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WEEKLY ECONOMIC UPDATE May 29, 2023

Markets moved in sync last week with perceived movement in debt ceiling
talks, weakening early in the week and then surging on news of progress. A
solid quarterly report and guidance from a mega-cap technology company
helped with enthusiasm.

Overall, the markets were mixed, with the Dow Jones Industrial Average
down 1.00%, while the Standard & Poor’s 500 gained 0.32%. The Nasdaq
Composite index led, picking up 2.51% for the week. The MSCI EAFE
index, which tracks developed overseas stock markets, sank 2.92%."23
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Market Index Close Week Y-T-D

DJIA 33,093.34 -1.00% -0.16%
NASDAQ 12,975.69 +2.51% +23.97%
MSCI-EAFE 2,069.41 -2.92% +6.45%

S&P S00 4,205.45 +0.32% +9.53%
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Treasury Close Week Y-T-D
- 10-Year Note 3.80% +0.10% -0.08%

Sources: The Wall Street Journal, May 26, 2023; Treasury.gov, May 26, 2023

Weekly performance for the Dow Jones Industrial Average, Standard & Poor’s S00 Index, and NASDAQ
Composite Index is measured from the close of trading on Friday, May 19, to Friday, May 26 close. Weekly
performance for the MSCI-EAFE is measured from Friday, May 19, open to Thursday, May 25 close. Weekly
and year-to-date 10-year Treasury note yield are expressed in basis points



Debt Talks Dominate

Stocks were weighed down for much of the week by stumbling debt
ceiling negotiations, which appeared to reach an impasse at one
point. Technology stocks, which have led the market this year, were
under pressure as traders began to anticipate the possibility of rate
hikes in June and July.

Sentiment turned more optimistic after the release of an above-
consensus earnings report and strong guidance from a mega-cap chip
giant. The momentum continued into Friday as stocks surged on
hopes of a debt ceiling agreement, undeterred by an inflation read that
may induce the Fed to raise interest rates further.

A Fed Divided

The minutes of the Federal Open Market Committee (FOMC) May
meeting reflected division among committee members over whether
further rate increases were necessary, with more than half suggesting
that they were ready to pause. Those members supporting additional
rate hikes said inflation was moving too slowly toward the Fed’s two
percent target inflation rate.

The minutes also reaffirmed the Fed’s expectation of a recession
beginning around the fourth quarter. In comments last Wednesday,
Fed governor Christopher Waller manifested this division, saying that
it was a toss-up as to whether rates should be raised, suggesting that
he could support a rate hike in June or wait on voting for an increase
until July’s meeting.

This Week: Key Economic Data

Tuesday: Consumer Confidence.
Wednesday: Job Openings and Labor Turnover (JOLTS).

Thursday: Automated Data Processing (ADP) Employment Report.
Jobless Claims. Institute of Supply Management (ISM) Manufacturing
Index.

Friday: Employment Situation.
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“Science is an ongoing search for truth and such truth has little to do
with consensus. Every major scientific advance involves challenges to
a consensus. Those who defend scientific consensus rather than
specific experimental findings are not defending science but
partisanship.”

— Aaron Kheriaty

Of Note &

Negotiations over increasing the federal debt ceiling continue in
Washington. As has occurred several times over the past twenty
years, Republicans and Democrats are presently using increases in
the debt ceiling as a bargaining chip in negotiating how federal tax
dollars will be spent.

Most of this is theater. We know how these negotiations always end:
the debt ceiling is always increased, massive amounts of new federal
debt are incurred, and federal spending continues its upward spiral. In
fact, since the last time we endured a major debate over the debt
ceiling—back in 2013—the national debt has nearly doubled, soaring
from $16.7 trillion ten years ago to $32 trillion in 2023. Over that same
period, federal spending has increased more than 80 percent from
$3.4 trillion in fiscal year 2013 to $6.2 trillion in fiscal year 2022.

So here we are again with policymakers essentially discussing how
long it will take for the national debt and federal budget to double
again. As far as Washington is concerned, that's all fine. The debt
ceiling will rise sizably. We know this because what really matters—as
far as DC policymakers are concerned—is that the taxpayer gravy
train never stops. Equally important is that the federal government not
default on any of its massive debt to ensure continued access to



cheap debt—and thus massive amounts of deficit spending—now and
forever.

To take this narrative at face value, however, we have to buy into
some big myths that policymakers are quite enthusiastic about
repeating. These lies persist because the regime needs to convince
the voters and the taxpayers that no matter what happens, no major
changes to the tax-and-spend status quo can ever be allowed to
occur. Let's look at three of those myths now.

In Washington, when politicians use the word "cut," they usually are
talking about small reductions in the rate of increase in spending. For
example, if Pentagon spending has been increasing at 2 percent per
year (which has indeed been the average for the past decade) then an
increase next year of 1.5 percent will be denounced by some as a
"cut." In reality, it's not a cut at all, of course. Spending has increased.
But in the minds of Washington policymakers, taxpayer money is
rightfully theirs, so any slowdown in the flow of free money is branded
a "cut."

That's the basic premise of what we're seeing now when advocates of
limitless increases of the debt ceiling bemoan "cuts" to Social Security
or any other welfare program. In the current debate, the Republicans
say they want “less spending than last year” for the 2023 fiscal year,
and then a "cap" on spending at 1 percent increases in each year for
the next ten years.

After some moderation in spending during the second Obama term,
spending again accelerated during the Trump years as then surged to
new off-the-charts highs as Trump doubled down on massive
spending increases during the Covid panic. Naturally, this surge
continued during the Biden years, and spending now remains well
above trend. Indeed, to bring spending back to the pre-2019 trend
would require massive budget cuts totaling more than a trillion dollars
to the annual budget.

That's certainly not in the cards right now. Rather, the Republicans are
seeking a tiny reduction in spending from the CBO 2023 estimate of
$6.4 trillion down to slightly below 2022's spending of $6.27 trillion.
Even with this slowdown, there is no danger of the 5-year moving
average falling below where it was in 2022.

According to the GOP plan, after the proposed miniscule reduction for
2023, it's back to annual increases of one percent. But it's important to
remember that this "cap" on annual increases to one percent is in no
way binding on future Congresses. Congress can—and will, if history
is any guide—forget about any previous agreement and increase
spending to meet perceived "needs" at any time.

Rather, the "cuts" we keep hearing about—even if the GOP is
successful—are likely to look like the so-called "sequestration" we



kept hearing about back in 2013. That was supposed to usher in a an
age of austerity. Instead, federal spending and debt has nearly
doubled in the decade since.

In other words, any claim that Republicans want to cut spending is
true in only the most narrow short-term sense. Spending remains and
will likely continue to remain, far above even Trump's huge (at the
time) 2019 budget increases. The post-Covid mega-spending isn't
going away.

Central to the debt-ceiling and budget debate is the often-repeated
claim that negotiations must be concluded immediately to ensure that
the US does not miss payments on any of its debts. After all, we are
told, the US has never missed a payment.

This is an out-and-out lie. The US has absolutely, indisputably
defaulted before. This began in the wake of the American Revolution
when the US defaulted on domestic loans. After the new constitution
was in place in 1790, the federal government renegotiated past debt
at less favorable terms for investors. That's a default.

Then there was the Greenback default of 1862. The original
greenbacks were $60 million in demand notes which were
redeemable in specie. Less than five months later, in January of 1862,
the US Treasury defaulted on these notes by failing to redeem them
on demand.

Perhaps the most egregious case was the Liberty Bond default of
1934. The US was contractually obligated to pay back its debts on
these bonds in gold. Franklin Roosevelt decided to default on the
whole of the domestically-held debt by refusing to redeem in gold to
Americans and devaluing the dollar by 40 percent against foreign
exchange. The US refused to make good on its end of these bond
contracts. That was also a default.

Then there was the short default of 1979. As Jason Zweig noted in
2011: In April and May 1979, amid computer malfunctions, heavy
demand from small investors and in the wake of Congressional
debate over raising the debt ceiling, the U.S. failed to make timely
payments on some $122 million in Treasury bills. The Treasury
characterized the problem as a delay rather than as a default. While
the error affected only a fraction of 1% of the U.S. debt, short-term
interest rates—then around 9%—jumped 0.6 percentage point and the
U.S. was promptly sued by bondholders for breach of contract.

So, the next Time Joe Biden or Janet Yellen go on television to insist
the US has never defaulted, know that you are being lied to.

Any talk of default is sure to bring predictions of economic
devastation. Those who have lived through a financial crisis or two will
know how this works. As soon as signs of trouble in the economy
appear, the regime lines up "experts" to tell us that unless the



government is empowered to spend endlessly on bailouts and
"stimulus," then the economy will collapse, unemployment will surge,
and hell on earth will ensue.

The taxpayers certainly heard this repeatedly in 2008 and 2009 as the
regime insisted it must be free to hand over trillions of dollars in
bailout funds to wealthy bankers and auto makers and financiers. We
were told that the central bank must be able to print up trillions of
dollars so as to buy up government bonds and mortgage-backed
securities to pad the balance sheets of the investor class. We were
told this would "fix" the economy.

Naturally, when the recession turned out to be the worst since 1982,
the "experts" then said—without any evidence whatsoever—things
"would have been worse" without all their bailouts.

We're hearing the same thing now about possible default on the $32-
trillion national debt. "Give us new debt ceiling increases with no
strings attached" appears to be the constant refrain. Without this carte
blanche, we are told, there will be economic catastrophe.

But it is all the same scare tactics the regime trots out every time it
wants a new series of bailouts or immense amount of new spending.
Trump hysterically said the same thing when he demanded passage
of his $2.2 trillion covid "rescue plan." We're told there is no
alternative, and any opposition is "reckless." Rather, we must approve
any and all new spending now and deal with the consequences later.
But "later" never comes because the strategy is always to just kick the
can further down the road. To not do so, the experts insist, will destroy
the economy.

Well, the time has come to start doubting this narrative and demand
that the federal government start being more honest about its runaway
and unpayable debt. And yes, today's massive federal debt is
unpayable. It's not even manageable. For an example of how it is
unmanageable, just look at how interest on the debt is gradually
consuming all other federal spending. With interest rates rising, debt
service is ballooning. According to an analysis from the Committee for
a Responsible Federal Budget:

Net interest will surpass defense spending by 2028, Medicare
spending by 2044, and Social Security spending by 2050, becoming
the largest single line item in the budget. By 2053, net interest will
consume approximately 7.2 percent of GDP — nearly 40 percent of
federal revenues.

It's clear at this point that the only strategy the federal government and
the Federal Reserve have for dealing with this is to inflate away the
dollar with easy money so as to bring interest rates back down and
pay back the debt in devalued dollars. Paying back debts with



devalued dollars is a type of default, but this method helps hide the
fact. Make no mistake: when the US government chooses to manage
its debts by inflating away the dollar, it is defaulting.

A more honest and rational approach would be to explicitly default.
Rather than trying to dishonestly inflate away the debt obligation, a
less deceptive federal government would simply admit that it can only
afford to pay back its debt at some reduced amount: say, 90 cents on
the dollar, or less. Naturally, this would cause interest rates to surge
as has occurred in the past when the US has defaulted. This,
however, would simply be the process of bringing interest rates more
into line with the real risks that go with investing in government debit.

The current political status quo, however, is built around protecting
investors—rather than the taxpayers who ultimately pay all the bills—
from risk. This method of turning debt into inflation is attractive to
governments and their Wall Street enablers because it shifts the
burden of runaway spending to ordinary savers and consumers. They
are the ones who pay the real price of de facto inflationary default
through price inflation, unaffordable homes, stagflation, and falling real
wages.

When the experts who oppose any sort of explicit default insist that
default would bring disaster, what they really mean is that it would
bring disaster for their friends on Wall Street and in the government.
The experts prefer the status quo which is a slow-motion inflationary
disaster that's playing out in the household budgets of ordinary
Americans.*
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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.

The forecasts or forward-looking statements are based on assumptions, may not materialize, and are

subject to revision without notice.

The market indexes discussed are unmanaged, and generally, considered representative of their respective
markets. Index performance is not indicative of the past performance of a particular investment. Indexes do
not incur management fees, costs, and expenses. Individuals cannot directly invest in unmanaged indexes.

Past performance does not guarantee future results.

The Dow Jones Industrial Average is an unmanaged index that is generally considered representative of



large-capitalization companies on the U.S. stock market. Nasdaq Composite is an index of the common
stocks and similar securities listed on the NASDAQ stock market and is considered a broad indicator of the
performance of technology and growth companies. The MSCI EAFE Index was created by Morgan Stanley
Capital International (MSCI) and serves as a benchmark of the performance of major international equity
markets, as represented by 21 major MSCI indexes from Europe, Australia, and Southeast Asia. The S&P
500 Composite Index is an unmanaged group of securities that are considered to be representative of the

stock market in general.

U.S. Treasury Notes are guaranteed by the federal government as to the timely payment of principal and
interest. However, if you sell a Treasury Note prior to maturity, it may be worth more or less than the
original price paid. Fixed income investments are subject to various risks including changes in interest
rates, credit quality, inflation risk, market valuations, prepayments, corporate events, tax ramifications and

other factors.

International investments carry additional risks, which include differences in financial reporting standards,
currency exchange rates, political risks unique to a specific country, foreign taxes and regulations, and the

potential for illiquid markets. These factors may result in greater share price volatility.
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