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Debt and Deficits

Excessive spending has created record
levels of debt and deficits, and the worst
IS yet to come, threatening opportunity
and prosperity for younger generations.



Publicly Held Debt PERCENTAGE OF GDP
Set to Skyrocket 200%

2036: 195%

Runaway spending on

Medicare, Medicaid, and

Social Security will drive

federal debt to unsustainable 150%
levels over the next few World War II
decades. Total national debt :
consists of publicly held debt
and intergovernmental debt.
Intergovernmental debt is

1946:108.6% 2021:101%

100%

Great
the amount that the Depression Global Recession
government owes to specific :
programs or agencies, such World War | War on Terrorism
as the Social Security Trust 50% ! i .

Fund. Publicly held debt is
more relevant to credit
markets.
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Sources: Heritage Foundation calculations based on O  ce of Management and Budget and Congressional Budget O ce data.
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Each American’s
Share of Publicly
Held Debt Is
Skyrocketing

As Washington continues to
spend dramatically more
thanitcana ord, every
American will be on the hook
for increasing levels of debt.
Without reining in spending,
the amount of debt per
citizen will skyrocket.
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Sources: U.S. Census Bureau and Congressional Budget O ce (Alternative Fiscal Scenario).
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Obama’s Budget
Fails to Solve the
Debt Crisis
Despite $2 Trillion
in Tax Hikes

In 2008, publicly held debt
as a percentage of the
economy (GDP) was 40.5
percent, nearly four points
below the post-World War I
average. Since then, the debt
has increased by 45 percent.
The President’s FY 2013
budget would increase the
debt to 76.5 percent by 2022,
despite $2 trillion in tax
hikes.

Sources: Congressional Budget O ce and O
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Obama’s Budget
Continues
Unprecedented
Deficits

The President is responsible
for submitting an annual
budget to Congress and has
the authority to veto
legislation, including
irresponsible spending.
Most Administrations have
run small but manageable
deficits, but President
Obama'’s unprecedented
budget deficits pose serious
economic risks.

Source: O ce of Management and Budget.
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Federal Budget PERCENTAGE OF GDP
Deficits Will Reach 60%

Levels Never Seen
in the U.S.
50%
Unless entitlements are
reformed, spending on 2o

Medicare, Medicaid, and
Social Security will drive
deficits to catastrophic
levels. While recent budget 30%
deficits have reached

unprecedented levels,

future deficits will be 20%
dramatically worse.
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Rising Deficits Drive
U.S. Debt Limit
Higher, Faster

The Budget Control Act, a
result of the contentious 2011
debt ceiling debate,
increased the debt limit by
$2.1 trillion, but failed to rein
in the key driver of spending
and debt: entitlement
spending. Congress first
placed a statutory limit on
the national debt in 1917, in
the Second Liberty Bond Act.
It has been raised 13 times
since 2001.

NOMINAL DOLLARS
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$16 trillion Budget Control Act, 2012: +$1.2 trillion
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Note: Figure for 2012 is current as of April 6.

Sources: Congressional Research Service, U.S. Treasury,and O  ce of Management and Budget.
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Interest On the
Debt Will Nearly
Double Over the
Next Decade

As the publicly held debt
grows, net interest payments
will increase dramatically,
even assuming that interest
rates remain low. Under
current projections, real net
interest costs would more
than double over the next
decade.

INFLATION-ADJUSTED DOLLARS (2012)
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Sources: Congressional Budget O ceand O ce of Management and Budget.
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Interest on the Debt
Exceeds Spending
for Many Programs

In 2011, the U.S. spent more
on net interest—interest paid
on publicly held debt—than it
spent on many federal
departments, including
Education and Labor.

Source: O  ce of Management and Budget.
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U.S. Debt on Track
to Fuel Economic
Crisis

Many European countries,
like Greece and Italy, are

su ering financial or budget
crises as a result of mounting
debt. Countries such as Spain
are not far behind. Unless the
U.S. controls spending,
America’s debt will surpass
those of troubled nations,
leading to similar economic
WOes.

PERCENTAGE OF GDP
0 o
0 = =
e~ ~-2035: US.
Japan Greece debt at
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Comparisons

\ 2000: U.S. debt
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are to other
nations’ 2011

0% levels of debt.
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Sources: International Monetary Fund and Congressional Budget O  ce (Alternative Fiscal Scenario).
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Debt to Grow PERCENTAGE OF GDP
Unless Government 200%

Spending Is
Reduced CURRENT
PROJECTIONS

2035:

187%

Without significant spending 150%

reforms, publicly held debt is

projected to reach 187

percent of GDP by 2035.

Under the Heritage plan,

Saving the American Dream, 100% 2011:
future federal spending 0
would be reduced by about 68 %

SAVING THE

half, which would AMERICAN
dramatically lower the debt DREAM 2035:
to 29 percent of GDP. 50% 29%

0%
2010 2015 2020 2025 2030 2035

Sources: Current projections: Congressional Budget O  ce (Alternative Fiscal Scenario). Heritage Plan: Calculations by the Center for Data Analysis based on
data provided by the Peter G. Peterson Foundation. For more information, go to savingthedream.org.
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Entitlements

Medicare, Medicaid, and Social Security
spending is set to explode, placing enormous
pressure on other priorities such as defense
and the rest of the budget.
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Entitlement
Spending Will
Nearly Double
by 2050

Spending on Medicare,
Medicaid, Social Security,
and the Obamacare
subsidies will soar as 78
million baby boomers retire

and health care costs climb.

Total spending on federal
health care programs will
more than double. Future
generations will be left with
an untenable debt burden.

PERCENTAGE OF GDP
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Source: Congressional Budget O  ce (Alternative Fiscal Scenario).
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Tax Revenues
Devoured By
Medicare, Medicaid,
and Social Security
in 2045

Spending on Medicare,
Medicaid, the Obamacare
subsidies, and Social Security
will devour all revenues by
2045. Entitlement spending
is already crowding out vital
constitutional functions, such
as defense.

PERCENTAGE OF GDP
30%
. . 2085:

2045: Entitlement spending 25.7%

matches tax revenue average
25%

Actual Average Social
Revenue :  Historical Security
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Actual  Projected
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Source: Congressional Budget O  ce (Alternative Fiscal Scenario).
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Medicare Adding
to Federal Deficits
Faster than Other
Government
Spending Programs

Entitlement spending is the
main cause of long-term
runaway federal deficits.
Medicare is the
fastest-growing program due
to retiring baby boomers, the
e ectsof anaging
population, and rising
healthcare costs.

PERCENTAGE OF GDP
14%

12%

10% ]
Medicare

8% All Other
Non-Interest
Spending

6% Social
Security
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Source: Congressional Budget O  ce (Alternative Fiscal Scenario).
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Social Security
Deficits are
Permanent and
Growing

Social Security began running
deficits in 2010, paying out
$48.9 billion more in benefits
than it received through
payroll taxes. Nor will these
deficits ever end, meaning
that without reforms, Social
Security will continue to add
billions to the deficit and
debt each year.

BILLIONS OF DOLLARS (2011)
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$50

2010 2015 2020 2025 2030 2035 Surplus
$0

1987 1990 1995 2000 2005 Deficit
-$50
-$100 2010: $48.9 hillion deficit
-$150
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-$350 2035: $344 billion deficit

Source: Social Security Administration (OASI and DI Trust Fund Data and 2011 Trustees Report).
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Without
Entitlement Reform,
Federal Spending
Will Exceed 40
Percent of the
Economy by 2050

The major entitlements—
Medicare, Medicaid, the
Obamacare subsidies, and
Sacial Security—are pushing
spending to unsustainable
levels. These programs must
be restructured to prevent
crippling debt or tax burdens
on future generations.

PERCENTAGE OF GDP
2050: 42.8%
40%
Actual Average Historical
Revenue Revenue (1959- «— Net Interest
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30%

«— Other

20% Defense

Social
Security

Medicaid,
Obamacare
Subsidies,
CHIP

10%

Medicare

Actual  Projected

0%
2000 2005 2010 2015 2020 2025 2030 2035 2040 2045 2050

Source: Congressional Budget O  ce (Alternative Fiscal Scenario).
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Discretionary
Spending Cuts
Alone Will Not
Balance the Budget

Annual spending on
entitlement programs is
massive compared to other
federal spending priorities.
Cutting discretionary
spending is necessary, but
cuts to foreign aid alone or
pulling out of Afghanistan
will not close the deficit.
Entitlement programs must
be reformed.

Source: O ce of Management and Budget.

ANNUAL SPENDING (2012)
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Public Broadcasting
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Entitlements Global War
on Terrorism
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Social Security, and other Foreign Aid
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plus their net interest)
NASA

$2.48 TRILLION $176 billion

Entitlements Chart 6 « Federal Budget in Pictures 2012 R heritage.org

47



Even Eliminating
Defense Spending
Completely Would
Not Balance the
Budget

Unsustainable entitlement
spending is the key driver of
future deficits. Rather than
tackle them directly, some
would cut defense. But even
if spending on this crucial
national priority was
eliminated completely,
entitlements would continue
to drive deficits to
unmanageable levels.
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Source: Heritage Foundation calculations based on Congressional Budget O ce data.
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Letting Tax Cuts
Expire Will Not
Balance the Budget

Some call for letting all 2001
and 2003 tax cuts expire,
including subjecting the
middle class to the
alternative minimum tax, in
order to balance the budget.
Under this scenario,

una ordable spending would
still rise, and economic
growth and job creation
would su er.

Source: Congressional Budget O  ce.
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Balancing the
Budget Without
Cutting Spending
Would Cause Taxes
to Skyrocket

America is running massive
deficits, and a balanced
budget requirement is often
considered a way to rein in
red ink. Without serious
entitlement and spending
reforms, the level of taxes
required to balance the
budget would reach
economically stagnating
levels.

PERCENTAGE OF GDP
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Source: Heritage Foundation calculations based on Congressional Budget O  ce data (Alternative Fiscal Scenario).
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Taxing the Wealthy
to Balance the
Budget Will Not
Work

Some argue for taxing the
wealthy to reduce federal
deficits. However, hiking
taxes on taxpayers in the two
highest brackets would
increase their tax rates to
mathematically impossible
levels. To close the 2035
deficit, the top two tax rates
would increase to 159
percent and 166 percent, and
in 2050 they would reach

236 percent and 246 percent.

CURRENT TAX RATES AND TAX RATES NECESSARY TO CLOSE DEFICIT
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Government Policy
Reform Needed to
Keep Spending Low
and End Deficits
Without Raising
Taxes

Bold, transformational
reforms are needed to solve
America’s spending and debt
crises. The Heritage plan,
Saving the American Dream,
solves these crises through
spending, entitlement, and
tax reforms. It reduces the
size of government,
encourages personal fiscal
responsibility, and fosters
economic growth. It balances
the federal budget by 2021
and does not raise taxes.

REVENUE AND SPENDING AS A PERCENTAGE OF GDP

25% 2011: 24.7%

SPENDING

REVENUE
20%

«— Net Interest

15% «— All Other

Defense
10%

Entitlements
(Medicaid,
Medicare,
Obamacare
Subsidies,
Social
Security)

5%

0%
2010 2015 2020 2025 2030 2035

Sources: Heritage Foundation calculations by the Center for Data Analysis based current projections, data provided by the Peter G. Peterson Foundation, and

CDA policy models.
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Technical Notes

he charts in this publication are based primarily on data available as of February 2012 from the

O ceof Management and Budget (OMB) and the Congressional Budget O ce (CBO). The charts
using OMB data display the historical growth of federal spending, revenue, and debt to 2011, while the
charts using CBO data show both historical and projected growth from as early as 1940 to as far as 2085.
Projections based on OMB data are taken from the President’s budget for fiscal year 2013.

The charts show annual data except where calculations are made for Administration averages. Debt
limit data are based on the limitine ectat the end of the calendar year. All spending and revenue data
are based on the federal fiscal year. Prior to 1976, the fiscal year was from July 1 to June 30. That year, the
current format of October 1 to September 30 was implemented. In the charts, the transition is omitted for
simplicity.

Charts designating presidential Administrations begin with the fiscal year in which the Administration
presented its first budget. In the case of 2009—an atypical year in which much was spent before the
Administration’s first fiscal year budget (FY 2010), all revenue and spending up to the CBO January 2009

“Budget and Economic Outlook” is attributed to President George W. Bush. All revenue and spending
thereafter is attributed to President Obama.

Therearedi erentways to calculate average historic levels of revenue, spending, and debt. Such
averages vary due to the time periods covered. In this publication, these averages span 50 years (1959—
2008), encompassing post—World War Il and pre—Great Recession years.
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LeaderShipﬁr America Ten Transformational Initiatives

The Entitlements Initiative is one of 10 Transformational Initiatives making up The Heritage Founda-
tion’s Leadership for America campaign. For more products and information related to this initiative or to
learn more about the Leadership for America campaign, please visit heritage.org.
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The Heritage Foundation is a research and educational institution—a think tank—whose mission is to
formulate and promote conservative public policies based on the principles of free enterprise, limited gov-
ernment, individual freedom, traditional American values, and a strong national defense.

Our vision is to build an America where freedom, opportunity, prosperity, and civil society flourish. As
conservatives, we believe the values and ideas that motivated our Founding Fathers are worth conserving.
As policy entrepreneurs, we believe the most e ective solutions are consistent with those ideas and values.
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