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Quotable 
 
Ding Dong! The Witch is dead. Which old Witch? The Wicked Witch!  
Ding Dong! The Wicked Witch is dead. 
Wake up - sleepy head, rub your eyes, get out of bed. 
Wake up, the Wicked Witch is dead. She's gone where the goblins go, 
Below - below - below. Yo-ho, let's open up and sing and ring the bells out. 
Ding Dong' the merry-oh, sing it high, sing it low. 
Let them know  
The Wicked Witch is dead! 
 
    Wizard of Oz 
 
To see and hear it said by the Munchkin coroner, click here 
 
Commentary & Analysis 

Let’s get real and Fire the Fed! 
 

 
Is the word “gutless” too harsh a 
description of the FOMC members?   Or 
maybe I have it completely wrong, as it 
takes guts to take such a haphazard leap 
into monetary experimentation at such a 
critical time for the US and global 
economy.  I think there is arguable 
evidence to suggest QE1 made some 
sense.  But the evidence trail flowing 
from QE2 is increasingly confirming it has 
been a dismal failure for most of us.   
 

If the objectives of Quantitative 
Easing 2 (QE2) were to:  a) raise 
interest rates; b) slow economic 
growth; c) encourage speculation, 
and d) eviscerate the standard of 
living of the average American family, then it has been enormously successful.  
Clearly, with the benefit of 20/20 hindsight these results represent the Federal 
Reserve’s impact on the U.S. economy, regardless of their claims to the contrary. 
 
      Hoisington Investment Management 

LISTEN AND WATCH  
... TOMORROW, MAY 3rd  

 
Join Jack Crooks of Black Swan 
Capital as he discusses global 
macroeconomic themes potentially 
impacting capital flow into 2012. 
 
In this live Webcast, Jack will 
translate these scenarios into 
intermediate-term (three to six 
months) currency trading ideas, 
featuring CME FX Euro Futures (EC) 
and Japanese Yen Futures (JY). 
 

Register Here! 

http://www.youtube.com/watch?v=huPDP5-NfbE&feature=youtu.be
http://www.mirusfutures.com/education/free_webinars/events/2011-05-03/webinar-global-macro-themes-intermediate-term-fx-futures-t
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Of course those with the money to speculate, including hedge and mutual fund managers, 
and other rich folk, likely believe the Fed has done a splendid job.  In fact, most of these 
types show up on CNBC to tell us just that.  But if you are a real person doing a real job in 
the real economy, not the financially fabricated one of money managers, you know the 
Fed needs to be fired!  You know you would, if you ever performed that badly.   
 
I have to admit, till recently I was quite split on this issue as to whether or not the Fed has 
failed, as I perused the US inflation picture.  In Currency Currents past I wrote that bank 
reserves do not constitute money, in the real sense, thus until we see some change in 
monetary velocity we won’t see inflation.  A reader wrote to scold me, a few months 
back, about this view.  He said, “there are leakages—you idiot.”  Well, I think he was right.   
 
It is the leakages through use of all these bank reserves as basic free margin credit for the 
big boys that have done the dirty deed; it’s no surprise why fund managers are Fed 
defenders.  Heck, if real people got access to all this free credit the Fed has generated, 
we’d likely approve of them too.  Instead, the misery index settles heavily upon the 
unwashed.   
 
In Hoisington’s most recent economic review, they make this key point [our emphasis]: 
 

According to the outstanding monetary researcher, Rod McKnew, Ph.D. of 
Newedge, the Fed facilitated inflation through a more direct channel than 
expectations.  He points out that reserve balances, which are not money, 
increased much more than money.  In the past two years, M2 rose 6% while total 
reserves jumped 85%.  But this does not mean that unused reserve balances had 
no influence on prices, and in particular on commodity prices.  To quote McKnew,  
“In a world of advanced derivatives, high cash balances are not required to take 
speculative positions.  All that is required is that margin requirements be 
satisfied.”  With reserve balances at unprecedented levels, margin risk is 
minimized for those market participants who wish to take positions consistent 
with the Fed’s goal of higher inflation and have either direct or indirect access to 
the Fed’s mammoth reserve balances, which can satisfy margin requirements.  
 
These activities, while profitable to speculators in the short run, slow real 
economic activity in several ways. First, the rising interest  rate environment also 
raises mortgage rates (Table 1).  Of course this means more marginal buyers are 
priced out of the market and unable to purchase homes. Is it any surprise that this 
beleaguered sector of the economy has taken another leg down in terms of sales 
and price (Chart 2 & 3).  Consequently, this sector has become more of a drag on 
economic growth. Second, homes happen to be the largest net worth asset on 
consumer balance sheets, and the prospect of their largest asset moving lower in 
price hardly inspires greater willingness to spend. 

 
 Third, the speculation encouraged by the Fed has led to near record margin debt  

http://www.miseryindex.us/
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in the stock exchanges, and has raised stock prices, benefiting the upper income 
segment of society.  Further, the open-ended credit lines for speculation have 
assisted in lifting commodity prices dramatically during QE2, just as they did in QE1 
(Table 2).  Commodity and stock price movements are susceptible to a myriad of  
demand/supply factors that include cartels, war, and weather.  But the speculation 
created by QE2  suggests financial players are aiding and abetting the normal price 
movements.  Evidence of this is the Commitment of Traders Report which 
indicates record speculation.  Also, supply disruptions have not been evident in the 
gold and silver markets, which suggests that speculation is a dominant force in two 
of the markets where price increases have been most rapid.   
 
 
The combination of a rise in interest rates, stock prices, and food and fuel 
commodity prices has reduced disposable personal income, depressed the net 
worth of the average American family as home prices have fallen, and caused  
consumption to slow, increasing the income divide between the higher and lower 
income categories. 
 

Hoisington believes the damage done by the Fed can be reversed.  But it will take time.  
They also believe there will be a significant price to pay when the Fed finally does pull the 
plug on QE2, now scheduled for the end of June.  Short-term they expect a decline in 
growth, a hit to stocks, and a fall in commodity prices.  But longer term, the economy 
should rebound with more healthy and sustainable growth as credit will have an 
opportunity to finally be released into the real economy as the incentives for pure capital 
asset speculation fades without Uncle Ben’s backstop.  
 
Hoisington also expects the dollar to rebound once QE2 is history.   
 
So, let’s hope Ben can pull the plug.  Then get ready for the dollar to rally in a couple of 
months, assuming it’s still around by then.   
 
 
Jack Crooks 
Editor, Currency Currents Professional 
Black Swan Capital 
www.blackswantrading.com  
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