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The Debt Deniers’ Fantasy
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t's not quite on a par with 9/11 truthers or Obauiréhers, but recently a number of
liberal commentators have descended into the fwvamps of denialism by rejecting the
most basic facts about our debt and deficit. Miad,ythey are not arguing about the best
policies to reduce the debt — taxe hikes vs. spgnduts — but actually denying that

the problem exists at all.

Paul Krugman, for example, pronounces the debtlpnobmostly solved.” Matt
Yglesias ofSate asks, “What sovereign debt crisis? There certasmit one in the
United States.” Bruce Bartlett, every liberal ecanist’s favorite former conservative,
adds that “our long-term budget situation is n@rheas severe as even many budget
experts believe.”

Bolstered by a study from the left-wing Center ardBet and Policy Priorities, the debt
deniers claim that a combination of economic growak hikes, and projected (but not
yet realized) spending reductions have alreadyifsigntly reduced deficits. They argue
that a mere $1.2 trillion in additional tax hikeseothe next ten years, and the resulting
savings on interest, would enable us to “stabile’ debt at a mere 73 percent of GDP
by 2022.

Now there’s something to get excited about: staibidj our debt at an amount equal to
nearly three-quarters of the value of all goods ser@tices produced in this country each
year. Yippee!

But even if you think that’'s good news, it's noaltg the truth. The 73 percent figure
actually represents only that portion of the fetlgewernment’s debt classified as “debt
held by the public,” primarily those U.S. governmsecurities that are owned by
individuals, corporations, and other entities algghe federal government itself. Debt



held by the public currently totals roughly $11riion and is expected to rise to roughly
$19.1 trillion by 2022.

Left out of this analysis, however, is roughly $#iion in “intragovernmental” debt,
which consists of the debts that the federal ganemt owes to itself, through more than
100 government trust funds, revolving accounts, spetial accounts, such as the Social
Security and Medicare Trust Funds (worth $2.7idnlland $344 billion respectively).
The combination of debt held by the public andrigdeernmental debt yields our current
$16.4 trillion in total red ink.

The debt deniers justify ignoring intragovernmeimlabt on the grounds that only debt
held by the public competes with investment inthagovernmental sector. Moreover,
while interest on debt held by the public is paidash and creates a burden on current
taxpayers, intragovernmental-debt holdings typycdt not require cash payments from
the current budget and don’t present a burden dete economy.

Intragovernmental debt can also be considered shiaie\softer” than debt held by the
public, since the government can control when ahdther trust-fund debt is paid
through, for example, alterations to the Socialusiec benefit formula.

But the federal government, and deficit doves, casimply write off intragovernmental
debt as inconsequential. As opponents of Sociali@geceform often argue when
asserting the program’s solvency, the securitiés Inethe Social Security Trust Fund
are backed “by the full faith and credit of the UgBvernment.” Eventually the securities
held by the various trust funds and other accowithave to be redeemed, just as if
intragovernmental debt were debt held by the publematter how you treat
intragovernmental debt today, repaying it shouldnicuded in any projection of future
government spending.

Therefore, a fair accounting of our debt shouldude both that held by the public and
intragovernmental debt. By that accounting, weeanitty owe 102 percent of GDP, and
by 2022 our national debt will be 118 percent ofR5D

Moreover, by cutting off the trend line in 2022e ttiebt deniers ignore the enormous
unfunded liabilities of Social Security and Medeathe costs of which will kick in



mostly beyond this limited budget window. AccordiiegSocial Security’s board of
trustees, the discounted present value (the ambantvould have to be set aside today,
earning 3 percent interest, in order to pay fuilvertfalls forever) of that program’s
unfunded liabilities is more than $20.5 trillionnd, according to the most optimistic
estimates by the Obama administration itself, isealinted present value of Medicare’s
unfunded liabilities is more than $42 trillion. Aticht is an estimate that assumes
Obamacare actually reduces health-care costs.

True, those obligations represent the “softestifaif debt. But “soft” does not mean
debt that can be completely dismissed. Accordingeteerally accepted accounting
principles (GAAP), by which private corporationsddy promises to pay future benefits
are generally categorized as debt. After all, tHussefit payments are called for under
current law, and it would take congressional actmohange them. Unless and until
Congress reforms Social Security and Medicare gtlotdigations exist, but debt deniers
are especially vehement in their opposition to igedg such reform. By their very failure
to reform Social Security and Medicare, the denierslen the program’s future
liabilities.

If we include all this debt — public debt, intragwamental debt, and unfunded
liabilities — we currently owe at least $79 triip500 percent of GDP, and perhaps as
much as $127 trillion, 800 percent of GDP.

That said, these future liabilities will be paid woit of today’s but out of future

economic production, which will inevitably be largdeasurements of the discounted
present value of future liabilities are extremedpsitive to assumptions about future
interest/discount rates. Therefore, a better wapatoulate the true size of the national
debt might be to measure the share of a countutsd GDP that will be required to
finance that debt. By this measure, the UnitedeStidces a debt equal to an additional 9
percent of its future GDP forever.

However, this may underestimate the tax burdenireditio pay the debt, because a
country’s tax base is only a fraction of its GDRcArdingly, the tax increases required
to pay the debt would need to be much larger a@eptage of the current tax base than
as a percentage of GDP. For example, the payrolbdge equals slightly less than one-



half of GDP, implying that the 15.3 percent U.Synoél-tax rate would have to be more
than doubled to pay our debt. Similarly, the incetare base is roughly 36 percent of
GDP, meaning that revenue from income taxes woane: ho more than double,
requiring massive rate increases just to pay wieabwe.

Taxes at such levels would almost certainly depbbesis investment and consumption,
substantially slowing economic growth.

Indeed, the debt is likely reducing economic groaltieady. The International Monetary
Fund looked at the relationship between debt and@uic growth, concluding that,

from 1890 to 2000, countries with high debt leysse consistently experienced slower
economic growth than those with low debt levelsni&irly, economists Carmen Reinhart
and Kenneth Rogoff concluded that countries witht detaling more than 90 percent of
GDP have median growth rates one percentage mvierlthan countries with lower
debt levels, and average growth rates nearly fointg lower. The slow economic
growth that the United States has seen comingfahieaecession is likely due in part to
our high levels of government debt.

Perhaps this was all thought up by President ObaMaslim Kenyan overlords to hide
the Mossad's role in 9/11, but | sort of doubflthe debt deniers’ argument is about as
unrealistic.



