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False Belief #3: There Is a Debt Ceiling 

By Louis Boulanger 

 

“It may be going a little too far to suggest that the bond market is akin to a fraudulent 

betting operation, but there are similarities. Like any successful fraud, the financial delusion 

at the end of the twentieth century operates behind a façade of respectability. What could 

be more respectable than the markets in government debt and in the debt instruments of 

companies with world-wide reputations? Yet these are, without doubt, at the heart of the 

delusion.” 

- Peter Warburton, author of Debt & Delusion: Central Bank Follies that Threaten Economic 

Disaster (see http://www.debtanddelusion.com) 

The above, written in 1999, was taken from page 153 of the book’s chapter 9, entitled ‘The 

Bloated Bond Markets’, in which the author exposes the latent threat to the health of the 

global financial system and to the economic stability of the western world.  

.......... 

It was only when I first read Peter Warburton’s book back in 2005 that I finally realised just 

how deeply the investment profession, including yours truly as an indoctrinated participant, 

had wandered into the “enchanted forest of financial sophistication”.  Like a siren song, the 

scientification of financial markets had given us analysts the illusion we can measure every 

risk, even if it’s with the use of innocent looking yet very harmful assumptions.   

The investment industry has become its own victim of the delusion that ever expanding the 

debt securities markets has no undesirable consequence.  Occasionally, the interval of time 

between cause and effect in economics can be so long as to separate the two by a thick veil 

of ignorance.  This is what seems to have happened with our attitude towards the inclusion 

of a variety of debt instruments in so-called conservative investment portfolios.   

http://www.debtanddelusion.com/
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I could sense ten years ago that something was profoundly wrong with the financial system, 

but could not quite figure it out.  How could I?  I was trained to look in all the wrong places!  

Reading Warburton made me question the authenticity of the western world’s economic 

and financial achievements since 1980.  I have never looked at the bond market quite the 

same way since.   

Have you ever asked yourself what it is exactly that you own, when you buy a government 

bond?  It’s a good question.  Warburton addresses many such questions in his book and he 

postulates, correctly in my view, that: “Far from continuing on a steady course, the western 

world has embarked on a speculative journey for which all the historical precedents are 

forbidding.”  That’s because the debt itself is not only not settled and rolled over indefinitely 

into the future, but it is also layered with an endless variety of derivative instruments. 

It’s high time we all think about the consequences of owning such debt because, whether 

we like it or not, we all own that debt more than we realise.  This is not because we have 

decided to hold more government bonds but because it has been decided for us by pension 

funds, insurance companies and banks.  Quite simply, the debt issued by governments is 

absorbed by large financial institutions on our behalf.    

For me, the most cynical way to expose the veil of deceit that covers the truth about debt is 

to look at the so called US ‘Debt Ceiling’.  How can it even be taken seriously anymore, given 

that it’s about to be increased for the 93rd time since its establishment?!   The current debt 

ceiling stands at US$14.294 trillion and the actual debt amounts to US$14.277 trillion.  Do 

you think the ceiling will be lifted yet again?  If you don’t, you believe in the Easter Bunny!   

Here’s a very quick snapshot of the origins of the ‘Debt Ceiling’ (for more on its history, read 

http://fpc.state.gov/documents/organization/105193.pdf):   

 The statutory limit on US federal debt began with the Second Liberty Bond Act of 

1917, which (interestingly enough) helped finance the US’s entry into World War I.  

Legislation in the following two decades also set separate limits for different 

categories of debt.   

 In 1939, the US Congress eliminated separate limits on bonds and on other types of 

debt, which created the first aggregate limit for federal debt.  This new measure is 

what is now referred to as the ‘debt ceiling’.  Interestingly enough (again), it gave the 

US Treasury freer rein to manage the federal debt as it saw fit just before WW II... 

The US Treasury Secretary Timothy Geithner has been urging the US Congress to lift the 

debt ceiling since January.  He’s now even threatening to use funds from two federal 

employee retirement programs if Congress fails to do so before the ceiling is reached.  The 

last increase in the debt ceiling was in February 2010 for a whopping US$1.9 trillion.  How 

big will the next increase be?  Does it matter? 

http://fpc.state.gov/documents/organization/105193.pdf
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The so called US debt ‘ceiling’ was initially set at US$45 billion.  It is now US$14,277 billion 

(an increase of 31,627% or 316 times) and it’s about to be breached.  That’s not a ceiling; it’s 

a bubble!  This is where things are at now, despite already increasing the debt ceiling by 

more than US$5 trillion since the beginning of the global financial crisis in 2007.  And we are 

all riding the bubble by default (unless you don’t have any managed fund or bank account). 

Frankly, for anyone to still come along and argue with a straight face that the debt ceiling 

must be raised or else investors around the world will “lose confidence in our ability to meet 

our commitments and our obligations”, as Geithner said recently, is ludicrous.  No, it’s 

downright delusional or at the very least perniciously deceptive to even suggest so.  I’m 

sorry, but the debt ceiling has no credibility left as a measure of US debt discipline.     

All this nonsense about ever increasing amounts of government debt and the pretence that 

it does not matter reminds me of a phrase used by Lawrence Klein, another recipient of the 

Nobel Prize in economics and great admirer of John Maynard Keynes.  He said: “public debt 

can never be a burden, because we owe it to ourselves”.  Well, maybe so, but only for the 

delusional still living in wonderland.   

In economics, often what applies in aggregate does not apply equally to all individuals.  The 

burden of debt is one such phenomenon.  I say: you owe it to yourself to extricate yourself 

as much as is possible from that collective burden.  Realise that there is no debt ceiling.  

What may have once been well intentioned has by now become a dangerous false belief, at 

least in my view. 

 


