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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

• Strong productivity 
growth pushes up 
equilibrium real rates (r*)

• r* rises with growth and 
fiscal expansion 
(Laubach-Williams)

• Implication: strong 
economy consistent with 
“higher for longer”



Boccia & Nachkebia (2026): 
Social Security’s Role
• 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
• 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 ($Bil)
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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 (~$800–

850B)
• Required fiscal adjustment sizable but not 

unrealistic 
• Tariffs excess revenue: ~$150B



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
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HyperinflationsConsumption disasters



Rates & the Dollar: EM or DM?
• Historically: higher 

Treasury yields → 
stronger USD 
(capital inflows)

• DM: policy-driven 
correlations; EM: 
risk sentiment 
dominates

• Failed to hold after 
“Liberation Day”

• Pattern in Japan 
since early 2024
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