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DISCLAIMER 

The preceding has been presented for informational purposes only.  None of the information contained herein constitutes an 
offer to sell, or a solicitation of an offer to buy any security or investment vehicle, nor does it constitute an investment 
recommendation or legal, tax, accounting or investment advice by Hedgeye or any of its employees, officers, agents or guests.
This information is presented without regard for individual investment preferences or risk parameters and is general, non-
tailored, non-specific information. This content is based on information from sources believed to be reliable. Hedgeye is not 
responsible for errors, inaccuracies or omissions of information.  The opinions and conclusions contained in this report are 
those of the individual expressing those opinions or conclusion and are intended solely for the use of Hedgeye’s subscribers and
the authorized recipients of the content. All investments entail a certain degree of risk and financial instrument prices can
fluctuate based on several factors, including those not considered in the preparation of the content.  Consult your financial
professional before investing. 

TERMS OF USE 

The information contained herein is protected by United States and foreign copyright laws and is intended solely for the use of 
its authorized recipient. Access must be provided directly by Hedgeye. 
Redistribution or republication is strictly prohibited. For more detail please refer to the Terms of Service at 
https://www.hedgeye.com/terms_of_service.   

LEGAL
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 US Real GDP Projection, 2021-2051
• Topline Results
• Structure of GDP Projections & Their Evolution since 2016
• Population
• Labor Force
• Labor Productivity

 US Fiscal Projection, 2021-2051
• Topline Results
• Evolution of Fiscal Projections since 2016
• Long-Term Revenue and Outlay Drivers
• Three Critical Fiscal Assumptions

 What Could Go Wrong?
• Labor Force: Fertility, Mortality, Immigration, LFPR
• Labor Productivity: Capital Accumulation, TFP
• Fiscal: So Much Depends on Real Interest Rates!
• And What About… Wild Cards?

2021 LONG-TERM ECONOMIC & FISCAL OUTLOOK
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GDP: THE GREAT SLOWDOWN
Real GDP Growth:

History, 1950-2020; and CBO Projections 2021-2051
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GDP: THE GREAT SLOWDOWN
Potential Labor Force, Labor Force Participation, & GDP Growth:

History, 1950-2020; and CBO Projections 2021-2051
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GDP: THE GREAT SLOWDOWN
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+ Births
- Deaths
+ Net Immigration

EMPLOYMENT + PRODUCTIVITY

POPULATION 
GROWTH

LABOR FORCE 
PARTICIPATION 
(LFP) RATE

CAPITAL 
INTENSITY 
GROWTH

TOTAL FACTOR 
PRODUCTIVITY 
(TFP) GROWTH

EMPLOYMENT 
GROWTH (worker 
hours)

LABOR 
PRODUCTIVITY 
GROWTH (real $ per 
worker hour)

REAL GROSS 
DOMESTIC 
PRODUCT (GDP) 
GROWTH

Shading indicates optimistic v pessimistic change in 
CBO long-term assumptions since 2016
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FALLING POPULATION GROWTH EXPECTATIONS
CBO 2016*, 2019, 2020, and 2021 Population Projections 

Through 2050, In Millions
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FALLING IMMIGRATION EXPECTATIONS 
CBO 2016 and 2021 Projected Net Immigration Rate 

(per 1,000 US population), 2021-2046
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YET RISING HOPES ABOUT OUR WORK EFFORT
2016 and 2021 CBO Projections:

Difference Between LF Growth and Pop Growth, 2021-2046
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PRODUCTIVITY? HOPES HERE TOO ARE FALLING
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AS A RESULT, GDP EXPECTATIONS ARE DOWN
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POPULATION PROJECTION PER CBO

US Total Population: Growth by Component Rate (CBO)
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FERTILITY: DROPPING TO ALL-TIME LOWS

US Total Fertility Rate, 1961-2019
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FERTILITY: EXPECT BIGGER PLUNGE IN 2021

US Total Fertility Rate, 2010-2021*

*2020 Preliminary and 2021 Hedgeye Estimate
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LIFE EXPECTANCY FALLS IN 2020
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LIFE EXPECTANCY IN 6TH YEAR OF DECLINE

US Life Expectancy, 2010-2020
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LONG-TERM DROP IN POST-GFC IMMIGRATION

Net Immigration to the US and Recession Bars, 1990-2020
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WORKING-AGE PROJECTION PER CBO

US Working Age (20-64): Growth by Component Rate (CBO)
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TOTAL POP AND WORKING-AGE COMPARED
US Total Population Growth and Working Age (20-64): 

Growth by Component Rate (CBO)
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+ Births
- Deaths
+ Net Immigration

RECAP ON CBO POPULATION ASSUMPTIONS
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LABOR FORCE
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MOST EXPERTS EXPECT LFP TO KEEP FALLING

BLS Civilian LFP by Age, 1999, 2009, 2019, and Projected 2029 (In Percent)

CBO assumes -0.15% 
(only HALF of this 
negative rate) from 
2019 to 2051)
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BUT CBO KEEPS THEM RISING

Assumed by CBO: LFP Rates by Age as % of 2017-19 Average*
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LET’S RETURN TO THE GREAT GDP SLOWDOWN
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AND EXAMINE PRODUCTIVITY COMPONENT
Nonfarm Business Sector By TFP and Capital Intensity, 

Historic 1950-2020, Projected 2021-2051

0.78%
0.48% 0.58%

0.85% 0.85%
0.49%

0.18% 0.16% 0.10%

1.89%

0.81%

1.11%

1.53% 1.65%

0.72%
1.15% 1.10% 1.10%

0.0%

0.5%

1.0%

1.5%

2.0%

2.5%

3.0%
TFP

Capital Intensity



32

© Hedgeye Risk Management LLC. All Rights Reserved.SOURCE : Robert Shackleton, “CBO’s Economic Forecast: Understanding the Slowdown of Productivity Growth” (Sep 1, 2020)

TFP IS SLOWING

Total Factor Productivity Growth in Nonfarm Business Since 2000
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… AS IS CAPITAL INTENSITY
Private Nonfarm Business Sector: Capital Intensity*,
Annual YoY Change and YoY 3YR MMA (1990 to 2017)
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* Ratio of capital services to hours worked; capital services equals total real stock of business capital times estimated rental price (by type).
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… DRIVEN BY DECLINING INVESTMENT RATES

Net Domestic Investment As a % of GDP, by Type (Selected Years)
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HERE’S HOW BLS BREAKS IT DOWN THRU 2017
Private Nonfarm Business Sector: Contributions to

Labor Productivity Growth by Period
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PRODUCTIVITY SLOWDOWN: KNOWN ISSUE
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 After 2025, federal outlays will grow every year as a share of GDP--hitting 32% of GDP by 
2051. That’s more in a “normal” year than we spent during the emergency year of 2020.

 Revenues, meanwhile, will rise very slowly. From 2025 to 2051, as a share of GDP, federal 
outlays will be growing roughly 8X faster every year than revenues.

 Large and accelerating deficits are the inevitable result. After 2042, the deficit as a 
share of GDP will be continuously in the double-digits.

 All major federal trust funds will be insolvent within the next 14 years. 

 By 2051 the publicly held federal debt will reach 202% of GDP. Meanwhile, in that year, 
federal net interest outlays will reach 8.6% of GDP, which is 2.6X what we currently spend 
on national defense.

 CAUTION: AS WILL BE EXPLAINED SHORTLY, ALL THESE NUMBERS CLEARLY UNDERSTATE 
THE APPROACHING FISCAL CHALLENGE!

FISCAL PROJECTION: 2021-2051 HIGHLIGHTS

SOURCE: Hedgeye; CBO, “Long-Term Budget Outlook: 2021” (2021). 
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RISING OUTLAYS & (NEARLY) FLAT REVENUES
Outlays And Revenues as Percentage of GDP, 
Historical, 1990-2020; Projections, 2021-2051
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WIDENING DEFICITS
Total Deficits, Primary Deficits, and Net Interest as % of GDP,

Historical, 1990-2020; Projections, 2021-2051
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EVERY TRUST FUND GOES BUST BY 2032
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DEBT NEARLY DOUBLES ITS PREVIOUS PEAK
Federal Debt Held by the Public as % of GDP,

Historical, 1900-2020; Projections, 2021-2051
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EVOLUTION OF PROJECTIONS SINCE 2016
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OUTLAYS HIGHER, REVENUES LOWER
Revenues and Outlays as % of GDP:

2016 and 2021 CBO Projections, 2006-2050
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DEFICITS WIDER
Total Deficit as % of GDP:

2016 and 2021 CBO Projections, 2006-2046
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DEBT RAMPS UP FASTER
Federal Debt Held by the Public as % of GDP:

2016, 2020, and 2021 CBO Projections, 2006-2046
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 US Real GDP Projection, 2021-2051
• Topline Results
• Structure of GDP Projections & Their Evolution since 2016
• Population
• Labor Force
• Labor Productivity

 US Fiscal Projection, 2021-2051
• Topline Results
• Evolution of Fiscal Projections since 2016
• Long-Term Revenue and Outlay Drivers
• Three Critical Fiscal Assumptions

 What Could Go Wrong?
• Labor Force: Fertility, Mortality, Immigration, LFPR
• Labor Productivity: Capital Accumulation, TFP
• Fiscal: So Much Depends on Real Interest Rates!
• And What About… Wild Cards?

WHAT’S DRIVING THE IMBALANCE?
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Let’s summarize the drivers in descending order of importance:

 The fundamental imbalance is driven by a growing structural (or “primary”) deficit, which 
arose during the 2008-09 GFC and which was never closed by subsequent policy. As debt 
rises faster than GDP, so do net interest payments—leading to compounding deficits. 
This dynamic is forecasted to occur despite historically low assumed real interest rates.

 Exacerbating the structural deficit is the steady trend of “mandatory” benefit spending to 
grow faster than GDP over time. This is due to (1) the rising share of 65+ Americans eligible 
for Social Security and Medicare; and (2) the rising real per-capita cost of public health-care 
benefits--mostly, Medicare and Medicaid.

 Revenues, meanwhile, will grow as a share of GDP. But they will grow very slowly. From 
2025 to 2051, as a share of GDP, federal outlays will be growing roughly 8X faster every year 
than revenues. 

 Discretionary spending (domestic and national defense) plays no role in the imbalance. 
Both are projected to keep shrinking as a share of GDP.

WHAT’S DRIVING THE IMBALANCE?

SOURCE: Hedgeye; CBO, “Long-Term Budget Outlook: 2021” (2021). 
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WHAT IS, AND IS NOT, TO BLAME
Outlays by Component as % of GDP:

Historical, 1990-2020; Projections, 2021-2051
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IN TIME, OBVIOUSLY, DEBT COMPOUNDS
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… & DRIVES INTEREST COSTS SKYWARD
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ALSO, BENEFITS OUTPACE GDP GROWTH
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 US Real GDP Projection, 2021-2051
• Topline Results
• Structure of GDP Projections & Their Evolution since 2016
• Population
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• Labor Productivity

 US Fiscal Projection, 2021-2051
• Topline Results
• Evolution of Fiscal Projections since 2016
• Long-Term Revenue and Outlay Drivers
• Three Critical Fiscal Assumptions

 What Could Go Wrong?
• Labor Force: Fertility, Mortality, Immigration, LFPR
• Labor Productivity: Capital Accumulation, TFP
• Fiscal: So Much Depends on Real Interest Rates!
• And What About… Wild Cards?

CBO’S THREE CRITICAL ASSUMPTIONS
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CBO’s 2021 published projection rests on three critical assumptions, all of which appear to 
bias its deficit path toward an optimistic (that is, lower) trajectory.

 First, CBO assumes that all future budget legislation will be deficit neutral. With the $1.9T 
unfunded Rescue Act signed into law (on March 11) just after the CBO projection was scored, 
that assumption is already obsolete. Further less-than-fully funded spending legislation 
seems probable.

 Second, CBO assumes the “sunset” expiration of over $4T in popular tax cuts or benefit 
extensions as part of current law—that is, such savings are embedded in its baseline. Very few 
Americans know about these expirations, to say nothing of consenting to them.

 Third, because current law says nothing about future discretionary spending, CBO allows 
such spending to shrink as a share of GDP until 2031. Such steady shrinkage may be 
impossible. Discretionary spending is the most likely to be impacted by crises (domestic or 
international) or new investment needs.

CBO’S THREE CRITICAL ASSUMPTIONS

SOURCE: Hedgeye; CBO, “Long-Term Budget Outlook: 2021” (2021). 
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ASSUMPTION #1: NO NEW SPENDING
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ASSUMPTION #1: NO NEW SPENDING
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ASSUMPTION #2: ALL “SUNS” ACTUALLY “SET”
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ARE YOU READY FOR THE FISCAL UNDERTOW?



60

© Hedgeye Risk Management LLC. All Rights Reserved.SOURCE: CBO, “Long-Term Budget Outlook: 2021” (2021). 

ASSUMPTION #3: GOVT SLOWLY SHUTS DOWN
Net Interest, Mandatory, & Discretionary Outlays as % of GDP: 

Historical, 1962-2020; CBO Projections, 2021-2051
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ASSUMPTION #3: GOVT SLOWLY SHUTS DOWN
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ASSUMPTION #3: GOVT SLOWLY SHUTS DOWN

Social Security, 
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Year Federal Debt Held By Public as % of GDP

2006 36%

2011 66%

2019 79%

2021 108%+

Organization Federal Debt Held By Public as % of GDP

GAO Baseline 195%+

CBO Baseline 207%+

GAO Alternative* 229%+

CRFB Alternative** 258%

2051

SOURCE: CRFB, “GAO Releases Long-Term Budget Outlook” (April 2021); GAO, “The Nation’s Fiscal Health” (March 2021); CBO, “Long-Term Budget Outlook: 2021” (2021). 

*GAO assumes historical and current policy conditions will continue in the future. For example, it assumes some tax provisions do not expire as 
scheduled under current law, the Patient Protection and Affordable Care Act and Medicare Access and CHIP Reauthorization Act of 2015 provisions to 
control health care cost growth are not sustained as they would be under current law, and, in the long term, revenue and discretionary spending 
return to their historical averages as shares of GDP.

**CRFB assumes that all individual tax cuts in the 2017 Tax Cuts and Jobs Act are extended, that all temporary tax extenders are extended, and that 
discretionary spending grows with GDP. It does not assume that certain categories of mandatory spending, discretionary spending, and revenue 
revert to historical average levels after the initial ten-year budget window, nor does it assume a change in the trajectory of Medicare spending.

+All figures djusted to include cost of the American Rescue Plan

THE IMPACT OF NEW ASSUMPTIONS
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 US Real GDP Projection, 2021-2051
• Topline Results
• Structure of GDP Projections & Their Evolution since 2016
• Population
• Labor Force
• Labor Productivity

 US Fiscal Projection, 2021-2051
• Topline Results
• Evolution of Fiscal Projections since 2016
• Long-Term Revenue and Outlay Drivers
• Three Critical Fiscal Assumptions

 What Could Go Wrong?
• Labor Force: Fertility, Mortality, Immigration, LFPR
• Labor Productivity: Capital Accumulation, TFP
• Fiscal: So Much Depends on Real Interest Rates!
• And What About… Wild Cards?

RECAPPING POPULATION ASSUMPTIONS
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RECAPPING PRODUCTIVITY ASSUMPTIONS
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SO HOW IMPORTANT ARE THE ASSUMPTIONS?
Sensitivity of Assumption Changes From Baseline

% Pt Change in Publicly Held Debt in 2051

Economic Assumptions Positive Negative 

Total Factor Productivity ± 0.5% AGR (CBO) -42 +58

Real GDP ± 0.5% AGR (GAO) -38 +42

Budget Assumptions Positive Negative 

Revenue ± 5% All Years (GAO) -24 +24

Health Care Excess Cost Growth ± 1% AGR (GAO) -11 +21

Discretionary Outlays ± 5% all Years (GAO) -9 +9

Social Security Outlays ± 5% all Years (GAO) -8 +8

Interest Rate Assumptions Positive Negative 

Interest Rate ± 0.05% Per Year Change (CBO) -46 +50
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 US Real GDP Projection, 2021-2051
• Topline Results
• Structure of GDP Projections & Their Evolution since 2016
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• Labor Productivity

 US Fiscal Projection, 2021-2051
• Topline Results
• Evolution of Fiscal Projections since 2016
• Long-Term Revenue and Outlay Drivers
• Three Critical Fiscal Assumptions

 What Could Go Wrong?
• Labor Force: Fertility, Mortality, Immigration, LFPR
• Labor Productivity: Capital Accumulation, TFP
• Fiscal: So Much Depends on Real Interest Rates!
• And What About… Wild Cards?

SO MUCH DEPENDS ON REAL INTEREST RATES!
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RATE BELOW HISTORICAL NORM UNTIL 2044?
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FREE RIDE FOR DEFICITS UNTIL 2038?
Real Interest Rate,* History 1955-2020 and 

CBO Projection 2021-2051
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IF RATES RAMP UP, IT’S A WHOLE NEW WORLD
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WILL REST OF WORLD KEEP BAILING US OUT?
US Net International Investment Position, 

as % of US GDP, 1976-2020
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2021 LONG-TERM ECONOMIC & FISCAL OUTLOOK
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WHAT ABOUT THE UNKNOWN UNKNOWNS?
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