Stag (flation) Parties aren’t as Fun as they Sound
Chairman Bernanke wants to party like it’s 1979.  Yes, that 1979, when inflation was 13.3%.  No later than did Chairman Bernanke indicate his desire to create inflationary expectations, the government reported its second straight month where producer prices rose by .4%.  That’s per month, not per year.  So why does Mr. Bernanke want inflation?
Chairman Bernanke suffers from A-D-D (Aggregate Demand Disorder).  He thinks that if he can trick people into buying things they can’t afford/ don’t need, then that will spur economic growth.  By creating inflationary expectations, Chairman Bernanke thinks that consumers who are pondering big ticket purchases will hurry up and buy those items before their prices increase.  As people hurry to buy expensive stuff, this will increase production of expensive stuff.  This in turn will cause people to be employed making said stuff.  Then they’ll have more income they need to immediately spend – on so on and so on….
In addition to his expected boost in aggregate demand, Chairman Bernanke may see two further benefits to inflation.  The first is a monetization of the national debt.  As Congress continues to outspend its ability to tax, the national debt is spiraling out of control.  Sure the national debt may be $13 trillion, but with a little inflation, that won’t seem like as big a number.

The third benefit of monetary easing would be the weakening of the US dollar.  In theory this should help US exports and make imports more expensive for Americans to buy.  This of course assumes that other countries won’t follow the US lead in monetary easing.  If everyone prints money, currency exchange rates won’t change.

The Federal Reserve tried to boost economic growth in the late 1970’s with quantitative easing – aka printing their way to wealth.  That didn’t work out so well.  We ended up with double digit inflation.  In the short run unemployment decreased but the problem was that high and variable rates of inflation create uncertainty for markets.  This uncertainty lowers long term investment in capital.  In effect, you get a short term boost in demand for existing products, but a reduction in long term productive capacity.  Can you say unsustainable bubble?  Alas, by 1982 unemployment hit double digits.

The Federal Reserve seems to have an affinity for bubble creation unparalleled but for my 3 year old’s love of making soap bubbles.  Isn’t anyway paying attention to what caused the economic crisis in the first place?  Excessive monetary easing by the Federal Reserve in the early 2000’s encouraged consumers, businesses, and governments to take on huge amounts of debt.  Thus far the solution has been for Congress to borrow money more quickly and for the Fed to create inflationary expectations with even more monetary easing.  It is as if I have a leech sucking all of my blood from me and my doctor’s prescription is to add a second, bigger leech.  
Some say that more monetary easing is an elegant economic theory.  Well, if you find a pig wearing pearls to be elegant, I guess beauty is in the eyes of the beholder.  Stranger things than that have been deemed elegant at stag parties.
