
“As Debt Rises, the Government Will Soon Spend More on Interest 
than on the Military”

New York Times September 25, 2018

Thank you Johannes Gutenberg. Gutenberg invented the first 
movable type printing press in 1439.  He is credited in some corners of 
academia with dragging the world out of the Dark Ages after the fall of 
the Roman Empire and into the enlightenment of the Middle Ages.  His 
printing press allowed everyone who could learn to read access to all 
of the wonders of the world at that time. Without the printing press, 
Martin Luther never could have challenged the ultimate authority of 
the Pope and the Catholic Church.  He needed to have the Bible placed 
into the hands of the common people and the printing press paved the 
way for his Reformation.  

This certainly sounds very similar to the rise of the internet today.  
As the Arab Spring demonstrated, governments are at much greater 
risk of being over-thrown because ideas are being freely exchanged 
amongst complete strangers who only need access to a phone and the 
internet.  A few well-placed texts or tweets and crowds can congregate 
in minutes to challenge 
authorities. The dark side 
of this instant information 
is the actual addiction to 
the phone, social media 
bullying and Facebook 
affecting elections.

I mention Gutenberg because I love to read. Clients and friends 
ask me how my weekend was and I invariably answer that I spent it 
reading, usually both for pleasure and for business. This may be the 
by-product of being a son of a reading teacher but I think it is more 
than that.  I know that I sound like a troglodyte, but I still prefer books 
and actual newspapers. You can’t highlight for future reference on a 
screen! The things that we can learn by reading!  I am currently wading 
through a book on Ulysses S. Grant after having just finished one on 
J.P. Morgan.  A book titled The Warburgs is waiting in the wings to be 
next.  What I find so striking in reading about historical figures is how 
their problems mirror those of ours today. Of course, they are never 
exactly the same but the rise of technology in their lives and the folly 
of politics are constants across the years.
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I have not read it yet but one that is on my to-read-list is 
Fortune’s Children: The Fall of the House of Vanderbilt by 
Arthur Vanderbilt. The book deals with the rise of wealth, 
and the eventual loss of the majority of this wealth, 
during the Gilded Age from the end of the Civil War until 
the advent of income taxes and the market crash and 
subsequent Great Depression. Some fascinating statistics:

•  Prior to the Civil War there were only about 1  
 dozen millionaires in the United States.

•  In 1892, the New York Tribune published a list  
 of 4,047 millionaires with over 100 of these people 
 amassing wealth of over $10 million.

•  It was estimated that 9 percent of the nation’s 
 families controlled 71% of the national wealth.

•  These fortunes were amassed through arms sales 
 during the Civil War and the accumulation of 
 railroads and the land adjoining the railroads that 
 was given away for free to the men who owned the 
 railroads, shipping, mining and manufacturing.

Unfortunately, children worked in these millionaires’ 
mines and factories for $161 a year. Adult common 
laborers made $2 a day with the average income for the 
year around $95.  Only 1 family in 20 had an income over 
$3000. When the Depression arrived, the rich worried 
how they could pay their bills when their incomes fell 
from $3 million per year to $800,000. It is hard to feel 
too sorry for them when you realize that $800,000 then 
would be the equivalent to earning $8 million a year in 
today’s dollars.

Credit Suisse Global Wealth Report now indicates that 
there are 36 million millionaires in the entire world today.  
This is less than 1% of the adult population of the world.  
These 36 million individuals own 46% of the household 
wealth worldwide. In the United States, the top 1% of 
the population now owns more than the entire bottom 
90%, more than any other time in the last 50 years.  This 
acceleration of concentration of wealth into the hands 
of the few has been driven by 2 factors. Financial assets 
consisting of stocks, bonds, real estate and homes, are 
more likely owned by this 1% of the population.  Secondly, 
the hollowing out of the middle class due to the loss of 
high quality manufacturing jobs has left a vast majority of 
the population behind. Unions have lost power against 

cheap labor provided by overseas competitors working 
for daily wages that are eerily reminiscent of our Gilded 
Age. Millions of American families benefitted from the 
Industrial Revolution, as did the extremely wealthy 
families who owned the factories. Those days are gone, 
never to return. We are left with the incredible imbalance 
that we are witnessing today between the wealthy and 
those whose wages remain stagnant or are slipping 
farther and farther behind.

We cannot solve the problems of the world.  As I alluded 
to previously, there are striking similarities between 
the historical past and the present. However, currently 
we are in the throes of something that is very rare and 
seldom done, at least for any significant period of time.  
Congress and our current Presidential Administration are 
taking on massive amounts of debt. The National Debt 
has always been a contentious beast. The very concept 
of a National Debt was anathema to many in the late 
1700s. Alexander Hamilton, James Madison and Thomas 
Jefferson hammered out a deal over dinner one evening 
for the fledgling United States to assume all of the debts 
of the states at that time in exchange for moving the 
National Capitol to Washington D.C. from Philadelphia.  
This political move appeased those in the South who 
wished for the Capitol to be in the South and those in 
the North who wanted to bind the states more tightly 
together instead of an amalgamation of loosely held-
together states. 

A National Debt is necessary and can be a wondrous 
thing to behold when managed properly. Does anyone 
think that borrowing money to fight World War II was a 
bad thing? Was paying France $15 million for the entire 
Louisiana Purchase a poor financial decision?  We gained 
13 states in the process and paid 3 cents an acre. There 
has only been one time in our nation’s history when we 
had no debt. Andrew Jackson’s Administration paid off 
the National Debt once in 1835. However, there always 
has been an implied agreement inherent in the National 
Debt.  We will run budget deficits in bad times when we 
need to stimulate a weak economy or when we need to 
fight a war. The trade-off has been that it was understood 
that we would pay down this new debt just as soon as 
the situation allowed. As a country, we are no longer 
honoring this long held agreement, thus the lead to 
this newsletter from the New York Times. The headline 
at the beginning of this newsletter is quite alarming, as 

On 9/19/2018 the national debt reached $21.494 trillion, an increase of $1 trillion from 12/31/2017.  Source-Treasury Department

Argentina raised their interest rates to 60% trying to prop up their currency.



headlines are supposed to be. Some facts from the article 
written by Nelson Schwartz;

• Within a decade we will spend almost a trillion 
 dollars on just interest on the National Debt.

• Interest payments are already the fastest growing 
 major government expense.  Interest payments for 
 2018 are projected to be almost $400 billion which 
 is 50% more than in 2017.

• A budget bill passed in February raised spending by 
 $300 billion over the next 2 years.

• The Federal budget deficit for next year is 
 projected to be $1 trillion.

• The budget deficit for this year through the end of 
 August is $898 billion with one more month to go.

• Interest payments will overtake Medicaid spending 
 in 2020 and the Department of Defense spending 
 in 2023, just 5 years away.

To be fair, these budget deficits are only projections 
and there is no way to know until after the fact how much 
tax revenue is generated by stimulating the economy with 
tax cuts and looser regulations.  GDP was reportedly 4.2% 
last quarter which is a very large number for an economy 
as large as that of the United States. This is also why it 
is probably not sustainable at that level. Jeff Gundlach 
of Doubleline Investments summed it up best when he 
said, “Here we are doing something that seems almost 
like a suicide mission. We are increasing the size of the 
deficit while we are raising interest rates. It is pretty 
much unprecedented that we are seeing this level of 
debt expansion so late in an economic cycle.”  

 The Federal Reserve raised interest rates again 
at the end of September and have indicated they will 
raise them again at their December meeting.  Of more 
importance, they have indicated that their intent is to 
raise them three more times in 2019 unless economic 
circumstances were to worsen.  President Trump 
criticized the Fed for raising rates but the Fed is correct 
to continue to raise rates to more normal levels. Of just 
as much significance, the Federal Reserve is removing 
itself from purchasing bonds from the US Treasury.  This 
has been commonly referred to as Quantitative Easing. 
Yes, it is just as weird as it sounds.  One branch of the 

government borrows money through the issuance of US 
Treasury bonds and another branch of the government 
buys these bonds.  How is this possible?  The government 
simply prints more money out of thin air to buy the bonds 
so that the government can borrow!  While we support 
both the raising of interest rates to more normalized rates 
and the cessation of Quantitative Easing, the Federal 
Reserve will not be buying back the bonds as they mature 
like they have been doing over the last ten years.  We are 
removing a large buyer of US Treasury bonds, the Federal 
Reserve, at exactly the same time that we conceivably 
could be running trillion dollar budget deficits that must 
be funded with new Treasury bonds in the value of a 
trillion dollars. Who is going to buy all of this debt?  How 
high might interest rates rise to entice investors to buy 
more and more US government debt?

We have not even talked about the trade war or trade 
tiff.  Thousands of articles have been written on this issue 
and we will not belabor it any more in this newsletter.  
Simply put, we have no idea how this will play out.  
Nothing will be resolved with China on trade issues 
until after the mid-term elections.  There is no urgency 
for them or good political reason to weaken their trade 
stance until they see how the American voters respond 
to the Trump Administration and the Republican Party in 
power.  

What does all of this mean for us as investors going 
forward?  We have concerns, not in the immediate time 
frame, but potentially next year.  Regardless of who wins 
elections, the cost and availability of borrowed money 
greatly influences an economy and overall employment.  
The Federal Reserve is raising interest rates to more 
normalized ranges. The Federal Reserve is no longer 
buying US Treasury bonds with cash printed out of thin air 
that is then circulated throughout the economy.  A trade 
tiff could devolve into a trade war as soon as November 
of this year. The US budget deficit in 2018/2019 could be 
as high as a trillion dollars. Each one of these issues by 
itself could be enough to derail the economy.  If all of 
them were to coincide it would be very difficult to sustain 
the economic expansion of the last ten years.

Our positioning of our portfolios over the last year 
has been conservative and we have underperformed the 
overall market if we are compared to the Indices.  However, 
according to the S&P Dow Jones Indices 37% of the S&P 
500’s year to date performance of 6.5% (total return) 
through 7/31/2018 was driven by just 3 tech stocks.

Venezuela’s rate of inflation may hit 1,000,000% in 2018….source-IMF

In the next 20 years, 50% of the population of the United States will live in just 8 states.  Source-Weldon Cooper Center



If you don’t own the index or those 3 stocks by 
themselves, your performance has certainly lagged 
the overall Index. We feel that prudent investing and 
protection of assets are more important to our clients.  
This means controlling risk every bit as much as trying to 
maximize return.

In summary, we have concerns. We always do!  We were 
concerned in 2008. We were concerned after 9/11. We 
remain concerned about North Korea.  We are concerned 
about Russia and China’s territorial expansions. Iran 
worries us. We have now added a rapidly rising National 
Debt to our list that can keep us awake at night.  But these 
risks, can and are, being managed for you. We cannot 
make risk disappear, but through prudent diversification 
we can certainly alleviate a significant amount of these 
risks.  We have successfully navigated all of these events 
just listed and we will be successful with any new 
obstacles that are placed before us.  

We are excited and optimistic about the future both for 
you and for our firm.  We continue to receive large influxes 
of new funds thanks to you and your many referrals that 
we receive every month. No one said securing a viable 
financial future is easy; nor should it be. There are many 
challenges and headwinds that we will face every day.  
The markets contain risk and they offer reward.  Our task 
is to balance the two and to deliver good returns with an 
acceptable amount of risk.  

 If you have questions about your holdings or about 
the general condition of the economy, please contact us 
at once.  If we do not have a current email address for 
you would you please email us and allow us to add you 

to our regular list of clients with whom we correspond.  
Our email addresses are jspreng@sprengcapital.com, 
tbrown@sprengcapital.com and lemory@sprengcapital.
com. Please be assured that we are monitoring market 
situations at all times.  

 If there have been any changes in your financial 
circumstances of which we should be made aware, 
please notify us at once. If you would like a copy of our 
most recent Form ADV or our Privacy Policy, please call 
the office. If you have not visited our website, please do 
so at www.sprengcapital.com. 

We appreciate the opportunity to work with you, your 
families and your businesses. We are very grateful for the 
many referrals that you have provided to us.  We can think 
of no greater compliment than to have you recommend 
us to your family and friends. We will continue to do our 
very best to provide you with healthy, consistent returns 
with a minimum of risk. Always remember, “Investing 
is a marathon, not a sprint.” “Risk means more things 
can happen than will happen!” Elroy Dimson-London 
Business School
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