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Putting our National Deficit into Perspective 
_____________ 

 
How to interpret the Headlines regarding our National Deficit 

 
Since the Revolutionary War, the United States government has relied on deficit spending to finance its 
operations. French, Dutch, and domestic lenders funded our nation’s fight for independence. Since then, we 
have been spending more than what we earn and borrowing to make it work.  
 
To clarify terminology, the deficit is the shortfall on our national balance sheet between what we spend and 
what we earn. Debt is what we borrow from individual investors, states, corporations, and foreign 
governments to cover the deficit. Deficit spending, not inherently bad, is a way to fund government initiatives 
without raising taxes or reducing the scale of government programs and services. 
 
We have lived with a budget deficit for so long and without palpable repercussions that we rarely 
contemplate its potential practical implications for our country’s or ultimately our own finances. Unlike 
unemployment, for example, the national deficit is not an immediate economic crisis. Plus, the numbers are 
so staggering that trying to get one’s mind around them is like trying to fathom the enormity of the universe. 
In the wake of a massive government spending campaign to provide COVID-related relief, however, more 
people are taking the deficit seriously and feeling uneasy about all the borrowing, warranted though it may 
be.   
 
As of June 30, the National Deficit hit $2.2 trillion within the first half of the fiscal year (our government runs 
on an Oct 1 to Sep 30 fiscal year). Goldman Sachs projects a $3.3 trillion U.S. budget deficit for the entire 
2021 fiscal year. The Congressional Budget Office projects that our 2021 national deficit will be 10.3% of our 
national Gross Domestic Product (GDP). Our national debt is currently 106% of our GDP. While the exact 
projected numbers may vary from firm to firm or entity to entity, the bottom line is that we have not 
borrowed this heavily since World War II, and if we default on our debts, there will be a global economic 
crisis. 
 
Still, few economists have expressed alarm over the deficit. The Federal Reserve has kept interest rates near 
zero to encourage economic activity and so that we could afford to borrow. Economist William Dudley, 
former President of the Federal Reserve Bank of New York, believes that as long as real rates (inflation-
adjusted market interest rates) stay near zero, we can probably sustain a 130% debt to GDP ratio. “The Fed 
needs to do its job” by keeping inflation low, he has said.  
 
Some raise the concern that given the size of our debt, creditors here and abroad may demand higher 
interest rates. The Fed has pledged to keep rates low through 2022, though, and is under enormous 
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pressure to do so. Economic indicators point to a fast economic recovery and expansion, so we should 
continue to have leverage with our lenders.   
 


