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CBO’s Analysis of the President’s FY 2017 Budget
March 30, 2016

The Congressional Budget Office (CBO) released its estimate of the President’s FY
2017 budget, using its own economic and technical assumptions to evaluate the
President’s policy proposals. While CBO estimates lower near-term deficits and debt
than the President’s own Office of Management and Budget (OMB), it projects that
after 2018, deficits and debt will both rise slowly but more or less continuously as a
share as Gross Domestic Product (GDP), ultimately in excess of OMB's estimates.

Specifically, CBO estimates debt held by the public under the President’s budget
would fall modestly, from 75.4 percent of GDP in 2016 to 74.1 percent in 2018, before
rising to 77.4 percent of GDP by 2026. By contrast, OMB estimates that debt would
remain roughly stable over the decade, reaching 75.3 percent of GDP by 2026. This
higher estimated debt is in part due to higher nominal-dollar debt but also because
OMB uses economic projections that include the economic effects of the President’s
policies (most significantly, immigration reform), while CBO does not.

Other major findings from CBO’s estimates include:

e Deficits would total $6.9 trillion over the next decade under the President’s
budget, $2.4 trillion below current law (but $776 billion above OMB estimates)

¢ Netsavings in the President’s budget are entirely attributable to $2.7 trillion of
gross tax increases, partially spent on new spending and tax breaks.

¢ Annual deficits under the President’s budget would fall from $529 billion (2.9
percent of GDP) in 2016 to a low of $383 billion (1.9 percent of GDP) by 2018,
before rising nearly continuously to $972 billion (3.5 percent of GDP) by 2026.

e Under the President’s budget, trillion-dollar deficits would likely return by
2027, five years later than under current law.

¢ Both revenue and spending under the President’s budget would be above ten-
year current law and historical averages. Revenue would average 19.3 percent
of GDP, compared to 18.1 percent under current law, while spending would
average 22.3 percent of GDP, compared to 22.1 percent under current law.
Over the last half-century, revenue and spending have averaged 17.4 and 20.2
percent of GDP, respectively.

Ultimately, CBO shows that while the President’s budget responsibly offsets new
spending and produces additional deficit reduction to put the debt on a better path,
it does not go far enough to reduce debt from its current post-war record-high level
as a share of GDP. The budget needs to go further, particularly by slowing the growth
of Social Security, Medicare, and Medicaid, to ensure a sustainable fiscal future.



Spending, Revenue, Deficits, and Debt under the President’s Budget

CBO estimates that under the President’s budget, debt would fall modestly from 75.4 percent of
GDP in 2016 to 74.1 percent by 2018 before rising to 77.4 percent by 2026. In dollar terms, debt
would rise from $13.9 trillion today to $21.4 trillion by 2026, a $7.5 trillion increase. CBO'’s
estimates are somewhat worse than OMB’s, which project debt levels of 75.3 percent of GDP by
2026, but CBO'’s projections represent a significant improvement over CBO’s current law baseline,
which estimates debt levels of 85.6 percent of GDP by 2026.

Fig. 1 Debt as a Percentage of GDP in the President’s Budget
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Source: CBO, OMB, CRFB calculations
Note: “CBO Baseline w/ Drawdown” includes the budgetary effects of the President’'s war drawdown

CBO'’s projection of a rising debt path occurs because deficits would widen in the later years of
the ten-year window, while they estimate economic growth would fall short of OMB'’s
projections. After declining to a low of 1.9 percent of GDP in 2018, deficits would rise to 2.5
percent of GDP just one year later and 3.5 percent by 2026. These deficits are an improvement
over CBO'’s current law deficit of 4.9 percent in 2026 but higher than OMB’s estimated deficit of
2.8 percent of GDP in 2026.

CBO projects deficits would also fall and then rise under the President’s budget when measured
in dollar terms. Specifically, they would fall from $529 billion in 2016 to $383 billion by 2018 before
rising gradually to $972 billion by 2026. Trillion-dollar deficits would likely return by 2027.

Rising deficits in the President’s budget are the result of both spending and revenue growth over
time. Spending would grow from 21.1 percent of GDP in 2016 to 23.0 percent of GDP by 2026,
while revenue would rise from 18.2 percent in 2016 to 19.5 percent by 2026. Spending increases
are driven by built-in growth under current law (mainly due to population aging and rising
interest rates), while revenue increases are the result of policies put forward in the budget.
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CBO projects spending under the President’s budget to be 0.1 percent of GDP lower than current
law in 2026 (though above current law in all other years), while revenue is projected to be 1.3
percent of GDP higher than current law. Both spending and revenue would also be higher than
historical averages of 20.2 percent and 17.4 of GDP, respectively.

Fig. 2 Budget Metrics in CBO’s Analysis of the President’s Budget

Revenue

2017 Budget (CBO) | 19.0% | 19.2% | 19.3% | 19.4% | 19.4% | 19.3% | 19.2% | 19.3% | 19.4% | 19.5% | 19.3%

2017 Budget (OMB)| 18.9% | 19.4% | 19.5% | 19.8% | 20.0% | 19.9% | 19.9% | 19.9% | 20.0% | 20.0% | 19.7%

CBO Baseline 18.2% | 18.1% | 18.0% | 18.1% | 18.1% | 18.1% | 18.1% | 18.1% | 18.2% | 18.2% | 18.1%
Outlays

2017 Budget (CBO) | 21.3% | 21.1% | 21.8% | 22.1% | 22.3% | 22.7% | 22.6% | 22.5% | 22.9% | 23.0% | 22.3%

2017 Budget (OMB)| 21.5% | 21.6% | 22.1% | 22.3% | 22.4% | 22.7% | 22.6% | 22.4% | 22.7% | 22.8% | 22.3%

CBO Baseline 21.0% | 20.8% | 21.4% | 21.8% | 22.0% | 22.5% | 22.5% | 22.4% | 22.8% | 23.1% | 22.1%
Deficits

2017 Budget (CBO) | -2.2% | -1.9% | -25% | -2.7% | -2.9% | -3.4% | -3.4% | -3.2% | -3.5% | -3.5% | -3.0%

2017 Budget (OMB)| -2.6% | -2.3% | -2.6% | -2.4% | -2.4% | -2.8% | -2.7% | -25% | -2.7% | -2.8% -2.6%

CBO Baseline -2.8% | -2.7% | -3.4% | -3.7% | -3.9% | -4.4% | -4.4% | -4.3% | -4.6% | -4.9% -4.0%

Debt

2017 Budget (CBO) | 74.9% | 74.1% | 74.1% | 74.3% | 74.4% | 75.0% | 75.7% | 76.1% | 76.7% | 77.4% N/A

2017 Budget (OMB)| 76.5% | 76.1% | 76.1% | 75.8% | 75.5% | 75.5% | 75.4% | 75.2% | 75.2% | 75.3% N/A

CBO Baseline 75.5% | 75.4% | 76.2% | 77.2% | 78.3% | 79.8% | 81.2% | 82.4% | 83.9% | 85.6% N/A

Sources: CBO, OMB
Policy Changes in the President’s Budget

Excluding the drawdown of war spending, the President’s budget contains a total of $1.7 trillion
of net deficit reduction through 2026, based on CBO'’s estimates, which is about $800 billion less
than the $2.5 trillion estimated by OMB. The total deficit reduction is the net result of about $2.7
trillion of new revenue, just over $300 billion of spending reductions, $100 billion from
immigration reform, and $250 billion in interest savings to pay for more than $1.2 trillion of new
spending and about $435 billion of new tax breaks.

We described the changes proposed in the President’s budget in our initial analysis of the budget
in February (read the analysis in full here). Some of the biggest differences between CBO and
OMB's estimates come from CBO having lower revenue raised from the budget’s tax increases.
These include the 28 percent limit on the value of tax preferences ($104 billion lower revenue),
the one-time tax on un-repatriated foreign income ($104 billion lower), the other international tax
changes ($52 billion lower), and the $10.25 oil tax ($46 billion lower)'. Some other differences
include higher estimated costs for Medicaid and Children’s Health Insurance Program policies
($63 billion higher), lower estimated savings from Medicare Advantage changes ($51 billion
lower), and a lower estimated cost for the clean infrastructure proposal ($38 billion lower).

! This paper originally cited CBO not counting savings from reducing the tax gap as one of the differences with
OMB. However, CBO does count those savings; they are just considered non-scoreable for budget enforcement
purposes. Both the text and Figure 3 have been modified to correct the original error.
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http://crfb.org/document/analysis-president-fy-2017-budget

Fig. 3 Policy Changes Through 2026 as Estimated by CBO and OMB

210 be OMB be
New Spending Initiatives $709 billion $726 billion
Enact clean infrastructure plan $274 billion $312 billion
Fund universal pre-K, other children’s initiatives $81 billion $76 billion
Expand access to child care $78 billion $78 billion
Offer free community college, increase higher ed spending $116 billion $104 billion
Reform unemployment benefits and establish wage insurance $54 billion $62 billion
Other spending changes (including savings) $106 billion $93 billion
Sequester Relief $485 billion $527 billion
Reduce discretionary sequester cuts $372 billion $325 billion
Repeal mandatory spending sequester $113 billion $202 billion
New Tax Breaks $434 billion $407 billion
Expand the EITC for childless workers $77 billion $67 billion
Expand child care, education, and other tax breaks $87 billion $92 billion
Provide second-earner credit $86 hillion $87 billion
Expand/enact new business tax breaks $184 billion $161 billion
Revenue Increases -$2,654 billion -$3,154 billion
Limit value of tax preferences for high earners -$542 billion -$646 billion
Reform the international tax system -$432 billion -$484 billion
Impose a $10.25 per gallon oil tax -$273 billion -$319 billion
Use one-time tax on foreign income for highway shortfall -$195 billion -$299 billion
Rationalize Net Investment Income and self-employment taxes -$236 billion -$272 hillion
Increase and reform capital gains taxes -$249 billion -$235 billion
Eliminate or reform business tax expenditures and loopholes -$212 billion -$227 billion
Reform and increase estate tax -$178 billion -$226 billion
Impose a financial fee -$111 billion -$111 billion
Increase tobacco taxes and index to inflation -$81 billion -$115 billion
Enact 30% minimum tax (Buffett Rule) -$36 billion -$38 billion
Other revenue -$97 billion -$181 billion
Health Care Reforms -$255 billion -$378 billion
Reduce spending on prescription drugs -$167 billion -$172 billion
Reduce spending on post-acute care -$80 billion -$96 hillion
Increase income-based Medicare premiums and cost-sharing -$67 billion -$56 billion
Reduce Medicare Advantage payments -$26 billion -$77 billion
Increase Medicaid and CHIP spending (net) $102 billion $39 billion
Make health care investments and other health changes -$17 billion -$15 billion
Other Mandatory Savings -$54 billion -$83 billion
Reduce farm subsidies and increase PBGC premiums -$20 billion -$34 billion
Enact postal reform -$31 billion -$38 hillion
Reduce Social Security and SSI costs -$3 billion -$11 billion
Immigration Reform -$101 billion -$170 billion
Net Interest -$250 billion -$350 billion
otal De Red 0 $1,686 billio $2,4 pIlllo
Reduce Overseas Contingency spending from baseline* -$712 billion -$732 billion
ota ange Pe 0 BO Base e $ 99 b 0 P 07D 0

Sources: CBO, OMB, CRFB calculations
*Includes associated interest savings
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Differences Between CBO and OMB Estimates

In total, CBO estimates 2016-2026 deficits under the President’s budget would be $689 billion
higher than OMB’s estimate. This difference, along with 2.3 percent lower nominal GDP, is
responsible for the 2.1 percent of GDP higher debt ratio projected by CBO. There are at least three
ways to understand the source of the differences between OMB and CBO.

One way to understand the difference between CBO and OMB estimates is to determine how
much is attributable to differing estimates in policy changes versus how much is attributable to
differences in baseline projections prior to policy action. By our estimate, more than the entire
difference — $808 billion — is attributable to policy change estimates. In fact, excluding policy
changes, CBO’s baseline deficits would be $119 billion lower than OMB .2

Another way to understand the differences is to look at them by budget category. CBO estimates
that the budget will have $1.6 trillion of lower revenue, $612 billion of lower primary spending,
and $298 billion of lower interest spending than OMB estimates. In other words, CBO’s higher
deficits are more than entirely driven by lower revenue estimates, with lower spending offsetting
about half of that effect.

Finally, one can look at the source of the differences in assumptions. CBO’s more pessimistic
economic projections — including GDP that is 2.3 percent lower in 2026 — explain $490 billion of
higher deficits. Technical differences — which include things like demographics, program
enrollment, and average benefits —increase CBO’s deficits above what OMB estimated by another
$199 billion. Some of these differences are due to different conventions. For instance, OMB
projects what the economy would look like with the President’s policies in place; CBO does not
take them into account.

Fig. 4: Breaking Down the 2016-2026 Deficit Differences Between CBO and OMB

Differences in... Estimates
What is Being Estimated $689 bhillion
Baseline Assumptions -$119 billion
Policy Scores $808 billion
Sides of the Ledger $689 billion
Revenue $1,599 billion
Spending -$612 billion
Interest -$298 billion
Estimation Methodology $689 bhillion
Economic Forecasts $490 billion
Technical Factors $199 billion

Positive numbers indicate CBO scores the FY 2017 Budget as increasing the deficit compared to
OMB’s estimate; negative numbers reduce it. Numbers are rounded and may not add to total.

2 This assumes identical baseline conventions. Our “baseline assumptions” figure does not include policies which
are included in the baseline (such as the Administration’s war drawdown) or the treatment of sequestration after
2021. Those differences in policy estimates are counted with the other changes in policy.
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Conclusion

CBO'’s analysis of the President’s budget generates similar findings to OMB’s, but it suggests a
somewhat bleaker fiscal outlook — particularly in later years.

CBO shows that the President’s budget would commendably pay for all of the initiatives it
proposes with real savings and include significant deficit reduction to prevent the sharp rise in
debt that CBO projects over the next decade.

However, CBO'’s analysis also shows that the budget includes too little net savings to reduce debt
below today’s post-WWII record-high as a share of GDP. In fact, unlike OMB's estimates, CBO
finds the President’s budget would result in a small but continuous rise in deficit and debt levels
after 2018, with trillion-dollar deficits returning by 2027.

While the President’s budget does include some important health reforms, it does not go far
enough to put entitlement spending on a sustainable long-term path. It is particularly
disappointing that even in his final budget, the President has no plan to shore up Social Security,
a program within 15-20 years of insolvency.

On a positive note, the budget offers helpful deficit reduction policies and may set a minimum
standard (roughly stable debt) for the next President to build from. We hope that many of the
policies put forward by the President will be used by policymakers to address the unsustainable
growth of the national debt — not simply to pay for new costly initiatives. And we would
encourage policymakers to go beyond what the President’s budget proposes and pursue serious
structural entitlement reforms that would help the long-term debt situation. This means not only
identifying further health care reforms but also making Social Security sustainably solvent over
the long term. In addition to tax reform and other spending cuts, these reforms will be necessary
to put the country on a sustainable fiscal course for this and future generations.
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