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Why We Care about Debt?
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• Investment: Debt competes for saving / cross-border flows.
• Debt supports more immediate consumption unless invested in 

longer-term public goods, micro or macro (“crowding out”)

• Inter-generational equity: Less investment hurts future 
• Under current policy, future generations likely worse off than current.

• Closure (Inflation): Unless Congress acts, foreign / domestic 
creditors get paid nominally and so Fed must monetize.
• Inflation is essentially a tax on net long duration.
• Rating agencies consider explicit default for sovereign debt 

related to current DC “game of chicken”. 



Aside: What about Japan?

3

Japanese households save about 39% of their income. In contrast, 
U.S. households save 3.5% of their income. 

• [aside: NIPA comparisons are imperfect. NIPA saving metrics separate 
records (i.e., not part of savings) capital gains, or, in the case of 
Japanese houses capital losses before upkeep.] 

• Still, even after those adjustments and including government debt, 
total national savings in Japan is still higher. Japan gross national 
savings rate is about 25% while the United States is at about 18%. 

Becoming numb to national crises (2008, COVID) due to our ability to 
debt finance? Doesn’t work when crisis is itself debt. 
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A self-fulfilling 
debt: "crisis 
zone" where a 
country’s debt 
level makes it 
vulnerable to 
lender sentiment. 
Multiple 
equilibria: if 
lenders believe a 
default will 
happen, their 
refusal to lend 
ensures it does.



What is Debt Actually Measuring?
(Hint: not much)
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Example: $1 Tax Cut Runs Through Treasury
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Now: Identical cash flows as entitlement, 
not run through Treasury (ever)
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Explicit vs Implicit Debt [1]
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$1 of explicit debt (backed by full faith and credit) 
produces same $1 implicit entitlement debt (under 
current policy).

• There are legal differences, although implicit debt often has 
adjustments for inflation.

• Regardless, scorekeepers must consider law “as is” to avoid 
circular arguments (typically, current law for most things and 
“scheduled benefits” for mandatory).



Explicit vs Implicit [2]
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Economically, the reasons we care about explicit debt 
are same for implicit debt:
 

• Investment
• Inter-generational fairness
• Closure 

Treasury (explicit) debt is an accounting exercise for 
technical (auction) purposes, not an economic one.



As an Economics Measure, 
Explicit Federal Debt is a Large Mismeasurement
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“The entire current federal debt held by the public, 
equal to around $27 trillion at start of 2024, is less 
than the $62.7 trillion the PWBM calculates in present 
value benefits paid (or projected to paid) by the Social 
Security and Medicare programs alone to past and 
current generations in excess of the present value of 
payroll taxes collected from them.”

https://budgetmodel.wharton.upenn.edu/issues/2024/4/19/w2024-1
https://budgetmodel.wharton.upenn.edu/issues/2024/4/19/w2024-1


Example: Social Security Act of 2100 (original)
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https://budgetmodel.wharton.upenn.edu/issues/2019/3/1/the-social-security-2100-act-effects-on-social-security-finances-and-the-economy

• SSA OACT and PWBM: mostly solves 75-year imbalance. But even this 
estimate focuses on future changes on explicit debt (scheduled benefits).
 

• PWBM estimated that SSA 2100 increases implicit debt by more than it 
reduces explicit. How? Benefit tax reduction financed with higher taxes 
on working age. So, K falls even relative to schedule benefits baseline.
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https://budgetmodel.wharton.upenn.edu/p/2025-09-08-the-projected-impact-of-
generative-ai-on-future-productivity-growth/

AI could reduce deficits by $400 billion over the ten-
year budget window between 2026 and 2035.
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For Social Security: If AI is twice as large as what we project:

-4.2% of payroll long run imbalance --> -4.05%

For other programs: Baumol’s cost disease
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• Skill-adjusted labor supply 
(the g in the r vs g 
comparison, i.e., 1+g = 
(1+n)(1+x) ) is falling fast.

• Some effects hidden by 
global capital glut (baby 
boomers) shallow over time.

Skill-adjusted labor growth is slowing
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Questions?
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