PRELIMINARY - DO NOT CITE

Population Aging and the Long-Term Federal Debt Outlook

Karen Dynan

March 10, 2026

Prepared for presentation at the
Pension Research Council Symposium, April 30—May 1, 2026
Public Debt and Retirement Security

All findings, interpretations, and conclusions of this paper represent the views of the author and not those of the
Wharton School, Pension Research Council, or any affiliated institutions. © 2026 Pension Research Council of the
Wharton School of the University of Pennsylvania. All rights reserved.



Population Aging and the Long-Term Federal Debt Outlook

Abstract

US federal debt now stands at roughly the size of the economy and is projected to rise substantially
in the coming decades. Population aging, rising health and retirement spending, and mounting
interest costs are central drivers of this trajectory, while uncertainty about future interest rates and
productivity growth widens the range of possible outcomes. Persistent fiscal imbalances would
weigh on economic performance and limit the nation’s capacity to respond to future shocks.
Because the largest and fastest-growing spending programs support older Americans, eventual
fiscal adjustments are likely to intersect with retirement policy, with important implications for
retirement security.
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The fiscal outlook of the United States presents an unprecedented challenge. As of early
2026, the ratio of federal debt held by the public to GDP was near its World War II peak. As
shown in Figure 1, the Congressional Budget Office projects that, under current policy, debt will
rise steadily relative to GDP in the decades to come, reaching 175 percent of GDP by the mid-
2050s (Congressional Budget Office 2026b). Sustained high and rising debt can crowd out
private investment and reduce growth over time, limit fiscal space to respond to future shocks,
and increase the risk of a disruptive shift in investor sentiment that raises borrowing costs
abruptly (Dynan and Elmendorf 2025). These pressures impose costs on the broader economy

and create challenges for preserving retirement security for American households.

Figure 1. US Federal Debt
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Wars, recessions, and other crises have historically played an important role in shaping
the level of federal debt. In the 21st century, the so-called “Great Recession,” precipitated by the
global financial crisis, along with policy choices in the years that followed, led to a sharp

ratcheting up of debt. Debt and deficits rose sharply again during the COVID-19 recession.



Although the strong recovery from that downturn, the surge in inflation, and other developments
have left the current level of debt broadly in line with pre-pandemic projections, the current
federal deficit—at close to 6 percent of GDP—is extremely high by historical standards outside
of major wars or severe recessions.

Looking ahead, CBO’s projections show that under current policy deficits will grow even
larger as a share of GDP, reaching roughly 9 percent by the mid-2050s. Population aging is the
key exogenous driver, pushing up spending on Social Security and Medicare as the ratio of
beneficiaries to workers rises under current law. At the same time, revenues as a share of GDP
are not projected to increase commensurately. Meanwhile, net interest costs are projected to
grow as debt accumulates—from 3.3 percent of GDP today (a little more than half of the federal
deficit) to just under 7 percent of GDP by the mid-2050s (accounting for roughly three-quarters
of the deficit). Altogether, these forces push debt relative to GDP well into a range that the US
economy has not previously experienced.

The projected fiscal trajectory has important implications for retirement security and for
the federal government’s capacity to sustain its commitments to older Americans. As the
population ages, spending on Social Security and Medicare is projected to rise by roughly
3 percentage points of GDP under current law. These programs thus sit at the center of the
discussion around long-term fiscal imbalance. For many years, analysts across the political
spectrum have recognized that significant adjustments to revenues, benefits, or both will
ultimately be required to align projected spending with sustainable financing.

Yet political leaders have thus far been unwilling to enact substantial reforms. The longer
this situation persists, the greater the likelihood that changes will need to be made more

abruptly—whether in response to trust fund depletion, rising borrowing costs, or shifts in



investor sentiment. Adjustments undertaken under time pressure are less likely to be carefully
designed and more likely to impose unintended burdens. In that sense, sustained fiscal imbalance
not only raises economic risks but also increases the probability that efforts to restore
sustainability could create uncertainty and hardship for older Americans.

The remainder of the paper examines the drivers of this trajectory and their implications.
It begins by laying out the arithmetic governing the evolution of debt relative to GDP,
emphasizing the roles of primary deficits and the relationship between interest rates and
economic growth. It then describes in greater detail the contributions of demographic change and
other factors to the projected rise in deficits and debt. The analysis next considers the uncertainty
surrounding current projections, with a focus on whether stronger-than-expected productivity
growth, lower-than-expected interest rates, or higher-than-expected inflation could materially
alter that path. Finally, the paper turns to the risks associated with sustained high and rising debt
and concludes by briefly considering the implications for retirement security and for the timing
and magnitude of eventual policy adjustments.

Although this paper does not propose a specific fiscal reform package, the arithmetic of
debt dynamics makes clear that some policy adjustment will ultimately be required. The longer
meaningful changes are delayed, the larger they will need to be to stabilize debt relative to GDP.
A clear assessment of the forces driving projected deficits, the economic costs of sustained high
debt, and the risks associated with continued imbalances can help frame more deliberate choices
about how to place the federal budget on a sustainable path while fostering broad and durable

retirement security for American households.

The Arithmetic of Debt Dynamics



The evolution of federal debt relative to GDP is governed by a simple accounting

relationship. In any year, the change in the ratio of debt to GDP can be approximated as:

A(D/Y) = (primary deficit)/Y + (r — g)*(D/Y),
where D denotes federal debt held by the public, Y corresponds to GDP, r is the effective interest
rate on government debt, and g is the growth rate of GDP. The first term reflects the direct
contribution of the primary deficit to debt accumulation. The second term captures the
interaction between the existing stock of debt and the difference between interest rates and
economic growth.

Debt rises relative to GDP when the sum of these two components is positive. Even if
growth exceeds the interest rate, sufficiently large primary deficits will push debt upward.
Similarly, even modest primary deficits can place debt on a rising path when interest rates
exceed growth.

When debt is elevated, the fiscal outlook becomes more sensitive to changes in economic
conditions. The impact of the interest—growth differential is magnified because it operates on a
larger stock of outstanding obligations. As a result, relatively small changes in interest rates or
growth can materially alter the projected path of debt.

Recent historical experience reflects shifts in both components of the debt dynamic. In
the decades preceding the global financial crisis, primary deficits were generally modest, and the
average interest rate on federal debt was below the growth rate of the economy. With both terms
of the equation working in a favorable direction, the debt-to-GDP ratio was broadly stable and, at
times, declining.

Since 2008, the pattern has been more mixed. Large primary deficits during and

immediately after the global financial crisis led to a sharp increase in debt relative to GDP.



Primary deficits narrowed in the mid-2010s, returning closer to historical norms. However, debt
remained elevated, and deficits widened again later in the decade and during the pandemic. In
the 2020s, the combination of large primary deficits and interest rates that are higher than those
prevailing in the 2010s (even if still below the levels of the 1990s) has contributed to continued
increases in debt relative to GDP.

Looking ahead, stabilizing debt relative to GDP will require bringing primary deficits
into alignment with the economy’s growth and borrowing costs.When debt is already elevated,
even modest primary deficits can sustain an upward trajectory. Importantly, the longer debt
continues to rise, the more difficult stabilization becomes: higher debt implies larger interest
payments, which in turn require larger primary surpluses to prevent further increases. Delay

therefore increases the scale of eventual adjustment needed to place debt on a stable path.

Drivers of Projected Deficits and Debt

The arithmetic described above provides a framework for understanding how debt
evolves over time. This section applies that framework to current projections from the
Congressional Budget Office (CBO 2026) in order to identify the forces driving the expected rise
in debt relative to GDP. Under current law, both components of the debt dynamic—the primary
deficit and the interaction between interest rates and economic growth—are projected to
contribute to further increases in debt. Importantly, these projections assume that the economy

operates near its potential level over time; the projected rise in debt reflects structural features of



the federal budget rather than a prolonged cyclical downturn.

Figure 2. US Federal Deficit
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As shown in Figure 2, the deficit has declined markedly from its pandemic peak, but it
remains large by historical standards even with the US economy operating near full employment
in early 2026. At a little below 6 percent of GDP in 2026, the deficit is about 70 percent larger
than its average over the past sixty years. Outside of major wars and severe recessions, the
United States has rarely sustained deficits of that magnitude. Looking further ahead, deficits are
projected to widen gradually, reaching about 9 percent of GDP by the mid-2050s. This projected
increase arises because certain categories of spending are expected to grow faster than revenues
under current law.

Demographic change and spending. Population aging is the central force behind the projected
rise in age-related spending. The retirement of the baby boom generation, combined with
continued gains in longevity and a decline in fertility that began around the time of the Great

Recession, has increased the share of the population age 65 and older substantially since 2000



and will push it higher in the decades ahead. Moreover, as the baby boom cohort moves further
into retirement, the older population itself is aging, increasing the share of individuals in age
groups associated with higher per-capita health and care-related expenditures. Figure 3 shows
that CBO projects a steady rise in the older share of the population (Congressional Budget Office
2026a). Because Social Security benefits are largely determined by demographic and earnings
histories, and Medicare spending reflects both enrollment and per-beneficiary costs, these

demographic shifts place sustained upward pressure on federal outlays.

Figure 3. Population 65 and Older
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As the beneficiary population grows relative to the working-age population, Social
Security spending rises mechanically as a share of GDP. For Medicare and other major health
programs, the fiscal impact is amplified not only by enrollment growth but also by per-
beneficiary spending trends. Although excess health care cost growth has slowed compared with
earlier decades, even small differences between per-capita health spending growth and overall

economic growth compound over time. Over multi-decade horizons, these incremental



differences materially increase the share of GDP devoted to major health programs. Together,
these forces more than account for the projected increase in noninterest federal spending shown

in the first two panels of Figure 4.

Figure 4. Components of Primary Deficit
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These projections reflect CBO’s current-law baseline. According to CBO’s most recent
estimates, the Social Security trust fund is projected to be exhausted in the early to mid-2030s,
and the Medicare Hospital Insurance trust fund faces similar pressures. CBO’s projections
assume that scheduled benefits continue to be paid in full, abstracting from the automatic
adjustments that would occur under current law if trust fund balances were depleted.

By contrast, other categories of noninterest spending have not exhibited the same
sustained upward trend as age-related programs. Discretionary spending—which represents
about two-thirds of other noninterest spending—has fluctuated over time but has generally
declined as a share of GDP since the early 1980s. Much of that decline reflects reductions in

defense spending relative to GDP following the Cold War and, more recently, the drawdown



from overseas operations. Nondefense discretionary spending, by contrast, has remained
relatively stable over the past several decades, hovering in the range of roughly 3 to 4 percent of
GDP.

As of 2025, total discretionary spending stood at about 6 percent of GDP—near the low
end of its range over the past sixty years. Under current law, CBO projects that discretionary
outlays will grow more slowly than the economy over the coming decade, causing them to edge
down further as a share of GDP.

The assumption that discretionary spending will decline modestly as a share of GDP
plays an important role in containing projected primary deficits. However, maintaining
discretionary spending at such low levels relative to GDP may prove challenging. Emerging
pressures include heightened geopolitical tensions, the fiscal demands associated with climate
change mitigation and adaptation, and the potential need for public investment or social support
in response to rapid technological change. In addition, as the population ages, policymakers may
face growing demands for more comprehensive long-term care coverage or related services,
which are not fully reflected in current projections. Even the relatively small projected decline in
discretionary spending may be difficult to sustain, given the historical reluctance of
policymakers to reduce nondefense discretionary spending relative to GDP for extended periods.
To the extent that future policymakers respond to these pressures with higher discretionary
outlays than currently assumed, the fiscal outlook could deteriorate further.

Revenues. The federal spending associated with demographic change under current law is not
the only factor shaping the fiscal outlook. Relative to the projections made in the mid-2000s,
revenues as a share of GDP are now expected to be materially lower, reflecting both economic

developments following the global financial crisis and subsequent legislative changes.
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Extensions of earlier tax reductions, subsequent tax legislation, and other policy decisions have
reduced the revenue base relative to prior expectations.

Under current law, revenues are projected to rise modestly over time, reflecting features
of the tax code such as real bracket creep and the scheduled expiration of certain provisions.
Even so, revenues are not projected to increase sufficiently to offset the rise in age-related
spending and interest costs. As a result, primary deficits that are large by historical standards for
noncrisis periods are projected to persist under current policy, and the total deficit climbs
materially.

Moreover, as with the discretionary spending projections, the revenue projections embed
assumptions about future policy that may prove optimistic. Scheduled increases in revenues—
particularly those tied to expiring tax provisions—have often faced political resistance in the
past. This asymmetry, in which revenue reductions are enacted more readily than increases,
represents an additional source of upside risk to projected deficits.

Net interest and the compounding of debt. As debt rises, net interest payments become an
increasingly important component of federal spending and of the deficit, as shown in Figure 4.
Even if interest rates remain moderate by historical standards, a larger stock of debt implies
larger interest payments relative to GDP. As shown in Figure 2, net interest is projected to grow
steadily over the coming decades, becoming one of the fastest-growing components of the
federal budget.

In the decade following the global financial crisis, unusually low interest rates mitigated
the fiscal consequences of higher debt. For much of the 2010s, the effective interest rate on
federal debt remained below the growth rate of the economy, limiting the pace at which interest

costs accumulated. That environment is not projected to persist. As shown in Figure 5, under
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CBO’s current long-term projections, real interest rates on federal debt are expected to exceed
real GDP growth modestly by the mid-2030s, with the gap growing over time. Although
projected borrowing costs remain well below the levels observed in the 1980s and 1990s, even a

small positive gap between interest rates and growth places upward pressure on debt when the

existing debt stock is large.

Figure 5 Inflation-Adjusted Interest Rate and GDP Growth

e
~
.......................

- GDP growth

Percent (5-year lagged moving averages)

T T T T T T T
2000 2010 2020 2030 2040 2050 2060

Note. Solid lines are history; dotted and dashed lines are 2025 projections. Last data point: 2056.

Source. Congressional Budget Office 2026 Long-Term Budget Outlook.

In this setting, interest costs compound more quickly. Higher debt leads to higher interest
payments, which in turn widen deficits and add to debt. With interest costs projected to rise from
just over 3 percent of GDP today to nearly 6 percent by the mid-2050s, servicing the debt
absorbs an increasing share of fiscal resources. As interest outlays expand, stabilizing debt

relative to GDP requires correspondingly larger primary surpluses.

Uncertainty and the Potential for Improvements in the Fiscal Outlook

12



Long-term fiscal projections are inherently uncertain. The baseline described above
reflects specific assumptions about productivity growth, interest rates, inflation, health care cost
growth, and future policy. Deviations from those assumptions—whether favorable or
unfavorable—could materially alter the trajectory of debt.

Much of the public discussion focuses on the possibility that economic developments
might ease fiscal pressures without major policy changes. Three channels are typically
highlighted: stronger-than-expected productivity growth, persistently low interest rates, and
higher-than-expected inflation that reduces the real value of outstanding debt. Each could
improve the fiscal outlook relative to baseline projections. Each could ease fiscal pressures, but

none provides a durable or assured solution.

Sustained higher-than-expected productivity growth. Stronger productivity growth would
directly affect the debt arithmetic by raising GDP and incomes, thereby increasing tax revenues
and moderating the rise in debt relative to GDP. Recent advances in artificial intelligence and
related technologies have renewed interest in the possibility that the United States could
experience a sustained acceleration in productivity growth. Some observers argue that Al may
generate gains comparable to (or even larger than) earlier transformative technological periods.

The Congressional Budget Office regularly publishes sensitivity analyses designed to
capture how higher-than-expected productivity growth would affect the fiscal outlook. In its
upside scenario, productivity growth exceeds the baseline assumption by one-half percentage
point per year over the longer-term projection period. In CBO’s framework, stronger

productivity growth raises output, incomes, and tax revenues, but it also affects other
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macroeconomic variables, including interest rates (as growth strengthens, the return to capital
increases, leading to higher projected borrowing costs over time).

Under such an optimistic scenario, debt relative to GDP would be meaningfully lower
than in the baseline. In CBO’s most recent exercise (Congressional Budget Office 2025), the
debt-to-GDP ratio stabilizes around 110 percent of GDP under sustained faster productivity

growth, rather than continuing to rise.

Figure 6. Total Factor Productivity Growth
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To assess how plausible such a scenario might be, it is useful to place it in historical
context. Sustained accelerations in productivity growth of this magnitude have been rare. Figure
6 shows the 25-year moving average of potential total factor productivity growth. The dashed
line indicates the average rate assumed in CBO’s upside scenario for 2030—-2055—roughly 1.6
percent per year. The only point in the historical record when the backward-looking 25-year
average was at or above that level appears at the far left of the figure, reflecting the high-growth

decades that followed World War 11.
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That period was characterized not only by rapid technological diffusion and substantial
public investment, but also by broadly shared economic gains. Since then, the 25-year moving
average has remained well below the rate assumed in the upside scenario. Replicating such an
outcome would require not simply a short-lived burst of innovation, but decades of persistently
stronger productivity growth than has been observed in recent history. While advances in
artificial intelligence may well raise productivity, the magnitude and durability of those effects
remain uncertain.

Moreover, faster productivity growth does not necessarily translate one-for-one into
favorable fiscal effects. Historically, major technological advances have ultimately expanded
economic activity and labor demand, with transitional disruptions but not prolonged aggregate
displacement. A rapid and labor-substituting wave of innovation, however, could unfold
differently. If productivity gains were accompanied by persistent labor market displacement or
reduced labor force participation, the contribution of labor to potential output could be weaker
than implied by productivity alone. Such developments could also increase demands for public
investment, income support, or other forms of adjustment assistance. Stronger productivity
growth in the aggregate thus might not resolve structural imbalances.

Persistent lower-than-expected interest rates. A second possibility is that interest rates might
remain durably below the growth rate of the economy, as occurred for much of the 2010s. When
borrowing costs are lower than growth rates, debt dynamics are more favorable, and a higher
stock of debt can be sustained without placing the ratio of debt to GDP on an explosive path.

The prolonged period of low interest rates following the global financial crisis reflected a
combination of structural forces. Population aging, rising inequality, slower productivity growth,

and strong foreign demand for US assets all contributed to elevated demand for safe stores of
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value. In effect, asset demand outpaced asset supply, allowing interest rates to remain low even
as government debt increased (Auclert et al. 2025). Importantly, aging affects both sides of the
fiscal ledger: while it raises spending on Social Security and Medicare, it also increases the
demand for financial assets as households accumulate wealth later in life.

Whether those forces will persist is uncertain. Some may continue to exert downward
pressure on rates. Others may weaken or reverse. Higher public debt itself may place upward
pressure on real rates over time, particularly if investors demand greater compensation for
holding a growing supply of government securities. Increased investment demand associated
with energy transition or technological change could also push rates higher.

Moreover, there is considerable uncertainty about how sensitive interest rates are to
changes in government debt. Estimates in the literature vary widely (see Gust and Skaperdas
2024). When debt levels are already high, even modest increases in borrowing costs can
materially alter the fiscal outlook. The experience of the past decade demonstrates that low rates
can coexist with high debt—but it does not guarantee that such conditions will persist
indefinitely.

Current projections assume that long-term interest rates will remain below the levels
observed in the 1980s and 1990s but above the exceptionally low levels of the late 2010s. If
interest rates were to remain significantly below projected levels for an extended period —as in
the environment emphasized by Blanchard (2019)— the fiscal outlook would improve. But
relying on that outcome would require confidence that the structural forces that depressed rates
in the 2010s will continue to dominate in the decades ahead.

Inflation as a relief valve. A third possibility is that higher-than-expected inflation could reduce

the real burden of existing debt. Because most federal debt is nominal, an unexpected increase in

16



inflation lowers the real value of outstanding obligations by raising nominal GDP relative to the
existing stock of debt. The inflation surge following the pandemic temporarily slowed the rise in
the debt-to-GDP ratio through this channel.

This mechanism, however, does not provide a durable solution. Once inflation rises,
newly issued debt carries higher nominal interest rates, and investors may demand an additional
inflation risk premium. Over time, the higher cost of borrowing offsets the initial reduction in the
real value of outstanding debt. Moreover, sustained elevated inflation imposes significant
economic costs and can prompt monetary tightening that weakens economic activity. Inflation
therefore represents, at most, a one-time adjustment to the real value of debt rather than a long-
run strategy for fiscal sustainability.

Summary. Each of these developments—faster productivity growth, persistently low interest
rates, or higher inflation—could improve the fiscal outlook relative to current projections. But
history suggests caution in treating any of them as a substitute for policy adjustment. Even under
optimistic assumptions, debt would stabilize only at elevated levels or continue to rise if primary
deficits remain sizable. Ultimately, placing debt on a durable path requires bringing primary

deficits into alignment with the economy’s long-run growth and borrowing costs.

High Debt and the Risk of Fiscal Crisis

High and rising public debt imposes ongoing economic costs, including reduced fiscal
flexibility and, over time, pressure on private investment and growth. Those mechanisms are
well understood. A more difficult question is how sustained high debt affects the risk of fiscal

crisis.
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Discussions of public debt often center on the question: How much debt is too much?
Framing the issue in terms of a specific numerical threshold can be misleading. Countries have
sustained high debt ratios for extended periods without experiencing a crisis, while others have
encountered sharp market pressures at lower levels of debt. The sustainability of public debt
depends not only on its level but also on economic conditions, institutional credibility, political
capacity, and investor expectations.

When debt is already elevated, however, the dynamics of stress change. A fiscal crisis
typically does not emerge gradually from high debt alone. Rather, it often begins with a shift in
expectations—triggered by new information about fiscal policy, political developments, or
financial market disruptions—that leads investors to demand higher compensation for holding
government debt. With a large stock of outstanding obligations, even a modest increase in
interest rates can have rapid fiscal consequences. Because a significant share of Treasury
securities matures each year, higher borrowing costs feed through to interest payments relatively
quickly, widening deficits and reinforcing concerns about the debt trajectory. In this way, a
“flow” event can interact with a high debt stock to generate self-reinforcing pressures.

The United Kingdom’s experience in 2022 provides a useful illustration. The
announcement of tax and spending policies that investors perceived as inconsistent with fiscal
sustainability led to a sharp increase in gilt yields and forced rapid policy reversal (Chen and
Kemp 2023). Although the UK episode was short-lived, it demonstrated how quickly market
sentiment can shift and how feedback in financial markets can amplify an initial shock.
Economic and institutional conditions in the United States differ in important respects, but the

episode underscores that high debt increases sensitivity to changes in confidence.
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The past two decades also illustrate both resilience and uncertainty in US debt markets.
Despite a substantial increase in federal debt since 2007, interest rates remained low for much of
the 2010s, supported by strong domestic and foreign demand for safe assets. But there is no
guarantee that borrowing conditions will remain favorable indefinitely. More recently, higher
inflation and tighter monetary policy have raised borrowing costs, and projections assume that
rates will remain above their pre-pandemic lows. When debt is high, sustained increases in rates
materially raise interest payments and can accelerate fiscal pressures even in the absence of a
full-blown crisis.

These considerations are particularly relevant for retirement security. Social Security and
Medicare represent long-term commitments to older Americans. In a scenario in which
borrowing costs rise abruptly or investor confidence weakens, policymakers could face pressure
to enact significant fiscal adjustments on short notice. Changes undertaken under time pressure
are less likely to be carefully designed and more likely to impose concentrated burdens.
Stabilizing debt earlier reduces the probability that retirement programs would need to be altered
abruptly in response to market developments.

None of this implies that a fiscal crisis is imminent. The United States benefits from deep
capital markets, a diversified economy, and the dollar’s central role in global finance. But high
and rising debt increases exposure to adverse shocks and reduces room for error. Managing that
vulnerability is an important dimension of fiscal sustainability.

Implications for Retirement Security

The fiscal outlook implies that policy adjustment will eventually be required. Given the

size of Social Security and Medicare within the federal budget, it is difficult to envision a

credible path to stabilizing debt that does not involve changes to public retirement programs,
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revenues that finance them, or both. The question is not whether adjustments will occur, but how
and when they will be made.

Without proposing a specific reform package, it is still useful to highlight a few
considerations that should guide efforts to strengthen retirement security while putting the budget
on a more sustainable path.

First, reforms should seek to avoid creating unnecessary hardship. Social Security
remains the primary source of income for a large share of retirees, and many households—
particularly in the lower half of the income distribution—have limited financial resources outside
of it. The decline of defined benefit pensions and uneven private saving have increased reliance
on public programs. Abrupt or poorly targeted benefit reductions could therefore impose
significant hardship. Protecting vulnerable households, and where appropriate complementing
program changes with policies that encourage private saving or support labor force participation
at older ages, should be central considerations in reform design.

Second, timing matters. Acting earlier allows changes to be phased in gradually, giving
households time to adjust their saving and retirement decisions. Delaying action narrows the
range of available options and increases the likelihood that reforms will need to be sharper or
implemented under less favorable economic conditions. Gradual adjustment can spread burdens
more broadly across cohorts and reduce the disruption associated with large, sudden changes.

Third, questions of fairness cannot be avoided. Over the past several decades, income
growth has been uneven across the distribution, with higher-income households experiencing
faster gains. Decisions about how to restore fiscal balance—whether through adjustments to
benefits, changes in payroll or income taxes, or other measures—will necessarily affect different

income groups differently. Policymakers must weigh considerations of distributional equity
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alongside fiscal sustainability. Intergenerational considerations also arise. Future cohorts are
projected to enjoy higher average incomes than current retirees, but they will also confront
substantial challenges, including fiscal pressures, climate-related costs, and potential economic
disruptions from technological change. The design and timing of reform influence how burdens
are shared across generations.

None of these principles dictate a specific policy package. But they underscore that
ensuring durable retirement security requires more than technical adjustments to budget
projections. It requires deliberate choices about how to stabilize debt while protecting vulnerable
households, allowing time for adjustment, and distributing burdens in a manner that is broadly
perceived as fair.

Conclusion

The fiscal outlook of the United States is shaped less by temporary shocks than by
durable structural forces: population aging, rising spending on major health programs, persistent
primary deficits, and growing interest obligations. Under current law, these forces place federal
debt on an upward path relative to GDP. The arithmetic governing debt dynamics is
straightforward. Stabilizing debt requires aligning primary deficits with the economy’s long-run
growth and borrowing costs.

Uncertainty surrounds every component of that outlook. Productivity growth could
exceed expectations. Interest rates could remain lower than projected. Inflation could temporarily
reduce the real burden of existing debt. But none of these developments provides a reliable
foundation for fiscal planning. Even optimistic scenarios generally stabilize debt only at elevated

levels and depend on favorable economic conditions sustained over decades.
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High and rising debt affects retirement security in multiple ways. Retirees, like the rest of
the population, are exposed to the broader economic consequences of fiscal imbalance—through
changes in growth, interest rates, inflation, and asset values. Financial market volatility or tighter
credit conditions can directly affect household wealth and borrowing costs. At the same time,
because Social Security and Medicare constitute a large share of federal spending, any
meaningful fiscal adjustment is likely to involve changes to programs that are central to
retirement income and health security.

Efforts to place the federal budget on a more sustainable path should thus be undertaken
thoughtfully, with attention to its effects on households and on the durability of retirement

security.
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