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The Good News Is: You’ve Been Warned 
Critical analysis for portfolio positioning in a functionally bankrupt system 

Summary – April 21, 2025 

 

The Core Investment Thesis 

The United States government is functionally bankrupt. The 2024 federal deficit reached $1.83 trillion—

the fifth consecutive year exceeding $1 trillion. Official debt exceeds $36 trillion with $75-200 trillion in 

unfunded liabilities. Interest payments now exceed defense spending and will soon surpass Social 

Security. Mandatory spending plus interest will soon consume 100% of federal revenue. 

Yet U.S. Treasuries maintain AA+/AAA ratings and are still labeled "risk-free." This represents one of 

the most significant mispricings in modern financial markets. The institutions you rely on will not warn 

you until it's too late. 

Why "Risk-Free" Assets Carry Maximum Risk 

The math is clear and unforgiving. Even taxing the top 1% an additional 50% would cover only 24% of 

the annual deficit. Social Security's "Trust Fund" is accounting fiction—IOUs from government to itself, 

projected depleted by the mid-2030s with automatic 20-25% benefit cuts. The same credit agencies 

that gave AAA ratings to subprime mortgages in 2007 still rate U.S. debt near-perfect. These ratings 

don't reflect financial reality—they maintain confidence in a system that cannot withstand honest 

scrutiny. 

The Institutional Trap 

Major institutions never warn investors before crashes. Not before the dot-com bubble, the subprime 

crisis, the tech collapse, or Silicon Valley Bank. Career incentives punish early warnings—being wrong 

alone destroys careers while being wrong with everyone is forgivable. Fund managers who reduce 

Treasury exposure underperform benchmarks in the short term. Regulatory mandates force institutions 

to hold "safe" assets, creating artificial demand divorced from risk. Your broker won't tell you. Your fund 

manager won't tell you. The entire ecosystem is structured to extend confidence, not challenge it. 

The "No Buyers Left" Problem 

If government attempts to solve its fiscal crisis by heavily taxing the wealthy, it eliminates the capital 

base required to buy stocks, bonds, and Treasuries. Capital markets require willing buyers with capital. 

When you tax away the capital class, who buys the next Treasury auction? Who provides market 

liquidity? When private buyers disappear, central banks become buyers of last resort—leading to 

money printing, inflation, and currency debasement. 

Most wealth is not liquid money. It's equity positions, real estate, and productive assets. Attempting to 

liquidate wealth at scale doesn't transfer value—it destroys it. You can't convert $5 trillion in billionaire 

net worth to cash without collapsing asset prices. The liquidity you think exists vanishes when everyone 

tries to access it simultaneously. 
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When Confidence Breaks 

Market crises don't unfold gradually—they snap. When belief in U.S. solvency breaks, Treasury yields 

spike sharply, potentially exceeding the government's ability to service debt. Bond prices collapse, 

triggering massive losses across "conservative" portfolios. Foreign capital flees, questioning dollar 

dominance. Traditional diversification fails as both stocks and bonds decline simultaneously. Unlike 

2008, there is no backstop large enough to contain a sovereign debt crisis. The government cannot 

bail itself out, and the scale of obligations dwarfs any rescue mechanism. 

Portfolio Positioning 

The classic 60/40 portfolio assumes bonds provide safety during equity volatility. That assumption 

breaks in a sovereign debt crisis where government debt is the source of instability. Avoid overexposure 

to long-duration Treasuries, companies dependent on cheap credit, and blind faith in credit ratings or 

institutional consensus. 

Instead, consider companies with real cash flow, low debt, and pricing power—businesses that 

generate value independent of government solvency. Favor productive assets over paper promises: 

real estate in stable jurisdictions and commodities with genuine demand. Stress-test your portfolio for 

rising rates and declining confidence in government debt. Reduce dependency on government benefits 

by assuming Social Security faces 20-25% cuts. Build independent income sources that don't rely on 

system stability. 

The Bottom Line 

The U.S. government cannot mathematically meet its obligations without either massive cuts, massive 

inflation, or both. Yet markets still price Treasuries as if none of this matters. The institutions you trust 

are trapped by regulations, benchmarks, and career incentives that prevent them from telling you the 

truth. History shows they stay silent until the crisis is undeniable. 

Question the "risk-free" label. Evaluate actual default risk, devaluation risk, and inflation risk. Don't wait 

for institutional confirmation—by the time Wall Street admits the problem, positioning will be too late. 

Denial is more dangerous than debt because it prevents adjustment and magnifies the eventual shock. 

The good news is simple: you've been warned. What you do with this information is up to you. 
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