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Overview 
The US debt has surged to over $34 trillion, which will accelerate dramatically over the 
2024 calendar year. The US is well on track to post a $2 trillion deficit by the end of the 
government fiscal year in September 2024, at which point the debt will have grown to 
$35 trillion. Of course, this does not include unfunded Social Security or Medicare 
liabilities, which exceed $66 trillion in total. 

The ground is shifting under the feet of financial markets and average Americans. The 
sustainability of US deficit spending through Treasuries has become questionable, 
leaving very few options outside of default, monetization, or raising taxes and cutting 
entitlements.  

The US Dollar 
We've discussed this in two articles, one on gold and one on Dollarization. 

The seizure of Russian USD assets and using the SWIFT payment system as a means of 
sanctions have led many developing countries to reevaluate their reliance on the USD 
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for trading and as a reserve currency. Initially intended to be a neutral platform for 
financial communication, SWIFT has become a tool for sanctions, prompting these 
nations to look for other financial systems. 

The US Dollar dominates global Forex transactions, making up 88% annually, and is the 
primary currency for export invoicing worldwide, except in Europe. This necessitates that 
nations convert their local currencies into or from USD. The US Dollar comprises about 
51% of central bank reserves and 60% of all global banking transactions. However, this 
dominance is gradually declining. 

 

Research indicates that a 1% increase in US interest rates leads to a 1% drop in GDP for 
developing countries. High US interest rates provide little advantage to "open middle-
income" countries, such as Brazil, Mexico, and South Africa, which are export-driven and 
conduct most of their transactions in USD. These challenges have pushed such countries 
towards seeking alternatives in different currencies. For example, Brazil and South Africa 
have established bilateral agreements with China using the RMB. Developing countries 
are also turning toward gold, offering a politically neutral and generally more reliable 
store of value versus the Dollar which is a fiat currency.  
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What is there to do?  
The sustainability of US Treasury Bonds as a borrowing mechanism faces increasing 
risks amidst growing $2 trillion-dollar deficits, leading to the national debt quickly 
spiraling out of control. 

 

Economic growth hinges on a constant flow of capital to finance production, which 
includes labor and various input costs such as rent, equipment purchases, and research 
expenses. Over time, as capital assets depreciate and technologies evolve, there's a 
perpetual need for investment to expand production capacities, conduct new research, 
and meet increasing demand. Capital expenditure is the linchpin of economic 
development. All of the options left to tackle the deficit affect this delicate ecosystem.  

Cut Entitlements and Raise Taxes 
One primary factor that diminishes the capital available for investment is taxation. Taxes 
can curtail investment since decisions are typically based on after-tax returns. A tax 
increase diverts cash flow from potential investments and shareholders, reallocating it 
towards tax obligations. While this effect is low relative to most other options, the 
political consequences are far-reaching. Fewer than 8% of Americans state they should 
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pay more taxes, meaning both sides of the aisle feel little desire to step up to the plate 
and take action.  

A Generation of short-sighted voters and politicians have backed the US into a corner. 
There is almost no political will to change fiscal policy, and voters do not yet seem to 
grasp the precarious situation the economy is in.   

Monetization 
Debt monetization can lead to several immediate and long-term economic consequences 
as the government competes more aggressively for limited savings. Interest rates may 
increase, and private investment may become more costly. Already this can be seen 
with consumer credit. Consumer interest rates have shot up faster and further than ever 
before, which has put massive pressure on consumers.  
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As interest payments on Federal debt go up, the requirement to issue additional bonds 
to cover previous interest payments further increases the debt burden, necessitating 
even higher yields to attract investors. This essentially leaves only the Fed as a viable 
buyer of Federal debt at low interest rates. 

Over time, persistent government borrowing and debt monetization can undermine 
confidence in the currency and financial stability as investors and consumers grow 
concerned about the government's ability to manage inflation and its debt burden. 
Already, inflation has become stuck at around 3%, even inching back up in the 
December quarter.  
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The dynamics of crowding out are complex, and its impact varies. In economies like the 
US's now, where there is significant foreign investment, the effects can be somewhat 
mitigated, only decreasing private investment by an estimated 9% over 10 years with 
$10 trillion in additional deficit spending. However, once confidence in the US 
Government and the US Dollar is shaken and foreign money dries up, over those 10 
years, the capital available for private investment will be reduced by 25%. 

The long-term increase in the money supply and artificial depression of interest rates 
caused by monetization will be inflationary. As a result, consumer purchasing power will 
be significantly reduced as the currency undergoes long-term and persistent 
devaluation. 

Default 
The absolute worst case is default, which in our opinion, is unlikely. But with the 
politicization of the debt ceiling, it has already come close to default for shorter-term 
government debt. The politicization of the debt was one of the primary reasons the US 
Debt rating was downgraded to AA.  

Estimates put the immediate effect of a default situation as a 10% decrease in real GDP, 
a global stock market crash, a liquidity crisis at banks, and more than 8% 
unemployment. No matter the impacts, they will be wide-sweeping and impossible to 
contain or predict; hence, in our view, this is unlikely.  
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Conclusion 
Never have we had a situation in which the full faith and credit of the US government for 
the payment of future obligations has begun to erode. 

Our guess is that the Federal Reserve will begin a program of monetization and resume 
QE (Quantitative Easing). Politically, it is the only choice that is viable and the only 
choice that doesn't result in severe and immediate destruction of the financial system. 
Over the long term, as previously discussed, the dollar's purchasing power will be 
destroyed. Thus, we are avoiding the long end of the yield curve, as the real purchasing 
power of long-term bonds will erode from persistent inflation even if nominal values are 
maintained. Gold and stocks will benefit, although rapid monetization and rising interest 
rates could initially depress stock price-to-earnings ratios before nominal prices recover.  

Once it becomes clear that this issue is not going away, volatility is likely in the market. 
We are keeping short-term treasuries and cash and diversifying assets like reinsurance 
to minimize this volatility. 
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Disclaimer and Related Information 
 

This article or video features Benjamin C. Halliburton, CFA or an investment idea(s) that 
Mr. Halliburton or Tradition Investment Management, LLC (Tradition) may invest in. Mr. 
Halliburton is the founder and owner of Tradition Investment Management, LLC, a 
registered investment adviser. Tradition is doing business as (DBA) Building Benjamins 
in the publishing, email, and website space. All material on the website should be 
considered paid advertising by Tradition. This article is a financial publication and is 
provided for educational purposes only. It is not an investment recommendation nor 
investment advice. It does not take into account your personal circumstances and 
whether this investment is appropriate for you, your objectives, or your risk tolerance. 
Under no circumstance is Building Benjamins or Tradition Investment Management LLC 
responsible for any actions that you may take after reading this educational information. 
Nothing from Building Benjamins should be considered personal investment advice. 
Building Benjamins and Tradition Investment Management LLC, the website, emails, 
interviews, social media pages, and other materials are published by Building Benjamins 
and do not necessarily match the opinions of the individuals or companies published or 
quoted herein. Investing, particularly stock or ETF investing, is risky and may result in 
losses and sometimes loss of your entire investment. Stock investing has company-
specific operational risks like demand, competition, legal and regulatory, and broader 
financial market risks like liquidity, economic cycle, and government policy. You may 
lose money in any stock investment or other investments and are solely responsible for 
those decisions.  

Mr. Halliburton, Tradition Investment Management LLC, and/or the authors on this site 
may or may not have positions in the securities discussed in this educational report. 
Neither the author(s) nor Tradition Investment Management, LLC will knowingly trade 
ahead of any customer buy or sell resulting from this information. The information 
herein is shared as an educational endeavor. Mr. Halliburton, Tradition Investment 
Management LLC, and/or the authors on this site may transact in the security discussed 
at a later date, prior to, or without notification in this format. This is not investment 
advice but only a discussion of select investments for educational purposes. Building 
Benjamins is an investment website, blog, or newsletter, and the information contained 
cannot be reproduced, copied, or redistributed without the prior written authorization of 
Building Benjamins or Tradition Investment Management LLC. US copyright laws apply. 
We rely on information from sources we believe reliable, including the companies 
themselves, but cannot guarantee the accuracy of the information we provide. You rely 
on this information at your own risk and are responsible for the verification of the data. 


