
Understanding federal debt
Last year the government took drastic actions to soften the economic 
crisis brought on by the pandemic. According to the Committee for 
a Responsible Federal Budget, a non-profit focused on fiscal policy, 
the U.S. Congress allowed for more than $5.9 trillion in spending, 
$5.17 trillion of which was borrowed using debt.1  As a result, the 
total government debt has ballooned significantly and stands at 
more than $28 trillion today. Currently, about $6 trillion (22%) of the 
federal debt is intragovernmental debt. Intragovernmental debt 
refers to debt owned by other parts of the government. Generally, 
intragovernmental debt has no net effect on overall government 
finances.2  As such, a better measure of government debt is the federal 
debt held by the public. During the first quarter of 2021, the public 
held approximately $22 trillion of federal debt. 

INVESTMENT INSIGHTS

Will the rising debt slow 
economic growth? 
Over the last ten years, the federal debt has nearly 
doubled from $14 trillion to more than $28 trillion. 
As the government continues to spend more than it 
generates from taxes, the debt is expected to continue 
to rise. This issue examines the rising government debt 
and its implications for the U.S. economy. 
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KEY POINTS
• Over the past decade, the 

federal debt has nearly 
doubled and is expected to 
continue to rise over the next 
decade.

• Despite the rise in debt, the 
interest paid on this debt has 
remained relatively stable due 
to the trends in the interest 
rate environment.

• For now, the interest paid on 
federal debt is expected to 
remain relatively low, but a 
high amount of debt can slow 
economic growth over the 
long term. 

1  COVID Money Tracker, Committee for a Responsible Federal Budget.
2  “Q&A: Gross Debt versus Debt Held by the Public.” Committee for a Responsible Federal Budget, 27 

Sept. 2017.



Economists typically analyze debt held by the public relative to the size of the economy, as a large economy can pay off 
debt easier than smaller economies. For example, if the size of an economy—generally called the Gross Domestic Product 
(GDP)— is $1 and is $10 in debt, it may have a harder time paying off its debt compared to a country with a $10 GDP. The 
graph below shows the federal debt held by the public as a share of GDP. The last time the government had this much debt 
compared to the size of the economy was during World War II. During that time, the U.S. government borrowed heavily for 
wartime efforts. Last year the government increased its deficit spending to provide economic relief during the pandemic. 

Additionally, the debt as a share of GDP has grown ever since the 2008 recession. It increased from 35% in 2007 to 50% in 
2009. It has risen rapidly since 2009, and today the public debt is larger than the U.S. GDP. The Congressional Budget Office 
projects that this trend is likely to continue over the next ten years (light blue line below). These trends typically make 
investors nervous since too much debt is often associated with a slowdown in future economic growth. 

Source:  U.S. Office of Management and Budget and Federal Reserve Bank of St. Louis

Source: Congressional Budget Office



DEBT VS NET INTEREST 
Despite the rapid rise in government debt, the markets overall have continued to climb higher. This apparent disconnect 
requires a closer look at US debt. While the level of debt is an important factor, the net interest that the government pays 
on this debt can be more important. The federal government both pays and collects interest. The government pays interest 
on debt that is held by the public. It also pays interest on debt held by federal trust funds and other government accounts. 
Examples of these include social security trust and retirement trust funds for civil servants and the military. Since they 
are intergovernmental, the trust funds are credited these amounts. In other words, federal trust funds owe the federal 
government this interest. The sum of the interest received and paid by the federal government is called the net interest 
outlays. 

The following first graph below shows the net interest outlays as a percentage of GDP since 1970. Even though the federal 
debt has recently increased rapidly, net interest outlays have not. The federal debt rose from about 50% to 100% between 
2009 and 2020. During the same time, net interest outlays rose from 1.3% to 1.64%. One of the main reasons net interest 
outlays have not increased as fast as debt is because interest rates have declined over this time. The second graph shows 
the trend in interest rates. While the debt overall has increased rapidly, the cost of debt has declined, making the net interest 
outlays relatively steady. 

Source: Congressional Budget Office
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COST OF DEBT AND ECONOMIC OUTLOOK
Despite the rapid rise in federal debt, the current low interest rate environment means that the net interest that the 
government pays on its debt is small relative to its GDP. Government debt is expected to continue to increase to about 
109% of GDP by 2030.3  In the long run, the government’s current path is likely unsustainable. Over the short-term, 
however, the affordability of debt depends on the interest rate environment. 

According to CBO projections, if interest rates rise gradually, net interest outlays paid by the government are expected 
to remain stable for the next five years. After that time, they are expected to increase after that modestly.  CBO also 
calculated a scenario in which interest rates rise faster than expected. This was done by adding 0.1% to the interest rate 
forecast in 2021, 0.2% in 2022, and so forth. The forecast for net interest outlays in a scenario when interest rates rise 
faster than expected is shown in the orange line below. In this scenario, the net interest outlays can reach closer to 3% 
of GDP over the next 10 years. Thus, the interest rate environment, in addition to the expected rise in federal debt, is an 
important factor in assessing federal government debt. 

If the interest rates rise faster than expected, the cost of debt can be a drag on economic growth. Net interest outlays, 
however, are not expected to rise above current levels, even under a rising interest rate scenario until 2027. While the 
current path of the federal government debt may be unsustainable in the long-term, it is unlikely to substantially hinder 
economic growth for the next five years. 

Source: Congressional Budget Office


