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Alan Greenspan likes to blame the
housing bubble on a savings glut.

Instead, look at his negative real rates Welcome to Full Comment

By Steve Hanke About the blog of the National Post Comment section.

Editor: Kelly McParland (e-mail)

n Washington, the blame always lies
I elsewhere. Yesterday, a Senate
committee launched its questioning
of Goldman Sachs with a broad claim
that Goldman inflated the housing
bubble. There was no real mention of
the real bubble makers on Capitol Hill,
including the policies that did so much
to create the subprime mortgage
industry at Fannie Mae and Freddie
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When the U.S. financial crisis inquiry commission convened on Capitol  www amerisave com Ads hv Gonnle

Hill in early April, the assembled members witnessed the spectacle of ationalpostco

former Federal Reserve chairman Alan Greenspan asserting, with a April 16, 2010 - The federal government releases information
straight face, that the Fed’s monetary policy during his tenure did not about itself very reluctantly and incredibly slowly — that's the

contribute to the U.S. housing bubble. According to Mr. Greenspan, the

origin of the financial crisis, in large part, resided elsewhere — literally Commissioner this week. It's not a new story, but it's
overseas. The “blame the foreigners” ploy is always popular. LU
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AU SAEE symptomatic of a much larger problem — for example, even as

elected officials in Nova Scotia and the United Kingdom face
For Mr. Greenspan, a major culprit was an international savings glut. criminal charges over misspent public money, not even the Auditor-General has
According to this hypothesis, the international savings rate exceeded the access to our MPs' itemized expenses. Duff Conacher, coordinator of Democracy
investment rate. In consequence, markets pushed long-term interest rates  Watch, joins host Chris Selley to discuss the problem, and what can be done

(both real and nominal) down. And as night follows day, Mr. Greenspan about it.

concludes: “Equity and real-estate capitalization rates were inevitably

arbitraged lower by the fall in global long-term real interest rates. Asset » 0:00
prices, particularly house prices, accordingly moved dramatically higher.”

There is a little problem with the global savings glut story, however: It is
not supported by the facts. The rate of global savings and investment has
been in rough balance since the early 1990s. This inconvenient fact should
create a problem for the Fed because both Mr. Greenspan and the current
Fed chairman, Ben Bernanke, have repeatedly bamboozled audiences with
the global savings glut story.

If not global savings gluts, then what? Let's take a look at the Greenspan- You can listen to the Full Comment podcast archive here on Nationalpost.com.

Bernanke years to see if the Fed has been as innocent as it claims in the |t also available through an iTunes subscription.
rise and fall of the financial bubble.
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Michael Full Comment: Full Pundit

Ignatieff's Having gone too far, the Fed then lurched back in the other direction. The

brand new ensuing Fed tightening produced a mild recession in 1991. From 1992 . ) o
mistake through 1997, growth in the nominal value of final sales was quite stable. CNris Selley: Australia will save the world. Later.

T_as_ha' But successive colla}pses of certain Asian currencies, the Russian rUb,Ie_' Chris Selley's Full Pundit: The Canadian left has "wimps for commentators." Discuss
Kheiriddin: the Long Term Capital Management hedge fund and finally the Brazilian

So Mr. real triggered another excessive Fed liquidity injection. This resulted in a Chris Selley's Full Pundit: 92.6% of you should be thoroughly ashamed of yourselves
Ignatieff, boom in nominal final sales and a bubble in 1999-2000. This was . ) )
you wanna followed by another round of Fed tightening, which coincided with the ~ Chris Selley: What colour is the sky in Strasbourg?
starta  bursting of the equity bubble in 2000 and a slump in 2001.
culture
war?  The last big jump in nominal final sales was set off by the Fed’s liquidity Chris Selley: From the Department of Inadequate Explanations
Rex injection to fend off the false deflation scare in 2002. Fed governor Ben
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Don  danger was lurking. As then-chairman Greenspan put it, “We face new
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Harper's G8from falling too low.” By July 2003, the Fed funds rate was at a then-
abortion record low of 1%, where it stayed for a year. This produced the mother of
stand hard all liquidity cycles and yet another massive demand bubble.
to
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internationally traded commodities — like gold, rice, corn and oil — must
increase because more dollars are required to purchase the same quantity Recent Posts
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Frannie and Freddie were followers into the sub-
prime mess, not leaders.
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derivative/housing markets get out of control had
serious consequences.
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The reform on the table seems to be headed in the
right direction, but | don't know if it goes far
enough.
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