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Thefederal government recorded atotal budget deficit of $319 billioninfiscal year 2005, $94 billion lessthanthe deficit
incurred in 2004. The 2005 deficit was about $2 billion higher than CBO had projected last month, primarily because
of adjustmentsmadeto anumber of agencies’ August spending figures. Asashareof thenation’ sgrossdomestic product
(GDP), the 2005 deficit was 2.6 percent—down from the 3.6 percent share recorded in 2004.

FISCAL YEAR TOTALS
(Billions of dollars)

2001 2002 2003 2004 2005

Receipts 1,991 1,853 1,782 1,880 2,154
Outlays 1,863 2,011 2,160 2,293 2,473
Surplus or Deficit (-) 128 -158 -378 -413 -319
Surplus or Deficit (-)

as a Percentage of GDP 13 -15 -35 -36 -26

Sources: Department of the Treasury; CBO.

The federal budgetary situation improved in 2005 after
worsening for four consecutive years. Asapercentage of
GDP, the 2005 deficit was about equal to the average for
the past 25 years.
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Receiptsin 2005 rose by 14.6 percent to $2,154 billion.
Asashare of GDP, they increased for the first time since
2000, from 16.3 percent in 2004 to 17.5 percent in 2005
(seethefigure above). Therevenue share of GDPin2005
was below the average of 18.2 percent experienced over
the past 40 years, and similar to the share recorded in the

early 1990s, before the steady run-up to the postwar peak
of 20.9 percent that was reached in 2000.

Outlays also rose in 2005, up by about $180 hillion (or
nearly 8 percent) over their 2004 level. At 20.1 percent of
GDP, outlays in 2005 were dlightly under the average
recorded between 1965 and 2004. They remainwell below
the levels recorded in the 1980s, when outlays averaged
around 22 percent of GDP. Spending declined steadily as
a percentage of GDP from 1991 to 2000, bottoming out at
18.4 percent in 2000, before rising again in the past few
years.

TOTAL RECEIPTS
(Billions of dollars)

Percentage
Change,

Major Source 2000 2004 2005 2004-2005
Individual Income 1,004 809 927 14.6
Corporate Income 207 189 278 47.0
Social Insurance 653 733 795 84
Other 161 148 154 38
Total 2,025 1,880 2,154 14.6
Percentage of GDP  20.9 16.3 175 n.a

Sources. Department of the Treasury; CBO.
Note: n.a. = not applicable.

Receipts of individual incometaxes, thelargest tax source,
grew at the same rate as total receipts, 14.6 percent, in
2005. As a share of GDP, they rose from 7.0 percent in
2004 to 7.5 percent in 2005, closeto the percentages of the
early 1990s and well below those experienced from the
mid-1990s through 2001. Most of the growth in those
receipts in 2005 occurred in nonwithheld receipts, which
increased by 32 percent. That large increase probably
reflects strong growth in nonwage incomes as well as
changes in tax laws that caused a one-time reduction in
receiptsin fiscal year 2004.

Note:

Unless otherwise indicated, the figures in this report include the Socia Security trust funds and the Postal Service fund,

which are off-budget. Numbers may not add up to totals because of rounding.



Social insurance receipts rose by 8.4 percent in 2005,
reaching 6.5 percent of GDP, about equal to the average
for the past 25 years. In 2005, the growth in such receipts
largely reflected growth in wages and salaries.

Receipts of corporate income taxes increased by 47
percent in 2005, following asimilar growth of 44 percent
in 2004. Asaresult of those two strong years, corporate
receipts as a share of GDP have risen from 1.2 percent in
2003, their lowest point since 1983, to 2.3 percent of GDP
in 2005, their highest percentage since 1980. Changesin
corporate tax law in recent years have contributed to the
swing, as investment tax incentives enacted in 2002 and
2003 reduced corporaterecei pts; thoseincentives expired
at the end of calendar year 2004. Most of the strong
growth in receipts in 2005, however, probably reflects
robust economic activity in both 2004 and 2005.

TOTAL OUTLAYS
(Billions of dollars)

Percentage Change,
2004-2005
Major Category 2000 2004 2005 Actua Adjusted®
Defense—Military 281 437 474 85 7.7
Socia Security
Benefits 402 487 514 55 55
Medicare 218 300 336 11.7 10.2
Medicaid 118 176 182 31 3.1
Other Programs
and Activities 537 _ 724 _776 7.2 6.4
Subtotal 1556 2,125 2,282 7.4 6.7
Net Interest on the
Public Debt 233 168 _191 14.2 14.2
Total 1,789 2,293 2,473 7.9 7.3
Percentageof GDP 184 19.8 20.1 n.a n.a

Sources. Department of the Treasury; CBO.
Note: n.a. = not applicable.

a. Excludes the effects of payments that were shifted because of
weekends or holidays.

Outlays grew by about 7.9 percent in 2005, or about 7.3
percent after adjusting for the effects of shiftsin payment
dates. Spending has grown at an average annual rate of
about 7 percent over the 2001-2005 period, twice as fast
asin the previous five years.

Defense spending rose by 7.7 percent in 2005 (on an
adjusted basis), after averaging 14 percent growth in the
preceding three years. The increase in 2005 was
concentrated inthe Army, whichisheavily involvedinthe
operations in Irag and Afghanistan (up by 17 percent);
spending by the Navy and Air Force each rose by about 5
percent. Military spending hasrisen by almost 70 percent
since 2000, growing from 2.9 percent of GDP in that year
to 3.9 percent in 2005.

Medicare outlays increased by 10.2 percent in 2005, the
fastest rate of growth since 1995. CBO estimates that
Medicaid’ sunderlying rate of growth wasabout 7 percent
in 2005, but outlayswereonly 3.1 percent higher because
of a temporary increase in the federal share of the
program’s costs in 2004. Spending for Medicare and
Medicaid isnow equal to 4.2 percent of GDP, up from 3.5
percent in 2000. Those two programs continue to grow
much faster than Social Security, averaging annual
increases of about 9 percent over the 2001-2005 period,
compared with 5 percent for Social Security.

Outlays for other programs and activities grew by 6.4
percent in 2005, twice the 2004 pace but well below the
15 percent and 9 percent increases recorded in 2002 and
2003, respectively. Disaster assistancetotaled $12 billion
in 2005, three times the average annual level of spending
in the previous five years and mostly for events that
occurred prior to Hurricane Katrina. Education spending
remains one of the fastest growing aress, rising by 16
percent in 2005 and doubling since 2000. Outlays for
unemployment benefits declined for the second year in a
row (down by 18 percent in 2005), but they are till about
50 percent higher than in 2000 because of the higher
unemployment rate and greater average benefit amounts.

Net interest on the public debt, which declined steadily
from 1998 through 2003, grew by 14.2 percent in 2005.
Net interest accounted for almost 8 percent of federal
spending in 2005, higher than in the past two years but
well below the peak of nearly 16 percent recorded in
1996.

ESTIMATESFOR OCTOBER
(Billions of dollars)

Actua  Prdiminary  Estimated
FY2005  FY2006 Change
Receipts 137 149 12
Outlays 194 199 5
Deficit (-) -57 -50 7

Sources: Department of the Treasury; CBO.

CBO estimates that the government recorded a deficit of
$50 billion in October, about $7 billion less than the
deficit recorded in the same month last year.

Receipts for October 2005 were about $12 hillion, or 9
percent, higher than receiptslast October. Thegainswere
concentrated inindividual incometax receipts, whichrose
by $11 billion. Outlays were $5 hillion larger this
October than they were last October, CBO estimates.
However, because October 1, 2005, fell on a weekend,
about $13 billion in payments that would ordinarily have
been made in October were instead made in September.
Intheabsence of those payment shifts, outlayswould have
risen by about $18 hillion (or 9 percent).
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