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Dynan (2026): Aging and U.S. Debt

* Core Message: U.S. debt is rising mainly because of
population aging and entitlement growth

* Aging - higher Social Security & Medicare
spending

* Persistent deficits + rising interest costs -
accelerating debt

* Key Takeaway: Without policy changes, debt keeps
rising—and retirement programs are central

* Growth, low rates, or inflation won’t reliably fix the
problem



Alternative Scenarios for Debt as % GDP
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High Growth = Higher rates
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Boccia & Nachkebia (2026):
Social Security’s Role

e Core Message: Social Security is a major driver of
the expected growth in federal debt

* Already running annual cash-flow deficits -
financed by borrowing

* Design features (earnings-based benefits, wage
indexing) = built-in spending growth

* Takeaway: Reform requires changing benefit
growth and program structure

e Economic growth or inflation cannot close the gap



Connecting the Dots

* Dynan: Aging drives the fiscal problem

* Boccia/Nachkebia: Social Security design amplifies
it

* Demographics create pressure; program structure
turns it into persistent deficits

* Core message: Stabilizing debt requires
entitlement reform + timely action



Global Sovereign Debt Outstanding (SBil)
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Projected Government Debt as % GDP
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Fiscal Arithmetic:r-g

* CBO projections assume avg rates ~3.6% and
long run growth ~4%

* Debt stabilization requires primary surplus = 0

* 2026 primary deficit: ~2.6% GDP (~S800—
350B)

* Required fiscal adjustment sizable but not
unrealistic

* Tariffs excess revenue: ~S150B



Debt and Real Rates

* Historically: +1pp debt/GDP - ~2-3 bps
higher real rates

* Channels: crowding out, term premium,
fiscal risk

* Persistent deficits will probably amplify
Impact
* Probable implications:

* Corporate borrowing, housing market,
and long-run growth



Predicting Armageddon: Gomes and Zhu (2026)
Interest Coverage vs Debt/GDP

Consumption disasters Hyperinflations

(1) 2) 8) 1) @ @

Int/Rev (lag) 0.0312 Int/Rev (lag) 0.0743

(2.566) (6.392)
D/Y (lag) 0.000317 .000158 | D/Y (lag) 0.00132 | 0.00101
(0.430) (2.469)
Constant 5398 4486  -5.607  Constant 4961  -3942  -5.232
(-17.05) (-23.19)  (-16.41) (19.77) (-28.53) (-18.61)
p-value 00103  0.6674  0.0002  p-value 0.0000  0.0136  0.0000

Pseudo R? 0.0195 0.0000477 0.0320  Pseudo R* 0.163  0.00226  0.180
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Rates & the Dollar: EM or DM?

 Historically: higher

Treasu ry yIE|dS % = 5-year government bond yield differential, lhs =US Dollar Index, rhs o
stronger USD . o
(capital inflows) ) M 1
. . , | ‘ 108
* DM: policy-driven ,,‘ M ' '
correlations; EM: i i L
risk sentiment 1 I \ G h
dominates 1 '- "
16 | ' ]
* Failed to hold after M( !
“p . ” ‘ |
Liberation Day 1 \bj 1J0
] 13 9
* Pattern in Japan o— -~~~ N
S|nce ea rly 2024 Jun Jul Auzgozgep Oct Nov Dec Jan Feb Mar Apr May Jugoziu Aug Sep Oct Nov Dec Jan Febzgg:r Apr May



	Public Debt Challenges Around the World: Discussion��Joao F. Gomes
	Dynan (2026): Aging and U.S. Debt
	Slide Number 3
	High Growth ⇒ Higher rates
	Boccia & Nachkebia (2026): �Social Security’s Role
	Connecting the Dots
	Slide Number 7
	Slide Number 8
	Fiscal Arithmetic: r - g
	Debt and Real Rates
	Slide Number 11
	Rates & the Dollar: EM or DM?

