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he result of deficit spending is debt. When President Bush took office, the national debt was $5.7 trillion.
Now it is $10.6 trillion—and Congress voted in October to raise the debt ceiling to $11.3 trillion, the sev-

enth such hike since President Bush took office and the second since last July. If, as is quite likely, we reach the
new ceiling by January 20, the outgoing president will have managed to amass more debt than all of his prede-
cessors combined.

And even that number may be too small. When the federal government took over Fannie Mae and Freddie
Mac, it also assumed their $5.4 trillion debt. The accounting procedures used by the International Monetary Fund,
and endorsed by the CBO, normally require that such debt also be taken into account, which means that the
total national debt now may be as high as $15
trillion. (If we account for only the riskiest
loans, however, that number would “only” be
$12 trillion.)

But the pain most Americans are feeling
right now is much more immediate. The in-
crease in credit-card, automobile, mortgage,
and other forms of personal debt—from around
$8 trillion in 2000 (in current dollars) to more
than $14 trillion today—also looms behind
the implosion of our financial system. Had the
value of assets increased in tandem, that in-
crease might not have mattered, but what is re-
markable about America’s debt binge under
President Bush is that it primarily served con-
sumption. Homebuyers used easy credit to buy
overpriced houses, which they then refinanced
to pay for every other kind of consumption, bet-
ting that in the end rising housing prices would
balance the account. At the same time, house-
hold savings rates plummeted, hitting zero or
less than zero in some areas. With housing
prices in a slump and no money in the bank,
the result, according to one estimate, will be
more than 5,000 foreclosures per day—more
than at any time since the Great Depression.

The national debt is now more than
70 percent of the gross domestic
product, the highest such propor-
tion in half a century. Where did all
this debt come from? To an un-
precedented extent, America de-
pends on loans from China, Japan,
and the Middle East. The share of
public debt that is owed to foreign
nationals has risen from 31 percent
in 2000 to 46 percent today. This
means that every man, woman, and
child in the United States owes
$9,000 to some other country.
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GROWING DEBT

DEBT AS A PERCENTAGE OF GDP MAJOR FOREIGN LENDERS

Bureau of Economic Analysis, Federal Reserve, Department of the Treasury, and the In-
ternal Revenue Service. All figures are adjusted to 2007 dollars.
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he national debt has already nearly doubled in the Bush era, but
the consequences of the president’s policies will continue to be

felt for many years to come. We estimate that the total bill to the na-
tion as a direct result of President Bush’s policies, in today’s dollars, is
an amazing $10.35 trillion. This includes the new debt as well as liabil-
ities that will need to be paid through 2018. We can break this legacy
into eight components:

Increase in National Debt Debt has long been a fixture of American governance,
of course, but—given the surplus President Bush inherited—even a conservative
estimate of the Bush bill requires that we take into account the entirety at least
of his addition to that debt. The Bush tax cuts lowered national revenues by
about $1 trillion, even as the government spent nearly $900 billion in direct op-
erations for the wars in Iraq and Afghanistan and added another $600 billion to
the total spending on “regular” defense, a significant proportion of which is indi-
rectly related to those wars. And because interest accrues on the outstanding
debt, interest charges also will rise. It should be noted as well that this increase does
not take into account another factor: had Clinton-era policies been kept in place
the past eight years, the CBO estimates, the overall national debt actually would
have significantly decreased. Cost: $4.9 trillion

Projected Deficit for 2009 The rapidly weakening economy means that tax rev-
enues will fall off, even as unemployment benefits and other government spend-
ing rise. Congress also is likely to approve a significantly larger stimulus package,
possibly in excess of $300 billion, and more spending on the bailouts already un-
dertaken, as well as new bailouts and subsidies for struggling sectors such as the
auto industry. Moreover, even assuming that the United States begins to withdraw
combat troops from Iraq, we expect that the war’s costs will remain steady at best
in 2009, as functions are transferred to private contractors. We also expect that
Congress will extend the temporary fix of the alternative minimum tax and will
enact some form of additional homeowner mortgage relief. For all these reasons,
next year’s budget deficit easily could rise to a trillion dollars, so our estimate is a
bare minimum. Cost: $0.75 trillion

Fannie Mae and Freddie Mac When the federal government took over these fail-
ing residential mortgage giants, it also assumed their $5.4 trillion in mortgage-backed
securities and outstanding debt. Under conventional accounting standards, this
entire amount should be counted as part of the national debt. It is difficult to pre-
dict, however, how much exposure the United States has really taken on. We have
included what is likely to be the minimum additional debt that the CBO adds on
for these agencies, which is the $1.6 trillion in risky unsecured debt. The final cost,
however, will depend on how far housing prices fall, and how many houses go into
foreclosure, which presents the incoming administration with a significant dilem-
ma: if it spends less on stimulus it will need to spend more on Fannie Mae and Fred-
die Mac. Cost: $1.6 trillion

Debt from Other Bailouts Congress has already provided $700 billion in author-
ity to purchase toxic mortgages and other assets through the Troubled Asset Re-
lief Program. It also has committed another $800 billion to bailing out AIG, Bear
Stearns, and other financial firms, and it most likely will extend this commitment
to other core U.S. industries in the coming year. Although some of this cost will
appear in the 2009 budget, much of it will not be accounted for until 2010 or lat-
er. Not all of the loans will go sour, so it is difficult to estimate the price tag on
these programs. Cost: $0.5 trillion

Future Interest on New Debt The United States spends nearly $250 billion per
year in net interest payments (interest paid on Treasury debt securities less inter-
est received by the Social Security and other trust funds). The CBO projects that
the net interest payable on the total debt will over the next decade exceed $3.35
trillion, of which about $1.5 trillion is directly attributable to the debt that we have
taken on during the past eight years. Even this figure, however, understates the true
amount of interest payable, because interest also will accrue on money that will
need to be borrowed in the next ten years to pay for obligations incurred in the
past eight years. Cost: $1.5 trillion

Medicare Part D The administration’s flagship prescription drug benefit program
is expected to cost $800 billion over the next decade. It is possible, though, that
the number will be larger. The program has been criticized because, unlike the de-
partment of Veterans Affairs, Medicare does not negotiate bulk price discounts with
drug companies. In addition, the program coverage contains a “doughnut hole”
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he worst legacy of the past eight years is that despite colossal government spending, most Americans are
worse off than they were in 2001. This is because money was squandered in Iraq and given as a tax wind-

fall to America’s richest individuals and corporations, rather than spent on such projects as education, infra-
structure, and energy independence, which would have made all of us better off in the long term.

President Bush did manage, by way of deficit spending, to grow the economy by 20 percent during his
tenure. But who benefited from that growth? Between 2002 and 2006, the wealthiest 10 percent of households
saw more than 95 percent of the gains in income. And even within those rarefied strata, the gains tended to
be concentrated at the very top. According to one study, the nation’s 15,000 richest families doubled their an-
nual income, from $15 million to $30 million. And in that same period, corporate profits shot up by 68
percent—more than five times the growth seen in the overall economy.

Even as the wealthiest families have increased their holdings, the families at the center of the income spec-
trum saw their incomes shrink by 1 percent. In 2000, the average weekly earnings of production and non-
supervisory workers (70 percent of the workforce) amounted to $527 (in current dollars). Six years later, their
wages had risen a mere $11, and those same workers have meanwhile seen their net worth (assets minus liabili-

ties) wither as a result of falling home values, higher per-
sonal debt, and shrinking savings—factors now being ex-
acerbated by the collapsing stock markets.

The extraordinary transfer of wealth that has taken
place from ordinary households to the super-rich has been
made possible by another transfer: borrowing money from
future prosperity to pay for current consumption. For ex-
ample, President Bush provided a much heralded $600 tax
rebate to most families in 2001. But once interest rates re-
turn to more normal levels, simply servicing the new debt
from the Bush years will require those same families to
spend more than $2,000 a year, year after year, forever.

The Obama Administration, facing the most serious
economic crisis in at least a generation, will need to
mount an expansionary fiscal policy. The problem is how
much the country’s debt mountain will crimp our abili-
ty to pay for the type of change we just voted for—
better health care, public investment in alternative forms
of energy, and a renewal of our aging roads and bridges—
and that we need in order to rescue the economy.

The global financial crisis is denting the huge foreign
exchange reserves of governments that bankrolled the
Bush spending spree. Although our major creditors will
continue lending to us, even they have their limits. If the
world’s appetite for U.S. Treasury bonds begins to wane,
that would likely drive up long-term interest rates and
send the dollar lower, leading to inflation. Historically, gov-
ernments faced with such impossible debt mountains have
resorted to inflation in order to repay their debt more
cheaply. But high inflation hits the poorest members of so-
ciety hardest. Whether we struggle to break our addiction
to deficit spending in order to pay off our debts, or wind
up inflating them away, the economic mistakes of the
George W. Bush White House will cast a long shadow over
the next generation of Americans. ■
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whereby Part D stops paying for drugs after a senior receives prescriptions
totaling $2,700, and doesn’t resume coverage until that senior has paid
an additional $3,454 for drugs. Our estimate is based on the assumption
that Congress will take steps to close the “doughnut hole” but also will
take steps to encourage price negotiation with pharmaceutical compa-
nies. Cost: $0.8 trillion

Iraq and Afghanistan Veterans Entitlements For every U.S. serviceman
or -woman killed in Iraq, fifteen more have been wounded, injured, or have
contracted an illness serious enough to require medical evacuation. More
than 350,000 U.S. veterans from the two wars have sought medical treat-
ment from the Department of Veterans Affairs, and nearly 300,000 have
filed applications for disability benefits (more than 90 percent of which are
likely to be approved). The cost of providing medical care and disability
benefits may eventually exceed even the cost of combat operations, and
over just the next decade, using the most optimistic assumptions, taking
care of these veterans is going to cost at least $59 billion. The president

also reluctantly signed into law a measure that restored education bene-
fits for new veterans in an updated G.I. Bill, which we estimate will cost
$40 billion over the next decade. Cost: $0.1 trillion.

Rebuilding National Defense The armed forces have been severely
depleted by the efforts in Iraq and Afghanistan, in terms of person-
nel, training, and equipment. While we urge spending reductions in
some areas of defense (e.g., space-weapons programs and other proj-
ects with huge cost overruns), there is no doubt that the military
will require a substantial expenditure to “reset” basic military
strength. This includes the replenishment of aircraft, vehicles, and
weaponry; restoring the National Guard to its previous strength; de-
preciation of equipment used or abandoned in Iraq; and the costs re-
lated to a partial withdrawal from Iraq, including the dismantling of
some bases. In addition, the Pentagon will need to spend consider-
ably more over the next decade on military hospitals, recruiting, and
bonuses. Cost: $0.2 trillion

The bottom half of American workers saw their share of
national income decline, even as the wealthiest 1 percent
saw an increase in their overall share.
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