
was not debt monetization.  

Just 16 months later, Bernanke is at it again, penning another op-ed to defend his second round of 
QE. Except this time, instead of feigning an exit strategy, he just outlines a path to expand the 
program in perpetuity. ... 

  
  
Spengler (aka David Goldman) takes a turn.   
Treasuries and gold tanked together on Friday, evidently in response to news reports that Asian 
countries may impose exchange controls to hold back the septic tide of dollars bubbling out of the 
Fed’s printing press. Never before has the world displayed the sort of public contempt for American 
policy that Germany, China and others expressed last week. Wolfgang Schaueble’s Spiegel interview 
last week describing quantitative easing as “clueless,” followed by Federal Chancellor Angela 
Merkel’s open attack on it during the G20 meetings, is entirely new, as is the Chinese and other Asian 
threat to simply keep dollars out. 

The rest of the world is right and the Fed is wrong. QE2 is turning into Titanic II ... 



  
  
Alan Reynolds in the WSJ.  
Federal Reserve Chairman Ben Bernanke may be an excellent economist, but he is not a very good 
bond salesman. Since his Aug. 27 speech at an annual Fed symposium in Jackson Hole, Wyo., he's 
been telling us that he thinks inflation is too low and long-term interest rates are too high. In a quixotic 
effort to "maximize employment," he's begun purchasing up to $600 billion worth of long-term 
Treasury obligations to push inflation up and bond yields down.  

If it worked as planned, this would flatten the yield curve, meaning it would narrow the spread 
between short-term and long-term interest rates. Since banks make money by borrowing short and 
lending long, the effect would be to discourage bank lending. That seems an unpromising way to 
stimulate the economy. But the whole notion of simultaneously raising inflation and lowering bond 
yields presumes bond buyers are docile fools. ... 

  
  
  
An article from Business Insider has more.  
It’s never a good thing when another country calls your financial policy clueless. It’s particularly bad if 
that other country is one of the world’s leading economies, and if it also happens to be right. 

“With all due respect, U.S. policy is clueless,” German Finance Minister Wolfgang Schaeuble said 
recently, referring to the Federal Reserve’s decision to throw $600 billion at our sluggish economy. 

The Fed can create as much money as it likes, but the U.S. economy is presently unable to 
productively put that money to work. By setting near-zero interest rates, the Fed has established that 
money in this country has no real value. We give it to the banks for nothing, and the banks lend it 
back to the deficit-ridden U.S. Treasury for almost nothing. The result is a guaranteed profit for the 
banks, but no incentive to lend cash to creative entrepreneurs or expanding businesses. 

The Fed’s $600 billion intervention will make this foolishness more efficient by cutting out the 
middleman. ... 

  
  
Robert Samuelson writes on how we might avoid Japan's mistakes.  
It's hard to remember now that in the 1980s Japan had the world's most-admired economy. It would, 
people widely believed, achieve the highest living standards and pioneer the niftiest technologies. 
Nowadays, all we hear are warnings not to repeat Japan's mistakes that resulted in a "lost decade" of 
economic growth. Japan's cardinal sins, we're told, were skimping on economic "stimulus" and 
permitting paralyzing "deflation" (falling prices). People postponed buying because they expected 
prices to go lower. That's the conventional wisdom - and it's wrong.  

Just the opposite is true: Japan's economic eclipse shows the limited power of economic stimulus and 
the exaggerated threat of modest deflation. There is no substitute for vigorous private-sector job 
creation and investment, and that's been missing in Japan. This is a lesson we should heed.  

Japan's economic problems, like ours, originated in huge asset "bubbles." ... 

  



  
Unemployed actor in New York? WSJ says you can look for bed bugs.  
... Never mind the bar-tending. There's a new side job for the aspiring actor: bedbug buster. 

"Actors have great personalities and follow directions well," says Janet Friedman, owner of Bed Bug 
Busters NY, who employs many people from the theater world to clean up the vermin. She favors 
entertainers, she says, because they can improvise, work quickly and are used to the drama of a 
stressful situation.  

Meagan Gilliland, a 25-year-old actress who moved from Chicago to New York in September 2009, 
secured a gig with Bed Bug Busters before arriving. 

While she'd rather be acting, she says her new job doesn't bug her.  

On the contrary: Ms. Gilliland says she uses her acting chops while she goes through every inch of a 
person's apartment. In a particularly dusty apartment—sometimes clients are hoarders—she puts on 
a smile trying to "pretend to be OK, like you're still having a good time with friends and stuff, while 
you're choking on a lot of dust." ... 

  
 
 
 

  
  
Streetwise Professor 
QE2 or Titanic? 
by Craig Pirrong 

The Federal Reserve has launched a second round of “quantitative easing”–QE2.   How is it that this 
“easing” leaves me uneasy? 

Macro is not my thing.  But economics is economics, and I know enough to have serious questions 
about quantitative easing.  I may not be able to tailor a magnificent macro suit, but I can pretty much 
tell when the king is naked, and I think that’s the case here. 

Bernanke is arguing that easing is needed because of deflationary concerns.  But has there ever 
been a deflationary episode during which commodity prices spurted ahead?  Definitely not during the 
1930s.  Not in the 1920-1921 crash (which at its outset was more severe than the Great Depression). 
 Not in 1893.  In all of these episodes, commodity prices crashed.  So if this is deflation, it is a weird 
deflation. 

Bernanke was asked about this specifically at a presentation at Jacksonville University.  His answer 
was not comforting: 

Asked by a student if “skyrocketing” commodities prices may threaten his inflation outlook, Bernanke 
said rising commodities prices are “the one exception” to a broad reduction in inflationary pressures. 
Overall, excess slack in the economy will make it difficult for producers to push through higher prices 
to consumers, he said. 



Well, exceptions can be pretty damned informative.  Anomalies are the things that should make you 
question your analysis.  If there is “excess slack” why is the demand for commodities high? 

Relatedly, in what deflationary or near deflationary episode has the country facing the more severe 
deflation problem seen its currency depreciate, rather than appreciate?  Japan’s skyrocketing yen is 
consistent with deflationary pressures there.  Commodity prices have risen little, if at all, in yen terms. 
 But the dollar has cratered.  How is that consistent with a US deflationary episode?  Another 
anomaly in the deflation story. 

Bernanke is known primarily as an expert on the Great Depression.  It is pretty clear that that is the 
mental model he is relying on when deciding that QE is necessary.  But there is always the possibility 
that he is the general fighting the last war.  Or that he is the master with the hammer, but the current 
problem isn’t a nail.  Before plunging ahead with a radical scheme, I’d want to have a better 
understanding why these anomalies exist, and what they mean.  To me, they suggest that the 
Depression template is a very bad fit.  But it is driving his thinking.  I am worried when people fix 
monomaniacly on things that confirm their priors and dismiss those that don’t.  That’s not the recipe 
for wise decisions. 

Bernanke acknowledged in a WaPo oped that the 2008 crash was a global phenomenon, but that the 
slow recovery is primarily an American (and Japanese) one.  In the Jacksonville talk, he 
acknowledged that emerging markets are booming.  Parts of Europe, especially Germany, are 
growing smartly.  Even the UK has bounced back better than the US.  So what makes the US 
different?  Is this difference something that can be addressed by QE?   

I have my doubts, particularly in an open economy: a lot of the stimulus will spill over to–is spilling 
over–to emerging markets.  I think that there is a good possibility that America’s economic 
sluggishness is a reflection of the grim fiscal situation and the spate of regulatory and other 
government burdens that have been piled on in the last 2 years.  If that’s the case, then QE2 will not 
correct stagnation, and risks stagflation. 

I also have my doubts as to how this is going to work, exactly.  In his WaPo oped, Bernanke touts the 
interest rate channel.  That’s hardly persuasive.  He also mentions boosting the stock market, and I 
think that is more accurately reflective of his true strategy.  QE2 is a hair of the dog gambit: asset 
bubbles got us into this mess, an asset bubble will get us out.  He’s not Helicopter Ben–he’s Bubble 
Ben. 

I could see–barely–this working if QE were to boost housing prices.  This would ease pressure on 
household balance sheets, drying out underwater mortgages, which could spark an increase in 
consumption. 

But although Ben can open the monetary floodgates, he’s powerless to direct where the flood 
of money goes.  Right now it’s heading to emerging markets, commodities, and to some degree 
stocks.  Housing does not seem to be benefitting.  And this could be contbuting to the QE decision 
loop.  The Fed and Bernanke point to the CPI as evidence that there is little inflation, and that we are 
on the cusp of deflation.  But CPI has a large housing component (about 25 percent, if memory 
serves).  This could be giving a misleading picture of true inflationary pressures. 

I wonder what the monetary channels are now.  One possibility is that easing leads to asset price 
inflation first and foremost, and that goods price inflation occurs with a lag.  By the time that monetary 
pressures show up in the goods price measures that the Fed/Bernanke are monitoring, it may be too 
late to intervene to prevent a big inflationary spurt, or any such intervention may crater the economy.  



The dilemma that I disussed in late-08 to early-09–where the Fed is faced with the grim choice 
between rampant inflation and a major recession–is still present. 

This means that QE is unlikely to do anything to boost the American economy.  At the same time it is 
already sharply increasing international tensions in a way that poses a real risk of trade, currency, 
and investment protectionism. 

All of this also injects a tremendous amount of uncertainty into the economy.  This uncertainty makes 
decision making harder–and investment/resource allocation mistakes more likely.  I once quoted 
Sherwin Rosen’s bracing remark in his Econ 300 class in Chicago in ‘82 or ‘83: “The problem with 
inflation is that it f*cks up relative prices.”  Well, even if QE doesn’t spark measured inflation, it almost 
certainly will–and arguably already is–f*cking up relative prices.  That’s not good.  And just the 
uncertainty itself is a drag on the economy, as decision makers decide that procrastination is the 
better part of valor. 

You don’t have to go all Austrian to have serious concerns that continued monetary stimuli can distort 
price signals, leading to perverse resource allocations, and economic problems down the road when 
these misallocations become manifest.  

In brief: I see a lot of icebergs out there, but Captain Ben has just ordered all ahead full.  I hope there 
are enough lifeboats. 

  
  
EuroPacific Capital 
There Was a Fed Chairman Who Swallowed a Fly 
by Peter Schiff 
  
While it’s true that history repeats itself, the patterns should always be separated by a generation or 
two to keep things respectable. Unfortunately, in today’s economic world, it seems the cycle can be 
counted in months.   

On July 24, 2009, just as the Federal Reserve unleashed its first quantitative easing campaign (now 
called “QE1” – an echo of the reclassification of the Great War after still more destructive subsequent 
developments), Fed Chairman Ben Bernanke wrote an opinion piece in the Wall Street Journal to 
soothe growing concerns about excess liquidity. He assured the public that the Fed had an “exit 
strategy.” 

In a response entitled “No Exit for Ben”, I called the Chairman’s bluff. I argued that the Fed had no 
exit strategy, and that Bernanke was trying to fool the market into believing that quantitative easing 
was not debt monetization.  

Just 16 months later, Bernanke is at it again, penning another op-ed to defend his second round of 
QE. Except this time, instead of feigning an exit strategy, he just outlines a path to expand the 
program in perpetuity. 

In recent months, Fed economists have taken great pains to tell us how much better off the economy 
is now than it was in the first half of 2009.  Given this supposed good news, what prompted the 
current turnaround in policy? Could it be, perhaps, that perpetual easing was the policy all along? 



Should we expect another op-ed in a few months in which Bernanke tries to reassure us that QE3 will 
not over-liquefy the market?  How much longer can the Fed play this game before the public and the 
markets wise up? 

The reason I knew QE1 would fail, and that the Fed had no exit strategy (other than more rounds of 
easing), is because the remedy is totally flawed. If Bernanke’s predecessor, Alan Greenspan, had 
engaged in prudent monetary policy, we never would have arrived at the point of desperation that 
made quantitative easing a palatable option. However, we did, and Bernanke’s understanding of 
economics is so remedial that making the right choice is essentially impossible for him. Now, we are 
caught in a vicious circle of spending, borrowing, and easing. 

In his most recent op-ed, Bernanke rather envisions a “virtuous circle” in which QE2 causes stock 
prices to rise, which then “boost[s] consumer wealth, and increase[s] confidence.” The wealth effect, 
in turn, “spur[s] spending and produce[s] higher incomes and profits,” which finally “support[s] 
economic expansion and promote[s] increased employment.” 

Despite the devastation of the Fed’s previous burst bubbles (stocks in ’99 and real estate in ‘08), 
Bernanke still believes in the virtue of pumping. His current policy is to inflate another stock market 
bubble to cure the recession that resulted from the bursting of the housing bubble, which was itself 
inflated to counter the effects of the bursting tech stock bubble. Does the story of the old lady who 
swallowed the fly come to mind? She eventually tried swallowing a horse, and we know how that 
ended. It’s hard to decide who is more culpable for the strategy: Bernanke for selling it or the country 
for buying it. 

In the 16 months since Bernanke assured us that QE1 would not jeopardize price stability, oats prices 
are up 40%, concentrated orange juice up 45%, gold and rice up 50%, corn up 55%, coffee up 60%, 
copper up 70%, sugar up 90%, and cotton and silver up 100%! (The sluggish Dow Jones Industrials 
are “only” up 30%.) 

Last week, Kraft Foods reported a 26% rise in third quarter revenue; however, because of steeply 
rising material costs, profits actually dropped 8.5% over the same period. If Bernanke is correct in 
assuming that consumer prices will stay low, the only way Kraft shares could go up would be for the 
market to assign much higher multiples to lower earnings. You can hope that will happen, but it’s not 
a wise bet.  

Given that QE2 will also push down the dollar against foreign currencies, companies exporting to the 
US will face the same bind as Kraft. If foreign suppliers don’t raise prices, a weaker dollar will cut into 
their profits.  

My guess is that neither foreign nor domestic companies will take the hit, but pass the costs along to 
consumers. Rising prices will soon became a daily occurrence on Main Street, not just in the stock 
market.  

For all the wrangling over extending the Bush tax cuts, no one seems bothered by the continuation of 
the Bernanke tax increases. For the typical American wage earner, the inflation tax will more than 
offset the benefits of slightly lower income taxes. Savers and retirees will suffer the most as the 
interest paid on their assets continues to fall and the purchasing power of their principal is eroded. 

In reality, quantitative easing will produce the exact opposite of its intended result. In the short-run, it 
may create the illusion of economic growth and temporarily add some service sector jobs, but once 
the QE ends, the growth and jobs will vanish. Then, the Fed will most likely try once again to douse 



the fire it started with another round of QE gasoline, creating an even larger and less manageable 
inferno. Let’s hope we can change policy before the whole economy burns to a cinder. 

  
  
Inner Workings Blog at Asia Times 
Exchange Controls and Deflation 
by David  Goldman 

Treasuries and gold tanked together on Friday, evidently in response to news reports that Asian 
countries may impose exchange controls to hold back the septic tide of dollars bubbling out of the 
Fed’s printing press. Never before has the world displayed the sort of public contempt for American 
policy that Germany, China and others expressed last week. Wolfgang Schaueble’s Spiegel interview 
last week describing quantitative easing as “clueless,” followed by Federal Chancellor Angela 
Merkel’s open attack on it during the G20 meetings, is entirely new, as is the Chinese and other Asian 
threat to simply keep dollars out. 

The rest of the world is right and the Fed is wrong. QE2 is turning into TItanic I. The Fed has been 
exporting inflation through excess money creation; holders of dollars buy foreign currency, which 
forces foreign central banks to intervene on foreign exchange markets by selling their own currency. 
The foreign central banks create new local currency in order to buy the unwanted dollars and stabilize 
their exchange rates, which adds to inflationary pressures in their countries. They use the dollars they 
have bought to buy Treasuries. 

If the Asians do impose exchange controls, they will have to print less of their own currency and buy 
fewer Treasuries. The global float of currency grows at a slower pace, which is deflationary, and of 
course the bid for Treasuries diminishes. Foreign central banks have been buying Treasuries at a 
$900 billion pace this year, more than the proposed $600 billion quantitative easing by the Fed. 

We have never been in a mess like this before, and it is difficult to forecast market reactions. In some 
ways the collapse of American policy should favor gold, although the near-term deflationary effect 
works in the opposite direction. I have stop-losses on my gold futures positions in case the market 
shakes out violently. On the other hand, if central banks distrust the Fed, they may simply buy more 
gold. 

The only historical analogy would be to October 1980, when Fed Chairman Paul Volcker returned 
from the Belgrade annual meeting of the International Monetary Fund and pushed the fed funds rate 
up to mid-double-digits. Treasuries, gold, and the economy crashed. A generalized run out of the 
dollar forced his hand and finished off the presidency of Jimmy Carter. This is extremely unlikely 
today for one obvious reason: measured inflation is extremely low, as opposed to double digits when 
the Fed acted in 1980. No-one wants the Fed to take such drastic action, surely not the Asians, for 
the US economy would seize up and their exports to the US would crash. 

This sort of situation is bad for ALL asset classes: stocks, bonds, and commodities. The prudent thing 
is to increase cash positions. 

  
  
 
 
 



WSJ 
Ben Bernanke's Impossible Dream  
The Fed's reckless notion that it can simultaneously raise inflation and lower interest rates 
presumes bond buyers are fools. They aren't. 
by Alan Reynolds 

Federal Reserve Chairman Ben Bernanke may be an excellent economist, but he is not a very good 
bond salesman. Since his Aug. 27 speech at an annual Fed symposium in Jackson Hole, Wyo., he's 
been telling us that he thinks inflation is too low and long-term interest rates are too high. In a quixotic 
effort to "maximize employment," he's begun purchasing up to $600 billion worth of long-term 
Treasury obligations to push inflation up and bond yields down.  

If it worked as planned, this would flatten the yield curve, meaning it would narrow the spread 
between short-term and long-term interest rates. Since banks make money by borrowing short and 
lending long, the effect would be to discourage bank lending. That seems an unpromising way to 
stimulate the economy. But the whole notion of simultaneously raising inflation and lowering bond 
yields presumes bond buyers are docile fools. 

The University of Michigan survey of expected inflation has hovered around 2.7%-3.2% since the 
recovery began last July, aside from two low readings of 2.2% in September 2009 and September 
2010. That measure of inflation expectations has been higher than it was in November 2002, when 
then-Fed Governor Bernanke first began fretting about "deflation." But inflation expectations are still 
not high enough to please the Fed chairman.  

Domestic and foreign investors have reacted to the Fed's plans by driving the dollar way down and 
commodity prices way up, which is consistent with higher expected inflation. So too is the gap 
between yields on regular Treasury bonds and the inflation-protected variety (TIPS), which has 
widened by more than 60 basis points since late August.  

At Jackson Hole, Mr. Bernanke explained that "if inflation expectations were too low . . . an increase 
in inflation expectations could become a benefit."  

Well, he's certainly succeeded in raising inflationary expectations. But rising commodity prices and a 
debased dollar have proved harmful to many businesses because inflated costs mean deflated profit 
margins. The headlines on two recent news reports in this paper tell the tale: "Prices Squeeze Main 
Street: Some Retailers Are Trapped between Rising Commodity Costs and Low Inflation" (Oct. 19) 
and "Dilemma over Pricing: From Cereal to Helicopters, Commodity Costs Exert Pressure" (Oct. 21).  

Producer prices rose at an annual rate of 5.5% in September and 4.8% in August. The broad price 
index for GDP rose at an annual rate of 2.3% in the third quarter, up from 1.9% in the second quarter 
and 1% in the first.  

Mr. Bernanke is unconcerned, however, because he believes (contrary to our past experience with 
stagflation) that inflation is no danger thanks to economic slack (high unemployment). He reasons 
that if people can nonetheless be persuaded to expect higher inflation, regardless of the slack, that 
means interest rates will appear even lower in real terms. If that worked as planned, lower real 
interest rates would supposedly fix our hangover from the last Fed-financed borrowing binge by 
encouraging more borrowing.  

This whole scheme raises nagging questions. Why would domestic investors accept a lower yield on 
bonds if they expect higher inflation? And why would foreign investors accept a lower yield on U.S. 



bonds if they expect exchange rate losses on dollar-denominated securities? Why wouldn't intelligent 
people shift their investments toward commodities or related stocks (such as mining and related 
machinery) and either shun, or sell short, long-term Treasurys? And if they did that, how could it 
possibly help the economy? 

One heavily traded exchange-traded fund (ETF) provides a sensitive market forecast of how effective 
this quantitative easing is expected to be in reducing long-term interest rates. Trading under the ticker 
symbol TBT, this ProShares ETF goes ultra-short Treasury bonds with maturities of 20 years or more, 
making it a highly leveraged bet on the direction of long-term interest rates. If bond yields were 
expected to fall because of quantitative easing, then the price of TBT should fall sharply. But that is 
not what has been happening.  

On the day Mr. Bernanke spoke in Jackson Hole, TBT closed at 31.95, up from 30.24 on Aug. 16. 
The Federal Open Market Committee minutes from September became public on Oct. 12, revealing 
that the FOMC thought "Measures of underlying inflation are currently at levels somewhat below 
those the Committee judges most consistent, over the longer run, with its mandate to promote 
maximum employment." TBT rose to 32.32 on the news, up from 31.64 the day before.  

On Oct. 15, Mr. Bernanke gave another speech, at the Boston Fed, saying, "Inflation is running at 
rates that are too low . . . and the risk of deflation is higher than desirable." TBT rose again to 34.17, 
up from 33.34. On Nov. 3, when the scope of the Fed's long-term Treasury purchase plan was 
revealed, TBT jumped from 32.69 at 2:12 p.m. (EST), just before the news was released, to 34.99 by 
3:34 p.m. (TBT closed Monday at 34.99.) If the Fed's plan really portends a sustainable reduction in 
long-term rates ahead, TBT should have moved in the opposite direction. When technocrats and 
markets disagree, it is rarely wise to bet against the markets. 

There is ample evidence from commodity and foreign-exchange markets that world investors are 
indeed confident the Fed will raise inflation. However, the growing interest in shorting long-term 
Treasury bonds shows that the market does not believe higher inflation is consistent with lower long-
term interest rates.  

In other words, Mr. Bernanke and his FOMC allies are risking higher interest rates and inflated 
commodity costs in the pursuit of the contradictory objectives of higher inflation and lower bond 
yields, seemingly oblivious to all the evidence that they are pursuing an impossible dream. 

Mr. Reynolds, a senior fellow with the Cato Institute, is the author of "Income and Wealth" 
(Greenwood Press 2006). 

  
  
Business Insider 
Germany Was Right When It Called Our Financial Policy "Clueless" 
by Larry M. Elkin 

It’s never a good thing when another country calls your financial policy clueless. It’s particularly bad if 
that other country is one of the world’s leading economies, and if it also happens to be right. 

“With all due respect, U.S. policy is clueless,” German Finance Minister Wolfgang Schaeuble said 
recently, referring to the Federal Reserve’s decision to throw $600 billion at our sluggish economy. 



The Fed can create as much money as it likes, but the U.S. economy is presently unable to 
productively put that money to work. By setting near-zero interest rates, the Fed has established that 
money in this country has no real value. We give it to the banks for nothing, and the banks lend it 
back to the deficit-ridden U.S. Treasury for almost nothing. The result is a guaranteed profit for the 
banks, but no incentive to lend cash to creative entrepreneurs or expanding businesses. 

The Fed’s $600 billion intervention will make this foolishness more efficient by cutting out the 
middleman. There will be no need for banks to buy Treasury securities for the next eight months. The 
Fed plans to buy, for itself, just about as much debt as the Treasury plans to sell in that period. The 
banks will just sit there uselessly, unable to attract deposits with near-zero rates (or negative rates for 
many depositors, when fees are considered), and unwilling to risk making loans to businesses in a 
weak economy while regulators are worried about the banks’ financial strength. 

The whole idea behind banking is to have solid, well-capitalized institutions that can attract deposits 
with a fair rate of interest, and still make a profit by lending depositors’ money at higher, yet 
reasonable, rates to creditworthy borrowers. It’s a great system. We ought to try it. 

Instead, we are going to flood developing nations, which offer better potential investment returns, with 
cheap dollars. South African finance minister Pravin Gordhan warned that “Developing countries, 
including South Africa, would bear the brunt of the U.S. decision to open its flood gates without due 
consideration of the consequences for other nations.” Those consequences will include asset 
bubbles, inflation and painful currency gyrations. 

Brazil’s Central Bank Governor, Henrique Meirelles, told reporters that already “excess liquidity in the 
U.S. is creating problems in other countries.” Brazil’s currency, the real, has risen 39 percent against 
the dollar since the start of 2009, interfering with the country’s export market. 

The Group of 20 summit in South Korea this week gave President Obama an opportunity to defend 
U.S. policy, but it’s not an easy policy to defend. The only truly convincing argument he could offer is 
that in 2012 this country might elect more responsible officials and get itself back on track. Not 
surprisingly, that was not the message the president wanted to deliver. Instead, he planned to focus 
on drumming up support for another bad policy move: capping current account surpluses and deficits 
at 4 percent of gross domestic product. 

This proposal, first floated last month by Treasury Secretary Timothy Geithner, has allowed the 
Chinese to cast themselves as wise and responsible players while blatantly manipulating their 
currency in order to keep it pegged to the U.S. dollar. Chinese Vice-Foreign Minister Cui Tiankai said 
in a news briefing, “Of course, we hope to see more balanced current accounts. But we believe it 
would not be a good approach to single out this issue and focus all attention on it. The artificial setting 
of a numerical target cannot but remind us of the days of planned economies.” 

The proposal to cap account imbalances simply highlights the fact that the United States has failed to 
bring what it buys from abroad into any sort of reasonable relationship to what it is able to sell 
overseas. Rather than actually working to accomplish this balance through domestic policy, we want 
to impose on the rest of the world the financial discipline we lack. 

The United States is the lynchpin of the global economy. We buy more stuff than anyone else, we 
make more stuff than anyone else, and we produce the currency that everyone else uses as either a 
direct or indirect reference point. If the United States fails to adopt responsible financial policies, the 
rest of the world will have to sever ties or risk being pulled down as the American economy sinks. 



The world is losing confidence in our financial common sense. Just this week, China’s Dagong credit 
rating agency reduced its rating on U.S. government debt from AA to A+. If Obama cannot address 
this country’s problems at forums like the G-20 summit, foreigners will have little choice but to do 
what they can to mitigate the effects that our mismanagement could have on their countries. 

The first thing other countries will need to do to insulate themselves from failing U.S. economic policy 
is to stop lending money to a country that thinks it can whip up prosperity by creating gobs of cash out 
of thin air. As our bonds mature, we will be unable to refinance them by issuing new paper to foreign 
buyers. 

The Federal Reserve has sworn not to “monetize” the debt by buying bonds the Treasury cannot sell 
elsewhere, but it will end up having to do exactly that to avoid default. The dollar will plunge. 
Commodity prices and U.S. inflation will very likely soar. Other countries will begin to demand that we 
pay for their products using currencies that still have value. We’ll still be able to get Middle Eastern oil 
and Italian leather shoes, but only when we can scrape together the euros, yuan or Swiss francs that 
the market will demand as payment. 

The eventual result will be a recession far worse than the one we just experienced. And, in this future 
downturn, the government will not be able to borrow money to provide extended unemployment 
benefits or other relief programs. 

Schaeuble was exactly right when he called American financial policy “clueless.” The fact that the rest 
of the world is beginning to see this is, in fact, a clue to what is ahead for America. Here’s another 
clue: It isn’t going to be pretty. 

Larry M. Elkin is the president of Palisades Hudson Financial Group LLC. 

  
  
Washington Post 
How to avoid Japan's economic mistakes 
by Robert J. Samuelson  

It's hard to remember now that in the 1980s Japan had the world's most-admired economy. It would, 
people widely believed, achieve the highest living standards and pioneer the niftiest technologies. 
Nowadays, all we hear are warnings not to repeat Japan's mistakes that resulted in a "lost decade" of 
economic growth. Japan's cardinal sins, we're told, were skimping on economic "stimulus" and 
permitting paralyzing "deflation" (falling prices). People postponed buying because they expected 
prices to go lower. That's the conventional wisdom - and it's wrong.  

Just the opposite is true: Japan's economic eclipse shows the limited power of economic stimulus and 
the exaggerated threat of modest deflation. There is no substitute for vigorous private-sector job 
creation and investment, and that's been missing in Japan. This is a lesson we should heed.  

Japan's economic problems, like ours, originated in huge asset "bubbles." From 1985 to 1989, 
Japan's stock market tripled. Land prices in major cities tripled by 1991. The crash was brutal. By 
year-end 1992, stocks had dropped 57 percent from 1989. Land prices fell in 1992 and proceeded 
steadily downward; they are now at early 1980s' levels. Wealth shrank. Banks - having lent on the 
collateral of inflated land values - weakened. Some became insolvent. The economy sputtered. It 
grew about 1.5 percent annually in the 1990s, down from 4.4 percent in the 1980s.  



Despite massive stimulus, rapid growth hasn't resumed two decades later. Although the Japanese 
reacted slowly, they adopted the advice of economics textbooks. They raised spending, cut taxes and 
let budget deficits balloon. Gross government debt soared from 63 percent of the economy (gross 
domestic product) in 1991 to 101 percent of GDP by 1997. It's now around 200 percent. The Bank of 
Japan (their Federal Reserve) cut interest rates, going to zero in 1999 - a policy that, with some slight 
interruptions, endures.  

Deflation doesn't explain persisting economic stagnation. Japan's consumer prices have declined in 
nine out of the past 20 years; the average annual decline was six-tenths of 1 percent. "People aren't 
going to say, 'I'll wait until next year to buy a car, when the price will be a half a percent cheaper,'" 
says New York Univeristy economist Edward J. Lincoln, a Japan specialist. If the Japanese were 
delaying spending, the household saving rate would have risen; instead, it fell from 15.1 percent of 
disposable income in 1991 to 2.3 percent in 2008.  

Japan's lackluster performance has two main causes. One is the "dual economy": a highly efficient 
export sector (the Toyotas and Toshibas) offset by a less dynamic domestic sector. Until the 1980s, 
Japan depended on export-led growth that created jobs and investment. An undervalued yen helped. 
"You had 20 percent of the economy carrying the other 80 percent," says Richard Katz, editor of the 
Oriental Economist newsletter and the author of several books on the dual economy.  

But the yen's appreciation in the mid-1980s - making Japan's exports more expensive - doomed this 
economic strategy. Ever since, Japan has searched in vain for a substitute. Cheap credit (which 
fueled the original "bubbles") and many "reforms" haven't sufficed. Japan's domestic sector remains 
arthritic, often protected by cartels or government regulations. Japan has one of the lowest rates of 
business creation among major industrial countries. One survey ranked Japan 44th in the world in the 
ease of starting a new firm, reports economist Randall Jones of the Organization for Economic 
Cooperation and Development. (The United States was fourth.) Indeed, Japan's best recent years of 
economic growth (2003-07) occurred when a weaker yen revived exports.  

The second cause is an aging, declining population, which dampens domestic spending. For 
decades, Japan's traditional family - a workaholic husband, a stay-at-home wife and two children - 
has been besieged, as anthropologist Merry White of Boston University shows in her book "Perfectly 
Japanese." Even in 1989, the fertility rate (children per adult woman) of 1.57 was below the 
replacement rate of about 2. The poor economy further discouraged family formation. Low wages and 
insecure jobs make children seem too costly. For men, the age of first marriage is 35, up from 27 in 
1990, says White. The fertility rate is about 1.3.  

So Japan's economy is trapped: A high yen penalizes exports; low births and sclerotic firms hurt 
domestic growth. The lesson for us is that massive budget deficits and cheap credit are at best 
necessary stopgaps. They're narcotics whose effects soon fade. They can't correct underlying 
economic deficiencies. It's time to move on from the debate over "stimulus."  

Economic success ultimately depends on private firms. The American economy is more resilient and 
flexible than Japan's. But that's a low standard. Neither the White House nor Congress seems to 
understand that growing regulatory burdens and policy uncertainties undermine business confidence 
and the willingness to expand. Unless that changes, our mediocre recovery may mimic Japan's.  
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Who You Gonna Call? For Bedbugs, an Out-of-Work Actor  
New York's Pest Infestation Spells Opportunity for Thespians; 'It's Like Hanging Out' 
by Melanie Grayce West 

For struggling New York actors reduced to waiting tables for a living, there's finally an alternative 
career path: bedbug hunter. 

Ever since the city began suffering from a widespread infestation of the pernicious bugs last year, 
demand has soared for people to get rid of them. Actors, it turns out, make the perfect bug busters. 

      

Never mind the bar-tending. There's a new side job for the aspiring actor: bedbug buster. 

"Actors have great personalities and follow directions well," says Janet Friedman, owner of Bed Bug 
Busters NY, who employs many people from the theater world to clean up the vermin. She favors 
entertainers, she says, because they can improvise, work quickly and are used to the drama of a 
stressful situation.  

Meagan Gilliland, a 25-year-old actress who moved from Chicago to New York in September 2009, 
secured a gig with Bed Bug Busters before arriving. 

While she'd rather be acting, she says her new job doesn't bug her.  

On the contrary: Ms. Gilliland says she uses her acting chops while she goes through every inch of a 
person's apartment. In a particularly dusty apartment—sometimes clients are hoarders—she puts on 
a smile trying to "pretend to be OK, like you're still having a good time with friends and stuff, while 
you're choking on a lot of dust." 

"The performance aspect, the training that most of us have in our own fields, definitely helps when 
you have one of those more difficult places to go to," she says. 

Just as waiting tables in fashionable restaurants gives aspiring actors access to New York's movers 
and shakers, bedbug hunting can provide a platform for making connections with "high-up people in 
the New York scene," says Ms. Gilliland. To date, she has been offered several babysitting gigs from 
her bedbug cleaning job. 

  



      
           Ryan Hussey, an aspiring actor, preps a house for bedbug exterminators. 

Getting rid of bedbugs is no easy feat. The creatures can infest nearly anything—beds, furniture, 
carpets, books and clothes. They travel into homes and offices via suitcases, coats and packages.  

Increased international travel and a resistance to current pesticides have contributed to their 
nationwide resurgence. In New York City, an estimated 6.7% of residents reported having bedbugs in 
2009, according to the city's Community Health Survey. 

Generally, the only way to get rid of bedbugs is extermination by a professional. Before the 
exterminator arrives, homes and offices must be de-cluttered, cleaned, washed and vacuumed. Soft 
items must be laundered and bedbug-free items must be sealed away. 

That's where the actors come in. Ms. Friedman, 58, and a former stage manager on Broadway, 
started working for a professional home organizer after her job managing the Broadway revival of 
"42nd Street" closed in 2005. On Christmas Eve in 2008, she was assigned to help prepare a bug-
infested apartment for professional extermination, and her bedbug business was born. 

Since then, she's had about 130 clients, whom she charges $1,080 for a one-day job and up to 
$4,320 for four days. Ms. Friedman employs part-time a dozen actors and stage managers and pays 
them $15 to $30 an hour. 

To be sure, bedbug hunting is not the main alternative career for New York's unemployed actors.  

      



Some are tour-bus guides, and others are seasonal greeters at Tiffany & Co., according to the Actors 
Fund Work Program, a New York-based nonprofit that helps entertainment industry professionals 
land supplemental gigs.  

This summer, some actors worked for the Census Bureau, and some posed as would-be renters or 
buyers for the nonprofit Fair Housing Justice Center, to ensure that federal, state and local laws are 
followed. 

The most common jobs for struggling entertainers in New York remain temporary administrative work, 
catering and waiting tables. But "because of the economy, catering and waiter work has been way 
down," says Kathy Schrier, director of the Actors Fund Work Program.  

Meanwhile, the commercial theater, film and television industries have "done relatively well" and total 
jobs have rebounded from the beginning of the recession, Ms. Schrier says.  

"But for this group of workers, work is always so sporadic," she says. "You get a gig, it's going to last, 
if you're lucky, a week." 

Alexander Mace, 23, has worked three concurrent jobs since arriving in New York in August: selling 
clothes, handing out flyers in Times Square and busting bedbugs. He recently dropped the retail job 
in favor of bedbug work and is on track to become a supervisor and get a raise. 

"I love it," says Mr. Mace. "I do my work. We talk. It's almost like hanging out and having a good time, 
I just happen to be vacuuming books or spraying down knick-knacks with rubbing alcohol." 

So far, Mr. Mace has seen only one living bedbug on the job. He's only worked with friendly clients, 
and admits that "none of the infestations that I've dealt with have been too out of control."  

For the past several months, Shabazz Richardson, a 39-year-old film and television actor, has been 
sifting through stacks of papers, shelves of vinyl records and drawers of lingerie across New York, 
helping people remediate their bedbug problem.  

Mr. Richardson, whose credits include being a bouncer in the film "Zoolander" and a stand-in for 
Samuel L. Jackson in the films "Changing Lanes" and "Shaft," makes $30 an hour.  

Though toting furniture and crawling on the floor can be stressful and laborious, he says it can also be 
gratifying. 

"There are times when you get done where the client is very appreciative and that's the one thing that 
I really like about the job," he says.  

Another benefit: the job provides an avenue for character-study work. 

Ms. Gilliland says she studies her clients as they go through the bedbug experience, sometimes 
seeing extreme reactions. 

"Everybody has some really cool tics—voices, things that they have, things that they do," Ms. Gilliland 
says.  

"As an actor, you naturally study people," she says. "You naturally take bits and pieces from people 
and put them into, like, your little lockbox so you can pull them out later for a character for a part."  



  
  

 
  
  



 
  
  
  

 
  
  



 
 


