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* Vision .I

- One day, the public discussion of policy issues will be grounded in an accurate
perception of the underlying economic principles and data.

* Mission

- NEED unites the skills and knowledge of a vast network of professional

economists to promote understanding of the economics of policy issues in the
United States.

* NEED Presentations
- Are nonpartisan and intended to reflect the consensus of the economics
profession.
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o Are We? ®

* Honorary Board: 48 members
- 2 Fed Chairs: Janet Yellen, Ben Bernanke
- 6 Chairs Council of Economic Advisers

o Furman (D), Rosen (R), Bernanke (R), Yellen (D), Tyson (D), Goolsbee (D)
- 3 Nobel Prize Winners

o Akerlof, Smith, Maskin
* Delegates: 500+ members
- At all levels of academia and some in government service
- All have a Ph.D. in economics
- Crowdsource slide decks
- Give presentations
* Global Partners: 45 Ph.D. Economists
- Aid in slide deck development
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* This slide deck was authored by: |
- Jon Haveman, Executive Director, NEED
- Geoffrey Woglom, Amherst College, Emeritus
* Disclaimer
- NEED presentations are designed to be nonpartisan.
- Itis, however, inevitable that the presenter will be asked for and will provide
their own views.
- Such views are those of the presenter and not necessarily those of the
National Economic Education Delegation (NEED).
AT NOTLONA SSoNome :
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at Does the U.S. Gov’t Budget Look Like? °Joe,
o
2019 Budget Summary ® @

[ ]
(|
Revenue | ___ Billions| _Outlays ___Billions

Income Taxes $1,718 Mandatory S2,735
Payroll Taxes $1,243 Discretionary $1,336
Corporate Taxes S230 Interest S376
Other S271

Total Total

NATIONAL ECONOMIC
EDUCATION DELEGATION

Budget Defici

S984 Billion

6

Source: Congressional Budget Office, The Budget and Economic Outlook: 2020 to 2030
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* FLOW
- Deficit: The excess of outlays over revenues in a year
- Surplus: The excess of revenues over outlays in a year.
* STOCK
- Debt: The accumulation of debt over time.
* The sum of all past deficits and surpluses.
AT NOTLONA SSoNome 7
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@bt vs. Deficit ®e%°%:
0.0.
The Sum of All Past Deficits and Surpluses Equals the Debt ...
2.7 [ |

Debt: Trillions

Annual: Through 2019

Deficit (right axis)

|- Debt (left axis)

Source: Debt - Council of Economic Advisers; Deficit - U.S. Office of Management and Budget
Graph by: National Economic Education Delegation (www.NEEDelegation.org)
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:reakdown of the Total Federal Debt o 0,
e ©°
' o °®
Dollars (in trillions) Foleig n .
- Programs and trust funds 2019 Hﬂunqs ‘
22 Social Security
» e & i e et ety ma m 2009 Holdings
(intragovernmental debt) © Other
1 $6 trillion & tiahiare i E
Hext Eight Largest m
Debt held by the public .I(::rr'\‘::::j:vesm All Other Nations m
$16.8 trillion @ Domestic private investors
@ Federal Reserve I T T
© State and local govemments. 0 5 10 15 20
Share of US Public Debt
Total Federal Debt
s22.8 rillon Foreign ownership is relatively recent —in
1990 foreign ownership was less than 20%
/=, NATIONAL ECONOMIC .
m EDUCATION DELEGATION https://www.gao.gov/americas_fiscal_future?t=federal_debt
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| All Debt Is Created Equal ©lele,
[
e °
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* Some debt can reduce the availability of investment funds to other ..
borrowers.
- Often referred to as “crowding out” private investment
* Intra-governmental debt is (important) bookkeeping.
- This debt DOES NOT crowd out private investment.
* Debt-held by the public
- This debt MAY crowd out private investment.
* Most analyses of debt focus on the federal debt held by the public.
NATIONAL ECONOMIC "
EDUCATION DELEGATION
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0— T T T T T T
Jan-70 Jan-80 Jan-90 Jan-00 Jan-10 Jan-20
Quarterly: Through Q4-19
| = Total Federal Debt === Federal Debt Held by the Public |
Source: NBER and US Office of Management and Budget. Gray shading indicates recession in 2 or more quarters of the year.
Graph by: National Economic Education Delegation (www.NEEDelegation.org)
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@nds in U.S. Debt Holdings Over Time OO
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Holdings of US Public Debt: Shares of Total Y
1004 100.0 |
2
S 80
Q
e}
60
T 54.8
< 40- 40.3
]
o
8 20
wn
0- T T T T T T
Q1-70 Q1-80 Q1-90 Q1-00 Q1-10 Q1-20
Quarterly, Through Q3-19
|- Foreign Held - Federal Reserve - Other Domestic Holdings |
Source: NBER and US Office of Management and Budget. Gray shading indicates recession in 2 or more quarters of the year.
Graph by: National Economic Education Delegation (www.NEEDelegation.org)
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@ All Important Relative Debt

e CBO, analyzes the debt relative to GDP because:

- To the extent that debt and deficits have burdens these burdens depend on
the size of the debt relative to the size of the economy.

Relative Debt
Total Public Debt Debt/GDP

United States $17.0 Trillion 80%

Greece $0.4 Trillion 176%

NATIONAL ECONOMIC
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@ Measures of the RELATIVE Debt

120+
100+
80+
60+
40+

Percent of GDP

20+

0 i T
Jan-70

Jan-80 Jan-90 Jan-00 Jan-10 Jan-20

Quarterly: Through Q4-19

=== Total Federal Debt = Federal Debt Held by the Public

Source: NBER and US Office of Management and Budget. Gray shading indicates recession in 2 or more quarters of the year.
Graph by: National Economic Education Delegation (www.NEEDelegation.org)
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The Sum of All Past Deficits and Surpluses Equals the Debt ..
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Annual: Through 2019
|- Debt (left axis) Deficit (right axis)
Source: Debt - Council of Economlc Adwsers Deﬂcﬂ U.S. Office of Management and Budget
Graph by: National Economic Ed! 1 Deleg 1 (www.NEEDelegation.org)
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Points About the U.S. Relative Debt ©lele,
Percentage of Gross Domestic Product ® [ )
200 | Projected . .
Federal Debt Held by the Public .
150 Q@

Workd War I
100

Great
Depression

Civil War World War |

50

0
1760 1810 1830 1850 1870 1890 1910 1930 1950 1970 1990 2010 2030 2050

1. Prior to 1983, relative debt rose purposefully (wars and
recessions) and then fell.

2. Relative debt peaked during WWII - followed by a long decline.

3. Recently, relative debt has been and is expected to rise for the
next 30 years w/o strategic purpose.
p NATIONAL ECONOMIC
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* Surprising (?) Facts
- From 1945 to 1979 the relative debt fell from 100% of GDP to 25% of GDP.
- While the Federal Budget was in surplus only once, 1969.
* The Relative Debt is a fraction — Debt/GDP; Fractions fall if
- The numerator falls (budget surplus)
- The denominator rises (nominal GDP growth)
- The denominator grows faster then the numerator
AT NOTLONA SSoNome 7
17
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@ Arithmetic of Changes in Relative Debt ‘.:.:.:
o
Average Annual Changes .Q..
157 12.3 L

Percent

62-79 79-93 93-01 01-19
[N coP NN Pubic Debt NN Debi/GDP

Source: Council of Economic Advisers and BEA
Graph by: National Economic Education Delegation (www.NEEDelegation.org)
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* (1) Primary deficit = current programmatic outlays - revenues
* (2) Total deficit = primary deficit + interest
* Interest on the debt is
- The part of the total deficit that is due to past deficits.
* This distinction becomes important for understanding:
- The future course of the relative debt.
- The costs borne by future generations because of the debt.
AT NoionNak Eaonome 1
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@y has the Federal Debt Risen so Much? ‘.‘.:..
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* Expenditures: * Revenues
- Social Security - Declining income tax revenues
- Health care costs o Stagnant wages
- Economic stimulus o Tax cuts
o In particular, during the Great - Social security
Recession. o Declining revenues
- Foreign entanglements - Corporate income taxes
AT DOTIaNAL SSonome 2
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th in Outlays Exceeds Revenues ®e%°°
in Outlays Ex venu 0%°%
o 0..
Percentage of Gross Domestic Product Percentage of Gross Domestic Product
Change Change
Revenues (Percentage points) Outlays (Percentage points)
2020 2030 2020 2030
Individual Income Taxes 8.1 95 14 Social Security 49 6.0 11
Payroll Taxes 59 59 Major Health Care Programs 54 7.0 16
Corporate Income Taxes 1.1 13 0.2 Other Mandatory Spending 26 22 -0.4
Other Taxes 14 12 -0.1 Discretionary Spending 6.4 56 -08
Net Interest 17 26 0.8
#®, NATIONAL ECONOMIC ”
EDUCATION DELEGATION
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@ng Debt Levels Due to a Future of Deficits ®e ole,
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Percentage of Gross Domestic Product ® ..
6 { Projected 9
4 Primary Deficit or Surplus — :
2
0
-2
-4
-6
Total Deficit
-8 or Surplus
_10 1 1 1 L 1 1 1 1 1 1 1 1
1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 2020 2025 2030
NATIONAL ECONOMIC This graph was done before Covid-19
EDUCATION DELEGATION Source: Congressional Budget Office, The Budget and Economic Outlook: 2020 to 2030
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Eget Consequences of an Aging Population '.:.:.:
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Contributions to the Federal Deficit: % of GDP .o‘
| 2020 | 2031-2040 | Change
Social Security -0.4 -1.7 -1.3
Medicare -1.7 -3.4 -1.7
Other -2.5 -1.9 +0.6
Deficit -4.6 -7.0 W
AT NaTeoNaL EGoNomC 3
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* CBO (as of 4/24) projections:
- the 2020 federal deficit will rise from S$1 trillion to $3.7 trillion.
- relative debt to rise from 80 percent to 101 percent of GDP.
* FY 2019-2020 ends Sept. 30.
NATIONAL ECONOMIC 2
EDUCATION DELEGATION
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Federal Deficit Will Reach Record Levels Debt Will Equal Size of Economy This Year @
Billions Percent of GDP .
$4,000 120%
$3.8 trillion
$3,500 —Updated Deficit Projections (current law) —UPda'lﬂf “e‘i‘if P'°ifnif"s (current law)
——Pre-Crisis Deficit Projections 110% | —Pre-Crisis Deficit Projections
$3,000 Range of Uncertainty (current law) Range of Uncertainty (current law) 107%
100% 100%
$2,500
$2.000 $1.4 trillion 0% 89%
$1,500 81%
80%
$1,000
$1.1 trillion $1.3 trillion
70%
$500
$0 60%
2005 2007 2009 2011 2013 2015 2017 2019 2021 2023 2025 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
I
Source: CRFB Calculations CRFB.org % ‘Source: CAFB Calculations CRFB.org

25
EDUCATION DELEGATION https://www.crfb.org/blogs/budget-projections-debt-will-exceed-size-economy-year
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* Government borrowing crowds out private capital and investments. [ )
- Weakened by ability to borrow from abroad. 9
* Does debt impose a burden on future generations?
- Does it inevitably have to be paid off?
* In time, debt service may crowd out other government spending.
- Diminishing policy priorities in the budget.
* Is it reasonable to borrow at low interest rates for investments?
- For example, infrastructure.
AT SoTeaNaL ESoNome 2
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1 All Borrowing is Bad! LSO
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* Two good reasons to borrow: : “
1. During a temporary crisis
1. Recessions
2. Wars
3. Pandemic
2. Productive Public Investments.
1. Infrastructure
2. Education
* These deficits won’t permanently increase relative debt
- Great Depression, WWII.
- Public investments will raise GDP and tax revenues.
AT NATIONAL Economc z
27
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@erest Will Grow as a Share of the Deficit ©lele,
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Percentage of Gross Domestic Product '.
6 Actual | Projected
4 -
2 L

Deficits grow from

4.2 percent of GDP in 2019
Primary Deficit to 8.7 percent in 2049,

driving up debt. Net spending

for interest on debt accounts
Net Interest for most of the growth in total

deficits.

Total Deficit

_12 1 1 1 1 L L L L L

2004 2009 2014 2019 2024 2029 2034 2039 2044 2049

NATIONAL ECONOMIC 28
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* Currently borrow about $100 billion each month with little
difficulty.
* Very little evidence of “crowding out”.
* Interest rates are very low, less than 1% on 10-year notes.
AT NoionNak Eaonome 2
29
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Why Worry About it? ®e%°’°
[ J
0.0..
[
* If debt gets too high: ®
- There is the potential for investors to start questioning the creditworthiness of the ¢

/=, NATIONAL ECONOMIC

U.S. Government.
o Problem: Nobody knows how high might be too high?

- It becomes more difficult to borrow in times of crisis.
o War, severe recession
o “Fiscal space”
* Impossible to measure how much we have.
* (Clear that we have less now than back in 2007.

- Could start to crowd out investments by consumers and businesses.
o Not currently a problem. No idea if/when it might become one.

- Could be inflationary.

EDUCATION DELEGATION
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* Remember:
- the denominator of the relative debt is GDP
- the numerator is the Debt
* The denominator grows at the rate of growth of GDP.
* The numerator grows with:
- the interest rate on the debt plus (or minus)
- the effect of the primary deficit (surplus)
AT NoionNak Eaonome 31
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* Debt and Deficits are not a Problem:
- The analogy between household and government debt is inaccurate.
- The government never has to pay the debt back.
o Borrow from young workers to pay back retirees.
- As long as the relative debt is falling, there is nothing to worry about.
AT DOTIaNAL SSonome 2
32
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* Tax Cuts were supposed to be “investments”.
- Lower marginal tax rates and people will work more/harder and save.
- Higher GDP will raise tax revenues to pay for the deficit.
* Sadly, from 1981-89 debt rises from 25% to 40%.
- For the first time relative debt rises during non-recessionary time of peace.
- Reignites concern about debt and deficits.
* Failed experiment?
AT NoionNak Eaonome &
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@O Mainstream View: Two Main Problems ‘.‘.:.:
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* Problem 1: Rising debt reduces budgetary options.
- More debt means increased interest costs.
- Therefore, greater relative debt:
o requires a bigger primary surplus to stabilize the relative debt.
- Larger primary surplus means either higher tax rates or less government
spending:
o “crowding out” of outlays and/or tax cuts.
AT DOTIaNAL SSonome &
34

17



® o
. . . .. % .o:
@0 Mainstream View: Two Main Problems .:.:..
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* Problem 2: Rising debt reduces investment. L
- Deficits and Debt raise aggregate demand.
o Direct government spending.
o Lower taxes lead households to spend more.
- To offset this increase in demand, the Fed has to raise interest rates, reducing
investment and future GDP.
- By causing interest rates to rise:
o debt and deficits “crowd out” _investment.
* Rising interest rates also make problem 1 worse.
AT NOTLONA SSoNome =
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@5: The International Dimension to Debt .:.:..
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* Interest on the foreign-held debt reduces US residents’ welfare. ..

- Interest payments go overseas.

* When the Fed raises interest rates, the exchange value of the dollar
increases. Causing:

1. Increases in the Trade Deficit

2. Foreign Borrowing.

* Sharp increases in interest rates and the costs of foreign goods
raises the possibility of a fiscal crisis or “run on the $”.
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sblem #1: rising interest expense? %%
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Federal Net Interest Payments ®
3.5 [ |
3.0
o 251
a
% 2.0
1.8
£ 1.5
=
? 1.0
0.5
0.0 L T T T T T
1940 1960 1980 2000 2020
Annual, Through 2019
Source: NBER and Office of Management and Budget. Gray shading indicates recession.
Graph by: National Economic Education Delegation (www.NEEDelegation.org)
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e
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==mmmmm Total Debt Held by the Public (Left Axis)
=== 10-Year Treasury Constant Maturity Rate (Right Axis)
Source: NBER and US Office of Management and Budget
Gray shading indicates recession in 2 or more quarters of the year.
Graph by: National Economic Education Delegation (www.NEEDelegation.org)
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er Countries Have Higher Debt Levels LSO
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Debt of Selected Countries at the End of Calendar Year 2018 .. ()
Percentage of Gross Domestic Product o o
Canada
Germany
France
Spain
United Kingdom
United States
ltaly
Japan
25 50 75 100 125
Source: Congressional Budget Office, using data from the Organisation for Economic Co-operation and Development.
#®, NATIONAL ECONOMIC 3
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Can US Debt Grow Forever? olele,
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* (M)odern (M)onetary (T)heory says YES!
- The US borrows in its own currency.
o Most other countries do not.
- The Fed can always buy what private investors won’t, but...

* The Wisdom of Herb Stein:

(Chair of the Council of Economic Advisors under Nixon and Ford. Father of Ben Stein — teacher in Ferris Bueller’s Day Off)

“If something cannot go on forever, it will stop.”

EDUCATION DELEGATION
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Question A: Countries that borrow in their own currency should not worry ] ..
about government deficits because they can always create money to o
finance their debt. ® e
Responses Responses weighted by each expert's
confidence
100% 100%
75% 75%
52%
50% 50%
36%
25% 25%
0% 0% 0% 2% 0% 0% 0%
0% 0%
« & P‘B@e P@i cef‘a\o\,;&(ee ea‘iie 9\9\0 o o P@ee P@ezoce(@\“o\ga‘)(ejo\,;of)‘ee
s 660‘\ o< 5‘(0(@
;m:ce’: Alzah:"::;ﬂ;):\ac P:XB::IS Panel ;w:ce’: ;la:zc:no:‘?c ZEXD::IS Panel
;:::1\;’ Igmchicago.org/igm-economic-experts- ;va\miwgmcmcago.org/ngm-ecmom C-experts-
AT NOTLONA SSoNome a
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Relative Debt Cannot Grow Forever, But ©e ole,
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* Does it matter at what level we stabilize the relative debt? e
* The relative debt stops growing:
- when the growth in debt is less the growth in GDP (on average).
* Arithmetic: growth rate of the debt will equal the interest rate plus
the effect of the primary surplus or deficit.
* The bigger the relative debt, the smaller the effect of the primary
surplus or deficit.
NATIONAL ECONOMIC 2
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* To stabilize the relative debt, the government will need to run a
primary surplus.

* The bigger the relative debt, the bigger the primary surplus that is
needed.

* This is 1990 Consensus Problem 2: Increases in relative debt crowd
out other government spending or must lead to higher taxes.

NATIONAL ECONOMIC
EDUCATION DELEGATION
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@tom Line

e Question is not WHETHER the U.S. will have to act...
...but WHEN.

* Some combination of the following WILL be necessary:
- Raising taxes

- Cutting spending
- Reining in health care costs

&
D
WV
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@ There Reasons to Wait? °

* Very little evidence of:
- Crowding out
- Inflationary impact

* Uncertainty about the future
- Economic growth may render action today unnecessary.
* There are a great many investments to be made by the gov’t.

- Infrastructure
- Education

- Much, much more...

AT SSLoNBH SESRNS -
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@nmary: The Debt ° el
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* The jury is (sort of) out on the debt. |
* Conventional wisdom is being challenged:
- Previously: inflationary and crowd out private investment
- New assertion: these things don’t matter for a country that can borrow in its
own currency.
* Upshot?
- This is a policy choice.
- The cautious approach is to rein in the debt.
- The cautious approach may lead to slower economic growth.
NATIONAL ECONOMIC 26
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* Debt: $22.9 Trillion .d

* Deficits drive growth in the debt.
- Likely greater than $1 Trillion per year.

* Publicly held debt matters most.

- Will grow from 78% of GDP today to 180% in 2049 — pre-COVID-19 estimates.
- Could be in excess of 100% of GDP by end of 2020.

* Multiple ways to offset this growth.

* Growing interest payments can constrain budgets.

ﬂ,’ NATIONAL ECONOMIC o
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@nmary: Address The Debt? %

* Risks: * Reasons to wait:

- Inflation - Interest rates are very low

- Slower economic growth
o Higher interest rates
o Crowding out

- Default

- Lots of important investments to make

- Economic growth may take care of it

NATIONAL ECONOMIC 8
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* Relative Debt must be stabilized, so it is imperative to reduce "
primary deficits after the virus has been defeated.
* Given the fiscal challenges of an aging population and climate
change, it is better to do this sooner rather than later.
 But high debt levels should not deter:
- Productive infrastructure investment.
- Fiscal responses to crises:
o “When the house is on fire, you don’t worry about being in a drought, you
just put it out.”
AT Eplianak SSonans .
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Any Questions? ‘e

www.NEEDelegation.org
Jon D. Haveman
Jon@NEEDelegation.org

Contact NEED: info@NEEDelegation.org

Submit a testimonial: www.NEEDelegation.org/testimonials.php

Become a Friend of NEED: www.NEEDelegation.org/friend.php
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