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TRUST BUSTERS

By Greg Brooks. A short break from com-
plaints would’ve been nice, but clearly
that’s too much to ask. One out of four
Americans are mad that they can’t see the

photos of the hole in his head; 11% are
upset that we took a human life (one that
murdered 3,500+ Americans). Others are
peeved about Obama getting more credit
than Bush (what about the SEALs?), and
John Yoo is miffed that we didn’t take
him alive so we could torture him.

Fortunately, most Americans seem to be
ignoring the noise. Their bottom line is
simple:

We got him. Turns out we’re not quite
as helpless as we might look.

That’s a critical lesson right now be-
cause we’re going to need it to take out
the other boogeyman haunting us.

The economy is still a mixed bag, but
it’s no longer a boogeyman. GDP has risen
seven straight quarters and is now above
pre-recession levels. While the 1Q 2011
growth rate came in at just 1.8%, there’s
a good chance it’11 be revised upward on
the second pass.

Some worry that initial unemployment
claims are again over the 400,000 bench-
mark. But private sector job growth has
averaged more than 250,000 per month over
the past three months. While the March
unemployment rate rose from 8.8% to 9.0%,
some believe that number is wrong, too.

Pundits complain about a “McJobs recov-
ery” and there are plenty of anecdotes
about $20-per hour workers who were laid
off and had to take $10-per-hour jobs.
There’s also anecdotal evidence that
workers are retraining for higher-paying
jobs that require specialized skills.
Plus, the job market is finally opening
up for college grads this year.

Overall, wages and salaries in 1Q 2011
were up 1.6% YoY, following a 1.5% gain
in 2010. It’s true that wage growth is
lower than it was during the boom, but it
always is. That’s why they call it a re-
cession.
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Maybe most important, many Ameri-
cans missed the crash altogether. A
study by Northeastern University
broke out the unemployment rate in
4Q 2009 (its peak) by income level:

* Bottom 20% income level: 25.0%

unemployed

* Next 20%: 13.8% unemployed

* Middle 20%: 8.4% unemployed

* Next 20%: 5.7% unemployed

* Top 20%: 3.6% unemployed

In other words, the people who got
whacked hardest were the same people
who held McJobs before the reces-
sion. Higher-income workers — those
most able to afford to buy homes —
were mostly unaffected.

Which brings us to the mystery of
the month. So far, housing starts
this year aren’t just anemic; we’re
not even keeping pace with 2010. The
media is all abuzz about falling
home prices, but it’s hard to make a
case that prices are keeping buyers
on the sidelines when 69% say it’s a
good time to buy a house.

Nor are foreclosures crowding out

new home sales, at least not any
more than in 2010. According to Re-
altyTrac, 1Q 2011 REO and auction
sales were down 25% YoY.

The notion that willing buyers
can’t get mortgages is valid to a
point. But credit standards are eas-
ing. Most banks are lending to cred-
itworthy borrowers and the most af-
fluent 40% of the workforce has been
at or near full employment through-
out the recession.

Moreover, Americans are not sour-
ing on homeownership as some claim;

81% say a home is the best long-term
investment you can make.

2001 CBO projections vs. actual federal debt. Pew Fiscal Analysis Initiative
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No question the
housing market is
constricted, but
there are still
plenty of buyers
with the means and
the motivation to
buy homes. So why
aren’t they buying?

Because of the
other boogeyman.
Here’s how the Pew
Fiscal Analysis
Initiative de-
scribes him:

“The U.S. will
likely owe $10.4
trillion this year
(editor’s note:
public debt only;
the gross debt is
$14.4 trillion),
its largest debt
relative to the
economy since 1950.
However, the Con-
gressional Budget
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VITAL STATISTICS: U.S. ECONOMY
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VITAL STATISTICS: HOUSING
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Office projected in 2001 that the
federal government would erase its
debt in 2006 and be $2.3 trillion in
the black by 2011 — a $12.7 trillion
difference from today’s reality.”

Mind-blowing? That’s one way to
put it. The U.S. was on track to be
literally in the strongest position
in its 235-year history: the leading
economic power in the world and
debt-free. Instead, we’re facing the
possibility that we’ll be paying
higher interest rates on the money
we need to borrow to pay our bills.

And we accomplished all that in a
mere ten years.

To be fair, the single biggest
component of that $12.7 trillion was
unavoidable. The Pew study (CS24.us
registration required; click here if
you need a password) found that lost
revenue from this recession and, to
a lesser degree, the 2001-2 downturn
accounted for $3.6 trillion of the
total. Costs related to fluctuations
in our borrowing requirements ate up
another $700 billion. Take away all
the other stuff and we’d still be in
a hole right now. A little one.

How’d we get here? Like everything
else these days, those are fighting
words.
the Bush tax cuts, the Iraq and Af-
ghanistan wars, and Medicare Part D.
Politicians on the other side blame

Politicians on one side blame

entitlements and the 2009 economic
stimulus.

Actually, the second-largest com-
ponent of the $12.7 trillion swing
can be credited directly to politi-
cians: $2.7 trillion in new legisla-
tion and domestic spending, not in-
cluding the 2009 economic stimulus.

How a $2.3 trillion surplus turned into a $10.4 trillion

TARP: 0.1%
Medicare Part D: 2.1%
Dec 2010 tax cuts: 3.1%

New defense spending: 5.2%

Other tax cuts: 5.3%

=

Fluctuations in borrowing
requirements: 5.5%

2009 economic stimulus
(ARRA): 5.6%

Given who had control of government
over the decade, we can’t blame one
side, either. Turns out bipartisan-
ship is alive and well, after all.

It’s probably not be a good sign
that we’re relying on the same peo-
ple to get us out of this mess, but
that makes it worth an independent
look at what it’1l take to get the
job done.

The Pew study doesn’t make recom-
mendations. Its purpose was to cal-
culate the impact of the options
available to us. It made three as-
sumptions:

1. Whatever we do won’t start un-
til 2016, when CBO projects
that the country will be back
at full employment.

2. Whatever we do will reach its
goal by 2025.

3. The goal is not to eliminate
the debt but to reduce it to
60% of GDP, which is widely
considered to be a reasonable
and manageable level.
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deficit. Pew Fiscal Analysis Initiative
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That may not be what you had in
mind; debt-free sounds better to me,
too. But it’s a start, so let’s see
what Pew came up with.

There are three general options:
1) cut spending, 2) raise revenue,
or 3) grow faster than the debt.

Most of the discussion so far has
been about cutting spending. There
are two types: Mandatory spending
includes Social Security, Medicare,
veterans’ benefits, and other pro-
grams whose cost is based on the
number of people enrolled. Mandatory
spending makes up 57% of the budget.

Discretionary spending includes
defense and other security programs,
plus NASA and government agencies
(Education, Transportation, HUD,
etc.) that are budgeted each year.
Discretionary spending makes up 37%
of the budget, with defense account-
ing for about half of that.

If we cut mandatory spending only,
Pew says it’d take a 34% cut to hit
the 60% benchmark by 2025. If we cut
discretionary spending alone, it’d
take 70%. If we cut the two equally,
each would have to be cut 23%.

The second option is to increase
revenue by raising taxes. Over 70%
of Americans favor letting the Bush
tax cuts expire for households mak-
ing over $250,000 per year, but that
won’t do the trick. Letting all the
tax cuts expire would stabilize the
debt, but the over-$250K crowd only
accounts for 25% of the total.

By Pew’s calculations, achieving
60% by 2025 would require an across-
the-board 55% increase in individual
income taxes, or a 26% increase in
all taxes (individual and corporate

income, payroll, excise, etc.). That
would include corresponding cuts in
so-called “tax expenditures” — i.e.,
tax breaks to encourage various ac-
tivities, such as the mortgage in-
terest deduction.

We could also do some of both, of
course. If we cut spending and raise
taxes the same percentage, 12% is
the magic number that gets us to 60%
of GDP by 2025, says Pew.

Finally, we could grow the economy
faster than the debt. To reach 60%
that way, says Pew, GDP growth would
have to average 4.1% annually over
the entire ten years. Pew believes
that’s unlikely; high-growth periods
typically last two to four years and
CBO projects that we’ll average 2.1%
over the next decade.

On the other hand, we’ve done it
twice in recent memory. We averaged
4.7% from 1959-69 and had an eight-
year run from 1992-2000 — which,
incidentally, proved it can be done
despite political gridlock.

The common thread was innovation:
integrated circuits in the 60s and
the Internet in the 90s. We don’t
know when the next game-changer is
coming; that’s why we need a thriv-
ing business climate. But it’s also
an argument for a thriving govern-
ment — both originated in government
R&D programs.

We’re facing tough choices and
deep political differences, but the
the fact is that we’re not as help-
less as we look. Winston Churchill
said it best:

“Americans can always be counted
on to do the right thing. After ex-
hausting all other possibilities.”
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