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Here's the real skunk in the woodpile regarding Trump's government shutdown and phony Border War. This morning Zillow put out a report showing that the 800,000 Federal employees not getting their paychecks owe $438 million per month in mortgage payments ($249 million) and rental payments ($189 million).

This has all the talking heads and MSM anti-Trumpers clucking about the cruelty of it all. But what the Zillow numbers actually show is the fragility of the debt and bubble-fueled faux prosperity that the Donald endlessly brags about, the Fed takes credit for and Wall Street foolishly assumes is stable and everlasting.

After all, currently the average Federal salary (excluding benefits) is $85,000 per year, which computes to $7,000 per month. That is to say, the 800,000 shutdown impacted bureaucrats ordinarily earn paychecks aggregating to $5.6 billion per month----a figure nearly 13X larger than the Zillow's purported scary number of the day.

Stated differently, the indicated mortgage/rent burden amounts to only 7.8% of gross pay for these aristocrats of the labor force---a figure far lower than the 20% or so US average. So you might say, enough crocodile tears from the liberal media, already!

Yes, average Federal pay varies from 
· $116,000 for DC residents to 
· $102,000 in the Virginia suburbs to 
· $90,000 in Connecticut, 
· $85,000 in California, 
· $81,000 in Texas, 
· $77,000 in Oklahoma and 
· $66,000 in South Dakota. 
But then again, housing prices and therefore monthly mortgage and rental payments are proportionately lower in the later jurisdictions as well.

More importantly, even the Federal employees in the lower wage states earn amounts that tower over the national averages. For instance, the latest IRS data (for 2016) show that 43.7 million income tax filers (out of 150.3 million total) had gross income of less than $20,000.

That's right. Nearly 30% of US tax filers earned just 24% (or less) of the average Federal salary. In fact, this bottom third of taxpayers averaged just $10,000 of gross income during 2016---meaning that the average Federal salary is actually 8.5X higher.

Likewise, 89.2 million filers (59% of the total) had gross incomes of under $50,000---or still far below the Federal average salary. And 109.4 million (73%) had gross incomes under $75,000, which is also below the average Federal salary in all except a few of the rural states.

For instance, the average Federal salary in Texas of $77,000 is higher than nearly three-fourths of all income tax filers in the USA.

So, yes, these furloughed Feds are the aristocrats of the labor force, meaning that all the current arm-waving about their plight is more than a bit ridiculous. That's especially true with respect to the 400,000 who are exempted from the furlough and still reporting for work on grounds of national security or life and property, and who will get their back pay as soon as the impasse is resolved.

Nevertheless, our point is somewhat different, if not exactly sympathetic to the bureaucrats. To wit, we don't think it is Fake News when CNN and others parade tearful Federal employees who claim an inability to make their mortgage or rental payments----even though only a single biweekly pay period has been actually missed so far.

The real issue here is not the relative justice of the matter, but that the average monthly mortgage or rental cost in the Zillow figures is just $6o4---while the average Federal employee earns $7,000 per month.

Yet there are apparently tens of thousands of these bureaucrats who don't have enough cash savings to come up with the 600 bucks to pay the bank or the landlord.

That's pathetic but also is not surprising. It is generally estimated that 50% of US households have virtually no savings and live from paycheck-to-paycheck or on monthly dispensations from Uncle Sam, as the case may be.

So the question recurs. If half of households have no rainy day funds, 50% of tax filers earn under $40,000 per year and even many of the labor aristocrats have no financial cushion, how in the world can the US economy be described as strong----to say nothing of going "gangbusters" as the sell-side pitchmen on bubblevision are wont to say?

And that question applies equally and most especially to the monetary central planners at the Fed, most of whom are suffering crinkled arms from too much patting their own backs.

As shown by Wolf Richter's Fed Hawk-o-meter below, the Fed minutes from the last seven meetings used the word strong, stronger and strongly between 24 and 32 times per meeting----a sentiment that Helicopter Jay reiterated, well, "strongly" again today.

In a word, both Wall Street and Washington are caught up in a fantasy. Namely, the delusional belief that the American economy is strong because the Fed-juiced stock market says so and the top 10-20% of household have sufficient paper wealth to spend up a storm.[image: image1.png]Fed Hawk-o-meter
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Needless to say, the Great Disrupter has bought into this fantasy hook, line and sinker, as well. And that is apparently why he charges ahead so recklessly with his Border War and China Trade War at the very time his unfolding Fiscal Debauch is fixing to blow the entire bubble sky-high.

And we do mean sky-high. We are at month 115 of an increasingly feeble expansion----barely four months from the all time record expansion of the 1990s, which occurred under far more propitious circumstances.

Yet on January 9, Uncle Sam's net debt outstanding stood at $21.581 trillion compared to $20.283 trillion just one year ago on January 9, 2018.

That's right. At what is the 11th hour point in the business cycle---when even Keynesians of yore counseled fiscal restraint or even budgetary surpluses---Trump's government borrowed the staggering sum of $1.3 trillion in the year just ended. That's 6.3% of GDP at the very ass-backwards end of the economic cycle.
And its getting drastically worse from there. We cited yesterday the lack of a supply side miracle in FY 2019 Q1 receipts, which were flat with last year---the big tax cut stimulus to the contrary notwithstanding.

But even that got help from some quirks which have nothing to do with the US economy. Thus, excise taxes were up $9 billion on a year/year basis because last year's one-time holiday on the tax on health insurance providers expired and another $8 billion gain in tariff receipts happened because the Donald had not yet launched his trade war in the final quarter of CY 2017.

But aside from those distortions the record is clear. Regular tax collections are plunging.
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So we stand on the precipice of the next recession with revenues down by 2% from last year, while according to CBO's now obsolete forecast of last June, FY 2019 spending will rise by 8% or $330 billion. In fact, the spendthrift GOP Congress and Trump White House has actually added billions more since CBOs last update.

And that get's us back to the current economic fantasy and the furloughed Federal employees who seemingly can't come up with $600 to pay the rent. What this means is that when the economy finally rolls over into the next inexorable recession, the following conditions will pertain:

· fiscal stimulus will be out of the question because a recession swollen deficit will already exceed $2 trillion and 10% of GDP;

· the Fed dithered, ducked and deferred on monetary normalization for 10 years, leaving it essentially out of dry powder; and

· 80% of US households will still be up to their necks in debt and with virtually no cash reserves to tide over the inevitable lay-offs and pay cuts which come with recessionary conditions.

As Sven Henrich of the Northman Trader noted this AM,

Because the ugly truth is staring us in the face. It requires ever higher asset prices to keep economy growth going as it’s all tied together. Let’s face it. Half of Americans have no savings worth speaking of and are living paycheck to paycheck with no stock investments. 10% of Americans generally speaking own all the assets and 85% of the stock market and so much of consumer spending is driven by those making gains in stock market gains or housing gains as otherwise it’s all debt driven. Credit cards, loans, you name it. Real wage growth has been lagging for a very long time.
He's right on all fronts, of course, but especially with respect to the "very long time" aspect.

The point is, there is such a recency bias in the Wall Street/Washington narrative about the US economy and financial markets that the rot infesting America's economic foundation is almost completely invisible. The revilers on both ends of the Acela Corridor obsess so much on the in-coming monthly data, and context free year-over- year deltas that they simple don't see the long-term drift into an unsustainable Debtberg in both the public and private sectors.

But assuming that present conditions represent the current cycle peak 11 years after the pre-crisis peak in Q4 2007, note what has happened to household debt balances during the so-called recovery. By every indication during the dark hours of 2008-2009 US households were way over-leveraged, meaning that "recovery" should have brought up a substantial reduction in debt levels.

It did not. Household debt now stands at $15.6 trillion, which is actually up by $1.4 trillion from Q4 2007 levels.

And that isn't the half of it. Back then household debt had exploded from $2.8 trillion when Greenspan launched the era of Bubble Finance in the fall of 1987 to $14.2 trillion in October 2007. That means the household leverage ratio had risen from 122% of wage and salary income to 222% at the pre-crisis peak.

Even then, the full extent of the drift into household debt dependency is not fully apparent. Back in 1979, the household debt to wage and salary income ratio was 97%, and the historic norm of pre-August 1971 was actually just 85%.

Perhaps it could be argued that on the eve of Nixon's dastardly deed at Camp David in August 1971 that America's households were drastically under-leveraged and completely benighted as to the elixir of living high on a debt-larded hog.

But we'll take the unders
 on that and address the reasons in Part 3. But suffice it here to say that since 1971, household debt has risen by 31.2X while household wage and salary income is up by only 15.1X.

As economist Herb Stein famously quipped, any trend which is unsustainable tends to stop.

And the candidate for that is pictured below, as we shall further amplify in Part 3.
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