
As an attorney I counseled many clients engaged in or contemplating a contest of wills with a 
certain crime family known as the "Internal Revenue Service" (IRS).  Such a consultation almost 
invariably starts with what one might call a "situational analysis."

A situational analysis considers the resources, threats, and opportunities facing the parties 
involved.  For those purposes the details are ignored even though even though success or failure 
of the course of action finally chosen is most probably dependent upon how well one attends to 
the details.  A situational analysis determines the probable end game of reasonably possible 
courses of action.

This might sound like a lengthy discussion, but it usually is not.  Most strategies can be quickly 
eliminated because they have one or more fatal flaws, recognized and acknowledged by all as a 
deal killer.  As soon as the client acknowledged that a course of action carried a price that they 
would not pay, the conversation shifted to some other plan, which did not have a settled and 
acknowledged fatal flaw.  Plans that survived this discussion would then be discussed and 
ranked.

Applying the same logic to the challenges facing the federal government, first consider an 
outline of its history.  In this country the states exercise plenary legislative power, subject to the 
limitations of their constitutions.  Each state creates subordinate entities often referred to as 
"municipal corporations," such as counties and cities, to which it delegates functions of 
government suited to administration at the local level.

After the Revolutionary War, the 13 newly independent states created a superintending political 
entity commonly known as the federal government.  The founding charter, which we call the US 
constitution, was a grant of limited powers, not a mere limitation.  Powers not expressly granted 
or necessarily implied do not exist, in the law.  Originally, the principal purposes of this entity 
were to provide for the common defense, for a national postal system, for uniform coinage, and 
to provide an interface for interstate and international relations.  In a word, this political entity 
was created for the purpose of effectuating the salutary purposes of the constitution of the United 
States.

For the first 120 years the federal government mostly stayed within those bounds, with notable 
exceptions.  In 1913 the Federal Reserve Corporation and the Federal Income Tax came into 
being.  Neither had a rational purpose or a great impact without the other.  Together, they formed 
a formidible mechanism for the transfer of wealth from wealth creators to politically favored 
entities and groups.

Two decades later, federal promises to pay money in gold coin were repudiated, with respect to 
private citizens.  Just over another decade after that, the federal government presided over the 
only major first world power that had escaped WWII essentially unscathed.  The Federal Reserve 
Note was at the time still an accepted promise to pay gold coin, for foreign governments.  As 
such it established itself as the primary international reserve currency.  That dominance was not 
immediately broken when these promises to pay gold coin, to foreign governments, were 
repudiated in August of 1971.  There was no suitable challenger ready to take its place.

The US owes a disproportionate amount of its current position of wealth and easy living to it's 
role as issuer of the primary reserve currency of the world.  It's not an honest currency, far from 
it.  It is called the dollar, but fairer name for its current manifestation of this financial instrument 
would be the "Federal Reserve Promise to Pay Nothing" (FRPPN).  A dollar once defined as 
approximately 1/20th of an ounce of gold is now, de facto, 1/1,400th, for a 70-1 devaluation. 



In 1913 the federal budget had just recently reached $1 billion.  Today the federal budget is 
3,500 times larger in nominal terms, and 50 times larger measured by expenditures calculated in 
gold.  Per capita federal expenditures, calculated in gold, are roughly 15 times greater than those 
100 years ago.  

It's impossible for this spending to continue, but improbable that political leaders will confess the 
truth and bring the federal budget, and obligations, to sustainable levels.   To understand why, 
start with an examination of current federal expenditures by major category:

Category                                     Annual spending in billions
1)  Social Security                      $775
2)  Health care                            $850
3)  War, defense                         $800
4)  Everything else                     $975

This number roughly matches the published 2010 federal budget of about $3.4 trillion.  It's 
certainly possible to quibble over the details.  Some will say the military budget should not 
include the costs of our two current wars of aggression, or veterans benefits, whereas others 
might credibly argue that the true cost of playing world cop substantially exceeds $800 billion. 
Switching between categories won't change the outcome.

Our bloated tax system, sustained by terror, plus all royalties, rents, duties, imposts, and excises, 
-- every revenue source except borrowing -- generated about $2.1 trillion for 2010.  Increases in 
the rates, or revenue enhancing rules, are likely to have a negative impact on total revenues.  Tax 
rules created with the purpose and effect of invading capital, under the guise of taxation of 
income, have bled this country white.  Congress now has tax cuts on the table or already enacted 
of perhaps $400 billion, a tacit admission that the economy is too emaciated to sustain current 
tax rates. 

Consider now the fundamental reason that lenders lend money.  Lenders essentially pay money 
in exchange for all or some part of a promised stream of revenue in the future.  Future cash flows 
that are already committed to other creditors, or required for the production of revenues available 
to repay debts, are not counted in the mind of any rational lender.

This being said, Social Security "contributions" and spending must be excluded from the pot. 
Social Security now consumes essentially all of current receipts for current payments.  A default 
in the payment of promised benefits would be a confession of the bankruptcy of the system, and 
promptly bring the whole house of cards down on itself.  Who thinks that the regime could long 
maintain the collection of Social Security "contributions," diverted wholesale from their stated 
purpose?

That leaves $2.6 trillion of expenditures supported by $1.3 trillion in receipts other than 
borrowing.  But now count in the recently passed reduction of Social Security workers' taxes by 
2 percentage points, about 1/6th of Social Security receipts.  Interest on the debt cannot be 
diverted without an immediate loss of the ability to borrow.  Some money is needed for core 
government functions.  Other dedicated revenues suffer the same limitations as those of Social 
Security.  Considering these factors, the stream of income that might theoretically support 
repayment of loans is less than $1 trillion.

What rational lender would lend $1.3 trillion annually, supported only by a revenue stream that 
is unquestionably much less than that amount, and in serious decline?  The continued viability of 
the federal government depends on a never ending, ever increasing supply of irrational investors. 



Even if the investors never lose heart, they will eventually lose the capacity to keep up.  Thus the 
collapse of the FRPPN is a question of when and not if.

Every trend runs hard and fast toward a collapse of the FRPPN and the federal government in its 
current manifestation.  The debt service cost on about $14 trillion, heavily weighted toward short 
term obligations, is artificially low because of loose money policies.  Fed Chairman Ben 
Bernanke has announced  plan to spend $600 billion on long term federal obligations.  He calls it 
"quantitative easing," (QE) a term that has not yet acquired the opprobrium of "running the 
presses."  

Communist China, Russia, and Germany are aghast at this plan, for good reason.  First, QE is in 
fact running the presses, only with an intervening step involved.  QE pumps massive sums into 
the economy, much of which short term federal borrowing will promptly mop up.  Second, 
although it cuts total interest costs in the short term, Bernanke's ploy markedly cuts the average 
term of federal obligations.   Thus debt service costs will become increasingly sensitive to 
changes in the short term interest rate.  An average interest rate of 10%, by no means an 
unreasonable rate given the lack of creditworthiness of the federal government, would absorb 
$1.4 trillion.  That's far more than the unobligated receipts of the federal government, by any 
accounting.  

Federal health care expenditures were increasing at 6% per year even before Obama's health care 
plan was passed, far faster than the growth of the economy, now or in the foreseeable future. 
Over $100 trillion in unfunded federal liabilities (mostly but not all for health care) are currently 
outstanding, and that number increases at a shocking rate.  Those claims are in competition with 
the claims of holders of explicit federal debt instruments.  With respect to default in the 
performance of these irresponsible promises, the question is who, when, and how, but not if.

But isn't it possible to cut the budget and maintain the viability of the federal government?  Yes, 
but that's highly unlikely.  Most citizens are in deep denial about the level of cost cutting that 
would be necessary to maintain the continued viability of the federal government.  Only a small 
fraction of our population is at present willing to make the admittedly drastic and abrupt budget 
cuts, open repudiations of unfunded obligations, relinquishments of federal control, etc., 
necessary to restore solvency and survivability to the federal government.

The federal government has morphed from a superintending municipal corporation dedicated to 
executing the constitution, and the laws made pursuant thereto, into an implacable enemy of the 
constitution.  The vast majority of the current functions of this entity are unauthorized by the 
constitution.  At least 90% of all current federal expenditures are related to 1) A standing army 
during peacetime, the standard to which the founders compared other threats to liberty, or 2) past 
or present violations of the constitution.

Most of us fear the prospect of a collapse of the federal government, but why?  Mainly because 
we're in love with our share of more than $100 trillion of unfunded promises made to citizens of 
these United States.  What we overlook is the fact that the federal government is at least as 
insolvent as Bernie Madoff was at the time his Ponzi scheme collapsed, and probably much more 
so.   Virtually all of us have large individual claims against what amounts to a glorified 
municipal corporation.   But these claims are against an entity which has staggering liabilities, 
and comparatively insignificant assets.

Consider the federal government's performance with respect to its principal validly delegated 
responsibilities:



1) The common defense.  $800 billion annual outlay, about ten times what China spends to 
defend 4 times as many people.  Military spending is thus perhaps 40 times per capita as much as 
that of China.  For this spending China is denounced as militaristic, in spite of conduct and 
statements proclaiming that their international goals are economic only.  Two wars of 
aggression, large economic and social burdens from past misadventures, increasing backlash 
from our military presence around the globe.

2)  Postal system.  Bloated and inefficient, runs huge deficits.  Marginalized by FedEx, UPS, 
DHL, and the internet.

3)  Coinage of money.  Guilty of one of the biggest breaches of trust in history.  Even after 
restoring the right to own gold, the currently issued quarter ounce gold coin, logically $12.50 US 
gold dollars, is stamped $10, for the purpose of impeding the use of any federally issued gold 
coin in commerce and trade.  Exceedingly hostile to any attempt by financially responsible 
parties to facilitate the efficient exchange of promises to pay US gold and silver coin, in 
commerce and trade.

4)   Interstate and international relations.   Refuses to enforce immigration laws, interferes with 
those who try to do the job for them.  Prosecutes drug offenses with no pretense of proof of 
interstate commerce.

Honestly, how much would you lose from the bankruptcy of such an incompetent governmental 
entity?  It doesn't have to be a disaster for freedom loving individuals, if preparation is made in 
advance.  In fact it can be a huge boon.  In coming posts, I intend to lay out the major threats and 
opportunities, along with ways to prepare for them.


