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The Donald's Real Bleep-Hole Moment---$41 Trillion And Counting, Part 2

By David Stockman. Posted On Friday, November 9th, 2018

As we indicated in Part 1, the Donald and his growing posse of GOP immigrant-bashers are dead-wrong about this kind of Alamo Politics.

The 40-years of GOP dominance from William McKinley through Teddy Roosevelt, Taft, Harding, Coolidge and Herbert Hoover, too, was built on the support of immigrants who voted for the full lunch pail economics of the old GOP.

Donald Trump wouldn't have been nominated for dog-catcher in that Republican party; and he would have found the congressional nativists, immigrant-bashers and Klansman to support his agenda mainly on the back benches of the Democrat side of the aisle.

Unfortunately, the Donald's Border Wars agenda and related tweet-storms, unhinged stadium rhetoric and stunts like sending 15,000 regular army forces to the Mexican border are just symptoms of the real danger, and the virtual certainty that Trump-O-Nomics will destroy MAGA, not deliver it.

That's because the Donald's Trade Wars and Border Wars and lifetime of riding the nation's Debtberg have uniquely positioned him to put the GOP out of business on is core historical reason for being: That is, watch-dogging the Treasury and carrying the torch for fiscal rectitude.

So the bottom line is this: When it comes to the nation's fiscal governance there is now absolutely no one home in Washington. The upcoming deluge of red ink will meet with no resistance at all.

The $41 Trillion Debtberg Ahead
In fact, Washington is drifting rapidly into a hellacious fiscal calamity with the nation's budgetary doomsday machine like to drive the public debt to $41 trillion and 140% of GDP by the end of the 2020s.

Moreover, this isn't just a risk; it's a near certainty based on the built-in budgetary math and the sheer auto-pilot nature of its driving forces.

For instance, the income entitlements including social security, disability, SSI, food stamps, family assistance, the earned income credit, government pensions and veterans benefits cost $1.5 trillion in the year just ended, but in the absence of Congressional action will automatically soar to $2.5 trillion by 2028.

The tab for the giant open-ended medical entitlements---Medicare, Medicaid, CHIP and ObamaCare---is racing upwards even more rapidly, at nearly 7% per year. Consequently, last year's spending of $1.2 trillion on these programs will become $2.2 trillion by the end of the current 10-year budget window.

These big numbers are bad enough in the telling, but their place in the structure of the Federal budget is what screams out calamity ahead. To wit, last year's outlays for the combined income and medical entitlements amounted to just under 14% of GDP. Yet if Congress were to go AWOL for the next 12 years, they would automatically absorb upwards of 20% of GDP by 2030 due to the huge Baby Boom retirement driven increase in the caseload.

And that's where the rubber would meet the road. Owing to the Christmas Eve Tax Cut, the revenue base will drop by $280 billion in the current year (FY 2019), bringing Uncle Sam's take down to just $3.4 trillion or 16.6% of GDP----the lowest non-recession year level since the eve of the Korean War.
In other words, what is now in place owing to the combined folly of the GOP tax cut on top of 30 years of bipartisan fiscal can-kicking, is a revenue base that is not even large enough to pay for the big entitlements.
And, of course, that omits entirely the roughly $2.7 trillion that current policy would require by 2028 for 
· national security, 
· roads, 
· education, 
· agriculture, 
· space, 
· small business, 
· medical research, 
· rivers and harbors, 
· courts and prisons, the 
· Census Bureau, the 
· Washington monument
· etc., and also what will be 
· at least $1.0 trillion per year of interest on the national debt by then.

To be sure, the Washington budget scorekeepers have hidden this sheer absurdity----$2.7 trillion of non-entitlement expense and zero revenue to pay for it. They simply papered it over with a motely array of accounting gimmicks. These cause projected revenues, f0r instance, to rise back to 18.5% of GDP by 2028, but this two-percentage points of GDP gain ($600 billion) is overwhelmingly fake revenue.

For instance, the individual tax cuts, which allegedly go to 90% of taxpayers, will cost $189 billion in the first full year (FY 2019).

But thanks to the disappearing ink in which they were written (i.e. the 2025 "sunset") that number swings to a $83 billion tax increase by 2027. Of course, that's never going to happen: The GOP tax-writers have already baldly confessed that the sunset was just a gimmick to avoid the fiscal discipline required by the budget rules.

The only thing they haven't confessed to is on the eve of which up-coming election they plan to vote to cancel the sunset, thereby noisily "saving" 140 million individual tax filers from what would otherwise be upwards of a quarter-trillion per year tax increase.

The same story pertains to the $50 billion per year or so of so-called "tax extenders". This refers to expiring tax breaks for wind, solar and biofuels--along with affordable housing and community development, Hollywood expensing rules, NASCAR motor sports, rum producers, tuna canneries, short-line railroads and countless more.

The game here has been going on for decades. These tax subsidies get continuously put back on the statute books a few years at a time. But on the eve of expiration they are invariably given another short-term extension. That is, Lucy always jerks away the revenue football, leaving Uncle Sam to borrow the difference.

Needless to say, when you cut through all the clutter of these fake outyear spending cuts and revenue increases, and then lay on top the Christmas Eve Tax Cut and the February Horribus appropriations bill, the fiscal outlook literally collapses before your eyes.
Thus, just one year ago CBO's then current 10-year baseline deficit was projected at $10.2 trillion. But after the tax cut and last winter's two-year appropriations deal----which raised defense by $80 billion per year, domestic appropriations by $63 billion and also added $100 billion of disaster aid with no offsets---the 10-year CBO estimate has risen to $12.4 trillion; and that alone takes the public debt to $34 trillion by 2028 via CBO's own reckoning.

But that's not close to the truth of the matter because the current official forecast still includes all the fake revenue and spending cuts and an economic forecast so hideously optimistic that it would have made Rosy Scenario of Ronald Reagan's time blush with embarrassment.

In the first place, the Horribus appropriations deal was only good for two years (FY 2018-19), and under budget scorekeeping rules the baseline reverts to the old sequester cap levels thereafter. That is to say, after an $80 billion feed to $719 billion, the military-industrial complex and its army of lobbyists and Capitol Hill porkers are going to just meekly accent to a funding plunge back to $650 billion in FY 2020.

Right. And the same goes for the $63 billion of swill that was added to the domestic appropriations side. Under the official baseline, spending authority of $724 billon in FY 2019 is supposed to plummet back to $671 billion in FY 2020 and beyond.

In the real world, of course, a US Senate crawling with GOP warhawks and neocons is not about to take a $68 billion hit on defense appropriations in FY2020 and beyond. Nor is Nancy Pelosi's revenge seeking House majority about to give back a dime of the domestic pork they extracted from the Trumpite/GOP last February.

This means, in short, that there is a $2.3 trillion spending shortfall in the CBO baseline for the last nine years of the current 10-year window, representing the outyear cost of blowing the old sequester caps per the Horribus deal on a permanent basis, and the extra debt service that would result.

Likewise, when you remove the GOP's fake tax cut sunset and the phony out-year spending cuts and tax extenders you get another $2.3 trillion shortfall over the budget window. Altogether, therefore, the projected red ink soars to a cumulative $17.o trillion during FY 2019 through FY 2028, and by the latter year the public debt rockets to $39 trillion.

The chart below was developed by the Committee for a Responsible Budget, and if anything it errs on the conservative side. The blue section of the deficit bars is the prior CBO baseline, the red area adds the impact of the Christmas Eve Tax Cut, and the dotted boxes reflect spending increases already made or promised (defense, disaster aid, border control, veterans, ObamaCare bailout subsidies etc.) and the various budget gimmicks which are used to hide the out-year deficits.
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There is a certain breed of conservative who is always whining that low taxes are not the problem, nor is it the deficit per se. The culprit is purportedly too much spending, which may be true in the ethereal reaches of pure philosophy, but in a Trumpified GOP it's rather beside the point.

Indeed, the spending share of GDP is rising rapidly and it's the Trumpified GOP which is driving it. Republicans have acquiesced to the giant entitlement programs for so many years that they own them as a normative matter---- especially because Trump has officially ruled them off limits.

But now the discretionary part of the budget is also soaring, and there is absolutely not doubt why. It's owing to the Donald's massive spending increases for defense, veterans and homeland security/border control---plus all the other domestic pork which has been proffered to line up sufficient GOP and Dem votes on Capitol Hill.

Then there is the impending explosion of interest expense. The latter is virtually guaranteed to rise from $316 billion in the year just completed (FY 2018) to $915 billion by 2028. That's mainly because the low FY 2018 number was a phony artifact of decades of Fed financial repression and the massive expansion of the Fed's balance sheet under QE.
As a result, the weighted average cost of interest on the Federal debt has been well under 2.0%. And, as we previously described, the Fed also paid upwards of $100 billion per year to the US Treasury as an off-setting "profit" on its money printing scheme---a windfall which will be fast disappearing as the Fed shrinks its balance sheet under QT and makes ever higher IOER payments to the banks in order to enforce its target interest rate policy.

Still, the CBO is almost certainly underestimating the future blended interest rate on Uncle Sam's rapidly expanding debt balances. The CBO, for instance assumes that the 1.8% average rate during FY 2017 will reach 3.2% by 2028 in very slow increments.

However, when you unpack the numbers y0u find CBO's 10-year average for the 90-day T-bill is 3.1% and is 3.8% for the 10-year Treasury note. But the T-bill rate is already at 2.40% and the 10-year benchmark note, which is up by 90 basis points in the last year alone, is at 3.25% and fixing to punch though its 35-year down trend.

10-Year Treasury Bond Yield
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Once that happens and the world's $100 trillion bond bubble bursts is the face of global QT, we'd bet its Katie-bar-the-door time.

When the machines and speculators start selling bonds because yields have broken trend and are marching back up hill for the first time on a secular basis since 1981 we think there will be a lot more upside on interest rates than the mere 70 basis points on the T-bill and 55 basis points on the 10-year that separates today's market from CBO's forward averages for the next 10 years.

In that event, the chart below----which is based on the current CBO interest rate assumptions and already shows Uncle Sam's interest expense soaring---would go absolutely parabolic.

The truth of the matter is that interest expense on Washington's exploding debt----where annual deficits are hitting $1.1 trillion this year and $2.4 trillion by 2028 under Rosy Scenario economics---could end up far higher than $1 trillion annually.

That would also push Federal spending to upwards of 25% of GDP. And with revenues stuck under 17% of GDP, it doesn't take serious math skills to understand what happens next.

For want of doubt, we address that nightmare in Part 3----that is, what happens when the Imperial City finds itself in a self-fueling fiscal death spiral.

 



