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Gross Debt as % of GDP Under 
CBO Alternative Fiscal Scenario
Gross Debt as % of GDP Under 
CBO Alternative Fiscal Scenario
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Sources:  CBO and SBC 
Note:  CBO’s August 2012 baseline, adjusted to reflect its alternative fiscal scenario:  
extension of 2001 and 2003 tax cuts, tax extenders, AMT reform, SGR reform, and 
reversal of automatic spending reductions required by Budget Control Act.

Sources:  CBO and SBC Sources:  CBO and SBC 
Note:  CBO’s Note:  CBO’s August August 2012 baseline, adjusted to reflect its alternative fiscal scenario:  2012 baseline, adjusted to reflect its alternative fiscal scenario:  
extension of 2001 and 2003 tax cuts, tax extenders, AMT reform, SGR reform, and extension of 2001 and 2003 tax cuts, tax extenders, AMT reform, SGR reform, and 
reversal of automatic spending reductions required by Budget Control Act.reversal of automatic spending reductions required by Budget Control Act.
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Economists Reinhart and Rogoff 
on Danger of Gross Debt Above
Economists Reinhart and Rogoff 
on Danger of Gross Debt Aboveon Danger of Gross Debt Above

90 Percent of GDP Threshold
on Danger of Gross Debt Above

90 Percent of GDP Threshold
“W i th i f 44 t i“W i th i f 44 t i“We examine the experience of 44 countries 
spanning up to two centuries of data on 

t l t d bt i fl ti d

“We examine the experience of 44 countries 
spanning up to two centuries of data on 

t l t d bt i fl ti dcentral government debt, inflation and 
growth. Our main finding is that across
both advanced countries and emerging

central government debt, inflation and 
growth. Our main finding is that across
both advanced countries and emergingboth advanced countries and emerging 
markets, high debt / GDP levels (90 percent 
and above) are associated with notably

both advanced countries and emerging 
markets, high debt / GDP levels (90 percent 
and above) are associated with notablyand above) are associated with notably 
lower growth outcomes.”
and above) are associated with notably 
lower growth outcomes.”

– Carmen M. Reinhart and Kenneth S. Rogoff– Carmen M. Reinhart and Kenneth S. RogoffCarmen M. Reinhart and Kenneth S. Rogoff
“Growth in a Time of Debt,” American 

Economic Review: Papers & Proceedings
May 2010

g
“Growth in a Time of Debt,” American 

Economic Review: Papers & Proceedings
May 2010
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Source:  CBO Long-Term Budget Outlook, June 2012Source:  CBO Long-Term Budget Outlook, June 2012
Note:  CBO alternative fiscal scenario.Note:  CBO alternative fiscal scenario.

Debt Under CBODebt Under CBO
AlternativeAlternative

Fiscal ScenarioFiscal Scenario

Page 5



Budget Control ActBudget Control Act
Drops DiscretionaryDrops Discretionary

Spending to Historic LowSpending to Historic Low

Source:  OMB, CBO, SBCSource:  OMB, CBO, SBC

(Budget outlays as percent of GDP)(Budget outlays as percent of GDP)

19681968 19781978 19881988 19981998 20082008 20182018
2%2%

4%4%

6%6%

8%8%

10%10%

12%12%

14%14%

16%16%

13.6%
in 1968

8.3%
in 2012

in 2022
5.3%

(Not including
Sequester)

BCA

Page 6



Source:  CBOSource:  CBO
Note:  2012-2050 data from CBO Long-Term Budget Outlook, June 2012.  CBONote:  2012-2050 data from CBO Long-Term Budget Outlook, June 2012.  CBO
alternative fiscal scenario; reflects gross spending on Medicare, Medicaid,alternative fiscal scenario; reflects gross spending on Medicare, Medicaid,
CHIP, and outlays for health insurance subsidies through exchanges.CHIP, and outlays for health insurance subsidies through exchanges.
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Aging Population is Primary DriverAging Population is Primary Driver
of Medicare, Medicaid, andof Medicare, Medicaid, and

Social Security Cost GrowthSocial Security Cost Growth
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Last Five Times Budget in Surplus, 
Revenues Near 20% of GDP

Last Five Times Budget in Surplus, 
Revenues Near 20% of GDP
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The Need for Tax ReformThe Need for Tax Reform
● Tax code out-of-date, inefficient, hurting U.S. 

global competitiveness
● Tax code out-of-date, inefficient, hurting U.S. 

global competitiveness
● Complexity imposes significant burden on 

individuals and businesses
● Complexity imposes significant burden on 

individuals and businesses
● Expiring provisions create uncertainty and 

confusion
● Expiring provisions create uncertainty and 

confusion
● Hemorrhaging revenue to tax gap, tax havens, 

abusive shelters
● Hemorrhaging revenue to tax gap, tax havens, 

abusive shelters
● Need to restore fairness – current system 

contributing to growing income inequality
● Need to restore fairness – current system 

contributing to growing income inequality
● Long-term fiscal imbalance must be 

addressed – revenue must be part of solution
● Long-term fiscal imbalance must be 

addressed – revenue must be part of solution
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Economist Feldstein on Need 
to Reduce Tax Expenditures
Economist Feldstein on Need 
to Reduce Tax Expendituresto Reduce Tax Expendituresto Reduce Tax Expenditures

“Cutting tax expenditures is really the best way to 
reduce government spending [E]liminating tax
“Cutting tax expenditures is really the best way to 
reduce government spending [E]liminating taxreduce government spending.... [E]liminating tax 
expenditures does not increase marginal tax rates or 
reduce the reward for saving, investment or risk-
t ki It ld l i ll i

reduce government spending.... [E]liminating tax 
expenditures does not increase marginal tax rates or 
reduce the reward for saving, investment or risk-
t ki It ld l i ll itaking. It would also increase overall economic 
efficiency by removing incentives that distort private 
spending decisions. And eliminating or

taking. It would also increase overall economic 
efficiency by removing incentives that distort private 
spending decisions. And eliminating orspending decisions. And eliminating or 
consolidating the large number of overlapping tax-
based subsidies would also greatly simplify tax 
filing In short cutting tax expenditures is not at all

spending decisions. And eliminating or 
consolidating the large number of overlapping tax-
based subsidies would also greatly simplify tax 
filing In short cutting tax expenditures is not at allfiling. In short, cutting tax expenditures is not at all 
like other ways of raising revenue.”

– Martin Feldstein
Professor of Economics at Harvard University

filing. In short, cutting tax expenditures is not at all 
like other ways of raising revenue.”

Professor of Economics at Harvard University
Chairman of Council of Economic Advisers under President Reagan
“The ‘Tax Expenditure’ Solution for Our National Debt,”

Wall Street Journal
July 20, 2010
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Increase in After-Tax Income
from Tax Expenditures

Increase in After-Tax Income
from Tax Expenditures

$300,000

from Tax Expendituresfrom Tax Expenditures

$254 987

(dollars)(dollars)

$200 000

$250,000
$254,987

$150,000

$200,000

$100,000

$

$50,000

$707
$32,615

$5,581$3,202$2,301

Source:  SBC calculations using data from Tax Policy Center
Note:  Reflects 2012.
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Source:  SBC calculations using data from Tax Policy Center
Note:  Reflects 2012.
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Overview of Fiscal Commission 
Budget Plan

Overview of Fiscal Commission 
Budget PlanBudget PlanBudget Plan

● $5.4 T in deficit reduction● $5.4 T in deficit reduction
● Lowers deficit to 1.4% of GDP in 2022
● Stabilizes gross debt by 2015
● Lowers deficit to 1.4% of GDP in 2022
● Stabilizes gross debt by 2015● Stabilizes gross debt by 2015
● Reduces discretionary spending to 4.8%

of GDP by 2022

● Stabilizes gross debt by 2015
● Reduces discretionary spending to 4.8%

of GDP by 2022of GDP by 2022
● Builds on health reform savings

of GDP by 2022
● Builds on health reform savings
● Calls for Social Security reform - savings to

be used only to extend solvency
● Calls for Social Security reform - savings to

be used only to extend solvency
● Includes fundamental tax reform that raises 

revenue
● Includes fundamental tax reform that raises 

revenue
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Deficit as Percent of GDP Under 
Fiscal Commission Budget Plan
Deficit as Percent of GDP Under 
Fiscal Commission Budget Plan
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Gross Debt as Gross Debt as % of GDP Under % of GDP Under 
Fiscal Commission Budget PlanFiscal Commission Budget Plan
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Overview ofOverview of
Fiscal Cliff PlanFiscal Cliff Plan

T I di id l R t IT I di id l R t I

Fiscal Cliff PlanFiscal Cliff Plan
RevenueRevenue
Top Individual Rate IncreasesTop Individual Rate Increases

from 35% to 39.6% ($400K / $450K)from 35% to 39.6% ($400K / $450K)
Capital Gains & Dividend Rate IncreasesCapital Gains & Dividend Rate Increases

from 15% to 20%  ($400K / $450K)from 15% to 20%  ($400K / $450K)
PEP / Pease ReinstatedPEP / Pease Reinstated
E t t T I d t 40% b $5ME t t T I d t 40% b $5MEstate Tax Increased to 40% above $5MEstate Tax Increased to 40% above $5M
AMT Permanent FixAMT Permanent Fix
Extend Other Expiring ProvisionsExtend Other Expiring ProvisionsExtend Other Expiring ProvisionsExtend Other Expiring Provisions

D Fi (1 )D Fi (1 )
SpendingSpending
Doc Fix (1 year)Doc Fix (1 year)
Turn Off Sequester Turn Off Sequester (2 (2 months)months)
Unemployment Extension (1 year)Unemployment Extension (1 year)Unemployment Extension (1 year)Unemployment Extension (1 year)
Farm Bill Extension (1 year)Farm Bill Extension (1 year)
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Deficit ImpactDeficit Impact ofof
Fi l Cliff PlFi l Cliff PlFiscal Cliff PlanFiscal Cliff Plan

Total Total Revenue LossRevenue Loss $3.64 T$3.64 T
T t l N S diT t l N S di $332$332 BBTotal New SpendingTotal New Spending $332 $332 BB

Total Total Impact on DeficitImpact on Deficit $4 T$4 T

SS CBOCBOSourceSource:  CBO:  CBO
NoteNote:: Budget effects measured against current law baseline.Budget effects measured against current law baseline. Outlay effects of tax policies are reflected in Outlay effects of tax policies are reflected in 
spending totals.spending totals. Excludes interest costs of approximately $650 billion over ten years.Excludes interest costs of approximately $650 billion over ten years.
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