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Last week saw the second-largest bank failure in
American history. In fact, the three banks that have failed
so far this year had more assets under management than
the 25 banks that went under at the onset of the Global
Economic Crisis in 2008. Also last week we experienced a
market sell-off, continued inflation, a Fed interest rate
hike, and a government stand-off over the debt ceiling. 
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With all these events converging, many Americans are
wondering if it’s time for the country to put its runaway
spending in check. The United States, as I’ve outlined in my
Viewpoint report back in January (and will again in my
upcoming mid-year report), is facing a dismal decade
ahead. Economic growth will be downright anemic at 1 to 2
percent a year, taxes could continue to skyrocket, and
regulations could well become even more onerous and
unrelenting. Worst of all is that America begins the coming
decade saddled with $31.4 trillion in debt.

For an idea of just how much money this country owes the
rest of the world, check out the illustration below. If 31 trillion
one-dollar bills were stacked up side by side, they would take
up the space of eight Willis Towers in Chicago. That’s a lot of
cash.
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To those who ask if America is going bankrupt and, if so, if there is any hope, I will
provide a balanced perspective to the many events last week that portend more
economic misery. In America we have this sense that governments in some way
shouldn't be accumulating a lot of debt. We tend to think it’s money that we should
take back as individuals to our own families, businesses, and investments. It’s not a
bill we want to send to our grandchildren. 

Source: Visual Capitalist

https://www.visualcapitalist.com/cp/us-debt-31-4-trillion-owed-in-2023/
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But the fact is that governments are somewhat different than individuals. Even
corporations are different from individuals. Think about an airline, for instance. Over
the long run, if it’s a successful company, it will have to buy more airplanes and build
better terminals. A corporation might very well accumulate debt over a near-infinite
time horizon with the expectation it's never going to be paid off.

This is a concept that carries over to governments. These entities essentially have the
same kind of near-infinite life expectancy. And during that enormous time span,
there’s always a need for the kinds of things that governments provide: new airports,
highways, bridges, computer infrastructure, and provisions for national defense. It’s
best not to liken the finances of governments to those of families. They're a different
animal. Most economists think that governments can carry some reasonable debt
load and that it’s not a problem as long as the economy remains productive over the
long haul. That means the economy must continue to grow.

What politicians are debating in Washington this week includes this: When does the
amount of debt a government carries become unreasonable? It depends on the size
of the government and the relative size of the economy. The economists Kenneth
Rogoff and Carmen Reinhart have done influential work on the topic during the last
decade. A conclusion based on their empirical work is that a country limit its debt
load when it approaches 90 percent of its GDP. Therefore a government with a $10
trillion economy can, without too much pain, accumulate up to $9 trillion of debt.
Rogoff and Reinhart argued that if a government has debt north of 90 percent of its
GDP, it begins to put an onus on the interest burden of the economy and is a
negative factor for long-term growth.

Today in America we've passed that 90 percent threshold. Americans should be
concerned about this fact. That kind of debt load is the last thing this country needs
because we’re facing longer term growth rates somewhere under 2 percent. Looking
to a 2030 to 2033 horizon, the best projections we have are that current government
obligations could reach 110 percent of GDP, up from the current 92 percent. But
being concerned doesn’t mean panicking and losing all hope for the future.
Suppose the national debt reaches 110 percent of GDP. It doesn’t mean the country
will go bankrupt. What will happen is that we will have to pay a higher rate of interest
on future debt offerings.

Foreign Creditors

Speaking of panic, I do get the sense that many people are alarmed by who owns the
the massive amount of debt of this country. The portion of the debt that’s owned by 



VIEWPOINT UPDATE

STEPHENS INC. | Member NYSE, SIPC stephens.com

Americans provides some measure of comfort. The interest payments are being
made back to our financial institutions and back to us as individuals. Where you
begin to see a problem is the substantial amount of debt owned by entities outside of
the United States.

Sadly, China owns a significant chunk of this country. To be sure, allies like the United
Kingdom and Japan are also significant debt-holders. When those interest payments
on that debt are paid abroad in dollars, the outflow has the potential to weaken our
currency and set off a chain reaction of associated problems. As a comparison,
Japan has a huge governmental debt—over 200 percent of its GDP. But virtually all of
it is owned domestically.

What irks people the most, however, isn’t a foreign creditor. It’s when a government
accumulates vast amounts of debt but fails to build a strong economic backbone for
its people. You need to ask yourself this: Can you see palpable evidence that the debt
that America is accumulating is worth it? Are America’s government agencies, rail
networks, computer infrastructure, and national defense delivering what Americans
expect to be happening in those areas? 

Much of it looks bleak to me. Part of the computer infrastructure at the U.S. Treasury, for 
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instance, is a half-century old. The interstate highway system is in shambles. Certain
parts of the Pentagon continue to use floppy discs. Attempting to reach a human
being at a federal agency like the IRS is virtually impossible. And some of the airports I
fly into resemble those of third-world countries.  

The disconnect between the amount of debt the country is accumulating and what
we get for it is astounding. Add to this crisis the fact that a regime like China is a
major creditor—and it has no intention of allowing America to get out of paying what
it owes them.
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