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Stocks roared back last week, fueled by upbeat Q4 corporate 
reports and economic news that stalled inflationary fears.  
 
The Standard & Poor’s 500 Index rose 2.91 percent, while the 
Nasdaq Composite Index advanced 2.45 percent. The Dow 
Jones Industrial Average led, picking up 3.69 percent. The MSCI 
EAFE Index, which tracks developed overseas stock markets, 
added 2.00 percent.1,2 

 
Goldilocks is Back 
The “Goldilocks” narrative—an economy that’s neither too hot 
nor too cold—made a comeback last week. 
Tuesday's Producer Price Index report showed that wholesale 
prices rose less than expected in December—one piece of 
evidence suggesting a cooling economy.3  Stocks jumped out of 
the gate Wednesday after the December Consumer Price Index 
(CPI) report showed core inflation (minus volatile energy and 
food prices) rose less than expected. Investors also cheered Q4 
reports from a handful of money center banks and positive news 
out of the Middle East.4 

 
Stocks took a breather Thursday before pushing higher again on 
Friday.5 The S&P and Dow Industrials had their best week since 
early November, and the Nasdaq saw its best weekly 
performance since early December. The yield on the 10-year 
Treasury note fell roughly 20 basis points over the week.6,7 



 

 

 



 
Slowing Inflation 
Investors welcomed the inflation reports, believing 
wholesale and consumer prices might trend lower in 2025.   
First, producer prices came in at 0.2 percent, which was less 
than the 0.4 percent increase anticipated. Then consumer 
prices came in at 2.9 percent, slightly elevated, but the real 
story was core inflation. When you subtract out food and gas 
prices, CPI saw its smallest monthly increase since July.8 

 
This Week: Key Economic Data 
Monday: Markets closed - MLK Jr holiday 
Wednesday: Treasury Buyback Announcement. 20-Year 
Treasury Bond Auction. 
Thursday: EIA Petroleum Status Report. Weekly Jobless 
Claims. Fed Balance Sheet. 
Friday: Existing Home Sales. Consumer Sentiment 
 

 
 
“Blessed are the young for they shall inherit the national 
debt.” 
 
– Herbert Hoover 
 



 
 
According to the latest monthly statement from the Treasury 
Department, the US government spent $668 billion in 
November, the second month of the 2025 fiscal year. That’s 
in addition to October’s spending total of $584 billion, for a 
total of $1.25 trillion in spending so far this year. All that 
spending is a drain on the real economy. But it gets worse: 
the federal government has only collected $628 billion in 
revenue for the same period, meaning the two-month total 
deficit is now at $624 billion. 
 
That’s the largest total ever for the first two months of the 
fiscal year, higher even than the $429 billion spent during the 
first two months of the 2021 fiscal year—October and 
November 2020. It should not surprise us, then, that the 
federal government is now on track to have the largest 
peacetime deficit of all time during the 2025 fiscal year. With 
the two-month total at over $620 billion, the year-end total is 
likely to be over $3.5 trillion by the end of the year. That 
would make the next annual deficit even larger than 2020’s 
budget busting deficit of 2020 when the covid panic fueled 
months of runaway spending. 
 
Unfortunately, there is no reason to expect any change to the 
current trend. In spite of much talk about the so-called 
“Department of Government Efficiency” (DOGE) leading to 



big budget cuts, there is virtually no chance of any sizable 
cuts to spending in the current political climate. The budget 
process is dominated by the Congress—as is 
constitutionally required—and recommendations from the 
executive branch are generally DOA when they reach 
Congress. Moreover, the first Trump administration was 
notable for very large increases in spending, not for 
“efficiency.” The first Trump administration, for example, 
rung up a 2019 deficit of nearly one trillion, making it the 
largest deficit ever seen during a period that was neither 
recessionary nor wartime. Trump then signed off on the 
mega-deficit of $3.1 trillion during the 2020 fiscal year. 
Clearly, fiscal austerity and Donald Trump have not been 
spotted together very often. Indeed, if the new Trump 
administration is going to make any sizable cuts, it will have 
to push Congress hard to send him a budget with big cuts. 
Where will Congress make these cuts? 
 
The overwhelming majority of federal spending is in three 
areas. The first is non-discretionary social benefits like 
Social Security and Medicaid. The second is defense 
spending. The third is interest on the national debt. It’s clear 
that Congress won’t be formally repudiating the debt, so 
those interest payments aren’t going anywhere. So, is there 
any public support for cutting federal pensions or military 
spending? Certainly not. Even as federal deficits have rapidly 
risen to new heights in recent years, poll after poll has 
shown the public wants more federal spending, not less. In a 
2023 poll by the AP, a majority of those polled said they 
wanted less spending in a generic question about spending 
overall. But when it came down to specifics, majorities 



called for more government spending in education, 
healthcare, Social Security, Medicare, and border security. 
Only 29 percent of those polled said they wanted cuts to 
military spending. 
 
So, where would a sitting member of Congress think it is safe 
to vote to cut hundreds of billions—if not trillions—of dollars 
from the federal budget? It’s hard to imagine. 
 
If we’re going to be realistic, we just have to admit that big 
budget cuts will remain politically unfeasible until the public 
starts to see the light on the reality of runaway federal debt 
and federal deficits. That will only come when austerity is 
forced on us by an ever-growing debt burden in the form of 
interest on the debt. That will both force up interest rates 
and eat up ever larger portions of the federal budget, forcing 
cuts to popular programs. Meanwhile, the central bank will 
try to force interest rates back down, but that will require 
“printing” money and that will mean more price inflation. In 
short, our current debt trajectory will require the federal 
government to funnel more and more taxpayer wealth to 
paying interest or managing interest rates as the Treasury 
tries to sell ever larger piles of government bonds. Only after 
the public begins to understand how this process of 
impoverishment works will the public begin to actually 
tolerate sizable budget cuts. Not before. 
 
So, until then, we can expect a lot of talk, but no action, 
when it comes to budget cuts. In the meantime, we’ll hear a 
lot from politicians about how they’re trying really hard to be 
fiscally responsible. They don’t actually care, but pretending 



to care about deficits has long been a performative ritual 
that politicians participate in. This was on display recently 
when Treasury secretary Janet Yellen said she’s “sorry” that 
“more progress” wasn’t made in bringing deficits under 
control during the Biden administration. 
 
“Well, I am concerned about fiscal sustainability, and I am 
sorry that we haven’t made more progress. I believe that the 
deficit needs to be brought down, especially now that we’re 
in an environment of higher interest rates,” Yellen said. 
Yellen, of course, was directly responsible for helping 
facilitate enormous deficits and the rising national debt 
during her time as chairman of the Federal Reserve. As 
deficits rose, Yellen enthusiastically cooperated with the 
Treasury to keep interest rates low to make it seem that 
borrowing a half-trillion dollars (or more) each year was 
virtually free. Yellen, unlike Jerome Powell, was lucky enough 
to be the Fed chairman during a period when that actually 
worked. 
 
It appears, however, that the era of ultra-low interest rates 
has come to an end, and we are now in, as Yellen notes, “an 
environment of higher interest rates.” This is, in part, itself a 
result of rising debt and deficits because the Treasury can 
only dump so much new debt on the market without 
investors demanding rising interest rates. Normally, the Fed 
would intervene to force interest rates back down to rock-
bottom levels by buying up more federal bonds. But 
stubborn price inflation is now tying the Fed’s hands. 
Thus, we’ve seen longer-term yields rise even as the Fed has 
been reducing its target interest rate. We have good reason 



to expect this trend to continue, and the consumers and 
taxpayers will feel it. Huge deficits will mean higher interest 
rates, and that will drive more bankruptcies as consumer 
and business debt becomes less and less manageable. 
Meanwhile, the Fed won’t be able to really rein in price 
inflation because that would require allowing interest rates 
to rise to a level that would be unsustainable in terms of 
federal debt service. 
 
It remains to be seen how long it will take for the public to 
see how it’s being ripped off by this endless cycle of debt 
and price inflation. Until then, don’t expect any public 
chorus in favor of fiscal sanity.9 
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