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Chairman Enzi, Ranking Member Sanders, and
Members of the Committee, thank you for inviting me
to testify about the Congressional Budget Office’s most
recent analysis of the outlook for the budget and the
economy, which we released yesterday. This testimony
includes information about that report and answers to
some related questions.

Information About the Report

Today I'd like to draw your attention to important
information in our report about the amount of debt
that the federal government will incur if we continue on
the current budgetary path. I'm going to focus on four
questions.

What Does CBO Project?

Federal debt is already large, and budget deficits over the
next decade and beyond are projected to keep pushing

it up in relation to the size of the economy. Eventually,
debt as a share of economic output would reach its high-
est level in our nation’s history. Let me highlight a few
key numbers:

® At the end of 2018, the amount of debt held by the
public was equal to 78 percent of gross domestic

product (GDP).

= In CBO’s projections, debt equals 93 percent of GDP
by 2029 and about 150 percent of GDP by 2049.

® Even at its highest point ever, just after World War II,
debt was far less than that: 106 percent of GDP.

Why Does Debt Become So Large in CBO’s Projections?
You can see the answer in the summary of the report.
This year we've summarized our findings in a new way,
using the charts in the report to illustrate some key
messages. The figure on the bottom of the first page of
the handout in front of you indicates why debt grows:
Federal spending and revenues both grow through 2029,
yet the gap between them persists.

On the spending side, growth is driven by benefits for
older people and by interest costs.

®  Qutlays for Social Security and Medicare increase
significantly in CBO’s baseline projections. As mem-
bers of the baby-boom generation age, the number
of people at least 65 years old—who are the main
beneficiaries of that spending—is expected to grow

by about one-third, and their health care costs will
continue to rise.

® Interest costs are also projected to rise, primarily
because of increases in federal borrowing and higher
interest rates.

As for revenues, they too are projected to increase
through 2029, partly because of the scheduled expira-
tion of some tax cuts at the end of 2025. However, that
growth in revenues is not enough to keep deficits from
being significantly larger than they have been over the
past 50 years.

In CBO’s projections, the average deficit over the next
10 years equals 4.4 percent of GDP. That average deficit
is not only large but also unusual for times of low
unemployment—in contrast to times of high unemploy-
ment, when the government sometimes implements
policies aiming to stabilize the economy, causing deficits
to be larger.

What Would Happen If the Economy

Grew More Quickly?

If GDP grew more quickly than it does in CBO’s pro-
jections, revenues would increase more than spending
would, and deficits would be smaller than projected. If
economic growth was fast enough, deficits could actually
shrink, and debt could stabilize or even fall as a percent-
age of GDP rather than continuing to grow.

But such an outcome is unlikely. In 2018, the real
growth rate of the economy—that is, growth with

the effects of inflation removed—was 3.1 percent, the
highest rate since 2005. Nevertheless, the deficit equaled
3.8 percent of GDP, and debt increased as a percentage
of GDP.

Furthermore, this year the boost that recent tax leg-
islation gave to business investment wanes in CBO’s
projections. Also, federal purchases drop sharply under
current law, starting in the fourth quarter of the year. As
a result, economic growth is projected to slow in 2019.
Over the longer term, output growth is projected to be
lower than its long-term historical average because the
working-age population is expected to grow more slowly
than it did in the past. Real GDP grows by an average
of 1.8 percent per year in CBO’s 10-year projections. In
short, the economy isn't likely to grow quickly enough to

shrink the budget deficit.
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We have posted an interactive workbook on our web-
site that lets you specify different economic scenarios
and see the results. For example, if productivity growth
turned out to be half a percentage point higher in every
year than CBO projects, real GDP would grow by

2.4 percent per year over the coming decade instead of
by 1.8 percent. Deficits would average 3.7 percent of
GDP instead of 4.4 percent. And debt would stabilize
at roughly 80 percent of GDP by 2029. Such economic
growth is possible, but it is not likely under current law,
in CBO’s assessment.

CBO aims for its projections to be in the middle of
potential outcomes. So there is about the same chance
that productivity growth could turn out to be half a
percentage point lower than CBO projects. If that hap-
pened, real GDP growth would average 1.1 percent over
the next decade, average deficits would be 5.2 percent
of GDP, and debt would swell even more than it does in
CBO’s projections.

What Are the Consequences of High and Rising Debt?
If debt rose to the amounts that CBO projects, there
would be troubling consequences.

®  First, as interest rates continued to rise toward levels
more typical than today’s, federal spending on interest
payments would increase—surpassing the entire
amount of defense spending by 2025 in CBO’s base-
line projections, for example.

®  Second, because federal borrowing reduces national
saving over time, the nation’s capital stock ultimately
would be smaller, and productivity and total wages
would be lower, than would be the case if debt was
smaller.

® Third, lawmakers would have less flexibility than
otherwise to use tax and spending policies to respond
to unexpected challenges.

s Tourth, the likelihood of a fiscal crisis in the United
States would increase.

In closing, I will emphasize that debt is on an unsus-
tainable course in CBO’s projections. To put it on a
sustainable one, lawmakers will have to make significant
changes to tax and spending policies—making revenues
larger than they would be under current law, making
spending for large benefit programs smaller than it

would be under current law, or adopting some combina-
tion of those approaches.

What Are the Effects of the Partial
Government Shutdown?

CBO has estimated the effects of the five-week partial
shutdown of the government that started on December
22,2018, and ended on January 25, 2019.! CBO’s find-
ings include the following:

®  CBO estimates that the five-week shutdown delayed
approximately $18 billion in federal discretionary
spending for compensation and purchases of goods
and services and suspended some federal services.

B Asa result of reduced economic activity, CBO esti-
mates, real GDP in the fourth quarter of 2018 was
reduced by $3 billion (in 2019 dollars) in relation to
what it would have been otherwise. (Such references
are in calendar years or quarters.) In the first quarter
of 2019, the level of real GDP is estimated to be
$8 billion lower than it would have been—an effect
reflecting both the five-week partial shutdown and
the resumption in economic activity once funding
resumed.

® As a share of quarterly real GDD, the level of real
GDP in the fourth quarter of 2018 was reduced by
0.1 percent, CBO estimates. And the level of real
GDP in the first quarter of 2019 is expected to be
reduced by 0.2 percent.? (The effect on the annual-
ized quarterly growth rate in those quarters will be
larger.)?

® In subsequent quarters, GDP will be temporarily
higher than it would have been in the absence of
a shutdown. Although most of the real GDP lost
during the fourth quarter of 2018 and the first

1. Congressional Budget Office, 7he Effects of the Partial Shutdown
Ending in January 2019 (January 2019), www.cbo.gov/
publication/54937.

2. The economic forecast that CBO released in 7he Budget and

Economic Outlook: 2019 to 2029 was completed before the
partial shutdown of the federal government began. Therefore,
that forecast does not incorporate any of the shutdown’s eco-
nomic effects. See Congressional Budget Office, 7he Budger and
Economic Outlook: 2019 to 2029 (January 2019), www.cbo.gov/
publication/54918.

3. To annualize an amount is to adjust it so that it applies to an

entire year.


http://www.cbo.gov/publication/54937
http://www.cbo.gov/publication/54937
http://www.cbo.gov/publication/54918
http://www.cbo.gov/publication/54918

TESTIMONY

THE BUDGET AND ECONOMIC OUTLOOK: 2019 TO 2029

quarter of 2019 will eventually be recovered, CBO
estimates that about $3 billion will not be. That
amount equals 0.02 percent of projected annual GDP
in 2019. In other words, the level of GDP for the full
calendar year is expected to be 0.02 percent smaller
than it would have been otherwise.

®  Underlying those effects on the overall economy are
much more significant effects on individual businesses
and workers. Among those who experienced the larg-
est and most direct negative effects are federal workers
who faced delayed compensation and private-sector
entities that lost business. Some of those private-
sector entities will never recoup that lost income.

= All of the estimated effects and their timing are sub-
ject to considerable uncertainty. In particular, CBO
is uncertain about how much discretionary spending
was affected by the partial shutdown, how affected
federal employees and contractors adjusted their
spending in response to delayed compensation, and
how agencies will adjust their spending on goods and
services now that funding has resumed.

In CBO’s estimation, the shutdown dampened economic
activity mainly because of the loss of furloughed fed-

eral workers’ contribution to GDP, the delay in federal
spending on goods and services, and the reduction in
aggregate demand (which thereby dampened private-
sector activity).

CBO’s estimates do not incorporate other, more indirect
negative effects of the shutdown, which are more difficult
to quantify but were probably becoming more signifi-
cant as it continued. For example, some businesses could
not obtain federal permits and certifications, and others
faced reduced access to loans provided by the federal gov-
ernment. Such factors were probably beginning to lead
firms to postpone investment and hiring decisions. In
addition, risks to the economy were becoming increas-
ingly significant as the shutdown continued. Although
their precise effects on economic output are uncertain,
the negative effects of such factors would have become
increasingly important if the partial shutdown had
extended beyond five weeks.

4. In CBO’s estimates, workers who were required to continue to
work at agencies that did not have funding contributed to real
GDP during the shutdown, while furloughed workers did not—
an approach that accords with the methods typically used by the
Bureau of Economic Analysis to measure real GDP.

What Are the Effects of Recent Changes in
Trade Policy?

In 2018, the United States imposed new tariffs on

12 percent of imported goods. Some of those tariffs
were on goods and commodities, such as solar panels
and steel, imported from most countries, and others
were only on various products imported from China.
The new tariffs range from 10 percent to 30 percent of
the imports” assessed customs values. In response, U.S.
trading partners imposed tariffs on 9 percent of all goods
exported by the United States.

CBO’s baseline projections incorporate the assump-
tion that all newly implemented changes to trade policy,
both domestic and foreign, are permanent and that
scheduled changes to trade policy do not take effect.

The Administration possesses broad authority to adjust
tariff policy without legislative action, but CBO did not
attempt to predict those adjustments.

On net, CBO estimates that the new tariffs on both
imports and exports will reduce U.S. real GDP by about
0.1 percent, on average, through 2029. The changes in
trade policy also increase uncertainty among investors,
which may further reduce U.S. output. CBO’s estimates
of the economic effects of the new tariffs are subject to
considerable uncertainty, particularly over the longer
run.

In addition to their broad effects on the economy, the
new tariffs are projected to boost customs duties. Such
duties have equaled 0.2 percent of GDP in recent years,
amounting to $41 billion in 2018. In CBO’s baseline
projections, they increase to 0.3 percent of GDP in 2019
and remain between 0.3 percent and 0.4 percent of GDP
through the next decade. (For additional details, see Box
2-1 in yesterday’s report.)

How Does CBO Make Projections of
Immigration and Its Effects?

Underlying CBO’s baseline projections are estimates

of many demographic factors, including immigration.
CBO estimates the annual net flows of three kinds of
immigrants: legal permanent residents, legal temporary
residents, and foreign-born individuals without legal
status. The agency’s estimates are informed by analyses
of recent trends and current immigration policy. CBO’s
baseline projections incorporate the following estimates:
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® Annual net flows of legal permanent residents grow at
an average rate of about 0.4 percent per year over the The Budget and Economic Outlook: 2019 to 2029 is
next 10 years, averaging approximately 860,000 per one in a series of reports on the state of the budget
year. and the economy that CBO issues each year. The
report satisfies the requirement of section 202(e) of
® Annual net flows of legal temporary residents remain the Congressional Budget Act of 1974 for CBO to
steady at approximately 80,000 per year over the next submit to the Committees on the Budget periodic
decade. reports about fiscal policy and to provide baseline
projections of the federal budget. This testimony
® Annual net flows of foreign-born individuals without highlights key issues related to that report.
legal status increase over the next five years, from zero
in 2019 (meaning that immigration is offset by emi- In accordance with CBO’s mandate to provide
gration) to about 170,000 in 2024. After that, annual objective, impartial analysis, neither that report nor
net flows remain about the same through 2029. this testimony makes any recommendations. Both
publications are available on CBO’s website, at
All told, in CBO’s projections, net immigration to the www.cbo.gov/publication/54918 and www.cbo.gov/
United States—a measure that accounts for all people publication/54945, respectively.
who either enter or leave the country in any year—grows
by an average of 2.0 percent per year over the next
decade. /4 .ﬁ
In estimating the budgetary effects of proposed legis-
lation related to immigration, CBO and the staff of Keith Hall
the Joint Committee on Taxation start with the base- Director

line projections and then examine many aspects of the
legislation, including the immigration status of affected
people, where they currently live, and factors related to
their employment and their use of federal benefits. Such
factors include the ways in which the legislation would
change people’s eligibility for federal benefits and ability
to work, which are defined in current law. They also
include the ways in which the legislation would affect
people’s behavior.


http://www.cbo.gov/publication/54918
http://www.cbo.gov/publication/54945
http://www.cbo.gov/publication/54945

