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Notes

This report does not include any changes since January 2017 to CBO’s projections of
spending to subsidize health insurance purchased through the marketplaces established
under the Affordable Care Act and provided through the Basic Health Program or
spending to stabilize premiums for health insurance purchased by individuals and small
employers. The agency expects to complete estimates of those changes later this summer.
Those new estimates will be used to adjust the current set of baseline projections of such
spending. CBO did not have time to estimate such changes before publishing this report
because of its focus over the past six months on analyzing proposed legislation that would
affect health insurance.

Unless otherwise indicated, all years referred to in describing the budget outlook are
federal fiscal years, which run from October 1 to September 30 and are designated
by the calendar year in which they end. Years referred to in describing the economic
outlook are calendar years.

Numbers in the text, tables, and figures may not add up to totals because of rounding.
Data and supplemental information accompany this report on CBO’s website

(www.cbo.gov/publication/52801), as does a glossary of common budgetary and
economic terms (www.cbo.gov/publication/42904).

www.cbo.gov/publication/52801
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An Update to the Budget and
Economic Outlook:
2017 to 2027

Summary

The Congressional Budget Office projects that over
the next decade, if current laws remained generally
unchanged, budget deficits would eventually follow an
upward trajectory in relation to the nation’s economic
output, and federal debt would rise. Economic growth
is projected to remain modest, averaging slightly above
2.0 percent through 2018 and averaging somewhat
below that rate for the rest of the period through 2027.
The budgetary and economic trends discussed in this
report are similar to those CBO described in January,
when the agency issued its previous estimates.’

Budget Deficits Are Projected to Rise

Over the Next Decade

The projected rise in deficits would be the result of rapid
growth in spending for federal retirement and health care
programs targeted to older people and to rising interest
payments on the government’s debt, accompanied by
only moderate growth in revenue collections. Those
accumulating deficits would drive up debt held by the
public from its already high level to its highest percent-

age of gross domestic product (GDP) since shortly after
World War II.

Specifically, in CBO’s baseline, the budget shortfall
increases from 3.2 percent of GDP in 2016 to 3.6 percent
in 2017. Although it is projected to fall to 2.8 percent of
GDP next year, the deficit resumes its upward trajectory
thereafter, reaching 5.2 percent of GDP in 2027.

That pattern of generally rising deficits over the coming
decade is similar to that reported in CBO’s previous
projections. But the agency’s estimate of the shortfall for
2017 has increased since January—largely as a result of
tax collections that have been weaker than expected—as
has the agency’s projection of the cumulative deficit
over the 2018-2027 period. Much of the change over

1. See Congressional Budget Office, 7he Budget and Economic
Outlook: 2017 to 2027 (January 2017), www.cbo.gov/
publication/52370.

the 10-year period is accounted for by an increase in
net interest costs, primarily a result of higher projected
interest rates (and related debt-service costs), and by
the effects on outlays of legislation enacted after CBO
prepared its January baseline.

Economic Growth Is Projected to

Settle at 1.9 Percent

CBO’s economic forecast—which underlies its budget
projections—indicates that, under current law, the econ-
omy will expand through 2018 at a pace that leads to
further tightening of the labor market. Greater demand
for workers will put downward pressure on the unem-
ployment rate and upward pressure on the rate of labor
force participation. As the amount of unused productive
resources in the economy shrinks, inflation and interest
rates are projected to rise. In the later part of the 10-year
projection period, annual output growth is projected

to average 1.9 percent, constrained by a relatively slow
increase in the size of the nation’s labor force.

Changes to CBO’s economic projections relative to
January are generally modest. Short-term interest rates
are somewhat higher over the next few years and long-
term interest rates on Treasury securities are slightly
higher throughout the period. Other revisions chiefly
affect the near term.

The Budget Outlook

The federal government’s annual budget deficit is on

a path to rise during the next decade. After declining
between 2009 and 2015 as a percentage of GDP, the
deficit rose significantly in 2016 and is likely to do so
again in 2017. Although in CBO’s baseline projections
the deficit declines in 2018, the agency anticipates that
it will resume its upward trajectory over the remainder
of the projection period. The growing shortfalls would
occur mainly because, under current law, growth in reve-
nues would be outpaced by growth in spending for large
federal benefit programs (primarily retirement and health
care programs targeted to older people) and for interest
payments on the federal debt.
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The deficit estimated for 2017 is $693 billion, $134 bil-
lion more than CBO projected in January. Surprisingly
weak tax collections since then have led the agency

to lower its projection of revenues by $89 billion. At

the same time, CBO raised its estimate of outlays by

$45 billion, mainly because agencies have increased the
estimated subsidy costs of past loans and loan guarantees,
particularly for education and housing.

In CBO’s baseline projections for 2018 to 2027, outlays
are $624 billion higher and revenues are $62 billion lower
than they were in the January baseline. The largest spend-
ing increases stem from higher projected interest costs
and from the assumption that the increase in funding

for overseas contingency operations (primarily for war-
related activities in Afghanistan and related missions)
that was provided in the final appropriations for 2017
will be continued, with adjustments for inflation, in
future years.

As required by statute, CBO’s 10-year projections incor-
porate the assumption that current laws governing taxes
and spending will generally remain unchanged.? The
baseline is not intended to be a forecast of budgetary
outcomes; rather, it is meant to provide a neutral bench-
mark that policymakers can use to assess the potential
effects of policy decisions.

The Budget Deficit Is Projected to Grow in 2017
CBO’s estimate of the 2017 deficit is $693 billion,
$109 billion more than the $585 billion deficit posted
in 2016 (see Table 1 on page 13). That increase would
have been even greater if not for shifts in the timing of
certain payments.

Outlays in 2016—and thus the deficit—were boosted
by $41 billion because certain payments that would
ordinarily have been made on October 1, 2016 (the first
day of fiscal year 2017), were instead made in fiscal year
2016 because October 1 fell on a weekend.? For 2017,

2. CBO constructs its baseline in accordance with provisions set
forth in the Balanced Budget and Emergency Deficit Control
Act of 1985 (Deficit Control Act, Public Law 99-177) and the
Congressional Budget and Impoundment Control Act of 1974
(PL. 93-344).

3. October 1 will fall on a weekend again in 2017, 2022, and 2023.
In such cases, certain payments due on October 1 are made at
the end of September and thus are recorded in the previous fiscal
year. Those shifts noticeably boosted spending and the deficit
in fiscal year 2016 and, in CBO’s projections, will also increase
them in 2022; the timing shifts will noticeably reduce federal
spending and deficits in fiscal years 2018 and 2024.

the net effect of those timing shifts and of similar shifts
in spending from fiscal year 2018 into fiscal year 2017
will be to increase outlays by $4 billion. If not for those
shifts, the estimated deficit in 2017 would have been
$145 billion greater than last year’s shortfall, increasing
from $544 billion (3.0 percent of GDP) in 2016 to
$689 billion (3.6 percent of GDP) this year.

One reason for the sharp rise in the deficit in 2017 is

the slow growth in revenue collections through May

and the slow growth expected for the rest of the year:
Revenues in 2017 are projected to rise only by about

1 percent as a result. That modest rate is below CBO’s
estimate of growth in the economy, and thus revenues
are expected to fall relative to GDP, from 17.8 percent in
fiscal year 2016 to 17.3 percent this year. That decline is
attributable to the following factors:

B Receipts of individual income taxes are expected to
fall by 0.2 percentage points of GDP. The reasons
for that decline will become clearer as tax return data
for 2016 and 2017 become available over the next
two years.

B Remittances by the Federal Reserve System to
the Treasury also are expected to decline—by
0.2 percentage points of GDP—primarily because
of an unusually large transfer last year (stemming
from legislation that required the central bank to
remit most of its surplus account to the Treasury) and
because higher interest rates are expected to result
in higher interest payments on reserves and other
financial instruments, leaving less to be remitted to
the Treasury.

B Receipts from excise taxes are projected to decline
temporarily in 2017, by 0.1 percentage point of
GDBP, and then to rebound by the same amount
in 2018, mostly because of a one-year moratorium
in 2017 on a tax imposed on health insurance
providers.

Outlays (adjusted to exclude the effects of the tim-

ing shifts) are expected to rise by about 5 percent in
2017, increasing from 20.7 percent of GDP last year to
20.9 percent this year. That increase will occur in part
because outlays this year have been boosted by nearly
$50 billion as a result of updated estimates by federal
agencies (as reported in the President’s budget) of the
subsidy costs of certain federal loans and loan guarantees
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made in previous years. The largest such update is a

$40 billion increase for the Department of Education in
the estimated cost of past student loans. (By compari-
son, agencies updated assessments of subsidy costs did
not exceed $9 billion in total in either direction in any of
the past four years.)

Those updated subsidy costs account for the largest
increase in mandatory outlays, which CBO estimates
will grow by about 0.3 percent of GDP’ The largest
mandatory programs—Social Security, Medicare, and
Medicaid—are projected to remain nearly unchanged
relative to the size of the economy in 2017. Net inter-
est costs are expected to rise by 0.1 percent of GDP,
largely because of adjustments to the principal of
inflation-protected securities. Discretionary outlays

are projected to fall by 0.1 percent of GDP, primarily
because defense spending (adjusted to exclude the shift
in the timing of certain payments) will increase by only
$8 billion (or 1.3 percent), CBO estimates.®

Rising Deficits Through 2027 Are Projected to
Drive Up Federal Debt

Under the assumption that current laws generally remain
the same, the budget deficit is projected to fall next year,
to 2.8 percent of GDP, but to rise steadily in subsequent
years. Several factors contribute to the drop in 2018:

B Oudlays are expected to be reduced by $45 billion in
2018 because certain payments that would otherwise
have been made in 2018 will instead be shifted into
2017 (because October 1, 2017, falls on a weekend).

4. Under the Federal Credit Reform Act of 1990, the subsidy costs
for loans and loan guarantees made each year are estimated by
subtracting the present value of the government’s projected
receipts from the present value of its projected payments. Those
estimates can be increased or decreased in subsequent years to
reflect updated assessments by federal agencies of the payments
and receipts associated with the program. Present value is a
single number that expresses a flow of current and future income
(or payments) in terms of an equivalent lump sum received (or
paid) at a specific time. The present value depends on the rate of
interest (the discount rate) that is used to translate future cash
flows into current dollars.

5. Mandatory spending is governed by statutory criteria and is not
normally controlled by the annual appropriation process.

6. Discretionary spending is controlled by annual appropriation acts
that specify the amounts that are to be provided for a broad array
of government activities, such as defense, law enforcement, and
transportation.

B Because CBO has no basis for determining how
agencies will update their assessments of the subsidy
costs of past loans and loan guarantees beyond 2017,
the agency has not included any such effects in its
projections for future years. As a result, outlays in
2018 are projected to be lower, relative to 2017, by
nearly $50 billion.

B Receipts from individual income taxes, which
are projected to rise faster than GDP throughout
the 10-year period, are estimated to experience
particularly strong growth in 2018. One important
and temporary factor, in CBO’s view, is that some
taxpayers will have deferred realizing their capital
gains from 2016 to future years, anticipating that
future legislation would lower tax rates on those
gains.

After 2018, under current law, continued growth in
spending—particularly for Social Security, Medicare, and
interest—would outstrip growth in revenues, resulting

in larger deficits and higher debt. By 2027, the deficit
would reach 5.2 percent of GDP (see Figure 1).

Revenues. If current laws generally remained unchanged,
revenues, which have averaged 17.4 percent of GDP over
the past 50 years, would rise as a share of GDP from
17.3 percent in 2017 to 18.4 percent by 2027, CBO
projects (see Figure 2). That increase reflects growth in
individual income taxes, about one-quarter of which is
offset by declines, relative to the size of the economy, in
payroll taxes and remittances from the Federal Reserve.
CBO’s baseline includes the following projections:

B Individual income tax receipts increase by
1.5 percentage points of GDP from 2017 to 2027.
Most of the rise stems from long-term factors,
including real bracket creep (the process by which,
as income rises faster than prices, an ever-larger
proportion of income becomes subject to higher
tax rates), rising distributions from tax-deferred
retirement accounts, and an expected increase in
the share of earnings received by higher-earning
taxpayers. But part of that increase also reflects the
expectation that unexplained weakness in recent
receipts, which is beyond what can be accounted for
in current economic data, will gradually dissipate
over the next several years. Both taxable income and
effective tax rates (total taxes as a percentage of total
income) can fluctuate significantly from year to year,
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Figure 1.
Total Deficits and Surpluses

Percentage of Gross Domestic Product
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sometimes leading to temporarily weak receipts.
Over time—taking into account current tax law
and longer-term trends in income components and
demographics—those factors tend to return to more
typical levels.

B Payroll tax receipts decline by 0.2 percentage points
relative to GDP over the next decade, primarily
because an expected continued increase in the share
of wages and salaries received by high earners would
cause a greater share of earnings to be above the
maximum amount subject to Social Security payroll
taxes. (That amount, which is indexed to growth
in average earnings for all workers, is $127,200 in
calendar year 2017.) The resulting reduction in
payroll taxes relative to GDP would offset roughly
three-quarters of the expected increase in individual
income tax receipts stemming from the greater share
of wages and salaries accruing to high earners.

B Remittances from the Federal Reserve to the Treasury,
which have been unusually high since 2010, drop by
0.2 percentage points of GDP over the next decade
to return to more typical amounts relative to the size
of the economy. CBO expects that the size of the
Federal Reserve’s portfolio, along with its remittances,
will gradually decline over the next several years as

1967 1972 1977 1982 1987 1992 1997 2002 2007

2012 2017 2022 2027

the central bank phases out its policy of reinvesting
maturing Treasury securities and others that it holds.

B Corporate income tax receipts, which equal
1.6 percent of GDP in 2017, fluctuate modestly over
the projection period, eventually returning to the
same percentage of GDP as in 2017.7

Outlays. In CBO’s projections, outlays remain near

21 percent of GDP for the next few years, higher than
their average of 20.3 percent over the past 50 years. Later
in the projection period, the growth in outlays would
exceed growth in the economy, and, by 2027, outlays
would rise to 23.6 percent of GDP. That increase reflects
significant growth in programs targeted toward older
people and to rising interest payments, offset somewhat
by a decline, in relation to the size of the economy, in
discretionary spending (see Figure 3 on page 6).

More specifically, CBO’s baseline includes the following
projections:

B Outlays for mandatory programs increase from
$2.5 trillion in 2017 to $4.3 trillion in 2027 (see

7.  For more information on those factors affecting the projections
for corporate income taxes, see Congressional Budget Office,
The Budget and Economic Outlook: 2017 to 2027 (January 2017),
p- 22, www.cbo.gov/publication/52370.
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Figure 2.
Total Revenues and Outlays

Percentage of Gross Domestic Product
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Table 2 on page 14). As a share of GDP, such
spending would rise by 2.1 percentage points over
the projection period, mainly because of the aging

of the population and rising per capita health care
costs. Social Security and Medicare account for
essentially all of that increase. In CBO’s baseline,
projected spending for people age 65 or older in
those two programs increases from about 33 percent
of all federal noninterest spending in 2017 to about
42 percent in 2027.% On net, the contribution of
Social Security and Medicare to the federal deficit
(after accounting for receipts from the taxes dedicated
to those two programs) would rise from 1.9 percent
of GDP in 2017 to an average of 3.6 percent over the
2023-2027 period (see Table 3 on page 16).

Because of rising interest rates and, to a lesser
extent, increasing federal debt held by the public,
the government’s interest payments on that debt
rise sharply over the next 10 years—roughly tripling
in nominal terms (from about $0.3 trillion to

$0.8 trillion) and doubling relative to GDP.

Including Medicaid as well as military and federal civilian
retirement boosts projected spending for that population from
37 percent of noninterest outlays in 2017 to 45 percent in 2027.

B Discretionary spending rises from $1.2 trillion
in 2017 to $1.5 trillion in 2027 (see Table 4 on
page 17). Because the average annual increase in
such spending is slower than for the economy overall,
discretionary spending drops from 6.3 percent
of GDP in 2017 to 5.4 percent at the end of the
period—a smaller percentage relative to the size of
the economy than in any year since 1962 (the first
year for which comparable data are available).

Debt Held by the Public

As deficits accumulate in CBO’s baseline, debt held by
the public rises from 77 percent of GDP ($15 trillion)

at the end of 2017 to 91 percent of GDP ($26 trillion)
by 2027 (see Table 5 on page 18). At that level, debt
held by the public would be the largest since 1947 and
more than twice the average over the past five decades

in relation to GDP (see Figure 4). Beyond the 10-year
period, if current laws remained in place, the pressures
that are projected to contribute to rising deficits during
the baseline period would accelerate and push debt up
even more sharply. Three decades from now, for instance,
debt held by the public is projected to be nearly twice as
high, relative to GDPD, as it is this year—a higher percent-
age than any previously recorded in the nation’s history.”

9. For a more detailed discussion of the consequences of elevated
debt in particular and a long-term overview for the budget
generally, see Congressional Budget Office, The 2017 Long-Term
Budget Outlook (March 2017), www.cbo.gov/publication/52480.
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Figure 3.

Spending and Revenues Projected in CBO’s Baseline, Compared With Actual Values in 1967 and 1992

Percentage of Gross Domestic Product

Mandatory Spending

Social Major Health Care
Security Programs® Other
1967 25 0.4 1.9
1992 4.4 29 2.8
2017 4.9 5.4 2.9
2027 6.0 6.9 25
Total Outlays Total Revenues
1967 18.8
1992 215
2017 21.0
2027 23.6

Source: Congressional Budget Office.

Discretionary Spending Net Interest

Defense Nondefense
8.6 4.1 1.2
4.7 3.6 31
31 3.2 1.4
2.7 2.6 2.9
Deficit
17.8 -1.0
17.0 -4.5
17.3 -3.6
18.4 -5.2

a. Consists of spending on Medicare (net of premiums and other offsetting receipts), Medicaid, and the Children’s Health Insurance Program as well as
outlays to subsidize health insurance purchased through the marketplaces established under the Affordable Care Act and related spending.

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

B Federal spending on interest payments would increase
substantially as a result of increases in interest rates,
such as those projected to occur over the next few
years.

B 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.

B Lawmakers would have less flexibility to use tax
and spending policies to respond to unexpected
challenges.

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

Projected Deficits Are Larger Than Those

CBO Projected in January 2017

CBO’s current estimate of the deficit for 2017 is

$134 billion more than the amount the agency estimated
in January, and the cumulative deficit for the 2018-2027
period exceeds CBO’s previous projection by $686 billion
(or 7 percent).

For 2017, revenues are expected to be $89 billion (or
2.6 percent) lower than CBO projected in January.
Technical updates—that is, revisions that do not stem
from legislation or changes in economic projections—
account for essentially all of that change (see Table 6 on
page 19). In particular, CBO has reduced its estimate

of revenues primarily because collections from individ-
ual income taxes and, to a much lesser extent, corporate
income taxes have been lower in recent months than can
be explained by currently available economic data. Most
of the shortfall in tax payments this year reflects smaller-
than-anticipated payments arising from economic
activity in 2016. The reasons will be better understood as
detailed information from tax returns for 2016 becomes
available over the next year.
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Figure 4.
Federal Debt Held by the Public

Percentage of Gross Domestic Product
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Outlays are now expected to be $45 billion (or

1.1 percent) higher in 2017 than CBO estimated in
January. Technical changes account for $35 billion of
that increase. Reassessments by executive branch agencies
of the subsidy costs of past loans and guarantees made by
the government, mostly for education and housing, gen-
erated the largest difference, boosting outlays by about
$50 billion. That increase is partially offset by additional
receipts from Fannie Mae and Freddie Mac (which have
the effect of reducing outlays) and by a variety of smaller
reductions in projected spending for other mandatory
and discretionary programs attributable to technical
changes. Legislation enacted since January, primarily

the Consolidated Appropriations Act, 2017 (Public Law
115-31), will increase discretionary outlays in 2017 by
$11 billion, CBO estimates.

For the 2018-2027 period, CBO has reduced cumula-
tive projected revenues by $62 billion (or 0.1 percent).
Technical adjustments have reduced revenues in the
baseline by $257 billion over the 10-year period (mostly
between 2018 and 2022), primarily because the agency
expects that the recent unanticipated weakness in tax
collections will dissipate only gradually over the next
several years. Taxable income and effective tax rates
(total taxes as a percentage of total income) can fluctuate
significantly from year to year, but they tend to return to
more typical levels when adjusted for changes in tax law
and for longer-term trends in income components and
demographics.
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Mostly offsetting the technical changes, revisions to
CBO’s economic projections since January led the
agency to increase revenues in the baseline by $195 bil-
lion between 2018 and 2027. That change largely reflects
higher projections of wages and salaries, which would
boost individual income and payroll tax receipts, and
higher expected taxable corporate profits, which would
boost corporate income tax receipts.

Outlays over the 10-year period are $624 billion (or
1.2 percent) above the previous baseline estimate.
Roughly two-thirds of that difference is attributable to
an increase in net interest costs, primarily as a result of
higher projected interest rates (and related debt-service
costs). CBO accelerated the anticipated rise in short-
term rates during the first half of the period and now
projects higher long-term rates over the full 10-year
projection period.

The effects on outlays of legislation enacted after CBO
prepared its January projections further increase outlays
in the baseline by $243 billion (excluding the related
debt-service costs). That increase is largely a result of
$19 billion in additional funding for overseas contin-
gency operations provided in PL. 115-31 for 2017. As
specified by law, projections of future appropriations

for such operations are based on the assumption that
funding will equal current amounts with an adjustment
for projected inflation. Consequently, the larger amount
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provided for this year led CBO to increase its projection
of discretionary outlays over the 2018-2027 period by
$191 billion, relative to the January projection.

With lower revenues and higher outlays over the coming
decade, by 2027, debt held by the public is projected

to total 91 percent of GDP, about 2 percentage points
above the 89 percent projected in January.

The Economic Outlook

CBO projects that the economy will expand through
2018 at a pace that leads to further tightening of the
labor market. As the amount of unused productive
resources in the economy shrinks, inflation and interest
rates are projected to rise (see Figure 5). For the rest of
the period through 2027, CBO’s projections do not
incorporate explicit business-cycle developments; rather,
they include a growth rate of real GDP that reflects
underlying trends in the economy’s capacity to produce
goods and services. (Real GDP is the economy’s total
output adjusted to remove the effects of inflation.)

Over that time, CBO projects average growth of the
economy that would be a bit slower than the agency
anticipates for 2017 and 2018. The agency’s projections,
which differ little from those published in January,
incorporate the assumption that current laws govern-
ing federal outlays and revenues will remain generally
unchanged.

The Economic Outlook for 2017 to 2020

CBO estimates that, in real terms, GDP will expand by
2.2 percent in calendar year 2017 and by 2.0 percent
in 2018 (see Table 7 on page 21). CBO expects con-
sumer spending and capital investment by businesses to
drive that growth:

B Consumer spending will be supported, in CBO’s
view, by continued growth in real disposable personal
income and consumer wealth. Wealth has swelled
recently, reflecting stock market gains and higher
house prices; further increases in house prices are
expected.

B Spending by consumers and investment by businesses
will be bolstered by healthy confidence in the
outlook for the economy, which has been supported
by moderate but sustained growth in output and
employment.

Under current laws, purchases by federal, state, and local
governments contribute little to the growth of output in
CBO’s baseline projections, and real net exports subtract
slightly from it through 2018.

CBO expects the amount of unused productive
resources, or slack, in the economy to diminish fur-

ther and foresees that inflation and interest rates will
rise. CBO’s analysis indicates that the output gap—the
difference between actual and potential GDP (the
economy’s maximum sustainable output)—will close

in 2018 (see Figure 6). At the same time, CBO expects
that the continued increases in demand for workers will
eliminate slack in labor markets. Consistent with those
developments, in CBO’s projections, the rate of inflation
rises modestly to reach the Federal Reserve’s target of
2.0 percent by the end of this year, and interest rates rise
substantially over the next few years.

CBO’s projections for 2019 and 2020 constitute a
smooth path to the values that the agency projects for
the 2021-2027 period. Those values are based on antic-
ipated longer-term trends rather than on predictions of
business-cycle fluctuations. On that basis, the growth
of real GDP in CBO’s forecast averages 1.5 percent
annually in 2019 and 2020.

The Labor Market. CBO expects the labor market to
continue to tighten over the next two years. The primary
measure that CBO uses to assess the degree of slack

in the labor market is the estimated shortfall between
employment and potential employment. Potential
employment is the number of people employed when
unemployment is at its natural rate—the rate that

arises from all sources except fluctuations in aggregate
demand—and when labor force participation is at its
potential rate. (Aggregate demand is the overall demand
for goods and services in the economy.) CBO estimates
that the employment shortfall will be eliminated by

the end of 2017, even though labor force participation will
be below its potential rate, because unemployment will be
below its natural rate.

In early 2017, the unemployment rate fell below

4.7 percent, and it continues to drop. (By CBO’s
estimates, 4.7 percent is the natural rate of unemploy-
ment.) CBO projects that the unemployment rate will
decline to 4.3 percent by the end of 2017 and then to
4.2 percent in early 2018.
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Figure 5.

Actual Values and CBO’s Projections of Key Economic Indicators

CBO projects that this year and next, economic activity will expand at a pace that lowers the unemployment rate and removes the downward pressure

that economic slack exerts on inflation and interest rates.
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Source: Congressional Budget Office, using data from the Bureau of Economic Analysis, the Bureau of Labor Statistics, and the Federal Reserve.

The vertical bars indicate the duration of recessions, which extend from the peak of a business cycle to its trough.

Real GDP is the output of the economy adjusted to remove the effects of inflation. The unemployment rate is a measure of the number of jobless
people who are available for work and are actively seeking jobs, expressed as a percentage of the labor force. The overall inflation rate is based on the
price index for personal consumption expenditures; the core rate excludes prices for food and energy.

For real GDP growth and inflation, percentage changes are measured from the fourth quarter of the previous calendar year to the fourth quarter of the
year indicated. For the unemployment and interest rates, data are fourth-quarter values.

GDP = gross domestic product.
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Figure 6.
The Output Gap

Percentage of Potential GDP
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Sources: Congressional Budget Office; Bureau of Economic Analysis.

CBO projects that the output gap will close
in 2018 and then, after 2020, remain at
-0.5 percent of potential GDP, roughly its
historical average.

The output gap equals the difference between historical or projected GDP and CBO’s estimate of potential GDP and is expressed as a percentage of
potential GDP. Potential GDP is CBO’s estimate of the maximum sustainable output of the economy.

Values for the output gap are for the fourth quarter of each year.

GDP = gross domestic product.

The projected demand for workers will encourage more
people to participate in the labor force, temporarily off-
setting the projected decline in participation arising from
such factors as the ongoing retirement of baby boomers.
In CBO?’s forecast, the rate of labor force participation
(the share of the civilian noninstitutionalized population
age 16 or over who either have jobs or are available for
work and actively seeking employment) remains rela-
tively constant over the next two years.

Further tightening of the labor market will boost the
growth of wages and salaries over the next two years, in
CBO’s view. After growing at an average annual rate of
roughly 2.4 percent from 2015 through the first quarter
0f 2017, the employment cost index for workers in
private industry is projected to increase at an average
annual rate of 3.0 percent for the remainder of 2017
and 3.3 percent in 2018.

Inflation. CBO expects that price inflation will continue
to rise over the remainder of this year. As measured

by the price index for personal consumption expen-
ditures, inflation is projected to reach the Federal
Reserve’s longer-run goal of 2.0 percent by 2018.

Interest Rates. The Federal Reserve has been gradually
reducing its support for economic growth in response to

diminished slack in the economy. That process is likely
to continue through 2020, in CBO’s view. CBO expects
the Federal Reserve to raise the federal funds interest
rate from 0.9 percent in the second quarter of 2017 to
2.0 percent by the end of 2018 and then to 3.0 percent
by the end of 2020. Similarly, in CBO’s forecast, by the
end of 2020, the interest rate on 3-month Treasury bills
rises to 2.7 percent and the rate on 10-year Treasury
notes rises to 3.5 percent.

The Economic Outlook for 2021 to 2027

CBO’s projections of GDP, unemployment, inflation,
and interest rates for 2021 to 2027 are based on its
projections of underlying trends in key variables, such as
the size of the labor force, capital formation, and pro-
ductivity. CBO examines the trends that those variables
follow after the effects of business-cycle fluctuations are
removed and considers how those variables are affected
by current-law tax and spending policies. From 2021
on, real GDP is projected to grow at an average annual
rate of 1.9 percent, the same rate that CBO estimates for
potential output.

CBO anticipates that, on average over the projection
period, the potential labor force will grow by about
0.5 percent per year—less than in the past, when baby
boomers and women joined the labor force in large
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numbers. Labor force growth over the next decade will
be constrained by slow population growth and by the
aging and retirement of the baby-boom generation. CBO
also projects that potential labor force productivity will
grow by about 1.3 percent per year—about the same as
the average rate since the early 1970s.'°

The projections of the labor market, inflation, and
interest rates are consistent with those longer-run trends.
From 2021 through 2027, in CBO’s forecast:

B The unemployment rate settles at 4.9 percent, which
is just above CBO’s estimate of the natural rate."!

B The rate of inflation, as measured by the price index
for personal consumption expenditures, remains at
the Federal Reserve’s longer-run target of 2.0 percent.

M Interest rates stabilize at 3.1 percent for the federal
funds rate, 2.8 percent for 3-month Treasury bills,
and 3.7 percent for 10-year Treasury notes.

Projections of federal revenues depend to a large extent
on the size of various income components earned in

the production of GDP. The most important income
shares for projecting federal revenues are those of wages
and salaries and of domestic profits, which are taxed at
relatively high rates. In CBO’s projections, wages and
salaries rise as a share of GDP from 44.1 percent in 2016
to 44.5 percent, on average, over the 2021-2027 period,
as dissipating slack in the labor market improves work-
ers’ bargaining power. The share of domestic corporate
profits falls from 9.0 percent in 2016 to an average of
7.5 percent of GDP over the 2021-2027 period, mostly
because of the rise in wages and salaries along with
higher corporate interest payments as interest rates rise.

Some Uncertainties in CBO’s Economic Outlook
Even if no significant changes were made to the federal
policies specified in current law, economic outcomes

10. Additional details about CBO’s projections for the determinants
of the growth of potential output are included in “Supplemental
Table 3, Key Inputs in CBO’s Projections of Potential GDP” in
the Data and Supplemental Information that accompany this
report, www.cbo.gov/publication/52801.

11. Consistent with long-term historical experience, projected
output falls short of CBO’s estimate of potential output by
about 0.5 percent during the 2021-2027 period. Similarly, the
projected unemployment rate is 0.2 percentage points higher
than CBO’s estimate of the natural rate.

would undoubtedly differ from CBO’s projections. CBO
constructs its economic forecast to fall in the middle of
the distribution of possible outcomes, given the fiscal
policy embodied in current law and available economic
data. However, some factors are particularly uncertain.
For example, if the tightening in labor market conditions
persists for several years, labor income could rise faster
than CBO has projected, boosting consumer spend-

ing and raising GDP. Or, if the recent weak growth in
productivity continues over the next decade, economic
growth could be slower than CBO projects.

Moreover, it is too soon to assess the consequences of
recent changes in regulatory policy.'* The economic
effects of such changes over the next decade will depend
on as yet unknown details about their implementation.
As more information and economic data become avail-
able, CBO will attempt to assess whether those changes
will affect economic growth.

Changes in CBO’s Economic Projections Since January
CBO’s latest economic projections are similar in many
respects to those it made in January 2017, except for inter-
est rates.'? In CBOs latest projections, short-term interest
rates are higher over the next few years and interest rates
on long-term Treasury securities are higher throughout

the period. Other revisions are modest and chiefly affect
the near term.

CBO anticipates that the Federal Reserve will raise
the interest rate on federal funds more quickly than

it expected in January. As a result, other interest rates
are projected to rise more quickly over the next several
years. In addition, CBO’s revised forecast reflects in
part the fact that participants in financial markets and

12. Since CBO published its previous economic projections, the
Congress and the new Administration have taken actions to
alter the extent and nature of regulation, affecting, among
others, the environmental, energy, health, and financial sectors.
The aggregate economic impact of Congressional actions to
halt the implementation of some regulations is expected to be
slight over the next decade. It is too soon to assess the effects
of the recently issued executive orders on the amount or type of
regulatory activity or on the overall economy.

13. See “Supplemental Table 4, Comparison of CBO’s Current
and Previous Economic Projections for Calendar Years 2017
t0 2027,” in the Data and Supplemental Information that
accompany this report, www.cbo.gov/publication/52801. For
CBO’s January projections, see Congressional Budget Office,
The Budget and Economic Outlook: 2017 to 2027 (January 2017),
Appendix C, www.cbo.gov/publication/52370.
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private-sector forecasters have notably raised their projec-
tions of long-term interest rates for later years. In CBO’s
estimation, much of that increase since the end of last
year probably reflects expectations of changes in fiscal
policy, which cannot be reflected in CBO’s current-law
projections. However, some of the increase probably
reflects a change in demand for longer-term bonds, for
reasons that are independent of expectations about fiscal
policy. Incorporating that development, CBO made

a slight upward revision to projected interest rates on
longer-term bonds in the later part of the projection
period.

Other changes to the forecast since January are modest
and arise from new data:

B The labor market is projected to be a little tighter for
the next five years. Since January, the unemployment
rate has been lower than CBO projected. The agency
expects steady job growth to continue, and thus its
projected unemployment rate through the end of
2021 is 0.2 percentage points lower than it was in the
January forecast.

B New and revised data resulted in a slightly lower
estimate of potential GDP in 2016. The projected
growth rates of the factors that determine potential
output, in CBO’s estimation, are almost unchanged
from January, however.

B Reflecting the tighter labor market, the share of GDP
devoted to wages and salaries is slightly higher than it
was in the January projection.

Comparison With Other Economic Projections
CBO’s forecast is generally similar to the latest Blue Chip
consensus (an average of roughly 50 sets of projections
by private-sector economists) and to that of most Federal
Reserve officials (as reported at the June 2017 meeting
of the Federal Open Market Committee).!* Economic
growth, inflation, and interest rates are somewhat

higher overall in the Blue Chip consensus than in CBO’s
projections. The projections of Federal Reserve officials
for inflation in the near term tend to be somewhat lower
than CBO’s, as do their projections for the unemploy-
ment rate over the longer term.

CBO’s projections differ from those of the other fore-
casters at least partly because they are based on current
law, whereas the other forecasters are probably assuming
that changes in law will take place. The differences may
also reflect differences in the economic news available
when the forecasts were completed and differences in the
economic and statistical models used.

14. See “Supplemental Figure 5, Comparison of CBO’s Economic
Projections With Those From the Blue Chip Survey,” and
“Supplemental Figure 6, Comparison of CBO’s Economic
Projections With Those by Federal Reserve Officials,” in the
Data and Supplemental Information that accompany this report,
www.cbo.gov/publication/52801.
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Table 1.

CBO’s Baseline Budget Projections, by Category

Total
Actual, 2018- 2018-
2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2022 2027

In Billions of Dollars

Revenues
Individual income taxes 1,546 1,574 1,724 1,833 1,933 2,036 2,136 2,246 2,355 2,469 2,588 2,713 9,661 22,032
Payroll taxes 1,115 1,164 1,195 1,235 1,270 1,316 1,367 1,421 1,473 1530 1,588 1,647 6,383 14,041
Corporate income taxes 300 310 324 344 380 383 389 395 405 416 428 443 1,821 3,907
Other 307 267 289 275 269 277 286 299 313 328 344 356 1,397 3,036
Total 3,268 3,315 3,531 3,687 3,853 4,011 4,178 4,361 4,545 4,742 4948 5,158 19,261 43,016
On-budget 2,458 2,466 2,658 2,783 2921 3,049 3,182 3,330 3,477 3635 3,801 3970 14594 32,807
Off-budget’ 810 849 873 903 932 963 996 1,032 1,069 1,107 1,147 1,188 4,668 10,209
Outlays
Mandatory 2,428 2536 2,566 2,759 2,927 3,104 3,329 3456 3583 3,831 4,074 4302 14,685 33,930
Discretionary 1,185 1,203 1,222 1,255 1,278 1,306 1,339 1,365 1,392 1,431 1,464 1,501 6,399 13,551
Net interest 240 269 307 361 423 481 537 598 654 706 762 818 2,109 5,647
Total 3,853 4,008 4,094 4,375 4,628 4,891 5,205 5,419 5,628 5,967 6,300 6,621 23,194 53,128
On-budget 3,078 3,204 3,239 3,460 3,648 3,842 4,087 4,223 4354 4610 4,855 5082 18,275 41,399
Off-budget” 775 804 855 916 980 1,049 1,119 1,195 1274 1357 1,445 1539 4919 11,729
Deficit (-) or Surplus -585 -693 -563 -689 -775  -879 -1,027 -1,057 -1,083 -1,225 -1,352 -1,463 -3,933 -10,112
On-budget -620 -739 -581 -677 -726 -793 -905 -894 -877 974 -1,054 -1,112  -3,681 -8,592
Off-budget® 36 46 18 -12 -48 -86 -122 -164 -206 -250 -298 -351 -251 -1,520
Debt Held by the Public 14,168 14,656 15,537 16,282 17,108 18,037 19,109 20,212 21,342 22,613 24,014 25524 n.a. n.a.
Memorandum:

Gross Domestic Product 18,407 19,120 19,924 20,671 21,380 22,165 23,037 23,951 24,905 25,896 26,927 27,999 107,178 236,856

As a Percentage of Gross Domestic Product

Revenues
Individual income taxes 8.4 8.2 8.7 8.9 9.0 9.2 9.3 9.4 9.5 9.5 9.6 9.7 9.0 9.3
Payroll taxes 6.1 6.1 6.0 6.0 5.9 5.9 5.9 5.9 5.9 5.9 5.9 59 6.0 5.9
Corporate income taxes 1.6 1.6 1.6 1.7 1.8 1.7 1.7 1.6 1.6 1.6 1.6 1.6 1.7 1.6
Other 1.7 1.4 1.4 1.3 1.3 1.3 1.2 1.2 1.3 1.3 1.3 1.3 1.3 1.3
Total 17.8 17.3 17.7 17.8 18.0 18.1 18.1 18.2 18.3 18.3 18.4 18.4 18.0 18.2
On-budget 13.4 12.9 133 135 13.7 13.8 13.8 13.9 14.0 14.0 141 14.2 13.6 13.9
Off-budget” 4.4 44 4.4 4.4 4.4 43 43 43 43 43 43 42 44 43

Outlays

Mandatory 13.2 13.3 12.9 13.3 13.7 14.0 14.5 14.4 14.4 14.8 15.1 15.4 13.7 14.3
Discretionary 6.4 6.3 6.1 6.1 6.0 5.9 5.8 5.7 5.6 5.5 5.4 5.4 6.0 5.7
Net interest 1.3 1.4 1.5 1.7 2.0 2.2 2.3 25 2.6 2.7 2.8 2.9 2.0 2.4
Total 20.9 21.0 20.5 21.2 21.6 221 22.6 22.6 22.6 23.0 234 23.6 21.6 22.4
On-budget 16.7 16.8 16.3 16.7 171 17.3 17.7 17.6 175 17.8 18.0 18.2 171 175
Off-budget’ 42 4.2 43 44 46 4.7 49 5.0 5.1 5.2 5.4 5.5 46 5.0
Deficit (-) or Surplus -3.2 -3.6 -2.8 -3.3 -3.6 -4.0 -4.5 -4.4 4.3 -4.7 -5.0 -5.2 -3.7 -4.3
On-budget -3.4 -3.9 -2.9 -3.3 -3.4 -3.6 -3.9 -3.7 -35 -3.8 -3.9 -4.0 -3.4 -3.6
Off-budget” 0.2 0.2 0.1 -0.1 -0.2 -0.4 -0.5 -0.7 -0.8 -1.0 -1.1 -1.3 -0.2 -0.6
Debt Held by the Public 77.0 76.7 78.0 78.8 80.0 81.4 82.9 84.4 85.7 87.3 89.2 91.2 n.a. n.a.

Source: Congressional Budget Office.
n.a. = not applicable.

a. The revenues and outlays of the Social Security trust funds and the net cash flow of the Postal Service are classified as off-budget.



14 AN UPDATE TO THE BUDGET AND ECONOMIC OUTLOOK: 2017 TO 2027 JUNE 2017

Table 2.

Mandatory Outlays Projected in CBO’s Baseline

Billions of Dollars

Total
Actual, 2018- 2018-
2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2022 2027

Social Security

Old-Age and Survivors Insurance 767 796 841 897 957 1,019 1,084 1,152 1,224 1,299 1,377 1,458 4,798 11,308
Disability Insurance 144 143 147 152 158 165 173 181 189 197 206 216 795 1,783
Subtotal 910 939 988 1,049 1,114 1,184 1,257 1,333 1,413 1,496 1,583 1,674 5,593 13,091
Major Health Care Programs
Medicare® 692 701 711 784 842 904 1,011 1,045 1,078 1,194 1,295 1,390 4,251 10,252
Medicaid 368 385 410 433 454 479 504 530 558 588 621 655 2,279 5,232
Health insurance subsidies and
related spending” 42 51 61 70 80 85 90 93 98 101 104 106 385 887
Children's Health Insurance Program 14 15 13 6 6 6 6 6 6 6 6 6 36 64
Subtotal® 1,117 1,152 1,194 1,292 1,381 1,474 1,610 1,674 1,739 1,890 2,025 2,156 6,951 16,436
Income Security Programs
Earned income, child, and other tax credits® 85 85 85 87 86 86 88 90 91 93 94 96 431 895
Supplemental Nutrition Assistance Program 73 70 68 67 67 67 67 67 67 68 69 7 337 679
Supplemental Security Income 59 55 52 58 59 61 68 65 62 69 72 74 297 639
Unemployment compensation 33 32 31 34 40 44 47 49 51 54 56 58 197 465
Family support and foster care® 31 31 32 32 32 33 33 33 34 34 34 35 162 332
Child nutrition 23 24 25 26 27 28 30 3 32 34 35 37 137 305
Subtotal 304 297 292 304 312 320 333 336 338 351 360 369 1,561 3,316
Federal Civilian and Military Retirement
Civilian® 99 101 103 107 110 114 118 121 125 129 133 138 550 1,197
Military 62 58 55 61 63 66 73 70 66 73 75 77 318 679
Other 3 3 3 3 3 4 6 7 7 4 10 7 18 52
Subtotal 164 162 160 171 176 183 196 198 198 206 218 221 886 1,927

Veterans' Programs

Income security' 87 85 83 94 98 101 114 109 104 118 122 127 490 1,069
Other® 20 19 19 18 18 18 20 20 20 22 23 23 93 200
Subtotal 107 104 101 111 116 120 134 129 124 139 144 150 582 1,269

Other Programs

Agriculture 13 13 16 14 13 15 14 14 14 15 15 14 72 143
MERHCF 10 10 11 11 12 13 13 14 15 15 16 17 60 137
Deposit insurance -13 -14 -14 -8 -6 -6 -8 -8 -8 -9 -9 -10 -41 -86
Fannie Mae and Freddie Mac” 0 0 2 1 1 * 2 2 2 2 2 2 5 16
Higher education 8 42 * 2 3 4 4 4 5 5 4 4 12 35
Other 47 83 69 70 74 77 70 68 67 68 70 73 361 707

Subtotal 64 134 84 90 96 103 96 94 93 96 98 102 469 952

Continued
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Table 2. Continued

Mandatory Outlays Projected in CBO’s Baseline

Billions of Dollars

Total
Actual, 2018- 2018-
2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2022 2027

Offsetting Receipts

Medicare' -104  -111 126 -136 -143 -151 -164 -173 -183 -199 -216 -231 -720 -1,722
Federal share of federal employees' retirement
Social Security -17 -17 -17 -18 -19 -19 -20 -20 -21 -22 -22 -23 -93 -201
Military retirement -19 -18 -18 -18 -19 -19 -19 -20 -20 -20 -21 -21 -93 -196
Civil service retirement and other -34 -35 -36 -37 -38 -39 -40 -41 -42 -44 -45 -46 -191 -409
Subtotal -70 -70 -72 -73 -75 -77 -79 -81 -83 -86 -88 -90 -377 -805
Receipts related to natural resources -8 -10 -12 -12 -12 -12 -12 -12 -13 -13 -14 -14 -60 -126
MERHCF -7 -7 -8 -9 -9 -10 -10 -1 -12 -12 -13 -14 -47 -108
Fannie Mae and Freddie Mac" -14 -29 0 0 0 0 0 0 0 0 0 0 0 0
Other -34 -26 -36 -29 -29 -30 -30 -30 -31 -38 -24 -23 -154 -300
Subtotal -238  -252  -254 -259 -269 -280 -295 -308 -322 -348 -355 -371 -1,358 -3,061
Total Mandatory Outlays 2,428 2,536 2,566 2,759 2,927 3,104 3,329 3,456 3,583 3,831 4,074 4,302 14,685 33,930
Memorandum:

Mandatory Spending Excluding the
Effects of Offsetting Receipts 2,665 2,788 2,820 3,018 3,196 3,384 3,625 3,764 3,905 4,178 4,429 4,673 16,043 36,991

Spending for Medicare Net of
Offsetting Receipts 588 590 584 648 698 754 847 872 895 996 1,079 1,159 3,531 8531

Spending for Major Health Care Programs
Net of Offsetting Receipts’ 1,013 1,041 1,068 1,156 1,238 1,323 1,446 1,501 1,556 1,691 1,809 1,926 6,231 14,714

Source: Congressional Budget Office.
Data on spending for benefit programs in this table generally exclude administrative costs, which are discretionary.
MERHCF = Department of Defense Medicare-Eligible Retiree Health Care Fund (including TRICARE for Life); * = between —$500 million and $500 million.

a. Gross spending, excluding the effects of Medicare premiums and other offsetting receipts. (Net Medicare spending is included in the memorandum
section of the table.)

b. Spending to subsidize health insurance purchased through the marketplaces established under the Affordable Care Act and provided through the
Basic Health Program and spending to stabilize premiums for health insurance purchased by individuals and small employers.

c. Includes outlays for the American Opportunity Tax Credit and other credits.

d. Includes the Temporary Assistance for Needy Families program, the Child Support Enforcement program, the Child Care Entitlement program, and
other programs that benefit children.

e. Includes benefits for retirement programs in the civil service, foreign service, and Coast Guard; benefits for smaller retirement programs; and
annuitants’ health care benefits.

f. Includes veterans’ compensation, pensions, and life insurance programs.
g. Primarily education subsidies. (The costs of veterans’ health care are classified as discretionary spending and thus are not shown in this table.)

h. Cash payments from Fannie Mae and Freddie Mac to the Treasury are recorded as offsetting receipts in 2016 and 2017. Beginning in 2018, CBO’s
estimates reflect the net lifetime costs—that is, the subsidy costs adjusted for market risk—of the guarantees that those entities will issue and of the
loans that they will hold. CBO counts those costs as federal outlays in the year of issuance.

i. Includes premium payments, recoveries of overpayments made to providers, and amounts paid by states from savings on Medicaid’s prescription
drug costs.

j. Consists of spending for Medicare (net of premiums and other offsetting receipts), Medicaid, and the Children’s Health Insurance Program as well as
outlays to subsidize health insurance purchased through the marketplaces established under the Affordable Care Act and related spending.
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Table 3.
Key Projections in CBO’s Baseline

Percentage of Gross Domestic Product

Projected Annual Average

2017 2018 2019-2022 2023-2027
Revenues
Individual income taxes 8.2 8.7 9.1 9.5
Payroll taxes 6.1 6.0 59 5.9
Corporate income taxes 1.6 1.6 1.7 1.6
Other 1.4 1.4 1.3 1.3
Total Revenues 17.3 17.7 18.0 18.3
Outlays
Mandatory
Social Security 4.9 5.0 53 58
Major health care programs® 5.4 5.4 5.9 6.5
Otter 29 26 27 25
Subtotal 133 12.9 13.9 14.8
Discretionary 6.3 6.1 59 55
Net interest 1.4 1.5 21 2.7
Total Outlays 21.0 20.5 21.9 23.1
Deficit -3.6 -2.8 -3.9 -4.8
Debt Held by the Public at the End of the Period 77 78 83 91
Memorandum:
Social Security
Revenues® 4.6 4.6 4.6 45
Outays’ 49 50 53 58
Contribution to the Federal Deficit’ -0.3 -0.4 -0.7 -1.3
Medicare
Revenues® 1.5 1.5 1.5 1.5
Outlays* 37 36 4.1 4.6
Offsetting receipts ﬁ ﬂ ﬂ ﬂ
Contribution to the Federal Deficit’ -1.6 -1.5 -1.9 -2.3
Gross Domestic Product at the
End of the Period (Trillions of dollars) 191 19.9 23.0 28.0

Source: Congressional Budget Office.
This table satisfies a requirement specified in section 3111 of S. Con. Res. 11, the Concurrent Resolution on the Budget for Fiscal Year 2016.

a. Consists of spending for Medicare (net of premiums and other offsetting receipts), Medicaid, and the Children’s Health Insurance Program as well as
outlays to subsidize health insurance purchased through the marketplaces established under the Affordable Care Act and related spending.

b. Includes payroll taxes other than those paid by the federal government on behalf of its employees. Those payments are intragovernmental
transactions. Also includes income taxes paid on Social Security benefits, which are credited to the trust funds.

c. Does not include outlays related to administration of the program, which are discretionary. For Social Security, outlays do not include
intragovernmental offsetting receipts stemming from the employer’s share of payroll taxes paid to the Social Security trust funds by federal agencies
on behalf of their employees.

d. The net increase in the deficit shown in this table differs from the change in the trust fund balance for the associated program. It does not include
intragovernmental transactions, interest earned on balances, or outlays related to administration of the program.
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Table 4.

Discretionary Spending Projected in CBO’s Baseline

Billions of Dollars

Total
Actual, 2018- 2018-
2016° 2017° 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2022 2027
Budget Authority
Defense 607 634 634 648 664 680 696 713 731 749 767 786 3,322 7,068
Nondefense 560 572 551 564 578 592 606 621 637 653 669 685 2,892 6,156
Total 1,166 1,206 1,185 1,213 1,242 1,271 1,303 1,335 1,367 1,401 1,436 1,471 6,214 13,224
Outlays
Defense 585 589 603 626 643 659 680 692 704 726 744 762 3,211 6,838
Nondefense 600 615 619 630 635 647 659 673 688 705 721 739 31838 6,713
Total 1,185 1,203 1,222 1,255 1,278 1,306 1,339 1,365 1,392 1,431 1,464 1,501 6,399 13,551
Memorandum:

Caps in the Budget Control Act
(As Amended), Including Automatic
Reductions to the Caps

Defense 548 551 549 562 576 590 n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Nondefense 518 519 516 529 542 555 n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Total 1,067 1,070 1,065 1,091 1,118 1,145 n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.

Adjustments to the Capsb

Defense 59 83 85 86 88 90 n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Nondefense 26 36 36 35 36 37 n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Total 84 119 120 121 124 127 n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.

Source: Congressional Budget Office.

CBO’s baseline projections incorporate the assumption that the caps on discretionary budget authority and the automatic enforcement procedures
specified in the Budget Control Act of 2011 (as amended) remain in effect through 2021.

Nondefense discretionary outlays are usually higher than budget authority because of spending from the Highway Trust Fund and the Airport and
Airway Trust Fund that is subject to obligation limitations set in appropriation acts. The budget authority for such programs is provided in authorizing
legislation and is not considered discretionary.

n.a. = not applicable.

a. The amount of budget authority for 2016 and for 2017 in CBO’s baseline does not match the sum of the spending caps plus adjustments to the caps
mostly because changes to mandatory programs included in the appropriation acts for those years were credited against the caps. Those changes
(which reduced mandatory budget authority in both years) appear in their normal mandatory accounts.

b. Funding for overseas contingency operations, emergencies, disaster relief, certain program integrity initiatives (which identify and reduce
overpayments in some benefit programs), and programs designated in the 21st Century Cures Act is not constrained by the statutory caps
established by the Budget Control Act.



18 AN UPDATE TO THE BUDGET AND ECONOMIC OUTLOOK: 2017 TO 2027 JUNE 2017

Table 5.
Federal Debt Projected in CBO’s Baseline

Billions of Dollars

Actual,
2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027

Debt Held by the Public at the
Beginning of the Year 13,117 14,168 14,656 15537 16,282 17,108 18,037 19,709 20,212 21,342 22,613 24,014

Changes in Debt Held by the Public

Deficit 585 693 563 689 775 879 1,027 1,057 1,083 1,225 1,352 1,463
Other means of financing 466 -205 319 56 51 49 45 46 47 47 48 48
Total 1,051 488 881 745 826 929 1,072 1,103 1,129 1,272 1,400 1,511

Debt Held by the Public at the

End of the Year
In billions of dollars 14,168 14,656 15,537 16,282 17,108 18,037 19,109 20,212 21,342 22,613 24,014 25,524
As a percentage of GDP 77.0 76.7 78.0 78.8 80.0 81.4 82.9 84.4 85.7 87.3 89.2 91.2
Memorandum:

Debt Held by the Public Minus
Financial Assets®

In billions of dollars 12,551 13,244 13,807 14,496 15270 16,150 17,177 18,234 19,317 20,541 21,893 23,356
As a percentage of GDP 68.2 69.3 69.3 70.1 71.4 729 74.6 76.1 71.6 79.3 81.3 83.4
Gross Federal Debt” 19,539 20,188 21,221 22,064 22,934 23,878 24911 25952 27,022 28,176 29,479 30,738
Debt Subject to Limit* 19,538 20,187 21,221 22,065 22,936 23,880 24,913 25955 27,026 28,180 29,483 30,743

Average Interest Rate on Debt
Held by the Public (Percent) 2.0 2.1 2.2 25 2.7 29 3.1 3.2 33 3.4 3.4 35

Source: Congressional Budget Office.

GDP = gross domestic product.

a. Debt held by the public minus the value of outstanding student loans and other credit transactions, cash balances, and various financial instruments.
b. Federal debt held by the public plus Treasury securities held by federal trust funds and other government accounts.

c. The amount of federal debt that is subject to the overall limit set in law. Debt subject to limit differs from gross federal debt mainly in that it excludes
most debt issued by agencies other than the Treasury and the Federal Financing Bank and includes certain other adjustments that are excluded
from gross debt. The debt limit, which had previously been set at $18.1 trillion, was suspended from November 2, 2015, through March 15, 2017.
On March 16, 2017, the limit was raised to $19.8 trillion (its previous level plus the amount of federal borrowing that occurred while the limit was
suspended). At that point, the Treasury no longer had room to borrow under standard operating procedures. Therefore, to avoid a breach of the
ceiling, the Treasury began employing its well-established toolbox of so-called extraordinary measures to allow continued borrowing. If the debt limit
remains unchanged, those measures will be exhausted and the Treasury will run out of cash in early to mid-October, CBO estimates. Over the next
few months, however, the amount and timing of the government’s outlays and revenue collections could vary from CBO’s projections, and the debt
limit could be reached earlier or later as a result. For more on the debt limit, see Congressional Budget Office, Federal Debt and the Statutory Limit,
June 2017 (June 2017), www.cbo.gov/publication/52837.


http://www.cbo.gov/publication/52837
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Table 6.
Changes in CBO’s Baseline Projections of the Deficit Since January 2017

Billions of Dollars

Total
2018- 2018-
2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2022 2027

Deficit in CBO's January 2017 Baseline -559 487 -601 -684 -797 -959 -1,000 -1,027 -1,165 -1,297 -1,408 -3,528 -9,426

Legislative Changes
Changes in Revenues * * * * * 0 0 0 0 0 0 * *

Changes in Outlays

Mandatory outlays * 1 * 1 1 1 1 1 1 -1 1 3 4
Discretionary outlays
Defense 8 11 14 17 18 19 19 20 20 20 21 79 179
Nondefense 3 5 5 6 6 6 6 6 6 6 29 60
Subtotal, discretionary 11 17 20 23 24 25 25 26 26 27 27 108 239
Debt service * * 2 2 4 8 8 41
Total Change in Outlays 11 18 21 25 27 28 30 32 33 34 37 119 284
Increase (-) in the Deficit From
Legislative Changes -1 -18 -21 -25 -27 -28 -30 -32 -33 -34 -37 -119 -284
Economic Changes
Changes in Revenues
Individual income taxes 5 17 16 1 3 4 4 5 53 73
Corporate income taxes 2 8 8 9 10 10 10 9 7 4 37 77
Payroll taxes 1 2 2 2 2 2 3 4 6 7 9 32
Other 3 -3 -6 -5 -2 1 3 5 5 7 8 -15 13
Total Change in Revenues 1 19 18 17 14 16 19 21 22 24 25 84 195
Changes in Outlays
Mandatory outlays * -3 -3 2 -1 -1 * 1 2 3 3 -10 -2
Net interest outlays
Effect of rates and inflation * 12 26 36 36 34 34 33 32 31 30 144 302
Debt service * * * * 1 1 2 2 3 3 4 2 15
Subtotal, net interest * 12 25 36 37 35 35 35 35 34 33 145 318
Total Change in Outlays * 8 23 34 35 34 35 36 36 36 37 135 316
Increase (-) or Decrease in the Deficit
From Economic Changes 1 1 5 17 21 -18 16 15 15 -13 -12 51 121

Continued
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Table 6. Continued

Changes in CBO’s Baseline Projections of the Deficit Since January 2017

Billions of Dollars

Total
2018- 2018-
2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2022 2027

Technical Changes

Changes in Revenues

Individual income taxes -83 -74 55 -34 -22 -16 -6 -4 -4 -6 6 -202  -228
Corporate income taxes -8 -18 -16 -10 -3 -1 -1 -1 -1 -1 -1 -48 -52
Payroll taxes 14 2 5 3 2 2 2 1 1 -1 * 13 16
Other -13 -1 1 1 1 1 1 1 1 1 1 3 7

Total Change in Revenues -90 91 -64 -4 -22 -14 -4 -3 -4 -7 -7 -233 257

Changes in Outlays
Mandatory outlays

Social Security -1 -6 -6 -6 -6 -7 -7 -7 8 -8 9 -31 -7
Medicaid -3 3 6 5 6 6 6 6 5 5 6 27 54
Medicare 2 -6 -7 -4 2 -3 -3 -3 2 -4 9 22 -43
Student loans 48 2 2 2 2 2 3 3 3 3 3 10 25
Other " -10 2 5 9 2 1 1 2 1 2 9 16
Subtotal, mandatory 52 -17 -3 3 8 1 * -1 1 -4 -7 -7 -19
Discretionary outlays -17 -6 -3 -2 -2 -1 -1 -1 -1 -1 -1 -13 -18
Net interest outlays

Debt service * 2 3 4 5 6 6 7 7 7 7 17 52
Other -1 1 * 2 1 1 2 2 * - 1 9
Subtotal, net interest -1 -1 3 6 6 7 8 9 7 7 8 22 61
Total Change in Outlays 35 -23 -2 8 12 7 7 6 * 2 24

Increase (-) in the Deficit
From Technical Changes 125 68 62 49 35 .21 -1 9 -1 -9 -7 234 281

All Changes

Total Increase (-) or Decrease in the Deficit -134 .75 88  -91 83 68 57 56 59 .55 .55 -404 -686

Deficit in CBO's June 2017 Baseline -693 -563 -689 -775 -879 -1,027 -1,057 -1,083 -1,225 -1,352 -1,463 -3,933 -10,112
Memorandum:

Changes in Revenues -89 72 -46 -25 -8 2 16 19 18 17 18 -149 -62
Changes in Outlays 45 3 41 66 75 70 72 74 77 72 73 256 624

Source: Congressional Budget Office.
* = between —$500 million and $500 million.
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Table 7.
CBO’s Economic Projections for Calendar Years 2017 to 2027

Actual, Annual Average
2016 2017 2018 2019-2020 2021-2027

Percentage Change From Fourth Quarter to Fourth Quarter

Gross Domestic Product

Real® 2.0 22 20 15 1.9
Nominal 35 4.0 4.0 35 4.0
Inflation
PCE price index 1.4 1.8 2.0 2.0 2.0
Core PCE price index” 1.7 1.8 2.0 2.0 2.0
Consumer price index” 1.8 2.1 2.3 2.4 2.4
Core consumer price index” 2.2 2.1 2.3 2.4 2.4
GDP price index 1.6 1.8 2.0 2.0 2.1
Employment Cost Index® 2.3 3.1 3.3 33 3.1

Fourth-Quarter Level
Unemployment Rate (Percent) 4.7 4.3 4.2 48" 49°

Percentage Change From Year to Year

Gross Domestic Product

Real® 1.6 2.1 2.2 16 1.9
Nominal 3.0 4.0 4.2 35 3.9
Inflation
PCE price index 1.1 1.8 1.9 2.0 2.0
Core PCE price index” 1.7 1.6 1.9 2.0 2.0
Consumer price index” 13 2.3 2.2 2.4 2.4
Core consumer price index” 2.2 2.1 2.3 2.4 2.4
GDP price index 1.3 1.8 2.0 1.9 2.0
Employment Cost Index® 2.4 2.8 3.2 33 3.1

Annual Average

Unemployment Rate (Percent) 49 4.4 4.2 4.6 49
Payroll Employment (Monthly change, in thousands)h 194 170 107 23 61
Interest Rates (Percent)
Three-month Treasury bills 0.3 0.9 1.5 24 2.8
Ten-year Treasury notes 1.8 2.4 2.8 34 3.7
Tax Bases (Percentage of GDP)
Wages and salaries 441 44.4 445 446 445
Domestic economic profits 9.0 8.6 8.4 8.0 7.5

Sources: Congressional Budget Office; Bureau of Economic Analysis; Bureau of Labor Statistics; Federal Reserve.
GDP = gross domestic product; PCE = personal consumption expenditures.

a. Nominal GDP adjusted to remove the effects of inflation.

b. Excludes prices for food and energy.

c. The consumer price index for all urban consumers.

d. The consumer price index for all urban consumers, excluding prices for food and energy.

e. The employment cost index for wages and salaries of workers in private industries.

f. Value for the fourth quarter of 2020.

g. Value for the fourth quarter of 2027.

h. Calculated as the monthly average of the change in payroll employment from the fourth quarter of the previous year to the fourth quarter of the year
indicated.
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