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Washington, DC   - Today I would like to discuss a few more economic issues surrounding our new 111th United States Congress which convened here last week.  Working together with the incoming Obama administration, Congressional leaders will, in the months ahead, attempt to craft an economic policy to attempt to lift our Nation out of the current financial morass.  Don’t bet on successful results.

The key item in “the recovery package” (a.k.a, “the stimulus package”) is the infusion of at least a trillion dollars into the national economy with the stated purpose of putting people back to work.  The goal is to “jump start” the economy by putting purchasing power back into the hands of all who are currently unemployed so that they will now resume spending habits leading to the creation of more jobs which will lead to more money in circulation.  Instead of the downward spiral we are now experiencing, the economy will be turned around and will grow in an upward spiral, restoring prosperity in the process.  More revenue in circulation will translate into more taxable income which will in turn enable the government to pay off the debt incurred by the initial infusion of the trillion.
The rosy scenario described comes straight from Keynesian Economics 101.   Looking for a path to erase the plight of the entire world during the Great Depression, political leaders both in the U.S. and abroad turned to the economic guru of the day, John Maynard Keynes, the Cambridge University economist, whose writings provided the basis for government intervention in markets to stimulate a stagnant economy mired in depression.
There is great debate about the efficacy of Keynesian policies.  It is argued by many that the U.S. was far worse off in 1938 after 6 years of government Keynesian programs and cash infusion than in 1932 when Roosevelt came into office.  These same critics contend that it was only the saving grace, economically speaking, of World War II which lifted the world economies from the doldrums.  If this is so, the price tag in terms of human suffering and sacrifice was enormous.

Even if those stimulus packages of 70 years ago were successful (and, as I just mentioned, it is extremely debatable that they were), the conditions in the U.S. in 2009 are dramatically different.  Pumping money into consumers hands now does not necessarily result in the creation of new jobs in the U.S, because we no longer make much of anything.  When our consumers purchase, they are very likely to be purchasing products made overseas, usually in China.  Few new American jobs are created when we purchase a new iPod.  And that is the type of purchase many Americans will make when Government bucks suddenly appear in their checking accounts.
The source of all this stimulus money is the real story.  The tax dollars simply are not there.  We cannot pay for our current pre-stimulus level of government spending with the amount of taxes currently collected.   So what to do?  There are only two options:  borrow it, or print it.  Sooner or later, probably sooner, those who loan money to the U.S. by purchasing U.S. Treasury bills will stop doing the lending – either due to the realization that the U.S. is highly unlikely to ever be able to pay back such sums, or they themselves have run out of money to loan (e.g, China with its factories shutting down).  The only remaining source of that level of money, trillions of dollars, is in the pockets, bank accounts, savings, and investments of “middle class” America.

So how does the American government entice its citizens to surrender their savings to finance the stimulus?  Taxation is not an option, because that requires open voting by Congressmen and Senators on what would be an extremely unpopular measure.  Politicians who did enact such high taxes would be run out of town.  But there is a far more clever option for our policymakers, an option which will fly under the radar, but which will provide the trillions.  Print the money.  
By simply printing the required sums and distributing those dollars to the populace, everyone who currently has savings, investments, or cash will see those holdings rapidly diminish in value as inflation reduces the value of their money.  You may still have savings of $100,000, but it will now purchase for you what $50,000 did last year.  You have, in effect, been taxed $50,000, and you are not even aware of what has happened.  Politicians love this form of revenue collection because most voters have no idea that it was their representatives who crafted and implemented this plan.  The politicians will claim that they had no hand in the matter, and that inflation just happened, as if it were some mysterious act of God.   

So prepare yourself for inflationary times ahead.  If you think that Bernie Madoff’s recent theft of billions from unsuspecting dupes was despicable, you have not seen the greatest con about to be pulled on all of us by our friends in the 111th U.S. Congress.

I thought you might like to know.
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