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* In f!scal ygar 2025, the deficit was %1.8 trl!llon. The. Congressional Budget Figure 1. 2025 Federal Budget (Trillions)
Office projects that that number will continue to rise for at least the next

decade. To maintain mandatory spending and eliminate the deficit would $8.0
. . . . . . $7.1 trillion
require cutting almost all discretionary spending (Figure 1). $7.0 :
* Americans have experimented with a wide range of taxes. Prior to the - Defense | Discretionary $5.3 trillion
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heavily (Figure 2). Income tax rates generally declined from the 1960s until $5.0 e | "éfrfj:;t":';;e ariits
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the 1990s. Corporate tax rates were slower to decline but are currently at $4.0 Pmidicaid
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the lowest level since 1947. Capital gains tax rates have held relatively
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constant. Payroll tax rates steadily rose from 1947 through 1990. - Sponcime”

* Historically, tax revenue relative to gross domestic product (GDP) tend to be $2.0 Medicare S
largely constant regardless of what Congress taxes and at what rate. For $1.0 S — Income Tax
example, from 1947 to 1963 when the top income tax rate averaged almost $0.0 ]

90% (Figure 2), federal tax revenue (all taxes combined) were 17% of GDP Expenses Revene

(Figure 3). From 2004 to 2026 when it averaged 37%, federal tax revenue

were 18% of GDP. The evidence suggests that the way to increase tax

revenue could be through sustained economic growth rather than tweaking

tax rates. 100%
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Figure 2. Top Federal Tax Rates Over Time
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Figure 3. Federal Revenue per GDP (All Sources)
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Last week, the federal debt topped $40 trillion (Chart of the Week). With e
outstanding Treasurys averaging a 3.6% interest rate (weighted by volume), 5%

the federal government’s gross interest expense this year will exceed $1.4
0%

trillion and account for around 20% of the budget. Adjusted for inflation, the NOMNMUOUNNINNALTNOMOOANIROALNO MO N IN
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amount owed per household is just under $290,000. While no household will 2233222332232 223322RRRRRIRIKRKR

be called on to pay off the debt, the interest expense imposes a drag on the
economy that is equivalent to a cost of $10,000 per year for the average The Economic & Financial Research Team
household.

Roughly 20% of the debt is owed to intragovernmental entities like the
Social Security trust fund. It is tempting to disregard this as money the
government owes itself. The reality is more complicated. Federal retirement
benefits are statutory obligations, making money the government has
borrowed from federal pensions obligations to federal workers. While
Americans are not contractually entitled to Social Security benefits, it would be
politically infeasible for Congress to refuse promised benefits. This makes John Suter, VP Antony Davies, Director  Sam Kem, Sr. Analyst

money loaned to the Social Security trust fund, from a practical perspective, Ernail: E R h@ ;
money owed to American workers. mail: EconomicResearch@nrucic.coop
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Key Indicators Forecasts
INTEREST RATES! 2026 2027 Real GDP Growth Trend
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ECONOMY 2026 2027 0%
(0.5%)
Current Q3 Q4 Q1 Q2 Q3 -1%
PCE Inflation (YoY %) 3.7 2.8 2.5 2.5 23 2.1 @ e e xud e e wa e 3 o
CPI Inflation (YoY %) 3.4 2.9 2.5 2.4 2.3 2.2 2024 2025 2026
Real GDP (QoQ %) 1.5 1.9 1.9 2.0 21 21 Headline vs. Core Inflation
Unemployment (%) 4.1 4.3 43 4.3 43 43 6%
Consumer Spending (QoQ %) 3.2 1.7 1.9 1.9 2.0 2.0 %
Industrial Production (YoY %) 1.1 1.2 2.1 2.3 1.8 2.0
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Current Year ago YoY A 2%
DJIA 53,356 45,282 17.8% 1%
Nasdaq 25,946 21,449 21.0%
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US Dollar Index $1,192.85 $1,207.61 (0.7%) s 2 8§ &g ¢ &8 5 2 8§ 8 23 & 5
e CP| @ Core CPI|
Commodities
Current Year ago YoY A 10-Year US Treasury vs. Fed Funds Trend
Crude Oil (Per Barrel) $85.74 $64.80 32.2% 6%
Natural Gas (Per MMBtu) $2.81 $2.81 - 5%
Coal (Per Short Ton) $13.15 $11.13 32.2% % —_ -
Gold (Per Ounce) $4,666.24 $3,367.00 38.6%
Corn (Per Bushel) $4.88 $3.89 25.4% 3%
Soybean (Per Bushel) $12.18 $10.26 18.7% 2%
1%
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Natural Gas Storage (Billion Cubic Feet) 3,169 3,197 (0.9%) — = 10VUST Fed Funds
U.S. Daily Power Consumption (MWh) 13,247,319 12,422,139 6.6%
World Container Index (Per 40ft) $4,526 $2,250 101.1%

1 Unless otherwise indicated, forecasts are from the Blue Chip Professional Forecasters.
2 Target rate forecast is based on futures market contracts.

Sources: © Oxford Economics, Blue Chip Financial Forecasts, Trading Economics, Moody’s Analytics, Statista, Oxford Economics, U.S. Bureau of Economic Analysis, U.S. Bureau of Labor Statistics, U.S.

Energy Information Administration, U.S. Treasury Department, Federal Reserve Bank of Atlanta, Federal Reserve Bank of New York, Federal Reserve Bank of St. Louis, International Monetary Fund, World
Bank, University of Michigan, The Conference Board.
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