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Chairman Enzi, Ranking Member Sanders, and Mem-
bers of the Committee, thank you for inviting me to tes-
tify about the Congressional Budget Office’s most recent
analysis of the outlook for the budget and the economy.
My statement summarizes CBO’s new baseline budget
projections and economic forecast, which the agency
released on Monday.

In the Congressional Budget Office’s baseline projec-
tions, which incorporate the assumption that current
laws governing taxes and spending generally remain
unchanged, the federal budget deficit grows substantially
over the next few years. Later on, between 2023 and
2028, it stabilizes in relation to the size of the economy,
though at a high level by historical standards.

As a result, federal debt is projected to be on a steadily
rising trajectory throughout the coming decade. Debt
held by the public, which has doubled in the past

10 years as a percentage of gross domestic product
(GDP), approaches 100 percent of GDP by 2028 in
CBO’s projections. That amount is far greater than the
debt in any year since just after World War II. Moreover,
if lawmakers changed current law to maintain certain
current policies—preventing a significant increase in
individual income taxes in 2026 and drops in funding
for defense and nondefense discretionary programs in
2020, for example—the result would be even larger
increases in debt.

Projected deficits over the 2018-2027 period have
increased markedly since June 2017, when CBO issued
its previous projections. The increase stems primarily
from tax and spending legislation enacted since then—
especially Public Law 115-97 (originally called the Tax
Cuts and Jobs Act and called the 2017 tax act here), the
Bipartisan Budget Act of 2018 (PL. 115-123), and the
Consolidated Appropriations Act, 2018 (PL. 115-141).
The legislation has significantly reduced revenues and
increased outlays anticipated under current law.

In CBO’s economic projections, which underlie its bud-
get projections, output grows at a faster pace this year
than in 2017, as the recent changes in fiscal policy add to
existing momentum in spending on goods and services.
Growth in actual GDP outpaces growth in potential
(that is, maximum sustainable) GDP both this year

and next, pushing the unemployment rate down. After
2019, economic growth is projected to slow, eventually

matching CBO’s estimate of the economy’s maximum
sustainable rate of growth.

Real GDP (that is, GDP adjusted to remove the effects
of inflation) and real potential GDP are now projected to
be greater throughout the coming decade than projected
last June, in part because of the significant recent changes
in fiscal policy. Also, interest rates are projected to be
higher and the unemployment rate lower in the next few
years than CBO projected previously.

Even if federal laws did generally remain in place,
budgetary and economic outcomes would be difficult to
predict and thus uncertain. CBO’s projections, especially
its economic projections, are even more uncertain than
usual this year, because they incorporate estimates of the
economic effects of the recent changes in fiscal policy—
and those estimates are themselves uncertain. CBO aims
to formulate projections that fall in the middle of the
distribution of possible outcomes.

Economic Growth Is Projected to Be
Relatively Strong This Year and Next

and Then to Moderate

In CBO’s projections, the growth of real GDP exceeds
the growth of real potential output over the next two
years, putting upward pressure on inflation and interest
rates (see Figure 1). But during the 2020-2026 period,
a number of factors dampen economic growth: higher
interest rates and prices, slower growth in federal outlays,
and the expiration of reductions in personal income tax
rates. After 2026, economic growth is projected to rise
slightly, matching the growth rate of potential output by
2028.

Economic Growth

Between 2018 and 2028, actual and potential real out-
put alike are projected to expand at an average annual
rate of 1.9 percent. In CBO’s forecast, the growth of
potential GDP is the key determinant of the growth of
actual GDP through 2028, because actual output is very
near its potential level now and is projected to be near its
potential level at the end of the period.

Potential output is projected to grow more quickly than
it has since the start of the 2007-2009 recession, as

the growth of productivity increases to nearly its aver-
age over the past 25 years and as the recent changes in
fiscal policy boost incentives to work, save, and invest.
Nonetheless, potential output is projected to grow more
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Figure 1.
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In CBO’s projections, real GDP growth
and real potential GDP growth average
1.9 percent over the 2018-2028 period,
even though real GDP grows more rapidly
at first.
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Source: Congressional Budget Office.
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Real values are nominal values that have been adjusted to remove the effects of inflation. Potential GDP is CBO’s estimate of the maximum sustainable
output of the economy. The growth of real GDP and of real potential GDP is measured from the fourth quarter of one calendar year to the fourth quarter

of the next.

GDP = gross domestic product.

slowly than it did in earlier decades, held down by slower
growth of the labor force (which results partly from the
ongoing retirement of baby boomers).

In CBO’s projections, real GDP expands by 3.3 percent
this year and by 2.4 percent in 2019 (see Table 1). It
grew by 2.6 percent last year. Most of the growth in out-
put in the next two years is driven by consumer spending
and business investment, but federal spending also con-
tributes a significant amount this year. After averaging
1.7 percent from 2020 through 2026, real GDP growth
is projected to average 1.8 percent in the last two years of
the 2018-2028 period.

Effects of Recent Legislation on the Economy

The recently enacted legislation has shaped the economic
outlook in significant ways. In CBO’s projections, the
effects of the 2017 tax act on incentives to work, save,
and invest raise real potential GDP throughout the
2018-2028 period. In addition, all three major laws
mentioned above provide fiscal stimulus, raising real
GDP more than potential GDP in the near term. Over
the longer term, all of those effects, as well as the larger
federal budget deficits resulting from the new laws, exert
upward pressure on interest rates and prices.

The largest effects on GDP over the decade stem from
the tax act. In CBO’s projections, it boosts the level of real
GDP by an average of 0.7 percent and nonfarm payroll

employment by an average of 0.9 million jobs over the
2018-2028 period.* During those years, the act also raises
the level of real gross national product (GNP) by an annual
average of about $470 per person in 2018 dollars. (GNP
difters from GDP by including the income that U.S.
residents earn from abroad and excluding the income that
nonresidents earn from domestic sources; it is therefore a
better measure of the income available to U.S. residents.)
Those projected effects grow in the earlier years of the
period and become smaller in the later years.

The other two laws are estimated to increase output in
the near term but dampen it over the longer term. The
fiscal stimulus that they provide boosts GDP by 0.3 per-
cent in 2018 and by 0.6 percent in 2019, in CBO’s
assessment. However, the larger budget deficits that
would result are estimated to reduce the resources avail-
able for private investment, lowering GDP in later years.

GDP Is Projected to Be Greater Than CBO
Previously Estimated

CBO’s current economic projections differ from those
that the agency made in June 2017 in a number of ways.
The most significant is that potential and actual real
GDP are projected to grow more quickly over the next
few years. As a result, the levels of those measures are
1.6 percent higher than CBO previously estimated for
2027 (the last year in the previous projection period).
Projected output is greater because of recently enacted

[*Value for nonfarm employment corrected on April 17, 2018]
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Table 1.

CBO'’s Projections of Key Economic Indicators for Calendar Years 2018 to 2028

Annual Average

Actual, 2021- 2023-
2017 2018 2019 2020 2022 2028
Percentage Change From Fourth Quarter to Fourth Quarter
Gross Domestic Product
Real® 2.6 33 24 1.8 1.5 1.7
Nominal 45 5.2 45 39 3.7 39
Inflation
PCE price index 1.7 1.8 2.0 2.1 2.1 2.0
Core PCE price index® 1.5 1.9 2.1 2.2 2.1 2.0
Annual Average
Unemployment Rate (Percent) 4.4 3.8 33 3.6 4.4 4.8
Payroll Employment (Monthly change, in thousands)® 181 211 182 62 25 57
Interest Rates (Percent)
Three-month Treasury bills 0.9 1.9 29 3.6 3.7 2.8
Ten-year Treasury notes 2.3 3.0 3.7 4.1 41 3.7

Sources: Congressional Budget Office; Bureau of Economic Analysis; Bureau of Labor Statistics; Federal Reserve.

PCE = personal consumption expenditures.

a. Real values are nominal values that have been adjusted to remove the effects of inflation.

b. Excludes prices for food and energy.

c. Calculated as the change in payroll employment from the fourth quarter of one calendar year to the fourth quarter of the next, divided by 12 (the

average monthly amount).

legislation, data that became available after CBO’s previ-
ous economic projections were completed, and improve-
ments in the agency’s analytical methods. Also, because
inflation is now anticipated to be higher, the level of
nominal GDP is projected to be 2.4 percent higher in
2027 than previously estimated.

Over the next decade, the unemployment rate is lower
in CBO’s current projections than in its previous ones—
particularly during the next few years, when economic
stimulus boosts demand for labor. Also, both short- and
long-term interest rates are projected to be higher, on
average, from 2018 to 2023—by roughly 0.7 percentage
points and 0.4 percentage points, respectively—than
projected in June. That faster rise in interest rates pri-
marily reflects stronger overall demand.

Deficits Are Projected to Be Large by Histor-
ical Standards

CBO estimates that the 2018 deficit will total $804 bil-
lion, $139 billion more than the $665 billion shortfall
recorded in 2017 (see Table 2). Both amounts, however,
are affected by shifts in the timing of some payments.

Outlays in 2018—and thus the deficit—have been
reduced by $44 billion because October 1, 2017 (the
first day of fiscal year 2018), fell on a weekend; as a
result, certain payments that were to be made on that
day were instead made in September, in fiscal year 2017.
If not for those shifts, the deficit projected for 2018
would be $848 billion.!

In CBO’s projections, budget deficits continue increasing
after 2018, rising from 4.2 percent of GDP this year to
5.1 percent in 2022 (adjusted to exclude the shifts in
timing). That percentage has been exceeded in only five
years since 1946; four of those years followed the deep
2007-2009 recession. Deficits remain at 5.1 percent
between 2022 and 2025 before dipping at the end of

the period, primarily because some tax provisions are
scheduled to expire under current law, boosting revenues.
Over the 2021-2028 period, projected deficits average

1. October 1 will fall on a weekend again in 2022, 2023, and 2028.
The resulting shifts noticeably boost projected spending and
deficits in 2022 and 2028; they reduce spending and the deficit
in 2024.
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Table 2.
CBO’s Baseline Budget Projections
Total
Actual, 2019- 2019-
2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2023 2028
In Billions of Dollars
Revenues 3,316 3,338 3,490 3,678 3,827 4,012 4,228 4,444 4,663 5,002 5,299 5520 19,234 44162
Outlays 3,982 4,142 4470 4,685 4949 5288 5500 5,688 6,015 6,322 6,615 7,046 24,893 56,580
Deficit -665 -804 981 -1,008 -1,123 -1,276 -1,273 -1,244 -1,352 -1,320 -1,316 -1,526 -5,660 -12,418
Debt Held by the Public
at the End of the Year 14,665 15,688 16,762 17,827 18,998 20,319 21,638 22,932 24,338 25,715 27,087 28,671 n.a. n.a.
As a Percentage of Gross Domestic Product
Revenues 173 166 165 167 167 169 172 174 175 181 185 185 16.8 17.5
Outlays 208 206 212 213 216 223 223 222 226 229 231 236 21.8 224
Deficit -3.5 -4.0 -4.6 -4.6 -4.9 -5.4 -5.2 -4.9 -5.1 -4.8 -4.6 -5.1 -4.9 -4.9
Debt Held by the Public
at the End of the Year 765 780 793 809 831 857 879 896 915 931 945 96.2 n.a. n.a.
Memorandum:
Deficit as a Percentage
of GDP, Adjusted to
Exclude Timing Shifts® -3.5 -4.2 -4.6 -4.6 -4.9 -5.1 -5.1 -5.1 -5.1 -4.8 -4.6 -4.8 -4.9 -4.9

Source: Congressional Budget Office.

GDP = gross domestic product; n.a. = not applicable.

a. The adjusted amounts exclude the effects of shifting payments from one fiscal year into another so that those payments are not made on a weekend.

4.9 percent of GDP; the only time since World War I1
when the average deficit has been so large over so many
years was after the 2007-2009 recession.

Revenues

For the next few years, revenues hover near their

2018 level of 16.6 percent of GDP in CBO’s projections.
Then they rise steadily, reaching 17.5 percent of GDP
by 2025. At the end of that year, many provisions of the
2017 tax act expire, causing receipts to rise sharply—to
18.1 percent of GDP in 2026 and 18.5 percent in 2027
and 2028. They have averaged 17.4 percent of GDP over
the past 50 years.

Outlays

In CBO’s projections, outlays for the next three years
remain near 21 percent of GDP, which is higher than
their average of 20.3 percent over the past 50 years. After
that, outlays grow more quickly than the economy does,
reaching 23.3 percent of GDP (adjusted to exclude shifts
in timing) by 2028.

That increase reflects significant growth in mandatory
spending—mainly because the aging of the population
and rising health care costs per beneficiary are projected
to increase spending for Social Security and Medicare,
among other programs. It also reflects significant growth
in interest costs, which are projected to grow more
quickly than any other major component of the budget,
the result of rising interest rates and mounting debt. By
2028, net outlays for interest are projected to be roughly
triple what they are this year in nominal terms and
roughly double when measured as a percentage of GDP.
In contrast, discretionary spending in the projections
declines in relation to the size of the economy.

Deficits Are Projected to Be Larger Than
CBO Previously Estimated

The deficit that CBO now estimates for 2018 is

$242 billion larger than the one that it projected for that
year in June 2017. Accounting for most of that differ-
ence is a $194 billion reduction in projected revenues,
mainly because the 2017 tax act is expected to reduce
collections of individual and corporate income taxes.
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Figure 2.
Federal Debt Held by the Public

Percentage of Gross Domestic Product
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Source: Congressional Budget Office.

For the 2018-2027 period, CBO now projects a cumula-
tive deficit that is $1.6 trillion larger than the $10.1 tril-
lion that the agency anticipated in June. Projected
revenues are lower by $1.0 trillion, and projected outlays
are higher by $0.5 trillion.

Laws enacted since June 2017—above all, the three men-
tioned above—are estimated to make deficits $2.7 tril-
lion larger than previously projected between 2018 and
2027, an effect that results from reducing revenues by
$1.7 trillion (or 4 percent) and increasing outlays by
$1.0 trillion (or 2 percent).” The reduction in projected
revenues stems primarily from the lower individual
income tax rates that the tax act has put in place for
much of the period. Projected outlays are higher mostly
because the other two pieces of legislation will increase
discretionary spending. Those revenue reductions and
spending increases would result in larger deficits and thus
in higher interest costs than CBO previously projected.

In contrast, revisions to CBO’s economic projections
caused the agency to reduce its estimate of the cumula-
tive deficit by $1.0 trillion. Expectations of faster growth
in the economy and in wages and corporate profits led to
an increase of $1.1 trillion in projected tax receipts from

2. Those estimates generally reflect the budgetary effects reported
in CBO’s cost estimates at the time the new laws were enacted
and do not include the budgetary effects of information that has
become available in recent months about the 2017 tax act. Those
adjustments are classified as technical updates.
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all sources. Other changes had relatively small net effects
on the projections.

Debt Held by the Public Is Projected to
Approach 100 Percent of GDP

As deficits accumulate in CBO’s projections, debt

held by the public rises from 78 percent of GDP (or
$16 trillion) at the end of 2018 to 96 percent of GDP
(or $29 trillion) by 2028. That percentage would be the
largest since 1946 and well more than twice the average
over the past five decades (see Figure 2).

Such high and rising debt would have serious negative
consequences for the budget and the nation:

8 Federal spending on interest payments on that debt
would increase substantially, especially because inter-
est rates are projected to rise over the next few years.

® Because federal borrowing reduces total saving in the
economy over time, the nation’s capital stock would
ultimately be smaller, and productivity and total
wages would be lower.

® Lawmakers would have less flexibility to use tax and
spending policies to respond to unexpected chal-
lenges.

® The likelihood of a fiscal crisis in the United States
would increase. There would be a greater risk that
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investors would become unwilling to finance the
government’s borrowing unless they were compen-
sated with very high interest rates; if that happened,
interest rates on federal debt would rise suddenly and

sharply.

Deficits and Debt Would Be Larger If Some
Current Policies Were Continued

CBO also analyzed an alternative scenario in which
current law was altered to maintain major policies that
are now in place and to provide more typical amounts
of emergency funding than the sums provided for 2018.
Specifically, CBO analyzed what would happen if:

® More than 50 expiring revenue provisions were
extended, including the individual income tax provi-
sions of the 2017 tax act;

® Delays in implementing certain taxes established
by the Affordable Care Act were extended or made

permanent;

® Scheduled limits on discretionary appropriations
did not take effect, and most appropriations instead
grew each year from their 2018 amount at the rate of
inflation; and

® Lawmakers provided inflation-adjusted emergency
appropriations for nondefense discretionary programs
equal to the average amount of such funding from
2012 through 2017—about $11 billion—each year
between 2019 and 2028, rather than the roughly
$100 billion a year projected in the baseline.

In that scenario, far larger deficits and much greater debt
would result than in CBO’s baseline projections for the

2019-2028 period. Deficits would be larger by an aver-
age of a full percentage point of GDD, rising by a total

of $2.6 trillion to yield a cumulative deficit of nearly

$15 trillion over that period. And debt held by the pub-
lic would reach about 105 percent of GDP by the end
of 2028, an amount that has been exceeded only once in
the nation’s history. Moreover, the pressures contributing
to that rise would accelerate and push debt up even more
sharply in subsequent decades.

This testimony reiterates the summary of 7he
Budget and Economic Outlook: 2018 to 2028,

which is one in a series of reports on the state of
the budget and the economy that CBO issues each
year. The report satisfies the requirement of section
202(e) of the Congressional Budget Act of 1974
for CBO to submit to the Committees on the
Budget periodic reports about fiscal policy and to
provide baseline projections of the federal budget.
In accordance with CBO’s mandate to provide
objective, impartial analysis, neither that report nor
this testimony makes any recommendations. Both
publications are available on CBO’s website, at
www.cbo.gov/publication/53651 and www.cbo.gov/
publication/53721, respectively.

Y874

Keith Hall

Director
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