CONGRESSIONAL BUDGET OFFICE Douglas W. Elmendorf, Director

U.S. Congress
Washington, DC 20515

June 30, 2009

Honorable Paul Ryan

Ranking Member

Committee on the Budget
U.S. House of Representatives
Washington, DC 20515

Dear Congressman:

As you requested, the Congressional Budget Office (CBO) has analyzed the
Impact of the three interest rate scenarios that you specified on deficits and
debt held by the public. We have compiled such deficit and debt estimates
relative to projections presented in the Analysis of the President’s
Budgetary Proposals for Fiscal Year 2010 (published in May 2009). The
three interest rate paths assumed, which are shown in Table 1, are:

1. The rate on 10-year Treasury notes would average 3.75 percent for calendar
year 2009 and all interest rates would rise after 2009 such that the rate on 10-
year notes would approximate its average level over the 1991-2000 period
(6.6 percent).

2. The rate on 10-year Treasury notes would average 3.75 percent for calendar
year 2009 and all interest rates would rise after 2009 such that the rate on 10-
year notes would approximate its average level over the 1981-1990 period
(10.5 percent).

3. Interest rates would follow a path that is consistent with the average of the top
10 projections of the most recent Blue Chip economic forecast. That average
for the latter part of the period is 6.4 percent for 10-year notes.

CBO calculated 3-month interest rates consistent with the assumptions
specified for 10-year rates. For scenarios 1 and 2, CBO used the average 3-
month and 10-year interest rates during the 1990s and 1980s, respectively,
to determine the steady-state levels for the latter part of the projection
period. CBO assumed that rates would steadily rise—by no more than

2 percentage points a year—until they reached the specified average levels
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and then remain constant through 2019. Scenario 3 uses the rates contained
in the June 2009 Blue Chip economic forecast for 2009 and 2010; the
projections for 2011 through 2019 come from the March 2009 Blue Chip
report. Other interest rates necessary to calculate federal interest payments
were interpolated using an econometric model.

Under each scenario, interest costs would be higher than CBO estimated in
its analysis of the President’s budget (see Table 2). The effects would be
minimal for 2009, but between 2010 and 2019 interest payments in under
both scenarios 1 and 3 would be about $1.3 trillion higher; in scenario 2,
interest payments would be $5.6 trillion higher. The cumulative deficit and
debt held by the public at the end of the 10-year period would rise by
slightly smaller amounts. A small portion of the additional interest
payments would be offset by larger remittances by the Federal Reserve on
its earnings from holding Treasury securities.

If you wish further details on this estimate, we will be pleased to provide
them. The CBO staff contact is Jared Brewster, who can be reached at 226-
2880.

Sincerely,

Douglas W. Elmendorf
Director

Enclosure

cc:  Honorable John M. Spratt Jr.
Chairman



