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Osher Lifelong Learning Institute, Spring 2025
Contemporary Economic Policy
University of Connecticut
Host: Geoffrey Woglom, Ph.D.
Director, National Economic Education Delegation
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* US Economy * Immigration Economics 0‘
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* Healthcare Economics * Housing Policy

* Climate Change * Federal Budgets
* Federal Debt

* Black-White Wealth Gap

* Economic Inequality
* Economic Mobility
* Trade and Globalization e Autonomous Vehicles

* Minimum Wages * US Social Policy
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* Contemporary Economic Policy
- Week 1 (4/10): Climate Change Economics (Sara Jacobson, Williams College)
- Week 2 (4/17): Tariffs and Their Effects (Geoffrey Woglom, Amherst College)
- Week 3 (4/24): Economics of Immigration (Robert Gitter, Ohio Wesleyan)
- Week 4 (5/1): The New Inequality (Geoffrey Woglom, Amherst College)
- Week 5 (5/8): Federal Debt and Deficits (Geoffrey Woglom, Amherst College)
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* Submit questions by raising your virtual hand or in the chat | will try
to handle them as they come up.

* We will do a verbal Q&A once the material has been presented.

* Slides will be available from the NEED website tonight
https://needecon.org/delivered_presentations.php
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The US Federal Debt

Geoffrey Woglom,
Professor of Economics
Amherst College, emeritus
May 8, 2025
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* Definitions, Basic Data and Historical Data.
* Traditional Economic Analysis of the Costs of the Debt

* Recent Congressional Budget Office (CBO) analysis of the Cost of the
Debt.

* Debt, Trade Deficits and Tariffs
* Citizen’s Guide to Budget Reconciliation.
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* Fiscal year Deficit = Total Outlays Less Revenues between Oct to
September.
* The deficit paid for by government borrowing: (net) issue of new
government bonds.
- In 2024, the government issued $28.5 trillion in new Treasuries
(https://treasurydirect.gov/auctions/) to finance a $2 trillion deficit.
* The accumulated value of past borrowing is the total government
debt.
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@ Federal Budget in FY2024 (ended 9/30) '.:.:.:
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Receipts by Source: Outlays by Function: [ ]
ot ncome Toces. (TR Mandatory: $4.1tr, 61%

Health

Discretion.: $1.8tr, 27%

Inc Tax, 49% Net Interest, $0.9tr, 13%

SS Tax, 35%
Corp Tax, 11%

Net Interest

Social Insurance & Retirement

Medicare

Corporation Income Taxes [T

National Defense

Deficit: 1.8 tr, 25%

i

Estate and Gift Taxes

NATIONAL ECONOMIC
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$32 Bilion.

Posa

6.4% of GDP

Income Security

Veterans' Benefits & Services
Education
Transportation

$1,833 Billion

Programmatic Outlays = Mandatory + Discretionary

EDUCATION DELEGATION

Source: Monthly Treasury Report, 9/2024
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Paul Krugman, “The Federal government is
basically an insurance company with an Army.”
'ﬂ'ﬂ NATIONAL ECONOMIC 1.8+1.5+0.4+0.2+0.9= 4.8; 4.8/5.9=0.81=81%

Programmatic Outlays = Mandatory + Discretionary
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Inc Tax, 49%
SS+Medicare Tax, 35%
Corp Tax, 10%
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Mandatory spending 54.1tn Discretionary $1 8tn .‘
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@-t and Future of Deficits ®

Pecetage o GOP | Useful Deficit Decompositions:
: Total Deficit=
Primary Deficit + Net Interest,

| Total tlieficil
= +

Primary Deficit =

H
!
Primary surplus
i

1975 1985 1995 2005 2015 2025 2035

NATIONAL ECONOMIC
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CBO, “The Budget and Economic Outlook,” Jan 2025

Primary defii Programmatic Outlays less Taxes

E.g., 2007: 1.1 = (17.4+1.7) -18.0=1.1
1.1=(17.4-18.0)+1.7 =1.1
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The Sum of All Past Deficits Less Surpluses Equals the Debt 01
FRED -~ Blue Line Debt; Red Line Deficit
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1 |
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o B | Shaded areas =
© 12,000,000 | . -1,800,000 £
= ‘ ‘ ‘ are reﬁessmns 3
8,000,000 -2,400,000
4,000,000 ‘ ‘ ‘ ! ‘ -3,000,000
0 | ‘ ‘ ' ‘ -3.600,000
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Shaded areas indicate U.S. recBssmmes: U.S. Department of the Treasury. Fiscal Service; U.S. Office of Management and Budget via FRED® fred.stiouisfed.org
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Total Public Debt: $36.1 tr, 12/1 Publicly Held Debt: $28.8 tr, 12/1
15%
= Publicly Held = Intra-gov't B Domestically Held m Foreign M Federal Reserve
i) ETENAL Saouows &
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@nership of $27 trillion Publicly Held Debt ’.:.:.:
(12/23)
‘.‘
Two-thirds of public debt is held by domestic holders
Composition of Debt Held by the Public (Billions of $)
US Savings Bonds, $120 billion
m m
PETER G.
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@ Growing Importance of Foreign Held Debt’.:.:.:
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U.S. dependency on foreign lenders to finance the federal debt has risen over the last few decades ....

[l Domestic [ Foreign ‘ ‘
NATIONAL ECONOMIC s
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Intra-governmental debt is important bookkeeping. "

- This debt DOES NOT require funding on credit markets

* Debt held by the public
- This debt is funded by borrowing on credit markets and competes with
private funding.
* Most analyses focus on the publicly held 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.
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* The Congressional Budget Office was founded in 1974 to provide ¢
Congress with information about the budgetary implications of
legislation.
* Two kinds of Reports
- Cost Estimates or “Scoring”
o H.R. 5409, Safeguarding American Farms from Foreign Influence Act
o Build Back Better Scoring.
* Projections of Debt and Deficits — The Budget and Economic Outlook: 2025 to
2035,
- https://www.cbo.gov/publication/60870
NATIONAL ECONOMIC 17
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Points About the U.S. Relative Debt C3CCN
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1946-1974 | .

1. Relative debt peaked during WWII (106%) - followed by a steady
decline until the 1980s.

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

3. What can we learn from the 46-74 period, where the relative debt
fell continuously?

{ﬁm NATIONAL ECONOMIC
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* The relative debt fell in spite of deficits in 21 of the 29 years, with
the debt increasing by 42%. How?
* 1946-1974, deficits caused the debt to grow, but not as fast as the
economy was growing.
* While the debt grew by 42%, GDP (nominal) grew by 550%
You don’t need a surplus to reduce the relative debt:
You just need GDP to grow faster than the debt
AT ESSLoNB SESRns ,
'. .. o. °.°
ditional View: Debt and Deficits Raise ‘.:.:.:
Interest Rates ®.%
1. Crowding Out via higher interest rates: ®

1. Private: less investment and over time leads to a smaller capital
stock and reduced future output.

2. Government: primary surplus needed to stabilize the debt is
larger; i.e., less programmatic outlays or higher taxes

2. Foreign Borrowing: Higher interest rates lead to
foreign capital inflows or foreign borrowing. With
foreign borrowing, some of our GDP is paid to
foreigners as interest.

NATIONAL ECONOMIC
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FRED -~ _ Red Line Rate on 10-Yr Treasury Bonds; Blue Line Relative Debt 9
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* Market for Treasuries is the deepest, most liquid and safest capital
market in the world.

* US economy has a history of political and economic stability.

* We enjoy “An exorbitant privilege” (Valery Giscard d’Estaing): The
dollar is the largest international reserve currency.
- Most trade transactions are quoted in dollars, e.g., oil.
- With some exceptions, foreigners borrow in dollars. E.g., Yankee bonds

* World has(d?) an insatiable demand for safe US assets.

{ﬁm NATIONAL ECONOMIC
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Currency share of FX reserves Nontraditional share breakdown PY
—USD —EUR —JPY —GBP —Nontraditionasl ~WAUD WCAD MRMB m Other |
80% 12%
- M 9%
40% 6%
20% ____./M\'\“‘\m 3%
0% ._—h-_./_—’_.,’_ 0% —,—,—-
2000 2010 2020 2000 2010 2020
Sources: IMF COFER; Arslanalp, Eichengreen, and Simpson-Bell (2022, updated).
Note: The “big four” currencies are the US dollar, euro, Japanese yen, and British pound
Nontraditional are all other currencies. AUD = Australian dollar, CAD = Canadian dollar
RMB = Chinese renminbi. China became a COFER reporter between 2015 and 2018. IM F
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Includes over $1 trillion in US currency, )
45% of total ) L |
United States
i Net investment income with and without seven low tax jurisdictions
United States % US. GDP 19952023
Net International Investment Position (NIIP) 15%
% GDP
40% B:lﬁSe\sglfMl:'!le\ Weilandt
i efrorg/blog/setsar
2024:536- $62=-$26 trillion s setser 10% e
20% cft.org/blog/setser
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40% _0.5%
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Net Debt -1.0%
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1. The interest expense portion of the deficit will rise, including '.
payments to foreigners.
2. Crowding out of private investment.
3. “The likelihood of a fiscal crisis in the United States would
increase.”
4. Slow erosion of confidence in the U.S. dollar as an international
reserve currency leading to higher interest rates.
5. Policymaker constraint in using deficit-financed fiscal policy to
respond to unforeseen events.
CBO, “Budget and Economic Outlook: 2022-2032,” May 2022, pp15-16.
NATIONAL ECONOMIC -
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@:al Crisis Preview: Liz Truss & Head of Lettuee.....
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g published on gView.com, Oct 10, 2022 15:06 UTC .
Lfim :J;:Jﬂ;;f;xm:;:?r?s;!o YR Yild, m.:w.: 4.517% +0.257% (+6.03%) ”A Political Misstep” ‘
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@at would a Fiscal Crisis Look Like? %

Foreigners lose confidence in the dollar and sell Treasuries in |

exchange for assets denominated in their own currency,
1. Sale of Treasuries raises interest rates, worsening our fiscal outlook.
2. Trading of Foreign for US assets lowers US exchange rate.
a. Raising the price of imports thereby increasing inflation.
b. Lowering the foreign currency returns on all US assets, exacerbating 1.

Could the Fed Bail us Out?
1. It could buy Treasuries and prevent the rise in interest rates.
2. Insufficient foreign assets to prevent the fall in the exchange rate,

NATIONAL ECONOMIC 7
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@itom Line: We Need to Worry about the De o':'.

1. Economist don’t really know why they fell to such low levels
over the past 20 years. What will they be in the next 20?

2. A fiscal crisis should be avoided at all costs.

3. The good news is we may be able to stabilize the relative
debt without a running a surplus.

ﬁ' NATIONAL ECONOMIC 2
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 is this Problem Impossible? ®

Percentage of GDP L |

120 r i Projected

100 By 2054, CBO

publicly-held debt
will rise to 166% of
GDP

80

60

40

20

1905 1915 1925 1935 1945 1955 1965 1975 1985 1995 2005 2015 2025 2035
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CBO, “The Budget and Economic Outlook,” Jan 2025
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: Blueprint for a Crisis? 0%’
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Percentage of GDP Percentage of GOP .

Projected i Projected

20 r
30

Average outlays,
1975 10 2024

Qutlays

20

Average revenues, Revenues i
10 197510 2024 ¢ Discretionary
(17.3) ; i 53
5 .
i 4.1
f i Netinterest
0 " " N N A s |
1975 1985 1995 2005 2015 205 2035 0
1975 1985 1995 2005 2015 2025 2035

But, these are “projections,” not forecasts!
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CBO, “The Budget and Economic Outlook,” Jan 2025

5/8/2025

15



5/8/2025

.. o. °.°
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Table 1-1. . .

Projected Savings From Options for Reducing the Deficit L4 el

Billions of dollars

Savings,
Option _ Title 2025-2034*
Mandatory Spending

1 Reduce Subsidies in the Crop Insurance Program 47

2 Raise Fannie Mae's and Freddie Mac’s Guarantee Fees and Decrease Their Eligible Loan Limits Tw 15 We need $700 b| | | ion
3 Eliminate the Add-On to Pell Grants, Which Is Funded With Mandatory Spending ag .
4 Establish Caps on Federal Spending for Medicaid 45910 893 per year to stabilize
5 Limit State Taxes on Health Care Providers 4810612 .

6 Reduce Federal Medicaid Matching Rates 6910 561 relat|ve debt

7 Increase the Premiums Paid for Medicare Parl B 510

8 Reduce Medicare Advantage Benchmarks 489

Discretionary Spending

28 Reduce the Department of Defense’s Annual Budget 959
29 Cap Increases in Basic Pay for Military Service Members 22

30 Replace Some Military Personnel with Civilian Employees b
N Stop Building Ford Class Aircraft Carriers 15
32 Cancel the Long-Range Standoff Weapon 15
33 Cancel the Army’s Future Long-Range Assault Aircraft "
34 Reduce the Size of the Bomber Force by Retiring the B-18 [
35 Reduce the Size of the Fighter Force by Retiring the F-22 29
36 Reduce the Basic Allowance for Housing to 80 Percent of Average Housing Costs 1w
37 Reduce Funding for International Affairs Programs 187

NATIONAL ECONOMIC 3
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Option 46—Revenues . [ )
Impose a Surtax on Individuals’ Adjusted Gross Income o e
Total
2025- 2025-
Billions of dollars. 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2029 2034

Decrease () in the deficit
Impose a surtax of 1 percentage
point on AGI above $20,000 for
single filers and $40,000 for
joint filers -70.7 -1244 -131.3 -1390 -1452 -151.7 -1586 -1659 -173.1 -1804 -610.6 -1,440.1
Impose a surtax of 2 percentage
points on AGI above $100,000
for single filers and $200,000 for
joint filers -495 -89.1 942 -101.2 -1058 -110.8 -1163 -1221 -127.9 -1339 -439.8 -1,051.0

Option 51—Revenues

Change the Taxation of Assets Transferred at Death

Total
2025- 2025-
Billions of dollars 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2029 2034
Decrease (-) in the deficit
Enact carryover basis for assets
held until death -1.0 75 115 -151 -186 -219 -251 -285 -320 -356 -53.7 -196.9
Include accrued capital gains in the
p last income tax return of decedents 91 487 468 -488 519 -558 -605 -658 -714 -77.3 -2053 -536.1
9 32
'ﬂ-r' EDUCATION DELEGATION
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* CBO Projections have to be based on forecasted future interest
rates.
* Remember, nobody really understands why interest rates fell from
2000-2020.
* What if interest rates rise (and they have been)?
NATIONAL ECONOMIC 3
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Net Interest as a Percent of GDP .‘

2034 percent of GDP:

10%

9%

8%

7%

6%

5%

4%

3%

2%

1%

0%

Debt = 156%, Deficit =12.3%
And 2034 is
when SS
Trust Fund
runs Out!

2034:percent of GDP:
Debt = 121%,; Deficit = 6.9%

2025 2026 2027 2028 2029 2030 2031 2032 2033 2034

—2.5%
NATIONAL ECONOMIC

——baseline(3.5%)

4.5%

5.5%

—6.5%
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Further Rise in Interest Expense Is Baked in the Cake Y
== 12n Interest Expense as a % of Public Debt Outstanding, rhs ‘
==US 10 Yr Yield (Pushed Forward 6 Months), lhs
5.5 5.0
>0 4.5
4.5
4.0 4.0
3.5
3.5
«3.0 / -
2.5 3.0
2.0 2.5
1.5 5.6
1.0 d
0.5 1.5
2008 2010 2012 2014 2016 2018 2020 2022 2024 2026
Source: Bloosbery: Macrobond
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FRED £ e Market Yield on US. Treasury Securities at 30-Year Constant Maturity, Quoted on an Investment Basis (left) .
«— Nominal Broad U.S. Dollar Index (right) Look Familiar?
50 132
48 ﬁé 130
46 128 3
h :
a o
8 44 126 %
: :
42 ! 124 1
8
40 \"L/ 122
38 120
2024-06 2024-07 2024-08 2024-09 2024-10 2024-11 2024-12 2025-01 2025-02 202503 2025-04 202505
Source: Board of Governors of the Federal Reserve System (US) via FRED®
Shaded areas indicate U.S. recessions. fred.stiouisfed.org
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In most ... scenarios, it is likely within policymakers’ power to avoid a
crisis altogether, even given the projected increase in federal
borrowing. In other words, a fiscal crisis is more likely to result from
political missteps. These missteps include threats to default or efforts
to undermine credibility of the Federal Reserve as well as enactment
of policies that sharply increase deficits and thus raise the specter of
strategic default.
https://www.brookings.edu/articles/what-are-the-risks-of-a-rising-federal-debt/
NATIONAL ECONOMIC 37
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* Partly, because of the “exorbitant” privilege combined with
industrializing Asia.
* Japan, South Korea and China followed a similar playbook.
* Develop the industrial sector through subsidies and an
“undervalued” currency.
* Sort of an “Infant Industry” argument.
) A s s
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1. Restrict domestic consumption to generate an increase in National
saving and a trade surplus.
2. Normally a trade surplus would lead to an increase in the supply
of dollars on foreign exchange markets and a fall in the value of
the dollar (or rise in the value of US currency).
3. Offset the rise in the value of the your currency by buying US
financial assets, e.g., US Treasury bonds. (which also helps to
restrict domestic consumption).
NATIONAL ECONOMIC 39
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China's "Real" Exchange Rate and Current Account .‘

110 - 12
Bigger Trade Surplus Bigger Trade Surplus
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—Real Effective Exchange Rate —Current Account Balance

Chinese Consumption: 2000, 46.8% of GDP; 2010, 34.6%
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* Cheap Chinese goods kept US inflation low and benefited US ¢

consumers.
* Low US interest rates made the job of financing the deficit easier.
* Diplomatic reasons: “The US wants a prosperous China.”

* Instead, the Fed cuts interest rate to raise domestic spending
enough to accommodate growing imports, while maintaining
domestic production.

* But manufacturing takes a big hit.

NATIONAL ECONOMIC
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@: Rise of a Heterodox Critic OO
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* Michael Pettis (based in a Chinese University!), The Great o
Rebalancing, 2013. q
In the WSJ, April 30, 2025
Letting other countries take the lead in manufacturing harms the
American economy. The U.S. accommodates other countries’ successful
industrial policies by absorbing their negative consequences—namely,
by absorbing global savings imbalances, running trade deficits and
offshoring manufacturing.
U.S. leaders must adopt a strategic approach to industrial policy...and,
more important, by reversing the U.S. role in absorbing global trade
and capital imbalances.
NATIONAL ECONOMIC 3
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* The “Mara Lago Accords”:
- Tariffs
- Discourage Capital inflows by
o Forcing Foreigner governments to own 100-year Zero Coupon bonds.
o Charging foreigners a fee for owning US Treasuries.

Sound Anything Like a Brookings Misstep?

How about “discouraging capital inflows” by cutting the deficit to
decrease the need to borrow from foreigners!

NATIONAL ECONOMIC
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@mt on the Congressional Agenda? 'o:.:.:
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* Sadly no.
* Two of “Trump’s Three Steps to Economic Growth”, Scott Besent,
wsJ, 5/4/2025
First, renegotiating global trade. Tariffs are an effective tool for balancing
international commerce. They reduce trade barriers in other countries, opening
more markets to American producers while also bringing back thousands of
manufacturing jobs.
Second, making the 2017 Tax Cuts and Jobs Act permanent and adopting the
president’s new tax priorities: no tax on tips, overtime and Social Security.
What will be the effect of #2, on National Saving and the Trade Deficit?
NATIONAL ECONOMIC 5
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Scott Bessent: 0.0

"These entitlements are massive. | think the next four years isn't the ¢
time to deal with them, that we've got to deal with the discretionary
portion of the budget...then the next step is for a future administration
to have the confidence to be able to deal with entitlements”

Total Discretionary Spending last fiscal year was $1.8 trillion.

(There is a discussion of “reforming” Medicaid; about $600 billion in
Federal spending last year.)

But there is no way this could get through the Senate Democrats, right?
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* Procedure successfully used 22 times since 1974 to avoid a Senate o o
filibuster.
* Reconciliation can be used for changing taxes and spending (not
Social Security) subject to the Byrd Rule.
* Byrd rule:
1. No extraneous provisions.
2. Noincrease in the deficit after 10 year window.
* Reconciliation games played by both parties:
1. BBB.
2. 2017 Trump Tax Cut
AT ESSLoNB SESRns .
'. .. o. °.°
@onciliation and CBO Projections 'o'.:.:
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e °
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* For the CBO to be effective it must be perceived to be (and must be)
nonpartisan.

* Therefore, CBO “baseline” projections and legislative scoring must
not try to predict changes in legislation.

* Instead, CBO must analyze the data based on the current law as
written (e.g., 2017 Personal Tax cuts expire this year).

* CBO is allowed to provide analyses of policy options.
(“Options for Reducing the Deficit: 2025 to 2034,”
https://www.cbo.gov/publication/60557”
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By Fiscal Year, in Billions of Dollars
2018- 2018-
2018 2019 2020 2021 2022 2023 2024 2025 2022 2027

2026 %127\

Total Estimated Changes in

Revenues -144.3 -270.9 -257.0 -234.8 -199.6 -163.9 -148.9 -146.4

Total Changes in Direct
Spending

Estimated Budget Authority -8.6 9.1 1.8 -139 -21.8 -26.0 -288 -32.1

Impact on Deficit 135.7 280.0 2588 221.0 177.8 137.9 120.1 1143 40.4\-33.1
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-19.8 -1,107.0 -1,649.0

-194.1
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Projected Deficits ..
0 [
2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035
-500
WSJ, 3/13/2025,” [Extending the TCJA] merely extends
-1000 current law, then its costs would be de minimis.”
-1500
-2000
-2500
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-3500
—Baseline Deficit —ExtendTCJA
/=, NATIONAL ECONOMIC https://www.cbo.gov/publication/60114 https://www.cbo.gov/publication/61172
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* Under the Current Baseline.
1. 2035 Deficit, $2.7 trillion (6.1% of GDP); Debt, $52.0 trillion (118%).
2. Net Interest, $1.8 trillion.
* Extend Just Income Tax Provisions of TCJA
1. 2035 Deficit, $3.1 trillion; Debt $53.7 trillion.
2. Net Interest, $1.9 trillion
* And, that is before “making room” for no taxes on overtime, social
security, and tips!
* Permanent Tariffs could raise maybe $2trillion.
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@ Wit and Wisdom of Herb Stein oJece,
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If something cannot go on for ever,

— HNenbent Stein —

AZQUOTES

And, what will be the damage when it stops!
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https://needecon.org/

grwoglom@ambherst.edu

My Website:
https://sites.google.com/view/macro-current-

issues/debt
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