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Washington, DC   -  The 111th United States Congress convenes next week here in the Nation’s Capital.  The main order of business is apparently going to be the development of an economic stimulus package.  The stated purpose of this action is to rescue the U.S. (and the world) economy from the deepening recession brought on by the home mortgage crisis of 2008.

President-elect Obama and his team of advisors are said to be crafting legislation for the Democrats who control Congress to introduce as early as next week, with the goal of having completed legislation ready for Obama to sign into law once he is sworn in as President of January 20.  It all sounds so promising.

Unfortunately, the prospects of any such stimulus to end this economic downturn are less than extremely slight.  The problem with the fix is that it is being designed simply to pump vast quantities of money into the U.S. economy along the Keynesian model of the 1930’s rather than in a manner consistent with the realities of the 21st century.  Basically, we will be making the economic mistake of “fighting the last war.”  

The economic reality of today is that the U.S. no longer manufactures much of anything, except movies and a few other non-essential items.  Our workforce has been trained to provide services, whether they be in the banking, investment, legal, software, or fast food industry.  The lone exception is our farming sector, which continues to produce food and grain in sufficient quantity to not only feed the nation, but to have large quantities to export. The premise of the rest of our economy has been to promote consumer spending to create demand for services, which, in turn, creates more service jobs, which provides additional consumer spending, etc.  For the past 50 years, this model has created a tight, upward spiral of wealth.

But now that spiral is collapsing.  No amount of capital infusion by the government can prop up an economic model based on the grandest Ponzi scheme of all.  The reason is that the vast amount of money required to place money in consumers’ hands must come from somewhere.  There are three options:  (1) the U.S. can start making products that people in other nations want and will pay for in traded goods or cash;  (2) the U.S. can borrow the money from overseas lenders; or (3), the U.S. Treasury can simply print additional money to infuse into the economy.    

But here is the bad news.  Option 1 is not possible.  There is no manufacturing capability remaining in the U.S. which can compete with overseas facilities, unless American workers wish to sell their labor for Third World wages.  We also have minimal capability to quickly build the infrastructure to construct such manufacturing facilities.  Option 2 is possible, but only so long as overseas lenders with very deep pockets continue to purchase Treasury bills at low interest rates.  The flow of investment to continue to make this happen will have to be astronomical, and becomes less and less doubtful as the situation deteriorates.  Option 3 is the most likely scenario, that is, we attempt to print our way out of the problem.  Running the printing presses to generate vast amounts of “new” money is simply the fall back position of every scoundrel regime which has spent well beyond its means.  With more money in circulation, the value of existing money decreases and hyper-inflation quickly follows.  In essence, the government is intentionally taxing everyone who is holding U.S. dollars.  When your 1000 dollars now buy what 500 dollars did last month, you have been effectively taxed for the missing 500 dollars.   The temptation to steal from “the rich” and those members of society who have diligently saved instead of consuming will be overwhelming for legislators and policy makers.  The beauty of the inflation scheme is that this is a tax increase for which there is no vote.  It just “happens.”
Basically the “stimulus” is simply another means of transferring wealth.  The money which will be funneled to “projects” will be taken from those who have funds and transferred to those involved in the projects.  Because the projects will have little benefit in terms of changing American production capabilities, any positive effect will be short-lived and even counterproductive to a long term solution.   In the meantime, look for an aggressive marketing campaign to sell the stimulus to the American public.  It is all smoke and mirrors, my friends.  Stay tuned. 

I thought you might like to know.
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