
Tunabudget LLC

––––––––
[image: ]


[image: ]

Copyright Notice © 2026

Printed and Published in the United States of America

All Rights Reserved

No part of this book, THE DEBT CRISIS PROBLEM: HIGH INTEREST RATES - Why the End of Cheap Money Exposes Systemic Fragility, and Triggers the Reckoning Debt Can No Longer Delay, may be reproduced by any mechanical, photographic, or electronic process, or in the form of a phonographic recording; nor may it be stored in a retrieval system, transmitted, or otherwise copied for public or private use – other than for “fair use” as brief quotations embodied in articles and reviews – without prior written permission of the publisher. The author of this book does not dispense medical or financial advice or prescribe the use of any techniques as a form of treatment for health or legal matters without the advice of a doctor or lawyer, either directly or indirectly. The intent of the author is only to offer information and an opinion of a general nature to help you become empowered to create a more-healthy life, and your own debt repayment solutions. In the event you use any of the information in this book for yourself or in your business, the author and the publisher assume no responsibility for your actions.

Disclaimer - The views and opinions expressed by Tunabudget LLC (tunabudget.com) or its author(s) and contributor(s) are solely those of the original author(s) and other contributor(s). Their views and opinions do not necessarily represent those of any other person or legal entity, and/or any other contributor. All data and information provided in this or any other tunabudget.com publication are for informational purposes only. Tunabudget.com and its beneficial owner(s) make no representations as to accuracy, completeness, current-ness, suitability, or validity of any information in this or any of its other publications, and will not be liable for any errors, omissions, or delays in this information, or any losses, injuries, or damages arising from its display or use. All information is provided on an as-is basis, and is expressly not to be used as legal or medical advice in any way shape or form. This publication, including any postings to tunabudget.com are solely the originating author’s personal opinions, and do not represent the positions, strategies, or opinions of any other person or organization.

Disclosure: This eBook was created with the assistance of artificial intelligence (AI). While the content was significantly generated and refined with AI, it has been guided and curated by the author to ensure accuracy, relevance, and quality.

Table of Contents

THE DEBT CRISIS PROBLEM: HIGH INTEREST RATES

PART I – How Artificially Low Rates Set the Trap


Chapter 1 – Why Interest Rates Were Held Too Low for Too Long

Chapter 2 – The Illusion of Stability in a Zero-Rate World

Chapter 3 – Central Bank Independence vs. Political Reality

Chapter 4 – Rate Suppression and the Destruction of Market Discipline


PART II – How High Interest Rates Break a Debt-Dependent System


Chapter 5 – High Interest Rates Expose What Cheap Money Hid

Chapter 6 – Refinancing Risk and the Collapse of the “Evergreen Debt” Assumption

Chapter 7 – Asset Deflation, Collateral Damage, and the Credit Contraction Spiral

Chapter 8 – High Interest Rates, Sovereign Finance, and the Disappearance of Policy Space

Chapter 9 – High Interest Rates and the Collapse of Borrower Viability

Chapter 10 – Financial System Stress and the Illusion of Containment


PART III – Impact Analysis: Base Case and Downside Case


Chapter 11 – High Interest Rates as a Debt-Crisis Catalyst



	[image: ]
	 	[image: ]


[image: ]

THE DEBT CRISIS PROBLEM: HIGH INTEREST RATES

[image: ]


	[image: ]
	 	[image: ]


[image: ]

PART I – How Artificially Low Rates Set the Trap

[image: ]


	[image: ]
	 	[image: ]


[image: ]

Chapter 1 – Why Interest Rates Were Held Too Low for Too Long
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Interest rates were not held near zero for more than a decade because the economy required continuous emergency support. They were held there because the modern economic system became structurally dependent on cheap money to function without exposing its weaknesses.

Following the 2008 financial crisis, aggressive rate cuts were appropriate as a short-term stabilization tool. Credit markets froze, major institutions faced insolvency, unemployment surged, and confidence collapsed. Lowering rates bought time. The stated objective was straightforward: stabilize the system, repair balance sheets, restore productive growth, and then normalize policy.

Normalization never occurred.

From December 2008 through the mid-2010s, the federal funds rate remained pinned near zero. Even after modest increases, rates peaked at roughly 2 percent in 2019 – still historically abnormal – before collapsing back to zero during the COVID panic. In effect, crisis-level interest rates governed the US economy for nearly fifteen consecutive years.

Emergency policy became permanent structure.

The justification quietly shifted. Low rates were no longer framed as a bridge to recovery. They became necessary to sustain employment, stabilize housing, support equity markets, prevent asset deflation, and – most critically – keep the growing public debt affordable. Monetary policy evolved from corrective medicine into life support.

Reasonable people should ask:

	If zero rates were required for fifteen years, what exactly was healed?


The answer is nothing structural.

Households did not become less leveraged. They became more leveraged. Cheap credit substituted for wage growth. Mortgage sizes expanded faster than incomes. Adjustable-rate risk was downplayed. Loan terms stretched from 30 to 40 years in practice through refinancing and resets. Credit cards shifted from short-term liquidity tools into permanent balance-sheet fixtures. Savings rates fell. Emergency buffers thinned. Financial resilience was traded for short-term comfort.

Corporations followed the same path. Balance sheets were not fortified; they were optimized for a low-rate environment. Debt replaced equity because borrowing was cheaper than retaining earnings. Share buybacks and dividend recapitalizations outperformed capital investment. Productivity growth lagged financial returns. Firms that should have restructured or failed instead survived through repeated refinancing. The economy accumulated “rate-dependent” enterprises whose viability existed only under suppressed borrowing costs.

Governments leaned into the distortion most aggressively.

Deficits expanded during economic expansions, not contractions. Fiscal discipline eroded because interest expense remained artificially low. Debt accumulation appeared painless because servicing costs were deferred. Policymakers treated low rates as a permanent entitlement rather than a temporary condition. Budget choices were made on the assumption that financing would always be cheap and abundant.

Janet Yellen warned in early 2020 that chronically low interest rates were a symptom of deeper global dysfunction – weak growth, excess leverage, risk mispricing, and vanishing policy ammunition. She was correct. But acting earlier would have forced immediate pain across housing markets, banking systems, pension funds, equity valuations, and public finance. That pain was politically unacceptable.

So, it was deferred.

The longer rates stayed low, the more dangerous normalization became. Asset prices adjusted upward to reflect discounted cash flows that assumed permanent cheap capital. Debt loads expanded under the assumption that refinancing would always be available. Business models hardened around low interest expense. Public budgets incorporated minimal debt-service assumptions as baseline reality.

By the late 2010s, even modest rate increases threatened systemic stress.

That is the defining failure.

Monetary policy did not lose control suddenly. It surrendered control gradually by avoiding discomfort. Each year of delay increased the scale of disruption required to restore balance. Each refinancing cycle deepened dependence. Each asset bubble raised the political cost of correction.

Eventually, the central bank reached a point where raising rates risked triggering the very crisis it had spent years suppressing.

At that point, monetary policy lost freedom.

It became captive to the consequences of its own delay.

Artificially low rates did not eliminate risk.

They concentrated it.

And concentration guaranteed that when adjustment finally arrived, it would not be orderly.

It would be abrupt, destabilizing, and system-wide.
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Chapter 2 – The Illusion of Stability in a Zero-Rate World
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Zero-interest-rate policy created the illusion of stability by suppressing the price of risk itself.

Interest rates exist to perform critical economic functions: reward saving, price time, discipline borrowing, and allocate capital toward productive uses. When rates are forced toward zero, those signals collapse. Risk is mispriced. Capital allocation distorts. Time preference erodes. Leverage becomes rational behavior rather than recklessness.

In a zero-rate world, nearly any project appears viable. Weak firms refinance instead of restructuring. Overleveraged borrowers roll obligations forward indefinitely. Governments borrow continuously without visible constraint. Losses are postponed rather than resolved.

Markets appear calm – not because risk disappears, but because it is anesthetized.

Asset prices surged throughout the low-rate era. Housing values inflated far beyond income growth. Equity valuations expanded to levels historically justified only by extraordinary productivity – productivity that never arrived. Commercial real estate capitalization rates compressed to levels that assumed permanent rent growth and negligible financing risk. Bond prices soared as yields collapsed, rewarding duration risk while punishing prudence.

These gains were not driven by fundamentals.

They were driven by discount-rate mathematics.

Lower discount rates mechanically inflate asset values even when underlying cash flows stagnate. A future dollar discounted at 2 percent appears dramatically more valuable than one discounted at 6 percent. This mathematical effect boosted prices across asset classes without improving their real economic contribution. What looked like wealth creation was, in many cases, valuation expansion divorced from productivity.

This accounting illusion masqueraded as prosperity while economic resilience quietly eroded. Wealth appeared to grow without corresponding increases in output, efficiency, or adaptability. Balance sheets expanded, but buffers did not. Risk was not eliminated; it was embedded.

Reasonable people should ask:

	If asset values rise while productivity stagnates, where did the wealth come from?


It came from leverage and duration risk.

Households borrowed faster than wages grew. Mortgage sizes expanded as monthly payments were optimized rather than principal reduced. Adjustable-rate exposure was ignored. Corporations leveraged balance sheets to amplify returns, prioritizing financial engineering over innovation. Governments financed consumption and transfers rather than long-term productive investment. Pension funds and insurers extended duration and took on credit and equity risk simply to meet actuarial assumptions rendered impossible by suppressed yields.

The entire system adjusted around the belief that cheap capital was permanent.

Zero-rate policy also destroyed market discipline. Failure is not a flaw of capitalism – it is its corrective mechanism. When failure is suppressed, inefficiency becomes permanent. Firms that should have exited remained alive. Capital remained trapped in low-return uses. Labor mobility declined. Productivity growth slowed year after year.

Zombie firms multiplied – not because they were innovative, but because refinancing was easier than reform. Banks rolled loans rather than recognize losses. Investors chased yield rather than assess risk. Regulators tolerated fragility because nothing appeared broken.

But absence of crisis is not evidence of health.

It is often evidence of deferred reckoning.

Zero-rate policy encouraged behaviors that only function under zero-rate conditions. Once rates rise, those behaviors reverse violently. Asset prices reprice downward. Debt service overwhelms cash flow. Refinancing assumptions fail. Liquidity evaporates.

The illusion of stability persists only as long as suppression continues.

Systems built on suppression are fragile by design. They lack redundancy. They lack margin. They lack adaptability. When conditions change, adjustment is abrupt rather than gradual.

Zero rates did not stabilize the economy.

They hollowed it out.

They replaced resilience with dependence, discipline with delay, and growth with leverage. And by anesthetizing risk for so long, they ensured that when sensation finally returned, the pain would be widespread, sudden, and unavoidable.
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Chapter 3 – Central Bank Independence vs. Political Reality
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Central banks claim independence.

Their behavior reveals constraint.

In theory, monetary policy operates free from political influence. In practice, it is tightly bound to fiscal behavior, asset markets, and public tolerance for pain. Raising interest rates imposes immediate, visible costs. Keeping them low defers those costs. Over time, deferral hardens into doctrine, and doctrine masquerades as prudence.

Federal Reserve officials have repeatedly acknowledged – often in hindsight – that interest rates were held too low for too long. Yet those acknowledgments almost always arrive after excesses are entrenched, not when restraint would have been preventative. Warnings are issued once risks are unavoidable, not when they are still manageable.

Reasonable people should ask:

	Why are warnings loudest only after risks are locked in?


Because acting earlier would have forced confrontation with powerful beneficiaries.

Low interest rates benefited governments by suppressing interest expense and masking fiscal deterioration. They benefited markets by inflating asset prices and rewarding leverage. They benefited borrowers by postponing discipline and encouraging refinancing over repayment. They benefited politicians by sustaining growth illusions without requiring unpopular tradeoffs.

Raising rates earlier would have exposed unsustainable deficits, excessive leverage, pension underfunding, housing overvaluation, and fragile banking balance sheets all at once. That exposure would have produced volatility, losses, and political backlash. It would have required accountability.

Those confrontations were avoided.

Instead, the Federal Reserve expanded its balance sheet, purchased trillions of dollars in government securities, and intervened repeatedly whenever markets showed stress. Each intervention was framed as temporary. Each became precedent. Over time, the line between monetary policy and fiscal financing blurred beyond recognition.













d2d_images/chapter_title_above.png





d2d_images/chapter_title_corner_decoration_left.png





d2d_images/cover.jpg
THE DEBT CRISIS PROBLEM SERIES

HIGH
INTEREST RATES

Why the End of Cheap Money Exposes
Systemic Fragility, and Triggers
the Reckoning Debt Can No Longer Delay

JERRY STAKER





d2d_images/chapter_title_corner_decoration_right.png





d2d_images/image000.png
TUNABUDGET





d2d_images/chapter_title_below.png





d2d_images/scene_break.png





