What Next: The Economy and the Fed
By Tim Holland

On Wednesday the Fed announced another effort to stimulate the economy by announcing its plan to pump $600 billion into the banking system.  The plan is still being digested by economists, Congress and pundits worldwide with tentative comments coming from all sides.  Even the Fed Chairman, Ben Bernanke, penned a column published in the New York Times explaining and defending the Fed's actions.

Restating the mandate the Fed received from Congress "...to promote a high level of employment and low stable inflation," Bernanke feels that the Fed has a responsibility to step into the breach and fill the gap created by a paralyzed Congress, which, after the election on Tuesday, is expected to exhibit even more gridlock.  
Two very clear philosophical camps are expected to become more vocal and visible over the near term: group A, headed by the Fed, is focused on avoiding repeating the Japan model of stagnation and deflation resulting in a continual downward spiral of wages and prices and Group B, headed by the Conservatives, that are concerned with a massive Greek like debt burden and run away inflation.
Which camp is correct?  That we will only learn after the fact.  Both groups believe their way is the best for the health of the country and the only effective way out of the Great Recession in which we are mired.  

The Fed clearly believes that sitting back and doing nothing is not the answer and that just letting market forces dictate the outcome is a recipe for complete disaster.  However, taking action on the scale the Fed is proposing also has its risks.  One thing that is certain is that the recent election was about the economy and jobs and the country wants the problem solved, as they blame the Congress specifically, Government generally and the greedy financial managers of Wall Street individually for all of the nation's economic ills.
The problem is that while it is generally agreed that the country dodged a bullet by avoiding a Depression, nothing seems to be effective in getting the financial health of the country back on track.

There seems to be a reality that is being missed in that the people recognize where the economy has been was not a good or stable place (bubbles never are).  The consumer is not going back to being a 70% driver of the economy so trying to encourage the average citizen to open their wallets and dump out what little is left there will not work.  Getting people to refinance their mortgages at low rates so that they will have more cash to spend is how we got into this financial bind in the first place and people are not going to be fooled again, so for Congress and the Fed to rely on such action will only result in failure.

While the stock market reacted favorably to the Fed announcement, the stock market is not the economy.  Stock market spikes are driven by speculation; stock market growth is driven by earnings.  The key to the economic health of the country is earnings, earning, earnings; jobs, jobs, jobs. .
Probably the biggest misconception that exists is that job creation is driven by small business.  That may have been true 50 or 60 years ago but the world has changed.  The reality is that for every two jobs that small business creates, mega corporations (which did not exist five decades ago) that dominate the economy have the capability of cutting three jobs in a merger, consolidation and foreign outsourcing providing the two steps forward three steps back world in which we live.  
Major corporations must be the focus on the jobs front by governments providing bottom line incentives for them to expand in the United States, bring jobs back and partner with local communities to provide the community services and educational training necessary for a viable local economy.  By the same token, while the carrot is a strong incentive for positive action, the regulation stick must be ready and government willing to use it for the good of the this country which is providing the environment that allows them to prosper.
As any reality based state Governor will tell you, it's all very nice to pat Mom and Pop on the back for opening that grocery store but those new plants that will employ 2,500 workers at a clip is what we're all really shooting for and it's the only 
way we're going to dig ourselves out of the hole we're in.
