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Aug. 2 is the day when an already weak American economy could start to collapse. 

It's the day when interest rates, now at near-record lows, could begin to skyrocket, 
thereby making your mortgage more expensive, or guaranteeing that homeownership 
will be nothing but a dream for you if you're still a renter. 

It's the day when credit could start getting much tighter for just about every business, 
thereby delaying or ending any expansion plans. 

It's the day when investors could panic, fleeing the stock market much like they did 
during the financial collapse of 2008, once again devastating the retirement accounts of 
millions of Americans. 

That could happen because Aug. 2 is the day when the U.S. government will meet its 
congressionally imposed debt ceiling -- meaning it could no longer borrow money, and 
would likely default on its debts. 

And it all could happen unless President Obama and Congress do something other 
presidents and Congresses have done routinely for years: raise the U.S. debt ceiling. 

That's the consensus opinion of economists and other experts as Obama and 
congressional leaders continue to strive toward a deal that raises the debt ceiling while 
cutting the long-term federal deficit by trillions.  
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Stagnant debt ceiling  

There are stumbling blocks on the way to that deal: Democrats who don't want to cut 
entitlements as part of it, main-line Republicans who refuse to increase taxes, and tea 
party Republicans who insist the debt ceiling doesn't have to be raised no matter what 
the experts say. 

Despite all those stumbling blocks, so far there have been remarkably few signs of debt-
ceiling-inspired economic panic. Stocks have remained strong for weeks until dipping 
Friday after release of a disappointing unemployment report. 

"The fact that the markets are not foreseeing a crisis may mean very well that we will 
not have one," said Cristian Tiu, assistant professor of finance and managerial 
economics at the University at Buffalo. 

But what if we do? 

Then, the arcane Washington argument over debt and deficits will come to hit home in 
practically every household in America, experts predict. 

There are two reasons why. 

One is simple math, and the other is simple economics. 

Douglas Holtz-Eakin, top economic adviser to the 2008 presidential campaign of Sen. 
John McCain, R-Ariz., spelled out the math in a recent video. 

The federal government takes in about $2.25 trillion in annual revenues, Holtz-Eakin 
noted. That's enough to pay interest on the debt and most -- but not all -- of what the 
government is mandated to spend on Medicare, Medicaid, Social Security and the like. 

So unless the government continues to borrow money, it won't have the cash to pay for 
some of those basics -- or any of its $1.375 trillion in "discretionary," or optional, 
spending. 

That means that when the treasury runs dry, the United States would have to stop 
building highways, aiding businesses and paying its troops. 

"That's unlikely to happen," Holtz-Eakin said. "We're going to raise the debt ceiling."  

Effect of U.S. bonds  

If the end of all those government programs wasn't enough to devastate the local and 
national economies, consider this. 



The world economy has been operated for decades on the assumption that U.S. 
government bonds are the safest investment out there. 

But if the U.S. reneged on its debts, that assumption would disappear. Experts say 
economic chaos would result. 

"Severe disruptions in financial markets" would be likely, Ben Bernanke, Federal 
Reserve chairman, said last month. 

"Interest rates would likely rise, slowing the recovery and, perversely, worsening the 
deficit problem by increasing required interest payments on the debt for what might well 
be a protracted period," he added. 

Anthony Ogorek of Ogorek Wealth Management in Williamsville put things more 
bluntly. 

Lawmakers would be "dopes" to drive the nation into default, he said. 

"I think the legislators are playing with fire," Ogorek said. "I don't think they understand 
the significant underpinning that treasuries [U.S. bonds] represent to many 
investments," Ogorek said. 

If the reliability of U.S. bonds were in question, then the value of countless other 
investments would be, too. 

Could Ogorek name a safe haven where investors could stash their retirement funds 
under such a scenario? 

"There is none," he said. 

That being the case, most legislators from left and right say a debt deal must be struck. 

"The consequences [of a default] are devastating, and I think it should be avoided at all 
costs," said Sen. Charles E. Schumer, D-N.Y. "And I think what usually happens is, 
people go right down to the wire, but then they know the consequences and get 
together, so I am hopeful it will be solved before Aug. 2." 

Rep. Tom Reed, R-Corning, is hopeful, too. 

"I see this as a great opportunity for America," Reed said, to come to a bipartisan deal 
to drastically cut the gigantic federal deficit and reform the loophole-laced tax code. 

In a sign of the topsy-turvy politics of the debt-ceiling issue, Reed lauded Obama for last 
week pushing for a $4 trillion deficit deal that includes tax reform and action on the most 
expensive "entitlements," Social Security and Medicare. 



On Saturday, however, House Speaker John Boehner, R-Ohio, told Obama that he 
wants to pursue a smaller $2 trillion deficit reduction deal, not the larger effort sought by 
the White House.  

Federal program cuts  

Meanwhile, all three of Western New York's Democratic members of Congress lashed 
out against any attempt to cut Social Security or Medicare as part of the debt talks. 

They criticized a trial balloon Obama aides floated about using a more modern and 
conservative way of measuring inflation when calculating cost-of-living hikes for Social 
Security recipients. 

"To me, this is just a disguised tax on our seniors," said Rep. Kathleen C. Hochul, D-
Hamburg. 

Rep. Brian Higgins, D-Buffalo, agreed, but he and Hochul also said they would be open 
to common-sense Medicare reforms. They both suggested changing the law to allow 
Medicare to buy prescription drugs in bulk, a move that Higgins said could save the 
government $15.5 billion a year. 

Both Democratic lawmakers said that while the debt ceiling must be raised, they 
wouldn't stand for benefit cuts or a major reworking of Medicare. 

Republicans have expressed an openness to closing tax loopholes, but they're against 
the tax rate increases for the wealthy that Democrats are suggesting. 

"It just does not make sense for Americans to suffer under higher taxes in an economy 
like this," said House Majority Leader Eric Cantor, R-Va. 

What's more, drawing a line in the sand on taxes is not nearly enough for the GOP's 
influential tea party activists. 

Grassfire Nation, a major tea party group, is pushing an online petition for citizens 
"opposing any increase in the legal federal debt limit." 

"The government has more money than it's ever had in its history, and they want even 
more," said Rus Thompson, a key tea party leader in Buffalo. 

What about the warnings regarding the consequences of a government default? 

"I think some of those threats are really shallow," he responded. 

Meanwhile, just listen to Rep. Michele Bachmann, the Minnesota Republican who's the 
tea party favorite on the presidential campaign trail. 



"I know that we can't keep spending money that we don't have," she said in her first TV 
ad last week. "I will not vote to increase the debt ceiling."  
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