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The Demise of the
American Dream

On a recent trip to China to bolster a relationship with his Chinese counterpart Xi Jinping, U.S. Vice President Joe Biden commented that the only reason China’s economy had become the
second largest in the world was due to the American “military stabilizing presence in Asia.” Does the Obama administration really
believe that Japan or South Korea pose a military threat to China;
or vice-versa? Further, Mr. Biden was later quoted as conveying
to the press: “I don’t sense it a bit that they (the Chinese leadership) needed reassurance about our economic stability.” Well, Mr.
Biden, you can attempt to fool U.S. Treasury investors around the
world with such rhetoric, but it doesn’t hold water. The Chinese
leadership is held hostage by their own immense Treasury holdings, so are unable to criticize the U.S. Federal Reserve or the U.S.
Department of the Treasury without jeopardizing their investment
portfolios.

The Perilous Pitfalls of Partisan Politics
Surely, no better demonstration of political gridlock in Washington,
D.C. can be found than the recent sovereign debt limit “debate”
during the months of June and July. The unwritten principle of
American compromise which has resolved countless political stalemates in the past was truly tested in the extreme, as never before.
Ultimately, under the newly enacted Budget Control Act of 2011,
the politicians established a Joint Select Committee on Deficit Reduction – immediately termed the ‘Super Committee’ – comprised
of six Democrats and six Republicans and mandated to cut $1.4
trillion (U.S.) from future spending estimates over the next decade;

then to report back to Congress by the end of November. Now that
it has reconvened following the summer recess, one of Congress’
first tasks will be to pass the next $500 billion (U.S.) increase in the
debt ceiling. The former notwithstanding, the U.S. national debt
subject to limit, is climbing at an accelerating rate and is likely to
approximate $16.5 trillion (U.S.) by the end of calendar 2012.

The Entitlement Demons
Nowhere on the American social landscape is there more “grass
roots” sensitivity than on the subject of entitlements: i.e. Medicare,
Medicaid and Social Security. This triumvirate of a social safety
net presents such category 5 financial headwinds to render the
combination unsustainable in their present form, over the medium
to long term. One of the formidable challenges facing the next U.S.
administration (we still view President Barack Obama as a oneterm phenomenon) will be to downsize these entitlement programs
into an affordable state, a daunting and unpopular, yet necessary
task. To quote The Privateer on the subject: “The problem is ingrained. It is the knot that ties the perversion of ethics, politics and
economics into the incredible mess which is today engulfing the
‘developed’ world. A ‘welfare state’ is aptly named. The problem
is that it is not a state in which the government provides for the
‘welfare’ of its people. (Rather,) it is a state in which the people
provide for the welfare of their government … In fact, it is government redistribution of wealth – an ethical, political and economic
abomination – through economic intervention.”
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The Challenge of Tax Reform
Nothing raises the hackles on the necks of the American electorate more than the subject of tax reform. As we have oft reported,
nowhere in America (with the recent exception of billionaire Warren Buffet) is there any support for higher taxes on any front. Be
that as it may, in order to assist in deficit and debt reduction, courageous American politicians (should any exist, other than Ron Paul)
ought to be garnishing support for the closing of a myriad of tax exemptions and loopholes, so relentlessly sought after by professional
Washington lobbyists and special interest groups. See Winter Warning, March 16, 2009 – Having Looked to Government for Bread, on
the Very First Scarcity, They Will Turn and Bite the Hand That Fed Them.
Collectively, Americans think themselves as highly taxed compared to the rest of the world – think again!
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The Impending Implosion of the U.S. Postal Service
America’s Postmaster General Patrick Donahue has recently informed the Senate Homeland Security and Intergovernmental Affairs
Committee that the U.S. Postal Service (USPS) could lose $10 billion (U.S.) this year and have less than a month’s supply of funds in
the bank when its fiscal year ends on September 30th., when it must pay more than $7billion (U.S.) in statutory labour and health-care
costs which Mr. Donohue says are chiefly responsible for the USPS’ financial collapse. Mr. Donohue elaborated: “The way people work,
interact, learn, communicate, do business and live their daily lives is vastly different than it was for our parents and even for many of us.
The Postal Service has a place in this new world, but getting there requires us to change and adapt in ways that might not have been
contemplated before. Our situation is extremely serious. If Congress doesn’t take (emergency) action, we will default.” Labour costs represent 80% of the Postal Service’s expenditures, compared with 53% at the United Parcel Service (UPS) and 32% at FedEx, its two biggest private competitors. Moreover, the USPS has experienced a difficult time reducing its costs to match lower revenues, with a history
of labour contracts offering good health and pension benefits, underused post offices and laws that restrict its ability to make fundamental
business decisions, such as reducing the frequency of deliveries. The postal system will handle an estimated 167 billion pieces of mail
this fiscal year, down 22% from 2006. The law also prevents the post office from raising the cost of postage stamps faster than the rate
of inflation. Benjamin Franklin, Deputy Postmaster for the Colonies between 1753 and 1774 must be turning over in his grave.
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“Nothing Stays These Couriers... but Maybe Bankruptcy Will…
The information age has not been kind to the U.S. Postal Service, nudging it to the brink of insolvency. The ability to correspond, pay bills
and read online has hurt the Postal Service’s revenue, while its financial obligations to workers and its operational mandate have contributed to large deficits over the years.”

The Pernicious Pension Plan Predicament
According to a new analysis by Credit Suisse, the underfunded percentage of American corporate pension plans now exceeds the amount at the height of the financial crisis. The funding gap
has now widened to $388 billion (U.S.) due to a combination of weak equity markets and lower
bond yields; eliminating improvements in the funding of defined-benefit pension plans at S&P 500
companies since the end of 2008. The monstrous gap leaves pension plans with assets worth
only 77% of their liabilities. At eight U.S. companies, including Lockheed Martin and Ford Motor,
the pension deficiency represents more than 25% of the companies’ market capitalization. David
Zion, Manager of accounting research for Credit Suisse commented: “If you think about the typical
corporate pension plan (investment managers), they are continuing to employ two big strategies:
they are bearish on interest rates and they are bullish on the equity market.” Mr. Zion calculates
that neither investment strategy has unfolded this year, producing a deterioration in funding levels
of about $139 billion (U.S.), due to poor stock market performance and declining bond yields,
which increase the size of future pension obligations. The corporate bond yields typically used to
discount the value of pension obligations have declined by about 50 basis points this year. Credit
Suisse estimates that each 25 basis point drop in the discount rate would increase future pension
liabilities by about $45 billion (U.S.). One can only surmise what the ultimate underfunded liability
of US corporate pension plans might be given our very bearish stance on US equity markets.
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The Unbridled Optimism of the Congressional Budget Office
In its most recent U.S. budgetary analytical report, the Congressional Budget Office (CBO) projects America will accumulate $3.487 trillion (U.S.) in deficits by 2021, almost half the $6.737 trillion (U.S.) fiscal gap it estimated earlier this year. “The improvement is mostly the
result of the (debt ceiling) agreement struck in early August by Congress and the White House, which will generate $2.1 (U.S.) in savings
for the (federal) government over the next decade. Lowered interest rate expectations also helped to shrink deficit projections. Real gross
domestic product (GDP) is expected to increase by 2.3% this year and by 2.7% in 2012. The unemployment rate will decline only gradually, from 9.1% to 8.5% at the end of 2012, remaining above 8% until 2014. The country will post a budget deficit of $1.284 trillion (U.S.),
or 8.5% of GDP, in the current fiscal year, still among the widest fiscal gaps on record.” CBO Director Doug Elmendorf lamented: “A great
deal of pain from this economic downturn still lies ahead of us.” See CBO charts on the following pages.
Having narrowly avoided a default on the nation’s debt, then enduring the first downgrade of the country’s sovereign debt credit rating
by Standard and Poors (S&P), U.S. politicians are now preparing themselves for the next round of budget negotiations. A renewal of
partisan tensions and brinkmanship tactics over spending cuts, entitlements or tax reform will only sour consumer confidence further.
Barack Obama’s approval rating is now at its lowest ebb of his Presidency at 43%; a far cry from about double that number at the time
of his inauguration.
The budget office projections have consistently been overly optimistic and we believe that these may be the most optimistic ever.

The Real Effects of Debt
In previous publications at Long Wave Analytics, we have asserted that when public debt amounts to a range of 80% to 100% of gross
domestic product (GDP), additional increases in debt levels will begin to negatively impact a nation’s economic growth. Like a virus, at the
present time we believe that is what is impacting many of the world’s economies, led by the United States of America and Japan, closely
followed by some countries in the European Union (EU). The current crisis of consumer confidence is attributable to ever increasing
levels of sovereign debt and the creation of additional debt isn’t going to solve the problem – it’s going to compound it.
In a recent study entitled: What prospects and challenges are highly indebted countries facing? Basel-based Bank for International
Settlements (BIS) economists Messrs. Cecchetti, Mohanty and Zampolli observe: “Public debt ratios are currently on an explosive path
in a number of developed countries. To prevent further deterioration, these countries must implement drastic policy changes that reduce
current (fiscal) deficits, as well as future contingent and implicit liabilities. Yet stabilization might not be enough, especially if it is at a level
high enough to damage (economic) growth. Moreover, the unprecedented acceleration of population aging that many industrial countries
are now facing may make this task even more challenging. Aging drives government expenditure up and revenue down, directly worsening debt. However, there is an additional effect: rising dependency ratios put further downward pressure on (economic) trend growth, over
and above the net effects of debt (itself).
Recent studies have combined the implications of current fiscal deficits with the estimates of future increases in health and pension
spending in an effort to project public debt to (the year) 2040. While they differ in their optimism, these studies all show that, under unchanged fiscal policy, debt-to-GDP ratios will explode in all but a few countries. The consequences are striking. Debt quickly rises to more
than 100% of GDP – a level clearly consistent with negative consequences for (economic) growth. In a number of countries – Japan, the
United Kingdom and the United States – the projections rise much further. In the euro zone, the public debt ratio will also rise, albeit less
rapidly than in the U.K. or U.S., reflecting the fact that many countries face only a modest rise in the future costs of aging.
In addition to putting further pressure on public finances, aging might also reduce per capita (economic) growth, making it potentially even
more difficult for a country to sustain a given level of debt. With unchanged public policies, the ever greater amount of resources that will
be channeled to the elderly through pension and health care spending will increase. Furthermore, older people save less than people in
younger age groups. The exact timing at which saving might be reduced and the impact on real interest rates is open to question. The
fact that aging asynchronous around the world may help more advanced and highly indebted countries to smooth the consequences …
(through) immigration, international trade and emerging economy savings continuing to flow to countries with more advanced financial
markets.”
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The American Jobs Act of 2011
Earlier this month, U.S. President Barack Obama addressed a joint session of Congress seeking legislative backing for a $450 billion
(U.S.) stimulus package, which includes cuts to payroll taxes, additional monies for infrastructure and direct transfers of money to the
States. The President emphasized that while the nation must gain control of its increasing debt and deficit problems, which cannot be
accomplished “at the expense of condemning millions of Americans to the unemployment lines and welfare rolls because traumatized
corporations refused to hire. Ultimately, our (economic) recovery will not be driven by Washington, but by our businesses and workers.
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But we can help. We can make a difference. There are steps we can take right now to improve people’s lives.” President Obama’s
proposals would ease the tax burden on the middle class; send money to States – which have cut almost 500,000 jobs during the last
two years – and attempt to create jobs for millions of unemployed construction workers by spending millions of dollars to refurbish roads,
bridges, dams and schools. In order to pay for all these initiatives, President Obama proposed limiting itemized tax deductions for Americans with an income in excess of $200,000 (U.S.) per year, ending tax breaks for oil companies and corporate jet owners and eliminating
a tax break for investment fund managers. The President proposed the tax changes would be effective in 2013and estimated they would
raise $467 billion (U.S.) in additional revenue over ten years.

However, Republicans in Congress immediately disputed the President’s contention that his plan would cause no additional job losses for
the fragile U.S. economy. Michael Steel, a spokesman for House Speaker John Boehner (R.,Ohio) retorted: “It would be fair to say this
tax increase on job creators is the kind of proposal both parties have opposed in the past. We remain eager to work together on ways to
support job growth, but this proposal doesn’t appear to have been offered in that bipartisan spirit.” Separately, House Majority Leader Eric
Cantor (R.,Va.) remarked: “More than half of the President’s jobs bill – the part involving spending aimed at stimulating economic growth
– is unacceptable to Republicans. Anything that is akin to a stimulus bill is not going to be acceptable. Over half of the total dollar amount
is so-called stimulus spending … The country cannot afford more spending like a stimulus bill.”
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The New Obama Deficit Reduction Plan
In a recent speech from the White House lawn, U.S. President Barack Obama drew a line in the sand over reducing the federal deficit,
by threatening to veto any bill which cuts Medicare benefits, without increasing taxes on corporations or the wealthy: “I will not support
any plan that places the entire burden for closing our deficit on ordinary Americans. Moreover, I will veto any bill that changes benefits for
those who rely upon Medicare, but does not raise serious revenues by asking the wealthiest Americans, or biggest corporations, to pay
their fair share. We are not going to have a one-sided deal which hurts the folks who are most vulnerable.” President Obama’s position,
outlined as he announced a new plan to cut federal deficits by $3.6 trillion (U.S.) over 10 years, increases the challenge for the congressional ‘super committee’ to reach a deficit-cutting deal by the American Thanksgiving, because the Republican leadership has ruled out
any tax increases.
Senate Minority Leader Mitch McConnell (R.,Ky) commented: “Veto threats, a massive tax hike, phantom savings and punting on entitlement reform are not recipes for economic or job growth, or even meaningful deficit reduction.”

Breaking Down Obama’s Debt Reduction Plan
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Over the centuries, Spain, Holland, France and Great Britain have all taken their turns at empire building. Historically, these empires
of economic prosperity have endured in a cycle of about 100 years, with the end usually resultant of imperial overreach and/or financial
exhaustion. So it is with the current situation in the United States of America: a nation suffering from a case of global imperial overreach,
burdened with monstrous debt at the federal, state, municipal and consumer levels and chronic unemployment. Surely, we are now witnessing the twilight period of the American empire. See also, Winter Warning, December 20, 2010 – The 100 Year Economic Leadership
Cycle.
With respect to imperial overreach, history is replete with examples of empires whose armies could not be sustained due to lack of funding
and decaying political leadership. At the height of the Roman Empire (circa 100 A.D.), Emperor Trajan’s legions stretched from Britannia
to Judea and from Germania to Carthage, encompassing all the coastline surrounding the Mediterranean Sea. So it is with the American empire of today: the global network of 737 American military bases stretches from France and Germany to Japan and South Korea,
involving the deployment of more than 2.5 million military personnel throughout some 70 countries. For the fiscal year ending September
30, 2012, President Obama requested $881 billion (U.S.) for the Department of Defense Total Budget; just $14 billion (U.S.) lower than
for fiscal 2011.
However, there is new phenomenon emerging on the American political scene which is gradually, albeit inexorably, assuming a presence
which threatens the very foundation and functionality of the U.S. government. We referenced it in the above paragraph entitled: The
Perilous Pitfalls of Partisan Politics, i.e. POLITICAL GRIDLOCK. Indeed, already this month we have witnessed two occasions wherein
partisan polarization continues to be alive and well: in the Republican leadership reaction to President Obama’s ‘American Jobs Act of
2011’ and the President’s White House lawn speech on the subject of federal deficit reduction. Virtually, nothing has changed since the
June/July statutory debt limit debate ended in political paralysis.
With two certain dates in 2012 looming on the horizon: to wit, the Presidential election on November 6th. and a national debt in excess of
$16 trillion (U.S.) by December 31st., does the possibility exist that a political stalemate in Washington could last for another 13 months?
Given the fact that Democrats and Republicans alike are refusing to compromise by putting the national interest ahead of their party and/
or personal interest, it is becoming increasingly probable that this is the way 2012 will unfold. Such a scenario cannot be positive for the
outlook for the U.S. dollar, the world’s reserve currency. Ultimately, that status is doomed, moreover it is possible that America will be
forced to endure suffering the self-inflicted wound of a currency rollback. After all, it is neither the Congress, nor the Obama administration that rules America; rather it is the insatiable pursuit, lust and greed for the almighty U.S. dollar by the populace. While being poor in
America is no picnic, the materialistic American culture dictates that however wealthy one might be, one can never be rich enough.

Summation
Going into the long wave winter depression of the 1930s, America was the richest country in the world and the United States was the
world’s largest creditor nation. Government debt was a miniscule $18 billion (U.S.). Thus, the government possessed massive monetary
resources, which could be used to counter the effects of the economic depression. Huge sums of money were allocated to various infrastructure projects; through such programs as the Public Works Administration, the Civilian Conservation Corps and the Works Progress
Administration. Federal government agencies, such as the Federal Housing Administration and the Homeowner’s Loan Corporation were
instituted to help the plight of homeowners. In addition, the government introduced the Social Security Act to combat the widespread
poverty among senior citizens. Of course, this continues to this day and acts as a monetary millstone around the neck of the U.S. government.
Fast forward to the current long wave winter depression and far from being the world’s largest creditor nation, the United States is now
at the opposite end of the spectrum, the world’s largest debtor nation and as a result, is in no position to throw money at a worsening
economic situation. Nevertheless, President Obama continues to propose grandiose stimulus initiatives such as his recently announced
$450 billion (U.S.) jobs stimulus package.
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For all intents and purposes, the United States is bankrupt and cannot afford any stimulus programs, such as advocated by President
Roosevelt in the 1930s, to overcome the economic malaise that now engulfs the country.
Through fiscal and monetary mismanagement, over several decades, the United States is fast losing its economic and political supremacy. That is leading to a dangerous leadership vacuum, surely to be filled by the largest creditor nation, China.
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