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impact. The Committee’s board includes many of the past 

leaders of the Budget Committees, the Congressional Budget Office, the 

Office of Management and Budget, the Government Accountability Office, 

and the Federal Reserve Board. 

               

The Fiscal Roadmap Project 

This paper is a product of the Fiscal Roadmap Project of the Committee for 

a Responsible Federal Budget, which was created to help policymakers 

navigate the country's serious economic and fiscal challenges.  

               

New America Foundation 

Since 2003, the Committee for a Responsible Federal Budget has been 

housed at the New America Foundation. New America is an independent, 

non-partisan, non-profit public policy institute that brings exceptionally 

promising new voices and new ideas to the fore of our nation's public 

discourse. Relying on a venture capital approach, the Foundation invests in 

outstanding individuals and policy ideas that transcend the conventional 

political spectrum. New America sponsors a wide range of research, 

published writing, conferences and events on the most important issues of 

our time.  

 

The John D. and Catherine T. MacArthur Foundation  

 

The MacArthur Foundation supports creative 

people and effective institutions committed to 

building a more just, verdant, and peaceful 

world. In addition to selecting the MacArthur 

Fellows, the Foundation works to defend human rights, advance global 

conservation and security, make cities better places, and understand how 

technology is affecting children and society. More information is at 

www.macfound.org.  

 



 

_______________________________________________________________________________________________________________ 
 

Committee for a Responsible Federal Budget   │ 3  
 

America’s Fiscal Choices at a Crossroad: 
The Human Side of the Fiscal Crisis  

 

Executive Summary 
 
America is at a crossroads. We know that a daunting series of fiscal challenges lie ahead.  

We know roughly what they are and when they will occur. And we have the chance to 

address them before they get out of hand. We also know that the economy cannot fully 

recover or remain strong without addressing these fiscal challenges. If they are left 

unchecked, we will eventually face a greater crisis, although we can not say with 

certainty when it will occur or what the tipping point will be. 

 

Yet, policymakers may fail to agree on a plan to right our fiscal course over the next few 

years. The resulting fiscal stalemate would have high costs and risks for the American 

people. 

 

To illustrate what is at stake, imagine we can travel through time to the year 2050, when 

the full effects of the fiscal choices we make as a nation will be readily apparent, for 

good or for ill. What we would find depends importantly on the choices we make now. 

This paper will look at alternative fiscal paths for different demographic groups and 

several special groups in society, based on two reasonably believable fiscal futures: 

 

� Scenario 1: “Fiscal Gridlock”: Our political leaders do not change course. 

 

� Scenario 2: “Fiscal Recovery Plan”: A multi-year plan to stabilize and reduce 

the federal debt as a share of the economy is put in place in the near future. 

 

In our thought experiment, we first trace out broad economic effects that will likely 

shape people’s lives under each scenario. Figure 1 compares macroeconomic conditions 

that are likely to result from future “policy inaction” versus “policy action”. For 

example, our choice of a particular fiscal course would likely affect economic growth, 

the path of interest rates, employment creation, income gains, and inflationary 

pressures, all other things being equal. Moreover, the longer fiscal gridlock lasts, the 

more likely a fiscal crisis or a crisis with a fiscal dimension becomes, as our creditors lose 

confidence in our ability to manage our fiscal affairs. Ultimately, one way or another, 

everyone’s standard of living in the near future —and in 2050 and beyond—is at stake.  
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While these economic relationships are well recognized among many experts, most 

citizens still may not fully appreciate how they would be better or worse off because of 

their fiscal choices. To help people think far more concretely about how their lives 

would be shaped if America headed in one fiscal direction but not another, we then took 

a close look at the impact of the two fiscal futures on each generation’s life cycle. We also 

considered the implications of the two scenarios for special groups in society - the poor, 

business and innovators. Figure 2 summarizes our findings. 

 

Our conclusions are that if our political leaders do not change course (Scenario 1, the 

“Fiscal Gridlock” scenario), ordinary people will be worse off in many ways that are 

important for their well-being: 

 

• Interest rates will normally rise with the advance of the business cycle as the 

economy gets closer to full employment.  In the current recovery, this process is 

expected to take longer than usual because of the underlying weaknesses of the 

economy and financial system coming out of the Great Recession.  If we have 

fiscal gridlock, national debt-related pressures in the financial markets will push 

up interest rates more than normal. Higher interest rates will slow growth and 

job opportunities.  People will have less money.  The cost of borrowing will rise 

for everyone. If companies cannot keep up investment (due to the high cost of 

borrowing), our standards of living will not change or may even fall over time.  

 

• As a few government programs increasingly take over the budget, the 

availability of public resources for other purposes will be squeezed. Normal 

public activity will be affected. Fiscal flexibility in a crisis will be limited. 

 

• A fiscal or other type of crisis with fiscal dimensions will lead to a sudden and 

large rise in interest rates to stem the outflow of global capital. In addition, 

because our creditors have lost confidence in our fiscal management, we will no 

longer be able to borrow at the same terms in global capital markets. Our 

policymakers will be forced to make immediate fiscal adjustments (usually tax 

hikes and spending cuts) based on our new, sharply reduced ability to borrow.  
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All generations would be better off if they avoided the effects of fiscal gridlock 

(Scenario 1): 

 

• All Generations and Groups. In a world of fiscal gridlock, everyone will 

experience a fiscal crisis or a crisis with fiscal dimensions at some point in their 

lives. America is on a fiscal course that ultimately cannot be sustained.  If we do 

not take pre-emptive action to change course, the financial markets will 

eventually force us to act when they no longer buy our national debt at a 

reasonable price—or any price. In a crisis, people see their jobs, income and their 

livelihoods disappear overnight. Often, they never fully recover.    

 

• Baby Boomers. Trying to maximize savings as they approach retirement and, at 

the same time supporting their elderly parents and possibly their children (who 

still may not be able to find solid work as our recovery struggles for years to 

recover from the Great Repression), Boomers will be hurt by national debt-

related pressures slowing growth, employment and income. In their retirement 

years, if our leaders are tempted to try to inflate their way out of our debt 

problems (that is, they put pressure on the Federal Reserve to permit higher 

inflation, to lower the value of the debt we must service), Boomers will suffer 

because their fixed incomes will be eroded by inflation.  

 

• Generation X. Entering their top professional years at the same time they are 

trying to raise a family, Generation X will be hurt if job and income opportunities 

are weakened by debt-related economic and financial pressures. Down the road, 

their retirement years will be tougher when growth downshifts (investment has 

not kept up, because it is crowded out by government borrowing).  Pension 

shortfalls increase as a result.   

 

• Millennials. Spanning the high school, college and young professional worlds 

now, the lives of Millennials will be shaped by fiscal issues affecting jobs, income 

and education. Jobs and income will be hurt by higher interest rates than normal 

due to national-debt related borrowing pressures in the financial markets. For 

Millennials, just starting out in the job world, a weak job market can mean no job 

(they have to live off parents or the state) or a substandard job, which could 

mean they will have a lower standard of living over the rest of their lives. 

 

• Gen-Web (Children). Debt-related effects on growth, interest rates, jobs and 

income will hurt parents’ jobs and income. Their children will be worse off from 

household pocketbook effects. Public resources important for children 

(education, help for the less well-off to make them more productive future 

citizens—including supplemental nutritional assistance) will likely be squeezed. 

Looking to the future, the children of today can look forward to a sharply lower 
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standard of living from fiscal gridlock for two reasons. First, because private 

investment will be crowded out by government borrowing demands, future 

standards of living will be lower by far than they would be otherwise. Second, 

because they will be called upon to shoulder the burdens of financing Social 

Security and Medicare if the basic funding problems are not changed, their 

future household income will be reduced —by a lot. 

 

The groups we looked at also would be considerably worse off if fiscal gridlock 

persisted:     

 

• The Poor and Working Poor. The poor and working poor, already facing tough 

living conditions, are particularly vulnerable to any deterioration in the 

economy, which will reduce limited employment and income opportunities. 

Debt-related higher interest rates (whether through “crowding out” pressures or 

a fiscal crisis) will make conditions even worse. Chances are that the fiscal 

pressures and political battles will mean less safety net resources. 

 

• Business and Innovators. As interest rates climb with growing government 

borrowing and increasing perception among our creditors that buying our debt 

is a risky proposition, firms will be squeezed when growth slows and business 

costs rise.  In a crisis, where these changes usually happen suddenly, many 

businesses will not survive. The state of the economy, ability to borrow 

(including from friends and family or credit cards) will also be critical for 

innovators.  Business (and ultimately everyone’s standard of living) cannot 

thrive without innovation. 

 

As tough as it will be to fix our fiscal problems, failing to fix them will be worse.  

Though we can not promise that a fiscal fix is pain-free, making the changes before they 

are forced upon us is far more desirable from the perspective of virtually everyone and 

the economy as a whole.  

 

The bottom line is that change is coming—whether we like it or not. With national debt 

heading up toward historic levels even before the inescapable pressures from an aging 

population start to kick in, it is no wonder people are concerned. America simply cannot 

afford the debt path it is on.  

 

How long do we have before we should start to get our fiscal house in order? It is hard 

to pinpoint, but we will enter a period where “business as usual” is no longer possible 

well before 2020. In fact, we may already be there. 

 

It will make a difference to our future standard of living—whether in 2020 or 2050—if 

our fiscal actions are taken in a thoughtful, growth-friendly way rather than during an 
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emergency. We still have a window of opportunity to take sensible steps that will 

maximize jobs, income and other aspects of our quality of life to lay the foundation for a 

better life.   

 

This scenario is not a pipe dream. Governments here and globally have previously taken 

steps to address daunting fiscal challenges in a growth-friendly way. Those experiences 

show that it is always worse for a country to have fiscal choices forced upon it by 

financial market attacks rather than to make sensible policy choices under its own terms. 

 

It is also important that people recognize we are not simply fixing our fiscal problems to 

fix them, but rather we are getting our fiscal house in order so that we can have a better 

future—more growth, more jobs and a higher standard of living than we would 

otherwise have. It is crucial that people have realistic hope that through a strategic, 

smart and fair plan on how to get out of this mess, they will be better off in the end. 

 

We are at a crossroads. We still have a choice: we can make fiscal changes on our own, 

wait until the 11th hour to tackle the series of fiscal challenges we face, or wait until 

changes are forced upon us by the financial markets. If Americans better understood the 

choices they face, there would be a richer and more informed national conversation 

about how—not whether—to put our fiscal house in order and what compromises are 

necessary. Some of the key challenges we face are set out in “America’s Fiscal 

Challenges Timeline” below (Figure 3). 

 

What might break our national political stalemate? How we move forward will depend 

largely on how ordinary people and our leaders see their choices and act upon them. 

 

 



 

_______________________________________________________________________________________________________________ 
 

Committee for a Responsible Federal Budget   │ 10  
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

This project was supported by a generous grant from the John D. and Catherine T. MacArthur Foundation. 

 

 

 

 
© 2011 Committee for a Responsible Federal Budget 

 

This report carries a Creative Commons license, which permits non-commercial re-use of Committee for a Responsible Federal 

Budget content when proper attribution is provided. This means you are free to copy, display and distribute Committee for a 

Responsible Federal Budget’s work, or include our content in derivative works, under the following conditions: 

 

Attribution. You must clearly attribute the work to the Committee for a Responsible Federal Budget, and provide a link back to 

www.crfb.org. 

Noncommercial. You may not use this work for commercial purposes without explicit prior permission from the Committee for a 

Responsible Federal Budget. 

Share Alike. If you alter, transform, or build upon this work, you may distribute the resulting work only under a license identical to 

this one. 

 

For the full legal code of this Creative Commons license, please visit www.creativecommons.org. If you have any questions about 

citing or reusing Committee for a Responsible Federal Budget content, please contact us. 

 

  

 


