
[image: The Greatest Ponzi Scheme on Earth: How the US Can Avoid Economic Collapse, by Leslie A. Rubin and Daniel J. Mitchell. Foreword by Hon. David M. Walker, Former US Comptroller General]



Praise for The Greatest Ponzi Scheme on Earth


“Packed with evidence about the benefits of spending restraint and pro-growth tax policy.”

—LARRY KUDLOW, Former Director of the National Economic Council under President Donald Trump

“Great real-world examples of how nations can prosper…but also tragic examples of how tax-and-spend policies lead to economic decline.”

—ART LAFFER, Former member of President Ronald Reagan’s Economic Policy Advisory Board, Creator of the Laffer Curve

“Wake up, America! As Rubin and Mitchell demonstrate, bad fiscal policy is stymying economic growth and putting us perilously close to economic calamity. Fortunately, they show how we can get out of this mess!”

—JIM MILLER, Former Director of the Office of Management and Budget under President Ronald Reagan

“The authors not only lucidly lay out the increasingly critical state of Washington’s finances, but they also offer up exciting, pro-growth, politically appealing policies to crush this crisis. We ignore this ever-so-timely book at our peril.”

—STEVE FORBES, Editor-in-Chief of Forbes magazine

“The Greatest Ponzi Scheme on Earth is the best single book on the coming fiscal disaster yet written. The authors are driven by data rather than emotion. They detail how the US and most other major countries have ended up on an unsustainable spending binge. But they also give us a ray of hope by presenting corrective actions that may be politically doable before we go over the cliff.”

—RICHARD RAHN, Former Chief Economist of the U.S. Chamber of Commerce

“Everyone knows that the mountain of debt spending in Washington will collapse as any Ponzi scheme always does. When it does, the collapse will cause financial havoc, and everyone will get flattened. When Bernie Madoff ran his scheme, we put him in jail and threw away the key. After reading this book you will think that is what we should do with the spendaholics in Congress.”

—STEPHEN MOORE, Heritage Foundation economist

“Both parties are spending like there’s no tomorrow. Debts and deficits have continued to grow out of control no matter who is in charge. There’s still time, but if the fiscal problems aren’t fixed soon, we’ll face a fiscal bomb that will destroy the economy and our country for future generations. Rubin and Mitchell explain the problems and solutions in a way that anyone can understand. Every voter should read this book and then send to their representatives to fix this mess now.”

—CHRIS BALL, Ph.D., Istvan Szechenyi Chair in International Economics and Director of the Central European Institute, Quinnipiac University
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Pon·zi scheme

noun

A form of fraud in which belief in the success of a non-existent enterprise is fostered by the payment of quick returns to the first investors from money invested by later investors.

Is the United States’ debt a Ponzi scheme? The federal debt is sold to investors with the promise to pay them back in the future. But, practically speaking, there is no source of income from which to do that. It can only be paid back by borrowing more money from future investors.

Does that make it a Ponzi scheme? You be the judge.






The most significant threat to our national security is our debt.

—ADMIRAL MIKE MULLEN, CHAIRMAN OF THE JOINT CHIEFS OF STAFF, 2010





Authors’ Note

Before we get started, let us tell you a short story. It is a real-life drama about what can happen when an economy goes down a path of ill-conceived economic policy and short-term thinking. It is not pretty, and it is really happening in many countries, all in various stages of decline.


Greece

Greece is a modern European country with roots going back to early civilization.

Imagine being a resident of Greece in 2007. Life seems good. Your nation’s economy has been enjoying strong growth, with annual inflation-adjusted GDP rising by an average of more than 4 percent over the previous ten years. You have a job, the sunshine is warm, and the government provides you with lots of goodies.

But there are some annoying people who don’t want to enjoy life. These Cassandras endlessly complain about government being too big. They whine that the government is spending too much, and that it is irresponsible to finance a big chunk of that spending with debt. They also make wonky arguments about an aging population and excessive levels of dependency.

You dismiss their warnings. After all, some professor during your college years said that government spending is good for the economy. That professor also said that government debt is irrelevant because “it’s just money we owe ourselves.” You pay attention to financial markets, and you can see that investors trust your government. How do you know this? Because they are buying Greek bonds that barely pay more interest than ultrasafe German bonds.

So you can comfortably ignore the Cassandras and their boring arguments about fiscal and demographic trends. Or so you think.

The following year saw the beginnings of what would become a global financial crisis. At first, it didn’t seem too bad. The economy shrank in 2008, but by less than 1 percent. But the situation worsened in 2009.

Skittish investors began to worry that the Greek government was facing multiple problems—too much spending, too much debt, a weak national economy, and a weak global economy. What if the combination of those factors meant that the government could not be trusted to make promised payments on government bonds? Was there a risk of an Argentine-style default, even though everything had looked rosy just two years earlier?

The answer was yes to both questions. Investors started to dump their Greek government bonds. Interest rates spiked because of the perceived risk. Greece had fulfilled Margaret Thatcher’s warning—they ran out of other people’s money.

In 2007, most people in Greece probably thought that they would be immune from fiscal and economic calamity. They were wrong, and they paid a heavy price. What’s tragic is that the horrible consequences could have been avoided with a modest level of spending restraint over the preceding few years.

The rest of the story is very grim. Greece had to get multiple bailouts over the next few years. Its economy suffered a deep depression, and living standards have still not recovered.

Why are we explaining Greece? Why are we being the “annoying people”? Because we want to be the Cassandras, but hopefully with more success. We want to avert a fiscal disaster before it is too late.

The fact is, this awful series of events could happen in the United States. Maybe not next year. Maybe not even next decade. But sooner or later, bad trends and perceived risk become awful reality. The question for the United States is whether our politicians will make the responsible choice that Greek politicians failed to make.



Why Are We Writing This Book?

Most informed US citizens understand that there are problems with the debt and deficit. But few are aware of the magnitude and severity of the problem and what the future will be if we “keep on keeping on.” In response, we are writing this simple, short book to alert, alarm, and move to action the concerned citizens of this country who care about our future.

There have been plenty of past warnings. How many times have we heard that the sky is falling? A book was written about the imminent collapse in 1995.1 In 2010, the chairman of the Joint Chiefs of Staff stated, “The biggest danger to our national security is our national debt.” Well-regarded senator Tom Coburn cowrote The Debt Bomb in 2012. Perhaps most damning, the Department of the Treasury unequivocally states in its published financial statements: “The current fiscal policy is unsustainable.”

A key measure of the problem is the amount of interest-bearing debt and the ratio of that to the total economy, the GDP (Gross Domestic Product).



	 

	Debt

	Ratio




	In 1960 it was

	286 Billion

	54%




	In 1974 it was

	475 Billion

	31% (low point)




	In 1995 it was

	5.0 Trillion

	64%




	In 2008 it was

	10.0 Trillion

	68%




	In 2010 it was

	13.6 Trillion

	90%




	In 2012 it was

	16.1 Trillion

	99%




	In 2020 it was

	27.7 Trillion

	129% (high point)




	In 2022 it was

	30.8 Trillion

	123%





But these numbers merely show existing debt. The Department of the Treasury reports that, as of September 30, 2022, the total debt of the US, including unfunded obligations2 of Social Security and Medicare, was $122 trillion: 490 percent of GDP.

The Congressional Budget Office (CBO) projects federal deficits averaging $2 trillion per year (and interest-bearing debt over $50 trillion) in ten years under current policy and programs—assuming no new programs are implemented. The interest on this debt will come to another $2 trillion per year.

Get the picture yet?



Overview

This book is written for you, the voting public, the folks on Main Street. Our objective is to educate (not indoctrinate) about economic policies that will move this country toward prosperity and growth without taking us over the fiscal cliff.

In section I, “The United States Is Bankrupt,” we explain the financial condition of this country and what is driving our fiscal problems.

In section II, “Real-World Fiscal Lessons,” we illustrate and explain economic successes and failures and the policies that led to those good or bad results. We also analyze some key periods in US economic history to explain what went wrong or right, and why.

In section III, “What the Hell Can We Do about It?,” we suggest some of the key areas that need to be fixed and conceptual ideas as to how to do it.

In section IV, “Common Sense Solutions,” we summarize the key, proven elements of how to grow an economy and improve the standard of living for everyone. We then suggest an approach to moving forward to get the job done.

These lessons matter, and they matter increasingly as the debt grows and the population ages. This is dark stuff, but we hope you will find it interesting and thought-provoking. Most of all, we hope you enjoy it and learn from it, then take action at the voting booth.

Leslie A. Rubin, Founder,

Main Street Economics, Inc.

Main Street Economics is a public service, nonpartisan, nonprofit organization.

Daniel J. Mitchell, President,

Center for Freedom and Prosperity, Inc.

Center for Freedom and Prosperity is a nonprofit organization.


	1 Harry Figgie, Bankruptcy 1995: The Coming Collapse of America and How to Stop It (New York: Little Brown and Company, 1992).

	2 Unfunded obligations are the shortfall of future revenue against planned payments.







Foreword

The Greatest Ponzi Scheme on Earth is intended to be a wake-up call and a call-to-action regarding our nation’s expanding government, huge deficits, and mounting debt burdens. The authors are Les Rubin, a successful entrepreneur who has a talent for writing in clear and plain English, and Dan Mitchell, a respected economist with significant experience in connection with federal fiscal issues.

I agreed to write this foreword because the book’s authors and I share at least three things in common. First, we love our country. Second, we believe that significant fiscal reforms are needed to stem America’s decline and create a better future. Third, we believe that citizen education and engagement is an essential element to achieve the needed reforms.

The sad but simple truth is that America is in decline—but we can turn it around. We are currently flying blind in mountains of debt without a plan to achieve a soft landing. As you will find out in this book, the federal government has grown too big, promised too much, subsidized too many, and has lost control of the budget. Debt burdens are already too high and are rising rapidly. Shockingly, interest is the federal government’s fastest growing expense. And what do we get for interest? Nothing!

Neither major political party has been fiscally responsible in the past two decades, and we have too many career politicians who are focused on their next election rather than the next generation. Stated differently: too many people are living for today rather than trying to take steps to create a better tomorrow for our country, children, grandchildren, and future generations of Americans. Our current fiscal path is irresponsible, unethical, and immoral, and we must change course.

The Greatest Ponzi Scheme on Earth provides a range of facts to demonstrate that we are on an unsustainable fiscal path, which has been acknowledged by every major federal fiscal and monetary agency. While our primary problem is escalating federal spending, some additional revenues will be needed to achieve bipartisan support. Therefore, we must make tough budget control, spending reduction, and revenue enhancement choices to save our future, and we should do so sooner versus later.

These steps coupled with regulatory relief, education reform, immigration reform, and other actions are needed to increase economic growth and individual opportunity, and to maintain our status as the world’s leading superpower.

This book also provides several illustrative solutions that should be considered and some ideas on how best to achieve them. It recognizes that the people are ahead of the politicians. Americans know that tough choices are needed and are willing to accept them if they are part of a comprehensive, goal-based plan that is consistent with principles and values that bring people together rather than divide them apart. My 2012 national fiscal responsibility bus tour, titled the $10 Million a Minute Tour, proved this to be true. Unfortunately, we are in much worse shape now than then.

When thinking about our future, we must learn from the past and others. For example, Rome was a great superpower in the past, but Rome fell for several reasons: fiscal irresponsibility, political incivility, moral decline, overextended military, and the inability to control its borders. Do these sound familiar?

In his farewell address, President George Washington issued four warnings. He advised us to avoid excessive debt, foreign wars, regionalism, and factionalism (e.g., political parties). How are we doing?

On a more positive note, Switzerland was on a declining fiscal path in the 1990s. However, in 2001, 84.7 percent of its citizens voted to adopt a constitutional amendment that limited growth in federal spending and constrained debt levels to reasonable and sustainable levels of the economy. As a result, Switzerland now has among the highest incomes per capita, a strong and stable currency, and the highest debt rating of any major sovereign nation. It is financially strong today and has a sound and sustainable fiscal path for the future. The US needs to adopt an appropriate fiscal responsibility constitutional amendment as well.

We must learn from history and learn from others. After all, no country is exempt from the laws of prudent finance, including the United States.

In the final analysis, if we want to create a better future, the first three words of preamble to the Constitution must come alive: “We the People.” We the people are responsible for who we elect to represent us, and we will suffer the consequences if they fail to act to address this large, known, and growing financial challenge.

Concerned Americans need to become informed regarding the challenges we face and options to address them. The Greatest Ponzi Scheme on Earth will help in that regard. Americans need to pressure their elected representatives to act in a timely and responsible manner. And if they fail to do so, the people need to elect representatives who will. This is a key element to returning to a republic that is truly representative of and responsive to the general public rather than the “wingnuts” in both major parties and the special interests who are concerned about their narrow interests rather than broader public interest.

The three of us are committed to do our part. All that we ask is that you do yours. If you want to do more, check out www.MainStreetEconomics.org.

Hon. David M. Walker

Former Comptroller General of the United States

Alexandria, Virginia




Introduction

America, we have a problem. It is serious, you need to understand it, and we all need to fix it. The US Ship of State is sailing into troubled waters, headed directly for the proverbial iceberg. If you do not understand this reality, then you need to read this book. It will alert and alarm you, and then you will understand why we need to course correct if we are to survive as a nation. We are all guilty of complacency, but the numbers and projections should shake us out of our torpor.

First, we need to understand the problem, then understand that there are logical fixes. Then we must demand that our representatives apply those fixes before it is too late.

But when will the you-know-what hit the fan? When it does, will the United States suffer some sort of fiscal collapse? In short, is America in trouble? We think so. And we think something bad will happen if policy does not change. We don’t know when the crisis will occur. It may be in ten years, it may be in thirty—but it’s coming.

Here are two calculations, easy to understand and extremely disconcerting:


	Since America’s last budget surplus in 2000, federal government spending has increased by an average of 6.1 percent per year while the economy (our GDP) has grown by only 4.3 percent per year.

	According to Congressional Budget Office projections, federal spending over the next thirty years will grow by an average of more than 4.4 percent per year while the economy will grow by less than 3.8 percent per year.



Simply stated, America got in trouble because government grew too fast. And we are headed for more trouble in the future because government is projected to continue growing too fast. Indeed, the most important message in this book is this: good fiscal policy is when government spending grows slower than the private








	
	
	



	
	
	



	
	
	



	
	
	



	
	
	



	
	
	



	
	
	



	



	
	
	



	
	
	



	
	
	



	
	
	



	
	
	



	
	
	








Gaining Control






Who’s Funding This?







Who We Are









	3 Executive Summary to the Fiscal Year 2022 Financial Report of U.S. Government, prepared by the US Department of the Treasury, (Washington, DC, 2022), https://www.fiscal.treasury.gov/reports-statements/financial-report/unsustainable-fiscal-path.html.
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