The Budget Deficit – What do we owe and what does it mean.

This seminar will attempt to help us clarify just how much the United States Federal Government
owes to creditors along with deficits being projected for underfunded mandates such as Social
Security and Medicare. We have attached a number of readings that help us better understand
the issues and the potential threats to both the economy and the social welfare of our citizens
over time. As you can see by the chart below, each year the Congress has been spending more
than the revenues received, thus resulting in a cumulative $20 Trillion Dollar Debt. To better
understand what that means, each citizen of this country owes roughly $62,500.
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In addition to the debt, there is also the equally challenging problem of underfunded mandates
such as Social Security and Medicare that will leave a shortfall of trillions of dollars over the
next 75 years. Unfortunately, there has been no attempt by Congress to address the debt.
Rather, while we will be discussing this problem, Congress is proposing tax cuts that will add
$1.5 trillion additional dollars to the debt over the next 10 years. (This, over and above the usual
annual underfunding that would occur without these cuts.)
Before beginning the readings, we recommend you view a short video on this subject by visiting
https://www.aicpa.org/advocacy/cpasinsight.html In addition, a PowerPoint presentation about
what is at stake is also helpful:
https://search.aol.com/aol/search?enabled_terms=&s_it=client97_searchbox&q=whats-at-stakecpa-2017.pptx&rd=1
To help with the discussion, we have identified a number of documents for your review. The first
document is “Citizen’s Guide to the Fiscal Year 2016: Financial Report of the United States
Government” (Appendix 1). This is a rather complicated document, thus leading me (Aram) to
write a second document with the help of Dan, entitled “What I Learned from a Government
Accountant about the U.S. Deficit.” (Appendix 2) This may be helpful to the reader without a
degree in accounting. The four sources identified above tell the deficit story.
Another article by Jeffrey Miron “U.S. Fiscal Imbalance over Time: This Time Is Different”
gives a comprehensive picture of the future issues with the deficit and is a must read. It is
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available on line at: https://object.cato.org/sites/cato.org/files/pubs/pdf/us-fiscal-imbalancetime_3.pdf
An Article by Henry Aaron “The Ultimate, Definitive Guide to the Budget Deficit” suggests that
we stop worrying about it and presents strategies for dealing with the problem. (Appendix 3)
Finally, Paul Krugman’s short essay entitled “Debt is Good” gives us a different view of the
issue. (Appendix 4)
After reading all of the articles and viewing the video and the PowerPoint, you would have
gained a better understanding of the issues. At the same time, it probably has raised many
questions in your mind that need clarification and discussion. In addition to your perspectives,
we would like to suggest several questions for discussion.
1. Does the information presented support the notion that the deficit is something that
should concern us, or is it just a short-term problem that will correct itself?
2. Given what you have read, what are several recommendations you may have to manage
the Federal debt?
3. Given the projected deficits in social entitlements including Social Security and
Medicare, and now the projected costs to support health insurance, how prepared is the
citizenry of the United States to either pay more taxes to financially support these social
programs or to accept major reductions in benefits?
4. What other issues might this deficit raise for our Country?
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Appendix 1

Citizen’s Guide to the Fiscal Year 2016
Financial Report of the United States Government
The Citizen’s Guide to the Fiscal Year 2016 Financial Report of the U.S. Government
(Financial Report) summarizes the U.S. Government’s current financial position and condition,
and discusses key financial topics, including fiscal sustainability. This Guide and the Financial
Report are produced by the U.S. Department of the Treasury in coordination with the Office of
Management and Budget (OMB) of the Executive Office of the President. The Secretary of the
Treasury, Director of OMB, and Comptroller General of the United States at the Government
Accountability Office believe that the information discussed in this Guide is important to all
Americans.

Where We Are Now
Comparing the Budget and the Financial Report
Together, the Budget of the United States Government (Budget) and the Financial Report
of the U.S. Government (Financial Report) present complementary perspectives on the
Government’s financial position and condition.
•

The Budget is the Government’s primary financial planning and control tool. It accounts for
past Government receipts and spending, and presents the President’s proposed receipts and
spending plan. The Budget focuses on receipts, or cash received by the U.S. Government
(Government) and outlays, or payments made by the Government to the public. An excess of
receipts over outlays is called a budget surplus; an excess of outlays over receipts is called a
budget deficit.

•

The Financial Report focuses on the Government’s costs and revenues (what went out and
what came in), assets and liabilities (what it owns and owes), and other important financial
information. The Financial Report compares the Government’s revenues (amounts earned,
but not necessarily collected), with its costs (amounts incurred, but not necessarily paid) to
derive net operating cost.
Chart 1 compares the Government’s budget deficit (receipts vs. outlays) and net operating
cost (revenues vs.
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costs) for Fiscal Years (FY) 2012 - 2016.
During FY 2016:
•

A $166.5 billion increase in outlays was
offset slightly by an $18.0 billion
increase in receipts to increase the
budget deficit by $148.5 billion (about
33.8 percent) to $587.4 billion.

•

Net operating cost more than doubled
by $533.2 billion or 103.7 percent to
$1.0 trillion, due largely to a $551.1
billion increase in net cost, offset by a
slight $11.3 billion increase in tax and
other revenues.

•

The $460.0 billion difference between
the budget deficit and net operating cost is primarily due to accrued costs (incurred
but not necessarily paid) associated with increases in estimated federal employee and
veteran benefits liabilities and certain other liabilities that are included in net operating cost, but
not the budget deficit.

What Went Out and What Came In
The Government’s “bottom line” net operating cost (Net cost of Government operations less
tax and other revenues with some
adjustments) more than doubled,
increasing $533.2 billion (103.7 percent)
during FY 2016 to $1.0 trillion. It is
calculated as follows:
•

Starting with total gross costs of $4.5
trillion, the government subtracts
earned program revenues
(e.g.,
Medicare premiums, national park
entry fees, and postal service fees) and
adjusts the balance for gains or losses
from changes in actuarial assumptions
used to estimate future liabilities for
federal employee and veterans benefits to derive its net cost of
$4.4 trillion, an increase of $551.1 billion
(14.3 percent) from FY 2015. This net
increase is the combined effect of many offsetting increases and decreases across the
Government. For example:
o

Agencies administering federal employee and veterans benefits programs employ a
complex series of assumptions, including but not limited to interest rates, beneficiary
eligibility, life expectancy, and medical cost levels, to make actuarial projections of their
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long-term benefits liabilities. Across the government, the total increase in net actuarial
loss (net cost increase) from assumption changes of $292.6 billion was composed largely
of a $390.5 billion actuarial loss increase recorded by the Department of Veterans Affairs
(VA) due largely to increases in estimates of future compensation cases. This loss was
partially offset by an actuarial gains increase (net cost decrease) of $64.2 billion and $30.1
billion recorded by the Office of Personnel Management (OPM) and the Department of
Defense (DOD), respectively. VA costs increased by an additional $83 billion due to actual
results differing from the prior year’s actuarial projections.
o

•

Department of Health and Human Services (HHS) and Social Security Administration
(SSA) net costs increased $44.8 billion and $37.1 billion, respectively, largely due to
increases in benefit expenses from the social insurance programs administered by those
agencies (e.g., Medicare, Social Security). DOD net costs increased by $47.3 billion due
largely to increases in costs for operations readiness and support, as well as military
retirement benefits. Chart 2 shows that the largest shares of the Government’s total FY
2016 net cost came from HHS, SSA, VA, and DOD.

The Government deducts tax and other revenues from its net cost (with some adjustments) to
derive its “bottom line” net operating
cost of $1.0 trillion.
o

From Chart 3, total Government tax
and other revenues grew by $11.3
billion (0.3 percent) to more than
$3.3
trillion for FY 2016.

o

Together, individual income tax
and tax withholdings, and corporation
taxes accounted for about 86.6 percent of total tax and other revenues in FY 2016. Other
revenues include Federal Reserve earnings, excise taxes, and
customs duties.

What We Own and What We Owe
Chart 4 summarizes what the Government owns in assets and what it owes in liabilities. As
of September 30, 2016:
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•

The Government held about $3.5
trillion in assets (mostly $1.3 trillion in
net loans receivable (primarily student
loans) and $979.5 billion in net
property, plant, and equipment).
o

•

Beyond these assets, other
significant
Government
resources not reported on the
balance
sheet
include
stewardship assets, natural
resources,
and
the
Government’s power to tax and
set monetary policy.

Total liabilities ($22.8 trillion) consist
mostly of: (1) $14.2 trillion in federal debt securities held by
the public and accrued interest and (2) $7.2 trillion in federal
employee and veteran benefits payable.
o

The “public” consists of individuals, corporations, state and local governments, Federal
Reserve Banks, foreign governments, and other entities outside the federal government.

•

The Government also reports about $5.5 trillion of intragovernmental debt outstanding, which
arises when one part of the Government borrows from another.
o

For example, Government funds (e.g., Social Security and Medicare trust funds)
typically must invest excess annual receipts in Treasury-issued federal debt securities,
creating trust fund assets and Treasury liabilities. These amounts are included in the
financial statements of investing agencies and Treasury, respectively, but offset each
other when consolidated into the governmentwide financial statements. Thus, they are
not reflected in Chart 4.

Debt held by the public plus intragovernmental debt equals gross federal debt, which, with
some adjustments, is subject to a statutory debt ceiling (“debt limit”). Increasing or suspending
the debt limit does not increase spending or authorize new spending; rather, it permits the
Government to continue to honor pre-existing commitments. Congress suspended the debt limit
during FY 2015 and FY 2016: Public Law (P.L.) 113-83 suspended the debt limit from February
15, 2014 through March 15, 2015; and P.L. 114-74 suspended it again from November 2, 2015
through March 15, 2017. The debt limit was last raised to $18.1 trillion in March 2015. When
delays in raising the debt limit occur, as they did during both fiscal years 2015 and 2016,
Treasury implements “extraordinary measures,” on a temporary basis, to enable the Government
to protect the full faith and credit of the United States by continuing to pay the Nation’s bills.
As budget deficits continue to occur, the Government will have to continue to borrow from
the public. Instances where the debt held by the public increases faster than the economy for
extended periods can pose challenges to the sustainability of current fiscal policy.
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Considering key macroeconomic indicators can help place the discussion of the
Government’s financial results in a broader context. During FY 2016 the economy continued to
grow, job growth accelerated, and the unemployment rate declined. These and other economic
and financial developments are discussed in greater detail in the Financial Report.

Where We Are Headed
An important purpose of this Guide and the Financial Report is to help citizens understand
current fiscal policy and the importance and magnitude of policy reforms necessary to make it
sustainable. A sustainable policy is one where the ratio of debt held by the public to Gross
Domestic Product (GDP) (the debt-to-GDP ratio) is stable or declining over the long term. GDP
measures the size of the Nation’s economy in terms of the total value of all final goods and
services that are produced in a year. Considering financial results relative to GDP is a useful
indicator of the economy’s capacity to sustain the Government’s many programs.
To determine if current fiscal policy is sustainable, the projections discussed in this Guide
assume current policy will continue indefinitely and draw out the implications for the growth of
the debt-to-GDP ratio.1 The projections are therefore neither forecasts nor predictions. As policy
changes are enacted, actual financial outcomes will be different than those projected.

Receipts, Spending, and the Debt
Chart 5 shows historical and current policy projections for receipts, non-interest spending by
major category, and total spending
expressed as a percent of GDP.
•

The difference between the
receipts and non-interest spending
shares of GDP (the primary deficitto-GDP ratio) grew rapidly in 2009
due to the financial crisis, the
recession, and the policies pursued
to combat both.
The ratio
remained high from 2010 to 2012,
despite
shrinking
in
each
successive
year,
and
fell
significantly in 2013 and 2014.

•

The primary deficit is projected to
shrink further in the next few years
as spending limits called for in the
Budget Control Act (BCA) continue and the
economy
continues
to
becoming a surplus starting in 2020 that peaks at 0.3 percent of GDP in 2021.

recover,

1

Current policy in the projections is based on current law, but includes extension of certain policies that expire under current law but are
routinely extended or otherwise expected to continue.

7

•

After 2021, however, increased spending for Social Security and health programs23 due to the
continued retirement of the baby boom generation and increases in the price of health care
services is expected to cause primary surpluses to steadily deteriorate and become a primary
deficit starting in 2025 that reaches 1.0 percent of GDP by 2029 and peaks at 1.6 percent of
GDP in 2038. After 2038, the aging of the population continues at a slower pace, causing the
primary deficit to gradually decrease to 0.2 percent of GDP in 2091.
o

In these projections, the Affordable Care Act (ACA)4 provision of health insurance
subsidies and expanded Medicaid coverage boosts federal spending, and other ACA
provisions significantly reduce per-beneficiary Medicare cost growth.

o

Overall, the ACA is projected to substantially reduce the growth rate of federal
expenditures for Medicare over the next 75 years. However, as noted in the Financial
Report, there is uncertainty about the extent to which the ACA’s provisions will result
in reduced health care cost growth. Even if those provisions work as intended and as
assumed in these projections, Chart 5 still shows a persistent gap between projected
receipts and total spending.

The primary deficit projections in Charts 5 and 6 (left axis), along with those for interest
rates and GDP, determine
the
debt-to-GDP ratio projections shown
in Chart 6 (right axis).
•

The debt-to-GDP ratio was 77
percent at the end of FY 2016, and
under
the
long-term
fiscal
projections of current policy is
projected to be 71 percent in 2026,
122 percent in 2046, and 252
percent in 2091. The debt-to-GDP
ratio rises at an accelerating rate
despite primary deficits that flatten
out because higher levels of debt
lead to higher net interest
expenditures, and higher net interest

2

The 2016 Medicare Trustees Report projects that the Hospital Insurance (HI) Trust Fund will remain solvent until 2028 ( two years earlier than
noted in last year’s report), at which point, HI revenues are projected to cover 87 percent of program costs. This percentage is projected to
decrease to 79 percent in
3
, and then increase to about 86 percent by the end of the projection period. As for Social Security, under current law, the Old-Age, Survivors,
and Disability Insurance (OASDI) Trust Fund reserves, considered on a theoretical combined basis, are projected to be depleted in 2034
(unchanged from last year’s Financial Report), at which time the projected share of scheduled benefits payable from trust fund income is 79
percent, decreasing to about 74 percent by 2090. The Disability Insurance (DI) Trust Fund alone is projected to become depleted by the end of
2023, at which time 89 percent of scheduled benefits would be payable, rising to a somewhat higher level through 2040, then declining to 82
percent by 2090. The projections assume full Social Security and Medicare benefits are paid after the corresponding trust funds are exhausted.
See the 2016 Trustees Report for Medicare (pp 5, 29) and Social Security (pp 3, 6, 13, 24).
4

The ACA refers to P.L. 111-148, as amended by P.L. 111-152. The ACA expands health insurance coverage, provides health insurance
subsidies for lowincome individuals and families, includes many measures designed to reduce health care cost growth, and significantly reduces
Medicare payment rates relative to the rates that would have occurred in the absence of the ACA. (See Note 22 and the Required Supplementary
Information section of the Financial Report, and the 2015 Medicare Trustees Report for more information).
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expenditures lead to higher debt. The continuous rise of the debt-to-GDP ratio after 2026
indicates that current policy is unsustainable.
•

These debt-to-GDP projections are generally higher than the corresponding projections in the
FY 2015 Financial Report, but still lower than those in the FY 2014 Financial Report. For
example, the debt-to-GDP projection for 2089 (the final projection year for the 2014 report) is
246 percent in this year’s Financial Report, was 220 percent in the FY 2015 Financial Report,
and was 321 percent in the FY 2014 Financial Report.

The Fiscal Gap and the Cost of Delaying Policy Reform
•

It is estimated that preventing the debt-to-GDP ratio from rising over the next 75 years would
require some combination of spending reductions and receipt increases that amount to 1.6
percent of GDP on average over the next 75 years, 0.4 percentage points greater than the 1.2
percent estimate in 2015.

•

The timing of changes to non-interest spending and receipts that close this “75-year fiscal gap”
has important implications for the well-being of future generations.
o

For example, relative to a policy that begins immediately, if action is delayed by 10
years, it is estimated that the magnitude of reforms necessary to close the 75-year fiscal
gap will increase by about 18 percent; if action is delayed by 20 years, the magnitude
of reforms necessary will increase by about 50 percent.

o

If policy changes in the near term were to go in the reverse direction, by reducing
revenues and/or increasing spending, the policy changes needed to close the fiscal gap
would be made all the larger.

o

Future generations are harmed by a policy delay of this sort because the higher the
primary surpluses are during their lifetimes, the greater is the difference between the
taxes they pay and the programmatic spending from which they benefit.

Conclusion
•

The Government took significant steps towards fiscal sustainability by enacting the ACA in
2010, the BCA in 2011, and the American Taxpayer Relief Act (ATRA) in 2013. The ACA
holds the prospect of lowering longterm per beneficiary spending growth for Medicare and
Medicaid, the BCA significantly curtails discretionary spending, and ATRA increased
revenues. Together, these three laws substantially reduce the estimated longterm fiscal gap.

•

But even after enactment of these laws, the Government’s debt-to-GDP ratio is projected to
remain relatively flat over the next ten years, and then commence a continuous rise over the
remaining projection period and beyond if current policy is kept in place. This trend implies
that current policy is not sustainable.

•

Subject to the important caveat that changes in policy are not so abrupt that they slow continued
economic growth, the sooner policies are put in place to avert these trends, the smaller the
revenue increases and/or spending decreases will need to be to return the Government to a
sustainable fiscal path.
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•

If policies are put in place in the near term that increase the fiscal gap, then even more dramatic
fiscal adjustments will be necessary in the future.

The Nation By The Numbers
The Financial Report provides the President, Congress, and the American people a
comprehensive view of how the Government is managing taxpayer dollars. It discusses the
Government’s financial position and condition, its revenues and costs, assets and liabilities, and
other responsibilities and commitments, as well as important financial issues that affect the
nation and its citizens both now and in the future. The table on the following page presents
several key indicators of the Government’s financial position and condition, which are
summarized in this Guide and discussed in greater detail in the Financial Report.
The Government Accountability Office’s (GAO) audit report on the U.S. Government’s
consolidated financial statements can be found beginning on page 237 of the full Financial
Report. For the reasons discussed below, GAO was prevented from expressing (disclaimed) an
opinion on these consolidated financial statements. GAO disclaimed an opinion on the 2016 and
2015 Statements of Long-Term Fiscal Projections; the 2016, 2015, 2014, 2013, and 2012
Statements of Social Insurance (SOSI); and the 2016 and 2015 Statements of Changes in Social
Insurance Amounts because of significant uncertainties (discussed in Note 22 in the Financial
Report) primarily related to the achievement of projected reductions in Medicare cost growth and
certain other limitations. In addition, GAO disclaimed an opinion on the remaining FY 2016 and
2015 financial statements in the Financial Report due to certain material financial reporting
control weaknesses and other limitations on the scope of its work.
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Find Out More
The 2016 Financial Report of the United States Government and other information about the
nation’s finances are available at:
• U.S. Department of the Treasury,
http://www.fiscal.treasury.gov/fsreports/rpt/finrep/fr/fr_index.htm;
• OMB’s Office of Federal Financial Management,
http://www.whitehouse.gov/omb/financial/index.html; and • GAO, http://www.gao.gov/financial.html.
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Appendix 2
What I Learned from a Government Accountant about the U.S. Deficit – Aram Terzian
This is a story about an adventure into the web of numbers that none but a few brave souls care
to tread. It tells the real story of how we are creating a crisis for our children and children’s
children, or if we are young now, a crisis for our own senior years. It is a problem we rarely hear
about because of its complexity, and our unwillingness to take the time to understand. But I am
a brave soul, so I sat down at a bar at happy hour with my friend Dan the accountant and went
over what is called “Citizen’s Guide to the Fiscal Year 2016 Financial Report of the United
States Government” produced by the U.S. Department of the Treasury. I found that this citizen
(me) was totally confused with what was explained in the document. But with Dan’s guidance, I
came up with my understanding of where this country is financially for the Fiscal Year (FY)
ending September 30, 2016 and beyond. What follows is my understanding.
The Annual Budget
Let’s start by looking at the 2016 budget. I will try to identify some terms and then discuss what
it means in terms of the budget.


Annual Net Operating Cost (Accrual basis) – this is the current year difference between
the revenues collected by government and the costs incurred, which including accrued
costs5 associated with other government liabilities (such as government employee and
veteran benefits).



Budget Deficit – this is the budget (Cash basis) shortfall for the current year and
represents the difference between receipts collected by government and monies spent by
government.

If you look at the data for 2016 (Chart 1 on p.4) you will see that we had a Budget Deficit for
that year of $587.4.2 billion dollars. However, that does not take into consideration other
obligations of the government that are on-going liabilities that are part of the operating costs of
government but are not included in the annual budget for 2016. When this is considered, the real
deficit for 2016 was 1.047.4 trillion dollars.
After examining the deficit for the year, let’s look at how we got there. If you look at Chart 2
(see p.4) you see the total Net Cost for the year 4.4 trillion dollars. It is broken down in the
following categories:

5



Department of Health and Human Services -24%



Social Security Administration – 22%



Department of Defense -14%



Department of Veteran Affairs -15%

Costs incurred but not yet paid out
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Interest on Treasury Securities Held by the Public -6%



All Others – 19%

The revenues for the year added up to 3.343 trillion dollars and included the following
categories:


Individual income tax and tax withholdings = $2,603.2 trillion



Corporate income tax = $294.3 billion



Other revenue = $442.5 billion

When you subtract the revenues from net cost of government for the year, you have the one-year
$1.047.4 trillion net operating deficit cost identified on Chart 1.
When thinking of the annual budget, I have to ask myself, why are we underfunding
government? I have heard the argument that the federal government needs to be flexible to cover
life’s unexpected contingencies, but the data on Chart 1 shows a trend each year to underfund. Is
this a problem? To answer this question, we need to look at the overall debt of the government,
not just one year.
The Overall Financial Situation (See Table)
To get a picture of where we stand overall, let’s look at where we stand at the end of 2016. We
have accumulated liabilities owed to the following (in trillions)


Debt held by the public and accrued interest = $14,221.1



Federal employee and veteran benefits obligations = $7,209.4



Other = $1,332.4

If you add these three figures up and subtract the assets the government has ($3,470.5)6 this adds
up to deficit of $19,292.4 trillion at the end of 2016.
Part of this deficit is the debt held by a variety of government bond and security holders
($14,221.1 billion). This includes individuals like you and me as well as countries like China.
These debt obligations have been rising each year and Congress has to approve raising the
ceiling on the “debt limit.7”
Keep in mind these debts are the result of Congress’ approved funding/spending authority
(Appropriations Acts and/or Continuing Resolution Acts (CRA). Congress approved these
expenditures but now has to agree to allow Treasury to increase its ability to borrow to refinance
the existing debt and borrow additional funding for Treasury to have the required cash to pay
6

This includes $1.3 trillion in net loans receivable primarily for student loans and physical and natural resource
assets.
7
“The debt limit is the total amount of money that the United States government is authorized to borrow to meet its
existing legal obligations, including Social Security and Medicare benefits, military salaries, interest on the national
debt, tax refunds, and other payments.” – U.S. Department of the Treasury
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people the monies it owes. If it does not, it will go into default on some of the monies it owes,
depending on whom they choose to pay. Put differently, Congress created its own debt crisis by
appropriating funding authority and borrowing too much and now is arguing whether or not to
increase the debt limit to keep the full faith and credit of the United States ability to meet its
obligations to creditors. What effect will this have on us? To better understand, I went to the
U.S. Department of the Treasury website and found this alarming statement: “Failing to increase
the debt limit would have catastrophic economic consequences. It would cause the government
to default on its legal obligations – an unprecedented event in American history. That would
precipitate another financial crisis and threaten the jobs and savings of everyday Americans –
putting the United States right back in a deep economic hole, just as the country is recovering
from the recent recession.”
However, this is only part of the indebted obligations of government. This is the elephant in the
room that no politician wants to talk about if they want to win reelection. This is the projected
shortfall over the next 75 years of social insurance (Social Security and Medicare). If we do
nothing to change the situation, there will be a $46.7 trillion projected deficit for these programs.
Although these programs are based on transfer taxes (A working taxpayer pays for my social
security), they are based on intergenerational promises (I will pay taxes for you now so I will
have a younger person pay for me when I retire). The major reason for this comes from the fact
that there will be fewer traditional aged workers in relationship to those who are retired.8 There
are a number of solutions to offset this problem. To do so, you can:
1. raise the percentage of FICA9 taxes a person pays,10
2. raise the maximum on total salary earned for FICA calculation (but not for Medicare),
3. raise the age where these benefits kick in,
4. lower the amount of benefits,
5. encourage the immigration of young workers, or
6. “needs-assess” access to these programs.
Given these choices, and voter antipathy for seriously addressing these problems, it is
understandable why politicians are unwilling to raise this issue.
The third major projected deficit (over the next 75 years) is the Non-Interest Net Expenditures.11
This is projected to be $10.6 trillion. This is another actuarial projection of future Expenditures

8

In 2020 the estimate is 3.6 workers (aged 18 to 64) for every retired person (aged 65 and above). In 2040 this ratio
will be 2.7 and in 2060, 2.4 – Source: U.S. Census Bureau 2014 National Projections, Table 1.
9
FICA stands for Federal Insurance Contributions Act. It is the combination of Social Security and Medicare taxes
that are assessed on all earned income. It's actually 2 taxes.
10
A person working for an employer pays 6.2% of gross income and this is matched by the employer for a total of
12.4% up to the first127,200 for 2017 in wages. In addition, this same individual pays 1.45% for Medicare, which is
matched by the employer for all income. A self-employed person pays both parts.
11
Value of Projected receipts and in-interest spending under current policy without change.
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exceeding Receipts, WITHOUT including the additional cost of the increased interest due to
required increased borrowings to cover the Net Expenditure difference.
To add to this already fiscally dismal situation is the move to provide more health coverage for
citizens. This is expanding Federal Government obligations through Medicaid and payment
support for persons in the individual health care marketplace. The impact of this is yet to be
determined.
If you add up all this, we have a picture of growing cumulative one-year deficits, and very large
future unfunded obligations that all point to us as a major debtor nation. So far, we all have been
handling this by kicking the can down the street. This has been a good learning experience for
me and I want to thank Dan for the education. Until we have enough informed citizens willing
to address this issue, we cannot expect much support for our representatives in government.
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Appendix 3

Adam Gault/Getty Images
The Ultimate, Definitive Guide to the Budget Deficit
Step 1: Stop worrying about it so much
By Henry Aaron
July 16, 2014
Editor's Note: The Congressional Budget Office on Tuesday released its latest projections on the
long-term budget deficit, provoking the usual warnings about impending fiscal crisis. But just
how big a problem is the deficit right now? What should we really do to reduce it—and
when? As part of our "QEDecide" series, we recently put those very questions to Henry Aaron,
who is one of the nation's most well-respected economists. Here's what he said.
1. Let's start with the very basics. What is the budget deficit?
The federal budget deficit is the difference between the government’s income (the money
coming in) and its expenditures (the money going out). Usually we measure it over a period of
one year.

Jim Watson/AFP/Getty Images
Federal expenditures include salaries for federal judges such as Chief Justice John Roberts.
Income comes from taxes, such as income taxes and payroll taxes, and fees, such as the
premiums that people pay for Medicare benefits. Expenditures include pretty much everything
that the government buys. That includes such items as the salaries paid to members of the
military, to federal judges, and to air-traffic controllers. Expenditures include the cost
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of things that the government buys, such as equipment for the armed forces, purchases of land
for national parks, and investments in flood control projects. Most federal spending now goes
for cash payments or services provided directly to individuals. Cash payments include such items
as Social Security, veterans pensions, grants to help students attend college, and subsidies to
farmers. The most costly services are health benefits for the elderly, disabled, and poor.
Expenditures also include interest payments that the government must pay to those who loaned
money to the government in the past to cover the gap between past government income and
expenditures.
2. OK. That’s the deficit. What is government *debt*?
Government debt is the total of all past government deficits. For example, if the government
runs deficits of $1 billion a year for ten years, the addition to debt is $10 billion.

Courtesy of the Congressional Budget Office
The federal debt held by the public, as a percentage of GDP, has increased since 2008.
In April 2014, the total government debt was $17.6 trillion, of which $5 trillion was held by
various government agencies, the largest single part of which is the Social Security
Administration. Of the remaining $12.6 trillion, $6 trillion or nearly half was held by foreign
governments, people, and organizations and $6.6 trillion was held by U.S. based individuals,
insurance companies, banks, and other organizations.
3. Generally speaking, why should deficits worry us?
There is no particular reason to worry about one year’s budget deficit. We might decide, as a
country, to run temporary deficits for any number of good reasons—to finance a war or deal with
a natural disaster, for example. Sometimes short-lived events, like serious economic slowdowns,
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will cause revenues to fall for a while. But if the government runs consistently high deficits, even
when the economy is strong, there are two very real dangers.

James Nielsen/AFP/Getty Images
The government sometimes runs temporary deficits to deal with natural disasters, such as
Hurricane Katrina.
One is financial. The government, like any borrower, must pay interest on all outstanding debt. If
debt is growing faster than the economy as a whole or if interest rates are rising, and especially if
both things are happening at the same time, then interest payments will grow faster than the
nation’s total income. To keep up with those payments, the government will have to raise taxes,
cut spending, or borrow still more just to cover the interest.
The other danger is that deficits can slow economic growth. Private saving can be used to pay for
private investments or to cover government deficits; it can’t be used for both at the same time.
When the government borrows more, it makes it harder for companies and individuals to finance
new investments. Without those new investments, businesses can expand as quickly as market
conditions would support or provide workers with more or better tools, like faster computers or
the newest machinery, to boost their productivity. Higher deficits in one year don’t hurt
productivity much. But higher deficits over a long period of time will have a real impact.
4. Are deficits ever good things?
Absolutely. In fact, during recessions, temporary deficits are very good things.
Recessions occur when demand for goods and services by consumers, investors, the government,
and net demand from abroad is insufficient to pay for all of the output that workers are capable
of producing. In that situation, factories go idle, and offices and businesses shutter, people are
laid off or let go. When that occurs, demand can fall still more, creating a vicious cycle. During
recessions, increased government spending can boost demand for the goods and services that
workers produce, until consumers once again have the resources—and the confidence—to start
buying more on their own again.
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Stan Honda/AFP/Getty Image
During the recent recession, the federal government began spending more to compensate for
failing businesses and increasing unemployment.
For example, during the most recent recession, when 10 percent of workers seeking employment
could not find jobs, the federal government started spending a lot more—on unemployment
insurance, grants to state and local governments, and other purposes. In addition it cut taxes to
leave private consumers with higher after-tax incomes so that they could sustain or increase their
own spending. These measures added to the government’s budget deficit. But they also increased
demand and kept people at work; and they helped maintain incomes of those who lost jobs. That
meant in turn that people could keep up payments on their home mortgages and pay other bills.
They got to keep their homes and put food on their tables. Meanwhile, businesses that might
otherwise have failed, were able to stay in business. Other federal government spending—such
as that on roads, national defense, food stamps, and aid to state and local governments—
provided direct benefits to people and businesses.
As private confidence increases and private spending grows, it becomes increasingly important
to curb deficits so that debt does not indefinitely grow faster than income. But during bad times,
federal budget deficits can help shore up the economy.
5. How big is the deficit right now?
If you want to know how big the deficit is, you can’t simply go by the raw number. Annual
deficits are very big numbers, but the U.S. economy is very large too. The best way to get a
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sense of scale is to compare deficits to the total national economy, Gross Domestic Product or
GDP. The Congressional Budget Office estimates that GDP will be $17.3 trillion in 2014 and
that the federal budget deficit will be $506 billion. Do the math and you’ll see that it’s projecting
a budget deficit equal to 2.9 percent of GDP.

Courtesy of the Congressional Budget Office
In May 2013, the Congressional Budget Office predicted that the budget deficit, as a percentage
of gross domestic product, would decrease in the coming months.
The total outstanding debt held by the public—the sum of this year’s and all past deficits—is
much larger than this year’s deficit alone. The total debt in 2014 is estimated to be equal to 73.8
percent of GDP in 2014. Projections suggest it will fall a bit next year, to 73.6 percent, because
the economy itself will grow a little faster.
6. That sounds big—and I keep hearing about our “record” deficits. How does the current deficit
compare to what it’s been in the past?
Throughout its history, the U.S. government has almost always had public debt. The first deficits
occurred during the Revolutionary war. The Founding Fathers determined to pay them
off. Thus, the United States was born with a public debt, and not a small one relative to its
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GDP—32 percent of GDP in 1792. For most of the succeeding decades, up to the Civil War, the
debt was smaller relative to national income. By 1835, the government had paid off its debt
completely.

AFP/Getty Images
Large tax cuts and increased defense spending on wars in Iraq and Afghanistan during the Bush
Administration increased deficits and debt.
Debt has typically soared during wars and recessions, because of the large sums the the federal
government was borrowing at those times. In 1941, on the eve of World War II, federal
government debt held by the public equaled 41.5 perrcent of GDP. By 1946, the year after the
end of World War II, debt was up to 106 percent of GDP—precisely as you might expect
following the most expensive war in the nation’s history.
Deficits continued even after the war, but they were small and national income grew rapidly both
because productivity increased and because prices rose steadily. As a result, the ratio of debt to
GDP fell by more than three-quarters, dropping as low as 24.5 percent in 1975. Between then
and 1993 large deficits resulting from a combination of weak economic growth, increases in
defense spending, and tax cuts, pushed debt back up to 47.8 percent. Then a succession of three
budget agreements sharply lowered budget deficits and produced budget surpluses in
1999 and2000 lowering debt to 31.4 percent of GDP in 2001.
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But the surpluses didn’t last. Two serious recessions, large tax cuts during the early years of the
George W. Bush Administration, and increased defense spending from the wars in Iraq and
Afghanistan increased deficits and, in turn, debt.
7. If nothing changes, what would the deficit look like in the future?
Future deficits and debt depend on projections of the difference between two very large numbers:
government spending and government revenues. Even the most honest, most talented forecasters
can’t be certain about deficit projections. Congress can and does change spending and tax
policy. Both spending and revenues depend on events, such as wars and recessions, that no one
can accurately forecast. Because the federal government pays for a sizeable fraction of total
health care outlays, spending also depends on the rate at which health care spending changes, per
person. Past projections of health spending have been particularly inaccurate.

Courtesy of the Congressional Budget Office, 2008
In 2008, the CBO predicted an $87 billion surplus. Then, the banking crisis and recession hit,
prompting a deficit.
For these reasons, it’s best to use projections as a guide to what might happen, rather than what
will happen, and to take seriously their inherent uncertainty. The most respected projections
come from the Congressional Budget Office. CBO anticipates that the federal budget deficit,
measured as a fraction of GDP will fall to 2.6 percent of GDP in 2015 and then rise gradually to
4 percent of GDP in 2022. Because CBO expects that the economy will grow just a little bit
more slowly than the debt over the next decade, CBO projects that under current policy the ratio
of debt to GDP will rise from 73.8 percent of GDP in 2014 to 78.1 percent in 2024.
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Again, these projections are extremely sensitive to even small changes in policy and to
unforeseable events like recessions and wars. Consider a year in the recent past—2012—and
how much projections of that year’s deficit changed. In 2002, CBO projected that the
government would be running a $641 billion surplus in 2012. By 2008, CBO was saying the
surplus would be much smaller—just $87 billion. Then the banking crisis and recession hit,
reducing revenue and prompting deficit spending to counter the recession. The result? Instead of
the $641 billion surplus that CBO had once foreseen, the government in 2012 ran a deficit of
$1.1 trillion—a swing of nearly $2 trillion.
8. Why do the CBO and all the other forecasters think the deficit will eventually rise?
Mostly because the baby boom generation will be retiring over the next couple of decades. But
all of these projections depend sensitively on a number of assumptions. The most important is
that current policies will continue. Based on past Congressional behavior, they think that the
government will renew some tax policies that, on paper, are supposed to expire. The forecasters
also think the economy will return to full employment in about three years—and they are not
counting on any future recessions. That recessions are a thing of the past ishard to credit, but that
is what is assumed.

Brendan Smialowski/AFP/Getty Images
Americans protested proposed cuts to social security in 2013.
Predictions about some demographic trends are pretty solid. The baby boomers are going to
retire, and as they do, the number of people collecting Social Security and Medicare will rise.
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The cost of higher pensions is rather clear, but how much Medicare spending will rise is
uncertain because no one can be predict reliably how much the per person cost of Medicare will
go up. For roughly five decades, per person health care spending grew annually at a rate 2-2.5
percent higher than growth of per person income. Until recently, it seemed reasonable to assume
that this trend would continue over the next decade. But, then, in 2007, this excess in the growth
of health care spending vanished and per person health care spending has grown at about the
same rate as per person income. During the first quarter of 2014, health care spending actually
fell. Accordingly, CBO has reduced its projections for future Medicare and Medicaid spending.
It may yet reduce them by even more.
9. How worried should we be about this?
According to current projections, the debt will grow only a bit faster than the economy for the
next decade, but then a good deal faster. That’s not good, for the reasons stated above, and
deficit reduction should be a goal of fiscal policy. But how we achieve that goal is at least as
important as whether we achieve it. Sometimes the government spends money on projects, like
building infrastructure or educating today's children who will be tomorrow's workers and voters,
that will make the economy more productive. And sometimes the government spends money for
purposes that provide immediate benefits, many of which are quite important, such as pensions
for the elderly and disabled, national defense, health care for the indigent, and so on.

John Moore/Getty Images
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The federal government's extra unemployment benefits program recently expired, which
decreased government spending. However, sometimes increased spending is needed to stimulate
the economy and help Americans.
Conversely, trying to slash deficits too quickly or crudely—either by raising taxes or cutting
spending—threatens real harm.
Consider those extra unemployment benefits that the federal government began offering at the
start of the recession. That program just expired, despite efforts by Democrats and a handful of
Republicans to extend it. It means the government is spending less money, marginally reducing
this year’s deficit. But it also means that many people who are out of work and struggling to pay
their bills will be less able to do so than they would had those benefits continued. Raising tax
rates sharply before the economic recovery is well established and well advanced also carries
risks. Sharply increased taxes could abort the recovery before full employment has been
restored.
10. So if cutting the deficit too much or too fast now is risky, but long-term debt is worrisome,
what’s a reasonable strategy for fiscal policy going forward? What steps should policymakers
take to address the deficit?

John Moore/Getty Images
Economists from both parties have endorsed increased investment in infrastructure to spur
economic growth and simultaneously improve the deficit.
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Many analysts, from both political parties, agree that the federal government should do more
now to spur economic growth and that it should simultaneously take steps to lower projected
long-term deficits. Republicans and Democrats often don’t agree on the details. But here is one
illustrative strategy that economists from both parties have endorsed. The first element is
increased investment in what is called ‘infrastructure’—meaning roads, bridges, tunnels, harbors,
and airports. Many are in need of repair, replacement, or expansion. Furthermore, interest rates
are abnormally low just now, which means that borrowing is unusually inexpensive. When
interest rates are low is the best time to undertake long-lived investments. Carrying out those
repairs and improvements would put people to work now and improve productive capacity in the
future. So would increased support for scientific research and increased spending to support posthigh-school education of those who cannot now afford it. These measures would promote
economic recovery right now and boost U.S. productivity in the future.
Steps to lower future deficits could also be undertaken now. Both Social Security and Medicare
promise future benefits greater than future taxes called for under current law that are earmarked
to support them can pay for. Closing these gaps would strengthen the long term finances of these
highly popular programs. One can do so either by raising taxes to pay for currently promised
benefits or by cutting benefits. So far, the two parties are divided on which of these two
approaches to closing the projected funding gaps should be used.
As far as the rest of government is concerned, projected revenues and spending are very much in
balance. So, closing the anticipated gaps in Social Security and Medicare would effectively
prevent debt from growing faster than GDP. And by assuring financial markets that our nation is
dealing with future fiscal challenges, these measures could actually help promote current
economic recovery

28

Appendix 4

Debt Is Good

Paul Krugman AUG. 21, 2015
Rand Paul said something funny the other day. No, really — although of
course it wasn’t intentional. On his Twitter account he decried the
irresponsibility of American fiscal policy, declaring, “The last time the United
States was debt free was 1835.”
Wags quickly noted that the U.S. economy has, on the whole, done pretty well
these past 180 years, suggesting that having the government owe the private
sector money might not be all that bad a thing. The British government, by
the way, has been in debt for more than three centuries, an era spanning the
Industrial Revolution, victory over Napoleon, and more.
But is the point simply that public debt isn’t as bad as legend has it? Or can
government debt actually be a good thing?
Believe it or not, many economists argue that the economy needs a sufficient
amount of public debt out there to function well. And how much is sufficient?
Maybe more than we currently have. That is, there’s a reasonable argument to
be made that part of what ails the world economy right now is that
governments aren’t deep enough in debt.
I know that may sound crazy. After all, we’ve spent much of the past five or
six years in a state of fiscal panic, with all the Very Serious People declaring
that we must slash deficits and reduce debt now now now or we’ll turn into
Greece, Greece I tell you..
But the power of the deficit scolds was always a triumph of ideology over
evidence, and a growing number of genuinely serious people — most recently
Narayana Kocherlakota, the departing president of the Minneapolis Fed —
are making the case that we need more, not less, government debt.
Why?
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One answer is that issuing debt is a way to pay for useful things, and we
should do more of that when the price is right. The United States suffers from
obvious deficiencies in roads, rails, water systems and more; meanwhile, the
federal government can borrow at historically low interest rates. So this is a
very good time to be borrowing and investing in the future, and a very bad
time for what has actually happened: an unprecedented decline in public
construction spending adjusted for population growth and inflation.
Beyond that, those very low interest rates are telling us something about what
markets want. I’ve already mentioned that having at least some government
debt outstanding helps the economy function better. How so? The
answer, according to M.I.T.’s Ricardo Caballero and others, is that the debt of
stable, reliable governments provides “safe assets” that help investors manage
risks, make transactions easier and avoid a destructive scramble for cash.
Now, in principle the private sector can also create safe assets, such as
deposits in banks that are universally perceived as sound. In the years before
the 2008 financial crisis Wall Street claimed to have invented whole new
classes of safe assets by slicing and dicing cash flows from subprime
mortgages and other sources.
But all of that supposedly brilliant financial engineering turned out to be a
con job: When the housing bubble burst, all that AAA-rated paper turned into
sludge. So investors scurried back into the haven provided by the debt of the
United States and a few other major economies. In the process they drove
interest rates on that debt way down.
And those low interest rates, Mr. Kocherlakota declares, are a problem. When
interest rates on government debt are very low even when the economy is
strong, there’s not much room to cut them when the economy is weak,
making it much harder to fight recessions. There may also be consequences
for financial stability: Very low returns on safe assets may push investors into
too much risk-taking — or for that matter encourage another round of
destructive Wall Street hocus-pocus.
What can be done? Simply raising interest rates, as some financial types keep
demanding (with an eye on their own bottom lines), would undermine our
still-fragile recovery. What we need are policies that would permit higher
rates in good times without causing a slump. And one such policy, Mr.
Kocherlakota argues, would be targeting a higher level of debt.
In other words, the great debt panic that warped the U.S. political scene from
2010 to 2012, and still dominates economic discussion in Britain and the
eurozone, was even more wrongheaded than those of us in the anti-austerity
camp realized.
Not only were governments that listened to the fiscal scolds kicking the
economy when it was down, prolonging the slump; not only were they
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slashing public investment at the very moment bond investors were
practically pleading with them to spend more; they may have been setting us
up for future crises.
And the ironic thing is that these foolish policies, and all the human suffering
they created, were sold with appeals to prudence and fiscal responsibility
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