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We are buried in snow today and it is extremely cold!  Merry Winter Solstice to all!

 

One of the very biggest propaganda points in economic thinking and writing is the stupid story that the US caused the Great Depression.  The US was a VICTIM of two major depressions that began after WWI: England and Germany were mired in a terrible depression long before the US.  The US bubble was caused by the English/German depressions due to the US giving loans a la China today, to two faltering, dying economies that depended on the US to keep their banks and businesses afloat.  

After doing this for over 15 years, the US also fell down the same depression slope that took the world’s top two economies.  This is the true story of the Great Depression and it explains much better, why we are repeating it.  For the US, misunderstanding the story of the Great Depression, has set up things so we can repeat it.  With us playing the role of England and Russia playing the role of Germany this time around.  
On top of this, Japan is the world’s #2 economy and #1 trade profiteer while running a 15 year depression.  Japan’s depression is harmonic with the US/Russian joint depressions and is the ‘leading edge’ to this massive depression that is now engulfing us.  And unlike some writers, I can back up my contentions with actual data and information straight from the central banks, themselves!

 

Protectionist dominoes are beginning to tumble across the wor

 HYPERLINK "http://www.telegraph.co.uk/finance/comment/ambroseevans_pritchard/3870089/Protectionist-dominoes-are-beginning-to-tumble-across-the-world.html" ld - Telegraph
There has been much talk lately of America’s Smoot-Hawley Tariff Act, which set off the protectionist dominoes in 1930. It is usually invoked by free traders to make the wrong point. The relevant message of Smoot-Hawley is that America was then the big exporter, playing the China role. By resorting to tariffs, it set off retaliation, and was the biggest victim of its own folly.

Britain and the Dominions retreated into Imperial Preference. Other countries joined. This became the “growth bloc” of the 1930s, free from the deflation constraints of the Gold Standard. High tariffs stopped the stimulus leaking out.

It was a successful strategy - given the awful alternatives - and was the key reason why Britain’s economy contracted by just 5pc during the Depression, against 15pc for France, and 30pc for the US.
Could we see such a closed “growth bloc” emerging now, this time led by the US, entailing a massive rupture of world’s trading system? Perhaps.

This crisis has already brought us a monetary revolution as interest rates approach zero across the G10. It may overturn the “New World Order” as well, unless we move with great care in grim months ahead. This is where events turn dangerous.

The British can be very cheeky about their cockeyed rendition of history, can’t they?  HAHAHA.  Now, bear with me a bit: after the US lent the British empire immense funds for WWI–someone had to bankroll the moronic fighting in the Somme!—Britain EXPANDED its empire.  Why, pray tell, did they invade the rest of the Ottoman empire?  More of central Asia?  More of Southeast Asia?  More of Africa?

They had this game going from day one: all their colonies and captive nations HAD to buy British!  I would imagine even stupid Americans should figure this out.  This is why we had a revolution!  The American colonies were not allowed to sail to China or Africa or South America and do business.  They couldn’t start glass factories or mills for weaving or making thread.  We were allowed no foundries or factories of any sort.  We had to provide commodities.

First off, OH MY GOD! Um, look at us today!  Wow.  This is why I call ‘free trade’ proponents ‘traitors.’  They betrayed our great nation and reduced us to colonial status again!  Back to the British: the entire point to the colonization business was to force captive populations to do business only with the British.  This is exactly why the US did NOT jump to save Britain in either WWI or WWII.  

 

The US ‘Open Door’ policy with both Japan and China were our attempts to stop the British and other European empires from locking us out of business with Asia.  We very nearly came to blows with Britain over this right about when WWI happened.  Not only that, the Monroe Doctrine was our attempt to prevent the British from locking us out of the Caribbean and South America.

Now, let’s review NAFTA: the US, seeing that Britain was very weak after WWII, decided to form an economic alliance with Canada.  We needed Canadian commodities.  So, when Canada signed NAFTA, this irritated England.  But we signed NAFTA because we had to!  For Europe had formed a trade block called ‘the European Union’ and it was being strengthened by the day and was a grave danger to the US.

Back to the Great Depression I: it didn’t begin in 1930.  It began long before that.  I would like to suggest that whenever any major economic power goes into a depression, all others follow…one decade later.  This is why we must blame Japan, not the US, for the present depression.  Though the US made it much, much, much worse by hewing to the idiotic notion of ‘free trade’.  More about that later.  First, here is an article I wrote back last February:

[

	England 1919
	US & the rest 1929

	Japan 1994 circa
	US & the rest 2008


]
February, 2008:  Money Matters: The Truth About The Great Depression: The US Fends Off Flood of Imports
Today, we must examine all the Holy Scriptures of the Great Depression. The ones that claim the US should have saved the European Great Powers who were going bankrupt trying to rule the planet, by letting them flood us with their value-added exports. Our defenses may have made all of us suffer worse but the alternative would have been the US being deindustrialized by 1960 and a third world colony by today. The suffering of the Great Depression saved us from this fate. But today, we are not being destroyed by global trade that is based on false relative monetary values. And the ‘rescues’ of the last six months have WEAKENED the US FATALLY! Instead of saving us, it has ruined us while increasing our trade woes that caused all this in the first place! This is a long article but I consider this one of my most important ones yet….
Our trade partners gave us no choice. The pound was nearly as worthless as the dollar is today. Thus, they could flood us with imports. Things were identical to the way they are today with Japan. The US could either protect the native industrial base or let a potentially hostile empire destroy our own industries. The US would have loved to trade with Europe but Europe wanted COLONIAL style trade with us as the colony like China and India. And were we trading with India? HAHAHA. NO! England had barriers to that! And China: we know about the ‘Open Door’ business? ALL the European powers tried to lock us out of China, too! So there was considerable anger in the US against England. My own grandfather explained this to me when he taught me about history. This anger has been glossed over, of course, by propaganda since 1941. But it was so strong, even as Hitler bombed England, most Americans were not all that interested in saving England!
 

Nash:
The economic decline that began at the end of 1929 could and should have been of short duration, if only Hoover and the Congress had acted in an economically responsible way. Unfortunately, they did not. Hoover and his administration were in no mood to admit their mistakes. Had they taken their medicine, paid their dues, and suffered through the severe but limited depression that would have followed, the economy soon would have made the proper adjustments. Instead, the Hoover administration piled error on top of error. Its mistakes plus the blunders of Congress plus the economic malfeasance of the Roosevelt Administration turned what would have been an economic downturn like every other one in the previous history of the country into an economic nightmare that lasted eleven years.
 

How silly is this? England, France, Germany and Japan were all going bankrupt due to not only WWI but also this massive war raging in…CHINA! They needed loans for MILITARY INVASIONS. They needed WAR MONEY while pretending to be part of the League of Nations. Which stopped not one war. But enabled the victors of WWI to terrorize the world! To pay us for our loans for wars, they wanted to have us be locked out of trade with China, India and the Middle East! This was our ‘reward.’ We won WWI yet we were supposed to pay for everything via loans AND one way trade! This insane proposal was trounced and for good reason: it stank. My grandfather made this very clear. This is why, all my life, I have had a contrarian view compared to the onslaught of pro-ally propaganda.

 
The history of the 20th Century has lots of fairy tales embedded in it.  For example, the fiction that the League of Nations failed because the US refused to be part of it.  The UN is a total failure for the exact same reasons as the League of Nations failed: it was a front operation for the Great Powers so they could chop up the planet and utterly dominate it and also disarm much smaller nations so they could not resist invasions by the Great Nuclear Powers. 

For a brief while, under the aegis of  Jawaharlal Nehru of India, he created the ‘Third World Alliance’ which was the ‘Unaligned Nations’.  This way, he and other weaker nations could play a balancing act between the Soviet Union and the United States/EU empires.  When this alliance collapsed after the Soviet Union went bankrupt, the US/EU alliance jumped at these third world nations and savaged them on the economic as well as political fronts.

Meanwhile, Japan and Germany recovered from WWII and began to slowly take over or destroy the US industrial base.  Each time the US recognized this was happening, we would have increasingly desperate negotiations with the real winners of WWII and each time, the US was significantly weakened.  Bretton Woods II and the other negotiations to artificially weaken the dollar so the winners of WWII would not totally destroy us, these negotiations failed in the long run.

 

So, here are some old graphs I did in the past:
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This graph made little sense until I added historical information.    The blue line is world exports.  The red line is inflation.  We know that the day Japan began to amass its gigantic FOREX reserves was when the yen was very, very strong vis a vis the dollar.  Whenever the yen is strong, Japan’s economy tanks.  Today, this dynamic is so obvious, the Nikkei News features it, openly talking about it! 

Not that this happens in the US!  During the entire run up to this new depression, the US attacked China constantly in the media, blaming China for problems that Japan launched.  Not only that, the Chinese really didn’t have much of an effect on the US systems until after 1999.  But we can see very clearly from this graph, there is a very sharp divergence in 1994.  In other words, inflation and world export trade ran very close in tandem with a small, sudden spike in 1992 when we had our ONLY trade surplus in 40 years!

Then, inflation plunges compared to trade.  They diverge.  Whenever we see a sudden divergence like this, it means, something fundamental has changed.  I suspect, inflation was being eaten by Japan so they could continue to have export trade!  This divergence has now caused many trade partners of Japan to totally eliminate ‘inflation’….all the way to a depression.
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From 1971-1994, the US fought with trade partners even as the ruling elites kept pushing ‘free trade’ and ‘deregulation of banks’ on us.  The minute Japan went into its depression, the minute Japan began its ZIRP regime, the minute Japan began to hoard US dollars and the Japanese carry trade began, inflation nearly vanished…except for the notable little session we just had where oil and commodity prices had a sudden bubble due to speculators fleeing stock and equity markets.

Below is yet another graph from the Dallas Federal Reserve:

[image: image4.jpg]TRADE
SURPLUS

TRADE DEFICITS

I

BASEL T
ALLOWS
EASY LENDING

J

o

o

INTEREST RATES CLIMS AS US FINANCES DETERIORATE
UNTIL TRADE PARTNERS BEGIN TO FLOOD US WITH GHEAP LOANS





I divided the period when we had a trade surplus with the trade deficit era.  Note that we climbed that inflation mountain right after we began to let in a flood of imports.  Then, in 1982, it began to fall.  We foolishly celebrated this fall as if we were smart or something.  But it was our systems dying, not reviving.  Note that I drew the arrow straight down, the red part is my addition.  The little burst of recent inflation was the US last gasp, using borrowed money to buy things we couldn’t afford. 

Our buying binge was bankrolled by Asian export powers.  Because Japan was already in a depression, they could lend to us very cheaply….but ONLY if we bought their export products or handed over our native industrial base, allowing them to colonize us.    From my old article last year:

 As a post script, here are some charts I drew up comparing England’s GDP and population growth with the US. Recessions are in red:
Note how the British were in a depression from WWI all the way until 1935. 17 years versus 6 years on our own part. Before WWI, the US had more negative growth periods than England. After 1954, when Britain handed over many of their imperial headaches to the US, their own growth problems vanished! They had downturns when we had them. Note also, they have de-industrialized nearly totally at this point. They are a colony of the US and increasingly, Asia.
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The Telegraph article preens British pride by claiming, Britain didn’t do so bad in the Great Depression.  Well, look at this business!  Britain was in a Great Depression starting in 1919!!!  Didn’t see any growth at all except after 1935.  And this was very tepid growth that died from 1944-1952.  The US falls in GDP was very brief after WWI, only two years, and in the Great Depression, was only for 6 years.  The British fall was for 16 long years!  That is a decade longer than the US!  After WWII, our depression was only 6 years while Britain’s was 9 years!  

 

These two long British depressions left Britain very weak.  So weak, its massive, global empire collapsed, first, due to Germany and Japan successfully rolling back a great deal of the British Empire.  Then, after the war, the colonies like India, Pakistan, all of Africa, etc. all shoved English rulers out the door.

 

Now, on to free trade and how it is destroying the US and allowed Japan to export its depression to the US:

 

June, 2005:  Culture of Life Financial News: SNOW BLINDNESS
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Our Treasury Secretary is off to Europe to chat about how splendidly things are going. At the same time, the European Union’s negotiations for a budget have collapsed. The heady days of frantically asorbing all of the former Soviet satellite states is now a poofed souffle. Someone forgot to warn the Europeans about hasty growth. If a tree or a tomato plant or a child grows too fast they have health problems. 
Forming an integrated economic/political unit is tedious and slow, if you want success. Now the overheated, over expanded EU has to either break up entirely or retrench, shedding all those post-Soviet states. The ideal would have been for the Warsaw pact states to form their own union and then cleave into the EU over time but each one wanted to go their own way, a bad sign.

Bretton Woods has collapsed. The dire side effects are dawning. Anyone with a brain who can remember the previous collapse can see all the warning signs. Evidently, within our government, there aren’t much in the way of memory or brains.

No wonder the finance corporations want Big Bird and Bert to talk about finances, they are more mature and well spoken. The childish level of chat our top ministers indulge in would be funny if they weren’t so deluded.

All the key industrial economies need to concentrate on reforms and on creating an investment climate that spurs capital flows and economic growth, U.S. Treasury Secretary John Snow said on Thursday. “I think you want to encourage capital flows. You want to encourage capital formation and then flows,” Snow said during a news conference in Frankfurt as he wrapped up a week-long tour of five European nations. Snow said he was convinced that key European trade partners of the United States understood the need to act urgently to spur economic growth through structural reforms.

“You want to encourage capital formation and then flows”—sigh. Much of the world’s “capital” is “flowing” here in a very odd and quite suspicious way. The investement money being attracted by China is classic capital-formation whereby an investment triggers industry that then does value-added processes by mixing the money with labor and physical materials. Then there is a net gain in wealth.
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The first chart shows how ‘capital markets’ grew, in particular, the rate of climb shot up at a higher rate after the Japanese began their ZIRP business.  This ‘foreign liability’ stuff is basically DEBTS that grew from 25% of world output to 150% of world output.  This was VERY BAD.  Not good news. This is something we don’t want to see!

 

This is what we call ‘liquidity’.  It increased into a flood that overwhelmed all systems.  This was not passive money nor profits seeking new markets.  This was the biggest economic powers BORROWING FROM EACH OTHER.  And in particular, Japan lending to the world.  Naturally, this caused world trade to increase tremendously as we see in the second graph.  But look at the third graph:  We see clearly the problem.  the first bar in graph 3 is 1870 trade.  It was very little.  Then, by 1914, global capital flows as percent of output shot upwards.  This was the great ‘free trade’ adventure of 1880-1914 where Britain ruled the Seven Seas and had ‘free trade’ with many strings attached so British industries could have monopolies within the Empire but others were allowed to trade in other ways so all was well…

 

NOT!! This flow of trade allowed the US to grow like China is growing this last 20 years!  The US industrial base, US financial creditor status grew tremendously from 1880-1914.  This destabilized the British, French, German and Russian empires.  All of whom went to war with each other thanks to this basic instability caused by rising US industrialization and trade.  

 

The third bar on this graph is 1950.  We had very little global trade.  It began to climb.  The fourth bar is 1973.  This is when the US began running trade deficits, the dollar dropped the gold peg entirely and the floating currency regime began.  Even with all this, by 2002, world trad was still less than 20% of ‘developing countries’ output.    And a lot of this was Asian output.

 

June, 2005:  Culture of Life Financial News: INTO THE BRETTON WOODS
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Into the Woods by Sondheim
Bretton Woods II collapsed some time ago. Everyone is pretending it isn’t pushing up daisies or in this case, venus fly traps. But it is dead, Jim.
Since no one is doing anything about the corpse, everyone gathers around watching it rot. Now the Germans who have a history concerning dead currencies and a phobia about this complained about the stench.
A political storm has broken out in Germany over reports that the government may be distancing itself from the European single currency.
Stern magazine said that Finance Minister Hans Eichel had been present at a meeting where the “collapse” of monetary union was discussed. The government is planning to blame the euro for Germany’s economic weakness, the magazine added.

The report was dismissed by both the ministry and Germany’s central bank.

But it comes at a sensitive time for Germany, as the country gears up for a possible early general election following regional poll defeats for Chancellor Gerhard Schroeder’s ruling Social Democrats (SPD).

The euro dipped sharply when the report came out on Wednesday morning, hitting an eight-month low of $1.2218 by 1600 GMT.

Two months ago when I started this blog I wrote about the super secret meeting China held with the ASEAN nations that the USA was pointedly cut out of not only participating but was cut out cold! The Japanese finance minister blurted out that maybe the dollar was going to be wiped out and Japan should not buy anymore American currency products. This caused Condi to fly over and make huge promises to Koizumi like entry into the Security Council, control of the China Seas, American military handed over to him to do as he pleased including the nukes…and he trotted off to start one fight after another with the outraged Chinese who gave him tit for every tat, alarming all Japanese business people.

The unease of the bankers in Germany are much stronger today than last year. It is obvious that they are edging towards protecting Deutschland ueber alles.

Three years ago, the trade/finance instability was so great, it was already setting the stage for what is happening today.  The G7 or G20 nations have NOT been in any sort of harmony for a long, long time now.  Within the EU, there is great and growing disharmony.  But it didn’t start in July, 2007.  This is why I had this alarming news in 2005.  

The outcome of the secret meetings between creditor/export nations of China and Japan led directly towards the US getting a credit check whereby we were given permission to increase our already huge debts in Asia.  Asian powers agreed to fund US overspending even more and the US promised to not interfere with them destroying our industrial base. 

This deal is SECRET even today!  But proof is simple to find: both Japan and China greatly increased both their FOREX and US Treasury/debt holdings since this meeting in 2005.  And the talk in the US about stopping imports was all hot air for the duped US public.  The US deal with Japan was to increase Japanese control of US forces in Asia.  The US deal with China was to allow a flood of imports while pretending to stop them via currency values.  Note that absolutely nothing was done to stop the trade imbalances with either Japan or China.

Now, we see trade collapsing.  Japan’s trade with the US has fallen an astonishing 24% this last quarter!  China’s trade with us is also falling very fast.  Do we imagine either nation will lend us money while trade drops?

Of course not.  This is why we are seeing a ‘liquidity’ crisis.

 

How the Fed Is Making Banks Lend - Seeking Alpha
Everyone knows the Fed cut its target Federal Funds rate to the bone this week. In a less obvious move, the Fed is also forcing down rates on Treasury bonds and other securities. As a result, banks have the choice of buying bonds that yield less than their cost of funds or lending. Any bank that decides not to lend will suffer losses. Cash is trash and if banks don’t recycle it, they will slowly bleed to death.

The Federal Reserve is returning banks back to the lending business in two ways.

First, the Fed is providing banks with cash to lend by dramatically increasing money supply. Newly created money becomes new deposits in banks. For the last 3 months, money supply as measured by M1 increased by an astonishing annual rate of 37.6%. The largest components of M1 are cash deposits at banks and those components are growing very rapidly. The Fed is making sure that banks get A LOT of new cash to lend….

This led the Fed to its second, less obvious, strategy. The Fed has starting purchasing the cash equivalent investments that banks are buying and in the process driving down yields. Banks are losing money on their formerly safe investments because their all-in cost of deposits is higher than the yield they are earning from cash equivalent investments. This is similar to a retailer buying inventory for $100 and then selling it for $95. It isn’t a good business strategy. To make a positive net interest spread between their all-in cost of deposits and their investments, banks are being forced to lend. Loans to businesses and consumers have high enough yields for banks to make a profit.

Even when banks pay 0% interest to depositors if they don’t lend money they will lose money. Banks have a marginal cost of holding deposits that is much higher than the interest cost of 0%. Bank deposit costs include: operating expenses, FDIC insurance, cost of equity and regulatory compliance costs. These costs are generally between 1% and 3%. And if banks accept deposits that are CD’s which have an interest rate of between 1.5% and 4.5%, their all-in cost of funds gets even higher.

The US is compelled to run a total ZIRP system at home now.  The Japanese are already complaining bitterly about this.  They want to undercut us so they can have a weaker yen and thus, a bigger trade benefit from it.  The Fed is now supposedly trying to get banks to lend.  

Banks love to lend.  But can’t find customers who have little or no debt to lend to.  People who have no debt today are leery of taking on debt due to insecurity about future revenues from work, for example.  Retired people are frightened, rightfully so, that their retirement funds will vanish.  The cure for this mess continues to be the same cure we used to kill inflation: cutting wages, reducing Social Security vis a vis inflation, cutting benefits, firing workers to improve the bottom line, forming larger and larger interlocking monopolies and cartels.  

Japan reduced worker’s wages and benefits, lied about inflation and so, never increased social security money to the elderly, Japan has reduced the number of full-time, full-benefit workers to less than 30% of the population and this ruthless crushing of wages ran alongside record profits for the top 1% who control the government via the LDP.  

In every regard, we are doing the same thing!
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One of the key characteristics of fiat money is that it is for all intents and purposes costless to create.[7] Yet fiat currency has a positive value to society as a whole because it facilitates economic activity. In a famous article, Milton Friedman first posed the question of how a central bank should determine the size of the money supply under such circumstances. [8] Basic economic reasoning indicates that the optimal amount of any commodity is the amount that equates the marginal cost of producing it to the marginal cost of using it. The opportunity cost of holding money is essentially the short-term interest rate, so Friedman concluded that the optimal quantity of money for society as a whole is the quantity that drives short-term interest rates to zero. With real interest rates determined by savings and investment opportunities and presumably positive, this would call for central banks to engineer steady deflations to maximize welfare.

The logic of Friedman’s argument is compelling, yet it has never convinced central bankers. As recent U.S. and Japanese experience shows, central bankers are very adverse to deflation, arguably more so than they are to inflation. Part of the reason for this is that we do not fully understand how deflations work and whether there is a meaningful distinction between “good” and “bad” deflations.

The Dallas Fed study which was written in 2005 has the usual flaws I see in many ’studies’.  Namely, something is right in their face and they can’t see it.  So, Japan’s central bank hates depressions?  HAHAHA.  Right!  When this report was written, Japan’s central bank was running a ZIRP system in the teeth of obvious, open inflation inside of Japan!  By 2008, this inflation was well over 3% a year yet the ZIRP rates remained in Japan.  

The only reason the stupid floating currency fiat system has had ‘lower inflation’ for 16 years is simple: Japan has been eating our inflation for us.  Japan and China, that is.  But China is more honest, at least, while their economy grew, they invested in their own country and people, trying to improve lives and infrastructure.  While Japan was crushing its own workers and destroying even the slightest incentive to have children.  China has to forbid its people from having children.  Japan can’t get people to have children but won’t improve working conditions and living arrangements so people would want to have children again.

This is the price of the ZIRP system!  Russia’s population collapsed during its depression.  During the Great Depression, world populations dropped due to mass starvation, increasingly huge civilian deaths in wars that spread relentlessly across the entire planet.  Central bankers are very adverse to depression but they can’t stop it once the ‘crush the workers’ ideology which THEY ESPOUSE THEMSELVES, takes over.

Every time workers win even the slightest pay raises, the central bankers and all the rich people howl with rage.  The central bankers love low to no inflation so they can lend money to rich people at less than 3% interest.  So, to gain this boon, they have to crush working wages!  This causes depressions.  The ONLY time inflation is done is for war purposes.  The US had massive inflation to pay for both the Cold War and the Vietnam War.  Smaller bursts for the Gulf Wars.  Note that after we invaded Iraq, we had…INFLATION!!!  Amazing, isn’t it?

Ergo: the central bankers don’t create inflation.  They ENABLE inflation by allowing governments to wage war on debts, not on taxes.
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A second key feature of fiat monetary standards is that because the central bank is not required to maintain convertibility of the currency into some intrinsically valuable commodity, it has considerable discretion as to how rapidly it lets the money stock grow and prices increase. In 2004, Finn Kydland and Edward Prescott received the Nobel Prize in economics for (among other things) work they did pointing out how central banks may be tempted to create too much inflation in such circumstances, even if they are acting in the best interests of society as a whole.[9]

Largely as a result of the work of Kydland and Prescott, economists have spent the past decade thinking about optimal rules for monetary policy. There is general agreement among economists and central bankers alike that monetary policy should be rule based, although there is less agreement as to what form desirable rules should take. One of the most popular rules for central bank behavior is one devised by John Taylor of Stanford University, relating the setting of interest rates to measures of the deviation of output from potential (the output gap) and the deviation of inflation from target.[10] As economies become more open and exposed to global trade, it is worth asking whether the optimal specification of such rules needs to change to take account of broader measures of slack and inflation pressures.

Namely, they want a New World Order of Banking that allows them to control our incomes and our lives totally.  All, in the name of fixing messes these bankers are causing in the first place.
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One basic story that builds on the insights of Kydland and Prescott goes as follows. [12] In the presence of taxes, tariffs and other regulations that cause economic activity to be lower than it would be otherwise, central banks that are not bound by rules will have an incentive to try to engineer surprise inflations to boost economic activity. Households and businesses understand the incentive of central banks to behave this way and come to expect the higher inflation. The net result is higher inflation with no gain in real economic activity. However, as the taxes, tariffs and regulations that depress economic activity are removed, the incentive of central banks to engineer higher inflation will fall and so, too, will the actual inflation rate. Thus, we might expect to see declining inflation as the world becomes more integrated as a result of deregulation and freer trade.

Appealing as this story might be, it is not the only one we can tell to interpret what we have seen over the past couple of years. An alternative and equally plausible explanation is that central banks have simply learned the limits of their ability to fine-tune the economy after the experiences of the 1970s in the industrialized countries and of the 1980s and 1990s in the emerging market economies. Many central banks now have formal inflation targets and have been granted independence to pursue price stability as a primary goal. Under this reading of the data, the simultaneous decline of inflation and growth of globalization are simply coincidence. An important research question is the relative importance of the two explanations in accounting for what has been going on. 
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This is the same graph I published above.  Without my markings.  The writers of this report drew the wrong conclusion from the data because they assumed that ALL central banks were doing the same thing at the same time.  But up until this Fall, NO ONE was doing what Japan was doing.  Slowly, over time, more and more governments and central bankers imitated Japan.  Except the US.  We still stubbornly cling to having virtually no FOREX reserves in other currencies.

 

Because the ZIRP system sucked down US overspending, it looked as if the dollar was much stronger than it actually is.  The US is very weak and this is why we are being colonized and deindustrialized.  As I will show later.  And Japan is one of the major nations doing this to us.

 

China’s Central Bank Lowers Benchmark Rates for Fifth Time in Three Months
(Bloomberg) — China cut interest rates for the fifth time in three months after trade growth collapsed because of recessions in the U.S., Europe and Japan.

The one-year lending rate will drop by 0.27 percentage point to 5.31 percent and the deposit rate by the same amount to 2.25 percent from tomorrow, the People’s Bank of China said on its Web site. The central bank also reduced the proportion of deposits lenders must set aside as reserves by 0.5 percentage point.

Today’s measures are likely to be supplemented by a second stimulus plan aimed at spurring consumer spending following a 4 trillion yuan ($584 billion) package in November that was focused on infrastructure. China’s exports fell for the first time in seven years last month, imports plunged and manufacturing shrank by a record, threatening to push the world’s fourth-largest economy into its deepest slowdown in two decades.

China’s rates are still far, far from the ZIRP rates the rest of the G20 are running towards. Of the G7, half are now very close or passing Japan’s super-low levels of lending costs.  Even as ALL OF THEM are running bigger and bigger government deficits!  And lending like mad, to the other banks and to each other.  Even while screaming, ‘There is no liquidity!’

 

TED Spread Narrows to Least Since Lehman Collapse on Rates, Flood of Cash
(Bloomberg) — The TED spread, a gauge of banks’ willingness to lend, slipped below 150 basis points for the first time since before the collapse ofLehman Brothers Holdings Inc. in September amid speculation U.S. borrowing costs near zero and promises of further government cash will help unfreeze credit.

The London interbank offered rate, or Libor, that banks say they charge each other for three-month dollar loans fell three basis points, or 0.03 percentage point, to 1.47 percent, the British Bankers’ Association said today. The overnight dollar rate was little changed at 0.11 percent.

Why did cash ‘freeze’?  HAHAHA.  Well, what are FOREX reserves?  Hoarding!  And what are our trade rivals hoarding?  US dollars and to a lesser extent, euros.  No one hoards yen or yuan.  So here we go, off this stupid cliff: why do all our trade rivals hoard dollars in FOREX reserves?  And how does this kill inflation even as our own government is now overspending money by the trillions?

 

Inflation still is drumming her fingernails on the table, waiting for the goddess of Deflation and the Derivatives Beast’s feasting on global wealth.  Right now, the Madoff dish is on the table.  Money is vanishing via this con game.  Once all of this wealth is gone, the goddess of Inflation gets to roar into action.  She needs debts and deficits to grow like weeds.  This fuels her flight.  

 

Yen Falls Versus Euro as Drop in Japan’s Exports Signals Deeper Recession
(Bloomberg) — The yen weakened against the euro and the dollar as a record plunge in Japanese exports last month signaled the world’s second-largest economy was falling deeper into a recession.

The ruble fell to the lowest level against the dollar in almost three years as Russia devalued the currency and tumbling oil prices this year battered its economy. The dollar weakened against the euro before data this week forecast to show U.S. consumer spending and durable goods orders declined.

“When Japan’s trade performance deteriorates, the yen tends to weaken,” saidShaun Osborne, chief currency strategist in Toronto at TD Securities Inc., a unit of Canada’s second- largest bank. “Japan’s growth outlook is concerning.”

Just like my timeline about US/UK depressions show, these things don’t go global right away.  It is a 20 year process.  We are right where we were when England, rather than Japan, had a terrible depression for over 16 years.  England, like Japan, exported her depression.  This is why the US had increasing trade barriers to stop England and Germany from flooding our markets.

This generation was not as clever as our ancestors.  We allowed MORE trade even as our dire trade rival in Japan wanted to export her depression to us.  This worked.  We are now also depressed.  This hurts Japan just like the US depression hurt all our trade rivals who wanted to depress our wages and profits back in the 1920’s.
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	Toyota Looking At Y150bn Op Loss, 1st Since 1940
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NAGOYA (Nikkei)–Toyota Motor Corp. (7203) on Monday cut its fiscal 2008 earnings outlook to an operating loss of about 150 billion yen, registering the first such loss in the company’s recorded history. 
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Strong Yen Helps Boost Market Cap Of Japan Firms
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TOKYO (Nikkei)–A number of Japanese firms have moved to higher positions in a global ranking of corporations by stock market capitalization, driven by the yen’s upswing against the dollar.
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Japan Exports Tumble Record 26.7% On Car, Chip Slumps
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TOKYO (Nikkei)–Japan’s exports plummeted a record 26.7% year on year to 5,326.6 billion yen in November on plunging demand for cars and semiconductors amid the global economic downturn.
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J-Power Buys Stakes In 3 U.S. Power Plants
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TOKYO (Nikkei)–Electric Power Development Co. (9513), or J-Power, said Monday that it has acquired interests in three natural gas-fired power stations in the eastern U.S. through a 50-50 joint venture with American insurer John Hancock Life Insurance Co. 
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Note the startling news that Japan’s domestic power industry is STILL buying US systems!  We are getting energy plants from Japan, not building them in Japan!  The colonization of the US economic system continues.  Even as exports ‘tumble’, Toyota is still manufacturing cars here in the US.  The profits are now less due to the expensive yen.  And Japan will fix this, somehow.  I would suggest, they will buy up as much US debt as possible.  And we are running a trillion+ budget deficit right now.

 

Note also, the headlines: Toyota has NEVER lost money, ever.  Not since WWII.  And this is the folly of the US enabling Japan to export its depression to the US.  Japanese factories in the US directly undermine native industries by hiring people for less money.  As well as keeping Japanese workers in cruel conditions inside Japan, itself.
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