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Continued Growth In the Budget Gap 

CBO’s annual report of the Long-Term Budget Outlook continued to show 

that federal fiscal policy remains on an unsustainable long-run path. The 

latest estimates indicate that over the next 10 years, the debt-to-GDP ratio 

will rise to 78 percent of GDP and grow even higher, reaching 103 percent 

by 2040. The main challenge remains the large and growing gap between 

total revenues and total spending. As can be seen in the top graph, the 

budget gap is expected to narrow over the next few years before growing 

rapidly once again. Even with revenue growth exceeding the long-run 

average of 17.9 percent of GDP, the explosive growth in federal outlays 

creates large budget deficits which result in higher debt accumulation. The 

primary reason cited by the CBO for the rapid growth in outlays relates to 

the aging of the population and rising healthcare costs. These factors result 

in rapid growth in entitlement programs, including healthcare programs 

(middle graph). More striking, however, is the rapid acceleration of net 

interest outlays as a share of GDP. The CBO estimates that by 2090, net 

interest outlays will be larger as a share of the economy than Social Security 

outlays, assuming an average 10-year Treasury rate of 4.7 percent. The 

dramatic growth in the cost of servicing the debt underscores the 

importance of addressing the anticipated growth in entitlement outlays in 

order to reduce the adverse effects of higher interest outlays in the future.  

A New Way To Look at Future Debt Projections 

The current challenges facing Greece and other European nations provide a 

valuable lesson in what could happen when debt rises to unsustainable 

levels. While there is active debate about the exact level of debt as a share of 

the economy that begins to adversely affect growth, there is clear evidence 

that the higher a nation’s debt level, the greater the adverse effect on GDP 

growth. One of the little talked about parts of the CBO report on the Long-

Term Budget Outlook is the section that discusses the economic feedback 

effects of federal fiscal policy. The CBO finds that the resulting higher debt 

levels by 2040 would reduce output and increase interest rates. Under the 

extended baseline scenario, the CBO projects that the debt-to-GDP ratio 

would top out at 103 percent by 2040. However, after the negative 

economic feedback effects of higher debt levels are included, the debt-to-

GDP ratio would actually come closer to 107 percent of GDP.  

In short, there are no new themes from the CBO in terms of the long-term 

budget outlook. The nation’s fiscal policy remains on an unstainable path. 

As we have seen over the past several years, Congress remains focused on 

short-term patches. Even the budget cuts, known as sequestration, have 

done little to alter the long-run path of fiscal policy. Only time will tell if we 

heed the warnings from the CBO and become serious about correcting our 

fiscal imbalance. 
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Capitol Hill Update: Long-Term Fiscal Outlook Remains Bleak 
Last week, the Congressional Budget Office (CBO) released its annual long-term budget outlook, which 
continued to show a rise in the nation’s debt as a share of GDP. The longer we wait, the tougher the decisions. 

mailto:john.silvia@wellsfargo.com
mailto:michael.a.brown@wellsfargo.com


 

Wells Fargo Securities, LLC Economics Group 

 

Diane Schumaker-Krieg Global Head of Research, 
Economics & Strategy 

(704) 410-1801 
(212) 214-5070 

diane.schumaker@wellsfargo.com 

John E. Silvia, Ph.D. Chief Economist (704) 410-3275 john.silvia@wellsfargo.com  

Mark Vitner Senior Economist (704) 410-3277 mark.vitner@wellsfargo.com 

Jay H. Bryson, Ph.D. Global Economist (704) 410-3274 jay.bryson@wellsfargo.com 

Sam Bullard Senior Economist (704) 410-3280 sam.bullard@wellsfargo.com 

Nick Bennenbroek Currency Strategist (212) 214-5636 nicholas.bennenbroek@wellsfargo.com 

Eugenio J. Alemán, Ph.D. Senior Economist (704) 410-3273 eugenio.j.aleman@wellsfargo.com 

Anika R. Khan Senior Economist (704) 410-3271 anika.khan@wellsfargo.com 

Azhar Iqbal Econometrician (704) 410-3270 azhar.iqbal@wellsfargo.com 

Tim Quinlan Economist (704) 410-3283 tim.quinlan@wellsfargo.com 

Eric Viloria, CFA Currency Strategist (212) 214-5637 eric.viloria@wellsfargo.com 

Sarah House Economist (704) 410-3282 sarah.house@wellsfargo.com 

Michael A. Brown Economist (704) 410-3278 michael.a.brown@wellsfargo.com 

Michael T. Wolf Economist (704) 410-3286 michael.t.wolf@wellsfargo.com 

Erik Nelson Economic Analyst (704) 410-3267 erik.f.nelson@wellsfargo.com 

Alex Moehring Economic Analyst (704) 410-3247 alex.v.moehring@wellsfargo.com 

Donna LaFleur Executive Assistant (704) 410-3279 donna.lafleur@wellsfargo.com 

Cyndi Burris Senior Admin. Assistant (704) 410-3272 cyndi.burris@wellsfargo.com 

 

Wells Fargo Securities Economics Group publications are produced by Wells Fargo Securities, LLC, a U.S broker-dealer registered with the U.S. Securities and 
Exchange Commission, the Financial Industry Regulatory Authority, and the Securities Investor Protection Corp. Wells Fargo Securities, LLC, distributes these 
publications directly and through subsidiaries including, but not limited to, Wells Fargo & Company, Wells Fargo Bank N.A., Wells Fargo Advisors, LLC, Wells 
Fargo Securities International Limited, Wells Fargo Securities Asia Limited and Wells Fargo Securities (Japan) Co. Limited. Wells Fargo Securities, LLC. 
("WFS") is registered with the Commodities Futures Trading Commission as a futures commission merchant and is a member in good standing of the National 
Futures Association. Wells Fargo Bank, N.A. ("WFBNA") is registered with the Commodities Futures Trading Commission as a swap dealer and is a member in 
good standing of the National Futures Association. WFS and WFBNA are generally engaged in the trading of futures and derivative products, any of which may 
be discussed within this publication. Wells Fargo Securities, LLC does not compensate its research analysts based on specific investment banking transactions. 
Wells Fargo Securities, LLC’s research analysts receive compensation that is based upon and impacted by the overall profitability and revenue of the firm 
which includes, but is not limited to investment banking revenue. The information and opinions herein are for general information use only. Wells Fargo 
Securities, LLC does not guarantee their accuracy or completeness, nor does Wells Fargo Securities, LLC assume any liability for any loss that may result from 
the reliance by any person upon any such information or opinions. Such information and opinions are subject to change without notice, are for general 
information only and are not intended as an offer or solicitation with respect to the purchase or sales of any security or as personalized investment advice. 
Wells Fargo Securities, LLC is a separate legal entity and distinct from affiliated banks and is a wholly owned subsidiary of Wells Fargo & Company © 2015 
Wells Fargo Securities, LLC. 

Important Information for Non-U.S. Recipients 

For recipients in the EEA, this report is distributed by Wells Fargo Securities International Limited ("WFSIL"). WFSIL is a U.K. incorporated investment firm 
authorized and regulated by the Financial Conduct Authority. The content of this report has been approved by WFSIL a regulated person under the Act. For 
purposes of the U.K. Financial Conduct Authority’s rules, this report constitutes impartial investment research. WFSIL does not deal with retail clients as 
defined in the Markets in Financial Instruments Directive 2007. The FCA rules made under the Financial Services and Markets Act 2000 for the protection of 
retail clients will therefore not apply, nor will the Financial Services Compensation Scheme be available. This report is not intended for, and should not be 
relied upon by, retail clients. This document and any other materials accompanying this document (collectively, the "Materials") are provided for general 
informational purposes only. 

 
SECURITIES: NOT FDIC-INSURED/NOT BANK-GUARANTEED/MAY LOSE VALUE 


