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Who Will Pay?

ative, despite the recent sharp spike
in bond yields.

Who is going to pay for all of the money printing by America’s central bankers and for all of the fiscal stimuli conjured by her politicians?

On the debt front, American federal
debt has now surpassed $28 trillion
(approximately 130% of GDP) even
before the latest infrastructure package. To put these mind-boggling
numbers into context, that’s about
$85,000 of federal debt per American citizen. Not all citizens pay taxes
though. Per taxpayer, the federal debt
is about $224,000 each.1

Before submitting a possible answer,
let us first ask: Who is able to directly
stimulate? The answer is, of course, the
politicians. Who is willing to stimulate? Why, it’s the same people. Where
will the stimulus flow then?

On the monetary policy front, the US
Federal Reserve is printing $120 billion per month for its bond buying
programme. Over the past year, the
Fed has added $3.5 trillion to its balance sheet, an 85% increase!

If the Fed is the marginal buyer of
bonds, and if it's willing to buy unlimited quantities, then American
politicians can spend unlimited
amounts of money. How is this sane?

Politicians want to be popular and be
considered attuned to the times. The
current economic fad is for Modern
Monetary Theory which stipulates that
governments should borrow and spend
money freely because deficits don’t
matter. For America, this gives plenty
of scope for universal health care, a
Universal Basic Income, a Green New
Deal, and just about everything else
politicians fancy.

Even if the fiscal stimulus successfully generates growth and increases
inflation, the Fed has made it clear
they will keep printing money no
matter what the inflation data shows
(“let it run hot”). In response, investors have begun shunning US government bonds because the real (i.e.
after-inflation) yield on bonds is neg-

“The object of life is not to be on the same
side of the majority, but to escape finding
oneself in the ranks of the insane.”
Marcus Aurelius, Meditations

Yet the government is going to have
to sell a lot of bonds to fund their
fiscal programme. Either interest
rates will have to rise to entice investors to buy bonds or the Fed will
have to print substantial amounts of
new money to buy them instead.

The Fed’s monetary policy may keep
a lid on interest rates but it will only
accelerate depreciation in the value
of the dollar and elevate inflation
expectations. More deficit spending
also fans the flames of inflationary
expectations.
There are those who believe the Fed
has the power to contain resurgent
inflation but, if you remember your
economic history, recall how diffi-

The Democrats just passed $1.9 trillion
spending bill a few weeks ago and the
Biden administration is currently advancing a $2.3 trillion infrastructure
package. If approved, that’s $4.2 trillion of fiscal stimulus in just three
months! Some Democrats are even
mulling a $10 trillion programme to
fight climate change.
Granted, productive investments build
economic growth and help everyone
prosper. But how much of this politically-directed stimulus will actually go
towards productive investments?
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cult it is for central bankers to assert
dominance over inflation psychology
once it emerges.
Most would suggest that the taxpayer
is on the hook for all of this debt, and
indeed they are. But taxpayers fund
less and less of the federal budget so
politicians must borrow to supplement
tax revenues in order to cover the bills.
(See chart on previous page)
The Fed’s bond buying programme is
possible because it can suppress interest rates. The purpose of low interest
rates is to drive economic activity, to
minimise the government’s interest
expense and to generate inflation. Inflation shrinks the real cost of the debt.
Thus it is Treasury bond investors who
will pay through the lost purchasing
power of their investments.
An additional outcome of this policy is
that it boosts financial asset prices. Aggressive monetary policies funding
immense fiscal spending will only widen the wealth gap, as it has already
done over the past dozen years.
Compared to the middle-class or the
poor, the wealthy tend to consume only
a small percentage of their wealth.
Low interest rates and rising asset prices benefit them enormously. The top
1% of the wealthiest Americans own
50% of stocks and the top 10% take the
lion’s share of investment returns. Trillions for the haves; crumbs for the
have-nots. (See chart this page)
The have-nots frequently spend their

entire paycheques on consumption, so
inflation is a real concern for them.
Even when it is low, inflation reduces
the purchasing power of their earnings.
The poor receive little to no benefit
from rising asset prices (if they even
have investments) but they will pay for
the inflation the Fed creates.
The US government is going to need a
lot of money to finance all this spending so taxes will have to rise. Corporate tax hikes are a given, with some
politicians advocating a global minimum rate. America’s wealthy pay the
majority of tax revenues – but the same
politicians favour greater redistribution. The chance of a wealth tax bill
passing over the next few years is not
insignificant. Such a tax policy would
mean the United States is no longer
hospitable to capital or to investors,
further exacerbating societal discord.
A combination of high taxes, rising
inflation, and hostility towards capitalism would compel many corporations
and wealthy investors to shift their
businesses and their capital to more
hospitable jurisdictions. With fewer
businesses and fewer wealthy paying
taxes, the burden will increasingly fall
to the middle class who, as always, is
left to pay the tab.
If rising wealth inequality and social
friction are not worthy of consideration, there is another problem with the
current policies. People are increasingly looking for ways to protect their
wealth and that means divesting them-

selves of US dollars.
Fiat money, including the dollar, are
worthless pieces of paper. Their value
derives from individuals’ trust in the
ability for the currency to retain its
value over time. Recent trends are
clear signals that some people believe
the dollar’s value is at risk.2
Examples of this abound - with the
rush into property, into cryptocurrencies, into art, into “Non-Fungible Tokens” and into other speculative assets. Recently, a piece of NFT digital
art by “Beeple” sold for $69.3 million. People would rather own something else, anything else, than dollars.
Don’t expect the US government to
sit idly by while its citizens divest
themselves of the dollar either. There
is a real possibility of prohibitions
against holding non-dollar assets such
as gold or cryptocurrencies.
Lastly, with America distracted by
social division at home and weighed
down by excessive debt, it will have
less room to manoeuvre in the event
of a major geopolitical crisis. America’s allies could pay dearly.
If America’s politicians and central
bankers get everything right, these
imbalances might be corrected with
the current policies. If they get it
wrong, the imbalances will be corrected by inflation, default, depression or
worse. Almost everyone will pay.
A better question is who won’t pay?
Sources:
1.

US Debt Clock, usdebtclock.org, March
2021

2.

Michael Lebowitz, “Willful Blindness,
Societal Rift & the Death of the Dollar”,
Real Investment Advice, 24 March 2021

3.

Chart page one, Michael Lebowitz,
“Willful Blindness, Societal Rift & the
Death of the Dollar”, Real Investment
Advice, 24 March 2021

4.

Chart page two, Sven Henrich, “A Year
of Fear”, Northman Trader, 23 March
2021

The information contained herein has been prepared from sources believed reliable but is not guaranteed by us as to its timeliness or accuracy. The views expressed in this commentary reflect those of TFP Investment Counsel Corp (TFP IC) as of the date of this commentary. These views are subject to change at any time and TFP IC disclaims any
responsibility to update such views. These views may not be relied upon for investment decisions and should not be considered a recommendation by TFP IC to purchase or sell
any security. This data is intended solely for our clients, is for information purposes only, and may not be publicly disclosed or distributed without our prior written consent.

