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The US fiscal outlook is very challenging
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Note. Dashed line is projection. Last data point: 2056.

Source. Congressional Budget Office 2026 Long-Term Budget Outlook.
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The federal deficit is high and projected to rise further

US Federal Deficit
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Note. Dashed line is projection. Last data point: 2056.

Source. Congressional Budget Office 2026 Long-Term Budget Outlook.
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Flat primary deficits—but rising total deficits

Figure 2. US Federal Deficit i .. i
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Note. Last data point: 2056.
Source. Congressional Budget Office 2026 Long-Term Budget Outlook.
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The key
exogenous
driver of
federal
deficits is
population
aging
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Figure 4. Components of Primary Deficit
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Demographic pressures are not going to let up anytime

soon
Figure 3. Population 65 and Older
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Note. Dashed line is projection. Last data point: 2056.

Source. Congressional Budget Office 2026 Demographic Outlook.
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The non-aging-related spending projections may well be

optimistic
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The historical downtrend overall reflects the peace
dividend following the Cold War, but defense needs
may be rising

Nondefense discretionary is projected to decline
but that wouldn’t be consistent with history—it’s
been remarkably stable at 3-4 percent of GDP

Note. Dashed lines are projections. Last data point: 2056.

Source. Congressional Budget Office 2026 Long-Term Budget Outlook.
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Maybe we’ll luck out? Low interest rates were a real

help in the 2010s

Figure 5. Inflation-Adjusted Interest Rate and GDP Growth
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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.
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Does not seem
very likely

CBQO’s projection
is not exactly
aggressive given
the high level of
global public
debt



Maybe we’ll luck out? Al is very exciting

Figure 6. Total Factor Productivity Growth I\/Iaybe
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Source. Congressional Budget Office. (also—risks to the budget from potential

mass displacement)
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Solutions are available—but difficult to implement

There is no shortage of proposals to improve the fiscal outlook
Many would place debt on a sustainable path

Yet Congress has taken little concrete action

The constraint appears to be political, not technical
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So where does this leave us?

If projections are broadly correct, debt continues rising relative to GDP

This likely implies gradual economic costs:
reduced capital formation and slower growth

less fiscal space to respond to shocks

But the longer this goes on, the greater the risk that investor sentiment
shifts

raising borrowing costs further

and forcing faster and less orderly policy adjustment
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Retirement security and the risk of forced adjustment

Social Security and Medicare are central to the fiscal outlook

Meaningful fiscal adjustment is likely to involve changes to these
programs (spending, revenue, or both)

Adjustments made under pressure are more likely to be abrupt and poorly
designed

Acting earlier allows for more gradual, deliberate, and better-targeted
reforms—and gives people more time to prepare
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