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Over many years, politicians in the U.S. and EU have set their economies on a course to 
rendezvous with economic and financial disaster. Few leaders on either side of the Atlantic 
have the resolve to face the music; those who do may find themselves to be unelectable. They 
have little choice left now, but to kick the debt can down the road.  
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One of the most frequent questions we receive from clients is “What is going to happen with the 
debt situation?” Our answer of course, is “We don’t know.” With the exception of World War II, 
the country has never seen this kind of government debt.  
 
Amid all the stimulus, it is easy to see that the pandemic response and the flourishing recovery 
are resulting in a towering cost to the treasury as well as to the future economy. So far, the 
stimulus and the Federal Reserve's backstopping of the credit markets have dodged the 
predictions of personal and corporate bankruptcies and economic devastation. 
 
Over the past year, the market has concluded that the economy will quickly rebound, and it 
continues to ride the wave of unparalleled fiscal stimulus—with even more anticipated. This 
optimistic outlook has allowed a quick recovery from the panic selling that occurred during the 
onset of the pandemic. The current strong movement in the market can be attributed to the 
development of successful Covid 19 vaccines and the decline in the total number of infections.  
The vaccination program appears to be leading the second wave of an economic rebound. 
 
The high debt level is not a concern for the market to worry about. In fact, the pandemic may 
have created a new template to shrink future recessions. Just give away multi trillion-dollar 
stimulus packages to rekindle growth and don’t worry about deficits. 
 
Recently, Jamie Dimon, CEO of JP Morgan, noted:  
 
"In a normal recession unemployment goes up, delinquencies go up, charge-offs go up, home 
prices go down; none of that’s true here...savings are up, incomes are up, home prices are up. 
So... you’re going to have a much murkier economic environment going forward than you had 
(last) May and June.”  
 
The fiscal stimulus and the record-low cost of capital will likely continue to spur market risk-
taking and may continue to propel the market to new heights—until it doesn’t. Currently the 
stimulus is continuing to propel the economy as well. From an investment standpoint, we have 
been “making hay while the sun shines.”  We learned years ago that it’s not a good idea to “fight 
the fed.” Last May, the “correction” subsided, and we began increasing our own risk budget 
substantially. We have ridden the swift currents of market momentum with pleasing results, thus 
far.    
   
The President’s new 2.3 trillion-dollar stimulus plan focuses on jobs and crumbling 
infrastructure. If passed by Congress, it may extend the runway further giving more time and 
fuel to the economy to rebound. The “big jolt” will probably occur when the ebbing doses of 
stimulus expire, or the economic consequences become clear.  
 
The amount of outstanding debt, and the subsequent deficit, has been a problem in the U.S. for 
much of the last two decades. In the beginning, policymakers made annual promises of less 
debt and more economic growth. That’s not possible in today’s economic environment nor in the 
foreseeable future.  
 
With the Federal government ramping up debt, and running deficits, true economic 
growth will continue to deteriorate as this article reveals.  
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It’s Hard to Remain Optimistic Over the Long Term… 
 
Deficits 
 
Over the past 50 years the deficit has averaged 3% of the GDP. By 2050, the Federal deficit is 
projected to equal 13% of GDP. 

 
Source: Congressional Budget Office 
 
According to the most recent Long-Term Budget Outlook report from the Congressional Budget 
Office (CBO), if current conditions remain unchanged, debt as a percentage of GDP will 
increase in most years as the government incurs budget deficits larger than the growth of the 
economy. Deficits will drastically rise after 2030 as mandatory spending, outlays for the major 
health care programs, and interest payments on debt grow far faster than expected revenues.  

 
“Deficits increase again in the last few years of the decade, reaching 5.3 percent 
of GDP in 2030. That level is historically high and more than one-and-a-half times the 
average over the past 50 years (3.0 percent of GDP).”—CBO 
 

In the second and third decades of the CBO’s projection period, deficits grow from 5.3 % of 
GDP in 2030 to 9.0% by 2040. They will hit 12.6% by 2050. Over that 20-year period, deficits 
will average 9.0% of Gross Domestic Product (GDP). That is 3x higher than their 50-year 
average of 3.0%.  
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CBO estimates policymakers would need to enact 3.6% of GDP in spending cuts and tax 
increases starting in 2025. Such actions could restore the debt to 2019 levels by 2050. That’s 
the equivalent of cutting all spending by one-sixth or increasing all revenue by one-fifth.  
 
Neither of those things are likely to happen.   
  
FEDERAL SPENDING 
 
After the effects of increased spending associated with the pandemic dissipate, net spending as 
a share of GDP rises in CBO’s projections. This is projected to nearly quadruple in relation to 
the size of the economy over the long term.   
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Percentage of Gross Domestic Product 
Source: Congressional Budget Office 
 
Federal spending is projected to grow from an average of 21.3 % of GDP from 2010 to 
2019 to an average of 29.3 % from 2041 to 2050.  
 
Most of the acceleration in spending is attributed to spending for Social Security (mainly owning 
to the aging of the population) and for Medicare and other major health programs. Much of the 
growth is attributed to excess cost growth--the extent to which the growth rate of health care 
costs per person (adjusted for demographic changes) exceeds the growth of GDP per person. 
This accounts for most of the acceleration in growth in total deficits that will occur between 2030 
to 2050. 
 
At the end of 2019, the US was already spending nearly $1 TRILLION more than we brought in. 
Unfortunately, this also means the CBO’s already catastrophic long-term debt forecast is 
underestimating the problem. It already requires over 100% of all Federal revenues just to cover 
mandatory spending.  
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Spending Will Be Higher 
“According to the Center on Budget & Policy Priorities, roughly 75% of every tax dollar goes 
to non-productive spending.”  

 

In 2019, 75% of all expenditures went to social welfare and interest on the debt. Those 
payments required $3.3 Trillion of the $3.5 Trillion (or 95%) of the total revenue collected. 
That was BEFORE the shutdown of the economy due to COVID-19. 
 
Since the onset of the pandemic, both unemployment insurance and “other benefits” have 
surged by $3 trillion. Those increases are in excess of the continued increases in all other 
benefits, like social security, Medicaid, and Veterans’ benefits. Importantly, for the average 
person, these social benefits are critical to their survival. Government assistance now makes up 
38% of real disposable personal incomes. 
 
Social welfare now makes up the highest percentage of disposable personal incomes in history 
despite record low unemployment, rising wage growth, and the longest economic expansion in 
U.S. history. 
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Federal Revenues & Expenditures 

 
In 2020, the collapse in real economic growth has resulted in a collapse in Federal Tax revenue. 
It now requires more than of 100% of tax receipts just to meet the mandatory spending of social 
welfare and interest on the debt according to a 2020 report published by the program’s trustees. 
  
Rising debt and deficits are driven by a disconnect between spending and revenue. CBO 
expects spending to grow rapidly over the next three decades and revenue to grow 
gradually. The 11.7 percent of GDP growth in Social Security, health, and interest costs alone, 
explains more than the entire 10.3 percent growth in total spending through 2030. 
 

 
Percentage of Gross Domestic Product 
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Once the effects of decreased revenues and the economic disruption caused by the 
pandemic dissipate, revenues measured as a percentage of GDP are projected to rise. 
 
In the CBO’s projections, federal revenues increase from an average of 16.4 percent of GDP 
from 2010 to 2019 to an average of 18.4 percent from 2041 to 2050. 
 
CBO estimates stabilizing debt at 2019 levels will require annual tax and spending adjustments 
between 2025 and 2050. 

 
Percentage of Gross Domestic Product 
 
Most of the future growth in tax revenues is attributable to the increasing share of income that is 
pushed into higher tax brackets. These tax measures rely on the implementation of the “sunset” 
provisions of the 2017 tax act that automatically reverts most of the changes made to individual 
income taxes back to the levels previously set by the Obama administration.  
 
The Federal Deficit 
 
From the 2020 annual projections from the Congressional Budget Office (CBO), deficits are 
projected to accelerate in the last few years of the decade, reaching 5.3% of GDP in 2030. That 
level is more than one-and-a-half times the 3% average over the past 50 years. However, in the 
second and third decades of CBO’s projection period, deficits grow from 5.3 % of GDP in 2030 
to 9.0% by 2040.    
 
If current conditions remain unchanged, debt as a percentage of GDP will increase in most 
years as the government incurs budget deficits larger than the growth of the economy. Deficits 
will rise after 2030 as mandatory spending for the major health care programs, and interest 
payments on debt grow faster than expected revenues.  
 
At the end of 2019, there were 180 million covered workers and their families. Social Security 
was providing income to about 64 million Americans. About 48 million of them were over age 
65, and the majority of the rest were disabled. 
 
If nothing changes, the Social Security Trust Fund (OASDI) will be fully depleted by 2034. If that 
occurs, the program will impose across-the-board cuts of 20 percent to all beneficiaries. 
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Medicare Funds 
 
The CBO report also said that Medicare’s hospital insurance fund would be depleted in 2026, 
three years earlier than anticipated in last year’s report. Absent changes, the program then 
would be able to handle only 91% of costs. 
 
The Congressional Budget Office now expects the Hospital Insurance Trust Fund, which 
finances Medicare Part A, to become insolvent by 2024, two years earlier than previously 
forecast due to the effects of COVID-19. Without Congressional action, CBO estimates 
Medicare spending will have to be cut by 17% — about $1,000 per beneficiary — to keep the 
program operational for future generations. 
 
Watchdogs and deficit hawks have tried to sound the alarm on Medicare's increasingly 
precarious financial situation for years, but legislators have yet to take any meaningful policy 
action. 
 
THE NATIONAL DEBT 
 
“Rising debt levels actually erode future economic growth, as it displaces revenue from more 
productive uses” --CBO.  

 
Percentage of Gross Domestic Product 
Source: Congressional Budget Office 
 
In CBO’s projections above, the total federal debt held by the public will surpass its World War II 
historical high of 106% of GDP in 2023 (dotted line). Debt continues to increase thereafter, 
reaching 195% of gross domestic product (GDP) by 2050. That will be the highest percentage in 
the nation’s history and nearly 2.5 times what it was at the end of 2020.  
 
Debt May Be Far Worse 

 
“Actual debt levels could grow significantly faster than CBO forecasts. Under our 
alternative scenario (AS), debt would reach 246 percent of GDP in 2050.” –CRFB 
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According to the Committee for A Responsible Federal Budget (CRFB), projected debt in 2050 
will be nearly five times higher than the 50-year average of 42 percent of GDP. It will be on track 
to double the previous record of 106% set just after World War II. In dollar terms, debt will rise 
from nearly $21 trillion today to $121 trillion (246%) by 2050. 
 

 
 
On the chart above, the black line represents 2019 budget projections; the heavy red line is the 
current CBO projection, and the dotted red line is the 246% alternative scenario (AS) presented 
by (CRFB).  
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THE ECONOMY 
 
Ratcheting Growth Down  
 
Since the Federal government began ramping up debt, and running deficits, real economic 
growth continues to deteriorate. High and rising federal debt makes the economy more 
vulnerable to rising interest rates and rising inflation. 
 

 
 
On the chart above, the thin dotted orange line illustrates the 3.2% long term GDP growth trend 
that has been in place since 1947.  
 
Before the “2008 Financial Crisis,” the economy had a linear growth trend of real GDP of 
3.2% (Top orange dotted line). Following the 2008 recession, the debt problems and leverage 
increased. The growth rate dropped to the exponential growth trend line of roughly 2.2%. 
(middle blue line). Then, in 2020, the “COVID-19″ crisis led a debt surge to new highs. This will 
result in a fall of GDP growth to 1.5% or less (bottom dotted red line). 
 
“The growing debt burden also raises borrowing costs and slows the growth of the economy and 
national income. There is an increased risk of a fiscal crisis or a gradual decline in the value of 
Treasury securities.” –CBO 
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The stock market may rise due to massive Fed spending, but it now requires $7.42 of debt to 
create $1 of economic growth. This disparity will only worsen as the debt continues to expand at 
the expense of more robust rates of real economic growth. 
 
“The government is already running a massive deficit. It also expects to issue another $2.3 
Trillion in debt during the next fiscal year. The efficacy of ‘deficit spending’ in terms of its impact 
on economic growth has been greatly marginalized.” --CFRB 
 
SITUATION SUMMARY:  
 
Perhaps the biggest reason the stock market is booming is that the recession did not feel like a 
recession to many people. This is because the government response completely dwarfs the 
actions taken during the Great Recession. 2020 witnessed, by far, the biggest government cash 
giveaway of all time. While short-term indicators, such as consumer confidence and corporate 
economic data, appear to beckon recovery, the longer-term economic issues remain a serious 
concern.   
 
At this point, attempting to foresee the magnitude of the government debt and the future path of 
the economy seems to be an exercise in futility simply because of the sheer number of 
“emergency” measures being employed by government to shore up the current markets and 
economy at ALL costs.   
 
American and European Union politicians have shown no willingness to throw themselves under 
the bus by making the tough decisions necessary to avoid a looming global economic disaster. 
They endlessly kick the can down the road, perhaps believing that the borrowing binge can go 
on forever. Stay Tuned… 
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Kicking the Can Down the Road Cartoon is by RJ Matson.  Licensed by Political Cartoons.com.  
  
The Committee for a Responsible Federal Budget is a nonpartisan, non-profit organization 
committed to educating the public on issues with significant fiscal policy impact. The 
committee’s bipartisan leadership comprises some of the nation's leading budget experts, 
including many past heads of the House and Senate Budget Committees, the Congressional 
Budget Office, the Office of Management and Budget, and the Government Accountability 
Office. 
 
The Center on Budget and Policy Priorities (CBPP) is a nonpartisan research and policy 
institute. CBPP pursues federal and state policies designed both to reduce poverty and 
inequality and to restore fiscal responsibility in equitable and effective ways. Their deep 
expertise in budget and tax issues and knowledge of government programs and policies 
stimulate informed debates and seek to achieve better policy outcomes. 
…………………………………………………………………………………………………………………………………………………………….  

DISCLOSURE  

ProActive Capital Management, Inc. (PCM”) is registered with the Kansas Securities 
Commission. Such registration does not imply a certain level of skill or training.  

The information or position herein may change from time to time without notice, and PCM has 
no obligation to update this material. The information herein has been provided for illustrative 
and informational purposes only and is not intended to serve as investment advice or as a 
recommendation for the purchase or sale of any security. The information herein is not specific 
to any individual's personal circumstances.  

PCM does not provide tax or legal advice. To the extent that any material herein concerns tax or 
legal matters, such information is not intended to be solely relied upon nor used for the purpose 
of making tax and/or legal decisions without first seeking independent advice from a tax and/or 
legal professional.  

All investments involve risk, including loss of principal invested. Past performance does not 
guarantee future performance. This commentary is prepared only for clients whose accounts 
are managed by our tactical management team at PCM. No strategy can guarantee a profit.  All 
investment strategies involve risk, including the risk of principal loss.   

This commentary is designed to enhance our lines of communication and to provide you with 
timely, interesting, and thought-provoking information.  You are invited and encouraged to 
respond with any questions or concerns you may have about your investments or just to keep 
us informed if your goals and objectives change.   

 


