
To read the headlines this week, you would think the US Treasury stood at the precipice of default-
ing on its debt. Nothing could be further from the truth. The US won’t default on its debt until it ab-
solutely can’t finance it any longer, and that is some years away. After all, for the fiscal year to date 
ending in August 2015, the Treasury has raked in $2.883 trillion and paid out $381.346 billion to 
service its debt.  

In other words, the Treasury’s income is far greater than its debt service, which means it can contin-
ue to pay what it owes to creditors for some time to come. Of course, that might mean it will eventu-
ally have to cut some spending, buy why would it do so when it can borrow seemingly as much as it 
wants in in the current low (in absolute terms) interest rate environment?  

For all the hullabaloo around our profligate ways, the global economy and the world’s central bank-
ers don’t seem to have a problem indulging them. Whether or not they do so at their own peril is still 
very much open for debate. However, the US Treasury market is still the world’s most liquid and 
arguably transparent. Simply put, there isn’t any viable global alternative to it, and the US will con-
tinue to live beyond its means until there is one.  

But that doesn’t mean politicians won’t make headlines and want to play tough when the issue of 
raising the debt ceiling arises, as it does every so often and with increasing regularity. However, 
they know how it will end, as should everyone following keeping score at home. After all, the cost 
of a US Treasury default would trump any sort of political benefit obtained by being intransigent 
with the so-called debt ceiling.  

Further, as I have already mentioned, the US has plenty of money to service its debt, even if, again,  
it means it would have to cut spending elsewhere. That is the real crux of the matter: the true will-
ingness to cut spending. I would submit there really isn’t one.  

Trust me, every time these debt ceiling squabbles come down the pike, I get any number of ques-
tions about the possibility the Congress won’t raise the thing, forcing the Treasury into default in the 
process. My response is quick and to the point: zero. There is absolutely no chance of it. If there 
was, we should all board buses to go to Washington and storm some buildings or something along 
those lines.  

So, when folks asked me about this week, I decided to write on the subject for my weekly column in 
the Montgomery Advertiser. Instead of reinventing the wheel, let me cut & paste and basically pla-
giarize myself here:  

This week, Washington came up with a last minute budget deal which will prevent 
a default on the nation’s debt until, I believe, 2017. Why does it always seem to 
have to come to this, and how much longer will we continue to spend money we 
don’t have?   

Why does it always seem to come to this? The answer is simple: political theater. 

Since a Democrat is in the White House, the Republicans in Congress want to appear 
they are reigning in the Administration’s profligate spending. Had a Republican resided 
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at 1600 Pennsylvania Avenue, the Democrats would have done the same thing. It makes for great head-
lines.  

In so many words, a debt ceiling battle enables a certain subset of our politicians to appear tough on 
spending, when few of them really are. After all, no one is going to let the Treasury default on its debt or 
even miss a coupon payment.  

If Washington were so stupid as to let that happen, all measure of bad things would unfold. First things 
first, the markets would discount US Treasury and agency debt, which would mean interest rates would 
go up immediately, perhaps significantly.  

As a result, every Treasury and Federal agency debt security on every bank and insurance company bal-
ance sheet would go down in value. According to the Federal Reserve, US commercial banks owned 
$2.147 trillion worth of these types of securities in September 2015. If the market discount were, say, 
10% across the board, the banking system would see a sudden erosion in capital of about $215 billion, 
which is more than Alabama’s total annual economic output.  

That is a lot of money, and this would have pretty severe ramifications, as banks make loans based on 
their capital base. Basically, if bank capital goes down, so does liquidity and credit in the financial sys-
tem. Since even a 10% discount would be awful, you can only imagine what would happen if Treasury 
and agency debt traded at 80 cents on the dollar or less.  

And that is just the tip of the iceberg, as you can imagine foreign governments and central banks wouldn’t 
be real pleased either.  After all, foreigners apparently own about $6.1 trillion worth of US Treasury debt. 
How do you think our political stubbornness would sit with them? What about Social Security, which 
holds nothing but Treasury IOUs in its so-called trust fund?  

The mind shudders to think, as the amount of money at stake is truly mind-boggling to be left to political 
gamesmanship.  

Then we have to have to look in the mirror, and ask: “what do we really want to cut?” Oh, everyone has 
their favorite, and folks will decry the waste in government spending. However, since about 71.5% of 
Federal budget expenditures went either directly or indirectly to individuals in 2014, there is a real good 
chance cutting waste in government would result in the shrinking of a lot of people’s wallets.  

Heck, if the closure of part-time, money losing drivers’ license offices in Alabama creates a firestorm, 
you can only imagine what would happen if Washington started to get serious about trimming the fat and 
reducing outlays to individuals.   

In so many ways, that is the problem. We all want Washington to be better with our money, but we will 
never agree just how exactly. As a result, we keep spending money we don’t have, and our politicians get 
to appear tough on the matter every so often.  

Hey, I only touched on the bad stuff that would happen, a mere pinprick if you will.  
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But, perhaps I should get real here, huh? After all, there are a lot of people gaming the system, right? Well, of course 
there are, and there are ways to cut expenditures and be more efficient. So, what do you want to cut? Food stamps? 
Okay, by how much? Half? Alright, there is a savings of $48 billion for the fiscal year to date ending in August. How 
about Medicaid? 25% this time? Okay, there is another $84 billion right there. TANF, what a lot of people think of as 
welfare (deservedly or not)? Half again? Sure, but that is only about $7 billion right there.   

So, we have gone through a decent amount of what people consider “living off the dole” and made some pretty steep 
cuts. How much have we saved? Around $139 billion, which is a lot of money. Even so, we would still have needed to 
cut another $390 billion in expenditures to have balanced the budget in the 11 months of the fiscal year through Au-
gust. That’s right, we would still need to find another $400 billion.  

Where to find it? Is Medicare on the table? The Defense Department? How about Social Security? Certainly we have 
to service our debt, which amounted to $381 billion (gross), or so says the Treasury Department. So, how much of the 
$546 billion Medicare budget (for fiscal year 2015) do you want to trim back? Defense? I hope you have the stomach 
for that because it chews up around $600 billion or so. Then there is Social Security, which will consume over $900 
billion this fiscal year.  

You see, our budget is really 5 primary line items: 1) Social Security, and; 2) Defense, and; 3) Medicare, and; 4) Medi-
caid, and; 5) debt service. Combined, they were about 68.2% of the budget the Administration submitted to the Con-
gress. By the time they close the books for the fiscal year, they will be higher than that. Basically, we would have to 
cut every over expenditure in Washington by around 50% to balance the budget….from the court system to the State 
Department to National Parks to Veteran’s Affairs to the much maligned ’food stamp’ program to, well, everything 
just to keep from cutting those sacred 5. For grins, we could scrap the rest of the Federal government, and I mean the 
rest of it, and it would probably still take us over a decade to completely pay down our accumulated debt, in total.  

Is there anyone in Washington willing to do that? Cut all other aspects of the Federal government by 50% or even 
25%, let alone 100%? Would we really even want that, as a population? I am beyond dubious, which is why I cast a 
very jaundiced eye at the political theater surrounding any debt ceiling talks…..we don’t have the political will to 
make a serious dent in the budget, let alone pay the debt off, and we don’t have any trouble financing our shortfalls.  

So, where does that leave us? Well, it leaves us with really only one option...grow the economy at a more rapid rate. 
Period. Therefore, if we are truly serious about balancing our budget and paying down debt and all of it, we will com-
pletely unfetter the private sector to make as much money as is possible, and turn something of a blind eye.  

Sure, this might mean we scrap a lot of well meaning programs, like perhaps Dodd-Frank and others, maybe OSHA, I 
don’t know.  Maybe it means simplifying the tax code, and I mean throwing out the current behemoth and starting 
from scratch, a 10-page document if you will. It could come to pass we let things like the snail darter to their own de-
vices; species come and go all the time. Perhaps we could even wink at a little extra pollution. The list is endless, and 
many of the items on it would be incredibly unpopular with most of our population.  

Do we fancy that? Come to think of it, what do we fancy? A balanced budget? Okay, the only real way of doing that, 
effectively and practically, is to cut expenditures and increase tax receipts through economic growth. Are we truly 
willing, and I mean truly, to do what it takes to do either? That is what I would like to see and hear from our Presiden-
tial aspirants.   

In the end, our current way of doing things can continue almost indefinitely, or at least another two decades. As I have 
mentioned in the past, at that point the number of people hitting their peak earnings years will surpass those entering 
retirement. In essence, we will have more people paying into the system than taking out of it, and, believe it or not, the 
budget will start to take care of itself.  

In the meantime, however, it would be refreshing to hear some coherent long-term plans on how to keep the deficit 
even remotely manageable until then. Personally, I would like to hear more about how Washington can assist in gener-
ating wealth for the ‘general good,’ as opposed to transferring it around for the same reason. I would also like to hear 
less blather about the debt ceiling; it is what it is, and they will increase it again in 2017 with much fanfare….just like 
they did this week.  
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