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ISSUES TO PONDER…. 

 
• Can President Obama cut the deficit? 

• Will U.S. savings ($329 billion) rise? 

 

• Who will finance the USA this year… 

  and next year? 

    - current account deficit: $475 billion/yr. 

    - budget deficit $973 billion/yr.? 

 

• Will China keep buying our debt? 

• Will it revalue the Renminbi beyond 6.1/$? 

 



BACKGROUND… 

   USA 1980 – Inefficient Markets    

• GDP growth -0.3%, Unemployment 7.5%  

• Inflation 10%, trade deficit $28 billion 

• Productivity -0.6%; U.L.C.’s up 10.3% 

• Fiscal deficit 2.4% GDP, Interest rates 19% 

• $$ depreciating 

 

• Tight monetary policy 

• Cut taxes 25% + ITC and accelerated depreciation 

• Continue deregulation of transportation, energy,  

      telecommunications, banking 

• Let dollar rise 63% 

 Reagan Revolution 



Consequences 
 

• Deep recession (1982-83) 

• Huge trade and current account deficits 

• Massive fiscal deficits 

• U.S. economy grows 3.4% annually 

• Inflation and real interest rates drop 

• Dollar appreciates 

• War in Iraq 

 



“Slick Willie’s” Run… 

• Deficit Reduction Act (1993) 
– Maximum marginal tax rates hiked (41.5%) 
– Expenditures cut ($112 bil./yr) 

• Free trade (Uruguay Round & NAFTA) 
• Investment boom 
 

 
• Productivity grows 2.1%/year – mfg 4.1% 
• GDP growth 4.1% per year 
• Budget balanced 
• Unit labor costs negative 
• Dollar strengthens (’95-’01) 
• Savings falls to 1%, current account to -$410 bil. 

 



2002 2003 2004 2005 2006 2007 2008 2009 2020 2011 

Total 
 2002–
2006 

Total 
2002– 

2011 

Total Surplus as Projected 
in January 2001 313 359 397 433 505 573 635 710 796 889 2,007 5,610 

Changes 

Legislative 

Tax -38 -91 -108 -107 -135 -152 -160 -168 -187 -130 -479 -1,275 

Discretionary spending -44 -49 -52 -54 -56 -57 -58 -59 -60 -61 -255 -550 

Other -4 -6 -5 -3 -4 -2 -2 -2 -2 -2 -23 -33 

Debt serviceb -5 -12 -22 -32 -44 -57 -72 -88 -106 -124 -114 -562 

Subtotal -91 -158 -186 -197 -238 -268 -293 -317 -355 -317 -870 -2,420 

Economic -148 -131 -95 -81 -75 -75 -76 -79 -82 -88 -530 -929 

Technical -94 -84 -62 -51 -64 -64 -65 -64 -65 -45 -356 -660 

TOTAL CHARGES -333 -373 -343 -330 -377 -406 -433 -460 -502 -450 -1,757 -4,008 

Total Surplus or Deficit (-) as 
Projected in January 2002 -21 -14 54 103 128 166 202 250 294 439 250 1,602 

MEMORANDUM 

Changes in the Surplus by Type  
of Discretionary Spending 

Defense -33 -29 -29 -29 -29 -29 -30 -30 -31 -32 -149 -301 

Nondefense -11 -20 -23 -25 -26 -28 -28 -29 -29 -30 -106 -249 

The Budget and Economic Outlook: 
Fiscal Years 2003–2012, January 2002  

(billions of dollars) 

Source: Congressional Budget Office. 



W’s Tax Cuts, Terrorism and Deficits 

September 11th 

– Afghanistan 

– Homeland Security 

– Iraq 

– Four tax cuts – EGTRAA $1.3 tril (’01),$100 bil (’02), JGTRAA  

   $360 bil (’03), $156 bil (’04) 

     

Consequences 
– Fiscal surplus ($236 bil)  deficit ($1,412 billion) 

– Savings 3% to -0.1%    

– Debt rising from $5.6 towards $11.0 trillion (back to 74%/GDP) 

– Current account deficit $410 to $731 billion 

– Net foreign debt to $2.4 trillion 

– $$ collapsing… 







 Nixon/Ford  Carter    Reagan   Bush      Clinton             Bush       Obama 

Source:  Congressional Budget Office, Updated Budget Projections: Fiscal Years 2013-2023 



 
1. Real estate prices began falling first quarter 2007 

2. Demand for CDOs began to decline in second quarter 2007 

3. Bear Stearns could not cover liabilities – sold to JP Morgan & bail out by Treasury 

4. Lehman Brothers – bankrupt 

5. Morgan Stanley – sold to Japanese  

6. Merrill Lynch – sold to Bank of America 

7. Fannie Mae, Freddie Mac – taken over by government 

9. AIG – taken over by government ($129 billion) 

9. Credit market frozen 

10. Congress approves $700 billion – Paulson – buy bad assets, re-Capitalize banks… 

 TARP - $380 billion 

11. Fed lowers interest rates – pumps liquidity ($2.0 trillion) into market 

12. Problems spread to rest of world 

13. Stock market drops 20%+ 

14. Barack Obama elected 

15. China unveils $586 billion spending package 

16. G-20 meet and agree to (1) increase IMF liquidity, (2) find joint regulatory solutions, and 

 (3) avoid protectionism 

17. Another bailout for CitiCorp – $41 billion + 306 bil bad assets 

18. Bailout for GM and Chrysler 

19. Stimulus package legislated – $787 billion… 

20. Obama proposes budget of $3.8 trillion 

21. Treasury announces Public Private Investment Program 

22. Treasury/OCC perform “stress tests” on 21 large banks – $75 bil. equity 

23. Chrysler and then GM declare bankruptcy – restructured – U.S. gov’t owner 

24. G-20 agree to “rebalancing” of world economy. 

Financial Crisis… 



Name Bailout (in $ millions) 

Funds Committed Under Bush Administration 379,800 

   Funds Disbursed to Financial Firms 281,000 

    of which: 

      Citigroup 50,000 

      Bank of America 45,000 

      AIG 40,000 

      JP Morgan Chase 25,000 

      Wells  24,800 

      Goldman Sachs Group 10,000 

      Morgan Stanley 10,000 

      PNC Financial Services 
7,579 

      Bancorp 
6,599 

      SunTrust 
4,850 

      Capital One Financial Corp. 
3,555 

      Regions Financial Corp. 
3,500 

      Fifth Third Bancorp 
3,408 

      American Express 
3,389 

      Others 
43,320 

  Pending 
54,000 

  Automakersa 23,400 

  Other (including some funding for TALF) 21,400 

Funds Allowed under the Obama Administration 320,000 

TOTAL   699,800 

TARP Funding Disbursement (as of February 18, 2009) 

Source: Adapted based on data from the U.S. Treasury Department 



Actual 
--------------------------------------------------------------------------------Projected-----------------------------------

--------------------------------------------- 

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 

    
Fiscal and macroeconomic data, 

billions of dollars 

Total revenues   2,524 2,357 2,533 2,825 3,124 3,353 3,544 3,746 3,929 4,122 4,309 4,505 

Total outlays 2,978 3,543 3,236 3,323 3,388 3,610 3,794 3,980 4,201 4,355 4,497 4,740 

Deficit (-) or surplus -455 -1,186 -703 -498 -264 -257 -250 -234 -272 -234 -188 -235 

On-budget -638 -1,340 -843 -641 -412 -413 -411 -398 -434 -393 -342 -381 

Off-budget 183 155 140 143 149 156 162 164 162 159 154 146 

Debt held by public 5,803 7,193 7,829 8,238 8,475 8,516 8,734 8,925 9,149 9,335 9,127 9,344 

Nominal GDP 14,224 14,257 14,452 15,137 16,048 17,035 17,986 18,864 19,703 20,537 21,397 22,278 

    

    
Fiscal and macroeconomic data, 

billions of dollars 

Real GDP growth 1.2 -2.2 1.5 4.2 4.4 4.1 3.5 2.8 2.5 2.3 2.2 
Inflation (change in 
CPI) 4.1 0.1 1.7 1.8 2.0 2.2 2.2 2.2 2.2 2.2 2.2 2.2 

Unemployment rate 5.7 8.3 9.0 8.0 6.8 5.8 5.1 4.9 4.8 4.8 4.8 4.8 
Three-month T bill 
rate 1.4 0.2 0.6 2.1 4.0 4.7 4.7 4.7 4.7 4.7 4.7 4.7 

    

Source: Congressional Budget Office, The Budget and Economic Outlook: Fiscal Years 2009 to 2019, January 7, 2009, Table 5 and Table B1. 

Congressional Budget Office’s Fiscal and Macroeconomic Projections 

as of January 2009 



. 

Category Amount (in US$ bln) % of Total 

Spending, of which: 308,481 39.2% 

   Labor, Health, Education, Volunteering, and 

       Social Services 71,271   

   Transportation and Housing 61,051 

   Environment and Energy 50,775 

   Farming and Food 26,431 

   Commerce, Science and Justice 15,810 

   Government 6,707 

   Defense, Military, and Veterans 18,590 

   Other 14,059 

Tax Cuts, of which: 288,339 36.6% 

    Individual 232,426 

    Business 6,150 

    Manufacturing 1,850 

    Economy 6,501 

    Infrastructure 19,638 

    Energy and Other 20,127 

    Individual Aid 14,443 

Aid (including individual and health care) 190,421 24.2% 

TOTAL 787,241 100.0% 

February: Fiscal Stimulus Package Breakdown 

Source: Adapted by Dick Vietor based on various government documents. 
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Numbers of People 

7.6% 

May 2013 





Source: Bureau of Economic Analysis, Feb. 2013  

United States Real GDP, 2005-2012 
(quarterly, billions of chained 2000 dollars) 
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Interest Rates 

http://research.stlouisfed.org/fred2/graph/?s[1][id]=TB3MS


Good News – U.S. Productivity:  1984-2012(Q4) 

Source: Bureau of Labor Statistics, March 2013  
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USA Unit Labor Costs 

Source:  Bureau of Labor Statistics, 2012. 





Trends in the Distribution of Household Income between 1979 and 2007, October 2011. 

















Current Account – the other deficit 
 













 

2.5% 
Apr. 

$307 bil 



Corporate Profits 



 
 

Benchmark oil and U.S. composite gas price history 
 



OVERALL GLOBAL CURRENT ACCOUNT 

BALANCES IN 2012 
Billions $$ 
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China's Holdings of U.S. Debt 
(as a portion of total holdings) 

 

Source: Economist Intelligence Unit Country Reports, various years. 





 



Monetary Policy – Quantitative easing… 



F Federal Reserve Balance Sheet 





 

 
 

 
 

 

http://research.stlouisfed.org/fred2/graph/?s[1][id]=EXCRESNS




Short-term Interest Rates and Corporate Bonds 



Good news – U.S. dollar has weakened, some 

http://research.stlouisfed.org/fred2/graph/?s[1][id]=TWEXM


Deficit and Debt Reduction  



Bowles-Simpson Deficit Reduction Commission – 11/10/10 

 

• Achieve $3.8 trillion in deficit reduction through 2020 

• 50+ specific ways to cut outdated programs 

• Reduces tax rates, abolishes the AMT and cuts backdoor  

     spending in the tax code 

• Stabilizes debt by 2014; reduces debt to 60%/GDP 

• Ensures lasting social security solvency 

 





Budget Control Act of 2011 
 

 - August 2, 2011 – Congress compromised to raise debt crisis 

  

 Stage #1 

 

 - Imposed caps on new discretionary budget authority – designed to reduce 

      expenditures by $756 billion (plus $134 billion in debt service savings), 

      cumulatively; 

              - debt ceiling raised immediately $400 billion, $500 more when Congress 

      votes;  

 

 Stage #2  

 

 - New Congressional committee (6×6) to cut additional $1.2 trillion ($1 trillion 

      plus $197 saved debt service), including entitlements, cumulatively; 

              -  If Congress does not vote by December 23, automatic cuts of $1.2 trillion, 

      across the board… 

 



 

“The Fiscal Cliff” 



A wide gap exists between the future cost of the services  
that the public has become accustomed to receiving from  
the federal government – especially in the form of benefits  
for older people – and the tax revenues that the public has 
been sending to the government to pay for these services. 
 
Because the federal budget is on an unsustainable path under 
current policies, those policies will need to be changed in 
significant ways. 
 
      Congressional Budget Office, November 8, 2012  





101%/GDP 

US GDP $15,851                   debt/GDP = 101% 





SEQUESTRATION – MARCH 2, 2013 



        Obama’s Proposed Budget by Category, FY 2014    



Economic assumptions for the budget 



May 2013 





Senate Budget Committee (Patty Murray) Resolution Senate Budget Committee (Patty Murray)  Resolution  



The Ryan Plan 
  March 2013 







November 8, 2012 

$364 billion in cuts 



November 8, 2012 
$600 in revenue increased 



Source:  Congressional Budget Office, Updated Budget Projections: Fiscal Years 2013-2023, May 2013. 





The CBO’s 10-year (2011-2021) projection of the federal budget shows a cumulative 

   deficit of $7.74 trillion (with stabilized physician payments adding $30 billion/yr. and 

   extension of Bush tax cuts subtracting $395 billion/yr.) … to reach a deficit of 1%  

   by 2021, with spending at 21% of GDP and revenues at 20%, I propose the following:* 

Spending cuts: 
   -  Defense spending down – Overseas Contingency OPs              $104 billion 

   -  Select Committee’s failure – mandatory cuts of $1.2 trillion  120 billion 

   -  Social Security – reduce COLA(0.5%), raise retirement age  12 billion 

   -  Bowles-Simpson health care cuts    48 billion 

   -  Interest on debt       13 billion 

Revenue reforms: 

   -  Raise taxes on gasoline – $.50/gal over 4 years   $29 billion 

   -  Impose carbon tax ($2/ton CO₂ - $12/ton (6 years)   57 billion 

   -  Eliminate Bush tax cuts on rich  –2013    116 billion 

   -  VAT tax – 2% (except food staples and children’s clothes)  92 billion 

   -  Interest on debt      10 billion 
       ____________ 

 20 X 21 by 2021                   $601 billion/$774 bil. 
 

* These proposals are part of work on competitiveness prepared by Matt Weinzierl and Richard Vietor 

President Dick’s back-of-envelope proposed spending reforms: 



Consequences of Malfeasance, 2013-2014 

America has numerous strengths – R&D, education, technology, venture 
capital, entrepreneurship, efficient labor markets, labor mobility, natural 
resources, agricultural leadership and corporate leadership…..BUT… 
  
• huge fiscal deficits (that need to be reduced); 

• war and social entitlements expenditures curtailed; 

• taxes raised (or exemptions eliminated)… 

•debt rising  debt service rising  eventually interest rates up 

• higher interest rates can curtail investment 

• lingering high unemployment  undercuts consumption 

                              exacerbates deficit 

• $$ will fall… but that will help exports 

 

• all this will engender slow growth (1.6%-2.6%) and  

   a prolonged recovery… 

 

 … and then ONLY if Americans work at it and their Congress 

compromises! 

 
 


