The Great Debt Flood and the Need to “Go Dutch”
All levels of government in the US are deep in debt.  The federal debt is now $13 trillion (over $40,000 per person).  According to the President of the Dallas Federal Reserve, the current unfunded liability in Medicare and Social Security is roughly $104 trillion.  That’s $330,000 per person. 
Add in state and local government debt and you add another $3.5 trillion in debt.

The ten most indebted states according to Forbes magazine are:

      State


Per Capita Debt

Debt/Gross State Product

41. Illinois


$1,877



4.7%

42. Kentucky


$1,477



5.0%

43. Rhode Island

$1,812



5.0%

44. Washington

$2,087



5.2%

45. New York


$2,921



5.9%

46. Mississippi 

$1,478



6.1%

47. New Jersey

$3,621



8.1%

48. Connecticut

$4,490



8.8%

49. Massachusetts

$4,323



9.0%

50. Hawaii


$3,675



9.5%

Then there are states’ unfunded pension promises.  The Pew Center for the States estimated the 2008 unfunded liability for state pensions systems to exceed $1 trillion.  That was before the market crash.  Today’s Pew estimates exceed $2 trillion.  Economists Joshua Rauh and Robert Novy-Marx have put the value over $3 trillion.  According to Forbes Magazine, the states with the largest pension liabilities are as follows:
State


Per Capita Unfunded

Unfunded Liability/

Pension Liability 

Gross State Product

41. Oklahoma


$11,806


39.1%

42. Hawaii


$15,525


40.8%

43. Alabama


$12,205


41.9%

44. Kentucky


$12,555


42.8%

45. Illinois


$17,230


43.5%

46. Alaska
 

$18,797


43.9%

47. Wisconsin


$16,418


47.1%

48. Mississippi

$12,523


53.3%

49. Ohio


$19,110


57.9%

50. Rhode Island

$20,271


58.7%
Then there’s California who last week cracked the top 10 in sovereign default risk.
Rank
Country/ State

May 17, 2010 Risk of Default (CPD %)

1.   
Venezuela

50.26

2.   
Argentina

45.22

3.
Greece


41.47

4.
Pakistan 

37.36

5.   
Ukraine

33.69

6.
Dubai


26.31

7.   
Portugal

21.46

8.   
California (US)
21.15

9.   
Latvia


21.12

10.
Sicily (Italy)

20.67

Source: CMA Sovereign Risk Monitor
California represents a hole in the United States’ fiscal dam.  They and other state governments are leaking money.  There are two options going forward.  Option one is for the federal government to place bailout buckets under the holes and throw the water back over the dam (by transferring state debt to federal taxpayers).  The problem is that this will only add to the pressure behind the dam and cause more holes to open (see moral hazard).

With so much debt, you would think that the feds wouldn’t be interested in borrowing more money to bail out states.  But that’s exactly what they are doing.  The Economic Policy Journal noted that 32 states have now borrowed nearly $38 billion from the federal government to pay unemployment insurance benefits.  Now the US Secretary of Education is proposing a $23 billion bailout for local schools (with borrowed money).
Option two is for the federal government to stop engaging in, and encouraging, fiscal suicide.  Flood protection requires that you plug the holes in the dam before it breaks.  Once it breaks, economic devastation will follow, and we don’t have debt flood insurance.

The federal government should get their own fiscal house in order and stop bailing out other irresponsible governments.  This solution is akin to hiring “little Dutch boys” to keep their fingers in the dam until the water recedes.  Unfortunately, last week,  a measure that would prohibit taxpayer funds from being used to bailout state or local governments  was rejected by the US Senate.  Here’s to “Going Dutch” next election.
Note: For the double entendre challenged, “Going Dutch” here is meant as both being fiscally responsible at the federal level (hiring little Dutch boys to put their fingers in the dam) and making state and local governments pay for their own decisions (as in making your date pay for his/her own movie).

