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 QE FOR THE PEOPLE! 

WHAT ARE THE CENTRAL BANKERS' OPTIONS? 

When a country consumes more than it produces for a sustained period of time, its Fiscal & Monetary 
choices will steadily decline.  

We would argue slowly at first, then faster. Similar to  US credit growth it is also exponential  growth !  

Because of this we believe the Federal Reserve and other developed economiesô central banks will soon be 

forced to roll out, or unleash in a coordinated fashion, a number of new major polic y initiatives to s tem a 
potential global economic crisis.  

 

 

In previous reports I have laid out that easy credit, quantitative easing and ZIRP has brought demand 
forward.  More importantly, excess credit has  fostered a massive global oversupply. Quantitative Easing is 
no longer bringing demand forward and in fact is now working against this by reducing Pricing Power and 

unleashing powerful global deflationary pressures.  It is achieving the opposite of its ori ginal intended goals.  
  



 
Moral Hazard and Unintended consequences have distorted 

the normal business cycle.  

The capitalist system relies on the normal business cycle to 
keep it vibrant of functioning. Like trees in the forest, old 
trees must die to give wa y for new trees. When dead trees 
are not allowed to fall and thereby open up the sunôs rays to 
new seedlings, a forest would die. Through rot and decay, 
nature takes care of this.  

When ówell intentionedô public policies donôt allow zombie 
and obsolete busi ness to die, new businesses are not 
allowed to grow.  

Today, through mistaken public policy we have 
ñfinancializedò the economy to the point where it is killing 

growth due to lack of investment. Corporations are now 
incented into games of financial  enginee ring, stock buybacks 
via cheap money and the avoidance of entrepreneurial risk. 
It is a natural consequence of sustained cheap money based 
on ñunsound moneyò. 

Inevitably, consumer ñget less for moreò, instead of ñmore 
for lessò which a functioning capitalist system will deliver.  

ñWe now get less for more versus more for 

less!ò 

Since Q1 2007 central bank assets have grown by 206%. 
Meanwhile real Global GDP has been flat for the fourth 
straight year.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
What does this historical economic growth expectation comparison tells you ? These are policy promises and 

expectations which were never delivered on. When do we finally question the economic path we have bneen 
following?  

 

 

More and more are  now  talking about th e complete failure of Quantitative Easing .  

o JAPAN 
Á Japanôs Problems Will Not Be Solved by More QE, RBS Warns 
Á Japan Falls Into Recession for Second Time Under ñAbenomicsò 

o ECB 

Á ECB's Own Data Shows QE Program As Utter Failure , Largest Banks Dwindle, 
Depositor's Capital Eyed for Bail - Ins  

Á Mario Draghi Admits Global QE Has Failed -  -The Slowdown Is Probably Not 
Temporary  

Á The ECB Shoul d Stop QE Before Draghi Causes A -Financial Crisis - , German -Wise 
Men-  Warn  

o BOE 
Á More QE Will Not Help the World ï Fomer BOE Governor, Mervyn King  

o FED 
Á QE and ZIRP Failed... Will a Cash Ban Succeed?  
Á Fed Admits -Something's Going On Here That We Maybe Don't Understand  

Á Why The Fallacy Of The Fed's Feedback Loops Has Failed -  -The Bust Is Still 
Underway  

Mainstream institutions are openly critical of what QE has wrought. Here is what RBS has to say about 
current central bank monetary policies  with a preface from Tyle r Durden  

As the global economy limps into 2016, the prospects for a sustained pickup in worldwide trade 
and/or a return to robust growth are decidedly grim.   

Global trade growth has lagged the already tepid pace of global output expansion for 
three years running, averaging just 3% per year.  Thatôs half of the rate witnessed from 1983 
to 2008.   

Meanwhile, inflation expectations in developed economies have not rebounded, despite the best 
efforts of DM central bankers. And yet housing costs have soared in tandem with round after round 
of policy rate cuts and the global proliferation of QE, reflecti ng two things, i) central banks have 

learned nothing from the US housing bubble (that is, when you artificially suppress borrowing costs, 
housing prices soar), and ii) when you intentionally inflate bubbles in the assets most likely to be 
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concentrated in t he hands of the wealthy (i.e. financial assets), those bubbles spill over into other 

asset classes like real estate and high end art.   

What should be apparent from the above is that all the Mario Draghis and Haruhiko Kurodas of the 
world are doing at this point is blowing bubbles on the way to creating more inequality and 
embedding ever greater amounts of risk into capital markets not only by driving up prices, but by 
sucking out liquidity.  

As for Main Street, thereôs no ñwealth effectò (where ñwealth effectò refers to a kind of 
neo - trickle down economics catalyzed by QE).  Thereôs only persistently slow growth, a jobs 
market that churns out more waiters and bartenders than it does breadwinner jobs, and a 
noticeably wider gap between the rich and the poor as exemplified by the fact that the billionaires of 
the world are paying $170 million for  Modiglianis .  

But the game is almost up. Central banks have monetized everything that isnôt tied down. Hell, 
Kuroda owns half of the entire Japanese ETF market. Rates are below zero and thereôs only so much 

more NIRP banks are going to be able to stand before negative rates get passed on to d epositors. 
Put simply: weôre approaching the Keynesian endgame and thereôs still no growth, and no inflation 
(well, unless you count housing) and trade is collapsing.   

Against this backdrop, RBS is out with 10 key points for 2016 and as youôll see below, t he 
overarching message is that the entire world is about to discover that the emperor(s) 
have no clothes.  

Note the last point (#10) as it, i) goes along with a previous note from Alberto Gallo in which RBS 
takes a close look at support for "radical" politi cal parties in Europe (more on this  here ), and ii) 
makes a connection between recent economic outcomes in Europe, th e ECB's evolving experience 
with ZIRP, NIRP, and QE, and Japan's lost decade.  

*  *  *  

From RBS  

These are our key views for 2016:  

1.  There are limits to monetary policy.  Central bankers will be tested in 2016. The 
economic equilibrium based on monetary stim ulus, but lack of other measures is circular 
and fragile. Central bank balance sheets cannot grow indefinitely and forward guidance 
cannot target asset prices, without damaging credibility. Investors are growing increasingly 
wary of central bankersô credibility, and worried about the effectiveness of further stimulus 
(ECB, BoJ) and their ability to reverse policy (Fed, BoE).   

2.  Fiscal stimulus, reforms and investment remain scarce.  The result is more QE in 
Europe and Japan, and a very shallow reversal of p olicy in the US and UK. We expect the 
ECB to deploy more QE in December, extending the length of the programme and the list of 
eligible assets. We think the BoJ will continue expanding its balance sheet as well. 

Conversely, exiting QE will be difficult eve n in the regions where it is deemed most 
successful ï the US and UK ï given lack of balance sheet  deleveraging, or re - leveraging. 
Our economists expect the Fed to start hiking in December and to end at 1.5% at the end 
of 2016, with risks skewed to the dov ish side, and the Bank of England to start hiking in 
August 2016. We think the impact of ECB QE2 will be temporary, as for QE1, due to 
persistent structural issues in the Eurozone economy. Despite convergence in periphery -
core financial spreads, investment  and loan volumes continue to decline, according to ECB 
data. The opportunity for US and European governments to build on the recovery is 
infrastructure investment and reforms, respectively. But what we are seeing is still too 
little, too late.   

3.  More QE  means central banks will own an increasing share of assets 
markets.  The ECB has already bought much of the free - float in European covered bonds, 

and the BoJ owns half of some stock ETFs in Japan. Without sovereign bond issuance, ECB 
QE demand will outpace  bond supply by 2:1. This means the ECB will have to look for more 
assets (regional bonds, corporates), or that investors will be squeezed with lower yields or 
into other assets. However, given investment regulation, not every investor can move from 
asset to asset: some will have to learn to live with lower yields.   
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4.  Market liquidity will decline further, also due to central bank buying of 

assets.  This reduces both the free - float available, and the number of factors driving prices. 
Regulation will also co ntinue to reduce dealersô ability to make markets.  

5. Chinaôs top priority is reform, not stimulus: the slowdown will continue. A largescale 
stimulus is unlikely ï instead, a long -series of reforms aimed at restructuring local 
governments, the financial s ector, state -owned firms and at reducing corruption is what we 
are likely to see. If needed, Chinese policymakers have dry powder to smooth the landing, 
with cuts to the policy rate, bank reserve requirements or by using reserves. But the dry 
powder is not  as much as it looks, compared to the length of the multi -year readjustment 
period for the Chinese economy.   

6.  China - dependent economies will get hurt:  Brazil and Australia in particular. Brazil is 
the most vulnerable EM, on a combination of China exposur e, dependence on $ debt, and 
political risk. Australia, still trading as a safe haven, is instead sitting on a very levered 

housing market and an export sector completely geared to China.   

7.  Banks will need to live with low interest rates.  More disruption  and consolidation is 
coming. This will challenge investment bank focused business models, and generally low -
profitable banks. We see some opportunities from consolidation, e.g. in the Italian popolari. 
We are long, but avoid investment banks and EM -expose d banks.   

8. Asset managers:  liquidity optimisation and bye bye to passive investing.  We see 
disruption in the asset management industry also. Passive strategies, IG in particular, will 
be replaced by ETFs. Active strategies will be increasingly detached from benchmarks. We 
look at liquidity optimisation as a way to build more efficient portfolios.   

9. Deeper capital markets are part of the solution, but the solution is far away. A more 
flexible financial system, where debt restructuring is quicker and mor e efficient, could help 
economies to get out more quickly from a balance sheet recession. Despite the United 

Nationsô call for a common framework for sovereign restructuring, Greek restructuring will 
continue to be a purely political decision and to be pro crastinated.   

10.  The equilibrium, for now, is QE infinity  ï but political risk could be the breaking 
point.  Political risk could be the breaking point for the QE infinity equilibrium. 
Europe, unlike Japan, will not be able to go through a ñlost decadeò intact, given 
its political dynamics, elevated youth unemployment and rising radical parties.   

My Macro Analytics guest, Graham Summers writes that Even The Fed Admits QE Is a Failure :  

Central Bankers will never openly admit that they or their policies have failed. Moreover, they do 
not rush into sudden tightening (more on this in a moment). But one can begin to notice subtle 
changes in their language and actions that indicate they have noticed whatôs happening in Japan 
(the failure of the BoJôs ñshock and aweò QE program to generate growth). 

Nowhere is this more clear than at the USôs Federal Reserve or Fed. Indeed, starting in August 
2013, various Fed officials began questioni ng the efficacy of QE.  

First came the San Francisco Fed with a study revealing that QE generally doesnôt appear to 
generate economic growth:  

Asset purchase programs like QE2 appear to have, at best, moderate effects on 
economic growth and inflation . Resear ch suggests that the key reason these effects are 
limited is that bond market segmentation is small.   

Moreover, the magnitude of LSAP effects depends greatly on expectations for 
interest rate policy, but those effects are weaker and more uncertain than 
con ventional interest rate policy.  This suggests that communication about the beginning 
of federal funds rate increases will have stronger effects than guidance about the end of 
asset purchases.   

http://www.frbsf.org/economic - research/publications/economic - letter/2013/august/large -
scale -asset -purchase -stimul us- interest - rate/  

A few months later, the former Fed official in charge of the Fedôs first round of QE, penned a Wall 
Street Journal  article stating that QE was in fact a Wall Street bailout.  

http://www.zerohedge.com/news/2014-08-07/even-fed-admits-qe-failure
http://www.frbsf.org/economic-research/publications/economic-letter/2013/august/large-scale-asset-purchase-stimulus-interest-rate/
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I can only say: I'm sorry, America. As a former Federal Reserve official, I was responsible 

for executing the centerpiece program of the Fed's first plunge into the bond -buying 
experiment known as quantitative easing.  The  central bank continues to spin QE as a 
tool for helping Main Street. But I've come to recognize th e program for what it 
really is: the greatest backdoor Wall Street bailout of all timeé  

It wasn't long before my old doubts resurfaced. Despite the Fed's rhetoric, my 
program [QE] wasn't helping to make credit any more accessible for the average 
American .  The banks were only issuing fewer and fewer loans. More insidiously, whatever 
credit they were extending wasn't getting much cheaper. QE may have been driving down 
the wholesale cost for banks to make loans, but Wall Street was pocketing most of the 
extra  cash.   

http://online.wsj.com/news/articles/SB10001424052702303763804579183680751473884  

Around this time, the Fed began to taper QE first by $10 billion in Decemb eré and another $10 

billion in January. By this point even uber -dove Fed President Bill Dudley (he formerly claimed 
inflation is low because iPads are getting cheaper) even admitted the following:  

We don't understand fully how large - scale asset purchase pr ograms work to ease 
financial market conditions ðis it the effect of the purchases on the portfolios of private 
investors, or alternatively is the major channel one of signaling?   

http://www.ny.frb.org/newsevents/speeches/2014/dud140104.html   

At this point, Ben Bernanke handed off the reins for Fed Chairman to Janet Yellen. Yellen has since 
continued Bernankeôs tapering projects, reducing the monthly QE spend from $65 billion to $55 
billion.  

The failure of the Bank of Japanôs massive QE program and the Fedôs decision to taper are not 
unrelated. Take a look at the timeline.  

·      April 2013: Japan announces a ñshock and aweò QE program. 

·      August 2013: San Francisco Fed economists  (where future Chairman of the Fed Janet 
Yellen is President) write a study showing QE is ineffective at generating economic growth.  

·      November 2013: Former Fed officials admit QE was not meant to help Main Street.  

·      December 2013: the Fed begins  to taper its QE programs by $10 billion  

·      January 2014: Bernankeôs last FOMC as Fed Chairman, Fed announces another $10 
billion taper  

·      March 2014: Janet Yellen takes over at the Fed and announces  another  $10 billion QE 
taper.  

This represents a tectonic shift in the financial markets. It does not mean that Central Banks will 
never engage in QE again. But it does show that they are increasingly aware that QE is no longer 
the ñbe all, end allò for monetary policy. 

Investors take note. One of the pr imary market props of the last five years is being removed. What 
happens when the markets finally catch on?  
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JAPAN HAS SHOWN US 1% $/%3.ȭ4 7/2+ ɀ More Than Enough Proof! 
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Japan's Problems Will Not Be Solved By More QE, RBS Warns  

One thing that became abundantly clear about QE long ago even if it hasnôt yet dawned on Mario 
Draghi or Haruhiko Kuroda, is that the practice of monetizing anything and everything that isnôt tied 
down (or that you canôt pry from the cold dead hand of an institutional investor), is subject to the 
law of diminishing returns.   

Put simpl y: eventually it just stops working in terms of stimulating aggregate demand and/or 
boosting growth and inflation expectations.  

Unfortunately, the deleterious effects of QE are  not  subject to the same dynamic.   

That is, when you print another say, ú750 million to monetize everything from periphery EGBs to 

SSAs to munis, you invariably impair market liquidity on the way to creating the conditions for 
dangerous bouts of volatility (see the great  bund VaR shock  for instance).   

Of course when you go full -Kuroda and simply corner the market for ETFs by stepping in to provide 
plunge protection at the first sign of Nikkei weakness, thereôs no telling what kind of chaos youôve 
set everyone up for once you step out of the market. Meanwhile, the mad dash to inflate the value 
of stocks and bonds has served to create enormous bubbles not only in those assets, but also in the 
things people who hold those assets are likely to buy when they get bored -  like real estate and 
high end art.   

In short, the drug addiction analogy (as cliche as it now is) still holds up remarkably well. For a drug 
addict, the benefits (i.e. the high) diminishes the more the addiction grows, but the harmful effe cts 
on the body do not.  Itôs the same thing with QE. The initial ñhighò wears off, but the asset 
bubbles only grow.   

Nowhere is this more apparent than in Japan where just last night, we witnessed the unprecedented 
"quintuple recession":   

 

As if that wasn 't bad enough,  Japanese business spending dropped 1.3% QoQ -  its worst 
drop since Q2 2014.  

Of course the Nikkei is doing just fine, surging right alongside the BoJ's balance sheet.  

http://www.zerohedge.com/news/2015-11-16/japans-problems-will-not-be-solved-more-qe-rbs-warns
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In honor of Kuroda and his special brand of Peter Pan - inspired, neo -Keyne sian madness, we present 
a bit of color from RBS' Alberto Gallo on Japan and QQE.:  

QE infinity?  Japan re -enters into recession; the Economy Minister suggests that labour unions are 
still stuck in a deflationary mind -set. The Japanese economy suffered a technical recession again in 
Q3, contracting -0.8% QoQ on an annualised basis, following a -0.7% drop in Q2.  

Inflation has also fallen back again, reaching 0% in September (below). One major reason for this is 
weak wage growth.   

 

Why has QQE failed to boo st growth and inflation for Japan? Cyclical tools are insufficient 
to tackle the countryôs structural issues. Japanôs problem started in the 1980s, when firms 
increased debt by 14% of GDP per year to reach 130% of GDP by 1995 (BoJ). This was followed by 
tw o decades of slow corporate deleveraging, deflation/weak inflation, near -zero interest rates and 
compressed bond yields, albeit with few bond defaults. Under PM Abe, the Bank of Japan has 
stepped up monetary easing by initiating the Quantitative and Qualit ative Easing (QQE) programme 
in April 2013 and expanding it in October 2014.   

However, the issues faced by Japan are more structural, including an ageing population, low 
investment appetite for corporates and a widespread deflationary mindset as suggested by Amari.   

http://www.zerohedge.com/sites/default/files/images/user3303/imageroot/2015/11-overflow/20151115_JAPGDP2.jpg
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Japanôs experience suggests that QE has its limits, and could bring a range of side effects , in 
our view.  These include years of tepid growth (see below), the reduction in secondary 
trading liquidity, an increase in asset ownership by central ba nks (the BoJ now owns half 
of the national ETF market), potential formation of asset bubbles and social problems like 

inequality.  

 

Ok, so in other words: Kuroda isn't going to be able cure the country's structural problems which 
include the well worn issu e of Japanese demographics as well the much maligned "deflationary 
mindset" which seems largely immune to the hum of the BoJ's prinitng press. Nevertheless, Japan is 
all - in and is apparently prepared to keep the pedal to the floor until 2018 when, as we've  
documented extensively, the game will officially be up (see  here for instance ).  
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In the meantime, as Gallo rightly points out, you can expect an impaired secondary market for 
JGBs, asset bubbles, and rising inequality (all outcomes we've discussed at great length) as Kuroda 
triples, quadruples, and quintuples down on policies that now seem to be producing around one 
recession per QE itera tion.   

Bloomberg  

 
Japan Falls into  Recession for Second Time Under 'Abenomics'  

Á Japan Needs 'Aggressive' Structural Reforms: Boubouras  

Á GDP data shows slumping business investment hurt the economy  

Á Report could put pressure on Abe, BOJ's Kuroda for action  

Japanôs economy contracted in the third quarter as business investment fell, confirming what many 
economists had predi cted: The nation fell into its second recession since Prime Minister Shinzo Abe took 
office in December 2012.  

Gross domestic product declined an annualized 0.8 percent in the three months ended Sept. 30, 
following a revised 0.7 percent drop in the second q uarter, meeting the common definition of a 
recession. Economists had estimated a 0.2 percent decline for the third quarter.  

Weakness  in business investment and shrinking inventories drove the contraction as slow growth in 
China and a weak global outlook prompted Japanese companies to hold back on spending and 
production. While growth is expected to pick up in the current quarter, the GDP report could put 
pressure on Abe and Bank of Japan Governor Haruhiko Kuroda to boost fiscal and monetary stimulus. 
The BOJ holds a policy meeting later this week.  

ñThis report shows the increasing risk that Japanôs economy will continue its lackluster performance,ò 
said Atsushi Takeda, an economist at Itochu Corp. in Tokyo.ñThe weakness in capital spending is 
becoming a bigger concern. Even though their plans are solid, companies arenôt confident about the 
resilience of economy at home and abroad.ò 

Á Inventories subtracted 0.5 percentage point from growth this quarter as companies reduced 

stocks that had expanded over the p revious two quarters, the Cabinet Office said.  

Á Business investment subtracted 0.2 percentage point from growth.  

Á Private consumption added 0.3 percentage point of growth.  

 

The reduced investment is a rebuff for Abe, who called on Japanese companies to put more of their 
record cash holdings into capital spending. From the previous quarter, business investment fell 1.3 

http://www.bloomberg.com/news/articles/2015-11-15/japan-s-economy-contracted-entered-recession-in-third-quarter


 

 

  

percent in the July -September period, following a revised 1.2 percent contraction, according to the 
report.  

Abe has made bolstering the econom y a priority and advocated for reflationary policies that weakened 
the yen and boosted corporate profits. Kuroda had said in September it wouldnôt be unusual for the 

economy to grow in the July -September quarter.  

Bank of Japan officials didnôt see the GDP report as likely to change their outlook for an improving trend 
in inflation, people familiar with discussions at the central bank said last week.  

Hiroaki Muto, chief economist at Tokai Tokyo Research Center Co., said that while he thinks 
the  economy ñmight have hit the bottomò in the third quarter, thereôs a strong chance that the 
government will compile an economic package to shore up growth.  

Yen Strengthens  

The yen strengthened after the data was announced and was up 0.1 percent at 122.52 per dollar at 
11:50 a.m. in Tokyo. Investors have purchased the yen as a haven following the terrorist attacks 
in  Paris . The Topix stock index dropped 0.8 percent in the morning session amid a broad -based decline 
in Asian share markets.  

In a string of somber economic reports in the past few months, Kurodaôs core price gauge fell, 

hou sehold spending unexpectedly dropped, vehicle production declined, retail sales slipped and imports 
fell while exports stagnated. One bright spot: Industrial output advanced 1.1 percent in September from 
the previous month, yet wasnôt enough to make up for contractions in July and August.  

ñThe BOJ should act now if they are looking at economic fundamentals: prices are falling and economy 
isnôt growing, giving no sign for inflation expectations to rise,ò said Itochuôs Takeda. ñAs for the question 
of whether they will act, itôs hard to say.ò 

Economy Minister  

Abe has told Economy Minister Akira Amari to compile measures this month to help achieve his goal of 
expanding Japanôs nominal GDP by 20 percent to 600 trillion yen over five years. 

Amari said Monday after  the data that an extra budget may focus on addressing Japanôs demographic 
issues and to help alleviate the effects of the Trans Pacific Partnership trade pact and the government 
would take a flexible approach to fiscal and economic management. Amari also said GDP was likely 

expand in the current quarter.  

http://www.bloomberg.com/news/articles/2015-11-15/paris-attack-investigation-shifts-to-belgium-as-suspect-hunted


 
WHAT THEY THINK NEEDS TO BE DONE 
 

Further Expansion of the  Central Bank Balance Sheets  

According to the Fed, there is about $60 trillion of US Dollar credit (claims for US dollars):  

 

 

Also according to the Fed, there are about $12 trillion US dollars:  
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So, the data show plainly there are five times as many claims for US dollars as US dollars in existence. Does 

this matter to investors? According to  Paul Brodsky  Macro Allocation it certainly does:  

"The value of dollar -denominated assets is not supported by the money with which it is ostensibly 
valued. This has not been a problem historically because the proportion of un - reserved credit has 
been low relative to asset values and cash flow. As we are seeing today, however, it is becoming a 
significant problem because balance sheets are already highly levered and zero -bound interest rates 
chokes off the incen tive to refinance asset prices higher.  

If the total value of US denominated assets is, say, $100 trillion, and the US dollar money stock is 
somewhere around $12 trillion, then the inescapable implication is that the marketôs expects either: 
a) $88 trillion  more US dollars will be created in the future to fund the purchase of the gross asset 
pool at current valuations; b) there has to be a decline in the nominal value of aggregate assets, or; 
c) both.Obviously there never has to be a full exchange of assets for money because there will 
always be asset holders wishing to keep their assets. But that is not the point. The issue is that 

there is a significant rate of inflation embedded in the currency (clearly higher than 2% targeted by 
the Fed), and/or a signifi cant rate of deflation embedded in assets.  

What forces the issue? Production, or the lack thereof. If/when the value of asset prices exceed the 
value of production by an amount that disincentives production, GDP will contract.  

 

Brodsky further argues:  

"Eit her the Fed and other central banks overseeing highly leveraged economies must:  

1.  Inflate their money stocks and get the new money into the hands of debtors, or  

2.  Inflate their money stocks and get the new money to creditors.  

The former would make systemic deb t service and repayment easier. The economic impact of getting new 
money in the hands of debtors would be significant inflation.  

The latter would keep creditors solvent when debtors inevitably default. The economic impact of creating 

more bank reserves wou ld be significant economic austerity (a full -blown depression). Why? Because 
debtors would be increasingly starved of the ability to service and repay debt."  

 

Shadow Banking & Securitization Wonôt Carry the Day 

I showed this chart a couple of years ago and  argued that the government and its regulators had little 
choice following the 2008 financial crisis but to force growth by any means in both student loans and auto 
sales .  

It has succeeded, but at what cost and systemic risk?  

 

We are now 

somewhere 

around here 

http://feedproxy.google.com/~r/zerohedge/feed/~3/ztNtS1d56b8/story01.htm


 
Both are dependent on the Shadow Banking system for their survival and growth. In the case of the auto 

industry for ABS (Asset Backed Securities) and in the case of student loans for Sallie Mae and itôs financing 
through the shadow banking industry. It was MBS (Mortgage Backed Securities) that was the central 
problem in the 2008 crisis. The only thing that has changed is the vehicles and acronyms which justify them. 
We have talked about this before.  

 

Credit based spending has  been in full effect with auto loans and student debt since not long after the 2008 
financial crisis. With so many creditworthy Americans deep in debt, the temptation has been to go to 
subprime loans, which have accelerated dramatically.    

Subprime auto de bt is running rampant.   Student debt is now the most delinquent debt class in America.   
Subprime debt is once again super charging the debt fueled market. Subprime debt is back in a big way  

Over the last seven years courtesy of the Fedôs low rate policies, auto and student debt has surged in 
dramatic fashion.   While the shrinking middle class  is unable to purchase homes with inflated values, many 
are still chasing the dream by going into debt for cars and college. The debt growth in these markets can be 
seen to be nothing short of fantastic.  

 

This is obviously the direct result of low interest rates and resulting consumer spending.   Weôve essentially 
allowed Americans to buy cars on borrowed money and go to college on big debt while making it tougher for  
them to purchase homes based on the last crisis. Like wars, we always fight the last war with weapons that 
are obsolete in facing the new war.    

 What is scarier about this sudden growth is that much of the debt is being made to people that are having a 
difficult time paying it back.   Take a look at subprime auto debt shown here.  

http://www.mybudget360.com/wp-content/uploads/2015/09/091015-DRE-Student-and-Auto-Loan-Debt-Chart1.png


 

 

For auto loans since 2010 the growth in lending has come to consumers with credit scores of 620 or 
less.  Those with higher credit scores of 720 have seen modest growth.   Those w ith lower scores have seen 
nearly a 100 percent increase in loans while those with better scores have seen less than a 40 percent 
increase.   In other words, the bulk of new cars are being bought with financing with those having trouble 
managing their curre nt debt.  

 

With cars costing $30,000 and higher, this is no small price tag.   Any tiny little hiccup in the economy and 
this is enough to send their auto purchase into repossession.   Do people remember the cash for clunkers 
and auto industry bailouts?   These things did not happen too long ago.   It appears that we are setting 
ourselves up perfectly for another kind of these scenarios.  

The results of prolonged artificially low rates is that the market is now fully addicted to this environment.    

The Fed is ba cked into a corner and they really have very little ammo left.   Speculative lending is already 
dominating the market.   You can see the subprime booms very clearly.  

http://www.mybudget360.com/wp-content/uploads/2015/09/subprime-auto-loans.jpg


 

 

The economy is clearly slowing down.   Recessions happen.   And once again we have saddled a  large enough 
group of Americans with debt where the pain will be deeply felt when the correction hits again.  

Total household debt has continued to grow!  

 

 

Total household debt added since the great financial crisis has been primarily in student loans and  auto 
loans.  
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A huge difference between now and 2008 is that the US consumer is tapped out, the US middle class not 
making a ñliving wageò and debt being the only way for them to survive. Debt they have almost no ability to 
pay off! Credit has become a charade to postpone the inevitable.  

 

 

 

 










































