Debt ceiling deal is expected to massively slash spending and control budgets.
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“The FRA is the largest deficit reduction bill in well over a decade, and it passed with support from both parties,” said Maya MacGuineas, president of the Committee for a Responsible Federal Budget. “The FRA is likely to generate at least $1 trillion in savings, and could save as much as twice that if appropriators take its targets seriously. That’s a very good starting point; now more work will be needed.” Added the Bipartisan Policy Committee: “The BPC applauds President Biden, Speaker McCarthy, and congressional leadership for crafting a bipartisan agreement addressing federal spending and avoiding a potentially disastrous default on our obligations. This kind of compromise is exactly how divided government should work.” But with barely a week to reflect on the achievement – arrived at after plenty of political gamesmanship and warnings of economic catastrophe should the government default on its debt – a new reality that an era of exuberant spending could be over is setting in. That, along with the predictable calls for new programs that could undo some of the law’s promises. One realization is that the days of easy money and expansive federal spending ushered in during the coronavirus pandemic may well have ended. Another is that the law does little to tackle the underlying structural imbalances between government spending and revenues, dealing with only discretionary spending outside of defense and not touching programs such as Social Security and Medicare. And finally, the reality that the law sets up another battle over the debt ceiling in two years, when a new Congress and perhaps a new president will face many of the same issues as well as the expiration of certain tax breaks that were enacted in 2017 during the term of former President Donald Trump. “Setting aside the specific figures, we think this bill marks an important inflection point in federal fiscal policy,” Wells Fargo economists Michael Pugliese and Karl Vesely wrote after the deal was struck. “The past several years have been marked by highly accommodative federal fiscal policy. This era may be coming to an end as federal fiscal policy is shifting to a more neutral stance.” The Congressional Budget Office estimates the debt ceiling agreement will reduce budget deficits by about $1.5 trillion over the next 10 years. Many private economists say it will reduce overall gross domestic product by 0.1 to 0.2 percentage points. That’s a drop in the bucket of an economy expected to produce an annual GDP of $26 trillion this year. And it’s not the only drag on economic growth underway, as the Federal Reserve has also raised interest rates by 5% in total over the past year and continues to reduce the assets of its balance sheet by up to $95 billion a month. Add in that the Treasury will now be issuing around $600 billion-$700 billion in new debt to make up for the time it was not raising funds during the standoff and it is likely that the economy will see a drying up of excess liquidity.
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