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As inflation takes hold, generations that have 
never witnessed inflation will experience its 
destructive power.
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No one deserves less forecasting credibility than the Fed. Over the last two 
decades, their macroeconomic forecasts have been among the poorest of 
any forecasters, despite the fact that they are the only forecasters who know 
macro policy decisions before they are announced. The Fed’s abysmal forecast-
ing record makes our record look extraordinary, as at least we forecasted a 
2009 recession in early 2006. Even as the recession was well under way, the 
Fed was saying there was no recession. Yet the Fed’s forecasts continue to 
gain respect.

Most notable in this regard is the Fed’s assurance that there is no danger of  
inĚation. Bear in mind that this is the same Fed that worried about deĚation 
a decade ago, subsequently Ěooding the market with liquidity that ultimately 
led to disastrous asset pricing bubbles (which they assured us did not exist),  
particularly for housing. Simply stated, the Fed®s assurances about inĚation 
ring hollow.

Let®s look at some facts. We recently received notięcation from our healthcare 
insurer that healthcare costs for our company are rising by 24%. We were 
shocked, and discussed this increase with many other owners of small and 
mid-sized ęrms, only to ęnd that their increases were even higher than ours. 
This raises a very simple question: How is it possible to have 25% increases  
in healthcare costs, which account for roughly 17% of GDP, and not have  
serious inĚation? Even if all other prices in the economy remain unchanged, this 
healthcare increase alone would generate an aggregate inĚation rate of 3.75%.

Also in the past year, education has risen by 4.4%, food prices have risen by 
0.44%, and anyone in the business knows that apartment rents (supposedly 
40% of CPI) have risen by at least 3% (and in some markets by as much as 
8%). These basic truths suggest that there is already serious inĚation in the 
U.S.

In the past year, commodity prices have risen signięcantly. For example, in 
the past 12 months, the Commodities Metals Price Index rose by 57.6%, 
while the Industrial Inputs Price Index saw an increase of 51.1%. And such  
commodities such as rubber, silver and iron ore have seen increases of 79.1%, 
60.9% and 77.9%, respectively. Stock prices are up by about 20% over this 
time. And yet the Fed says that there is no serious inĚation.

For over a decade, the Fed printed money and then waited for inĚation to  
manifest in consumer prices. But instead, people poured the additional money 
into Dot-com stocks, then housing, and now commodities and assets. The 
Fed can print money, but they cannot control where it Ěows. Their continued 
focus on consumer prices is seriously misplaced.

Beware of InĚation
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Monetary Base: Cash Holding at Banks




