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Middle America Loses Again
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As we predicted, a verbal debt deal was made between President Biden and House Speaker Kevin
McCarthy. The final step is the deal’s vote in the House and Senate, which we expect to pass as well, even if
it takes some fighting. After the deal is done though, the middle class will be left holding the bag as always.
Whether you're left, right, Republican, Democrat, moderate, independent, libertarian, or anything in-between,
you should be concerned with the trajectory of the Federal Government’s size. Today, government is 30% of
GDP, bigger than ever before.

We believe big government is bad for all political parties because it crushes human liberty, ingenuity and
entrepreneurship. Every time, country or place authoritarian big government policies have been tried, the
result is utter chaos and collapse. The United States has been a beacon of freedom and hope for
entrepreneurs because of our relatively stable system of checks and balances that cause us to move forward
slowly over time. While not perfect, our country has created more wealth than any other nation in history,
lifting millions out of poverty and starvation worldwide. In modern history though, the government has
hijacked every aspect of public life, causing enormous inefficiencies, ultimately hurting the middle class
disproportionately.

Both political parties have a separate policy prescription to deal with the middle-class problem. The right says
pass tax cuts, the left says pay people universal basic income (UBI). Let’s examine the first solution. Pew
Research defines middle class as a household annual income up to $141,568. Social Security and Medicare
tax is 7.65% or $10,829 and lllinois state tax is $7,078 per year. Assuming the family owns a $350,000
home, they will pay about $5,000 in annual property tax. They will pay 8% sales tax on 75% of the family’s
take home pay, another $5,000 per year. Before federal tax, this middle-class family will pay $27,907 or
19.71% in tax. Assuming married filing jointly, this family will pay about $16,000 in federal taxes. All in, the
average middle class American family will pay over 31% in tax, not including investment or transfer taxes. It
gets worse for families considered the “top 5%” with an average income of $343,000 who will pay 16% in
non-federal tax and 18.4% in federal tax for a total of 34.4% in annual tax paid. While lowering the federal
income tax can help, it doesn’t really solve the main problem, that government is too stinking big. Without
spending cuts, the federal deficit will keep growing exponentially.

The other side of the political aisle recommends UBI. It's not a new idea, in fact it's even been tried in the
United States. From 1968 to 1980, our government experimented with a negative income tax, paying low-
income households to earn less. Turns out if you incentivize people to make less, they will. Incentives like
this create bad outcomes for innovation. The more people are incentivized to stay home and do less, the less
our economy grows over time. Take the Forbes List ranking of the world’s billionaires. Over 65% are self-
made, meaning did not inherit money. The U.S. also happens to be home to more billionaires than any other
country. According to Boston Consulting Group, 63% of global wealth is owned by the richest 1%. UBI
proponents say the rich are getting richer and the poor are getting poorer. This ignores the entire data picture
though. Yes, the rich are getting richer. But over time, the poor have become richer as well! Global poverty,
child mortality, starvation and cancer death rates have all plummeted thanks to the rising tide of capitalism.

Rather than cut taxes or implement UBI, we think the government needs to shrink in size. We won’t solve our
debt crisis problems until politicians on both sides of the aisle come together and cut spending. Like we wrote
last week, the U.S. isn’t nearly as bad off as China, Europe or Japan, but we could get there if we’re not
careful. Big government stamps out individual liberty, and with it, economic prosperity. It's a matter of fiscal
responsibility in Washington that in the past, can come from Republicans and Demacrats alike.
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The views expressed herein are those of the author and do not necessarily reflect the views of Stenger Family Office LLC or its
affiliates. All opinions are subject to change without notice. Neither the information provided, nor any opinion expressed constitutes a
solicitation for the purchase or sale of any security. Past performance is no guarantee of future results.

This material does not provide individually tailored investment advice. It has been prepared without regard to the individual financial
circumstances and objectives of persons who receive it. The strategies and/or investments discussed in this material may not be
appropriate for all investors. Stenger Family Office LLC recommends that investors independently evaluate particular investments and
strategies and encourages investors to seek the advice of a Financial Advisor. The appropriateness of a particular investment or
strategy will depend on an investor’s individual circumstances and objectives.

Information contained herein has been obtained from sources considered to be reliable, but we do not guarantee their accuracy or
completeness.

Various factors, including an economic downturn, may cause a company to reduce or eliminate its dividend.

The Standard & Poor’s (S&P) 500 Index tracks the performance of 500 widely held, large-capitalization US stocks. An investment
cannot be made directly in a market index.
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