The Fed Has Never Been Right

By Peter Schiff, Zerohedge, 30 October 2020

Peter Schiff delivered a key-note speech at the Virtual Investor Day Conference. He walked through the history
of the Federal Reserve’s monetary policy over the last several decades and explained the inevitable outcome.
Peter’s recap of Fed history leads you to an undeniable conclusion: the Federal Reserve has never been right.
And it has set us up for an even bigger crisis.

Peter opened his talk saying that he thinks we are entering the final chapter of the book Alan Greenspan started
to write.

And | have a feeling he had an understanding of how badly it was going to end. But unfortunately, a lot of
people who have been adding pages or chapters to that book since Greenspan resigned really don’t have any
idea what's coming.”

Greenspan started the book by unleashing the loose money policy that blew up the dot-com bubble.

When that bubble popped, instead of admitting his mistakes, Greenspan ignored them and tried to revive the
economy by inflating a bigger bubble in the real estate market than the bubble that had just popped in the stock
market. And the Fed succeeded in inflating that bubble. But that was not a success. It was a failure.”

Peter reminds us that he warned that the Fed policy was distorting the economy. He knew that it was creating a
bubble economy. People were using the inflated value of their homes as ATMs and that drove consumer
spending. People were living beyond their means. Nobody was saving.

So, the whole economy was distorted by the malinvestments and bad decisions that were being made as a
result of artificially low interest rates.”

When the Fed tried to normalize, the bubble popped, the mortgage market blew up, and that gave us the Great
Recession.

In the wake of the 2008 financial crisis, the Federal Reserve repeated the process, dropping interest rates to zero
and launching quantitative easing. Ben Bernanke promised QE was just temporary — that the Fed was not
monetizing the debt. He promised the Fed would shrink its balance sheet once the crisis passed. At the time,
Peter said it was impossible. He said even if the Fed tried to normalize rates and shrink its balance sheet, it
would fail.

Everything the Fed said about their ability to normalize rates and shrink the balance sheet was wrong. | said
they were wrong as they were saying it. They never were able to normalize interest rates. They never came close
to returning the balance sheet to pre-crisis levels.”

In Q4 2018, the Fed abandoned rate hikes at about 2.5% — not even close to normal. They called off quantitative
tightening. By 2019, the Fed was back to rate cuts and the launched QE, all the while claiming it wasn’t QE.
The Fed told us the pivot back to loose monetary policy was only temporary, calling it a “midcourse
correction.” But Peter said we were going back to zero and that’s exactly what happened.

And here we are today with the central bank running QE infinity and saying rates will stay at zero for years.

We are now the banana republic that Ben Bernanke assured us we would never become.”

Peter said he went through the history of Fed failures to make a point that should be pretty obvious.

The Federal Reserve has never been right. Everything they have said about the efficacy of their policies, what
their policies would create, and their ability to reverse them or unwind them, has been wrong. And it’s amazing
how consistently wrong they have been.”

And now they are pushing toward the logical conclusion.

We are headed for a US dollar crisis and a sovereign debt crisis. The magnitude of this crisis will be unlike
anything we've ever experienced. Because this is not just mortgages blowing up. This is the credit of the United
States government. This is the risk-fiee asset becoming the most toxic asset on the planet. And it’s not just US
Treasuries that are going to collapse, but it’s the entire US-denominated bond market which is built on top the
foundation of US Treasuries. So, Treasuries go — it all goes — corporate bonds, muni bonds, mortgages. Any
debt instrument that is denominated in US dollars is going to collapse.”
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So where will people run?
Gold.

The world is going to return to gold-backed paper money.”




