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SOLUTIONS

SUSTAINING CAPITALISM

A series focused on nonpartisan
reasoned solutions in the nation’s
interest to the central challenges we
face in order to provide prosperity for

all Americans.

How the National Debt Affects All
Generations of Americans

The national debt is often discussed in terms of trillions of dollars, budget projections, and other
macroeconomic measures that feel distant from everyday life. Yet the consequences are not
abstract. Rising debt affects the cost of borrowing, economic opportunity, and financial security
for Americans of all ages. Without a clearer understanding of these impacts, public concern
remains muted and policymakers face less pressure to act.

This report makes the issue tangible. It models five fiscal paths—a baseline scenario, a deficit-
reduction scenario, a higher-deficit scenario, and two global financial shocks—and examines
their effects on the national debt and interest rates. It then brings those outcomes to life through
case studies of a student, a family of four, a future retiree, and a small business owner.

Trusted Insights for What’s Ahead®

e High levels of debt require the Federal government to spend more on interest payments,
leaving fewer resources available for other priorities. If investors begin to view US debt as
riskier, interest rates could rise further, increasing private sector borrowing costs for
expansion, hiring, and investment.

e Compared to the baseline scenario, reducing the deficit leads to a relatively flat national
debt as a percentage of GDP and produces lower interest rates. Increasing the deficit
compared to the baseline significantly increases the debt-to-GDP ratio and causes
increases in the interest rate for government bonds. A global financial shock in the form of a
week-long default of the US government debt in 2029 causes a significant spike in interest
rates, near-term economic volatility, and a higher level of interest rates in the long term. An
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economic shock where interest rates double from the baseline filters throughout the
economy, significantly raising mortgage rates and other costs.

e The differences in interest rates lead to meaningful outcomes over the next decade for
Americans, particularly Americans living under tight budgets. Under the scenario in which
deficits are lower compared to the baseline, student loan costs decreased by 2.7%, housing
costs between 1.8% and 3.7%, and small business loan payments by 7%. Conversely,
increasing deficits over the baseline leads to student loan costs increasing by 3.2%,
housing costs between 1.9% and 3.6%, and small business loan payments by 7%. The
one-week government default leads to student loan costs increasing by 8.7%, housing
costs between 4.6% and 6.7%, and small business loan payments by 21.6%. The extreme
interest rate shock increases student loan costs by 61%, housing costs between 26% and
29%, and small business loan costs by 67%.

e The primary Trust Fund for Social Security retirement benefits will become insolvent in
2032, according to the Congressional Budget Office (CBO). Assuming monthly benefits
equal to payable amounts from the Trust Fund, a future retiree collecting a monthly
retirement benefit of $2,100 faces a monthly benefit cut of $170 in 2032 and more than
$700 in subsequent years, per CBO estimates.

e« These numbers can have profound impacts on the decisions of many individual Americans
whether to attend college and when to form a family, purchase a home, or build a business.

Policy Recommendations

To address our unsustainable national debt, policymakers should consider the following
recommendations:

— Establish a bipartisan fiscal commission in Congress to improve the long-term fiscal
condition of the Federal government, hold the expected debt-to-GDP ratio to a more
sustainable level (such as 100%), and address the long-term solvency of the Social
Security and Medicare Trust Funds.

— Save Social Security to avoid short-term insolvency and establish long-term fiscal
sustainability through a combination of benefit adjustments, revenue raisers, and
considering diversification of Trust Fund investments.

— Modernize Medicare and other major Federal health care programs through
innovative strategies, including value-based care and alternative payment models;
reforms to Medicare Advantage; adjustments to premiums, cost sharing, and
prescription drug payments; an emphasis on primary care and care coordination;
and streamlined regulations.

— Reform the broken Congressional budget process by implementing comprehensive
solutions that improve timeliness throughout the process, mitigate challenges to
regular order, permit greater debate on important topics, and incorporate longer-
term planning into budget development.
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Why Is the National Debt a Problem?

America does not look like a nation in fiscal distress—and that’s exactly the problem." The S&P
500 has more than doubled in the past five years. Unemployment (U-3) is at a multidecade low.
Social Security checks are going out. But these surface-level indicators hide deeper
vulnerabilities. The national debt is on track to reach levels never seen outside of wartime—
projected to climb to roughly 120% of GDP within the next decade. That means that the Federal
government would owe 20% more than the entire annual output of the US economy.

That trajectory will not trigger an alarm bell overnight. As Ernest Hemingway wrote, bankruptcy
happens “gradually and then suddenly.” The same can be true of fiscal decline. The US has
over $39 trillion of national debt. We now spend more annually on interest on that debt than on
defense. The primary Trust Funds for Social Security and Medicare are also projected to
become insolvent within the next seven years, requiring automatic benefit cuts, payroll tax
increases, sharp premium increases in the case of Medicare, or even more deficit spending to
backfill these programs. These pressures will intensify as the population ages, health care costs
rise, and economic growth slows.

That point is clear: economic growth alone will not address structural challenges in the budget.
The Conference Board® forecasts that US growth is expected to slow for the remainder of the
2020s and the 2030s—the very period when the debt is projected to rise significantly—because
of demographic headwinds and higher structural interest rates.? Moreover, leaving aside the
2001 market downturn, the 2008 financial crisis, and the COVID-19 pandemic, the national debt
has accumulated during a period of relative economic prosperity and strong gains in equity
markets. This raises further alarm. Economic growth, of itself, is important but cannot be the
sole solution.

In extreme cases, a country’s debt burden can become too heavy, leading to a sovereign debt
default. Recent examples of these debt crises include the Tequila crisis in Mexico in 1994, the
Russian financial crisis in 1998, the Asian financial crisis of 1997—98, and the Argentinian
economic crisis of 2001-02.3 A debt crisis is often accompanied by a banking and/or currency
crisis, affecting the country’s financial system, value of its national currency, and international
trade. As interest rates soar amid the default, economic growth stagnates and faith in
government and other institutions falters.

For American businesses, the looming debt crisis carries tangible, real-world consequences.
High levels of debt require the Federal government to spend more on interest payments, leaving
fewer resources available for infrastructure, education, national defense, and social programs. If
investors begin to view US debt as riskier, interest rates could rise further, increasing borrowing
costs for expansion, hiring, and investment.
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All Americans will feel the effects of the debt crisis. Current retirees and those approaching
retirement age (especially those with limited pensions and retirement savings) will be at risk of
losing crucial income, health, and long-term care support. Younger generations will also have to
bear the burden of reducing the national debt with less fiscal flexibility to address long-term,
structural challenges. In short, the high national debt prevents us from investing fully in
America’s future.

Nevertheless, it is not intuitive to translate broader macroeconomic effects into the debt’s
tangible impacts on Americans. Discussions of astronomical figures in the trillions utilizing
economic jargon are too abstract and removed from the lives of most Americans. For example,
dividing the $39.7 trillion in total public debt outstanding by the US population of 342.7 million
(as of July 2026) results in a debt burden of approximately $116,000 per American. But what
does that actually mean for individuals?

The debt will also affect different generations of Americans in distinct ways, preventing a simple
narrative or conclusion from emerging. This disconnect impedes the national debt from
becoming a priority issue for voters, with voters understandably focusing on immediate and
urgent issues that clearly affect them. Without a signal from voters that the debt is a priority,
lawmakers will in turn not prioritize the difficult tradeoffs necessary to set our fiscal trajectory on
a better path.

Debt Scenarios

To illustrate the microeconomic impacts of our unsustainable national debt, it is important to
consider several scenarios regarding the annual budget deficit, which adds to the national debt.
By studying the effects of reducing the deficit or letting it get further out of control, Americans
can visualize the consequences of the national debt on their lives and financial decisions.

Overview

The modeling in this report utilizes The Conference Board’s model for forecasting economic
growth and other macroeconomic variables. The modeling varies the annual deficit over a 10-
year period across three scenarios: a baseline (debt is 6-7% of GDP), a “good” case (debt falls
over time to 3% of GDP), and a “bad” case (debt rises to 9%). Based on the different annual
deficits, the modeling then produces outputs of macroeconomic variables, such as the total
national debt, GDP, and interest rates. From this, the model then estimates the impact on
important life decisions such as taking out a student loan, purchasing a home, or building a
small business (which could require taking out a small business loan).

For the baseline scenario, the modeling uses the latest budgetary projections from the CBO.
CBO is an independent entity in Congress that provides objective, nonpartisan information to
support the Congressional budget process and to help the legislative branch make effective
budget and economic policy.* In the CBO’s most recent 10-year budgetary projections, the
Federal government runs an annual deficit of between 6—7% of GDP (which means the absolute
deficit rises as the economy grows).®
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Figure 1
Annual deficit for each scenario ($ billion)
—Baseline ——Good Case ——Bad Case
$0
-$500
-$957
-$1,000
-§1,401
-$1,500
-$1,853
-$2,000
-$2,500
-$2,871
-$3,000
-$3,500
-$4,000
-$4,500
2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036

Source: The Conference Board, 2026

The good-case scenario assumes the Federal government reduces the annual deficit to 3% of
GDP, cutting the baseline deficit by roughly half (the modeling is designed to produce a
consistent scenario). This level of annual deficits still increases the total national debt, but it
would help stabilize debt in relation to the size of the economy and represents a significantly
improved fiscal outlook. The bad-case scenario assumes the baseline deficit grows by a
similar magnitude, increasing the annual deficit to 9% of GDP. This scenario represents a
significant worsening of the fiscal outlook and will demonstrate that it is also worthwhile for
policymakers to prevent further deterioration of the deficit.

Finally, the modeling analyzes two additional scenarios to simulate global financial shocks: a
week-long default of the US Federal government debt in 2029 (the year the current debt
ceiling is projected to be reached) and an extreme interest rate shock where the interest rates
in the baseline scenario double. The US has approached a default on its debt during debates in
Congress on raising or suspending the debt ceiling in 2023 and 2025, as the US Treasury was
forced to undertake extraordinary measures to prevent a default on the national debt. The
extreme interest rate shock seeks to model the economic conditions of the 1980s, when the
interest rate for 10-year US government bonds was regularly 8—-15%.8 The modeling projects
interest rates and mortgage rates under these global shock scenarios to demonstrate the
enduring consequences of the associated economic turbulence (for purposes of modeling, the
shock begins in 2026 and extends throughout the forecast period).
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Analysis

Every year the Federal government runs a deficit, the national debt grows as the government
must sell bonds to finance the gap between spending and revenues. The modeling
demonstrates this crucial point, with the national debt naturally growing in all three scenarios.
Larger deficits produce more national debt. The debt in 2036 under the bad-case scenario is
more than 16% higher than in the baseline scenario. Action on reducing the deficit also
produces positive results for the national debt, with the debt in the good-case scenario 18%
lower than in the baseline scenario (but still growing).

It is important to note that budgetary projections from the CBO and the White House Office of
Management and Budget (OMB) routinely understate the future level of debt. (The CBO is
bound to accept a “current law” baseline as the foundation of its analysis). For example, in early
2018 the CBO projected the debt held by public at the end of 2025 to be $24.3 trillion, or 91.5%
of GDP.” In its 2018 President’s Budget release, OMB projected the debt held by the public in
2025 to be $22.1 trillion, or 78.4% of GDP.® The actual debt held by the public in 2025 was
$30.2 trillion or 99.4% of GDP, roughly $6 trillion—8 trillion (or 24—-37%) higher than the CBO and
OMB estimates in 2018.° It is difficult to account for future interest rate levels, inflation,
economic growth, and geopolitical events in budget projections. Nevertheless, this trend
suggests that the modeling using the CBQO’s baseline projections is likely a conservative
estimate and the true level of future debt may be higher.

Figure 2
Total national debt (nominal, $ billion)
——Baseline ——Good Case ——Bad Case
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In analyzing the national debt, it is important to put the debt into context. A standard method to
contextualize the debt is comparing it to GDP, the total annual economic output of the economy.
This comparison gives a sense of a country’s ability to pay back its debt, along the lines of how
a bank evaluates a person’s income and assets to assess whether to provide a loan.
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Figure 3
Total national debt (% of GDP)
——Baseline -———Good Case -——Bad Case
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Under the baseline scenario, the national debt as a percentage of GDP slowly but steadily rises
to reach 154% in 2036. The bad-case scenario shows the compounding effects of high deficits,
in which the rise in debt to GDP is much steeper, leading to the national debt being 180% of
GDP in 2036. While the total national debt also rises in the good-case scenario, the debt as a
percentage of GDP decreases over time, settling at 126% of GDP in 2036. This result
demonstrates the value of reducing deficits relative to the size of the economy.
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Figure 4

The effect of the national debt on interest rate of 10-year government
bonds
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Before bringing down these macroeconomic results to the individual level, it's crucial to analyze
the effect of the national debt on interest rates. The US government sells bonds of varying
maturities, or investment lengths, to finance deficits. The interest rate for these bonds is set by
financial markets, meaning that investors often demand higher interest rates when a
government takes on more debt due to the higher risks (i.e., the more debt a country has, the
less likely it is to pay back that debt). As a result, interest rates tend to rise with the debt.

Interest rates are a fundamental economic measure that supports many aspects of our standard
of living. Debt and borrowing costs, if managed judiciously, can support growth through public
investment. However, once rates become too high, they become a significant drag on the
economy, not only by limiting government expenditures when they are needed for defense and
social programs but also by making it more challenging for the private sector to invest and hire,
undermining the economy. The growing use of leverage in the financial system means that
many investments are now highly sensitive to interest rate changes, suggesting the full
compounding effect of higher interest rates may be even higher than presented here.

The modeling nicely visualizes the effect of the debt on the interest rate for 10-year US
government bonds. The baseline scenario shows a gradual decline in this interest rate, reaching
approximately 4.1% in 2036. Acting on the deficit as in the good-case scenario produces an
even steeper decline in the interest rate to 3.6% by 2036. When compared to GDP, the debt
under the good-case scenario is stabilized; economic theory predicts that financial markets
would reward this positive fiscal outlook with lower interest rates.
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Conversely, high deficits in the bad-case scenario lead to an increase in the interest rate to
4.6% in 2036. The different trajectories for the interest rate on 10-year US government bonds
will also affect the cost for the Federal government to finance future deficits. Economic theory
predicts that more debt will make deficits more expensive with associated higher interest rates.

Finally, the one-week government default scenario results in a significant spike in the interest
rate for 10-year US government bonds to 6.9% in 2029, followed by volatility for the next several
years before the long-term interest rate settles around 5.6%. This is nearly one percentage
point higher than the long-term interest rate in the bad-case scenario, demonstrating the
catastrophic consequences of a US default on the national debt. The extreme interest rate
shock’s interest rates of between 8.2% and 8.5% translate to higher national debt of about 1%
of GDP compared to the baseline, reflecting the higher costs the US government faces in the
high-interest rate environment.

Case Studies

The analysis so far has presented macroeconomic indicators for deficits, the national debt, and
interest rates. But how do these broad factors affect Americans in their daily lives? In other
words, why should Americans care about the national debt—and demand that policymakers
act? The rising national debt will affect us all in different ways, requiring a look at different
generations in their respective life stages and situations to parse the specific consequences of
our unsustainable fiscal outlook. To illustrate the effect of the national debt on a variety of
situations, the following case studies examine a student planning for college, a family of four, a
future retiree planning for retirement, and a small business.

Student

The first case study is a high school student planning to start undergraduate university studies
in 2028. The student’s family will need to take out a $45,000 student loan to finance college.
(The figure derives from adding an inflationary effect to the average student loan debt of
$39,000 in 2025)."° The student also expects to attend a two-year graduate degree program in
2032, which would require another student loan of $30,000 at that time. The student will take
out Federal student loans, which are tied to the 10-year Treasury yield with an additional fixed
percentage of 2.05% for undergraduate loans and 3.6% for graduate loans."" Under a standard
10-year repayment timeline, the student loan costs across the three scenarios are described
below:
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Table 1

Student loan costs

Baseline $279,276.75 $231,382.71 $510,659.46

Good case $274,731.03 $221,904.57 $496,635.60

Bad case $284,833.13 $241,915.29 $526,748.42

One-week $279,276.75 $275,846.40 $555,123.15
government default

2T LD $466,303.50 $354,765.42 $821,068.92

shock
Source: The Conference Board, 2026

This case study demonstrates how the level of budget deficits affects student loan costs.
Compared to the baseline scenario, reducing deficits under the good-case scenario leads to a
2.7% decrease in student loan payments (or a roughly $14,000 decrease). On the other hand,
the bad-case scenario leads to a 3.2% increase in student loan payments compared to the
baseline (or about a $16,000 increase). The one-week government default scenario causes an
8.7% (or about a $44,000) increase in student loan payments when compared to the baseline.
The extreme interest rate shock has the most significant impact, increasing total student loan
payments by nearly 61% (or about $310,000) over the baseline. As the deficit interacts with
interest rates for government bonds, all types of loans will eventually be affected.

The differences in student loan costs are meaningful for younger Americans planning for college
given the challenging environment for financing university studies. Young adults who go to
college not only pay to attend but can also forgo income from employment to pursue their
studies, setting them in the short-term behind their peers who enter the workforce immediately.
Further, once a student graduates with an undergraduate and possibly also a graduate degree,
the student enters the labor market facing a higher cost of living than today. Ideally, the benefit
of education means that the student can command a higher salary in the labor market, but the
student must also account for cost-of-living increases (and expected future salaries) in
determining the amount of personal debt to assume in taking out a loan.

The student must also consider the overall environment for student loan debt. In the first quarter
of 2026, Americans owed $1.87 trillion in Federal and private student loan debt, a 3.3%
increase from the first quarter of 2025.'2 After a period of low increases in total student loan
debt between 2022 and 2024, the growth in total student loan debt accelerated in 2025." As of
Q1 2026, more than 10.3% of student loans were 90 days or more delinquent, a significant
increase from the level of 7.7% in Q1 2025."* Over the past two decades, tuition costs have
soared and recent graduates have struggled to find jobs after graduation during economic
shocks like the 2008 financial crisis and the COVID-19 pandemic. Moreover, student loan debt
is challenging to discharge via bankruptcy since borrowers must prove “undue hardship” from
their loans in court, restricting flexibility to deal with financial emergencies.'® Thus, the projected
differences in student loan costs could be the deciding factor in whether a student chooses to
pursue going to college.
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Family of four

The second case study involves a family of four with two parents, one young child, and one
aging grandparent that requires caregiving. The family is saving for a down payment on a home
to purchase sometime over the next decade to accommodate their family’s needs while also
managing caregiving responsibilities for the child and grandparent.

As the figure below shows, budget deficits and the national debt have a significant effect on
mortgage rates. Mortgage rates in the baseline scenario drop significantly over two years before
settling at around 6%. For the good-case scenario, the lower overall interest rates lead to an
even bigger decline in the mortgage rate to less than 5.8%. However, the higher deficits in the
bad-case scenario cause mortgage rates to increase after 2028 before reaching 6.2% in 2036.
The mortgage rates under the one-week government default scenario exhibit extreme volatility
in the years after the default in 2029, before settling at 6.4% in 2036. The doubling of interest
rates in the extreme interest rate shock scenario passes through the rest of the economy,
influencing mortgage rates. In that scenario, mortgage rates sharply increase to 7.8% in 2026,
before decreasing slightly and rising again to reach 7.7% in 2036.

Figure 5
Interest rate on a 30-year fixed rate mortgage (%)

—Baseline  ——Good Case  ——Bad Case  ——One-Week Government Default Extreme Interest Rate Shock
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Source: The Conference Board, 2026

With these dynamics in mind, the family is saving to buy a house in either five or 10 years and is
targeting a home worth $600,000 with a standard 30-year fixed-rate mortgage and a 20% down
payment to avoid paying even higher rates. The following table presents the total mortgage
payments for each scenario based on buying a home in five years (in 2031) or 10 years (in
2036):
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Table 2
Mortgage costs for a family of four
Baseline $2,885,136.48 $2,880,822.72
Good case $2,832,410.40 $2,775,791.04
Bad case $2,940,466.56 $2,983,761.12
One-week government default $3,018,135.84 $3,074,625.12
Extreme interest rate shock $3,644,906.40 $3,709,921.44

Source: The Conference Board, 2026

Disparities in mortgage interest rates begin to emerge in five years. Compared to the baseline
scenario, total mortgage payments under the good-case scenario would be approximately
$53,000, or 1.8% lower. For the bad-case scenario, total mortgage payments would be
approximately $55,000, or 1.9% higher than under the baseline scenario. The one-week
government default results in higher total mortgage payments of $133,000, or 4.6% compared
to the baseline scenario. As with previous case studies, the extreme interest rate shock
scenario leads to total mortgage payments being $760,000, or 26.3% higher than the baseline,
which was the most negative impact on this family.

As deficits continue to accumulate and further affect interest rates in the broader economy, the
deficits amplify the disparities across the three scenarios over the subsequent five years. If the
family waits to buy a home until 2036, the total mortgage payments in the good-case scenario
would be more than $105,000, or 3.7% lower than in the baseline scenario. In the bad-case
scenario, total mortgage payments would be nearly $103,000, or 3.6% higher than under the
baseline scenario. For the one-week government default scenario, total mortgage payments
would increase by $194,000, or 6.7% over the baseline scenario. The extreme interest rate
shock scenario causes the largest increase in total mortgage payments—$829,000, or 28.8%
higher than the baseline. These are meaningful differences for prospective homeowners given
the recent rise in the delinquency rate of mortgage loans. The delinquency rate of 4.44% in Q1
2026 was up 18 basis points from Q4 2025 and up 40 basis points from one year prior.'® This
case study demonstrates how the deficit indirectly affects housing affordability and the benefit of
a responsible fiscal policy to addressing cost-of-living concerns.

It is crucial to put housing costs in context for this family of four. The parents face childcare
costs for their child and long-term care costs for the aging grandparent as they navigate how to
finance the down payment on their home and their decision on when to buy. Regarding
childcare, the average annual price of center-based childcare in 2025 was $15,570." US
childcare costs are rising 1.5 times faster than overall inflation as of September 2025.'® These
rising costs led 70% of respondents in a 2025 survey to say raising children is too expensive, up
13 points from 2024, with finances the number-one reason families limit the number of children
they have.'® Some parents are forced to quit work or cut their work hours to become caregivers
for their children, particularly women and those in lower-income households.?°
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The costs of long-term care services show similar trends, with price increases for most types of
care outpacing inflation in 2024.2' The annual median cost of a home health aide or homemaker
services in 2024 was between $75,000 and $78,000. Assisted living community costs increased
by 10% in 2024 to an annual median cost of $70,800. Nursing home costs also increased by 7—
9% in 2024, with the annual median cost of a semi-private room in a nursing home rising to
$111,000 and a private room rising to $128,000. Given uncertainty regarding future funding of
public health programs including Medicare and Medicaid related to the deficit and debt, these
costs could change with a potentially higher share of responsibility shifting from government to
families. Beyond this, given these high costs for providing childcare and long-term care for the
other members of their household, the parents in this family of four would greatly benefit from
any policies that make their mortgage more affordable.

Future retiree

The third case study involves an older American rapidly approaching retirement. The 67-year-
old American will retire in 2026 and begin collecting their full Social Security benefit then.
Unfortunately, this retiree who relies on their Social Security benefits confronts an uncertain
future for the Social Security program. The CBO projects that the primary Trust Fund for Social
Security retirement benefits will become insolvent in 2032, meaning that the reserves in the
fund will be exhausted that year.?? Congress will be faced with a choice to either let Social
Security benefits equal the revenue coming into the program or backfill Social Security with
General Fund from the Treasury to keep benefits steady.

In the event that Congress chooses to let benefits equal payable amounts from the Trust Fund,
individuals who obtain Social Security retirement benefits face a cut of 7% in 2032 and an
average of 28% annually from 2033 to 2036, according to CBO’s latest projections. Assuming a
monthly retirement benefit of $2,100 in 2026 (the average monthly retirement benefit for retired
workers was $2,081 in April 2026%%), the retiree expects the original scheduled monthly
retirement benefits below for 2032 through 2036. Assuming monthly benefits equal to payable
amounts from the Trust Fund, the retiree faces a monthly benefit cut of $173 in 2032 and more
than $700 in subsequent years.
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Table 3

Monthly Social Security benefits as Trust Fund faces insolvency

. 202 2033 204 2035 2036
Original
monthly

scheduled
benefits
Monthly
benefits set
to payable
amounts
Difference in
monthly ($173) ($705) ($721) ($737) ($754)
benefits
Source: The Conference Board, 2026

$2,466 $2,520 $2,576 $2,633 $2,691

$2,293 $1,815 $1,855 $1,896 $1,937

If Congress decides to backfill the primary Social Security Trust Fund with money from the
General Fund to preserve full scheduled benefits, the CBO estimates the funding needed to
compensate for the anticipated reduction in Social Security retirement benefits post insolvency
would amount to $2.7 trillion between 2032 and 2036. Backfilling some or all of this amount
would directly increase the deficit absent additional revenue, leading to (or even accelerating)
the precise dynamics present in the bad-case scenario with higher interest rates and costs for
consumer loans.

Many older Americans face a challenging financial picture. The average retirement age is 62 in
the US, an increase of five years since 1991.2* The expected retirement length also increased
from 12.8 years to 18.6 years for men and from 16.6 to 21.3 years for women since 1970,
putting pressure on workers to save even more for retirement. Social Security forms a core part
of annual income for retirees, with 87% of eligible households obtaining Social Security benefits
in 2023.%5 Faced with impending reductions in Social Security benefits because of the Trust
Fund’s projected insolvency, retirees must rely on other sources of income to compensate or
cut spending. For those not yet in retirement, workers are making steady contributions to
employer-sponsored retirement accounts and IRA accounts, whose balances experienced
between 7% and 13% growth in 2024 tied to these contributions and market performance.?
Unfortunately, a record share of Americans are taking out hardship withdrawals from their
retirement savings to cover emergency expenses, with (for example) 6% of individuals enrolled
in Vanguard 401(k) plans making hardship withdrawals in 2025 compared to 5% in 2024.%"

Health care costs for retirees are another important financial concern during retirement.
Medicare also faces a projected insolvency in its Trust Fund within the next seven years,
leading to reductions in government payments for Medicare health plans or a backfill from the
General Fund to keep contributions steady. Total per capita out-of-pocket expenditure for health
care has steadily grown over the past 50 years (even accounting for inflation), reaching $1,632
in 2024.28 While out-of-pocket costs for Medicare vary between Traditional Medicare and across
Medicare Advantage plans, Medicare beneficiaries spent an average of $7,295 out-of-pocket in
2021.%° The medical expenses of Medicare beneficiaries also more than double between ages
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70 and 90, putting pressure on retirement savings to cover out-of-pocket expenses in these
later years.*® In a 2021 survey, 37% of Americans aged 65+ reported concerns with affording
health care services, with 15% of respondents stating health care costs are a major financial
burden for them.®' These concerns led 12% of Americans aged 65+ to avoid seeking treatment
for a health problem and 24% to reduce spending on other needs including clothing, over-the-
counter drugs, food, and utilities.*?

Small business

The final case study is a small business looking to expand over the next decade. The owner has
made a financial plan that requires two small business loans of $100,000 in five years and
$150,000 in 10 years. The owner has a good relationship with their bank, and the bank is willing
to offer an interest rate of the 10-year Treasury yield in the year the loan originated plus a 2%
premium. As is common practice, each loan will be for 10 years to match the maturity of the
government bond.*?

The following table shows the total cost of the loans under each scenario:

Table 4
Total cost of small business loans

Baseline $611,950.30 $915,983.55 $1,527,933.85
Good case $585,552.50 $837,032.26 $1,422,584.76
Bad case $641,636.50 $993,330.90 $1,634,967.40
One-week $721,949.90 $1,135,369.20 $1,857,319.10

government default
SUEE TLEEE L $1,023,900.60 $1,531,967.10 $2,555,867.70

shock
Source: The Conference Board, 2026

As with student loans and housing, the deficit’s effect on interest rates also impacts small
businesses. Compared to the baseline scenario, the total loan payments under the good-case
scenario are about $105,000, or 7% lower. Under the large deficits of the bad-case scenario,
the total loan payments are about $107,000, or 7% higher than in the baseline scenario. The
one-week government default scenario results in higher total loan payments of $329,000, or
21.6% compared to the baseline scenario. The doubling of interest rates in the extreme interest
rate shock scenario produces the most impact, leading to higher total loan payments of
$1,028,000, or 67.3% compared to the baseline. These are significant changes in the costs
small businesses face to expand and invest under different fiscal outlooks. In addition, the small
business owner could also have credit card debt (sensitive to movements in interest rates) or
other types of credit arrangements for operational costs.
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Small businesses are crucial for many local economies and comprise a significant percentage
of employment. However, they currently face a highly uncertain economic and geopolitical
environment, with changing tariff policies, rising energy prices tied to geopolitical conflicts, and
labor supply shocks all combining to heighten uncertainty.®* Monthly surveys of small
businesses in early 2026 showed that perceptions of uncertainty were well above their historical
averages and optimism was below average.® The data bear out these perceptions, with small
business profitability falling 1.3% year-over-year in April 2026 because of slower sales tied to
higher prices.*® Small business’ spending on gasoline grew by 31% year-over-year in April,
demonstrating the significant pressure of energy costs on small businesses. Addressing the
deficit would reduce the overall level of economic uncertainty and provide significant benefits for
the economic engine of small business.

In response to rising delinquency rates during the COVID-19 pandemic, banks

have tightened credit standards for small businesses, making it more difficult to take out a loan
from a bank.®” As a result, small business owners may be forced to use credit cards to cover
business expenses. In Q1 2026, American households held $1.25 trillion in credit card debt, a
$70 billion increase from the previous year.® While credit card loan delinquency rates have
flattened since 2024, the current delinquency rate of 3% remains above pre-pandemic levels,
suggesting households are struggling to manage previously accumulated credit card debt.3®

How Policymakers Can Act to Address the Debt

The economic modeling—and the extrapolations of it to include real-world effects—demonstrate
the urgency for policymakers to act to address our unsustainable fiscal outlook. The biggest
drivers of the national debt are spending on Social Security benefits, major Federal health care
programs, and net interest on the debt. The entire Federal budget, including mandatory
spending and revenue, must be assessed through a comprehensive review, which a bipartisan
fiscal commission can facilitate. The CEO Center has released a host of recommendations to
improve the financial sustainability of Social Security, major Federal health programs, and other
significant areas of the budget. When combined with budget process reforms, Congress and the
President have ample options and opportunities to reset the trajectory of the national debt and
counteract its negative effects.

Bipartisan fiscal commission in Congress

A bipartisan fiscal commission offers a structured, credible forum for lawmakers to put
everything on the table and produce a package of reforms capable of stabilizing the nation’s
finances before gradual erosion becomes genuine crisis.*® Establishing a bipartisan fiscal
commission in Congress to address the debt crisis would not solve the problem overnight but it
could break partisan logjams, focus both political parties on finding a solution, bring bipartisan
credibility to reforms, and encourage public awareness and support.
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The commission’s three primary strategic objectives should be to improve the long-term fiscal
condition of the Federal government, hold the expected debt-to-GDP ratio to a more sustainable
level (such as 100%), and address the long-term solvency of the Social Security and Medicare
Trust Funds. For a commission to be successful, everything must be on the table. The
commission should undertake a top-to-bottom review of all Federal spending and revenue
sources. To avoid losing political momentum, the law establishing the commission should
include strict timelines and commitments for votes on the House and Senate floor.

Following enactment, Congress should adopt strong enforcement mechanisms for future fiscal
decisions to avoid altering the new fiscal trajectory. The American people must also understand
the stakes. A public education campaign should explain the fiscal crisis, invite broad input, and
build the political will needed for Congress to act. This effort should focus especially on groups
most vulnerable to a debt crisis—younger generations, lower-income communities, and the
“sandwich” generation.

Social Security

Regarding Social Security, lawmakers must address the short-term projected insolvency of the
primary Trust Fund while also setting up the program for long-term solvency that better matches
annual income and benefit payments.*! Since few reform options can fully address Social
Security’s projected shortfall, Congress should consider a comprehensive package of reforms,
which the bipartisan fiscal commission can facilitate.

Potential benefit adjustments to consider include gradually raising the full retirement age to 69,
implementing modest additional means testing for high-income beneficiaries, using alternative
annual cost-of-living adjustments to index Social Security benefits, and removing work
disincentives for retirees. On the revenue side, Congress should consider gradually raising the
maximum earned income subject to the payroll tax to cover 90% of earned wages or eliminating
it entirely.

Congress may also explore the pros and cons of diversifying Trust Fund investments beyond
Treasury securities to boost income on reserves (and considering the impact of this change on
the market for Treasury securities), reinvesting dividends and interest over a long-term period.
It's important to protect vulnerable populations of retirees by increasing the minimum benefit to
protect low-wage workers and those with intermittent careers and by adjusting the schedule of
reforms to provide Americans approaching retirement age adequate time to adjust their
retirement planning.
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Major federal health programs

For the major Federal health programs of Medicare, Medicaid, and subsidies for health plans
purchased through the Affordable Care Act, Congress has multiple opportunities to modernize
these programs to promote fiscal sustainability and quality.? Lawmakers should work
collaboratively with the Centers for Medicare and Medicare Services (CMS) and health care
providers to achieve the broad transformations needed to set Medicare and other Federal
health programs on a more sustainable fiscal path.

Congress should consider a comprehensive package of reforms to address the impending
financial insolvency of Medicare’s Trust Fund, which may include adjustments to premiums,
cost sharing, and prescription drug payments. CMS should continue its implementation of value-
based care and alternative payment models, including greater use of accountable care
organizations. Congress, CMS, and health care providers should make upfront investments in
workforce and data infrastructure to implement value-based care and alternative payment
models effectively and efficiently.

Congress should evaluate and reform the payment methodology for Medicare Advantage plans
to affirm that the plans are generating savings for the Medicare program and delivering value
and high-quality care to enrollees in Medicare Advantage. Congress, CMS, and health care
providers should also emphasize primary care and care coordination to improve health
outcomes and achieve savings in the long term. The Administration and Congress should
assess strategies to streamline regulations and payment policies that add costs and
administrative burdens to the health care system.

Budget process reforms

While the bipartisan fiscal commission can provide a venue to reset the nation’s fiscal trajectory,
Congress should also implement budget process reforms to restore a predictable and fair
process, and prevent the late and incomplete budgets that have characterized recent
decades.®® These reforms should ideally be part of a comprehensive reform package. Congress
may consider these options either through reforms to rules via legislation or through the
bipartisan fiscal commission.

The first set of reforms improves timeliness. One option is to require lawmakers to pass a
budget on time by prohibiting legislation with any fiscal effect from being considered until a
budget is passed. Congressional leadership may prevent Members of Congress from leaving for
scheduled recesses to enforce this requirement (with exceptions for genuine emergencies).
Congress may also consider moving from an annual budget process to a biennial one
(respecting the rule that one Congress cannot bind a future Congress), which can include a two-
year budget resolution, two-year appropriations, and/or multiyear authorizations of programs.
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The second set of reforms mitigate dysfunction and challenges to regular order. Congress
should strengthen budget enforcement mechanisms, including enforcing pay-as-you-go
statutes, capping increases in discretionary spending, and utilizing sequestration as a last
resort. Congress should also consider reforms to the debt limit, including automatic increases if
fiscal targets in the budget resolution are met or requiring a debt limit increase or suspension
vote with any legislation with a significant fiscal effect. Congress may also consider automatic
continuing resolutions at the start of a fiscal year if it has failed to pass the budget on time.

Finally, Congress should also incorporate longer-term planning into the process. One path is to
extend the time horizon for CBO baseline budget projections from 10 years to 25 years and
require the CBO to assess the long-term impact of budget proposals and include interest costs
in all scoring. Congress may also require statutory medium- and long-term targets for regular
appropriations and for the national debt as a share of GDP, with the goal of reducing the
national debt to a more sustainable 70% of GDP.

A better-functioning appropriations process will allow Congress and the President to consider
reforms to other significant areas of the budget, such as Medicaid,** the Department of
Agriculture,*® and the Department of Veterans Affairs.*® By comprehensively assessing the
budget, Congress and the President have an opportunity to reset our negative fiscal trajectory
and put the country’s finances on a sustainable path forward.

Conclusion

The national debt is a tangible issue that already affects us all, with higher deficits leading to
higher interest rates and higher costs for student loans, mortgages, and business loans.
Neglecting the problem will not make it better and worsening our deficits will only increase the
negative impacts of the debt on the rest of the economy. As this analysis has shown, reducing
our deficits to a more sustainable level stabilizes the national debt as a percentage of GDP and
produces positive savings for students, families, retirees, and businesses. Addressing the
national debt deserves to be a high priority for both voters and lawmakers, to benefit all
Americans.
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SUSTAINING CAPITALISM

Achieving prosperity for all Americans could not be more urgent. Although the United
States remains the most prosperous nation on earth, millions of our citizens are losing
faith in the American dream of upward mobility, and in American-style capitalism itself.
This crisis of confidence calls for reasoned solutions in the nation’s interest to provide
prosperity for all Americans and make capitalism sustainable for generations to come.
In 1942, the founders of The CEO Center (originally the Committee for Economic
Development), our nation’s leading CEQOs, took on the immense challenge of creating a
rules-based postwar economic order. Their leadership and selfless efforts helped give
the United States and the world the Marshall Plan, the Bretton Woods Agreement, and
the Employment Act of 1946. The challenges to our economic principles and
democratic institutions now are equally important. So, in the spirit of its founding, The
CEO Center, the public policy center of The Conference Board, releases a series of
Solutions Briefs throughout the year. These briefs address today’s critical issues,
including health care, the future of work, education, technology and innovation,
regulation, US global competitiveness, geo-economics, infrastructure, inequality,
climate, energy and nature, and fiscal health.
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