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INTRODUCTION

WHAT COULD DESTROY
America?

One four-letter word: debt.

I didn't intend to write another book on the deficit and debt. I'd already written one.

In 1992, with the national deficit at its highest in U.S. history and our debt rising to a staggering trillion dollars, Harry Figgie and I wrote Bankruptcy1995, warning of the imminent collapse of our country within three years' time if our leaders did not take the immediate steps to correct it. The book became a New York Times best-seller for more than nine months, selling more than 300,000 copies. But a miraculous thing happened. President Clinton and Congress, both Democrats and Republicans alike, heeded (some of) our advice and exercised a certain degree of fiscal restraint. Taxes were raised; spending, while not cut back, at least remained constant; and the economy began to boom. Throughout Clinton's years in office, the deficit was reduced each year, until, in his last two years, the government achieved surpluses. He even began paying down a portion of the debt. Problem solved. 

 
But to my astonishment and consternation, in three short years 
our new President, George W. Bush, and his determined tax cutters, working with a Republican-controlled Congress, have unraveled eight years of fiscal responsibility. Through increased spending on domestic programs, defense, and entitlements, and two historic tax cuts, we are now, in 2004, projected to have the largest single deficit in history. The Bush Administration projects a $521 billion gap between the revenues our government takes in and what it spends. And, as I'll point out later in the book, even this inflated figure is grossly understated. To be sure, President Bush has had to cope with several major crises—the recession of 2001, the terrible tragedy of 9/11, the wars in Afghanistan and Iraq, as well as an ongoing war against terrorism.

Wars are expensive. But never before has an American president attempted to enact a major tax cut (much less two of them) while fighting a costly war. Every wartime President before him has, out of fiscal necessity, raisedtaxes. And George W. Bush has led us through two wars (and an ongoing occupation in Iraq). One can debate the geopolitical necessity of invading Iraq. I don't claim to have any special insights to offer. But on a fiscal level, the cost of the Iraq war in 2003 was a powerful shock to our economy. And the Administration makes no attempt to pay for that cost with offsetting cuts elsewhere—or even to include all the massive costs of the war in the budget. To me, that is irresponsible. 

Our current national debt stands at $7.3 trillion. And it is rising by the minute. Divided per capita, it comes to $24,910 per person. Sooner or later, we have to stop the growth and start paying down our debt. Until that day comes, the interest will continue to eat up more and more of our tax dollars.

Add in consumer debt, which is more than doubling every 10 years, and our debt rises to $31,748 for every man, woman, and child. Tack on our mortgage debt of $7 trillion, and the number jumps to an astonishing $55,634.

Shocking, yes. But even more shocking is that our government lies about the commitments it makes in our names.

The Bush Administration, in collusion with Congress, has obfuscated the actual cost of rebuilding Iraq (perhaps by hundreds of billions of dollars). It hid more than $100 billion of its own estimate of the future cost of the Medicare drug benefits Congress passed in 2003. It “borrows” more than $150 billion a year from the Social Security “trust fund,” magically turns that theft into federal budget revenues, and merrily spends your retirement savings. By the broadest calculation yet, our nation's total future obligation, in current dollars, is at least $44.2 trillion. It is a figure comprehensible only to mathematicians and astronomers, so let me translate: It means each and every American owes $150,829 in long-term tax obligations.

Add our per-capita national debt to our individual consumer debt and mortgage debt, and, as the chart below illustrates, every single American owes $181,553. For a family of four, that's a collective obligation of $726,212.
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Of course, few American families own $726,212 in any form. How, then, will the government raise the trillions it's committed to spend, as well as the trillions more it isn't admitting it will spend? It will borrow. And borrow. And borrow. In so doing, it will pay more and more interest, consuming more and more of our tax dollars.

And one day soon, our government will suddenly run out of cash, unable to meet its payments, leaving the United States as bankrupt as any banana republic. We are far more vulnerable than most Americans realize. Only 23 years ago, in 1981, when interest rates last took off and rose to 20 percent, the total national debt was relatively modest—just over $1 trillion. Now, with a debt of $7.3 trillion, if interest rates were to hit just 18 percent, it would take every nickel collected in income taxes just to pay the interest on our existing debt. There would be no money left for defense, or homeland security, or education, or Social Security.

This scenario is hardly fiction. That the United States of America can literally go broke is no longer a fantasy but a likelihood—unless we stop the train now speeding us to Armageddon. If we do not get our financial house in order, and soon, I am convinced our great nation will collapse in a very short time under the weight of its financial obligations. I believe we can prevent the catastrophe: That's what this book is about—a cry from the heart for millions to join in forcing that calamitous train to a screeching halt.

History teaches that, sooner or later, all great nations perish. According to eighteenth-century Scottish historian Alexander Tytler, the average life span of leading civilizations is just 200 years. If true, the United States, at 200-plus years, may be living on borrowed time. Yes, we are still the world's undisputed superpower. But we are frittering away the economic strength that supports our dominance. In a very short time, we could go from being a superpower to becoming super-powerless.

Tytler foresaw the explanation for our present plight. “A democracy is always temporary in nature,” he wrote. “It simply cannot exist as a permanent form of government,” because, sooner or later, “voters discover that they can vote themselves generous gifts from the Public Treasury. From that moment on,” Tytler observed, “the majority always votes for the candidates who promise the most benefits from the Public Treasury, with the result that every democracy will always collapse due to loose fiscal policy.”

That's precisely what we Americans have been doing to ourselves. With few exceptions, our political leaders, Republicans and Democrats alike, have abandoned all pretense of fiscal responsibility. Spending is out of control, further ballooning the highest national debt in the history of the world. As I will show later, our current plight could touch off a world financial crisis and another Great Depression.

Before researching Bankruptcy1995,I had never taken more than a conscientious citizen's interest in national politics. But my experience in writing the book opened my eyes to what really goes on in Washington. I realized how deeply addicted our leaders are to spending your money and mine—and our children's—without even pretending to care about the consequences for our grandchildren. I am writing again in the hope and belief that when the people of this country truly grasp the deadly threat that lies before us, they will act to reclaim the legacy of self-reliance and responsibility that has made America great.

The federal government has become our nation's foremost growth industry; the cost of running it, which came to $33 per person back in 1930, has multiplied by a factor of 172, to $5,700 a year today for every person in the United States. Worse yet, we are putting more and more of that bill on our national tab. Our expenses have overwhelmed revenues. The resulting tower of debt is wobbling dangerously over our heads. If this crisis isn't addressed soon, it will ruin our country.

Alexander Tytler, whose ideas are sadly neglected these days, made another observation worth pondering. Since the Athenian Republic two millennia ago, he wrote, all democracies have progressed through the same stages: “From bondage to spiritual faith; from spiritual faith to great courage; from courage to liberty; from liberty to abundance; from abundance to selfishness; from selfishness to complacency; from complacency to apathy; from apathy to dependence; from dependence back again into bondage.”

From today's perspective, the United States is somewhere in the latter stages of this great cycle. Our Pilgrim ancestors found the faith to deliver themselves from persecution in England, and then the courage to tame a wilderness. Their descendants inherited their courage and independence, and waged the desperate fight to claim their liberty and lay the groundwork for an abundance that would astonish the world. But abundance can produce selfishness, self-indulgence, greed, complacency, and apathy, until liberty itself is in danger.

In the 1970s, selfishness began to tarnish the postwar abundance of the 1950s and 1960s, followed by the aptly named “me generation” decade of the 1980s. Then came the long boom of the 1990s, which gave rise to the dot-com stock bubble and the greed and corporate fraud that destroyed Enron, Tyco, WorldCom, and other high-flying companies.

Today, complacency threatens our national well-being yet again. While politicians squabble endlessly over tax cuts and entitlement programs, pork-barrel spending and special favors for campaign contributors, our citizens seem indifferent to the growing wreckage. There are no appeals from our elected leaders to Americans to sacrifice for the common good. Washington's fiscal recklessness has resulted in deficits as far as the eye can see. Will we have to plunge into national bankruptcy before our leaders act?

Already our leaders depend on domestic and foreign creditors to keep our government afloat. Sooner or later, our creditors will demand repayment. When we can't comply, Tytler's cycle will be complete: We will be back in bondage. The second chapter of this book paints a frightening picture of how such a collapse might look and feel to a middle-class American family.

Is it already too late? Is a crash inevitable? No. Our great nation can still avert calamity. We have always been a resourceful, resilient, and lucky country, and we will need all of that to survive the looming economic crisis. But we citizens first have to see the truth and find the determination and self-reliance to act on it. We need to tell our government leaders in no uncertain terms that their days at the public trough are over. We need to regain control over the budget—quickly. Together, we can do it. But time is short. This election year offers perhaps the last chance to persuade our leaders to change their course and act responsibly. In the final reckoning, it's up to us to do what's needed to save America's future.


PART ONE
IMPENDING

DISASTER




CHAPTER 1

MARCHING TOWARD 

FISCAL ARMAGEDDON

IS AMERICA STILL
economically healthy and wealthy?

Can we still trust our leaders with our lives, our liberties, our pocketbooks, our children's future?

How I wish we could say yes to the above.

But the sober truth is more chilling: The people we elected to run our country are bankrupting it instead.

They are literally spending more than we have at a runaway rate, like a locomotive steaming out of control. If we don't stop them, they will achieve what Adolf Hitler, Nikita Khrushchev, and Osama bin Laden never could: the destruction of American prosperity and the American Dream.

Harsh words, but I mean every one.

I'm talking about a chain of fiscal stupidities that could soon change your world forever. I'm talking about your job vanishing to Bangalore, your bank account emptied, your stocks in free fall.

I'm talking about your house on the market for a third of its former value with no buyers, your pension reduced to nothing, your monthly Social Security check too small to cover your rent or mortgage payment—assuming the government can still send you a check.

I'm talking about this blessed nation plunging blindly into insolvency. And why? Because our leaders—the people you and I elected to safeguard America's bounty—have squandered our country's money on schemes that would rightly land any nonpolitician behind bars.

Yes, our leaders: all those high-minded presidents, distinguished congresspersons, dedicated White House staffers—vast choirs of political opportunists singing hymns to rectitude while slicing and dicing pork from ever more specious national budgets.

Under cover of grandiose visions and national emergencies (most recently, our wars in Afghanistan and Iraq, in tandem with an economic slump), they have run up the government's yearly deficit—already more than $500 billion and rising in the year 2004 alone—in a binge of federal spending that is wildly out of control. Accordingly, the cost of borrowing more and more money to cover spending we can't pay for has itself veered out of control. Even at present low interest rates, the burden of paying ever more interest to finance ever-bigger yearly deficits can only accelerate the growth in the overall national debt itself. The result virtually guarantees national insecurity. If interest rates go up, as they must, we face actual insolvency. Yet our leaders blandly predict steady loan repayments ahead—without setting aside a penny to back up their assurances. Who are they fooling? Us—293 million plucked pigeons.

But what about those budget surpluses we were running in 1998 and 1999? Weren't they supposed to add up to more than $5 trillion in the next decade? Yes. But since then they've vanished like the morning mist, and the bright light of day reveals deficits stretching as far as the eye can see. While pledging fiscal discipline (“If Congress will not show spending restraint, I will enforce spending restraint”), President George W. Bush has cast aside a bipartisan commitment to balanced budgets and debt reduction adopted during the Clinton Administration. It's as if the Republicans, once exemplars of fiscal conservatism, have undergone some sort of gender change. President Bush has unapologetically run up a tab of new, unpaid-for initiatives, tax cuts, and debt service that, all told, will increase the deficit by an estimated $6.5 trillion over the next decade.

In plain English, our country is headed for national bankruptcy.

THE PATH TO POVERTY

Years and years of what amounts to pawning the family jewels to buy luxury cars and yachts have left the federal government in the kind of hock that used to send debtors to prison. As in most falls from grace, every wrong move has created worse ones, hastening and magnifying the dangers we face. Even so, the government's fundamental wrong move is clear—runaway spending. In the coming pages, I describe the financial Armageddon our country is striding toward at breakneck speed, along with charts showing the minefields ahead.

• WE'RE SPENDING TOO MUCH.
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Washington insiders spout a lingo too exotic for mere voters, but the one word they never use—frugal—is too exotic for politicians. It means the great old virtue of economizing, of living within one's means. Hence the phenomenon of the mind-blowing numbers in the chart on page 5. Government spending over the past 14 years has nearly doubled, from less than $1.3 trillion per year to $2.3 trillion. It suggests that Congress seems to consider it un-American to pass a yearly budget smaller than the one before it. In fact, government spending has not declined from any year to the next in the past half-century.

The $2.3 trillion the federal government will fork out this year exceeds the revenues it will have in its coffers by more than $500 billion—and that doesn't even count the cost of the continuing occupation of Iraq, which President Bush did not include in his official budget and which could add an additional $50 billion to $70 billion or more to the deficit.

To get an idea of the magnitude of a number the size of 2.3 trillion, consider this: If you tried to count to just one trillion at a rate of one number per second, it would take you 31,688 years. Put another way, a trillion seconds ago, Neanderthals were wandering the plains 
of Europe.

To be sure, two wars, a stock market crash, a recession—all have battered the budget in recent years. But make no mistake, the lion's share of the problem comes from relentless spending, made worse by big tax cuts aimed primarily at rich people. Last year alone, the government lost $242 billion of revenues to Bush's tax cuts, with the majority of the savings going to the wealthiest 1 percent of Americans. (Bush's own cut totaled $30,858.) The lost revenue could have significantly reduced the federal budget deficit. Instead, the tax cuts forced the Treasury to borrow more for running the government. This boosted the national debt, requiring extra interest payments to lenders. Put another way, last year's $242 billion favor for roughly 2.9 million Americans ultimately cost the other 290 million Americans some $256.7 billion, according to the nonpartisan Citizens for Tax Justice. Over the next decade, the total hit from those tax cuts will rise to $3.3 trillion if all of them are made permanent, as the President proposes.

Magnifying the budget damage wrought by tax cuts are this Administration's and Congress's undisciplined spending habits. In just two years, President Bush and the Republican-controlled Congress produced a 24 percent increase in discretionary spending, the biggest jump since World War II. This is 24 times the comparable number during the Clinton years. And, again, the current figure for discretionary spending doesn't include the ongoing cost of occupying Iraq.

Conservative economist Milton Friedman had it exactly right when he remarked not long ago: “What really matters is spending.” Senator John McCain, one of the GOP's few visible wits, doesn't disagree. But in likening his party's big spenders to sailors on a binge, McCain wryly notes that “drunken sailors at least spend their own money.”

• WE'RE BORROWING TOO MUCH.
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Meet the mother of all scary numbers: $7,300,000,000,000. That's where the national debt hovers today on its fastest, steepest climb since World War II (see the chart on page 7). And it's increasing by half a trillion dollars a year.

This colossus of borrowed cash is a monument to our leaders' shameless fiscal behavior. It dangles over us like a giant sword of Damocles, threatening to lop off America's future.

In 2000, the national debt was $5.7 trillion—a number that failed to alarm only because it eluded understanding (at one second per number, it would take 180,746 years to count). But then came the George W. Bush era. In three years, the debt has risen more than 25 percent. It is exploding, and no one in charge seems to be saying enough is enough. Congress keeps raising the debt limit, which, along with increasing spending, seems to be that august body's principal function.

Here's what the biggest national debt in the history of the world means to you personally. On September 30, 2003, the end of the 
federal government's fiscal year, each American family's share of what was then a $6.78 trillion debt (you can see how fast the debt grows) stood at $91,259. But not for long. Just since September 30, the debt has ballooned at an average rate of $1.4 billion every day. Unless something changes, that adds up—at a minimum—to another $511 billion a year, or nearly $7,000 more per American family, dumping an ever heavier burden on the shoulders of our children and grandchildren.

• INTEREST RATES COULD KILL US.

The most astonishing delusion of the Washington mind is that federal cash is limitless. In fact, the government lives on plastic and burgeoning debt.

Last year alone, interest on the debt claimed $318 billion of government revenues. To put that $318 billion into perspective, it accounted for 17 percent of our budgeted spending. If it had gone toward providing the country with something of real value, it could have paid for veterans' benefits, aid to the jobless, education initiatives, environmental protection, our space program, our federal courts and law enforcement, and the Departments of Commerce, Interior, Energy, and State, plus international aid—with billions of dollars left over.
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Instead, those dollars were thrown away as ransom for reckless fiscal policies of the past and present, things like those massive tax cuts and the second-lowest level of corporate income tax revenues since the Great Depression. In fact, 60 percent of U.S. corporations paid no tax at all last year. The revenue lost through Bush's tax cuts for business totaled $44 billion in fiscal 2002, $53 billion in 2003, and is projected to reach $64 billion this fiscal year—not one cent of which has been offset by spending cuts elsewhere.

Today's interest rates are at 46-year lows; they have nowhere to go but up. (Despite what you may have read, the Federal Reserve Board can't control them completely.) Even if by some miracle we never borrowed another nickel and quit adding more than $1 billion every day to the national debt, a rise in interest rates to the double-digit levels last seen in 1981, little more than two decades ago, would cause the payments on our current debt to consume every dollar of the government's tax revenues. There would be no money left to spend on anything else, from defense to Social Security to government salaries.

The more government spends, the more it has to borrow; the more it borrows, the more it has to spend for interest on its loans. Last year's $318 billion in interest on the national debt meant that we paid an average 4.6 percent. At 9 percent interest, we would pay roughly twice as much ($636 billion), leaving too little cash on hand to cover Social Security, Medicare, and Medicaid beneficiaries—and nothing to pay for nondefense discretionary programs such as education, justice, transportation, and other government functions we take for granted. The inevitable shortfalls would, of course, require still more borrowing and still more interest payments, ballooning the debt even more.

You get the picture: If interest rates climb and tax rates don't keep up, then at some point the government's interest payments will exceed its tax revenues. And that assumes that the debt isn't constantly expanding, which it is. The chart on the previous page shows the rising-interest path to fiscal collapse. At last year's income tax revenues of $1.3 trillion, total insolvency would occur when rates hit 18 percent, thereby pushing interest costs above total tax revenues. And if you think 18 percent interest rates are out of the question, think again. We surpassed that number in the early 1980s, a decade that many of us remember all too well.

To put it bluntly, this country is facing national insolvency in the near future. Interest rates on Treasury securities are at historic lows. And when they go up, as they most assuredly will, paying those rates will consume more and more of the government's income.

For every bump higher in interest rates, we will have to come up with more cash for our creditors—and the choices will be grim: We can either increase our overall debt and borrow more to finance it, risk recession by sharply boosting tax rates, or squeeze money out of desirable federal programs like Head Start for underprivileged children, benefits for the unemployed, or support for wounded veterans.

As the chart on page 9 vividly illustrates, unless we take drastic steps to halt our continuing budget deficits, we simply won't have enough revenue coming in to cover borrowing costs. Suddenly, the tidal wave of debt will swamp us, ending our ability to meet our obligations.

When that happens, America the beautiful will become America the broke.

Before that black day arrives, we can expect a series of frightening events caused by the government's insatiable spending spree and consequent need to borrow money. Interest rates will surely soar (hurting everyone, not just Uncle Sam). The government is not immune to the laws of supply and demand, and the more it borrows, the more its lenders will charge. This will force the Treasury to print more dollars, accelerating a plunge in the value of our currency (it has already fallen 30 percent against the euro in the last two years). How our lenders react will then depend a great deal on who and where they are.

• WE DEPEND ON FOREIGNERS TO KEEP US AFLOAT.
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If you thought the only deficit we had to worry about is the one our leaders in Washington have been adding to every year, I've got more bad news for you. We have a serious trade deficit problem. We import far more goods than we export.

Thanks to our huge and growing appetite for goods from abroad—such as our burgeoning dependence on foreign oil—last year's trade deficit reached a record $489 billion. In other words, foreigners ended up holding that many dollars more than they sent back to us in payment for the American goods they purchased.

Dollars are basically not spendable anywhere but here. Accordingly, the foreign holders used a sizable portion of their dollars to buy our Treasury securities. Put another way, they lent us back a large share of the dollars we paid them for their imports. Sound good? Not quite. Trouble is, we now owe approximately 40 percent of our publicly held national debt to foreign interests.

It's still true that he who pays the piper calls the tune; in other words, our destiny is increasingly controlled by foreign hands. They will tolerate our excesses only so long as it suits their purposes, which may or may not coincide with ours.

Let's suppose these investors grow worried about the rising flood of U.S. debt securities and the government's ability to pay interest on its massive debt. As a result of what they perceive as increased risk, they may well demand higher rent (aka interest) for letting us borrow their money to run our government. But when interest rates jump, boosting the cost of borrowing, the government is forced to take a bigger bite out of already insufficient revenues. The shortfall raises the budget deficit even more, thereby pushing interest rates still higher. And so the vicious cycle continues.

Foreign investors are more likely than domestic ones to insist on higher rates because they already take on an additional risk when they buy our Treasury bonds: If the dollar declines in value before they cash out their bonds, they will receive less when they convert the dollars into their home currency. And guess what? The dollar has been steadily declining in recent years. Remember, it lost 30 percent of its value against the euro in 2002 and 2003 alone, which means that a European holder cashing in a fixed-rate two-year U.S. bond took a 30 percent hit in terms of the euros he could buy with his dollars.

Because foreign investors view the dollar as nothing more than another asset they buy in hopes of making a return, increasing economic turmoil in the United States would probably provoke them to sell some, if not all, of their dollar assets, causing the currency's value to drop farther. As this vicious cycle gathered speed, foreign investors might quit buying Treasury securities altogether. They might even start cashing in the bonds they already held. That would force the government to print the money it couldn't borrow—a surefire trigger for inflation and another blow to the value of the dollar.

What would happen then? We can only guess, because such a debacle has never occurred in modern times. At the very least, the United States—and because of our wide-ranging influence, the rest of the world, too—would be plunged into economic chaos, all because of our unwillingness to rein in our reckless spending.

Being so beholden to foreign interests has other disadvantages as well. Common sense tells you that,as in the game of Monopoly,the players holding the most cash have the upper hand. For all our boasts about being the world's only superpower, our words carry less and less clout as our economic position weakens. Great Britain learned this humiliating lesson early in the last century, when its empire was in decline.

What is more, our unilateral foreign policies have made America increasingly unpopular among our traditional allies. A poll last year by the Pew Research Center, which surveyed 16,000 people in 20 countries, found deep dislike and outright fear of the United States in country after country—and not just in Muslim nations. Distrust and suspicion of our motives as a result of our war in Iraq extended to our allies in Asia, South America, and Europe. History suggests that if the world's disapproval intensifies enough, creditor nations will not hesitate to remind us who's holding the purse. Given that distrust and even hatred of the United States seem to be escalating, it's no great stretch to imagine our Asian, European, or Middle Eastern lenders threatening, however diplomatically, to turn off the cash spigot unless we heed their countries' wishes on some controversial economic or political issue. It might be tariffs, say, or disputes over trade rules—matters that we mistakenly thought we could control simply because we are the world's superpower.

Hints of this worrisome subtext have already surfaced in the refusal by our traditional allies to pay a significant share of the costs of the war in Iraq, and in the European Community's chastening rebuffs of U.S.-based megacompanies, including General Motors and Microsoft. The tone is bound to become significantly harsher as the scenario of default plays out.

• THE DEBT CRISIS ISN'T JUST A GOVERNMENT PROBLEM. AMERICANS THEMSELVES FACE GREAT RISK BECAUSE MILLIONS OF US ARE SWIMMING IN PERSONAL DEBT.

We're in hock for a record $2 trillion of consumer debt. That includes bank loans, car financing, and credit-card debt. Real-estate-related borrowing adds another $7 trillion. In less than 50 years, we've quit being a frugal people who once repaired, rebuilt, reused, and saved till we could afford to buy. Now we shun saving, worship novelty, shop till we drop, and raise kids to expect instant gratification. Result: unprecedented levels of consumer debt and personal bankruptcies—1.6 million households filed papers last year alone. If we can't get smart about our personal finances, how can we cope with the government's follies?
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For the first time in history, Americans owe more than they take home in after-tax income. Personal debt is now three times bigger than the gross domestic product. Credit-card debt alone averages about $8,000 per household, another all-time high. Whose credit-card debt is rising the fastest? The answer may surprise you: senior citizens'.

Moreover, those paying the most for credit are the people who can least afford
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