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Fis for Fed

Even as the Federal Reserve and the U.S. government contem-
plate flooding the financial system with still more money, a so-
bering book by a Stanford University economist demonstrates
not only how the feds cansed, misdiagnosed and mishandled the
finaneial crisis, but also how their responses continue to make
matters worse.

__ The book, titled Getting off Track: How Government Ac-
tions and Interventions Caused, Prolonged, and Worsened the
Financial Crisis, is by John B. Taylor, a senior fellow at the
Hoover Institution who was a Treasury undersecretary in Bush
fils’ first administration. In the book, Taylor says the U.S.
wrongly attributed the way the credit markets seized up in the
summer of 2007 and beyond to a lack of liquidity. He then shows
how counterparty risk was really the culprit, and how the gov- -
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how the Fed’s policy of keeping short-
term interest rates too low for too long contributed to the hous-
ing bubble, as adjustable-rate loans rose to fully one-third of the
mortgage market. As for the seemingly capricious rescue of
some entities but not others, Taylor says, “there’s been no ratio-
nale laid out for why AIG and not Lehman was rescued.” Among
his prescriptions: Stipulate policy on money-supply targets or
ranges, increase transparency on the rationale behind buying
assets like student loans, and cut the plan to tax small business.




