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Introduction



The ordinary must live in obedience and have no right to transgress the law, because they are, after all, ordinary. While the extraordinary have the right to commit all sorts of crimes and various ways to transgress the law, because in point of fact they are extraordinary.

—Fyodor Dostoevsky, Crime and Punishment, p. 259



It was fall of 2024, and the race for the White House was in full force. Donald Trump vs. Kamala Harris, and with national elections of recent vintage frequently coming down to just a few votes either way, both candidates were feverishly trying to secure them everywhere they could possibly be found.

This rush for votes manifested itself in a number of ways, including with promises of tax cuts. As a front-page story in the Wall Street Journal described it, Trump and Harris were bringing “a whole new meaning to free-market economics,” but not of the noninterventionist kind. Instead, the candidates were said to be “promising voters everything but the kitchen sink” when it came to tax cuts. There would be tax-free overtime pay, no tax on tips, tax-free Social Security income, along with free home healthcare and free newborn expenses.

About all the promises, University of California, Berkeley, economist Alan Auerbach observed rather dyspeptically that “We seem to be having an arms race. It’s emblematic of the complete breakdown of any kind of responsibility about the budget.” 1 Ah yes, the budget. And an allegedly looming crisis related to it.

x
While politicians can be expected to offer all manner of so-called “giveaways” every election cycle, pundits and economists can be expected to pour cold water on the very notion of reducing the federal government’s share of wallet. To economists and the pundits who read economists, “crisis” of a too-much-debt kind always and everywhere awaits due to the “generosity” and prodigality of the political class.

What’s interesting about this viewpoint is that it’s both constant in the fusillade of alarmist commentary sense, but also monolithic. The fear of what awaits us owing to the $36 trillion debt has bipartisan qualities. This is true even during election periods.

Holman Jenkins is the Wall Street Journal’s libertarian-leaning “Business World” columnist, and arguably the most prominent business columnist in the world. Writing in October 2024, a little less than a month before voters went to the polls, Jenkins wrote in sober fashion “that another pending crisis, the fiscal unraveling of U.S. and other Western welfare states, eventually will revive bipartisan interest” in finding new sources of tax revenue.2

On the other side of the ideological spectrum, an editorial in the Washington Post lamented Donald Trump’s “tax and spending proposals” that would allegedly “increase primary deficits.” Getting right to the point, the Post’s editorial board asserted à la Jenkins that “Figuring out how to raise more tax revenue” will be a “central task” for future policymakers given the newspaper’s broad view that “The Nation faces a fiscal reckoning.”3

Left and right, but largely the same views about deficits and debt: that a crisis awaits owing to it. One guesses that the Post’s editorial board would even jump on Jenkins’s longtime support for a carbon tax as a way to raise the tax revenues thought to be necessary to pay off the debt. Supply-siders would of course not agree with the left or right on what’s required to avoid an alleged “fiscal reckoning,” but much like them, supply-siders similarly share their view that deficits xican be solved by raising the amount of dollars the U.S. Treasury takes in.

Bringing the debt and deficit discussion even closer to the present day, with the inauguration of Donald Trump as the United States’ 47th president on January 20, 2025, so began a valiant effort by the world’s richest man, Elon Musk, to substantially reduce the size and cost of the federal government. He called his initiative “DOGE,” or Department of Government Efficiency.

Notable about Musk’s surely aggressive approach to shrinking government was the underlying narrative that informed his efforts. Musk felt he was doing the crucial work of helping the United States avoid a crisis. In his words, “We simply cannot sustain as a country $2 trillion deficits. Just the interest on the national debt now exceeds the Defense Department’s spending. If this continues, the country will become de facto bankrupt.”4

On the subject of deficits and debt, nothing changes. Alarmism, varying solutions born of alarmism, inevitably followed by more deficits and debt. Members of the left think the debt can be solved with more “taxes on the rich” in concert with so-called “entitlement reform,” right- and libertarian-leaning scolds tell us the debt can be fixed with a combination of spending cuts, entitlement reform, and tax increases, while supply-side happy talkers claim the debt can be erased through tax cuts that shower politicians with even more tax revenue. The simplistic solutions raise a delicate question about whether left, right, and supply side have even a faint clue about what they’re arguing.

Which is the point of this book. They’re all wrong. And they’re wrong regardless of whether you the reader think deficits and debt are a big problem, a big yawn, or something in between. Better yet, the various ideologies have no chance of ever solving what is or is not (depending on your view of government) a problem precisely because they don’t understand why there are deficits and debt in the first place. The Deficit Delusion aims to fill in this cavernous hole of xiimisunderstanding, but to do so it’s essential to digress. And travel back in time.
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In February 2011 venture capitalist Bill Gurley and Benchmark Capital paid $12 million to Uber in return for a 20 percent stake in the then largely unknown start-up.5 While in 2025 Uber is one of the few companies in the world that can claim noun, verb, and adjective status, back in 2011 cofounder Travis Kalanick had to accept a term sheet that handed over a sizable portion of the nascent ride-sharing service to Benchmark.

It raises an obvious question that some might view as flippant, and that still others might view as obtuse: why on earth did Uber give so much of itself away in return for so little? More important, why didn’t Uber just borrow $12 million rather than sell so much of its bright future away so cheaply? Uber was and still is transformative in the lives of people the world over. Thanks to the San Francisco–based company, customers can now summon a ride all day and every day to basically anywhere.

As is so often true of entrepreneurs, the advances they lead empower the common man and woman to act like very rich common men and women. Let’s refer to ride-hailing as the twenty-first-century version of the proverbial bell that the well-to-do of old could ring to summon help from the servant, butler, and yes, the driver. What an advance Uber has overseen. From there, consider the possibilities.

In considering them, think about Amazon. Those who became familiar with the “Everything Store” first got to know it as a bookstore in the 1990s. That is, assuming they’d heard of it. It’s so easy to forget how outré Amazon’s conceit once was. Selling books “online”? Easily forgotten too is how very outside the norm online was not terribly long ago.

xiii
As Jimmy Soni wrote in his 2022 book about the creation of PayPal, The Founders, “In the late 1990s, only 10 percent of all online commerce was conducted digitally—the vast majority of transactions still ended with a buyer sending a check by mail.”6 Stop and think about that. It wasn’t terribly long ago that we paid the bills, and for all manner of other things, with the USPS as the carrier of the check used to complete the transaction. Yet Jeff Bezos thought people would buy books in a way they never had before. No checks in the mail required, credit cards on the “internet” required. Call this a heavy lift.

Yet Bezos saw books as just the beginning. If he could convince the buying public to see the genius of book buying on their computers in replacement of the traditional bookstore, think of the myriad other ways that consumers could transfer their shopping habits to the then largely unknown internet. Think indeed. For a long time Amazon was a bit of a joke, or the punchline (“Amazon.org”) for internet companies that were long on wild-eyed hype, but rather short when it came to turning profits.

Amazon is a useful way of considering Uber and its founders handing over 20 percent of the company in return for $12 million. And it helps explain why the founders eagerly exchanged so much equity for a relatively small amount of capital. The answer is that few expected Uber would make it. This includes Benchmark Capital. No doubt Kalanick and his fellow opposite thinkers had designs on applying the ride-hailing notion to all sorts of services not related to rides (the Amazon of transportation), but in 2011 they still had to convince not just those in need of a ride to summon one on an app, but they also had to convince individuals who happened to own cars to turn their mode of transportation into a business. Which requires a pause on the way to answering the question about why Uber exchanged equity for capital rather than debt.

In considering Uber’s seemingly noneconomic choice of equity finance over debt, it’s useful to think about entrepreneurs for a little bit. And in thinking about them, it’s useful to contemplate the various xivuniversity programs in the United States and around the world that offer college majors focused on entrepreneurship.

On its face, what a positive sign. There’s so much criticism of colleges and universities right now, there’s so much in the way of criticism of these institutions of higher learning as hotbeds of anti-capitalist hate,7 yet they offer a great deal of instruction on the matter of entrepreneurialism. Really, what could be more capitalistic than inventing the commercial future as entrepreneurs have done, and continue to do? Universities are instructing their students on how to lead customers to wants that they never knew they had. Or are they?

The question is asked when it’s remembered that in thinking about what entrepreneurs have done and will do, it’s easy to see that “majoring in entrepreneurialism” is a blinding contradiction. There’s quite simply no way to major in entrepreneurialism, period. Write this truth down over and over again.

There’s no way to major in entrepreneurialism simply because the latter isn’t a choice, or a subject, as much as it’s a state of mind. Entrepreneurs don’t choose their lot in life. Seriously, who would choose a commercial path littered with massive skepticism from the best of the best in business, ridicule from the best of the best in business, and then as Uber reminds us, financing from investors who, as evidenced by how much of your business concept they’re demanding in return for money, are almost as skeptical about your chances of success as those showering you with skepticism and ridicule.

No one would choose the entrepreneurial path, simply because the true entrepreneur would find it impossible to not travel “off the beaten track,” in the words of Fyodor Dostoevsky. The Dostoevsky quote that begins this chapter might be read by some as a comment on criminals, but the great nineteenth-century novelist was more realistically thinking about entrepreneurs who “have the gift or talent of speaking a new word in their environment.”8 In other words, they have something new to say, and that they must say. Still, saying what xvyou believe in the face of ridicule is not for the faint of heart, which is why it’s not a choice.

As Whole Foods cofounder John Mackey explained it in his 2024 memoir, The Whole Story, “It’s not that I was trying to be a rebel; it’s just that I couldn’t conform.”9 Exactly. Applying for and securing a traditional job would have been an impossibility for Mackey. Same with starting a traditional grocery store. Mackey thought traditional grocery stores were doing it wrong, hence his desire to open Safer Way against all odds, and eventually Whole Foods.

Mackey observes about himself that “One of my superpowers is my evangelical enthusiasm,”10 but in reality Mackey’s true superpower is his contrarian view of business that he couldn’t help expressing. Ask Mackey to extol the virtues of a typical Kroger or Safeway store, and it’s a very safe bet that Mackey would be quite a bit less than evangelical, and by extension not in the least compelling.

Entrepreneurs quite simply can’t not do, at which point they direct their energies toward concepts that are yet again well outside the norm to “move the world and lead it towards a goal.” Entrepreneurs don’t express a desire to “disrupt”; rather, their contrarian way of looking at how things are done has them passionately in favor of “destruction of the present in the name of the better.”11 It can’t be stressed enough that the disruption isn’t so much a choice or the objective as it is a consequence of a different, frequently very odd, “off the beaten track” state of mind.

Hopefully this helps readers better understand the why behind Uber selling 20 percent of itself for $12 million, as opposed to going into debt with a loan of $12 million. Or perhaps the digression into entrepreneurialism and what instigates it confuses the issue. Really, why would those so evangelical about their business concept exchange equity in return for cash in the first place? How contradictory it is to sell so cheaply what one believes in so deeply. And it’s not just Uber. In 1988, Mackey and his investors sold 34 percent of Whole Foods equity xviin return for $4.5 million,12 while in 1987 VC firm Sequoia Ventures secured 33 percent of Cisco Systems for $2.5 million.13 Why are all these passionate doers willing to give up so much of what they’re passionate about for so little?

Many readers know the answer to this ostensible riddle. Entrepreneurs exchange so much of what they believe in for very little simply because there’s not an interest rate high enough to properly compensate investors for loaning money to entrepreneurial business concepts. As Sebastian Mallaby explained it in his 2022 history of the venture capital industry, The Power Law, most start-ups “fail completely.”14 And since most start-ups fail completely, a loan amounts to handing over cash in return for future income streams that most likely will never materialize. With start-ups, “future” and “income streams” are both extraordinarily unlikely.

Except that there’s more. Consider the assessment of PayPal co-founder and venture capitalist Peter Thiel, an individual who famously exchanged $500,000 for 10.2 percent of Facebook back in 2003.15 Whether he knows it or not, Thiel has a rather Dostoyevskian view of technology entrepreneurs, and long ago he expressed the belief to partners in his VC (Founders Fund) that “We should be more tolerant of founders who seem strange or extreme.” Mallaby’s assessment of how Thiel sees the start-up world is that the best founders are “arrogant, misanthropic, or borderline crazy.”16

Notably, Thiel didn’t just become a venture capitalist in pursuit of the odd. While it’s easy to conclude that someone so close to technology was always aware that oddness and success weren’t enemies (after all, he and Elon Musk built PayPal together!), Thiel and his partners passed on Uber and its cofounder after Kalanick “alienated” them. This led Thiel to conclude that “Maybe we need to give assholes a second and third chance.”17

Bringing it back to debt, even though Thiel himself migrates toward the “strange or extreme,” and not infrequently the “assholes,” xviihe’s well aware that the oddballs he backs with investment will more often than not fail. He noted in his 2014 book Zero to One: Notes on Startups, or How To Build the Future, that “most venture-backed companies don’t IPO or get acquired; most fail, usually soon after they start.” Here, again, is the debt problem.

The very notion of debt in relation to entrepreneurs is an utter nonstarter. Debt is trust. When someone lends you money, there’s an obvious expectation that the money be paid back. That’s hardly an insight. The interest rate charged for the money loaned is the profit. As has been discussed, lenders don’t have equity, hence the need for the loan to be paid back.

With start-ups, what’s expected to die very quickly has very low odds of paying back funds borrowed. The previous truth requires a repeat of what was stated earlier: there’s no interest rate high enough to compensate investors who would loan money to start-ups. Simple stuff. Which is a long way of answering the Uber riddle. No doubt Kalanick was confident that Uber would achieve great things, no doubt Kalanick was evangelical about Uber’s prospects, but all entrepreneurs are evangelical, borderline crazy, occasionally sociopathic, and all sorts of other pejoratives. If they weren’t, they wouldn’t be entrepreneurs.

Uber exchanged 20 percent of its equity for $12 million simply because debt wasn’t an option. Not even close. Silicon Valley is brimming with entrepreneurs with powerful visions of a future that in no way resemble the present. And because they believe as they do, most often they’ll fail in pursuit of their opposite vision of how things should be. Change is hard.

Which leads to a seemingly obvious question. While readers might be able to accept the unwillingness of investors to lend money to entrepreneurs who much more often than not will fail completely very quickly, why would they back them at all? If there’s no interest rate high enough to compensate a lender willing to back an entrepreneur, why would there be finance of any kind for the oddballs?

xviii
Venture capitalist legend Vinod Khosla provides the answer to the above question, or at least part of it. He observes that “Most people think improbable ideas are unimportant,” which is why true entrepreneurs are such a rare breed. They’re the “unreasonable” men and women who look at how things are—and that are making “most people” very happy—with haughty disdain. Which is why Khosla adds on to his comment about “improbable ideas” with the further assertion that “the only thing that’s important is something that’s improbable.” What delights Khosla is when the “creatively maladjusted” bring him ideas that he deems impossible.18

“Impossible” is the answer to so many questions about oddball entrepreneurs. No doubt investments in the maladjusted and those “borderline crazy” or arrogant enough to think they can steer people away from the products and services they’re rather satisfied with most often result in quick failure, but much less than very occasionally they succeed. And when they do, the payouts can be enormous.

Explained more simply, the business model of venture capitalists is to invest in businesses that will most likely fail. That is so because the proverbial singles or doubles when it comes to investing will in no way pay for copious failure in the space. Venture capitalists must back the impossible simply because when investments in the “impossible” actually succeed, the surprise is so great that the investment returns more than make up for all the failures they back.

Of course, the rare successes from impossible investments explain yet again why debt for start-ups is a nonstarter. Imagine risking millions with a loan to a company that’s most likely to go under, only for that company to become a grand success. Imagine then only getting the money loaned in return for all the risk taken. No thanks. Such a loan would be incredibly exploitative, of the lender. With venture capital it’s equity finance only. If it were debt, there quite simply would be no venture capital. The losses would far outpace the gains, and it wouldn’t even be close.

xix
Which brings us back to Uber. While Benchmark Capital’s exchange of $12 million in return for 20 percent of Uber signaled a contradictory belief in the company’s potential in concert with its likely failure, Uber, as most readers well know, succeeded. Big-time. By 2012 and 2013 it was already a verb and very much a “Unicorn.” Unicorns are, like the eponymous creature, nearly mythical themselves because billion-dollar valuation start-ups are so rare. Again, if they weren’t “unicorns,” then they wouldn’t be entrepreneurial ventures.

Uber had succeeded against all odds, and its valuation was zooming upward. In 2019 Uber IPO’d, or went public, and as of the writing of this book, it can lay claim to a market capitalization of $157 billion. Readers with a simple calculator can do the math on the returns achieved by Benchmark. A $12 million capital commitment would today be worth nearly $30 billion if Benchmark had held on to all its shares. It didn’t, but that’s not the point.

The point is that as evidenced by Uber’s private valuation ($60 million) in 2011 relative to today, investors not only didn’t expect Uber to make it, but they also hadn’t much of a clue of how valuable Uber could eventually be. Markets are a look into the future, and if investors could have reasonably expected a $157 billion valuation in 2024, then it’s no insight to point out that Benchmark couldn’t have purchased its 20 percent stake for $12 million.

Put more bluntly, if it had at all been expected that Uber would become a $157 billion company, then it’s a safe bet that it wouldn’t have sold even one share in return for cash, let alone 20 percent of its shares. Evidence supporting this claim can be found in the fact that the Uber which sold 20 percent of itself for $12 million in 2011 can now lay claim to $11 billion worth of debt on its books.

What a change for the once expected-to-fail ride-hailing service. Formerly only able to sell large chunks of itself in return for cash, Uber can now issue debt. And lots of it.

xx
At this point some readers are telling themselves that they purchased a book titled The Deficit Delusion in expectation of reading something full of graphs, equations, and percentages meant to explain the national debt in the United States. No thanks. Thousands of those books have been written, and tens of thousands more of those books will be written and published.

Without fail, the books on budget deficits, national debt, “Ponzi Schemes,” and “unsustainable debt” will claim that a “debt crisis” of mythic proportions awaits us. It’s an exaggeration for sure, but not much of an exaggeration, that a Rose Bowl or two could be filled with all the politicians, economists, and pundits who’ve predicted in the past, or are predicting now and in the future, a “debt crisis.” Readers can rest assured they’ll find none of that here. And to the extent that “debt crisis” will be mentioned in this book, it will be to mock the alarmists in our midst.

About this book’s occasionally mocking tone, it should in no way be construed as an endorsement of all the federal debt, or an endorsement of government spending more broadly. Quite the opposite, particularly when it comes to government spending. The deeply held view here is that government spending is the most economy-sapping tax on freedom and growth of all, and nothing else comes close.

Okay, but if the book is neither endorsing federal debt nor government spending, where’s the delusion? Isn’t the total federal debt of roughly $36 trillion massive? Doesn’t the previous number ignore just how much the U.S. Treasury owes, and isn’t the combined number gargantuan? The answer to all three questions is yes.

At the same time, this book brings nuance to a subject that has long been accompanied with alarm. Without making a case for federal debt of any kind, The Deficit Delusion asks readers to think differently about what they’ve been hearing ad nauseum for decades.

Instead of just accepting the conventional wisdom about the meaning of the debt and the certain “crisis” that awaits, this book asks xxireaders to consider a view that’s well off the beaten path, as it were, a view that says the $36 trillion owed by the U.S. Treasury is, far from evidence of a looming debt crisis, the surest sign that there isn’t one. And to be clear about what’s just been written, the previous comment should in no way be construed as a veiled comment that Treasury debt is so large that it will never be paid, or that it will be defaulted on. Such a view isn’t serious, and it won’t be talked about here, except for in mocking tones.

At the same time, the notion that the debt is “unsustainable” will similarly be addressed in mocking tones. The surest sign the debt is wholly sustainable and will be easily paid back can paradoxically be found in the size of the debt that has the alarmists so up in arms.

And as indicated earlier, The Deficit Delusion also doesn’t embrace the views expressed by left- or right-wing scolds that the debt can’t be paid off due to its size, and so must be fixed with more revenue, taxes, or both. Such a view is hopelessly backward, as readers will see in this short book.

Readers may also expect the book to bring with it a supply-side happy talker tone about cutting taxes and stimulating economic activity that makes it possible for us to “grow” our way out of the deficits with more federal revenue. No, no such argument will be made here. The happy talkers will be routinely critiqued by a fellow supply-sider.

Which gets us to this book’s true thrust: debt is a logical consequence of soaring revenue. Hence the long discussion of Uber and entrepreneurialism that begins this book. Uber’s ascent from unknown to Unicorn to $157 billion noun, verb, and adjective explains something bigger than entrepreneurial achievement against all odds in the United States. In reality, it sets the stage for a discussion of the reason behind debt, and by extension why the scolds and happy talkers are wholly mangling basic understanding of debt with their delusions related to it.
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