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The Numerous PREVIOUS
American Sovereign Defaults
One question that seems to keep coming up is about municipal and state debt. Is it safe? The joke use to
be that Russia always claimed to be first and the best at everything. Americans always poked fun at that
pointing out how they were first in various areas and of course that was the driving force behind the
Space Race. Just as Russians never got the truth from its state owned paper Pravda (the Truth), this has
been the pot calling the kettle black. Something happened after the Great Depression. The government
did a takeover of the free press. Stories of government mismanagement were never told postDepression PRIOR to events. The famous Rosenberg spy trial pictured only the government side and now
it appears that they charged his wife knowing she was not involved trying to put pressure on him. That
failed and she was executed with him. The press convicts failed in their duty to test the truth of
government. If you read the press reports BEFORE the Great Depression, there is a stark difference
whereby the press before was far more independent.
We seem to have entered an era of self-censorship that infected the mainstream American press. There
were some shining moment like Watergate, but the press fails to call the government out on a systemic
basis concerning this whole issue of the Sovereign Debt Crisis. The press takes a casual approach to the
Sovereign Debt Crisis reporting only events they cannot ignore while at the same time sweeping under
the rug any real investigation about the long-term problem labeling anything a conspiracy theory
pretending any defaults are really just anomalies rather than a systemic problem.
There have been TWO major prior contagions of state and municipal bond defaults in American history
that are omitted from the history books strangely as is the case of the 1931 Sovereign Debt Defaults of
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Europe, China, and South America. There were the many defaults of the Great Depression I wrote about
in the Greatest Bull Market such as the City of Detroit. But there was a contagion of defaults also during
the 19th century that history has kept hidden under the covers. During the years of 1841 and 1842, eight
states and the Territory of Florida all defaulted on their sovereign debts. The Marxists rewrote history
attributing such defaults to the Wildcat Bank Failure in the Panic of 1837. They argued the Panic caused
an unexpected tax revenue shortfall and the states failed to raise tax rates. In truth, the majority of the
state debts that went into default in 1842 were contracted AFTER the Panic of 1837. Much of the
defaults took place because they were counting on revenue from land sales and this Panic created a real
estate collapse. Pennsylvania and Maryland defaulted because they postponed the sale of a state land
property until it was too late. It was good old fashion borrow today, the money will show up later. The
Marxists shifted the blame to naturally the filthy rich who didn’t pay enough taxes rather than fiscal
mismanagement. This is becoming too familiar implying today that if the rich paid their “fair share”
there would be no problem? If you turn them upside down and grab every asset and pull the gold out of
their teeth, this will still not solve the problem. It is as always – perpetual fiscal mismanagement and it
matters not the political party or the nation involved. This is a systemic management problem that has
to be addressed at some point.
When it comes to history, we ignore just about everything. We are told that to forget the past, live in
the present. Nobody wants to talk about what happened before. Yet when it comes to 911, we are told
NEVER forget because this affirms the excessive power usurped by Government. So we are told to
ignore the past when it reveals the FAILURE of government, but never forget instances that SUPPORT
bigger government. Interesting how easily society is manipulated.
Before the Depression, you find much more critical press reviews. The American press mirrored that of
Britain, fiercely independent. Here is a 1933 piece of the Wall Street Journal illustrating an old chart
projecting the business cycle, where the caption reads:
"The above chart was sent to the Wall
Street Journal by Edward Rogers of
Detroit. Mr. Rogers states that it was
found in an old desk in Philadelphia in
1902. The original drawing was much
discolored. The desk was of a pattern
that indicated it was at least 40 years
old.
"The author of the chart is unidentified
and the circumstances lead Mr. Rogers
to believe that possibly the chart was
made during the Civil War or before. It
is submitted to Wall Street Journal
subscribers for what it may be worth."
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Yet here is what Time Magazine wrote in 1931 amid the Sovereign Debt Crisis that was brewing then
reflecting upon the past Sovereign Defaults. It appears that just as the press supported the government
in Russia, it became a self-policing trend among much of the American press to preach the wisdom of
the government and how the Depression was created by evil stock speculators rather than government
defaults and fiscal mismanagement. Pictured below, is the famous Mississippi bond that was issued by
the Planters' Bank in 1833 on behalf of the State. In 1841, there was a default in interest on the Planters'
Bank bonds. The bonds were repudiated
under a referendum vote of the people in
1853. The bonds were to mature as to
principal in 1871 and were supposed to pay a
6% interest rate. The Mississippi Bonds were
never paid.

TIME MAGAZINE
Mississippi Skeleton
Monday, Feb. 09, 1931

“In June 1838, the Sovereign State of Mississippi sold
$5,000,000 worth of bonds to pay for 50,000 shares in
Union Bank of Mississippi. In less than two years the
bank was hopelessly insolvent. In 1842 the Mississippi
Legislature denied that the State was under legal or
moral obligation to pay the bonds in question. Thus
occurred the first repudiation of a State debt. Similarly,
in 1839 Mississippi defaulted interest on a bond issue
sold in 1831-33 to raise funds for another State bank.
Although the courts ruled against Mississippi in both
cases, in 1875 Mississippi adopted a constitution
expressly stating that nothing could be done about
either issue.
Long and rancid have been the efforts of a British
Corporation of Foreign Bondholders to force Mississippi
to pay. Last week for the first time a group of U. S.
holders of the defaulted bonds advertised themselves
anonymously in Manhattan, prepared for action against
Mississippi.
The Mississippi skeleton has accumulated $32,000,000
interest charges upon its $7,000,000 frame. British
Corporation of Foreign Bondholders does much to
discourage the purchase of bonds from Mississippi and
other United States with obligations in default. And
certain States keep such bonds from their legal list.
Prime example is Connecticut, whose rigid rules also
bar the bonds of Arizona, New Mexico and Oklahoma
from the legal list because these States were admitted
to the Union after 1896, have not had a sufficiently long
history to be given full credit standing.
* Other States with bonds in default: Alabama,
$13,000,000; Arkansas, $8,700,000; Florida,
$8,000,000; Georgia, $13,500,000; Louisiana,
$6,000,000; North Carolina, $13,000,000; South
Carolina, $6,000,000. Minnesota once repudiated,
reconsidered”.
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There was the Orange County California problem when they declared bankruptcy in December 1994
with the fancy leverage products sold to them by Merrill Lynch. In 2008 the Vallejo City Council in
California voted to declare bankruptcy in May that year. Boise County filed for bankruptcy in March
2011. Jefferson County, Alabama is likely to file for bankruptcy. In fact, state and local government debt
is now sitting at an all-time high of 22 percent of the total US GDP! Once upon a time, municipal bonds
were seen as extraordinarily safe investments. They were considered to have virtually NO risk. However,
this seems to have been part of the post-Depression Marxist rehabilitation of historical events. Part of
the tax hike on the rich by Obama will limit the amount of deductions they can declare by buying the
tax-free munis. And the Marxists actually believe they can remove this incentive but the “rich”
(household income $250,000+) will still buy muni debt. RIGHT! Good One!
Today, many analysts are now openly questioning the possibility of a municipal bond market crash. The
sad truth is that numerous city and county governments are teetering on the brink of bankruptcy. Even
state government debt such as Illinois and California, is essentially considered to be "junk" at this point.
The sheer number of governmental financial implosions across the nation is more than 1,000 and few in
mainstream media have been talking about it outside of the financial press. At least 60 Minutes ran a
piece on the issue that shocked many. This segment of the Sovereign Debt Crisis is massive and this will
be the second phase that hits the economy as the collapse of Socialism unfolds in slow motion
throughout the west that is essentially the sequel to the collapse of communism that began in 1989. If
the timing is right on target, the final collapse should be 26 years from the 1989 high – 2015.75 – the
high on this current 8.6 year Economic Confidence Model. This should make the 2007.15 debacle look
like a dry run. We have a SYSTEMIC problem and look at each crisis in isolation failing to make the
connections is doing us and our children a great disservice. This can be stopped just like many cancers
can be cured if there is early detection. Where is the press when we need them?
Where real estate wiped out the capacity for long-term wealth creation and savings for retirement, the
next phase should wipe out much of the pension funds that are loaded to the brink with government
debt on all fronts. We have to face the facts. Government simply always believes it can borrow forever
with impunity, is never called to account for its fiscal mismanagement, and it prevents the people from
ever signing a criminal complaint for that is a power it reserves for itself. Hence, we deserve what we
get; just a total financial mess. At least the Romans had the Tribune who could charge anyone in
government. We had that too. It was the Office of
Inspector General. It was stripped of all independent
powers. It cannot even investigate any judges,
prosecutors, and it cannot bring criminal charges
against anyone in government. In fact, it is a
subordinate of the Justice Department and not even an
independent branch. We got the “Tribune” concept in
image only. So much for that check and balance! We
are on our own! Perhaps the real conspiracy theory is
targeted against anyone who looks behind the curtain.
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