
 

WEEKYLY ECONOMIC UPDATE JUNE 5, 2023 

Stocks surged higher in the closing days of a holiday-shortened trading week, 
ignited by a political resolution on raising the debt ceiling and a strong 
employment report. 

The Dow Jones Industrial Average rose 2.02%, while the Standard & Poor’s 
500 advanced 1.83%. The Nasdaq Composite index gained 2.04% for the 
week. The MSCI EAFE index, which tracks developed overseas stock markets, 
slipped 0.52%.1,2,3 

 

 



A Sigh of Relief 

The weight of uncertainty over negotiations to raise the federal debt 
ceiling was lifted last week by the news of an agreement between 
President Biden and House Speaker McCarthy and its subsequent 
passage in Congress. 

After a modest gain on Thursday following the House vote, stocks rallied 
on Friday, responding to the Senate passage of the debt ceiling bill, 
which eliminated a significant overhang to the market. A robust federal 
employment report also contributed to the Friday rally. The report 
exceeded market expectations in the growth of new jobs while reflecting 
a deceleration in wage growth. 

The Irrepressible Labor Market 

Last week’s employment data showed that the labor market remains 
stout after over a year of sharp interest rate hikes. 

Job openings in April increased to more than 10 million, reversing three 
straight months of declines, while private sector employment increased 
by 278,000 jobs in May, according to a survey by Automated Data 
Processing (ADP), a significant payroll processor.4,5 

In line with these strong numbers, the Department of Labor reported 
339,000 new jobs were added in May. That came above the consensus 
estimate of 190,000 and marked the 29th consecutive month of positive 
growth.6 

This Week: Key Economic Data 

Monday: Factory Orders. Institute of Supply Management (ISM) Services 
Index.  

Tuesday: Jobless Claims.  

 

“Technological progress has merely provided us with more efficient 
means for going backwards.”  



– Aldous Huxley 

 

In 2011, the Federal Reserve invented new accounting methods for itself 
so that it could never legally go bankrupt. The Federal Reserve redefined 
its losses so as to ensure its balance sheet never shows insolvency. As 
Bank of America’s Priya Misra put it at the time” 

“As a result, any future losses the Fed may incur will now show up as a 
negative liability (negative interest due to Treasury) as opposed to a 
reduction in Fed capital, thereby making a negative capital situation 
technically impossible.” 

That was twelve years ago, and it was all academic at the time. But in 
2023, the Fed really is insolvent, although its fake post-2011 account 
doesn’t show this. Nevertheless, the reality is that the Fed’s assets are 
losing value at the same time that the Fed is paying out more in interest 
than it is making in interest income. 

This became clear last week, when the Fed released a new report 
showing that its interest payments on bank reserves skyrocketed in 2022. 
The press release states: 

“Total interest expense of $102.4 billion increased $96.6 billion from 2021 
total interest expense of $5.7 billion; of the increase in interest expense, 
$55.1 billion pertained to interest expense on Reserve Balances held by 
depository institutions and $41.5 billion related to interest on securities 
sold under agreements to repurchase.” 

The cost of operations also exceeded earnings in 2022 because 
remittances have fallen from 2021. For the year overall, the Fed still 
managed to achieve a positive net income, thanks to positive inflows in 
the first half of the year. But since September, as Reuters notes, the Fed 
began recording what’s called a deferred asset, which tallies up the Fed’s 
loss; the deferred asset stood at $18.8 billion at the end of the year. 

The “deferred asset” phrase basically means “losing money” in 
Fedspeak: the Fed is supposed to make remittances to the US Treasury 
out of its surplus, but when it has no surplus, the Fed “defers” its 
payments. We can see how these remittances plummeted into negative 



territory beginning in September: 

The trend of falling remittances is unlikely to reverse in 2023, unless the 
Fed takes a very dovish turn and forces interest rates down again. What 
is more likely is that the Fed will hold rates flat or only slightly reduce 
them. In either case, the Fed will have to keep paying out more in interest 
than it makes in income. 

Why Is the Fed insolvent now? A sizable part of the reason that the Fed 
has become insolvent in recent months (and almost certainly will be in 
2023 overall) stems from the fact that since 2008, the Fed has bought up 
trillions of dollars in Treasury debt and mortgage-backed securities 
(MBSs). The Fed has done this to prop up the prices of real estate and 
government bonds (i.e., to subsidize Wall Street, banks, and the real 
estate industry.) 

Yet it bought these fixed-rate assets when interest rates were very low, 
and most of those assets have a maturity of over a year. That means that 
even as interest rates have risen in the past year, the Fed’s income from 
these assets has not risen sizably. Yet the Fed is also paying banks 
interest on reserves and reverse repos. That interest rate is not fixed and 
changes rapidly. So although total reserves at the Fed have fallen by 25 
percent in recent months, that won’t bring interest payments down to 
2021 levels because interest rates have increased 4,300 percent, from 
0.1 percent to 4.4 percent. 

The end result? The Fed is now paying out more interest to banks than it 
earns in income from the MBSs and government bonds that it holds in its 
portfolio. Thus, as we saw in the Fed’s Friday release, outflows in interest 
payments have surged but income has not, and the Fed is now forced to 
defer its promised payments to the Treasury. 

Another complicating factor driving the Fed deeper into the red is the fact 
that its portfolio is also losing value. (The key to understanding how this 
becomes a problem is to remember that bond prices move in the 
opposite direction of interest rates. So, as newly issued bonds’ interest 
rates [i.e., yields] move up, the prices of existing bonds move down.) 

As interest rates have moved up in the past year, the value of the Fed’s 
MBSs and Treasury debt has fallen. So now the Fed also has less 
capital. Thanks to Enron-like accounting, however, the Fed’s bankruptcy 
is legally just a matter of “deferred assets,” so it’s not a legal problem for 
the Fed. 

Nonetheless, that the Fed’s losses are likely to mount further and require 
a bailout can be seen in the fact that we’ve seen this sort of problem 
before. As noted by Alex Pollock in a 2022 lecture at the Mises Institute, 
the Fed has put itself in a situation similar to the one that sank the 
savings and loans in the early 1990s. Like the S and Ls, the Fed 
“invested” in large amounts of long-term debt at low fixed interest rates. 



But then interest rates went up. The fixed-rate interest income stayed 
largely the same, but interest payment obligations increased sizably. 
That’s where the Fed is now. 

For a normal financial institution, this situation leads to bankruptcy. But 
the Fed will bail itself out by printing money. In the end, that means price 
inflation, either in assets like stocks and real estate or in consumer goods 
like eggs and auto parts. Ordinary people will see their cost of living go 
up and their real wages fall, and they’ll get poorer. Through it all, though, 
the Fed and the regime itself will benefit. As the Fed has been careful to 
say in recent days, its de facto bankruptcy does not impede its ability to 
carry out its usual inflationary monetary policy. Never fear—because the 
Fed can create its own income at will via monetary inflation, the regime 
will continue to benefit from the Fed’s usual tricks. The regime will be 
able to run higher deficits, spending on “free” benefits for the voters and 
on corporate welfare for the politically powerful. It’s all a great scam for 
the parasitical class. For the productive classes? Not so much.7 
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Investing involves risks, and investment decisions should be based on your own goals, time horizon, and 

tolerance for risk. The return and principal value of investments will fluctuate as market conditions change. 

When sold, investments may be worth more or less than their original cost. 
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U.S. Treasury Notes are guaranteed by the federal government as to the timely payment of principal and 
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