
NOVEMBER 18, 2016
Answers to Questions for the Record 
Following a Hearing on the Oversight of the Congressional Budget Office 

Conducted by the Senate Committee on the Budget

On September 14, 2016, the Senate Committee on the Budget convened a hearing at which 
Keith Hall, Director of the Congressional Budget Office, testified about CBO’s work since 
May 2015 and its plans for the future (www.cbo.gov/publication/51923). After the hearing, 
Chairman Enzi, Ranking Member Sanders, and other Members of the Committee submitted 
questions for the record. This document provides CBO’s answers.

Chairman Enzi

Question. Last week, Deputy CBO Director Mark Hadley testified before the House Budget 
Committee on the budgetary effects of the Center for Medicare & Medicaid Innovation 
(CMMI).1 Significant concerns were raised in that hearing by members of the Committee and 
by the other witnesses about the assumptions and models used by CBO.

One of those witnesses, Joseph Antos, a scholar at the American Enterprise Institute and 
former Assistant Director for Health and Human Resources at CBO, highlighted the 
importance of CBO’s “decision to account for savings that might be lost for ‘initiatives 
CMMI is undertaking (or is expected to undertake)’ in assessing legislative proposals.” 
Mr. Antos testified that, “This remarkable decision to score lost savings for demonstration 
projects that have yet to be announced is a sharp break with past practice.” He goes on to 
suggest, “Just as CBO does not score legislative proposals that have not yet been advanced, it 
seems unreasonable for them to score actions by CMMI that have not yet been advanced.” 
Can you please explain CBO’s rationale for making this decision? Please describe the criteria, 
data sources, and process CBO uses to determine whether CMMI is likely to undertake any 
future demonstration.

Answer: CBO’s estimate that CMMI’s activities will reduce federal spending over the next 
decade is based primarily on judgments about the effectiveness of the center’s process for 
conducting demonstrations, not on judgments about the expected results of particular 
demonstrations that the center is conducting or likely to conduct in the future. On the 
basis of evidence from earlier periods, CBO expects that a small share of the demonstrations 
conducted by CMMI will achieve savings, most will have little or no effect on federal 
spending, and some will increase spending. A crucial feature of the legislation that 

1. Testimony of Mark Hadley, Deputy Director, Congressional Budget Office, CBO’s Estimates of 
the Budgetary Effects of the Center for Medicare & Medicaid Innovation (September 7, 2016), 
www.cbo.gov/publication/51921.
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established CMMI is that it authorizes the Secretary of Health and Human Services to expand 
demonstrations under the following circumstances: when they are expected to decrease federal 
spending without harming quality of care or when they are expected to improve quality 
without increasing spending. The savings that CBO expects to result from CMMI’s activities 
would stem largely from the expansion of demonstrations that reduce spending.

Because the expected savings from CMMI’s activities are incorporated in CBO’s baseline 
projections of federal spending, CBO must consider the implications for those savings when 
estimating the cost of legislative proposals that would interact with the center’s activities. 
Many such proposals are of two types: those that would require the center to take actions that 
overlap with those that it might take under current law (such as requiring the center to 
conduct particular demonstrations) and those that would prevent the center from taking 
certain actions (such as prohibiting specific demonstrations). 

For legislative proposals that would require CMMI to take certain actions, CBO assesses the 
likelihood that the center would have taken similar action under current law. CBO obtains 
detailed information on the features of demonstrations that have been announced or are 
under way from CMMI’s website. To monitor the center’s plans for future demonstrations, 
CBO routinely gathers information from publicly available sources such as CMMI’s Requests 
for Information—in which the center solicits input from providers and other stakeholders 
about the design of demonstrations under consideration—as well as from public statements 
and presentations by Administration officials. CBO also consults staff at CMMI and various 
stakeholders.

In assessing the degree of overlap between a legislative proposal and CMMI’s activities, CBO 
accounts for how much interest the center has shown in testing similar approaches—either in 
terms of the tools that would be used or in terms of the opportunities for savings that would 
be targeted. An example of tools would be the management of prescriptions before a hospital 
discharge, and an example of opportunities targeted for savings would be avoiding hospital 
readmissions. CBO looks at both tools and targets because, even though multiple tools may 
address the same problem, the resulting savings can often be realized only once. For instance, 
many approaches may try to reduce hospital readmissions, but a given readmission can be 
avoided only one time. If a proposal required CMMI to conduct a demonstration that aimed 
to reduce hospital readmissions, CBO would have to determine if other demonstrations were 
already trying to achieve that goal and the chances that the resulting savings were already 
accounted for in the agency’s baseline projections.

In some cases, proposals requiring actions that overlap with those that CMMI might have 
taken anyway would increase federal spending. For example, a proposal to limit CMMI’s 
flexibility in designing and refining a demonstration could decrease savings, in CBO’s 
judgment, by reducing the likelihood that it would succeed or, if it did succeed, the 
magnitude of expected savings. In other cases, proposals that interact with CMMI’s efforts 
would reduce federal spending. For example, if CBO has enough information to estimate that 
a particular demonstration would probably reduce spending, a legislative proposal to 
implement it faster than CMMI had planned would reduce spending, in CBO’s judgment, by 
enabling the government to achieve savings sooner than it would have otherwise. 

Similar considerations apply to legislative proposals that would prevent CMMI from taking 
certain actions. However, because the next question deals specifically with proposals to 
prevent CMMI from conducting particular demonstrations, CBO’s approach to evaluating 
such proposals is covered in the response to that question.
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Question. CBO currently estimates CMMI will reduce federal spending, on net, by 
$34 billion from 2017–2026 (with CMMI spending an estimated $12 billion on 
demonstration projects that would reduce spending on Medicare benefits by approximately 
$45 billion in total over the 10-year period). In his prepared remarks, Mr. Hadley stated that 
CBO’s estimate is “based on judgments of how effectively the center will identify, refine, and 
expand approaches that reduce spending” but then later admits that such judgments are 
inherently uncertain.

Mr. Hadley observed that CBO’s estimates for CMMI spending are more straightforward 
than its estimates of any potential reduction in spending resulting from the center’s activities. 
Mr. Hadley indicated CBO’s assessment is “primarily based on judgments about the 
effectiveness of the process, not on judgments about the expected results of particular 
demonstrations.” Rather, CBO’s estimates are based on sets of demonstrations and the 
assumption that HHS will expand successful demonstrations and that those expansions will, 
in turn, reduce federal spending.

If CBO doesn’t base its CMMI estimates on particular demonstrations—but rather a set of 
demonstration projects with the assumption that the center has the broad authority to 
identify, modify, or expand approaches such that it will ultimately be successful in pursuing 
demonstrations that reduce spending—and if there is a high degree of uncertainty about 
whether any particular demonstration will yield savings without harming quality, then why 
should Congress be penalized for preventing a particular project from being pursued? Based 
on how CBO constructed its estimates for CMMI, and its resulting effects on the baseline for 
Medicare spending, why wouldn’t CBO simply assume that CMMI would have the ability to 
identify and fund another demonstration that is equally as likely to succeed over time?

Mr. Hadley’s testimony goes on to explain that “When asked to estimate the cost of a 
legislative proposal that would prevent the center from conducting a specific demonstration 
project, CBO assesses how much is known about the potential budgetary effects of that 
demonstration ... When CBO does have a basis for estimating how a specific project would 
affect federal spending, the agency incorporates that information into its estimate.” 
Considering the explanation from Mr. Hadley’s testimony above, can you please explain why 
CBO’s current method for scoring policy proposals is biased against legislative changes made 
by Congress?

If savings from a particular CMMI demonstration are not specifically included in CBO’s 
baseline then how is it consistent or fair to assume that blocking a particular demonstration in 
a set would produce a cost relative to a baseline which does not include the individual 
budgetary effects of the demonstration that is being blocked in the first place? Is there a 
double standard that is being applied in this scenario?

Answer. To analyze legislative proposals that would prevent CMMI from conducting a 
particular demonstration, CBO first assesses how much is known about the potential 
budgetary effects of the demonstration. The agency bases such assessments on a careful review 
of available research and other relevant information. When CBO has a basis for estimating 
how a specific project would affect federal spending, the agency incorporates that information 
into its estimate. For example, CBO recently used that approach to estimate the cost of a bill 
to prevent the Secretary of Health and Human Services from implementing a proposed 
CBO
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demonstration that would modify the method used to pay providers for prescription drugs 
covered under Medicare Part B.2 

For most demonstrations that have not yet been tested, CBO has no basis for judging how 
conducting or preventing that particular demonstration would change federal spending. 
Because CBO expects that CMMI’s overall process of testing, evaluating, and expanding 
demonstrations will produce savings, on average, proposals that prevent demonstrations from 
occurring would tend to reduce those average savings and thus increase spending. CBO’s 
projections of the budgetary effects of CMMI are based on an estimate of the percentage 
reduction in federal spending that will be achieved, on average, from the set of demonstrations 
that begin each year. That projected reduction in federal spending results mainly from the 
expansion of demonstrations that save money, which CBO expects will represent a small share 
of the demonstrations conducted by CMMI. Because CBO has no basis for predicting which 
particular demonstrations in a set will be found to reduce spending, a proposal to prevent a 
specific demonstration from occurring reduces the expected savings from that set of 
demonstrations. 

In estimating the cost of a proposal to prevent a demonstration, CBO anticipates that CMMI 
would pursue one or more alternative projects that also have the potential to achieve savings. 
Because developing and implementing those replacements would take time, CBO would 
account for that delay when estimating the cost of such a proposal. The agency would also 
consider atypical features of the prohibited demonstration (such as its size), the possible effects 
on the willingness of health care providers to participate in the development of similar 
demonstrations that might ultimately be blocked, and other factors.

In creating CMMI, the Congress gave the Department of Health and Human Services 
(HHS) the authority to take various actions that CBO estimates will reduce spending, on 
average. In general, proposals that block HHS from taking such actions are expected to 
increase spending, on average. In CBO’s view, that conclusion is not a result of bias but a 
consequence of the authority that the Congress gave to HHS.

Question. How, if at all, might CBO alter its estimates for CMMI to take into account the 
potential that the center may attempt to implement or expand a particular demonstration 
project that it does not have the statutory authority to pursue as planned? Would CBO use 
probabilistic scoring in such a scenario? If so, how would it affect CBO’s baseline or the cost 
estimate for a legislative proposal by Congress to prevent a potentially unlawful 
demonstration from moving forward as planned?

Answer. CBO bases its projections of the budgetary effects of CMMI’s activities on the 
anticipated budgetary effects of how the Administration will use the authorities available in 
current law, not on analyses of how the legislative or judicial branches of government might 
view that use. Therefore, CBO’s baseline projections incorporate the expected effects of the 
Administration’s actions. If the Congress acts to modify those actions, CBO will estimate 
the budgetary effect of that modification. That estimate would depend on the specifics of the 
proposed change. 

2. See Congressional Budget Office, cost estimate for H.R. 5122, a bill to prohibit further action on the 
proposed rule regarding testing of Medicare Part B prescription drug models (October 4, 2016), 
www.cbo.gov/publication/52087.

http://www.cbo.gov/publication/52087
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Question. CBO has indicated that it is monitoring CMMI’s implementation of 
demonstrations and will update Congress with its assessments as more information becomes 
available. However, in his testimony before the House Budget Committee, Mr. Hadley stated 
multiple times that at this point there is little information available to CBO to update its 
estimates. CBO indicated that “many of the demonstrations initiated by the center are in their 
early stages, and evaluation reports are not yet available for all of them.”

When does CBO expect to have sufficient data to update and revise its estimates? When will 
CBO inform Congress of its updated assessment of CMMI? How might CBO’s baseline and 
the models and assumptions it relies on to produce its CMMI estimates change going 
forward?

Mr. Hadley also noted that “CBO has limited information about the standards that 
Medicare’s Chief Actuary will use in certifying that demonstrations may be expanded.” If 
CBO has limited information regarding the CMS Actuary’s certification then how can the 
agency be so confident that the demonstration projects expanded by the HHS Secretary are 
likely to reduce spending?

Answer. Over the next several years, CBO expects to learn much more about CMMI’s 
activities and will use that information to improve its budget projections. During that period, 
CBO will keep the Congress apprised of any changes to its estimates. To improve its 
projections, CBO will continue monitoring all aspects of CMMI’s activities, including its 
approach to selecting, testing, and evaluating demonstration projects. CBO will pay particular 
attention to evaluation reports that are released and decisions by HHS about whether or not 
to expand some demonstrations—and the projected savings from those that are expanded. 
However, it is not possible at this time to determine how CBO’s estimates of the budgetary 
effects of CMMI’s activities might change as a result of that new information.

CBO’s assessment of the budgetary effects of CMMI’s activities involves judgments that are 
inherently uncertain. As noted in response to an earlier question, CBO’s projections of the 
budgetary effects of CMMI are based on an estimate of the percentage reduction in federal 
spending that will be achieved, on average, from the set of demonstrations that begin 
each year. That projected reduction in federal spending comes mainly from the expansion 
of demonstrations that save money, which CBO expects will represent a small share of 
the demonstrations conducted by CMMI. CBO anticipates that the Secretary of Health and 
Human Services will expand some models that are expected to reduce federal spending while 
maintaining or improving quality and other models that are expected to improve quality 
without increasing spending. The Chief Actuary of the Centers for Medicare & Medicaid 
Services must certify the expected effects on spending before the expansion may proceed.

CBO expects that, in making decisions about whether to certify that certain models would 
not increase federal spending if expanded, the Office of the Actuary will base its 
determinations on a combination of the following: the findings of demonstration evaluations, 
the findings of prior research, and its own analysis. CBO expects that the Office of the 
Actuary will use reasonable approaches to make its determinations and that it will be 
successful in identifying demonstrations that could clearly be expected to increase spending. 
Because the results of the evaluations will play a crucial role in making those determinations, 
CBO will monitor those findings as well as the evaluation process, including the rigor of the 
research methods used to evaluate demonstrations. That information will help CBO improve 
its budget projections.
CBO
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Question. Recent testimony you have provided to this Committee and to the Appropriations 
Committee discusses the impact of the limits of the compensation CBO can pay individual 
staff members, contrasting it with the higher limits often available to executive branch 
agencies. Yet when I asked you in writing in May 2015 for specific information concerning 
compensation paid to CBO employees, you withheld certain data on the grounds that it 
constituted “sensitive personnel information.” Notably, my request did not ask for 
individually identifiable information.

Earlier this year, the House Oversight and Government Reform Committee asked for—and 
received—multi-year performance award bonus data from the Office of Personnel 
Management and several other executive branch agencies, with the data broken down by 
employee titles and salary grades. I do not understand why CBO is unable to provide the same 
level of information to this Committee. Therefore, I ask that you provide full responses to my 
inquiries of May 2015 related to compensation paid by CBO in which your earlier responses 
indicated that certain data was withheld on the grounds that it constituted “sensitive 
personnel information.”

Answer. In May 2015, Chairman Enzi asked a series of questions related to performance 
bonuses awarded by CBO: How many of those bonuses are awarded each year? What is their 
average size? Are there written guidelines about how they are awarded, including a specified 
maximum bonus (either in dollar terms or as a share of base salary)? Is the entire sum intended 
for performance bonuses awarded each year, or are some of those funds allowed to lapse? 

CBO expects strong performance from its employees, and the agency’s compensation policies 
are designed to attract and retain the best possible employees and to reward them, to the 
extent feasible, for outstanding work. To that end, each year, CBO’s budget request includes 
an allocation for cash bonuses, and once the appropriation is set, the Director determines 
whether the agency can provide such bonuses. If it can, the Director determines the amount 
that can be devoted to them and the guidelines—which are communicated in writing in some 
years and orally in others—for allocating them. The Director also makes the final decision 
about each bonus paid to a CBO employee. 

CBO’s budget for performance bonuses has varied from year to year. The agency has paid 
bonuses in four of the past five years—to roughly half of the staff each year (see Table 1). 
During fiscal year 2013, CBO did not pay any cash bonuses because of budget constraints 
(though the agency did award some employees extra time off instead). In the past three years, 
CBO did not use its entire budget for bonuses. 

Question. According to the Congressional Research Service, there are 87 federal programs 
that provide assistance to low-income individuals or communities. Despite their common 
purpose of assisting the poor, most of these programs have different eligibility criteria related 
to income, assets, and household composition. These differences are administratively complex 
and result in disparate treatment of similarly situated individuals.

As I understand the process, most CBO analysts develop their own models to create baselines 
and score legislative proposals. These models are specific to each program; and they reflect 
federal spending in the states on a combined basis. However, in the area of welfare there are 
many interrelated programs with unique state level differences. The ability to model these 
programs would seem to call for a microsimulation model like the one developed for HHS by 
the Urban Institute, the so-called TRIM3 model.
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Table 1.

Performance Bonuses at CBO

Source: Congressional Budget Office.

Years indicated are fiscal years.

Does CBO have the ability to develop such a model, or given the time and resources involved, 
would it be more cost effective to use the HHS model? Would HHS provide CBO with access 
to their model?

Answer. Though CBO maintains program-specific models that are used to forecast spending 
and estimate the budgetary effects of proposed changes in law, that approach does not prevent 
the agency from considering whether legislative proposals directly affecting one program 
would indirectly affect other programs. For example, CBO models Medicare and Medicaid 
separately. Nevertheless, when a proposal would directly affect people’s eligibility for Medicare 
and as a result affect Medicaid spending indirectly, CBO accounts for that indirect effect. 

CBO could develop a microsimulation model that examined the interrelated programs that 
provide assistance to low-income people or communities. However, doing so would require a 
significant commitment of time and resources, and it is not clear that the results from such 
a model would differ substantially from the results of CBO’s current processes. Because the 
overall demand for CBO’s work is high and because its resources are limited, the agency 
would need to balance such a commitment with its other responsibilities.

The model developed and maintained by the Urban Institute would not be adequate for 
CBO’s needs and could impair CBO’s work in some ways. The model can only examine 
history; it cannot make projections, so it could not be used by itself to create baselines or to 
estimate the budgetary effects of legislative proposals. Moreover, CBO’s work has to reflect the 
agency’s objective, impartial, and nonpartisan analytical judgment. Reliance on a model 
developed for a Cabinet department to inform its policy recommendations would impair that 
practice and might raise questions about CBO’s objectivity. In addition, CBO works hard to 
make its analysis transparent so that Members of Congress, their staff, and outside analysts 
can understand the agency’s results and question its methods. That practice too would be 
impaired, because CBO’s ability both to understand and to explain the results of a model run 
by the Urban Institute would probably be limited. 

Question. CBO uses several private-sector forecasting models to estimate short-run “demand- 
side” effects. It uses two of its own models to estimate long-run “supply-side” effects. Results 
from the short-run and long-run models are essentially spliced together in an ad hoc manner 
to produce ten-year dynamic estimates. Professor John Taylor at Stanford University has 

2012 2013 2014 2015  2016 

Total Number of Awards 125 0 114 119 118

Mean Award (Dollars) 4,452 0 5,004 4,466 4,746

Median Award (Dollars) 4,000 0 5,000 4,000 5,000
CBO
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suggested the use of a single integrated model like the one used by the European Central Bank 
(ECB).

Has CBO reviewed the ECB model and considered whether such an integrated model might 
produce more consistent results?

Answer. CBO uses a range of empirical results and economic models, rather than any single 
result or model, to develop its estimates. The agency therefore keeps abreast of advances in 
macroeconomic modeling, including improvements in dynamic general equilibrium (DGE) 
models like the model used by the ECB.3 Such models are firmly grounded in economic 
theory and provide a unified framework for short-term and long-term macroeconomic 
analysis, but they often require a large number of very specific assumptions about households’ 
behavior, firms’ behavior, and future government policies. Furthermore, their predictions can 
vary widely with those assumptions. And the relationships between the assumptions and the 
resulting predictions are often difficult to explain.

CBO’s current practice—using a clearly defined rule to merge the estimates from short-term 
and long-term models—is both transparent and easy to use. It is informed by a large 
economics literature, including research based on DGE models.4

Ranking Member Sanders

Question. CBO’s report on the changing distribution of family wealth since 1989 was 
staggering. As the report makes clear, since the 1980s there has been an enormous transfer of 
wealth from the middle class and the poor to the wealthiest people in this country. There is 
something profoundly wrong when the rich keep getting richer and virtually everyone else 
gets poorer.

From 1989 to 2013, the wealth of families in the top 10 percent increased by 153 percent. 
Meanwhile, the wealth of the bottom 50 percent of families has declined by 19 percent. In 
2013, families in the bottom 25 percent were $13,000 in debt, on average, whereas they had 
virtually no debt in 2001. A total of 15 million families were in debt in 2013, with an average 
indebtedness of $32,000.

I have to imagine that the growing number of people in debt reduces both consumer 
spending, which represents 70 percent of our GDP, as well as tax collection, as the growing 
number of people with little income and no wealth do not pay much in federal taxes.

What are the economic and budgetary effects of this enormous growth in wealth inequality?

In addition, what type of analyses on wealth and income inequality is CBO planning on 
conducting in the future?

3. For a detailed discussion of DGE models and their advantages and disadvantages, see Felix Reichling and 
Charles Whalen, Assessing the Short-Term Effects on Output of Changes in Federal Fiscal Policies, Working Paper 
2012-08 (Congressional Budget Office, May 2012), www.cbo.gov/publication/43278. 

4. See Congressional Budget Office, How CBO Analyzes the Effects of Changes in Federal Fiscal Policies on the 
Economy (November 2014), www.cbo.gov/publication/49494. 

http://www.cbo.gov/publication/43278
https://www.cbo.gov/publication/49494
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Answer. CBO is not aware of any research that draws a definitive link between the 
concentration of wealth and economic growth or between the concentration of wealth and the 
federal budget. However, the concentration of wealth is likely to affect the federal budget only 
slightly, either by changing revenues or by changing spending. Wealth is not a significant part 
of the federal tax base, so any effects of changes in the distribution of wealth on revenue would 
probably be small. And though assets help determine people’s eligibility for some federal 
programs, changes in the distribution of wealth are unlikely to change overall federal spending 
significantly. 

More research has been performed on the link between the concentration of income and 
economic growth, though the conclusions of that research are uncertain. Some studies 
conclude that income inequality leads to faster growth, others that it slows growth, and still 
others that it does not affect growth. Therefore, CBO’s projections of economic growth do 
not explicitly include any effects of changes in income inequality. However, those projections 
are based on historical evidence, so they implicitly include some effects of income 
inequality—to the extent that past changes in inequality have affected economic growth.

Research has also been performed on the relationship between income inequality and federal 
revenues, which is better understood. For instance, revenues from individual income and 
payroll taxes depend on the distribution of income—which, in turn, depends on the 
distribution of earnings from wages and salaries. CBO’s projections reflect an expectation that 
those earnings will grow faster for higher-income people than for others during the next 
decade, as they have over the past several decades. That difference would cause a larger share 
of income to be subject to higher tax rates, and revenues from individual income taxes would 
consequently grow. Payroll tax receipts would decline, however, because more earnings 
would be above the threshold beyond which they are not taxed for Social Security.

CBO would welcome the opportunity to discuss its research priorities, including the extent to 
which future work on the distribution of wealth or income should be one of those priorities.

Question. Social Security is a lifeline keeping millions of seniors, disabled and their families 
out of poverty.

Social Security has a $2.7 trillion trust fund, but rising income inequality is constraining the 
program’s ability to raise the level of revenue that we could expect if the income inequality gap 
were narrowing. The last time Social Security underwent major changes, in 1983, the payroll 
tax cap was set to cover 90 percent of all earned income. No one at that time imagined the 
explosion in inequality would see those at the very top capturing so much of our economic 
gains over the past three decades. The Center for American Progress has found that this rise in 
income inequality has already cost the trust fund more than $1.1 trillion.

Today, CBO projects that that income inequality will continue to rise, leaving only 78 percent 
of earned wages under the payroll tax cap by the end of its projections.

According to the 2016 Social Security Trustees Report, Social Security will be able to pay 
every benefit owed to every eligible beneficiary until the year 2034. After that date, Social 
Security will still be able to pay about 75 percent of benefits to every eligible beneficiary.
CBO
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However, CBO projects that the combined Social Security trust funds will not be able to pay 
100 percent of earned benefits to beneficiaries by 2029—five years before the Social Security 
actuaries estimate.

Does CBO’s estimate of the increase in income inequality explain part of this difference 
between CBO’s projections and estimates from the Social Security Actuary? If so, how much?

Answer. CBO’s projections of the amount of earnings subject to the Social Security payroll tax 
are derived from the agency’s projections of the distribution of compensation. Those 
projections reflect CBO’s expectation that earnings will grow faster for higher-income people 
than for others during the next decade—as they have over the past several decades—and that 
the earnings of all taxpayers will grow at similar rates thereafter. By contrast, the Social 
Security Trustees’ projections of taxable earnings suggest that they expect earnings to grow at 
similar rates for all earners during the next decade. In other words, CBO expects greater 
inequality in earnings than the Trustees do.

If CBO adopted the Trustees’ projections of taxable earnings—specifically, their projections of 
the share of earnings subject to the payroll tax, of the share of total compensation paid as 
earnings, and of compensation as a share of gross domestic product (GDP)—but did not 
allow those changes to affect CBO’s projections of other factors, the agency’s estimates of 
payroll tax receipts, and eventually of benefits paid, would rise. As a result, CBO’s projection 
of Social Security’s 75-year actuarial balance would improve from –1.55 percent of GDP to 
–1.41 percent, a difference of 0.14 percent of GDP. That difference would account for about 
a quarter of the difference between CBO’s and the Trustees’ projections. The strongest factor 
in that change would be the higher projection of the share of earnings subject to the payroll 
tax. Adopting the Trustees’ projections of taxable earnings would also change CBO’s 
projection of the exhaustion date of the combined Social Security trust funds by two years, 
from 2029 to 2031.

Adopting the Trustees’ projections of taxable earnings would affect other aspects of CBO’s 
budget projections as well. For example, individual income tax receipts would fall more than 
payroll tax receipts would rise.

Question. I found CBO’s work on the budgetary impact of the increased severity of 
hurricanes due to climate change to be extremely helpful. However, the analysis only dealt 
with the projected increase in discretionary spending. As the impacts of climate change 
increase, mandatory spending will increase as well—federal flood and crop insurance 
programs are just two examples. In fact, GAO placed the federal government’s fiscal exposure 
to the effects of climate change on its “high risk” list.

With these facts, and CBO’s access to new analytical tools, how are you incorporating the 
financial risks of climate change exposure into your baseline? What further analyses beyond 
this year’s hurricane paper is CBO considering?

Answer. Under the rules governing baseline projections, some of the potential budgetary 
effects of climate change can be reflected in the baseline, but some cannot. Some of the 
programs most affected by weather-related disasters, such as federal crop insurance and flood 
insurance, are mandatory spending programs. For those programs, CBO attempts to 
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incorporate into its projections all factors that might affect spending under current law—
including land use and crop yields, which may be affected by climate change. 

But CBO is required to apply a different treatment to discretionary spending that is affected 
by weather-related disasters, such as spending by the Disaster Relief Fund operated by the 
Federal Emergency Management Agency. In CBO’s 10-year baseline projections, as specified 
in law, the amount of discretionary funding appropriated for a particular program in the 
current year is assumed to be provided in each subsequent year, with adjustments for inflation. 
The baseline therefore incorporates the assumption that funding for disaster relief in each year 
of the coming decade will be similar to the amount that was provided for the current year. 
(The baseline also incorporates the assumption that total discretionary appropriations are 
constrained by the caps imposed by the Balanced Budget and Emergency Deficit Control Act 
of 1985, as amended.)

The Congress has typically responded to large-scale weather-related disasters, such as 
Hurricanes Katrina and Sandy, by enacting legislation to increase spending—providing 
emergency supplemental appropriations for disaster relief, for example. In the future, 
lawmakers might spend more than projected in CBO’s baseline if climate change made 
weather-related disasters more severe or more frequent. For example, increased damage from 
storm surges might lead the Congress to pass additional emergency supplemental 
appropriations for disaster relief or to provide funding to protect vulnerable infrastructure. 
But following the rules that govern baseline projections, CBO does not attempt to predict the 
Congress’s response to such events. Alternatively, the Congress might amend existing laws in 
order to limit federal spending on weather-related disasters—for instance, by increasing the 
share of postdisaster assistance for which states and localities are responsible. But CBO’s 
baseline projections are built on current law, so they cannot incorporate assumptions about 
such possible changes. 

Climate change may also affect the nation’s economic output and consequently affect federal 
tax revenues. However, researchers estimate that those effects will probably be very small in 
the near future. For example, one recent study found that over the 2020–2039 period, the 
effect of climate change on outdoor workers’ productivity would probably be between an 
increase of 0.03 percent and a decline of 0.38 percent. (Such estimates are very uncertain.) In 
addition, CBO has concluded that changes in the frequency of major hurricanes could have 
persistent negative effects on economic output, but only if climate change were to make such 
storms frequent enough that the economy might not fully recover from one catastrophic 
storm before it was hit by another. In contrast, CBO has concluded that, over the long run, a 
single hurricane would have no significant impact on the nation’s GDP. That conclusion 
reflects the fact that, in the long run, GDP is determined by the size of the capital stock 
(which is determined by capital across the country, national saving, and capital inflows, none 
of which are likely to be permanently affected by one hurricane) and by the labor supply and 
technological progress (which also are not likely to be permanently affected).

In addition to its recent report about hurricane damage and the federal budget, CBO is 
currently examining the fiscal viability of the National Flood Insurance Program.5 That 
analysis draws upon the most recent estimates of flood risk under current conditions. CBO is 
also assessing the federal crop insurance program, making a qualitative analysis of factors that 

5. The recent report is Congressional Budget Office, Potential Increases in Hurricane Damage in the United States: 
Implications for the Federal Budget (June 2016), www.cbo.gov/publication/51518. 
CBO
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affect the government’s budgetary costs, such as weather and the potential long-term 
implications of climate change.

Question. The costs of failing to address basic environmental and public health protections is 
immense. We spend hundreds of millions or even billions of dollars a year on completely 
preventable health impacts, such as elevated cancer rates due to the exposure of toxic 
chemicals and respiratory problems, heart attacks, and strokes cause by ozone pollution from 
power plants and vehicles. For instance, a new study published in the Journal of Public Health 
Policy found that bacterial infections tied to contaminated water systems cost Medicare an 
average of $600 million a year between 1991 and 2006, with costs continuing to rise. Many 
of these costs are borne by federal programs, such as Medicare, Medicaid, and the VA, while 
other costs are borne through higher premiums for private health insurance plans.

How can you begin to incorporate these costs into your scoring methodologies?

Answer. Some of the health care programs most affected by the health of the population are 
mandatory spending programs. For those programs, CBO attempts to incorporate into its 
baseline projections many factors that might affect spending under current law—including 
changes in the composition of the population, changes in health care prices, and changes in 
the quantity of services used. The budgetary effects of other factors, such as existing threats to 
public health, are reflected in CBO’s baseline projections because the projections are based 
partly on current spending and recent trends in spending. 

Taking such costs into account when estimating the budgetary effects of legislation that would 
address environmental or public health concerns would be challenging, however. Little 
research has been done on the budgetary effects of policy interventions aimed at reducing 
pollution and other threats to public health. Furthermore, the effects of such policies on 
overall health care spending and on health outcomes that directly affect the federal budget, 
such as disability and longevity, are not well understood. Some of the questions that CBO 
would need to answer in order to account for those effects in a cost estimate include the 
following:

 How much pollution would be reduced by a particular policy proposal, and over what 
period?

 How would changes in pollution affect health?

 How would any improvements in health affect health care spending and life expectancy?

Federal outlays (including outlays for Social Security, Medicare, and Medicaid) would also be 
affected if policies addressing environmental hazards eventually led to lower disability rates or 
greater longevity. Lower disability rates could reduce outlays; greater longevity could increase 
them. But those outcomes are highly uncertain, and further research on the potential long-
term effects of such policies would be beneficial.6

6. For more information about how CBO analyzes the effects of changes in health on the federal budget, see 
Congressional Budget Office, Raising the Excise Tax on Cigarettes: Effects on Health and the Federal Budget 
(June 2012), www.cbo.gov/publication/43319.

https://www.cbo.gov/publication/43319
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Question. CBO’s analysis of income in America, released this June, leaves out potentially 
hundreds of billions of dollars of income going to the very wealthiest households. CBO states 
in the appendix of the report that it excludes from its definition of income “increases in the 
value of assets that have not been realized through sales.”

This means that the increase in value of an asset is included in income only when that asset is 
actually sold. Unrealized capital gains do appear as changes in wealth in CBO’s analyses of 
wealth, but do not appear in CBO’s analyses of income even though such gains are income in 
a real and practical sense.

CBO concludes that the richest 1 percent of American households received 17 percent of 
market income in 2013 and paid an average federal tax rate of 34 percent that year.

These figures would be different if CBO’s definition of income included unrealized capital 
gains, which largely flow to the richest Americans. The estimated share of income going to the 
richest one percent would be higher, and the estimated average federal tax rate for the richest 
one percent would be lower.

Can you tell us how different CBO’s distribution of income and average tax rates for different 
income groups would be if it included unrealized capital gains in its definition of income?

Answer. CBO has not estimated how the distribution of income or the distribution of average 
tax rates would change if unrealized capital gains were counted as income. One reason is that 
such a calculation, to be precise, would require data about year-to-year changes in the value of 
assets, including assets that have not been sold—and such data are not readily available for 
representative samples of the population. 

Some researchers have tried to estimate capital gains as they accrue by using assumptions 
about annual rates of appreciation of assets held by households at different income levels.7 
Their research suggests that the share of income, including unrealized capital gains, going to 
the highest-income households may be larger than the share of income, excluding such gains, 
that CBO has estimated in years when asset values have risen—and smaller in years when asset 
values have fallen. However, those researchers do not estimate what average tax rates 
(including the effect of accrued tax liabilities on unrealized capital gains) would be if income 
were defined as including unrealized capital gains. 

A second problem with counting unrealized capital gains as income is that it would create an 
inconsistency between the accounting principles used to measure income and those used to 
measure federal taxes. The income tax system levies taxes on income from the appreciation of 
assets only when the owner sells the asset and realizes the gain. In counting realized but not 
unrealized capital gains in its measure of income, therefore, CBO is following the accounting 
principles of the tax system. 

7. See Philip Armour, Richard V. Burkhauser, and Jeff Larrimore, “Levels and Trends in U.S. Income and Its 
Distribution: A Crosswalk From Market Income Towards a Comprehensive Haig-Simons Income Approach,” 
Southern Economic Journal, vol. 81, no. 2 (October 2014), pp. 271–293, http://dx.doi.org/10.4284/0038-
4038-2013.175. For an alternative approach that reaches different conclusions about the effect of accrued 
capital gains on levels and trends in income inequality, see Timothy M. Smeeding and Jeffrey P. Thompson, 
“Recent Trends in Income Inequality,” in Herwig Immervoll, Andreas Peichl, and Konstantinos Tatsiramos, 
eds., Who Loses in the Downturn? Economic Crisis, Employment and Income Distribution, vol. 32 of Research in 
Labor Economics (Emerald Group Publishing, 2011), pp. 1–50, http://tinyurl.com/qdk92x4.
CBO
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Including unrealized capital gains in estimates of wealth, by contrast, does not create such an 
inconsistency. Wealth is a measure of the economic resources that a household holds at a point 
in time. CBO’s measure of wealth does include unrealized capital gains, so it is effectively an 
estimate of the income available to a family if it were to liquidate its assets immediately. But 
the data that CBO uses for that analysis capture only the cumulative value of unrealized 
capital gains, not the year-to-year change in that value. 

Question. In February, the Government Accountability Office (GAO) issued a report 
detailing that the way the federal government has done budgeting for over 25 years—through 
the Federal Credit Reform Act or FCRA—is the most appropriate way to estimate the cost of 
our vital credit programs. The report also found so-called “fair value accounting” is in fact not 
appropriate for estimating subsidy costs to the federal government.

Fair value accounting inflates the costs of federal loan and loan guarantee programs. For 
example, under the appropriate FCRA accounting, the government turns a profit of 
$81 billion over ten years on federal student loans. Under fair value accounting, our loan 
programs are estimated to cost the government more than $146 billion over this time 
period. (Neither of these figures include administrative expenses.)

Fair value accounting unnecessarily adds an additional private-sector risk factor to our public 
student loan program. This is inappropriate because federal student loans are backed by the 
full faith and credit of the United States, and the federal government can use every tool of law 
our country has to collect this debt. And unlike a small lender, any year-to-year volatility of 
repayments won’t bankrupt the federal government. Moreover, there is no risk premium 
placed on other federal programs that may go over budget such as the Defense Department’s 
F-35 Joint Strike Fighter program.

Given GAO’s report, the fact that FCRA already takes into account the expected risk to the 
federal government of students defaulting on their loans, and the fact that students loans are 
an extremely safe bet for a return on investment to the federal government do you think it is at 
all reasonable for CBO to continue to call for switching to fair value accounting for this and 
other credit programs? Is GAO wrong in its conclusion that FCRA is the most accurate 
and therefore most appropriate tool to estimate the budgetary cost to the federal government 
of credit programs?

Answer. CBO has stated in much of its published work that fair-value estimates provide a 
more comprehensive measure of the cost of federal programs than the estimates required by 
FCRA do. The agency has also stated that fair-value estimates would more closely align the 
federal government’s evaluations of its risk with the public’s evaluations of that risk.8 However, 
CBO has not taken a position on whether and to what extent fair-value estimates should be 

8. The gains or losses from taking on such risk are ultimately passed on to the public through changes in tax and 
spending decisions. Some economists note that the federal government can borrow money, often at low 
interest rates, in periods when the economy is weak in order to avoid having to immediately raise taxes or cut 
spending to offset a loss in a particular program. Therefore, they argue, the government’s ability to borrow at 
low rates mitigates the cost of market risk. However, such borrowing is effectively a separate decision about the 
path of future taxes and spending and thus should not be attributed to a present-value estimate of the cost of a 
program, in CBO’s judgment. See Congressional Budget Office, Fair-Value Accounting for Federal Credit 
Programs (March 2012), www.cbo.gov/publication/43027.

http://www.cbo.gov/publication/43027
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used instead of FCRA-based estimates. Both types are forms of accrual accounting; that is, 
they recognize the cost of an activity in a single up-front amount in advance of the actual cash 
transactions that will follow.

Budget projections have many uses, and the advantages and disadvantages of the fair-value 
and FCRA methods of making projections depend on how those projections are used. By 
placing a value on the financial risk absorbed by the government, fair-value estimates are 
particularly useful for evaluating changes in the amount of market risk that the government 
absorbs in federal credit programs. (Market risk is the component of financial risk that 
remains even after investors have diversified their portfolios as much as possible; it arises from 
shifts in macroeconomic conditions, such as productivity and employment, and from changes 
in expectations about future macroeconomic conditions.) Fair-value estimates are also useful 
for making comparisons between credit programs that have market risk and credit programs 
that do not—for example, between risky loans and up-front grants. However, if fair-value 
accounting is applied to some programs with market risk and not applied to others, 
comparisons between the former and the latter would be misleading. 

Fair-value estimates may be less useful when policymakers are interested in the expected 
effects of legislation on future debt and deficits without regard to the value of the market risk 
that the government is absorbing. By not considering market risk and by simply discounting 
expected cash flows at Treasury-based rates, FCRA-based estimates of a program’s costs align 
somewhat more closely with the program’s cumulative cash flow effects than fair-value 
estimates do. Other disadvantages of fair-value estimates are that they can be more 
complicated to prepare than FCRA estimates are and inherently more uncertain if the prices 
of comparable securities cannot be readily observed. Finally, their meaning can be more 
difficult to communicate to lawmakers and the public.

CBO has written extensively about fair-value estimates for federal credit programs over the 
last several years in response to interest from the Congress.9 Also, in accordance with rules 
introduced in recent House and Senate budget resolutions, the agency has produced not only 
FCRA-based estimates but also fair-value estimates of the costs of several credit programs. The 
fair-value estimates are generally higher than the FCRA-based estimates.

Most credit programs expose the government to market risk, because the government is most 
likely to incur large losses from its loans or loan guarantees when the economy is weak and 
borrowers are unable to repay their loans. Even when the government’s ability to collect 
repayments from borrowers is relatively strong, as in the case of federal student loans, market 
risk is not completely eliminated. Furthermore, some features of federal credit programs—the 
income-based repayment provisions of federal student loans, for instance, or homeowners’ 
ability to cancel their federally insured reverse mortgages in exchange for the value of the 
house—directly expose the government to market risk associated with fluctuations in 
aggregate income and prices. 

9. For example, Congressional Budget Office, Fair-Value Estimates of the Cost of Selected Federal Credit Programs 
for 2015 to 2024 (May 2014), www.cbo.gov/publication/45383, Fair-Value Estimates of the Cost of Federal 
Credit Programs in 2013 (June 2012), www.cbo.gov/publication/43352, and letter to the Honorable Judd 
Gregg concerning CBO’s analysis of the subsidy costs of direct and guaranteed student loans (July 27, 2009), 
www.cbo.gov/publication/20774.
CBO
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Under FCRA, the costs of market risk are not included in estimates of the net value of federal 
credit programs reported in the budget. In contrast, market prices—which reflect market 
participants’ assessment of net value—are implicitly lowered by such costs. As a result, the 
acquisition of loans, loan guarantees, and other financial assets at or above market prices may 
appear under FCRA to make money for the government; conversely, sales of those items at or 
above market prices may appear under FCRA to result in losses. For example, financial assets 
that the government purchased at above-market prices under the Troubled Asset Relief 
Program would have appeared to create immediate budgetary savings if they had been 
accounted for under FCRA, rather than under the fair-value treatment required by legislation. 

Not all of the government’s undertakings that have risk have significant market risk. In 
particular, risks related to some programs have no consistent relationship with changes in 
aggregate economic activity; that is, for those programs, the federal government has little 
exposure to market risk for a fair-value approach to account for. Consequently, fair-value 
estimates and FCRA estimates would be very similar.10 For example, contracts for goods and 
services are subject to implementation risk—the risk that the vendor might not perform as 
required—which is unlikely to be related to economic conditions. Moreover, such contracts 
do not automatically obligate the government to make additional payments if a vendor 
underperforms. And for some programs, regardless of the significance of market risk, 
payments are limited to the amounts appropriated under current law.11

GAO’s report concluded that FCRA accounting was preferable to fair-value accounting. To 
support that conclusion, the report stated some drawbacks of fair-value accounting:

The introduction of market risk into subsidy costs under the fair value approach 
would (1) be inconsistent with long-standing federal budgeting practices primarily 
based on cash outlays; (2) be inconsistent with the budgetary treatment of similarly 
risky programs; (3) introduce transparency and verification issues with respect to 
inclusion of a noncash cost in budget totals; and (4) involve significant implementa-
tion issues, such as the need for additional agency resources.12

CBO has elsewhere discussed each of those drawbacks and potential remedies for some of 
them.13 In CBO’s judgment, GAO puts more weight on consistency with cash-based 
accounting and verifiability of budget numbers than on estimates’ usefulness in making 
decisions. In practice, the Congressional budget process already makes a number of departures 
from narrow cash-based accounting, including the treatment of lease purchases and capital 
leases, the allocation of federal pension benefits in agencies’ budgets, and the treatment of 
federal interest costs. Some of those departures were introduced because the Congress decided 

10. Neither a FCRA-based nor a fair-value estimate would match the cash-based estimate of such spending because 
of the effects of discounting.

11. In the case of federal credit programs, FCRA provides an automatic and indefinite appropriation for 
unexpected increases in program costs; a fair-value approach for those programs therefore measures the market 
value of the commitment under current law.

12. Government Accountability Office, Credit Reform: Current Method to Estimate Credit Subsidy Costs Is 
More Appropriate for Budget Estimates Than a Fair Value Approach, GAO-16-41 (January 2016),
www.gao.gov/products/GAO-16-41. 

13. See, for example, testimony of Douglas W. Elmendorf, Congressional Budget Office, before the Committee on 
Financial Services, U.S. House of Representatives, Testimony on Estimates of the Cost of the Credit Programs of 
the Export-Import Bank (June 25, 2014), www.cbo.gov/publication/45468.

http://www.gao.gov/products/GAO-16-41
http://www.cbo.gov/publication/45468
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that cash-based estimates distorted decisions about how to allocate spending—which suggests 
that consistency with cash-based accounting has not been lawmakers’ highest priority. FCRA 
itself is a departure from cash-based treatment, because it shifts the timing of cash flows and 
accounts for the time value of money by discounting.

GAO also states a more fundamental objection to fair-value accounting:

The additional market risk recognized under the fair value approach does not reflect 
additional cash costs beyond those already recognized by FCRA.

That objection assumes that the risky cash flows from a loan or loan guarantee can be 
adequately summarized by the average values from the projected distribution of possible 
outcomes. (Those averages are what GAO refers to as the cash cost.) Under FCRA, the 
averages are translated into a present value by being discounted at a rate that represents the 
government’s borrowing cost. That approach essentially treats risky cash flows as having the 
same value as risk-free cash flows in the amount of the average of the risky cash flows, which is 
at odds with how such cash flows would be valued by the public.14 In contrast, the fair-value 
approach uses the entire distribution of projected cash flows, and its relationship to the 
distribution of aggregate economic outcomes, to assess the cost of market risk.15

Senator Ayotte

Question. One of my biggest concerns is Congress’ current inability to complete the budget 
process on time. Over the past 41 years, we have only completed the budget process on time 
4 times—most recently in 1997—and we have had 173 short-term funding bills.

Since 1996, Congress has completed appropriations measures an average of 104 days after the 
start of the fiscal year.

In my home state of New Hampshire, we use a biennial budget process. With a national debt 
over $19 trillion, it’s time to bring New Hampshire common sense to how federal spending 
decisions are made.

In thinking about budget process reform, do you think it’s more appropriate for us to compare 
biennial budgeting to short-term funding, rather than annual budgeting, since we so rarely 
complete the budgeting process?

14. For example, an equally likely chance of a future gain of $20 in a strong economy or a future loss of $10 in 
a weak economy would be treated as equivalent in value to a definite future gain of $5. A private investor 
would put more weight on the bad aggregate outcome and value the risky cash flows at, say, $3—less than 
the $5 average of the projected cash flow outcomes.

15. For expositional purposes, that procedure is sometimes described as applying a higher discount rate—
representing the source of the so-called noncash costs—to the same cash flows that would be expected 
under FCRA. However, a higher discount rate is not the core feature of fair-value accounting. The core 
feature is that the government values future cash flows in the same way that the public does, given the 
characteristics of those potential cash flows when administered by the government. For more discussion, 
see Congressional Budget Office, Fair-Value Estimates of the Cost of Federal Credit Programs in 2013 
(June 2012), www.cbo.gov/publication/43352.
CBO
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What impact do stop-gap spending measures have on CBO’s ability to assist Congress in 
carrying out its duties?

Answer. In thinking about alternatives to the current appropriation process, it is certainly 
useful to compare what would be expected to occur under a new approach with what actually 
occurs under the current system. In most recent years, regular appropriations have been 
enacted after the beginning of the fiscal year (sometimes several months later), following the 
enactment of one or more short-term continuing resolutions.16 Partly to reduce the use of 
such temporary funding measures, some observers have proposed moving from an annual 
budget cycle to a biennial one. Biennial budgeting can take various forms: using a single 
measure to enact appropriations for two successive one-year periods, adopting a budget 
resolution for a two-year period, or providing funds that are made available for two years. 
Many proposals of biennial budgeting envision the enactment of all appropriations during 
one session of the Congress, reserving the other for oversight and other legislation. 

Proponents of biennial budgeting contend that it could reduce the delay and repetition of the 
current budget process; establish more certainty in the process, thereby allowing executive 
branch agencies and recipients of federal funds to plan better and use resources more wisely; 
and free up time for other Congressional activities, such as oversight. Opponents argue 
that biennial budgets would be prepared too far in advance, requiring regular revisions 
because the underlying economic and budgetary forecasts would be less accurate and because 
circumstances would change; that biennial budgets could diminish oversight, because 
agencies’ policies would be reviewed less frequently; and that more power might be shifted to 
the executive branch, because it might need more flexibility to make adjustments as time went 
on. Moreover, they argue that biennial budgeting would make it harder to challenge the status 
quo—because fundamental changes to programs need to be made incrementally, which would 
be more difficult in a two-year cycle.17

Stopgap spending measures have two effects on CBO’s ability to assist the Congress in 
carrying out its duties. First, because stopgap spending measures usually cover the short term 
and are part of a larger process of adopting full-year appropriations, CBO analyzes more 
proposals and prepares more products during the annual appropriation process than it 
would otherwise have to. Although CBO has a well-defined process for preparing such 
products, they sometimes crowd out other work. Second, stopgap spending measures limit 
CBO’s ability to plan effectively, particularly in its staffing decisions, and to use its resources 
efficiently. 

Question. Last year, CBO indicated that responding to Congressional requests from both the 
majority and minority of multiple committees in both the Senate and the House was a 
continuing challenge.

Does this continue to be a challenge for CBO?

16. For further discussion, see James V. Saturno and Jessica Tollestrup, Continuing Resolutions: Overview 
of Components and Recent Practices, Report for Congress R42647 (Congressional Research Service, 
January 14, 2016).

17. To learn more, see Jessica Tollestrup, Biennial Budgeting: Options, Issues, and Previous Congressional Action, 
Report for Congress R41764 (Congressional Research Service, February 2, 2015).
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How does CBO internally prioritize requests from Congress?

Is there a way for staff members to track the status of their CBO requests?

Answer. Yes, responding consistently in a balanced, timely, and analytically sound way, given 
the ebbs and flows of legislative activity, is sometimes a challenge. That challenge can arise, for 
instance, when major legislation is being considered and Members of both the majority and 
minority, sometimes in both the House and Senate, are seeking estimates of multiple variants 
or amendments. (Examples of major legislation include major farm bills, highway funding, 
the defense authorization bill, and legislation reauthorizing a major program.) Also, the 
Congress continues to be acutely interested in analyses of the Affordable Care Act (ACA) 
and of numerous proposals for further changes in federal health care programs; such analyses 
can be very complicated and time-consuming. The challenge can also arise when multiple 
appropriation bills are being considered in a short period, when a committee has ordered 
reported many bills in a particular subject area, when legislative priorities suddenly change, or 
when significant legislative action coincides with CBO’s preparation of its baseline projections 
or other major products that are necessary for the budget process. 

In general, CBO’s work follows processes and priorities specified in the Congressional Budget 
and Impoundment Control Act of 1974 and subsequent laws or developed by the agency 
in concert with the budget committees and the Congressional leadership. CBO’s chief 
responsibility under the Budget Act is to help the budget committees with the matters 
under their jurisdiction. CBO also supports other Congressional committees—particularly 
the Appropriations, Ways and Means, and Finance Committees, as the Budget Act requires—
and the Congressional leadership. 

CBO regularly consults with committees and the Congressional leadership to ensure that its 
resources are focused on the work that is of highest priority to the Congress. The agency 
coordinates with committees to determine when they plan to file bill reports and aims to 
complete cost estimates in time to be included in those reports. When a committee approves 
many bills simultaneously, or when multiple committees are considering legislation in the 
same subject area, CBO determines the priority of its work on cost estimates—in consultation 
with the committees—according to committees’ plans for issuing reports and plans for 
when the bills will be considered by the Senate or House as a whole. Because the pace 
of Congressional action often requires CBO to produce its analysis quickly, the amount of 
explanation that can be provided with an estimate or analytic report is usually limited by 
the time available. How to strike the appropriate balance among publishing additional 
explanation, undertaking new analyses, and pursuing other responsibilities is part of the 
guidance about priorities that CBO seeks from committees and the Congressional leadership.

If staff members have been in touch with CBO about a cost estimate and want to inquire 
about its status, they should feel free to contact the CBO analyst with whom they have been 
working. They may also direct inquiries to CBO’s Budget Analysis Division by emailing 
costestimates@cbo.gov or by calling (202) 226-2800. For other inquiries, they may send email 
to congressionalaffairs@cbo.gov or call (202) 226-2700.

Question. According to CBO, federal spending is expected to grow by 60 percent over the 
next 10 years. In addition, net interest costs are projected to rise sharply—and that projection 
is based on low interest rates.
CBO
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Since its January projection, CBO has reduced the projections of interest rate growth, 
reflecting lower economic growth and continued demand for Treasury securities.

If interest rates were 1 percentage point higher per year than in your baseline, what would that 
do to the baseline projected deficit over the period from 2017 through 2041?

What do you see as the biggest risk that could cause our long-term debt situation to turn out 
worse than in the baseline scenario?

Answer. CBO has previously analyzed the scenario in which interest rates on federal debt 
held by the public are 1 percentage point higher per year than they are projected to be in its 
extended baseline projection.18 In that scenario, debt and deficits over the 2017–2041 
period are higher than they are in the extended baseline. Debt in 2041 is projected to equal 
158 percent of GDP in that scenario, 33 percentage points higher than in the extended 
baseline.19

CBO has not identified a single largest risk in the outlook for federal debt. Developments that 
could make it much larger than it is in CBO’s projections include higher interest rates; lower 
productivity growth; higher spending per beneficiary in Medicare and Medicaid; a severe 
economic recession; and catastrophes, such as a major natural disaster or world war.

Question. Spending for Social Security, the major health care programs—Medicare, 
Medicaid, the Children’s Health Insurance Program, and subsidies for health insurance 
purchased through exchanges created by the Affordable Care Act—and net interest on our 
national debt together account for nearly 85 percent of the total increase in outlays over the 
next decade.

Would it be possible to put our country on a fiscally sustainable path without reforming our 
safety-net programs?

Answer. In its most recent baseline projections, CBO projected that deficits under current law 
would rise to 86 percent of GDP by 2026, a little more than twice the average over the past 
five decades. In later years, debt would rise even more sharply, reaching 155 percent of GDP 
three decades from now, a higher percentage than any previously recorded in the United 
States.

Anticipated growth in spending for Social Security and the major health care programs 
contributes significantly to those projections. By 2026, if current law did not change, CBO 
projects that spending for Social Security and the major health care programs would account 
for almost two-thirds of all federal noninterest spending. Therefore, substantially lowering 
federal deficits and debt without reducing spending on those programs would require large 
decreases in other noninterest spending, large increases in revenues, or both. 

18. See Congressional Budget Office, The 2016 Long-Term Budget Outlook (July 2016), 
www.cbo.gov/publication/51580. 

19. See Congressional Budget Office, “Long-Term Budget Projections” (July 2016),
www.cbo.gov/about/products/budget_economic_data#1.

https://www.cbo.gov/publication/51580
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CBO has periodically published analyses of specific policy options that would reduce deficits, 
including options that would reduce spending on Social Security and health care.20 Those 
options indicate how changes could be spread broadly across all parts of the budget and how 
the changes would need to be proportionately larger if they were concentrated in certain parts 
of the budget.

CBO has recently analyzed several long-term scenarios that illustrate the effects of deficit-
reducing policies.21 For example, for debt in 2046 to equal 75 percent of GDP (its current 
percentage), lawmakers would need to make the federal deficit smaller than the baseline 
deficit by an amount averaging 1.7 percent of GDP per year, CBO estimates. (In 2017, that 
would be about $330 billion, or $1,000 per person, and the dollar amount would grow as 
time went on.) If lawmakers achieved that deficit reduction only by boosting revenues, total 
revenues would have to be 9 percent higher per year than they are in CBO’s extended baseline. 
If they achieved it only by cutting noninterest spending, that spending would have to be 
reduced by 8 percent. If such a spending reduction excluded Social Security and the major 
health care programs, other noninterest spending would have to be reduced by 24 percent.

Senator Crapo

Question. Dr. Hall, I have a few questions with regard to how CBO incorporates the 
spending and revenue effects of executive agency regulations in its baseline.

At what point in the regulatory process does CBO consider a regulation, proposed regulation 
or other executive action to be “current law,” and thus have its outlay and/or revenue effects 
incorporated into your current law baseline?

Answer. In preparing baselines and cost estimates, CBO makes its best judgment about what 
major actions by the Administration are likely to occur. When making that judgment, CBO 
takes various factors into account, including current law, public statements and documents, 
information accompanying the President’s budget proposals, previous actions by the 
Administration, informal communication with staff members of executive branch agencies, 
and the nature of the considerations that are likely to bear on the Administration’s decisions.

If it is clear under current law when an action will be implemented and what precisely that 
action will be, CBO incorporates the budgetary effect of that action into the baseline. In 
contrast, if it appears unlikely that an action will take place (or that it will have any significant 
budgetary effect), CBO does not incorporate its budgetary effect into the baseline.

In some cases—for example, when proposed rules are issued—it is unclear whether there 
will be an action or what precisely it will be. In such cases, CBO assigns a 50 percent 
probability to the action outlined in the proposed rule, even though the final rule may 
wind up implementing a different action. That probability reflects both the likelihood that 

20. For example, see Congressional Budget Office, Options for Reducing the Deficit: 2015 to 2024 (November 
2014), www.cbo.gov/budget-options/2014, and Choices for Deficit Reduction: An Update (December 2013), 
www.cbo.gov/publication/44967.

21. See Congressional Budget Office, The 2016 Long-Term Budget Outlook (July 2016), Chapter 1, www.cbo.gov/
publication/51580.
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the action will be taken and the likelihood that it will have the full potential effect. In other 
words, the adjustment is equivalent to assuming that an action will occur and that it will have 
half the maximum possible effect; it is also equivalent to assuming that there is a 50 percent 
chance that an action having the full effect will take place and a 50 percent chance that either 
no action will take place or the action will have no budgetary effect. When CBO assigns a 
50 percent probability to an action, half of its potential cost or savings is incorporated into 
the baseline. CBO may also have to make an assumption about the timing of such an action.

Once a final action is taken—for instance, once a final regulation is issued—that final action 
becomes the basis for CBO’s cost estimates of legislation, regardless of what was originally 
assumed for the baseline projections. That is, when CBO estimates the effects of legislation, 
it uses a baseline that has been adjusted to reflect new administrative actions. And those 
administrative actions are automatically included in the baseline the next time it is updated.

That practice of incorporating the effects of specific rules and regulations into the baseline 
applies mostly to large, easily identifiable actions that differ from the expectations that CBO 
has incorporated into the baseline. The Administration takes thousands of smaller regulatory 
and administrative actions each year that are not specifically taken into account in the 
baseline. However, an agency’s costs of implementing those actions are included in CBO’s 
budgetary projections for that agency.

Question. Does CBO publish either a running tally or an annual report showing the total 
annual revenue and outlay effects of all annual agency regulations and executive actions that 
are considered by CBO to be current law, net of any revenue and outlay effects that had 
already been incorporated in the baseline at the time any legislation that may have authorized 
any of those regulations or executive actions was enacted?

Answer. No, CBO does not track or estimate the costs of implementing regulations or other 
executive actions in the same way that it estimates the costs of legislative changes that are 
enacted into law. In most cases, the budgetary effects of particular regulations and executive 
actions cannot be separately identified among the effects of the many thousands that are or 
will be in effect. Instead, those effects are usually incorporated into CBO’s projections of 
spending from agencies’ overall operating accounts, from particular program accounts, or 
from broad sources of revenues. CBO therefore has no basis for comparing the budgetary 
effects of current regulations and executive actions with those that were already in effect when 
the underlying laws were enacted.

Question. lf not, could you please provide the committee with those net revenue and outlay 
numbers, as described in Question #2, for either the most recent fiscal or calendar year?

Answer. Please see the answer to the previous question.

Question. During the September 7, 2016, House Budget Committee hearing entitled 
“Center for Medicare and Medicaid Innovation: Scoring Assumptions and Real-World 
Implications,” Chairman Price expressed concerns with the opaque nature of CBO’s cost 
estimates associated with demonstrations run through CMMI. CBO initially estimated that 
CMMI would yield $1.3 billion in savings by 2019. In July 2015, CBO assumed $27 billion 



ANSWERS TO QUESTIONS FOR THE RECORD SENATE COMMITTEE ON THE BUDGET 23
in savings over 10 years due to CMMI demonstrations. During the House Budget hearing, 
CBO Deputy Director Mark Hadley testified that the innovation center will now save an 
estimated $34 billion over the next 10 years. CBO maintains that it does not know which, if 
any, of the current demonstrations will result in savings, yet CBO claims that altering any of 
CMMl’s demonstration activities would result in a substantial loss in those savings. This 
practice makes it almost cost prohibitive for Congress to alter CMMI policy or conduct 
appropriate oversight, which is particularly concerning given the scope and scale of the 
proposed Medicare Part B drug payment model.

Which specific CMMI actions or demonstrations prompted CBO to increase its cost savings 
estimate from $27 billion in 2015 to $34 billion in 2016?

Answer. CBO’s current estimate indicates that CMMI’s activities will reduce federal spending 
by $34 billion from 2017 through 2026. That estimate is higher than the corresponding 10-
year estimate of $27 billion provided in the agency’s 2015 blog post, mostly because the earlier 
estimate was for a slightly earlier time period (2016 through 2025).22 Compared with the 
estimate in CBO’s blog post, the calculations for the agency’s current estimate excluded a year 
(2016) with estimated federal savings of less than $500 million and added a year (2026) with 
estimated federal savings of $7 billion. Estimated savings are relatively low in 2016 because 
CMMI is still in its early stages of development and higher in 2026 because more 
demonstrations will be completed by that time. The two estimates do not differ because of 
any specific actions by CMMI or the results of any particular demonstrations.

Question. How has CBO’s scoring methodology for CMMI changed to incorporate and 
reflect the actual influence of demonstrations on the delivery of health care?

Answer. CBO has not modified its scoring methodology or its budget projections for 
CMMI’s activities on the basis of the center’s experiences with demonstrations to date. CBO 
is actively monitoring the demonstrations being conducted by CMMI but does not believe 
that the information gathered thus far provides a basis for assessing the accuracy of the 
agency’s budget projections. Evaluation reports are not yet available for many demonstrations, 
and results from those that are available reflect only the early experiences of some 
demonstrations. Those initial results are not generally sufficient for drawing conclusions 
about the likely success of the models being tested.

Over the next several years, CBO expects to learn much more about CMMI’s activities and 
will use that information to improve its budget projections. CBO will continue monitoring all 
aspects of CMMI’s activities, including its approach to selecting, testing, and evaluating 
demonstrations. CBO will pay particular attention to evaluation reports that are released and 
decisions by HHS about whether or not to expand some demonstrations—and to the 
projected savings from those that are expanded.

Question. During the House Budget Committee hearing, Mr. Hadley indicated that the 
pending CMMI Part B Drug Payment Model is more difficult for CBO to assess because it is 

22. Congressional Budget Office, “Estimating the Budgetary Effects of Legislation Involving the Center for 
Medicare & Medicaid Innovation,” CBO Blog (July 30, 2015), www.cbo.gov/publication/50692.
CBO
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“very large relative to the size of some other demonstrations” and the parameters were “only 
announced in a notice of proposed rulemaking, so we don’t know what the final parameters of 
the program will look like ...” In your opinion, does that illustrate a fundamental challenge 
with CMMI and CBO cost estimates—that CBO simply cannot provide Congress the 
predictability it needs?

Answer. When asked to estimate the cost of a legislative proposal, CBO seeks to provide the 
Congress with the most accurate estimate possible. To achieve that goal, CBO reviews 
available research and other relevant information and engages in discussions with experts in 
the field. Some estimates are more challenging to develop than others. CBO’s recent cost 
estimate for H.R. 5122, which would prevent the Secretary of Health and Human Services 
from implementing a proposed demonstration to modify the payment method for 
prescription drugs covered under Medicare Part B, was challenging because the proposed 
demonstration is very large and because the parameters of the demonstration were announced 
in a notice of proposed rulemaking and, therefore, might change substantially.23 (To estimate 
the cost of the bill to prevent the demonstration, CBO first assessed how the demonstration 
would affect federal spending. The effect of blocking the demonstration is the reverse of that 
estimate, offset in part by the expectation that CMMI would pursue alternative 
demonstrations that have the potential to achieve savings.)

CBO acknowledged that its cost estimate for that bill reflects considerable uncertainty, largely 
because the details of the demonstration have not been finalized. Past experience indicates that 
policy changes in final rules are often much smaller than those in the corresponding proposed 
rules. To account for that, CBO estimated that the savings from the demonstration as 
implemented under the final rule would be one-half the savings estimated on the basis of the 
parameters in the proposed rule.

Senator Johnson

Question. What is the soonest you can provide a report detailing the changes in direct 
spending and revenue associated with the Patient Protection and Affordable Care Act and the 
Health Care and Education Reconciliation Act of 2010 (hereafter referred to as “Affordable 
Care Act”), including the net impact on deficit, both with on-budget and off-budget effects? 
The information requested would be similar to that provided in Table 2 of CBO’s March 20, 
2010 estimate of the budgetary effects of the Affordable Care Act, as passed by the Senate.

23. See Congressional Budget Office, cost estimate for H.R. 5122, a bill to prohibit further action on the 
proposed rule regarding testing of Medicare Part B prescription drug models (October 4, 2016), 
www.cbo.gov/publication/52087. 

http://www.cbo.gov/publication/52087
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Answer. CBO and the staff of the Joint Committee on Taxation (JCT) cannot readily provide 
a retrospective analysis of the Affordable Care Act that is analogous to the cost estimate 
provided by the agencies in 2010.24 The two main reasons are the following:25

 The incremental budgetary effects of many provisions of the ACA are embedded in CBO’s 
baseline projections for preexisting programs and tax revenues, and they cannot be 
separately identified by means of the agencies’ normal estimating procedures—which are 
generally based on data that reflect all of the provisions of current law, including the 
ACA.26

 A retrospective analysis of the effects of a current law is very different from a cost estimate 
for proposed legislation, particularly because it requires formulation of a counterfactual 
benchmark representing what would have happened if the law had not been enacted—a 
challenging undertaking that is beyond the scope of CBO’s usual analyses. In this case, 
such a counterfactual benchmark would include, for example, guesses of what Medicare’s 
rules and payment rates would have been in the absence of the ACA, as well as guesses of 
how taxpayers would have organized their financial affairs. Given the number and 
complexity of the changes to Medicare under the ACA, creating a counterfactual 
benchmark would be a very complicated task that would take months of work, and the 
resulting benchmark would be hugely uncertain and speculative. (Those constraints are 
not unique to the ACA; they apply to most legislation that affects preexisting federal 
programs. For that reason, CBO has traditionally not produced retrospective estimates of 
the budgetary effects of enacted legislation.)

CBO and JCT have revised their estimated budgetary effects of some aspects of the ACA. 
But those revisions give the agencies no reason to think that their initial assessment—that the 
ACA would reduce budget deficits—was incorrect.

CBO and JCT can continue to estimate the effects of prospective legislative actions, such as 
proposals to modify provisions of the ACA or to repeal the law entirely. Because of the 

24. See Congressional Budget Office, cost estimate for H.R. 4872, the Reconciliation Act of 2010 (Final Health 
Care Legislation) (March 20, 2010), www.cbo.gov/publication/21351. The letter that reported that cost 
estimate showed projections of the effects of enacting both the Patient Protection and Affordable Care Act 
(PPACA) as passed by the Senate (H.R. 3590) and the Health Care and Education Reconciliation Act of 2010 
(H.R. 4872). The latter included provisions related to education. CBO uses the term “Affordable Care Act” to 
refer to PPACA (Public Law 111-148); the health care provisions of the Reconciliation Act (P.L. 111-152); and 
the effects of subsequent judicial decisions, statutory changes, and administrative actions. For JCT’s estimates 
of the effects of most of the tax provisions in the ACA, see Joint Committee on Taxation, Estimated Revenue 
Effects of the Amendment in the Nature of a Substitute to H.R. 4872, the “Reconciliation Act of 2010,” in 
Combination With the Revenue Effects of H.R. 3590, the “Patient Protection and Affordable Care Act (‘PPACA’),” 
as Passed by the Senate, and Scheduled for Consideration by the House Committee on Rules on March 20, 2010, 
JCX-17-10 (March 20, 2010), http://go.usa.gov/8tNQ.

25. For more information on why it is not possible to produce a new estimate for the ACA, see Congressional 
Budget Office, Answers to Questions for the Record Following a Hearing on the Budget and Economic Outlook 
for 2014 to 2024 Conducted by the Senate Committee on the Budget (June 10, 2014), pp. 15–18, 
www.cbo.gov/publication/45396. 

26. CBO made this point shortly after the enactment of the ACA, when the agency first incorporated that 
legislation into its baseline projections. See The Budget and Economic Outlook: An Update (August 2010), 
pp. 6–7, www.cbo.gov/publication/21670. See also Congressional Budget Office, Updated Estimates of the 
Effects of the Insurance Coverage Provisions of the Affordable Care Act, April 2014 (April 2014), p. 1, 
www.cbo.gov/publication/45231.
CBO
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complexities involved in implementing a repeal of the ACA and changes induced by the ACA 
that would be sustained even if the law was repealed, the budgetary effects of repealing the act 
would not simply be the opposite of the budgetary effects of the ACA itself. Last year, CBO 
estimated that repealing the ACA would increase deficits by $137 billion over the 2016–2025 
period.27

Question. You testified that CBO has altered its projections regarding the Affordable Care 
Act’s marketplace since the law was passed in 2010. As you noted, enrollment in the 
marketplace has been lower than originally projected.

With respect to subsides through the marketplace:

(a) What is the average subsidy per person for each fiscal year and calendar year that the 
marketplace has been in place and what do you project it will be in each fiscal year and 
calendar year over the ten-year budget window?

(b) How many subsidized enrollees were there in each fiscal year and calendar year and how 
many subsidized enrollees do you project there will be in each fiscal year and calendar year 
over the ten-year budget window?

(c) What was the total cost of marketplace subsidies in each fiscal year and calendar year so far 
and what do you project it will be in each fiscal year and calendar year over the ten-year 
budget window?

(d) How does the average subsidy per person, the number of subsidized enrollees, and the total 
cost of subsidies compare to CBO’s earlier estimates for the same fiscal and calendar years?

(e) How will recent premium increases and reduced insurer participation affect CBO’s cost 
and coverage projections for the Affordable Care Act in the next baseline?

Answer. CBO and JCT model insurance coverage on a calendar year basis, because many 
insurance plans are provided for calendar years and because data are typically available on a 
calendar year basis. But the agencies model the budgetary effects of insurance coverage on a 
fiscal year basis, because that is how subsidies for that coverage are recorded in the budget. As 
a result, some of the following answers use calendar years and some fiscal years, according to 
the information that is available in the agencies’ projections.

(a) CBO and JCT cannot precisely determine the average subsidy per subsidized enrollee in 
the health insurance marketplaces or the Basic Health Program during 2014 or 2015, because 
that calculation would require information about the reconciliation of the premium tax 
credits and cost-sharing subsidies that is not yet publicly available. But the agencies estimate 
that the average subsidy was about $3,700 for calendar year 2014 and about $4,100 for the 
following year.

In August 2016, CBO and JCT projected that the average subsidy per subsidized enrollee in 
the health insurance marketplaces or the Basic Health Program would be $4,420 in calendar 

27. See Congressional Budget Office, Budgetary and Economic Effects of Repealing the Affordable Care Act 
(June 2015), www.cbo.gov/publication/50252.

http://www.cbo.gov/publication/50252
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year 2016. For years after 2016, the agencies have not updated their projections of that 
average since last March, when they projected that it would be $4,550 in 2017 and $7,110 
in 2026.28 

(b) CBO and JCT estimate that 5 million people, on average, were enrolled in subsidized 
coverage through the health insurance marketplaces during calendar year 2014 and that 
8 million people were in 2015. In August 2016, CBO and JCT projected that there would 
be an average of 9 million people enrolled in subsidized coverage through the marketplaces 
during calendar year 2016. The agencies currently project that the average will be 12 million 
in calendar year 2017, 15 million in 2018, 16 million in 2019, 15 million in each year from 
2020 to 2024, and 14 million in 2025 and 2026.29 

(c) Because the marketplace subsidies are structured as refundable tax credits, some of their 
cost takes the form of increased outlays (to the extent that the credits exceed enrollees’ income 
tax liability); the remainder takes the form of lower tax revenues. Total outlays for marketplace 
subsidies were $13 billion in fiscal year 2014 and $27 billion in fiscal year 2015, but those 
totals do not include the portion of premium tax credits that are classified as a reduction in 
revenues. CBO and JCT estimate that those revenue reductions represent about 10 percent to 
15 percent of the total subsidy in each year. 

CBO and JCT estimated in August 2016 that the total cost of marketplace subsidies, 
including the portion of premium tax credits that is classified as a reduction in revenues, will 
be $37 billion in fiscal year 2016, $51 billion in 2017, $68 billion in 2018, $77 billion in 
2019, $83 billion in 2020, $87 billion in 2021, $91 billion in 2022, $95 billion in 2023, 
$98 billion in 2024, $103 billion in 2025, and $107 billion in 2026.

(d) CBO and JCT’s most recent estimate (in August 2016) of the average subsidy per 
subsidized enrollee in calendar year 2016 was $4,420. The same estimate—that is, for 
calendar year 2016—was $4,240 in March 2016, $4,040 in March 2015, $4,830 in 
April 2014, $5,350 in May 2013, and $5,300 in the original estimate for the ACA in 2010.

The agencies’ current estimate of the total number of subsidized enrollees in the marketplaces 
is 9 million for calendar year 2016. The same estimate was 10 million in March 2016, 
15 million in March 2015, 19 million in April 2014, 19 million in May 2013, and 17 million 
in 2010.

The agencies currently project that the total cost of marketplace subsidies in fiscal year 2016 
will be $37 billion. The same estimate was $42 billion in March 2016, $52 billion in 
March 2015, $74 billion in April 2014, $87 billion in May 2013, and $77 billion in 2010.

(e) CBO’s next major update to its baseline projections will incorporate available data about 
premiums for insurance in the marketplaces, enrollment in the marketplaces, and insurers’ 
participation in the marketplaces. Among the data that will be incorporated are final data 
about premiums for 2017 coverage—which only recently became available and that appear to 
show somewhat higher premiums than CBO and JCT had anticipated. 

28. For those projections, as well as projections for each of the intervening years, see Congressional Budget Office, 
Federal Subsidies for Health Insurance Coverage for People Under Age 65: 2016 to 2026 (March 2016), Table 4, 
www.cbo.gov/publication/51385. 

29. Ibid., Table 1.
CBO
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Question. How do the characteristics (e.g., age, income, health status, etc.) of enrollees in the 
marketplaces so far compare with what CBO originally expected? Has CBO updated its 
estimates to account for any discrepancies?

Answer. CBO and JCT regularly make adjustments to their estimates of marketplace 
enrollment, using newly available information about the number of enrollees and their 
characteristics, and the agencies will continue to do so in the future. So far, those enrollees 
have been somewhat older, on average, than CBO and JCT initially anticipated. The share of 
total enrollees with subsidies is also higher than the agencies originally estimated. 

Senator Stabenow

Question. In the oversight hearing last year, I asked you to address concerns about the 
accuracy and impartiality of dynamic scoring given the large number of assumptions that have 
to be made. You noted that there is uncertainty in any estimate, but that you expected 
including macroeconomic effects would improve estimates for complex legislation. 
Additionally, you said that CBO constantly scrutinizes errors and reviews estimates to make 
future improvements. Having now been at CBO for over a year, can you comment on any 
unexpected challenges with dynamic scoring? Has CBO conducted new analysis of previous 
estimates?

Answer. Since you asked about these issues last year, CBO has published five cost estimates 
that incorporated macroeconomic feedback (a process often called “dynamic scoring”). 
Three of those five were cost estimates of the Restoring Americans’ Healthcare Freedom 
Reconciliation Act of 2015, H.R. 3762. The analysis underlying them was conducted jointly 
by CBO and the staff of the Joint Committee on Taxation. The remaining two were cost 
estimates of revenue legislation for which the analysis was conducted by JCT. 

In an earlier report, CBO anticipated and discussed the challenges that would later be posed 
by the three estimates of H.R. 3762.30 Above all, estimates of the macroeconomic effects of 
repealing the Affordable Care Act are very uncertain, largely because the law’s effects on labor 
markets are themselves uncertain. That uncertainty, in turn, arises partly because many of the 
ACA’s provisions have been in place for less than two years and partly because estimates of 
how workers and businesses might respond to the law vary considerably. 

CBO has not performed new analyses of previous dynamic cost estimates. Because H.R. 3762 
has not been enacted, the agency cannot observe outcomes under its provisions and therefore 
cannot compare those outcomes to its dynamic cost estimate.

Question. The macroeconomic effects for many programs, assuming they could be accurately 
estimated, fall outside of the 10-year budget window. Has CBO looked at the accuracy of 
dynamic scoring for estimations outside of the 10-year window?

30. Congressional Budget Office, Budgetary and Economic Effects of Repealing the Affordable Care Act (June 2015), 
www.cbo.gov/publication/50252.
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Answer. When preparing a cost estimate of major legislation and when that cost estimate 
incorporates macroeconomic feedback, CBO and JCT are required to provide a qualitative 
assessment of the budgetary effects of the legislation over a 30-year period. Also, CBO 
sometimes extends its dynamic analysis of illustrative policies beyond the normal 10-year 
horizon, recognizing that macroeconomic feedback to the budget can be important in the 
long term. For example, in its most recent report about the long-term budget outlook, CBO 
shows how different assumptions about federal deficits would affect the economy and 
quantifies how feedback from those economic effects in turn would affect the budget in the 
long term.31 

In analyzing major legislation, accounting for the feedback to the budget increases the 
accuracy of analyses that extend beyond the 10-year window, because that feedback generally 
grows larger and larger over time, in CBO’s view. Nonetheless, such analyses are subject to 
enormous uncertainty. For example, in circumstances in which CBO has quantified ranges of 
likely possible outcomes, those ranges have grown wider as the analysis extends farther into 
the future.32

Determining the accuracy of CBO’s cost estimates after the fact is often quite difficult and 
sometimes impossible, whether the estimates are conventional or dynamic. Even several years 
after a policy is enacted, it is often difficult to disentangle its direct impact on the budget from 
the impact of unrelated changes. Similarly, the macroeconomic feedback resulting from a 
particular law may contribute only a small part of the law’s overall effect on the budget, and it 
usually cannot be identified separately after the fact. Those problems grow larger the farther 
one moves beyond the 10-year window. 

Question. Data from other government agencies and outside groups suggests that shutdowns, 
near-breaches of the debt ceiling, and continuing resolutions have a real cost to families, 
businesses, and taxpayers. For example, in 2011, debt ceiling brinksmanship led to the first 
ever downgrade in the Standard & Poor’s credit rating of long-term federal debt. The delay in 
raising the limit led to a $1.3 billion increase in the Treasury’s borrowing costs, and according 
to the Bipartisan Policy Center, the political showdown cost taxpayers $18.9 billion over 
10 years. According to Standard & Poor’s, the 2013 shutdown led to $24 billion in lost 
economic growth. Has CBO calculated the cost of shutdowns, continuing resolutions, and 
near breaches of the debt ceiling? Should this cost be incorporated into our budget process in 
some way?

Answer. CBO has not explicitly calculated the costs of shutdowns, continuing resolutions, 
and near breaches of the debt ceiling. However, the Congressional Research Service (CRS) 
and the Government Accountability Office have both produced useful material about

31. See Congressional Budget Office, The 2016 Long-Term Budget Outlook (July 2016), Chapter 6, www.cbo.gov/
publication/51580.

32. See Congressional Budget Office, Budgetary and Economic Outcomes Under Paths for Federal Revenues and 
Noninterest Spending Specified by Chairman Price, March 2016 (March 2016), www.cbo.gov/publication/51260.
CBO
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government shutdowns.33 For instance, CRS issued a report in 2015 about studies of the 
October 2013 shutdown.34 The report found that although economic forecasters identified 
some small direct losses of economic activity during the shutdown, which lasted for two and a 
half weeks, much of that loss was subsequently recouped, so the overall costs to the economy 
were minimal. A longer shutdown would probably increase the amount of direct economic 
loss that could not be recouped. 

It is much harder to estimate the indirect loss of economic output that might stem from 
heightened uncertainty related to the occurrence or possibility of a government shutdown. In 
general, households’ and businesses’ uncertainty about fiscal and regulatory policies tends to 
dampen economic output. However, quantifying that uncertainty and identifying its sources 
is difficult. Possible sources of recent uncertainty include disagreement among policymakers 
about whether to extend certain key provisions governing fiscal policy, the debate about how 
to put debt on a sustainable path, the protracted debate about rules for implementing major 
legislation in the health care and financial sectors, possible changes in rules related to energy 
and the environment, and the unpredictability of the appropriations process. Uncertainty 
from those and other sources has probably dampened growth, but CBO has not estimated 
how much. 

When CBO develops the economic forecast that underlies its baseline projections, it does 
implicitly incorporate the effects of particular events that have occurred and the effects of 
uncertainty about future events. For example, if a shutdown occurred, to the degree that it 
resulted in a permanent loss of national income, that effect would be incorporated into CBO’s 
assessment of the economy, and the agency’s baseline projections of revenues would 
consequently be lower. 

But the federal budget process is generally geared to measuring the effects of Congressional 
action rather than of inaction. If the process were different—if in the absence of 
appropriations, for instance, discretionary funding were automatically maintained at the levels 
specified in continuing resolutions—the effects of legislation that would cause a shutdown 
would be considered in the budget process, because that legislation would represent a 
departure from current law. Such a change in the appropriation process would essentially 
convert trillions of dollars of future discretionary spending into mandatory spending.

33. For a list of CRS’s reports and of documents on the same topic from other sources, see Jared C. Nagel and 
Justin Murray, Past Government Shutdowns: Key Resources, Report for Congress R41759 (Congressional 
Research Service, September 15, 2015). For GAO’s report on the economic effects of the October 2013 
shutdown, see Government Accountability Office, 2013 Government Shutdown: Three Departments Reported 
Varying Degrees of Impacts on Operations, Grants, and Contracts, GAO-15-86 (October 2014), 
www.gao.gov/products/GAO-15-86.

34. Marc Labonte, The FY2014 Government Shutdown: Economic Effects, Report for Congress R43292 
(Congressional Research Service, September 11, 2015).
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