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Fiscal Free Lunch 
US government finances are in a mess that will surely 

only worsen as the two main parties compete to buy 

votes. For now, no-one cares—but should they? 
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With the latest CBO estimates for the US Federal 

budget for August just in, we are again in a position 

to take stock of the scale of the burden which the 

COVID-19 lockdowns and more general restrictions 

have imposed upon the nation’s finances. 

Perhaps the best way to do this is to compare the 

change in the first five, pre-crisis months of this fis-

cal year from the comparable period in FY18/19 and 

then to repeat the exercise with the subsequent six, 

post-crisis months. 

Oct’19-Feb’20 showed that things were largely on 

track, if with the grip on the public purse a little less 

rigorous than the year before. Revenues were up by 

6.9% - a few percentage points ahead of overall 

nominal growth in the economy. Outlays were run-

ning ahead at a slightly brisker 9.2% pace, the com-

bination leaving the deficit almost 15% - or $80 bil-

lion – wider.  

In theory, it would then have taken simultaneous 

tax rises and expenditure cuts of 18.6% to balance 

the budget – an admittedly unfeasible task, but one 

only 1% more onerous than in the corresponding 

months, the year before. 

However, as one might only expect, the picture rap-

idly worsens when we compare March through Au-

gust. 

Revenues here fell $130 billion short of their previ-

ous level: a drop of 7.2% which, one might feel, was 

surprisingly modest, given the circumstances. But it 

was on the expenditure front that the fiscal abyss 

truly yawned beneath our feet. 

Outlays of just over $4 trillion in those six short 

months – a sum greater than was the entire nation-

al debt as recently as 1992 when Bill Clinton was 

on the verge of entering the White House – meant 

they towered 74% higher, $1.7 trillion larger, than 

during the innocent days of Spring-Summer 2019. 

As a consequence, the deficit was 4 ½ TIMES what 

it had been the year before – a gaping $1.86 trillion 

difference which was more than the total of all ob-

ligations accumulated, all through the two centu-

ries which passed from Alexander Hamilton’s in-

famous démarche to the middle of Ronald 

Reagan’s second term. 

Should the administration now wish to raise monies 

and limit hand-outs in order to close the gap, it 

would need to boost the first and shrink the second 

by all of 41.5% (versus 12.6% in 2018/19) – a 

steepling requirement only previously surmounted 

during the course of the two World Wars and at the 

height of the Great Depression. 

Fortunately or otherwise, that added $1.8 trillion 

has been largely swallowed up and monetized  by 

the banking system and its adjuncts. The Fed itself 

has bought $700 billion net of simultaneous addi-

tions to the Treasury’s idle cash balance; commer-

cial bank holdings have risen by $200 billion 

(augmented by a similar sum of newly-extended 

reverse repos); and, finally, government money 

market funds are presently groaning under the 

weight of a 33%, $900 billion inflow since the begin-

ning of March. 

 

 

There are… measures which if not taken, we are undone: to cease borrowing money and to pay off the National debt. If this cannot be 

done without dismissing the army and putting the ships out of commission, haul them up high and dry, and reduce the army to the low-

est point at which it was ever established. There does not exist an engine so corruptive of the government and so demoralising of the na-

tion as a public debt. it will bring on us more ruin at home than all the enemies from abroad against whom this army and navy are to 

protect us. 

Thomas Jefferson, Letter to Nathaniel Macon, 19 August 1821 
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Happily, then, none of this has much impaired oth-

ers’ appetites for government debt, as demonstrated 

by the fact that 10-year yields are oscillating at lev-

els around 1% lower than before the virus hit and, 

indeed, have been making record lows in the pro-

cess. 

In effect, therefore, we have been living unbe-

knownst through a dry run of the dreadful policy 

of deliberate collectivism and partly-suppressed 

inflation which glories in the name of Modern 

Monetary Theory. 

And, yes, Professor Kelton, I agree it has not led to a 

noticeable generalized increase in prices – not YET, 

while we are still limited in our lifestyle choices and 

still very much in fear of our jobs and businesses, at 

least.  

But it HAS already shifted far too much power and 

influence and transferred far too great a disposal 

over scarce economic resources to the dead hand of 

the State and away from the wealth-generating, lib-

erty-preserving private sector. 

For that, you can rest assured, the bill will be silent-

ly mounting up, even if none can say exactly when 

and how it will be presented. 



 

©2020 Cantillon Consulting                            Please see the disclaimer at the end of  this document                                                               PAGE 4 

Unconventional Wisdom, Original Thinking     www.cantillon-consulting.ch                September 2020 

 

Disclaimer 

 

All content is intended to give general advice only. The investments and instruments mentioned therein are not necessarily suit-

able for every individual and you should use this information in conjunction with other advice and research to determine its 

suitability for your own circumstances and risk preferences. The value of all securities and investments, as well as the income 

derived from them, can fall as well as rise. Your investments may be subject to sudden, often substantial, declines in value 

which may not be recoverable; others may expire worthless after a specified period. You should not buy any of the securities or 

other investments mentioned with money you cannot afford to lose. In some cases there may be significant charges which may 

reduce the value of your investment. You run an extra risk of losing money when you buy shares in certain securities where 

there is a large difference or ‘spread’ between the buying price and the selling price, a circumstance which means that, should 

you sell them immediately, you may get back much less than you paid for them. In the case of investment trusts and certain 

other funds, these may use or propose to use the borrowing of money in order to increase the size of their exposures and/or 

invest in other securities with a similar strategy. As a result, movements in the price of the securities may be more volatile than 

the movements in the prices of those underlying investments. Some investments may involve a high degree of such borrowing 

(often referred to as ‘gearing’ or ‘leverage’) This means that a small movement in the price of the underlying asset may have a 

disproportionately large effect on that of your investment. Accordingly, a relatively small adverse movement in the price of the 

underlying asset can result in the loss of the entirety of your original investment. Changes in rates of exchange may have an ad-

verse effect on the value or price of the investment and you should be aware that additional dealing, transaction, and custody 

charges for certain instruments may result when these are not traded in your home currency. Some investments may not be 

quoted on a recognised investment exchange and, as a result, you may find them to be ‘illiquid’. You may not easily be able to 

trade your illiquid investments and, in certain circumstances, it may become difficult, if not impossible to sell the investment in 

a timely manner and/or at its indicative price. Investment in any of the assets mentioned may have tax consequences regarding 

which you should consult your tax adviser. All reasonable care has been taken to ensure that all statements of fact and opinion 

contained in the either written or spoken form are fair and accurate in all material respects. All data is from sources considered 

to be reliable but its accuracy cannot be guaranteed. Investors should seek appropriate professional advice if any points are un-

clear.  
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