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When Debt Rises, the Treasury Rebalances to Long-Term
Securities

By Denis Ebby and Jon Huntley

To finance government spending above tax revenues, the federal government issues debt. According to USAFacts,
in 2015 the federal government paid more than $220 billion in interest on this debt. Moreover, interest on the
federal debt is growing larger, and it is becoming an increasingly important part of PWBM'’s long-term budget
projections. To make more accurate projections of interest paid on the federal debt, PWBM will begin projecting
the maturity structure of federal debt.

The maturity structure of federal debt determines how much federal debt is being paid off or retired each year,
which determines the speed with which changes to interest rates affect total interest paid on the federal debt.
Retired debt is typically rolled over into new debt at prevailing interest rates. When more debt is retired and
rolled into new debt, changes to interest rates are passed through faster to interest paid by the federal
government.

To inform our projections about the maturity structure of federal debt, we analyze historical debt maturity
structure by using U.S. Treasury records dating back to 1953. We find that the maturity structure changes
significantly in the few years following 1982 and 2007, but is relatively stable in other years. Beginning in those
two years, the federal government moves away from issuing short-term (one-year or less) debt and shifts toward
long-term borrowing.

As shown in Figure 1, the federal government decreased its concentration of debt obligations in short-term debt
(Treasury bills with one-year or less maturity) from around 45 percent of all federal debt in 1982 to around 35
percent in 1987. The decrease in the short-term debt composition of public debt can be attributed to the U.S.
Treasury's preference for new 20- and 30-year debt. In 2007, we observe another decline in short-term debt
composition of public debt from 35 percent to 25 percent in 2012. In 2007, the Treasury shifted away from short-
term debt to both medium- and long-term securities. Securities due in three to ten years more than tripled
between 2007 and 2012. Furthermore, the U.S. Treasury was issuing more than $150 billion of 30-year debt in
2012, compared to $0, $26 billion, and $38 billion in 2005, 2006, and 2007, respectively.

Figure 1: Changes in the Maturity Structure of Marketable Federal Debt, Percent
of Marketable Debt
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Figure 1:- Changes in the Maturity Structure of Marketable Federal Debt, Percent of Marketahle Debt

Total amount of marketable U.S. debt in 1953: $155 billion
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Source: U.S. Department of the Treasury, Monthly Statements of the Public Debt, December 1982 to December 2017

The decreases in the proportion of short-term debt starting in 1982 and 2007 are coincident with sudden, large
increases in public debt. As shown in Figure 2, the debt as a share of GDP increased from 25 percent in 1981 to 40
percent in 1987 following the Economic Recovery Tax Act of 1981. Likewise, decreased tax revenues and increased
spending during the 2008 financial crisis contributed to a substantial increase in federal debt from 2007 to 2012.
Between those years, debt as a share of GDP increased from 35 percent to 70 percent. Large increases in debt
held by the public give the Treasury a chance to reshape the maturity structure. In both cases, the Treasury had to
refinance existing short-term debt that was coming due and issue new debt to cover the larger deficits. In both
instances, the U.S. Treasury borrowed larger shares of medium- and long-term debt.

Figure 2: The Debt-to-GDP Ratio
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PWBM projects that the future maturity structure of U.S. debt will remain similar to the maturity structure
observed in both 2012 and 2017, given that there are no sudden projected changes in the debt-to-GDP ratio. We
project that about a quarter of U.S. government debt obligations will be in short-term (one-year or less) debt, and
the rest of the debt will be spread fairly evenly among each of the other, longer-term securities as shown in
Figure 1. The recent increased use of long-term debt will slow the change in the interest paid on federal debt
compared to earlier years. Previously, up to half of the entire federal debt was rolled over into new debt each year

at new interest rates as it matured.
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