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Federal Debt 



How much money does the government owe? 

Borrowed from Social Security $5 trillion 
Borrowed from people and foreign governments $12 trillion 
 
Total debt $17 trillion 



How much is $17 trillion? 





Promised future retirement 
and medical benefits 

minus 

Social Security and 
Medicare Trust Funds 

minus 

Anticipated future Social 
Security and Medicare Taxes 

equals 

Unfunded Obligations 



How much money does the government owe? 

Borrowed from Social Security $5 trillion 
Borrowed from people and foreign governments $12 trillion 
 
Total debt $17 trillion 
 
Unfunded obligations $80 trillion 
 
Debt plus unfunded obligations $97 trillion 



How much would $97 trillion buy? 



Federal Debt Outstanding as 
Fraction of Federal Receipts 
Federal Debt Outstanding as 
Fraction of GDP 

Debt per GDP Ą useful for comparing debt across countries 
 Ą not useful for measuring ability to service 

the debt 

Data source: Office of Management and Budget, White House 



Federal Debt Outstanding as 
Fraction of Federal Receipts 
(excludes the $80 trillion unfunded obligations) 

Equivalent to a household with $50,000 
income being $325,000 in debt. 

Data source: Office of Management and Budget, White House 

Counting unfunded obligations 
 
Federal debt is 3,200% of GDP. 
 

Like a $50,000 household being 
$1.6 million in debt. 



Who Owns the Federal Debt? 



Data source: U.S. Treasury 

Increase since 2007 

Increase since 2007 



Data source: U.S. Treasury 

Begins to disappear 
6 years from now 



Data source: Social Security Board of Trustees Annual Report, 2013 

Retirement portion of Social Security 



Data source: Social Security Board of Trustees Annual Report, 2013 

Disability portion of Social Security 



Data source: Social Security Board of Trustees Annual Report, 2013 

As the OASDI surplus declines, the 
Federal government will need to find 
an additional $3 trillion in funding. 



Where will the government turn for another 
$3+ trillion in loans? 



Data source: U.S. Treasury 

The loss of its AAA rating makes US debt 
less attractive for foreign governments. 



Data source: U.S. Treasury 

Near zero return makes US debt less 
attractive for the private sector. 



Data source: U.S. Treasury 

These groups have little control 
over how much they can lend. 



Data source: U.S. Treasury 

Federal Reserve needs to unwind 
quantitative easing or risk inflation. 



Data source: U.S. Treasury 

Conclusion: Over the next 5 to 10 
years, the federal government needs 
to replace $4 trillion in lost funding. 



Social Security Board of Trustees, 2013 

You are here 

DI 
20% benefits cut Medicare (HI) 

30% benefits cut 

OAS 
25% tax hike 

17% benefits cut 

Trust Fund Depletions 
 

Required additional revenues: $800 billion (annually, 2013$) 



Recap: Washington needs 
 
$3 trillion to replace the 
depleted OASDI trust fund. 
 
$1 trillion to replace the 
rewound QEs. 
 
$800 billion per year to 
maintain OASDI and HI 
benefits. 



Solution: myRA 
 

About $5 trillion in private 401(k) and IRA accounts. 
 

•Encourage people to loan their retirement savings to 
the Federal government. 

 

•Next step is to make myRA mandatory. 
 

•[ŀǎǘ ǎǘŜǇ ƛǎ ǘƻ ŎƻƴŦƛǎŎŀǘŜ ǇŜƻǇƭŜΩǎ ǎŀǾƛƴƎǎ. 

Problem: How to raise $4 trillion? 





International Monetary Fund 
(Fiscal Monitor Report, October 2013) 
 
 
²ŜǎǘŜǊƴ ƎƻǾŜǊƴƳŜƴǘǎ ǎƘƻǳƭŘ ƛƳǇƻǎŜ άŀ ƻƴŜ-off tax 
ƻƴ ǇǊƛǾŀǘŜ ǿŜŀƭǘƘΧǘƻ ǊŜǎǘƻǊŜ ŘŜōǘ ǎǳǎǘŀƛƴŀōƛƭƛǘȅΦέ 



tƻƭŀƴŘΧǿƛƭƭ ǘǊŀƴǎŦŜǊ ǘƻ ǘƘŜ ǎǘŀǘŜ Ƴŀƴȅ ƻŦ ǘƘŜ ŀǎǎŜǘǎ 
ƘŜƭŘ ōȅ ǇǊƛǾŀǘŜ ǇŜƴǎƛƻƴ ŦǳƴŘǎΣ ǎƭŀǎƘƛƴƎ ǇǳōƭƛŎ ŘŜōǘΧ 
 
Reuters, September 4, 2013 



ό/ŀƴŀŘŀύ ǇǊƻǇƻǎŜǎ ǘƻ ƛƳǇƭŜƳŜƴǘ ŀ άōŀƛƭ-ƛƴέ ǊŜƎƛƳŜ 
for systemically important banks. 
 
James Flaherty, Minister of Finance, March 21, 2013 



Brazil and Jamaica are charging fees for moving 
money out of savings and checking accounts. 



²ƘŀǘΩǎ ǘƘŜ ǎƻƭǳǘƛƻƴΚ 
 

 1. Privatize Social Security 

Current rate of return is around ς3% to 2%. 



²ƘŀǘΩǎ ǘƘŜ ǎƻƭǳǘƛƻƴΚ 
 

 1. Privatize Social Security 
 2. Free interest rates 



Low interest rates are not good for the 

economy. They are good for borrowers. 

Data Source: Bureau of Labor Statistics 



²ƘŀǘΩǎ ǘƘŜ ǎƻƭǳǘƛƻƴΚ 
 

 1. Privatize Social Security 
 2. Free interest rates 
 3. Cut spending 



$0

$2,000

$4,000

$6,000

$8,000

$10,000

$12,000

1
9

5
4

1
9

5
6

1
9

5
8

1
9

6
0

1
9

6
2

1
9

6
4

1
9

6
6

1
9

6
8

1
9

7
0

1
9

7
2

1
9

7
4

1
9

7
6

1
9

7
8

1
9

8
0

1
9

8
2

1
9

8
4

1
9

8
6

1
9

8
8

1
9

9
0

1
9

9
2

1
9

9
4

1
9

9
6

1
9

9
8

2
0

0
0

2
0

0
2

2
0

0
4

2
0

0
6

2
0

0
8

2
0

1
0

A
n

n
u

a
l C

o
st

 p
e

r 
P

e
rs

o
n

Average Price Level

Data Source: Bureau of Labor Statistics, Bureau of Economic Analysis 

The average price level has 

risen 700% since 1954. 
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Average Price Level Cost of Federal Government

The average price level has 

risen 700% since 1954. 

The per-person cost of the Federal 

government has risen 3,000% since 1954. 

Data Source: Bureau of Labor Statistics, Bureau of Economic Analysis 
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Average Price Level Health Care Cost of Federal Government

The cost of health care has 

only risen 2,000% since 1954. 

The per-person cost of the Federal 

government has risen 3,000% since 1954. 

The average price level has 

risen 700% since 1954. 

Data Source: Bureau of Labor Statistics, Bureau of Economic Analysis 
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Why not just cut some spending? 



Data Source: ¢ƘŜ tǊŜǎƛŘŜƴǘΩǎ .ǳŘƎŜǘ ŦƻǊ CƛǎŎŀƭ ¸ŜŀǊ нлмоΣ hŦŦƛŎŜ ƻŦ aŀƴŀƎŜƳŜƴǘ ŀƴŘ .ǳŘƎŜǘ 

2013 Federal Budget 

Entitlements 

Net Interest 

Other  
Mandatory 

Defense 

Everything 
Else 

Mandatory 
Spending 

Discretnry. 
Spending 

Social Security, 
Medicare, Medicaid 

Food stamps, unemployment, child nutrition and tax 
credits, supplemental security for disabled, student loans 

Departments of Agriculture, Commerce, Education, Energy, 
HHS, HUD, Interior, Justice, Labor, State, Transportation, 
Treasury, Veteran Affairs, etc. 



Data Source: ¢ƘŜ tǊŜǎƛŘŜƴǘΩǎ .ǳŘƎŜǘ ŦƻǊ CƛǎŎŀƭ ¸ŜŀǊ нлмоΣ hŦŦƛŎŜ ƻŦ aŀƴŀƎŜƳŜƴǘ ŀƴŘ .ǳŘƎŜǘ 

2013 Federal Budget 

Entitlements 

Net Interest 

Other  
Mandatory 

Defense 

Everything 
Else 

.ŀƭŀƴŎŜ ǘƘŜ ōǳŘƎŜǘΣ ŘƻƴΩǘ Ŏǳǘ ǎƻŎƛŀƭ ǇǊƻƎǊŀƳǎ 
 

Cut the defense budget by 50% and every other 
discretionary budget by 100%. 



Why not just tax the rich? 



Source: Tax Policy Center (Urban Institute and Brookings Institute), Bureau of Economic Analysis 
Produced by: Antony Davies, Duquesne University 



Source: Tax Policy Center (Urban Institute and Brookings Institute), Bureau of Economic Analysis 
Produced by: Antony Davies, Duquesne University 



Source: Tax Policy Center (Urban Institute and Brookings Institute), Bureau of Economic Analysis 
Produced by: Antony Davies, Duquesne University 



Income Category
Income Before Taxes & 

Transfers (per household)

Federal Taxes less Transfers 

(per household)

Average Tax Rate 

(with transfers)

Bottom Quintile $15,000 -$8,300 -55%

Second Quintile $28,700 -$11,800 -41%

Middle Quintile $48,900 -$8,200 -17%

Fourth Quintile $79,900 $200 0%

81% to 90% $120,700 $13,600 11%

91% to 95% $164,800 $26,000 16%

96% to 99% $262,200 $56,000 21%

Top 1% $1,209,200 $342,500 28%
Data Source: Congressional Budget Office 

Distribution of Federal Taxes (all taxes combined) 

After accounting for transfers, the top 20% (on 
average) are the only people paying federal taxes. 


