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The risks of popping
economic bubbles

To pop or not to pop? That is
the question for central
bankers.

Whether ’tis wiser for the
economy to suffer the booms
and busts of irrational
exuberance, or to take arms
against a sea of bubbles and by
opposing end them. In other
words, should the Federal
Reserve only try to clean up
after a bubble has already
popped, or should it actively
try to pop bubbles so the
cleanup is easier?

Now, as you might have
guessed, the choice isn’t so
simple. While nobody thinks
policymakers can afford to
ignore financial froth anymore,
the economy can’t afford for
them to pay too much attention
to it, either. Raising rates
would eventually burst any
bubbles we may be
experiencing — but that’d come
at the cost of higher
unemployment. Regulating
away a bubble makes more
sense, since it wouldn’t hurt
the rest of the economy, but it’s
not clear that regulators can
actually pull this off. So it’s a
choice between a tool that
would work too well and a tool
that might not work well
enough.

That’s a lesson Sweden has
more than learned. The
country has become the
unlikely guinea pig for raising
rates to fight a bubble. Until a
few years ago, Sweden had
been what Neil Irwin of the
New York Times called the
“rock star of the recovery.”
Aggressive fiscal and
particularly monetary stimulus
had helped it bounce back from
the crisis faster than almost
any other country.

But, despite still-low
inflation, its central bank, the
Riksbank, began to worry that
it had bounced back too fast,
and that households were
taking on too much debt, up to
174 percent of their income.

That’s why, over the protests
of Lars Svensson, one of its
deputy governors and one of
the world’s leading monetary
economists, Sweden’s central
bank began hiking rates in July
2010. Well, part of the reason.
As the Times’ Paul Krugman
points out, the Riksbank
initially said that it needed to
raise rates to keep inflation in
check. But then, when inflation
refused to show up, it said it
still needed to do so, this time
to keep a housing bubble in

check. It’s what Krugman calls
“sadomonetarism”: a
pathological fear of low rates
that leads to a never-ending
search for a reason, any reason,
to raise them.

This didn’t just cripple
Sweden’s recovery. It crippled
Swedish households, too. And
in doing so, it paradoxically
made a crisis more likely. See,
Sweden’s economy had been
doing better than most others,
but not so much that it could
withstand seven rate hikes
while joblessness was still high.
This premature tightening kept
unemployment from falling
much further, and made
inflation fall well below target
— into negative territory.

And this is the key point:
Low inflation means higher
real debt burdens. So raising
rates to try to stop households
from taking on more debt
actually increases their
inflation-adjusted
indebtedness. It’s a policy with
almost all costs and no benefits
— and that’s according to the
Riksbank’s own calculations. As
Svensson points out, the
central bank estimates that the
benefits of raising rates to try
to pop a bubble are only 0.14
percent of the costs. No wonder
the Riksbank recently reversed
course, cutting rates back to
near zero.

So Sweden isn’t trying to pop
its bubble anymore. It’s trying
to make it less dangerous
instead. It’s using what
economists call
“macroprudential regulations”
to try to limit risky debt — for
example, by making borrowers
pay back their mortgages
faster. As David Wessel of the
Brookings Institution points
out, this is the same approach
that Fed Chair Janet L. Yellen,
European Central Bank chief
Mario Draghi and Bank of
England deputy Jon Cunliffe
have all endorsed recently.
That’s because central bankers
realize they can’t make policy
that helps the financial
economy but hurts the real one
without it eventually
rebounding back onto the
financial one, too. Instead, they
need to give the real economy
the policy it needs, and the
financial one the regulation it
does. That could be everything
from increasing bank capital
ratios to increasing down
payment requirements when
housing prices are booming.

It’s a matter of slowing, not
stopping, the bubble — and
surviving it if it does pop.

— Matt O’Brien

BY THOMAS HEATH

The founder of CustomInk,
the $200-mil-
lion-grossing
T-shirt compa-
ny based in

Fairfax County, is splitting his
job in two and hiring a new
president to help guide the firm’s
growing appetite for expansion.

Marc Katz, 37, who will remain
as chief executive, is hiring
Nick Braden, who has worked as
a manager at a Swedish bedmak-
ing company, at McLean-based
Mars Inc. and at L’Occitane, the
French cosmetics company.

Braden also has experience
laying the groundwork for com-
panies that later go public, al-
though CustomInk has not sig-
naled any intention of going
public at this time.

In an e-mail to his staff Tues-
day, Katz said Braden “brings a
broad skill set and excellent
track record of growing quality
companies that truly care about
their people, customers, prod-
ucts, and partners.”

Braden’s hiring is further evi-
dence that CustomInk, which
began in 2000 in an office space
sublet from a McLean law firm, is
revving up to grow. In November,
it received a $40 million invest-
ment from Revolution Growth,
the local venture fund known for
its tech-savvy founders Steve
Case, Ted Leonsis and Donn
Davis.

Katz said in his e-mail that he
will take a more strategic role in
the firm, overseeing new initia-

tives and focusing on business
development and finances.

CustomInk allows customers
to design T-shirts for family
reunions, small businesses, reli-
gious groups or student associa-
tions online. Picture 50 T-shirts
emblazoned with “The Smith
Family Reunion” or 150 baseball
caps marking the local 5K fund-
raiser.

Braden, a native of Scotland
who lives in the Washington area
with his wife and two children,
begins Aug. 11.

Part of what drew Katz to
Braden was his belief that prod-
ucts can change lives, which is
Katz’s philosophy on T-shirts.

As chief executive of Hastens,
a Swedish luxury bedmaker,
Braden shifted the company’s
marketing focus from selling
mattresses to improving a cus-
tomer’s daily life through better
sleep.

As general manager for North
America for L’Occitane, he
helped build the company’s
U.S. business as it laid the
groundwork for an eventual ini-
tial public offering.

CustomInk expects to gross
more than $200 million this
year. It recently surpassed
1,000 employees and has facili-
ties in Nevada, southwest Vir-
ginia and Texas. The company
also runs national television
commercials. It recently moved
from McLean to bigger officers in
Fairfax.

Earlier this year, CustomInk
had its first $1-million-plus day
of T-shirt orders.
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BY JASON MILLMAN

With ongoing questions about
whether Affordable Care Act en-
rollees will be able to use their
coverage, a couple of new surveys
suggest that the newly insured are
generally able to get the care they
need.

The Commonwealth Fund, a
health research foundation sup-
portive of the health-care law, re-
leased a survey Thursday examin-
ing the experiences of the newly

insuredunder theAffordableCare
Act. The survey, conducted be-
tween April and June, found that
60 percent of people with new
coverage, either through Medic-
aid or a private health plan, said
they had already visited a health-
care provider or filled a prescrip-
tion.

About 1 in 5 of those with new
coverage said they had already
tried to find a primary-care doc-
tor. Of those, 75 percent said their
search was somewhat or very easy.
Once they found a primary-care
doctor, most new enrollees said
they were able to make an ap-
pointment within two weeks.

Not surprisingly, the Common-
wealth survey found that the wait
times for specialists were some-

what longer. Of the 30 percent of
adults who said they saw or need-
ed a specialist, 58 percent said
they made an appointment within
two weeks, which was slightly less
than the 67 percent who said they
were able to see a primary-care
doctor in the same time frame.

Another new look at the early
Obamacare experience shows the
impact of the Medicaid expan-
sion. Athenahealth, a major pro-
vider of electronic health records,
has been working with the Robert
Wood Johnson Foundation to an-
alyze how patient demographics
have shifted for care providers
using the company’s software. No-
tably, they find that since January,
Medicaid patients are taking up a
greater share of doctor appoint-

ments in states with expanded
Medicaid programs.

This doesn’t mean there aren’t
problems accessing care. There
have been recent lawsuits filed by
patients who say they can’t find
doctors or that their plans dis-
criminate against their condi-
tions, and therearemajorapplica-
tion backlogs for Medicaid in at
least six states. The federal agency
overseeing Medicaid is planning
its own study of how easily benefi-
ciaries can obtain care.

On the whole, though, the new
data provides some encouraging
signs for the health-care law.
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Excerpted from Wonkblog, at
washingtonpost.com/wonkblog.

Newly insured getting care, surveys find
60% have already filled
a prescription or seen
a doctor, poll shows
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Cloudy outlook in Australia
A window washer stays busy in Sydney, but Australia's unemployment rate rose to a decadehigh of 6 percent in June. The country’s
economy shed fulltime jobs amid “challenging” conditions and as more Australians looked for work, pushing the jobless rate higher
even as the economy added a seasonally adjusted 15,900 positions.

BY YLAN Q. MUI

Federal Reserve Vice Chair-
man Stanley Fischer on Thursday
suggested that banking regula-
tors should seriously consider
broadening their goals to include
financial stability as policymak-
ers around the world debate strat-
egies for preventing another glob-
al crisis.

Fischer argued that an explicit
stability mandate could give reg-
ulators more firepower to combat
risks as they emerge. The issue of
how central bankers should ad-
dress nascent bubbles has be-
come a flash point in economics,
with some worrying that years of
ultralow interest rates and easy
monetary policy could be fueling
hidden excesses.

During a speech in Cambridge,
Mass., for the National Bureau of
Economic Research — his first as
vice chairman — Fischer warned
that the U.S. structure for over-
seeing the financial system may
not be up to its task.

“It may well be that adding a
financial-stability mandate to the
overall mandates of all financial
regulatory bodies . . . would con-
tribute to increasing financial
and economic stability,” he said,
according to prepared remarks.

Fischer did not weigh in on

whether central banks should use
monetary policy — namely, inter-
est rates — to combat bubbles.
But he did point out that policy-
makers do not have a strong
understanding of how well their
regulatory tool kit might work.

As head of the Bank of Israel
during the global crisis, for exam-
ple, he employed several mea-
sures to rein in ballooning hous-
ing prices. These “macropruden-
tial tools” included increasing
bank capital requirements, re-
strictions on the terms of the
mortgages they offered and limits
on loan-to-value and payment-to-
income ratios.

Fischer said forecasts of the
impact of these changes typically
overstated their effectiveness.
Forcing lenders to link the bulk of
a loan to a higher interest rate
was the most successful measure,
he said. Changing loan-to-value
and payment-to-income ratios
was moderately useful, while rais-
ing capital charges had little im-
pact.

“We have relatively little ex-
perience of the use of such mea-
sures in recent years,” he said.
“Policymakers may thus be espe-
cially cautious in the use of mea-
sures of this type.”

Fischer also noted that using
those tools can also be politically
sensitive and implementation
can often require significant co-
ordination among several regula-
tory agencies. He cited a recent
speech by former Fed vice chair-
man Don Kohn, now a senior
fellow at the Brookings Institu-

tion, that raised concerns about
the lack of power vested in the
U.S. Financial Stability Oversight
Council to enact change.

Harvard economist Jeremy
Stein, who sat on the Fed’s board
of governors until earlier this
year, has also pointed to the limit-
ed experience policymakers have
with macroprudential regulation.
Stein has been an influential
voice arguing that central bank-
ers should be open to using inter-
est rates to combat financial ex-
cesses. In an interview with The
Washington Post, he said there
are economic costs to using both
monetary policy and regulatory
tools.

“The idea that there’s some
purity — there’s one thing that’s
purely macro, which is monetary

policy, and one thing that’s purely
regulatory — that’s a convenient
benchmark,” he said. “I don’t
think that’s entirely realistic.”

But Federal Reserve Chair
Janet L. Yellen recently expressed
confidence that regulatory
changes could shore up the finan-
cial system, making it better able
to withstand the inevitable bub-
bles when they arise. She said that
she would be extremely wary of
invoking interest rates in the
name of financial stability,
though she acknowledged there
might be extreme circumstances
in which it is warranted.

“Increased focus on financial
stability risks is appropriate in
monetary policy discussions, but
the potential cost, in terms of
diminished macroeconomic per-
formance, is likely to be too great
to give financial stability risks a
central role in monetary policy
decisions, at least most of the
time,” she said in a speech at the
International Monetary Fund in
Washington last week.

Fischer also expressed skepti-
cism on Thursday over proposals
by some lawmakers to break up
the country’s largest banks or
limit their size. He suggested that
it was unclear whether large in-
stitutions have lower financing
costs because of an implicit gov-
ernment backstop or because
they enjoy an economy of scale.

“Actively breaking up the larg-
est banks would be a very com-
plex task with uncertain payoff,”
he said.
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Fed official advocates financial-stability mandate
Fischer says it could

help banking regulators
as risks emerge
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Stanley Fischer gave his first
speech as Fed vice chairman.

BY WESLEY ROBINSON

People with bachelor’s degrees
in science, technology, engineer-
ing and math are more likely than
other college graduates to have a
job, but most of them don’t work
in STEM occupations, according
to a U.S. Census Bureau report
released Thursday.

Nearly 75 percent of all holders
of bachelor’s degrees in STEM
disciplines don’t have jobs in
STEM occupations, according to
a survey that reached 3.5 million
homes, said Liana Christin Lan-
divar, a sociologist with the Cen-
sus Bureau. The bureau’s Ameri-
can Community Survey is the
largest household survey in the
nation.

About half of those who have
degrees related to engineering,
computers, math and statistics do
get a STEM job, the survey found.

The survey also found that
men still have most of the jobs in

STEM fields, especially in engi-
neering and computers. Re-
searchers cite access and oppor-
tunity as reasons women and
minorities are underrepresented.

The report comes at a time
when national educational initia-
tives and funding are focused on
increasing participation and
graduation rates in the STEM
disciplines, in part because of a
belief that the United States is
losing ground internationally.

The Census Bureau data shows
that most of those who dedicate
their college years to STEM sub-
jects veer into other fields.

Landivar said there are many
reasons students don’t get STEM
jobs, including that STEM de-
grees provide a range of career
options. Landivar noted that
some biology majors, for in-
stance, will go to medical school
and become doctors. Because of
the way the Census Bureau classi-
fies jobs, doctors are not listed

among STEM professionals.
Anthony Carnevale, director of

the Georgetown University Cen-
ter on Education and the Work-
force, said STEM degrees are be-
coming “universal degrees.”

Carnevale said the report is not
an indication of an oversupply of
STEM graduates. He said STEM
students are securing jobs in sup-
ply-chain management, invento-
ry control and quality control —
fields in which technical knowl-
edge is required.

Carnevale said there is a broad
market for people with the right
credentials, even though STEM
jobs make up less than 6 percent
of employment. “If we’re overpro-
ducing STEM, why aren’t wages
down?” he asked.

Michael S. Teitelbaum, senior
research associate in the Labor
and Worklife Program at Harvard
Law School, said certain fields do
have good job prospects, but he
cautioned against blindly guiding

students into STEM disciplines.
“The STEM acronym is in-

creasingly misleading rather
than informative,” Teitelbaum
said. He said that studies have
found that nearly 20 percent of all
jobs should be considered STEM-
related, based on the technology
used. The workers involved could
include heating and air-condi-
tioning installers, carpenters and
automotive technicians, whose
careers require technical knowl-
edge but not a STEM degree, he
said.

Teitelbaum said data indicate
that there are at least twice as
many people entering the work-
force as there are jobs in STEM
fields for those with a bachelor’s
degree.

“If we continue to make career
paths so bad for recent grads in
science, math and engineering . . .
depending on the sub-field, it can
be really bad,” Teitelbaum said.
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STEM grads have edge in job hunt but often enter other fields
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