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Deficit Projections

(Percent of GDP)
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Gap Between Revenue and Spending

(Percent of GDP)

28% -
26% -
24% -
22% -
20% -
18% -
16% -
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12% -

Actual

Avg.Historical Spending19722011): 21.0%

Avg.Historical Revenuesl@72-2011): 17.%%

Projected
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Note: Estimates based on CRFB Realistic Baseline.

2

—— Current Law Revenues

THE COMMITTEE FOR A
RESPONSIBLE FEDERAL BUDGET



Components of Revenue and Spending

Revenues and Financing

Borrowing
32% Individual Income

Tax
27%

Corporate Tg

Social Insurance
Taxes
23%

Total Revenues =2456Trillion
Total Financing =3%627Trillion

Outlays

Interest
Non- 7% Medicare
Defense 15%
7%

Medicaid &
OtherHealth
Defense
21%

Other Mandatory
18%

Total Outlays = 3.627Trillion
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Debt Projections

(Percent of GDP)

450% -
Realistic Projections
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350% 4 2025 91%
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Consequences of Debt

A&/ N2 ¢ RA of public sxctar
Investment leading to slower economic
growth

A Higher Interest Paymentdisplacing
other government priorities

A Intergenerational Inequityas future
generations pay for current
government spending

A Unsustainable Promisesf high
spending and low taxes

A Uncertain Environmenfor businesses
to invest and households to plan

A Eventual Fiscal Crisitchanges are not
made
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The Risk of Fiscal Crisis

GwAaAy3d 5Soi0 AYONBlFIasSa 0KS fA1StAK?2
lose confidence in the government's ability to manage its budget and the
government would lose its ability to borrow at affordable rates.

-Doug EImendorf, Director of the Congressional Budget Offi

GhdzNJ yII GA2y It RSodG A& 2dzNJ oA3IISad vy
-Admiral Mike Mullen, Chairman of the Joint Chiefs of Ste

0One way or another, fiscal adjustments to stabilize the federal budget must oc
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-Ben Bernanke, Chairman of the Federal Reser

THE COMMITTEE FOR A
RESPONSIBLE FEDERAL BUDGET




Debt Drivers

A Economic Crisis A Rapid Health Care Cost Growil
(lost revenue and increased spending fro  (causing Medicare and Medicaid costs
automatic stabilizers) to rise)

A Economic Response A PopulationAging
(stimulus spending/tax breaks and (causing Social Security and Medicare
financial sector rescue policies) costs to rise, and revenue to fall)

A Tax Cuts A Growinglnterest Costs

_ (in2001, 2003 and2010) (from continued debt accumulation)

A War Spending A Insufficient Revenue

(in Iraq and Afghanistan) (to meet the costs of funding government
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Growing Entitlement Spending

Federal Spending and Revenues (Percent of GDP)

Health Care

60% -
Actual Projected
50% - L
° Average Historical
Revenues
40% - Interest
Revenues
30% - l

20%

Social Security

10%
Other Spending
0%
L7 % 2 o 7 7 % % % = 57
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Why Is Entitlement Spending Growing?

Drivers ofEntitlementSpending Growth (Percent of GDP)

26% -

24% -

Source: CBO Lo#igrm Budget Outlook2011

Excesd#iealth Care
CostGrowth

— 96%

N\

— 44%
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Why |Is Federal Health Spending Increasing?

A The Population Is Agindue to increased life
expectancy and retirement of the baby boom

generation, adding more beneficiaries to
Medicare and Medicaid ‘

—
>
I

A Per Beneficiary Costs Are Growifaster than

the economy in both the public and private %

sector. Causes of this excess cost growth inclt %
A Americans Are Unhealthwhen compared to

populations in similar economies §

\

y

A Americans Are Wealthy and Willing to Pay More

A Fragmentation and Complexitgetween insurers,
providers, and consumers make normal market
competition difficult

A Incentives Are Backwardsy hiding true costs of
care through insurance and by hiding costs of
insurance enrollment through employer
sponsorship, incentivizing overspending
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Health Care Spending by Country
Percent of GDR200§
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Number of Workers for Every Social Security Retiree Is Falling

1950 1960 2012 2035
A N S - -

16:1 ‘ 51 b 31 b 2:1 ‘
) ) ) )

Source2011Social Security Trustees Report. RESPONSIBLE FEDERAL BUDGET
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Living Longer, Retiring Earlier
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Looming Social Security Insolvency

Social Security Costs and Revenues (Percent of Taxable Payrc

20% - Scheduled Benefits
Payable Benefits
18% - l -
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149% -
12% - I
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Revenues
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Source2011Social Security Trustees Report. RESPONSIBLE FEDERAL BUDGET
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Interest as a Share of the Budget
(Percent of GDP)

Primary " Primary " Sprimg_ry Interest
Spending Spending pending 28%

Total Spending 24%of GDP Total Spending 27%o0f GDP Total Spending 35%o0f GDP

. . L THE COMMITTEE FOR A
Note: Estimates based on CRFB Realistic Projections. RESPONSIBLE FEDERAL BUDGET. \ f
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Insufficient Revenue

A Unpaid for TaxQutsin 2001, 2003 and
2010lowered revenue collection without
making corresponding spending cuts or
tax increases to offset the budgetary
effect

A Spending in the Tax Code CostsTillion
annually in lost revenues through so called
"tax expenditures,” which make the tax
code more complicated, less efficient, and
force higher rates
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Excessive Spending Through the Tax Cadexpenditures)

Tax Expenditures as a Percent of Primar Large Tax Expenditures

Spending if Included in the Budget and Their2011Costs (billions)

Employer Health Insurance Exclusion  $174

Mortgage Interest Deduction $89
Defense
Discretionary e 401(k)s and IRAs $77
16% .
Expenditures _
24% Earned Income Tax Credit $62
[N)_OWD?fense Special Rates for Capital Gains and $61
iscretionary L
15% Dividends
Health Spending )
State & Local Tax Deduction $57
Stetelel Seely Charitable Deduction $49
16%
Other Mandatory Child Tax Credit $45

12%

Source: Joint Committee on Taxation.

) THE COMMITTEE FOR A
Source: Office of Management and Budget. RESPONSIBLE FEDERAL BUDGET
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How to Reduce the Deficit

A Domestic Discretionary Cuts
A Defense Spending Cuts

A Health Care Cost Containment
A Social Security Reform

A Other Spending Cuts

A Tax Reform and Tax Expenditure

Cuts

A Budget Process Reform
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