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EXECUTIVE SUMMARY

The Tax Cuts and Jobs Act of 2017 might become the most consequential piece of fiscal
legislation in American history. Not because of its stated objectives — competitiveness,
investment, growth — but because of what it actually produced: a permanent structural deficit of
6-7% of GDP at full employment, the largest peacetime wealth transfer from public balance
sheets to private asset holders ever executed in a democracy, and the systematic foreclosure of
every conventional mechanism by which the damage could be corrected.

This report makes a specific analytical argument that is almost entirely absent from mainstream
commentary on the TCJA. The primary failure of the legislation was not that the rate was too
low, or that the timing was pro-cyclical, or that the revenue cost was too large — though all three
are true. The primary failure was that a tax environment is not a dial that can be turned. It is an
ecosystem. The TCJA reduced the effective US federal-plus-state corporate tax burden by
35-40% in a single legislative act, forcing simultaneous recalibration across every
interconnected system — corporate balance sheets, asset valuations, capital flows, competing
jurisdictions, transfer pricing frameworks — that had spent decades reaching equilibrium with
the prior rate structure. That ecosystem disruption is the source of the damage. It was not
reversible after 2019, when corporate America had fully restructured around the new rates. It
became permanent when the 2025 extension locked the door.

The downstream consequences are traceable and specific. The TCJA did not produce the
productive investment gain its architects promised — business fixed investment did not
accelerate beyond its pre-existing trend. What it produced unambiguously was asset price
inflation: S&P 500 buybacks reached $1.1 trillion in 2018-2019 alone, and the combined net
worth of the top ten American billionaires quadrupled from approximately $505 billion in 2016 to
over $1.9 trillion by 2025. The federal government, in effect, borrowed $500 billion per year to
inflate equity valuations — a transfer from future taxpayers to current equity holders that does
not appear in any standard measure of inequality but is the largest invisible wealth redistribution
in American economic history.

The downstream consequences compound beyond the balance sheet. Federal interest
payments have crossed $1 trillion annually — more than national defence — consuming an
estimated 35-40% of all discretionary federal revenue and crowding out the transfers and
services that constitute the government's side of the social contract. The Social Security trust
fund faces actuarial depletion by 2033, when existing law requires automatic benefit cuts of
approximately 23% to 68 million recipients. The TCJA consumed the fiscal space an orderly
legislative correction requires, converting the most predictable large fiscal event in the American
economy from a manageable adjustment into an arriving crisis.

What results is the precise definition of a fiscal trap. A zero deficit — the mechanical solution to
debt accumulation — would collapse the economy in the current structural environment. The
federal deficit of 6—7% of GDP is not merely a financing gap; it is an active injection of demand
into the economy. Removing it through immediate fiscal consolidation would withdraw $1.7-1.9
trillion in annual demand, producing a demand shock of Depression-era proportions. The US



economy has become structurally dependent on federal deficit spending to maintain its growth
rate — a dependency the TCJA deliberately deepened by creating the constituency and the
lock-in that make consolidation politically and economically unavailable. The Federal Reserve
cannot resolve the contradiction: it cannot cut rates aggressively without risking inflation, and
cannot expand QE without crossing into visible monetary financing of deficits. The deficit cannot
be maintained indefinitely because it compounds the debt. It cannot be eliminated because it
sustains the economy.

Core finding: The TCJA did not merely weaken the US fiscal position. It built a trap — a
self-reinforcing system in which the revenue loss widens the deficit, the deficit inflates asset prices,
the inflated asset prices create constituencies that block correction, and the passage of time deepens
the restructuring lock-in that makes correction increasingly costly. The 2025 extension converted this
trap from contingent to permanent. The United States is now on a fiscal trajectory from which there is
no conventional exit — only fiscal repression, trust fund detonation, or a market-driven correction that
arrives on the bond market's timeline rather than the government's.
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PART |: THE ECOSYSTEM SHOCK — WHAT THE TCJA
ACTUALLY DID

.1 The Wrong Analytical Frame

The dominant criticism of the TCJA has focused on whether the 21% corporate rate was too
low, or whether the timing was pro-cyclical, or whether the revenue cost was too large. These
are secondary observations. The primary analytical failure of the TCJA was of a different and
more fundamental kind: it treated a tax environment as a dial that could be turned, when in fact
a tax environment is an ecosystem.

An economy does not merely respond to a tax rate. It adapts to a tax environment over years
and decades, calibrating thousands of interconnected decisions to the prevailing system as a
stable foundation: corporate structures are built around it, debt levels are optimised against it,
asset valuations embed it as a permanent input, supply chains route through it, competing
jurisdictions set their own rates in response to it, multinational capital allocation models treat it
as a fixed parameter, and labour markets for tax-sensitive functions price themselves relative to
it. The tax ecosystem is stable not because any particular rate is optimal, but because
everything has reached equilibrium with it. That equilibrium is deep, interconnected, and fragile
to sudden large-scale disruption.

The effective federal-plus-state US corporate tax burden prior to the TCJA was approximately
38-40% — one of the highest in the developed world, and one that the global economy had
calibrated to for decades. The TCJA reduced this to approximately 25-27% effective, a
reduction of approximately 12—15 percentage points in a single legislative act. That is a 35-40%
reduction in the effective tax burden, enacted simultaneously across every dimension of the tax
system — corporate rates, individual rates, pass-through treatment, depreciation schedules,
international provisions, and repatriation rules — in a single shock applied to the world's largest
economy, the reserve currency issuer, and the anchor of the global capital allocation system.

The correct analogy is ecological, not mechanical. Adjusting a tax rate by 2—3 points is like changing
the temperature of a habitat by one degree — adaptive stress but manageable. Changing it by 12—15
points simultaneously across an entire interconnected system is ecosystem disruption: species
(corporate structures, capital flows, competing jurisdictions) that evolved for one environment cannot
adapt instantaneously to another, and the casualties of forced rapid adaptation — misallocated
capital, distorted prices, structural imbalances — persist long after the immediate shock has passed.

.2 The Cold Turkey Implementation: Why Phasing Mattered

A phased reduction from the prior effective rate toward the new level over 8-10 years would
have allowed sequential ecosystem adaptation — each sector adjusting as the change arrived,
competing jurisdictions responding gradually, asset prices incorporating the change over time
rather than repricing simultaneously. Instead, the full magnitude of the change was applied in a



single legislative act, forcing the simultaneous recalibration described above and producing the
asset price, capital flow, and competitive jurisdiction distortions that sequential adjustment would
have largely avoided.

This cold turkey implementation created the lock-in dynamic. By 2019 — two years after
enactment — corporate America had fully restructured around the new effective rate. Competing
jurisdictions had responded with their own rate reductions. Asset markets had repriced to
embed the new tax environment as a permanent baseline. Reversal from that point would have
constituted an ecosystem shock of equivalent magnitude in the opposite direction: a sudden
40% increase in the effective tax burden forcing simultaneous reverse recalibration, with asset
price consequences severe enough to constitute an independent financial crisis trigger.

The trap was fully constructed by 2019. The 2025 extension answered the exit question by
eliminating it. What had been a damaging but theoretically reversible policy became a
permanent structural condition. The 2017 TCJA built the trap. The cold turkey implementation
made exit increasingly costly each passing year. The 2025 extension locked the door and
discarded the key.

KEY ANALYTICAL POINT: 2017 vs. 2025

The primary policy error was made in December 2017 — not in 2025. The correct reform path
available at the time was a gradual phasing toward the new rate over 8-10 years, which would have
achieved the legitimate competitiveness objective while allowing sequential ecosystem adaptation.
The cold turkey nature of the 2017 cut — not the 2025 extension — is what transformed a defensible
reform direction into an irreversible fiscal trap. The 2025 extension compounded the error by
foreclosing the last legislative exit, but the trap was built in 2017.

.3 The Scored Fiction: How the Bill’s True Cost Was Hidden in Plain
Sight

The third element of the original sin was architectural. The Tax Cuts and Jobs Act did not merely
cut taxes at the wrong moment in the wrong way — it did so while misrepresenting its own fiscal
cost through a scoring mechanism that Congress deliberately engineered to produce that
misrepresentation.

The headline figure that entered public consciousness — $1.5 trillion in deficit impact over ten
years — was not the cost of the policy that was enacted. It was the cost of a hypothetical bill
designed to self-destruct. Most of the individual income tax provisions, including reduced
marginal rates, the near-doubling of the standard deduction, and the pass-through deduction,
were written to expire after December 31, 2025. This was not a policy preference. It was a
procedural maneuver. Senate rules under the Byrd Rule prohibit legislation passed through
budget reconciliation from increasing the deficit outside the ten-year scoring window. Senator
Orrin Hatch amended the bill to sunset the individual provisions precisely to bring the scored
cost within that constraint. The sunsets were the price of passage, not the intention of the bill.



The Congressional Budget Office is legally required to score what Congress writes, not what
Congress intends. Under its current-law baseline methodology, the CBO took the sunsets at
face value — producing a revenue projection that showed receipts hovering near 16.6 percent
of GDP through approximately 2020, rising gradually to 17.5 percent by 2025, then spiking
sharply to 18.1 percent in 2026 and 18.5 percent in 2027 as the expired provisions caused
receipts to recover. That chart — flat, then rising — was presented to the public as evidence of
the bill’'s fiscal responsibility. Every analyst in Washington who examined it understood that the
2026 spike would never materialise.

The mechanism was not novel. The 2001 Bush tax cuts used the identical device, with 84
provisions set to expire after 2010 under EGTRRA. That precedent had already demonstrated
what happens to sunset provisions: Congress extended them, repeatedly, until they were made
permanent. The TCJA's architects knew this. They structured the sunsets to satisfy the Byrd
Rule scoring requirement while fully expecting — and in many cases explicitly stating — that the
cuts would be made permanent by a future Congress. The CBO chart was not a forecast of
policy. It was a forecast of statutory text that everyone involved understood would be revised.

The fiscal arithmetic of that revision is now settled. The true ten-year cost of the TCJA under
permanent extension of all provisions was estimated by the CBO and JCT at $4.0 to $4.6 trillion
— roughly three times the advertised $1.5 ftrillion. That gap is not an analytical error or the
product of changed economic circumstances. It is the difference between the cost of the law as
scored and the cost of the law as designed. That permanent extension was completed on July
4, 2025, with the passage of the One Big Beautiful Bill Act. The fiscal reckoning now underway
is, in part, the consequence of a decision made in 2017 to obscure a $3 trillion liability behind a
procedural sunset that was never meant to occur — and a 2025 decision to confirm it.

.4 The Pro-Cyclical Timing: The Wrong Shock at the Worst Moment

The ecosystem disruption described above would have been damaging at any point in the
economic cycle. At the specific moment the TCJA was enacted — an economy at full
employment, operating at or near productive potential, with pre-existing debt of approximately
77% of GDP and structural deficits already running at 3—4% of GDP — the shock was maximally
destructive. The correct fiscal stance at this point in the cycle was consolidation, reducing the
structural deficit in preparation for the demographic fiscal pressure already visible in every
actuarial table. Instead, a demand stimulus of approximately $500 billion per year was injected
into an economy that needed no additional aggregate demand.

The additional fiscal cost — approximately $350-400 billion per year on corporate provisions
alone, $500-600 billion per year including individual provisions — widened the structural deficit
from approximately 3—-4% of GDP to the 6—7% range that now makes fiscal correction politically
unimaginable without a crisis trigger. A structural deficit of 6—7% of GDP at full employment is,
by any macroeconomic standard, a fiscal emergency. It is being treated as a baseline.



PART II: THE EIGHT REVERBERATIONS

The TCJA ecosystem shock produced ten distinct and traceable damage mechanisms, each set
in motion by the original legislation, each operative before the 2025 extension, and each of
which the extension has now made structurally permanent. They are presented in order of
analytical priority.

1.1 No Productive Investment Gain: Asset Inflation Over Real Capital
Formation

The economic case for the rate reduction rested on a supply-side investment thesis: lower
corporate taxes would increase after-tax returns on capital, encouraging domestic investment,
raising productivity, and generating growth sufficient to partially offset the revenue cost. The
empirical record is now settled, and it does not support this thesis.

The primary use of the TCJA windfall was share buybacks and dividends rather than capital
expenditure. S&P 500 buybacks reached $1.1 trillion in 2018—2019 alone, a record at the time.
Business fixed investment as a share of GDP did not accelerate beyond its pre-existing trend.
The Federal Reserve's own research found no measurable acceleration in productive capital
formation attributable to the rate change beyond what the economic cycle would have predicted.
What the TCJA produced unambiguously and at large scale was asset price inflation: buybacks
mechanically increased earnings per share by reducing share counts, and lower effective tax
rates raised after-tax earnings multiples.

The US federal government, in effect, borrowed approximately $500 billion per year to inflate
equity valuations — a transfer from future taxpayers to current equity holders that does not
appear in any standard economic accounting. The scale of this wealth transfer is most visible in
the composition and magnitude of global billionaire wealth. In 2016 — the year before the TCJA
was enacted — the Forbes top 10 wealthiest individuals were 8 Americans with a combined net
worth of approximately $505 billion. By 2025, the top 10 were 9 Americans with a combined net
worth exceeding $1.9 trillion — a near-quadrupling of concentrated wealth at the apex in eight
years, driven entirely by technology sector valuations amplified by TCJA-era buybacks and
deficit-financed multiple expansion.

THE INVISIBLE WEALTH TRANSFER

The structural mechanism is direct: the federal deficit running at 6-7% of GDP is not merely a fiscal
accounting shortfall. It is the pipeline through which the government continuously injects more money
into the economy than it extracts in taxes — and in an environment where that injection is captured
by asset markets, it functions as a sustained transfer from the government balance sheet to private
sector wealth. The bottom 60-70% of Americans hold negligible financial assets; the top 10% own
approximately 87% of all equities. This transfer does not appear in any wealth redistribution statistic,
any Gini coefficient, or any standard measure of income inequality. It is the largest and most
systematically invisible wealth redistribution in American economic history, and it is ongoing.



1.2 The Structural Deficit: A Fiscal Emergency Treated as a Baseline

The TCJA widened the structural deficit — the deficit that would exist even at full employment,
abstracting from cyclical effects — from approximately 3-4% of GDP to 6—7% of GDP. This
distinction matters enormously. A cyclical deficit corrects itself as the economy recovers. A
structural deficit persists regardless of economic conditions and compounds over time. At 6—-7%
of GDP at full employment, the US is adding approximately $1.7—1.9 trillion to the national debt
annually without any recession, any emergency, or any extraordinary expenditure — purely
through the ongoing gap between structural revenue and structural expenditure.

The deficit functions as a self-reinforcing system through three compounding mechanisms. First,
the deficit itself adds to the debt stock, which raises annual interest expenditure, which widens
the deficit further without any policy change. US federal interest payments exceeded $1 trillion
annually for the first time in 2024, consuming more of the federal budget than defence. Second,
the deficit-financed asset inflation described above creates constituencies — equity holders,
corporate executives, private equity — with material interests in maintaining the conditions that
produced their wealth, making the political coalition for correction structurally weaker each
passing year. Third, the TCJA's corporate restructuring lock-in means that reversing the revenue
loss now carries an asset price shock that would itself constitute a financial crisis, making
correction carry a cost that no political coalition is willing to absorb.

1.3 The Technology Valuation Bubble: Investing in BMW in the 1940s

The most underappreciated long-term risk created by the TCJA ecosystem shock is the
technology sector valuation bubble it financed. The combination of corporate tax windfalls and
the excess capital environment in venture and private equity produced a capital environment in
which technology companies were valued not on near-term earnings but on the assumption of
permanent, multi-decade market dominance.

The relevant historical analogy is direct: investing in BMW, General Motors, or Standard Oil in
the 1940s on the assumption that their market leadership would compound indefinitely into the
following decades. Some of those companies maintained leadership. Many did not. The pace of
technological and competitive change since the 1940s has accelerated dramatically — product
cycles that took decades now take years; market positions that seemed impregnable have been
overturned by single product launches or regulatory changes.

Yet major US technology companies — representing approximately 30—-35% of total S&P 500
market capitalisation — are valued precisely on this assumption. Their price-to-earnings
multiples imply earnings growth trajectories that can only be justified by monopolistic or
near-monopolistic market positions sustained for decades. There is no competitive logic that
supports this assumption across a 20-30 year horizon. The fiscal consequence is direct: a
valuation correction triggered by competitive disruption, regulatory action, or interest rate
repricing would reduce capital gains and corporate tax revenues at precisely the moment the
structural deficit is already at crisis levels.
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Note on Al and competitive risk: Al disruption is compressing product cycle timescales further. The
assumption that today's platform incumbents will face no transformative competitive challenge over a
20-year horizon — which is what their valuations require — is contradicted by every historical
precedent in technology markets and by the direction of current technological development. Critically,
Al may depress nominal GDP by removing labour and compressing costs even as it improves quality
of life, further undermining the earnings growth assumptions embedded in current valuations.

1.4 International Investment Cannibalization

The TCJA's most damaging international mechanism was not the reallocation of multinational
internal capex — though that occurred — but the macro capital flow distortion produced by
deficit-induced return differentials. By injecting approximately $500 billion per year in deficit
financing into US equity markets through the buyback and tax windfall channels, the TCJA
manufactured S&P 500 returns — averaging 15—-18% annually in the post-2017 period — that
were structurally impossible to replicate in European markets operating without equivalent fiscal
stimulus. A European pension fund, sovereign wealth fund, or institutional investor allocating
capital faced a choice between deploying into German industrials, French equities, or
pan-European infrastructure at 8-12% annual returns, or participating in US equity markets
compounding at nearly double that rate. The rational decision — repeated across thousands of
institutional allocators managing trillions in European savings — was to direct capital toward the
US. The critical point is that the US return premium was not a signal of superior American
productivity or innovation. It was an artifact of deficit financing: the federal government was
borrowing $500 billion per year and injecting it into equity valuations, manufacturing returns that
no real economic performance justified and that no unsubsidised market could match. Europe
was not losing capital to a more productive economy. It was losing capital to a more leveraged
one — and the leverage was carried on the American public balance sheet, ultimately by
American taxpayers.

The US federal deficit thereby functioned as a vacuum extracting productive investment capital
from the rest of the Western world: capital that would otherwise have funded European industrial
modernisation, infrastructure investment, energy transition, and innovation was redirected into
US equity markets by return differentials manufactured by American fiscal policy rather than
American economic performance. When the correction arrives and US equity valuations reprice
to levels justifiable by actual earnings, the losses will not be contained within American borders.
Every European institution that rationally chased the deficit-manufactured return premium will
absorb a share of the deflation. The US exported an inflated asset to the world's capital
allocators. It will export the correction too.

A secondary but reinforcing mechanism operated at the corporate level. By suddenly reducing
the effective cost of capital for US-headquartered operations by 35-40%, the TCJA
simultaneously invalidated the prior equilibrium of every multinational's internal capital allocation
model. Internal capital allocation committees at every major American multinational revised their
required return hurdles for US projects downward relative to European, Canadian, and Asian
alternatives in a single budget cycle — projects in European subsidiaries and Canadian
operations that had previously competed on commercial merits now faced a systematic
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disadvantage of 12—-15 percentage points of effective tax rate. This is investment mercantilism
conducted through the tax code — invisible in trade statistics, untargeted by WTO rules, and
imposed globally in a single legislative act. The macro capital flow distortion and the
multinational internal reallocation operated through different channels but toward the same
destination: capital that belonged in European productive investment ended up in US equity
markets, by rational response to incentives that American fiscal policy had systematically
distorted.

1.5 The Outbound Capital Weapon: US Acquisition of European
Assets

A further consequence of the TCJA ecosystem shock is the outbound capital flow it directed
toward foreign asset acquisition. The combination of a capital surplus generated by the tax
windfall, an equity market inflated well beyond valuations justifiable by domestic earnings
growth, and a dollar strengthened by the differential between US and international interest rate
environments created a structural opportunity: American corporations and private equity firms
could use overvalued equity and cheap deficit-financed capital to acquire European industrial,
technology, and media assets at effectively subsidised prices.

When US private equity or listed corporations acquire European companies, they do not
typically acquire them to operate them on their existing terms. They acquire them to impose the
financial logic that their own investor base demands: quarterly earnings optimisation,
return-on-equity targets calibrated to inflated US market multiples, accelerated cost reduction,
and share buyback programmes that replace retained earnings with debt. European companies
operating within stakeholder governance frameworks — with longer investment horizons,
stronger labour codetermination, more conservative leverage, and earnings distribution
balanced between shareholders, employees, and long-term investment — are systematically
repriced to US financial market standards after acquisition. The returns are captured by US
equity holders. The capacity destruction is absorbed by European workers, supply chains, and
ultimately by European fiscal positions.

The broader contagion effect extends beyond individual acquisitions. As US-owned European
companies adopt American financial logic — buybacks, leverage, short-horizon investment —
and as European-owned competitors face pressure to match these financial metrics to satisfy
equity markets where US institutional investors are dominant shareholders, the TCJA's
extractive model propagates through European corporate governance independently of any
further American policy action. The TCJA did not merely redistribute resources from Europe to
the United States. It exported a corporate behavioural model whose adoption by European firms
degrades exactly the long-horizon investment capacity that European governments depend on
for the productivity growth their fiscal arithmetic requires.

1.6 Talent Inflation and Capital Misallocation

The excess capital environment created by the TCJA ecosystem shock generated a competition
for a finite pool of engineering, technical, and managerial talent that drove compensation
inflation well above productivity gains in technology and finance. When technology companies
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can pay $300,000-600,000 for software engineers financed partly by deficit-subsidised
buybacks rather than productive returns, they draw talent from sectors — manufacturing,
healthcare, education, infrastructure — that cannot match these compensation levels but whose
output is at least as economically valuable. The result is a systematic misdirection of human
capital toward optimising advertising algorithms and financial derivatives, because that is where
the TCJA-generated capital surplus is concentrated.

The capital misallocation extends to corporate investment. The VC and private equity funding
environment created by the TCJA-era capital glut financed a wave of businesses with negative
discounted returns — businesses whose burn rates implied investors were purchasing narrative
and optionality rather than productive capacity. This represents a real economy misallocation
that the TCJA's ecosystem shock directly enabled: real resources — engineering talent, real
estate, marketing capital — consumed without creating durable economic value.

1.7 Brand Equity and Rules-Based Order Erosion

The Trump administration's concurrent trade and foreign policy posture has compounded the
TCJA's direct fiscal damage through two mechanisms that do not appear in standard fiscal
accounting. The first is brand equity erosion: American cultural exports — universities,
streaming platforms, consumer goods, financial services — carry a premium rooted in the
perception of American institutional quality, democratic stability, and rule of law. That premium is
being systematically degraded as the administration normalises institutional capture, attacks
judicial independence, and positions itself against the multilateral frameworks that gave
American brands their global authority. Brand equity erosion is real economic damage that
reduces the pricing power of American exports without appearing in any government revenue
account.

The second mechanism is rules-based order erosion. American multinationals whose
competitive position depends on enforceable international commercial arrangements —
intellectual property protection, Mode 3 subsidiary rights, financial services market access —
face increasing uncertainty about the durability of those arrangements. This uncertainty is being
priced by boards and investors as a reduction in the long-term franchise value of global
American businesses, which is a direct contribution to the technology valuation correction risk
and compounds the TCJA's damage through a channel entirely outside the control of fiscal

policy.

1.8 The Post-COVID Consolidation Window That Was Foreclosed

The connection between the TCJA ecosystem shock and the post-COVID fiscal consolidation
failure is direct and underanalysed. When COVID emergency outlays added approximately $5
trillion to the US federal balance sheet between 2019 and 2021 — the single largest peacetime
fiscal expansion in American history — the conventional recovery playbook required a partial
revenue offset through corporate and high-income tax increases. The TCJA had made this
structurally unavailable.

The trap operated through three simultaneous channels. First, by reducing the effective
corporate rate to 21%, the TCJA had established a new baseline against which any increase
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was politically framed as punitive rather than restorative. Second, by 2021 corporate America
had fully restructured around the 21% rate: a reversal now carried the cold-turkey restructuring
cost — not just a revenue change but another ecosystem shock, with asset price consequences
severe enough to constitute an independent financial crisis risk if enacted rapidly. Third, the
TCJA's buyback mechanism had, by 2021, concentrated equity wealth at a scale that made the
political coalition for corporate tax increases arithmetically weaker than it had been in 2016.

The Build Back Better collapse in December 2021 was therefore not primarily a failure of
political will. It was the TCJA's structural trap operating as designed. The window for
post-COVID revenue consolidation in the United States opened with the 2020 election and
closed with the 2021 Senate arithmetic — approximately 12 months. The US entered the
post-COVID decade with the largest debt increase in its peacetime history, no revenue recovery,
and a structural deficit widened from approximately 4-5% to 6—7% of GDP with no mechanism
for reduction short of a politically impossible legislative coalition.

1.9 The Excess Capital Problem: When Too Much Access Destroys
Value

The assumption embedded in virtually all supply-side economic theory — that more access to
capital is unambiguously good for economic performance — is contradicted by both the
historical record and the post-TCJA empirical evidence. Capital has an optimal allocation
density. Below it, genuine productive investment is constrained by financing costs and firms with
positive expected returns cannot fund them. Above it, capital chases returns that do not exist in
productive form, financing narratives rather than businesses, and the resulting misallocation
consumes real resources, distorts prices, and produces structural damage that persists long
after the capital has been lost.

The TCJA created a capital surplus environment — not merely abundant capital but excess
capital actively seeking returns in an economy whose productive investment opportunities could
not absorb it at the scale being deployed. The corporate tax windfall of approximately $500
billion per year landed on an economy already at full employment, with business fixed
investment already running at cyclically elevated levels, and with no expansion in the productive
opportunity set that would justify a step-change increase in capital deployment. The result was
not investment. It was inflation — of asset prices, of compensation in sectors proximate to the
capital surplus, and of valuations detached from any underlying earnings trajectory that real
productive investment could justify.

The most visible symptom was the venture capital and private equity environment of
2018-2022, in which capital availability so far exceeded genuine productive opportunity that the
selection criteria for investment effectively collapsed. Businesses were funded not on whether
they could generate positive discounted returns but on whether their narrative was compelling
enough to attract the next funding round before the current one expired. WeWork consumed
billions in real resources — engineering talent, prime real estate, marketing capital,
management attention — producing negative economic value at scale. It was not an anomaly. It
was the predictable output of a capital environment where the cost of being wrong was
socialised through the funding chain and the cost of missing a narrative was borne individually
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by any investor who declined to participate. Dozens of direct-to-consumer brands, enterprise
software businesses, and platform companies followed the same logic.

The talent market distortion is the deeper and more durable damage. When excess capital
concentrates in technology and finance — the sectors most proximate to the TCJA windfall — it
bids up compensation for engineering, product, and technical talent to levels that manufacturing,
healthcare, education, and infrastructure cannot match. A software engineer choosing between
a TCJA-era technology company offering $400,000 in total compensation financed by
deficit-subsidised buybacks and a medical device manufacturer offering $130,000 is not making
a free market choice between equivalently productive uses of their labour. They are responding
to a price signal systematically distorted by a fiscal policy decision. The sectors that cannot
compete for talent — precisely the sectors whose output most directly affects the quality of life
of the bottom half of the income distribution — deteriorate in capability and innovation rate,
without this deterioration appearing anywhere in GDP accounting.

The corrective mechanism for capital misallocation in a functioning market is loss — investors
who deploy capital in businesses with negative returns lose money, the capital is written off, and
the selection environment improves. The TCJA-era excess capital environment suppressed this
mechanism in two ways. First, the continued injection of deficit-financed capital into the system
maintained valuations that should have been corrected, allowing loss-making businesses to
raise additional rounds rather than fail. Second, the near-zero interest rate environment
persisting through 2021 made the cost of holding loss-making businesses near zero for their
investors, extending the period during which misallocated capital remained deployed rather than
written off. The 2022 rate cycle began the correction. The 2025 TCJA extension has partially
re-inflated the environment before the prior misallocation was fully cleared.

The paradox of excess capital: The TCJA was designed to increase the return on productive
investment by reducing the tax burden on capital. What it actually did was reduce the cost of
unproductive capital deployment to near zero, eliminating the selection pressure that distinguishes
productive from unproductive uses of capital. An economy with too little capital starves genuine
productivity. An economy with too much capital finances the illusion of productivity while the genuine
article deteriorates. The TCJA produced the second condition, not the first.

.10 The Al Paradox: Funding a Revolution It Cannot Profit From

The relationship between TCJA-era excess capital and the artificial intelligence revolution is
more complicated than either its proponents or critics suggest — and on close examination, the
balance tips toward damage rather than acceleration. The excess capital environment might not
have accelerated the Al research breakthroughs. The transformer architecture, attention
mechanisms, and scaling laws that underpin the current Al wave emerged from academic and
research environments that were not capital-constrained. The people who built the foundational
models existed and were working regardless of the post-TCJA capital surplus; the pre-2017
technology investment environment was already generously funded by any historical standard.
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What the TCJA capital surplus may have produced was not a faster Al timeline but an inflated
commercial race on top of a science that was proceeding largely on its own trajectory.

The mechanism was a prisoner's dilemma imposed by equity market expectations. Microsoft,
Google, Amazon, and Meta — their balance sheets inflated by TCJA-era buybacks and their
stock prices priced for Al dominance — found themselves compelled to invest in Al
infrastructure at a scale and velocity that no commercial return calculus could justify, because to
be seen not investing was to signal strategic irrelevance to markets that had already embedded
Al supremacy into their valuations. The capital did not pull forward the research. It created a
forced arms race in compute procurement, data centre construction, and talent acquisition that
inflated the cost structure of the entire field without compressing the research timeline in any
meaningful way. The result is visible in the operating economics of every frontier Al lab: OpenAl
reportedly lost $5 billion in 2024 on $3.7 billion in revenue. No major frontier Al developer is
commercially profitable at its current cost structure. The capital that funded the race built the
cost structure that may make the finish line unreachable.

Then came DeepSeek. The Chinese lab's R1 model — reportedly trained for approximately $6
million against hundreds of millions for comparable US models — demonstrated that the cost
structure of US Al development is not a technical requirement of the underlying science. It is an
artifact of the capital environment in which that science was pursued. A competitor operating
outside the TCJA-era cost inflation, free-riding on the published research outputs of US-funded
frontier labs, can replicate the capability at a fraction of the cost and undercut US commercial
pricing entirely. The forced Magnificent 7 arms race did not create a durable competitive moat. It
created an open-source knowledge base that competitors can exploit at marginal cost while US
developers remain trapped in a cost structure that their equity market obligations prevent them
from dismantling.

The broader market distortion compounds this. TCJA-era asset inflation shifted equity market
participation from professional investors trading on fundamentals toward retail participants for
whom fundamentals had become irrelevant — because prices had already been decoupled
from earnings by the buyback mechanism. When deficit-financed buybacks rather than
operating performance drive valuations, momentum and narrative trading gains structural
advantage over fundamental analysis. This dynamic produced the NFT and cryptocurrency
episodes not as aberrations but as the logical extension of a market that had already validated
narrative-over-earnings in technology valuations: if markets reward the story of Al dominance
regardless of demonstrated profitability, they will equally reward the story of digital scarcity
regardless of demonstrated utility. The TCJA did not merely inflate Al valuations. It created the
market epistemology in which hype and fundamentals became indistinguishable — and the Al
investment bubble is the largest expression of that epistemology, with the most consequential
potential correction.

THE OPEN-SOURCE SUBSIDY

The US funded the foundational research, published the papers, and trained the models that
established the technical frontier of Al. The TCJA-era cost inflation that funded this effort
simultaneously ensured that the commercial returns would be competed away by any party — foreign
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or domestic — capable of reproducing the capability at lower cost. The net result: American
taxpayers subsidised, through deficit financing, an Al research programme whose primary long-term
beneficiaries may be competitors who inherited the knowledge without the cost structure.
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PART lll: THE INTERNATIONAL DAMAGE — HOW THE
TCJA CAPPED EVERY WESTERN GOVERNMENT

lll.1 The Tax Competition Floor

The TCJA's reduction of the US combined federal-plus-state corporate tax rate from
approximately 38—40% to 25-27% effective did not produce uniform competitive improvement
across all jurisdictions. The honest international comparison requires the combined rate, not the
21% federal figure its architects consistently cited — a rhetorical choice that understated the
actual US burden by 4-5 percentage points and obscured meaningful distinctions between
competitor jurisdictions. Against high-rate Western European peers — France at 36.13%
combined, Germany at approximately 29.9%, ltaly at 27.8% — the reduction created a genuine
and material competitive differential of 4—11 percentage points, enough to affect IP location
decisions, treasury function placement, and regional headquarters choices. Against Canada at
approximately 26.5% combined, the rate differential is negligible — less than one percentage
point — meaning the competitiveness argument for corporate location decisions between the
two countries rests almost entirely on non-rate structural variables: US market size ten times
larger, deeper capital markets, greater concentration of research universities and technical
talent, and TCJA-specific provisions such as the Foreign-Derived Intangible Income deduction
offering a preferential 13% rate on export-oriented intangible income with no Canadian
equivalent. Against Ireland and Luxembourg, whose effective rates remain in single digits, the
TCJA rate reduction is irrelevant — the conduit jurisdictions' structural advantage is unaffected
by any rate comparison above approximately 15%. The TCJA therefore produced a tiered
competitive outcome: meaningful against continental Europe, negligible against Canada,
irrelevant against the conduit jurisdictions — a precision that the 21% headline figure was
designed to obscure.

The mechanism operates through capital and corporate domicile mobility. When the United
States — the world's largest economy, the reserve currency issuer, and the home of the deepest
capital markets — reduces its corporate tax rate below the international norm, it establishes a
competitive benchmark that every other government must respond to or accept the competitive
consequences of ignoring. A European government that maintains corporate rates of 25-30%
while the United States charges 21% faces continuous pressure from multinational corporations
to reduce rates, grant special regimes, or accept the loss of corporate headquarters, intellectual
property registrations, and high-value employment to lower-rate jurisdictions including the
United States.

The OECD's Global Minimum Tax initiative — the 15% global minimum corporate tax agreed in
2021 — was a direct response to this dynamic, establishing a floor below which rate competition
could not descend. But at 15%, this floor is well below the rates that most OECD governments
require to fund their welfare states at existing expenditure levels, and its implementation has
been selectively undermined. The United States never fully implemented Pillar Two domestic
legislation — the Trump Senate blocked it — meaning the world's largest economy operates
outside the framework designed to prevent the competitive pressure that produces the race to
the bottom. The entire international tax architecture of the post-COVID period was calibrated to
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the TCJA-era norm rather than the pre-TCJA equilibrium, locking in a revenue floor
approximately 10 percentage points below what welfare state fiscal arithmetic requires.

1.2 The EU Internal Tax Haven Problem

The TCJA's international damage intersects with a structural contradiction embedded in the
EU's own architecture. EU member states — primarily Ireland, Luxembourg, and the
Netherlands — function as internal tax havens for other member states' corporate bases, and
their veto power over EU tax decisions makes reform structurally impossible from within.

Ireland maintains a 12.5% statutory corporate rate — well below any welfare state's fiscal
requirement — and effective rates for multinational structures are materially lower through
intellectual property box regimes and substance arrangements. Luxembourg's participation
exemption, interest deduction architecture, and treaty network allow profitable corporate
structures to pay effective rates bearing no relationship to the economic activity occurring in
France, Germany, or Italy. Research using OECD Country-by-Country reporting data confirms
the scale: France loses approximately 24% of its corporate tax revenue to profit shifting
annually, making it the second-worst affected major economy in the EU. Luxembourg costs the
EU over $12 billion in lost corporate tax per year from US firms alone, returning only $0.4 billion
— for each $1 Luxembourg collects, the EU loses $32.

France cannot raise its effective corporate rate meaningfully above 25-27% without accelerating
the relocation of profitable corporate structures to Dublin, Amsterdam, or Luxembourg, all of
which retain full single market access. Post-COVID, when every government needed revenue
recovery, this internal EU constraint made the most available instrument — corporate tax
restoration — structurally unavailable without EU-wide harmonisation that Ireland and
Luxembourg's unanimity veto makes politically impossible. The TCJA set the global floor. The
EU's internal architecture prevents member states from operating above it. Every Western
government is operating above a revenue floor that was set by the United States' unilateral
fiscal self-destruction in 2017.

Quantified damage: OECD estimates put global BEPS-related corporate tax revenue losses at
$100-240 billion annually — 4—10% of global corporate income tax revenue. Research covering the
EU specifically finds average annual profits shifted to global tax havens of €126.8 billion, with
associated CIT revenue losses of €33.68 billion. Ireland is the single largest beneficiary of intra-EU
profit shifting, attracting an annual average gain of €58.6 billion in profits before taxation from other
member states.

1.3 The Mode 3 Commercial Presence Paradox

Standard trade deficit accounting — the measure used to justify tariff policy — counts goods
and services crossing borders but misses an enormous and growing category of economic
activity: Mode 3 commercial presence, meaning revenue earned through foreign subsidiaries
and platform operations without goods or services physically crossing any border. American
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companies — Google, Meta, Apple, Amazon, Microsoft, Netflix — extract trillions annually from
foreign markets through locally incorporated subsidiaries that appear in no bilateral trade
statistic. The revenue flows to US parent companies as dividends, royalties, and management
fees, producing a structural advantage in real economic terms that conventional trade statistics
make invisible.

The TCJA compounds this through its treatment of foreign-derived income. The GILTI (Global
Intangible Low-Taxed Income) provisions were designed to tax offshore intangible income, but
their implementation has left significant gaps that allow US multinationals to continue benefiting
from intellectual property location strategies in low-tax jurisdictions. The practical result is a
system where US corporations benefit from both the TCJA's low domestic rate on genuine US
activity and legacy offshore structures on foreign activity — a competitive advantage that no
tariff adjustment can replicate for trading partners and that no standard trade statistic captures.
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PART IV: THE FISCAL ARITHMETIC OF NO EXIT

IV.1 The Trust Fund Detonation: 2033 as a Hard Legislative Deadline

The most concrete and actuarially fixed consequence of the TCJA's structural deficit is its effect
on the Social Security and Medicare trust funds. These programmes are financed through
dedicated payroll tax revenues that flow into separate trust funds, from which benefits are paid.
When expenditure exceeds revenue — as it has for Social Security since 2021 — the difference
is drawn from the accumulated trust fund balance. When the balance reaches zero, the
programme does not shut down; it is legally required to reduce benefits to match incoming
revenue.

The Social Security trust fund is projected to be depleted in 2033 under current CBO estimates.
Under existing law, automatic benefit cuts of approximately 23% would take effect at that point
— for approximately 68 million current recipients plus all future retirees. Medicare Hospital
Insurance faces depletion on a similar timeline, with automatic cuts of approximately 11% at
depletion. The TCJA did not create these depletion timescales, but it has accelerated them by
diverting the fiscal space that a legislative fix requires: a Congress managing a 6—7% structural
deficit has materially less capacity to absorb the 1.5-2.0% of GDP in additional revenue or
reduced benefits that trust fund solvency requires than a Congress managing a 3—4% deficit
would have had.

The 2033 date is actuarially immovable. It is driven by the demographic composition of the
population — the ratio of workers paying in to beneficiaries receiving benefits — not by policy
choices that can be reversed between now and then. The TCJA reduced the government's fiscal
room to address a known, quantified, deadline-driven problem. The window for orderly
legislative resolution closes as the trust fund approaches depletion. Successive CBO updates
that bring the depletion date forward — due to immigration reduction, slower wage growth, or
demographic deterioration — will intensify market attention and legislative pressure
simultaneously, at a moment when the fiscal position least permits either a clean revenue
increase or a clean benefit reduction.

THE 2033 HARD DEADLINE

The Social Security trust fund depletion is not a forecast or a scenario. It is the actuarial consequence
of existing demographics and existing law, on a timeline that the TCJA has shortened by consuming
the fiscal space that correction requires. A government running a 6—7% structural deficit does not
have the political or financial capacity to simultaneously absorb a trust fund fix of 1.5-2.0% of GDP.
The result is that the most predictable large fiscal event in the American economy will arrive as a
crisis rather than as a managed legislative correction — because the TCJA spent the fiscal capacity
that managed correction required.

IV.2 The Asset Market Overvaluation and the Deficit Feedback Loop
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The TCJA's asset inflation mechanism has created a dangerous feedback loop between the
federal deficit and financial market valuations. The deficit injects capital into the economy; the
capital is captured by equity markets through the buyback and tax windfall channels; elevated
equity valuations increase capital gains and corporate tax revenues, partially offsetting the
deficit cost and creating the illusion of fiscal sustainability; the illusion permits continued deficit
spending; the continued spending maintains the capital injection that sustains the valuations.

The loop is self-reinforcing in the upswing and self-amplifying in the downswing. A technology
sector valuation correction of the scale implied by the gap between current multiples and
historically sustainable earnings ratios — 30-50% from peak for the most richly valued
companies — would simultaneously reduce capital gains tax receipts, corporate tax receipts,
and consumer wealth effects on spending, widening the structural deficit at the moment fiscal
adjustment capacity is most needed. The correction does not need to be a crash; a sustained
repricing over 3-5 years produces the same fiscal consequences with less dramatic headlines
but equivalent cumulative damage.

IV.3 The Three-Actor Economy and the Hijacked State

Every modern economy has three principal actors whose competing interests the state is
constitutionally required to balance: the government itself, the private sector, and the public.
When government is captured by the private sector — the American pattern since 2017,
accelerating sharply since 2025 — the government transfers resources from the public balance
sheet to private sector asset prices at a scale and velocity with no historical precedent in a
democracy.

The Trump administration's fiscal posture represents the most complete private sector capture
of government in American democratic history. The TCJA ecosystem shock transferred
approximately $500 billion per year in government revenue into private sector asset prices. The
2025 extension made this permanent. Simultaneous deregulation removed the competitive
constraints that would otherwise force private sector actors to earn returns through productive
performance rather than regulatory capture and tax arbitrage.

The political paradox is acute. The constituency that voted for the current administration did so
primarily on the basis of economic grievance — stagnant real wages, declining class mobility,
the perception that the system was rigged against working Americans. That constituency is
correct that the system is rigged. The administration it elected has deepened the rigging to
historically unprecedented levels. The TCJA and its 2025 extension are the largest transfer of
wealth from government to the private sector in American history, financed by deficits that will
eventually be resolved through inflation and service cuts absorbed by precisely the voters the
administration claimed to represent.
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PART V: WHERE THIS ENDS — FISCAL REPRESSION,
TRUST FUND DETONATION, OR MARKET-DRIVEN
CORRECTION

V.1 The US Debt Trajectory: A Return That Does Not Justify the Cost

The United States federal government is currently running a structural deficit of 6-7% of GDP
while the economy grows at approximately 2.3% nominal in non-recessionary conditions. This
relationship — borrowing at 6-7% of GDP to produce 2.3% growth — represents a deeply
unfavourable fiscal return on debt. An important precision is required here: the deficit is solely a
federal balance, while GDP growth reflects the combined output of federal, state, and local
government activity, as well as the entire private sector. The federal government's borrowing
does not directly produce national GDP growth on a one-to-one basis — it is one input among
many. The implication is that the federal deficit is generating a smaller share of observed growth
than the headline comparison suggests, making the return even less favourable than the 6-7%
versus 2.3% comparison implies.

The debt trajectory is not linear — it is compounding. US federal debt has crossed $36 trillion,
representing approximately 124% of GDP on a gross basis. Annual interest payments exceeded
$1 trillion in 2024 for the first time in American history, consuming more of the federal budget
than national defence and representing the fastest-growing line item in the federal budget. At
current deficit and interest rate trajectories, interest expenditure will consume an estimated
35-40% of all discretionary federal revenue within the projection window — meaning that before
the government funds a single road, school, military unit, or social programme, more than a third
of available revenue is already committed to servicing the accumulated cost of prior borrowing.
This is the fiscal cliff that debt trajectory analysis must confront: not the total debt level, but the
compounding claim that interest payments make on the revenue available for everything else.

Two structural constraints make this trajectory uniquely difficult to resolve. The first is that the
Federal Reserve cannot be deployed against the deficit in the conventional sense. The Fed's
mandate is price stability and maximum employment — not fiscal sustainability. A Fed that cuts
rates to ease the government's debt service burden risks re-accelerating inflation, which erodes
real household wealth and ultimately compounds the fiscal problem by raising the nominal
expenditure required to maintain real programme levels. A Fed that raises rates to fight inflation
directly increases the government's borrowing costs on new issuance and on the substantial
share of the debt that rolls over annually. The Fed is therefore constrained from both directions
— it cannot rescue the fiscal position without either risking inflation or raising debt service costs
further.

The second constraint is that a zero deficit — the mechanical solution to debt accumulation —
would collapse the economy in the current structural environment. The federal deficit of 6-7% of
GDP is not merely a financing gap; it is an active injection of demand into the economy.
Removing it through immediate fiscal consolidation would withdraw $1.7—1.9 trillion in annual
demand, producing a demand shock of Depression-era proportions. The US economy has
become structurally dependent on federal deficit spending to maintain its growth rate — a
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dependency the TCJA deliberately deepened by creating the constituency and the lock-in that
make consolidation politically and economically unavailable. The deficit cannot be maintained
indefinitely because it compounds the debt. It cannot be eliminated because it sustains the
economy. This is the precise definition of a fiscal trap.

The demographic dimension makes the trap structurally permanent in a way that historical
precedents do not capture. Prior large US debt accumulations — World War 1, the early Cold
War build-up — were resolved through a combination of strong nominal GDP growth and mild
fiscal repression, both enabled by a growing working-age population that expanded the tax base
and the consumer base simultaneously. The baby boom cohort, then in its peak earning and
spending years, provided the demographic tailwind that made the debt-to-GDP ratio fall without
requiring painful fiscal adjustment. That tailwind has reversed. The baby boom cohort is now in
its retirement phase — drawing from Social Security and Medicare rather than contributing
payroll taxes, reducing consumption relative to peak earning years, and placing the heaviest
demands on federal expenditure precisely when the revenue base is under structural pressure.
Unlike the post-war period, there is no demographic cavalry arriving to grow the denominator.
The debt must be managed against a static or declining ratio of workers to dependents,
removing the most reliable historical mechanism for debt resolution without crisis.

The arithmetic of no exit: A government borrowing at 6—7% of GDP to produce 2.3% nominal growth
is consuming future fiscal capacity faster than it is creating current economic value. At current
trajectories, interest payments alone will crowd out discretionary federal spending to the point where
the government's capacity to deliver the services that justify its revenue claim deteriorates structurally
— not because of a crisis event, but through the cumulative arithmetic of compounding debt service
on a revenue base that the TCJA has permanently reduced.

V.2 Fiscal Repression: The Only Remaining Path

This report does not recommend fiscal repression. It forecasts it as the most predictable
resolution path given the documented constraints. Fiscal repression is the systematic erosion of
the real value of sovereign debt through sustained negative real interest rates — that is, nominal
rates held below the rate of inflation, so that the real burden of the debt stock declines over time
without the government explicitly defaulting or explicitly raising taxes to retire it. It is, in essence,
a slow-motion wealth transfer from savers and bond holders to the sovereign debtor, conducted
through monetary policy rather than fiscal legislation, and therefore less politically visible than
either a tax increase or a spending cut.

The preconditions for fiscal repression are: a central bank either accommodative by preference
or subordinated by political appointment; a fiscal deficit large enough that nominal rate
normalisation would produce unsustainable debt service costs; and an inflation rate that, once
re-accelerated, the central bank declines to fully suppress. All three preconditions are
progressively being established in the United States. The structural deficit is already at 6—7% of
GDP. The Federal Reserve chair appointment in May 2026 is the single most important
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institutional event for the repression timeline: an accommodative successor initiates the process
on a faster path; an independent one defers it while the fiscal deterioration continues.

Fiscal repression is not a dramatic event. It does not appear in bankruptcy filings or default
notices. It appears in the sustained underperformance of Treasury bonds relative to inflation, in
the gradual decline in the purchasing power of dollar-denominated savings, in the quiet
withdrawal of public services as real government revenues fail to keep pace with nominal
obligations. Its costs are diffuse, cumulative, and absorbed disproportionately by the bottom half
of the income distribution — the half that holds savings in cash and bank deposits rather than
equities, that depends on public services rather than private alternatives, and that has the least
capacity to hedge against currency depreciation.

V.3 The Confidence Cascade: Elevated Tail, Not Base Case

The dollar's reserve currency status is the most important structural buffer preventing the
slow-burn fiscal repression scenario from becoming an acute crisis. Approximately 60% of
global foreign exchange reserves are held in dollars. The Treasury market is the deepest, most
liquid sovereign debt market in the world. There is no credible alternative at scale: the euro has
its own sovereign debt problems; the renminbi is not convertible; gold cannot absorb the
volume. These are genuine buffers that the Japan precedent — 30 years of deficit financing
without inflation spiral or confidence event — confirms are more durable than the speed of fiscal
deterioration would imply in a lesser sovereign.

The confidence cascade scenario — in which rate cuts by an accommodative Fed chair
re-accelerate inflation, weaken Treasury auction demand among foreign sovereign holders, and
trigger a sharp market correction and global sovereign debt repricing — is a coherent and
elevated risk. It is not the base case. Dollar durability, the absence of a credible alternative, and
the Japan precedent collectively place it in the tail rather than the probable centre. Its probability
is meaningfully raised by observable Trump policy choices, including the Iranian military
operation commenced February 28, 2026, which adds a US military expenditure channel to the
deficit at the worst possible fiscal moment. It is not made probable by them.

The specific observable indicators that would signal the cascade becoming the central scenario
rather than a tail risk are three simultaneous observables: inflation running above Treasury
yields for more than two consecutive quarters; softening demand at Treasury auctions
measured by rising bid-to-cover ratio deterioration; and visible reserve diversification by a major
sovereign holder such as a Gulf state beginning partial oil settlement in non-dollar currencies.
None of these indicators is currently firing. All three should be monitored.

V.4 The Social Contract Under Fiscal Pressure: State Transfers,
Infrastructure, and Civil Unrest

The compounding claim of debt service on federal discretionary revenue does not fall evenly. It
falls first and hardest on the programmes that constitute the federal government's side of the
social contract with its citizens — the transfers, services, and infrastructure investments that
justify the claim the federal government makes on household income through taxation. As
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interest expenditure crowds out discretionary spending, the first visible consequences will not be
an abstract worsening of fiscal statistics. They will be specific, tangible, and felt by real
populations in real places.

Federal transfers to states are the most immediate transmission mechanism. Medicaid — jointly
funded by federal and state governments — is the single largest federal grant programme,
representing approximately $600 billion in annual federal expenditure. As discretionary fiscal
space narrows, federal Medicaid matching rates become a target. A reduction of 10 percentage
points in the federal matching rate shifts approximately $60 billion in annual cost to state
budgets that are themselves constitutionally required to balance. States facing this transfer
would have three options: raise state taxes, cut Medicaid recipients or benefits, or cut other
state expenditures — education, public safety, infrastructure maintenance. All three options are
politically toxic and economically damaging in different ways, and all three fall hardest on the
states with the highest poverty rates and the least fiscal capacity to absorb the shift.

Infrastructure is the second channel. The United States has accumulated an estimated $2.6
trillion infrastructure deficit — the gap between what maintenance and investment would be
required to bring roads, bridges, water systems, and transit to adequate condition and what has
actually been spent. The 2021 Infrastructure Investment and Jobs Act provided approximately
$550 billion in new federal infrastructure spending over five years — a down payment on a
much larger need. As debt service crowds out discretionary expenditure, the political coalition
for sustained infrastructure investment weakens. The consequences are not immediate — a
bridge does not collapse the year its maintenance budget is cut — but they are cumulative and
eventually structural: deteriorating logistics infrastructure raises costs for every business
operating domestically, reduces the productivity of the labour force that depends on functional
transit, and imposes a hidden tax on economic activity that compounds over decades without
appearing in any federal budget line.

The political consequences of this fiscal squeeze create a dynamic that standard fiscal analysis
systematically underweights: the risk of compounding civil unrest as populations pay federal
taxes for services that progressively fail to materialise. The social contract implicit in American
federal taxation is that citizens contribute to a common pool in exchange for national defence,
infrastructure, social insurance, and a functional regulatory environment. When debt service
consumes an increasing share of the common pool — diverted to bondholders rather than
services — the perceived legitimacy of the tax obligation deteriorates. This dynamic is not
hypothetical. It is already visible in the political polarisation that has driven anti-government
movements across the income distribution, from Tea Party fiscal conservatism to progressive
demands for debt cancellation. A federal government that demonstrably cannot deliver on the
services that justify its revenue claim faces a legitimacy crisis that is distinct from and potentially
more destabilising than a financial crisis — because it erodes the institutional consent on which
the entire fiscal system depends.

The geographic dimension compounds this. Federal fiscal transfers flow disproportionately to
lower-income states — Medicaid, SNAP, federal highway funds, agricultural subsidies — many
of which are also the states with the highest concentration of voters who supported the
administration whose fiscal policies are producing the squeeze. A federal government that
reduces transfers to Mississippi, West Virginia, or rural Appalachia in order to service debt
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accumulated through TCJA-era deficits is not implementing an abstract fiscal adjustment. It is
withdrawing concrete services from the specific populations whose political identity is most
closely tied to national government institutions — a combination that history suggests produces
not fiscal acceptance but political rupture.

THE LEGITIMACY PROBLEM

A government that collects taxes and pays bondholders rather than delivering services has not
merely made a fiscal choice. It has altered the fundamental nature of the relationship between citizen
and state. The TCJA's deficit trajectory leads, at its logical conclusion, to a federal government
whose primary function is debt service — collecting revenue from working Americans and transferring
it to the holders of Treasury securities, who are disproportionately wealthy domestic investors and
foreign sovereigns. The political sustainability of this arrangement, in a democracy, has never been
tested at the scale the current trajectory implies.

V.5 The Fed Capacity Problem: A Crisis Responder With Empty
Pockets

The Federal Reserve's ability to respond to a severe financial crisis — specifically an Al
valuation correction of the magnitude that current multiples imply — is structurally compromised
in ways that did not apply in 2008 or 2020, and the TCJA's fiscal legacy is the primary reason.
The normal crisis playbook has three tools: rate cuts, quantitative easing, and emergency
lending facilities. All three carry costs in the current environment that they did not carry in prior
cycles. Rate cuts into a 6-7% structural deficit risk re-accelerating inflation — the Fed cannot
ease aggressively without potentially triggering the fiscal repression dynamic that undermines
the dollar credibility it is simultaneously trying to preserve. Quantitative easing at current
balance sheet levels — $7 trillion-plus post-COVID — and against a deficit generating $1.7-1.9
trillion in annual Treasury issuance crosses from monetary policy into visible monetary financing
of fiscal deficits — the precise condition that historically destroys bond market confidence in
non-reserve-currency sovereigns, and that reserve currency status defers rather than
eliminates.

Most fundamentally, an Al bubble burst is a valuation correction, not a liquidity crisis. The 2008
playbook worked because the underlying problem was illiquidity — solvent institutions unable to
fund themselves — and the Fed addressed the root cause by providing liquidity. An Al
correction is a solvency problem: earnings growth assumptions embedded in 30-35x
price-to-earnings multiples simply do not materialise, no amount of cheap capital makes the
business models profitable, and the correction runs until valuations reach levels justifiable by
actual earnings. Monetary easing can slow the repricing; it cannot reverse the arithmetic. The
Fed put — the implicit guarantee that has anchored equity market psychology since 2009 —
remains nominally available but exercising it in the current fiscal environment requires the Fed
to choose between its inflation mandate and its financial stability function in a way that prior
interventions did not force.
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The fiscal amplification completes the trap. An Al correction severe enough to constitute a crisis
would simultaneously collapse capital gains and corporate tax revenues concentrated in the
technology sector — the two fastest-growing revenue lines in the federal budget — trigger
automatic stabiliser spending increases that widen the structural deficit further, and, if sustained,
accelerate Social Security and Medicare trust fund depletion by compressing payroll tax
contributions from a contracting labour market. The Fed would be asked to rescue an economy
whose fiscal position deteriorates at the moment of rescue, widening the deficit it is already
partially monetising, at a moment when the credibility cost of further balance sheet expansion is
highest. The prior crisis cycles — 2008, 2020 — left the Fed with room to act because fiscal
positions were manageable and balance sheets were clean. The TCJA consumed that room.
The next crisis arrives to find the fire station understaffed and the trucks already deployed.

THE FED DOUBLE-BIND

Cut rates: risk re-accelerating inflation and triggering the fiscal repression dynamic. Hold rates: risk
compounding debt service costs and deepening the valuation correction. Expand QE: risk crossing
into visible deficit monetisation and triggering the confidence cascade. Do nothing: risk a demand
collapse that the fiscal position cannot absorb. There is no option without a significant cost — a
constraint that did not bind in prior crisis cycles because the TCJA had not yet consumed the fiscal
and monetary buffer.

V.6 The Compounding Deterioration: Every Indicator Worsening

Every structural indicator relevant to the US fiscal and economic trajectory has deteriorated
since January 2025, and the deterioration is not cyclical — it is a compounding of the TCJA's
structural damage through policy choices that reduce the economy's capacity to grow its way
out of the trap. The six mechanisms below are not independent shocks. They form a
compounding system in which each weakens the conditions that would allow the others to be
managed.

Immigration restriction is the most direct fiscal mechanism and the most analytically
misrepresented in the public debate. Immigrants of working age contribute payroll taxes
immediately upon employment, expanding the worker-to-beneficiary ratio that determines Social
Security and Medicare trust fund solvency. That ratio was already deteriorating structurally
before any policy choice accelerated it: the baby boomer cohort began reaching retirement age
at scale after 2010, shifting the largest generational cohort in American demographic history
from net contributors to net beneficiaries simultaneously. The worker-to-retiree ratio has fallen
from approximately 3.7 workers per beneficiary in 1970 to under 2.8 today and is projected to
reach 2.3 by 2035 on current demographic trends — a deterioration driven by actuarial
mathematics that no fiscal policy can reverse but that immigration flows can meaningfully offset
by adding working-age contributors to the numerator. Reducing net immigration flows at the
precise moment this demographic deterioration is accelerating its pace is not a neutral policy
choice — it is removing the one available lever to slow the ratio decline at the worst possible
moment. Each percentage point reduction in working-age labour force growth is simultaneously
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a reduction in potential GDP growth and a direct acceleration of the actuarial crisis toward the
2033 depletion deadline. The administration that is most vocally concerned about Social
Security sustainability is implementing the policy most directly guaranteed to make it worse.

Brand degradation operates through a revenue channel that standard fiscal accounting cannot
capture. The pricing premium on American universities, professional services, technology
products, and cultural exports rests on perceptions of institutional quality, democratic stability,
and rule of law. That premium is being systematically eroded — foreign student enrolment
declining, US university rankings facing reputational pressure from funding threats,
allied-country consumer boycotts of American brands emerging across Europe and Canada.
The real revenue from Mode 3 commercial presence — the trillions American companies extract
from foreign markets through subsidiaries and platforms — faces a structural headwind
independent of any trade or tariff policy. Brand equity, once lost, recovers on a decade-long
timeline, not a political cycle.

Institutional erosion raises the risk premium that rational investors and corporate boards must
embed in any long-horizon US investment decision. Capital does not flee visible catastrophes
only — it quietly shortens its time horizon and diversifies its geography in response to
predictability loss. Executive pressure on Federal Reserve independence, challenges to judicial
enforcement of commercial agreements, selective regulatory application: each individually
raises the uncertainty premium on US-headquartered operations. Collectively they represent a
deterioration in the institutional infrastructure that has justified the US asset premium for seventy
years. That premium is not guaranteed by geography or history. It was built by institutional
performance and it erodes by institutional failure. The foreign direct investment data and
corporate capex guidance already reflect this quiet repricing.

Rules-based order collapse threatens the commercial architecture on which American
multinationals depend most directly. Intellectual property protection, Mode 3 subsidiary rights,
WTO dispute resolution, and bilateral investment treaty enforcement are not abstract diplomatic
constructs — they are the legal infrastructure that allows US companies to earn trillions abroad
without goods crossing any border. An administration that treats these frameworks as
negotiating chips rather than structural assets is degrading the commercial foundations of its
own economy's most profitable sector. Capital flight compounds this: as institutional reliability
declines, capital that would otherwise invest in US productive capacity rotates toward
jurisdictions with more predictable legal and regulatory environments — Canada, Germany,
Singapore — reducing the domestic investment base precisely when the fiscal position requires
growth to contain the debt ratio. Investment instability — the unpredictability of tariff policy,
regulatory posture, and international commitments from one quarter to the next — shortens
corporate planning horizons and suppresses the long-horizon capex that drives productivity
growth, which is the only genuine path to growing the denominator of the debt-to-GDP ratio
without inflation.

Taken together, these six deteriorating indicators form a system of compounding damage.
Lower immigration reduces growth potential and accelerates trust fund depletion. Brand
degradation reduces export revenue and foreign market premium pricing. Institutional erosion
raises the required return on US assets and shortens investment horizons. Rules-based order
collapse threatens the Mode 3 revenue that trade statistics miss. Capital flight reduces the
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domestic investment base. Investment instability suppresses the productivity growth that is the
only non-inflationary path to fiscal sustainability. Each feeds back into the fiscal position that is
already structurally unsustainable. The TCJA built the trap. The current administration's policy
trajectory is not merely failing to provide an exit — it is actively narrowing the space in which any

exit remains possible.

V.7 The Damage Summary

Structural deficit

Asset inflation / wealth
transfer

Trust fund depletion

International tax floor

Allied investment
diversion

Post-COVID
consolidation failure

Technology valuation
bubble

Confidence cascade risk

TCJA revenue loss at full
employment

Buyback-driven equity
inflation financed by deficit

Fiscal space consumed, fix
unavailable

TCJA set global benchmark
below welfare state
requirement

Capital allocation
recalibration against non-US
operations

Political and structural
window foreclosed

Deficit-financed multiple
expansion

Accommodative Fed +
inflation re-acceleration +
dollar diversification

$500-600B/year
permanently

$1.4T+ in top-10 billionaire
wealth since 2016

23% SS benefit cut / 11%
Medicare cut

Pillar Two floor at 15% vs
20-25% needed

12—15pp effective rate
disadvantage

Zero net revenue recovery
on $5T outlay

30-35% of S&P 500 at
unsustainable multiples

Elevated tail, 20-30%
probability 2027-2032

The compounding system: The TCJA created a fiscal position that requires strong trend growth,
stable institutions, open capital flows, and international commercial cooperation to manage without
crisis. The current administration's policy trajectory is simultaneously weakening every one of these
requirements. This is not a coincidence of bad outcomes. It is the predictable result of a policy
architecture that treats each lever — immigration, trade, institutions, alliances — as an independent
tool for short-term domestic political advantage without accounting for the fiscal system that depends
on all of them functioning simultaneously.

Immediate, ongoing

Ongoing, compounding

2033 hard deadline

Permanent

Since 2018

Window closed 2021

Correction risk
2026-2030

Conditional

V.8 What a Functional Reform Would Have Looked Like

The correct reform path available in 2017 was a gradual phasing of the corporate rate from
38-40% effective toward a competitive destination of approximately 25% effective over 8-10
years, accompanied by base-broadening measures that eliminated the most economically
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distortionary deductions and credits, and timed to coincide with a cyclical slowdown rather than
an expansion. This approach would have achieved the legitimate competitiveness objective —
closing the gap between the US rate and the international norm — while allowing sequential
ecosystem adaptation, avoiding the cold-turkey restructuring costs, and preserving the revenue
trajectory required to address the trust fund obligations already visible on actuarial tables in
2017.

That path was not taken. The question of why — whether through ideological commitment to
supply-side theory, genuine misunderstanding of ecosystem dynamics, or deliberate capture by
the constituencies who benefited from the cold-turkey approach — is ultimately a political
science question rather than an economic one. The economic consequences are now
independent of the motivation. The trap is built. The exit is sealed. The damage accumulates on
the fiscal position, on international tax competitiveness, on the trust fund timeline, and on the
distribution of wealth between asset holders and everyone else — on a trajectory that the
TCJA's architects set in motion in December 2017 and that no subsequent administration has
had either the political capacity or the institutional framework to reverse.

Final analytical position: The TCJA is not a tax policy that can be evaluated on its own terms by
asking whether it achieved its stated objectives. It must be evaluated as a structural event that
changed the fiscal architecture of the world's largest economy in ways that cannot be undone through
normal legislative processes. By that standard, it is the most consequential act of fiscal
self-destruction in American history — not because 21% is the wrong rate, but because the manner
of its enactment built a trap that every subsequent government inherits and none can escape without
a crisis that the TCJA itself made more probable.
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