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1. INTRODUCTION

The Analytical Perspectives volume presents analyses
that highlight specific subject areas or provide other sig-
nificant data that place the President’s 2021 Budget in
context and assist the public, policymakers, the media,
and researchers in better understanding the Budget. This
volume complements the main Budget volume, which
presents the President’s Budget policies and priorities,
and the Budget Appendix volume, which provides ap-
propriations language, schedules for budget expenditure
accounts, and schedules for selected receipt accounts.

Presidential Budgets have included separate analyti-
cal presentations of this kind for many years. The 1947
Budget and subsequent budgets included a separate sec-
tion entitled Special Analyses and Tables that covered
four, and later more, topics. For the 1952 Budget, the
section was expanded to 10 analyses, including many
subjects still covered today, such as receipts, investment,
credit programs, and aid to State and local governments.
With the 1967 Budget this material became a separate
volume entitled Special Analyses, and included 13 chap-
ters. The material has remained a separate volume since
then, with the exception of the Budgets for 1991-1994,
when all of the budget material was included in one vol-
ume. Beginning with the 1995 Budget, the volume has
been named Analytical Perspectives.

In addition to the information included in this volume,
supplemental tables and other materials that are part of
the Analytical Perspectives volume are available at http:/ /
www.whitehouse.gov /omb [ analytical-perspectives. All of
the supplemental information included at this link was
previously included on the Budget CD-ROM, which is no
longer made available. Tables included at this link are
shown in the List of Tables in the front of this volume
with an asterisk instead of a page number.

Overview of the Chapters

Economic and Budget Analyses

Economic Assumptions and Quverview. This chap-
ter reviews recent economic developments; presents the
Administration’s assessment of the economic situation
and outlook; compares the economic assumptions on
which the 2021 Budget is based with the assumptions
for last year’s Budget and those of other forecasters; pro-
vides sensitivity estimates for the effects on the Budget of
changes in specified economic assumptions; and reviews
past errors in economic projections.

Long-Term Budget Outlook. This chapter assesses the
long-term budget outlook under current policies and under
the Budget’s proposals. It focuses on 25-year projections
of Federal deficits and debt to illustrate the long-term
impact of the Administration’s proposed policies, and

shows how alternative long-term budget assumptions af-
fect the results. It also discusses the uncertainties of the
long-term budget projections and discusses the actuarial
status of the Social Security and Medicare programs.

Federal Borrowing and Debt. This chapter analyzes
Federal borrowing and debt and explains the budget es-
timates. It includes sections on special topics such as
trends in debt, debt held by the public net of financial as-
sets and liabilities, investment by Government accounts,
and the statutory debt limit.

Management

Strengthening the Federal Workforce. This chapter
presents summary data on Federal employment and com-
pensation, and discusses the approach the Administration
is taking with Federal human capital management.

Payment Integrity. This chapter addresses proposals
aimed at bolstering payment integrity by taking steps
intended to help prevent improper payments, through ini-
tiatives such as increasing data access, providing needed
authorities to correct known mistakes prior to payment,
increasing use of analytics, improving pre-payment
reviews, and simplifying program access to reduce compli-
cated eligibility requirements. If adopted, the proposals
will help shape a Budget that improves mission support
and enhances mission accomplishment while providing
better stewardship of taxpayer resources.

Federal Real Property. This chapter provides back-
ground on the Government-wide real property portfolio,
summarizes recent actions taken to improve governance
and management of the program, and addresses propos-
als to optimize the Government’s real property portfolio
for mission effectiveness and cost efficiency.

Budget Concepts and Budget Process

Budget Concepts. This chapter includes a basic descrip-
tion of the budget process, concepts, laws, and terminology,
and includes a glossary of budget terms.

Coverage of the Budget. This chapter describes activi-
ties that are included in budget receipts and outlays (and
are therefore classified as “budgetary”) as well as those
activities that are not included in the Budget (and are
therefore classified as “non-budgetary”). The chapter also
defines the terms “on-budget” and “off-budget” and in-
cludes illustrative examples.

Budget Process. This chapter discusses proposals to
improve budgeting, fiscal sustainability, and transparency
within individual programs as well as across Government.

Federal Receipts

Governmental Receipts. This chapter presents infor-
mation on estimates of governmental receipts, which
consist of taxes and other compulsory collections. It in-
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cludes descriptions of tax-related legislation enacted in
the last year and describes proposals affecting receipts in
the 2021 Budget.

Offsetting Collections and Offsetting Receipts. This
chapter presents information on collections that offset
outlays, including collections from transactions with the
public and intragovernmental transactions. In addition,
this chapter presents information on “user fees,” charges
associated with market-oriented activities and regulatory
fees. The user fee information includes a description of
each of the user fee proposals in the 2021 Budget. A de-
tailed table, “Table 12-5, Offsetting Receipts by Type” is
available at the internet address cited above.

Tax Expenditures. This chapter describes and pres-
ents estimates of tax expenditures, which are defined as
revenue losses from special exemptions, credits, or other
preferences in the tax code.

Special Topics

Aid to State and Local Governments. This chapter pres-
ents crosscutting information on Federal grants to State
and local governments. The chapter also includes a table
showing historical grant spending, and a table with bud-
get authority and outlays for grants in the Budget. Tables
showing State-by-State spending for major grant pro-
grams are available at the internet address cited above.

Information Technology. This chapter addresses
Federal information technology (IT), highlighting ini-
tiatives to improve IT management through modern
solutions to enhance service delivery. The Administration
will invest in modern, secure technologies and services
to drive enhanced efficiency and effectiveness. This will
include undertaking complex Government-wide modern-
ization efforts, driving improved delivery of citizen-facing
services, and improving the overall management of the
Federal IT portfolio. The Administration will also con-
tinue its efforts to further build the Federal IT workforce
and strategically reduce the Federal Government’s cyber-
security risk.

Federal Investment. This chapter discusses federally
financed spending that yields long-term benefits. It pres-
ents information on annual spending on physical capital,
research and development, and education and training.

Research and Development. This chapter presents a
crosscutting review of research and development funding
in the Budget.

Credit and Insurance. This chapter provides cross-
cutting analyses of the roles, risks, and performance of
Federal credit and insurance programs and Government-
sponsored enterprises (GSEs). The chapter covers the
major categories of Federal credit (housing, education,
small business and farming, energy and infrastructure,
and international) and insurance programs (deposit in-
surance, pension guarantees, disaster insurance, and
insurance against terrorism-related risks). Five addi-
tional tables address transactions including direct loans,
guaranteed loans, and GSEs. These tables are available
at the internet address cited above.

Cybersecurity Funding. This chapter displays en-
acted and proposed cybersecurity funding for Federal

Departments and Agencies, and includes analysis of
broad cybersecurity trends across Government.

Federal Drug Control Funding. This chapter displays
enacted and proposed drug control funding for Federal
Departments and Agencies.

Technical Budget Analyses

Current Services Estimates. This chapter discusses
the conceptual basis of the Budget’s current services, or
“baseline,” estimates, which are generally consistent with
the baseline rules in the Balanced Budget and Emergency
Deficit Control Act of 1985 (BBEDCA). The chapter pres-
ents estimates of receipts, outlays, and the deficit under
this baseline. Two detailed tables addressing factors that
affect the baseline and providing details of baseline bud-
get authority and outlays are available at the internet
address cited above.

Trust Funds and Federal Funds. This chapter provides
summary information about the two fund groups in the
Budget—Federal funds and trust funds. In addition, for
the major trust funds and certain Federal fund programs,
the chapter provides detailed information about income,
outgo, and balances.

Comparison of Actual to Estimated Totals. This chap-
ter compares the actual receipts, outlays, and deficit for
2019 with the estimates for that year published in the
2019 Budget, published in February 2018.

The following materials are available at the internet
address cited above.

Detailed Functional Table

Detailed Functional Table. Table 24-1, “Budget
Authority and Outlays by Function, Category, and
Program,” displays budget authority and outlays for
major Federal program categories, organized by budget
function (such as healthcare, transportation, or national
defense), category, and program.

Federal Budget by Agency and Account

Federal Budget by Agency and Account. Table 25-1,
“Federal Budget by Agency and Account,” displays bud-
get authority and outlays for each account, organized by
agency, bureau, fund type, and account.

Budgets of the Federal Statistical Agencies

Budgets of the Federal Statistical Agencies. Table 26-1,
“Budgets of the Federal Statistical Agencies,” displays the
budgets of the Principle Statistical Agencies recognized
by OMB, organized by agency.

Calfed Bay-Delta Program Federal Budget Crosscut

Calfed Bay-Delta Program Crosscut. The Calfed
Bay-Delta Program interagency budget crosscut report
provides an estimate of Federal funding by each of the
participating Federal Agencies with authority and pro-
grammatic responsibility for implementing this program,
fulfilling the reporting requirements of section 106(c) of
Public Law 108-361.
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Columbia River Basin Federal Budget Crosscut

Columbia River Basin Federal Budget Crosscut. The
Columbia River interagency budget crosscut report in-
cludes an estimate of Federal funding by each of the

participating Federal agencies to carry out restoration
activities within the Columbia River Basin, fulfilling the
reporting requirements of section 123 of the Clean Water
Act (33 U.S.C. 1275).
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2. ECONOMIC ASSUMPTIONS AND OVERVIEW

This chapter presents the economic assumptions that
underlie the Administration’s 2021 Budget.! It outlines
an overview of the recent performance of the American
economy, provides the Administration’s projections for key
macroeconomic variables, contrasts them with forecasts
prepared by other prominent institutions, and discusses
the unavoidable uncertainty inherent in providing an
eleven-year forecast.

The American economy continues the longest expansion
in its recorded history. The unemployment rate reached
its deepest level in half a century. Prime-age labor force
participation has hit decade highs. Real wages sustained
their rise. Deregulation has removed over seven substan-
tial regulations for each one added. The Tax Cut and Jobs
Act (TCJA) expanded the capital base and encouraged
multinational enterprises to repatriate nearly $1 trillion
previously invested abroad.

Discordant elements perturbed this harmonious ex-
pansion. The Federal Government’s deficit swelled as
large spending increases were approved. Poor perfor-
mance in the global economy, industrial turmoil at
flagship U.S. companies, and international trade uncer-
tainty subdued business confidence, investment growth,
and manufacturing output. In order for 2020 to extend
the economic expansion of the past three years, contin-
ued implementation of the Administration’s pro-growth
agenda is imperative.

This chapter proceeds as follows:

The first section provides an overview of the recent
functioning of the U.S. economy, examining the perfor-
mance of a broad array of key economic indicators.

The second section provides a detailed exposition of the
Administration’s economic assumptions behind the 2021
Budget, discussing how key macroeconomic variables are
expected to evolve over the years 2020 to 2030.

The third section compares the forecast of the
Administration with those of the Congressional Budget
Office, the Federal Open Market Committee of the
Federal Reserve, and the Blue Chip panel of private sec-
tor forecasters.

The fourth section discusses the sensitivity of the
Administration’s projections of Federal receipts and out-
lays to fluctuations in macroeconomic variables.

The fifth section considers the errors and possible bi-
ases? in past Administration forecasts, comparing them
with the errors in forecasts produced by the Congressional
Budget Office (CBO) and the Blue Chip panel of private
professional forecasters.

1 Economic performance, unless otherwise specified, is discussed in
terms of calendar years (January-December). Budget figures are dis-
cussed in terms of fiscal years (October-September).

2 As discussed later in this chapter, “bias” here is defined in the sta-
tistical sense and refers to whether previous Administrations’ forecasts
have tended to make positive or negative forecast errors on average.

The sixth section uses information on past accuracy
of Administration forecasts to provide understanding
and insight into the uncertainty associated with the
Administration’s current forecast of the budget balance.

Recent Economic Performance3

The U.S. economy expanded steadily but unevenly.
Real gross domestic product (GDP) grew at an average of
2.4 percent growth during the first three quarters of 2019.
This compares to the 4-quarter growth of 2.5 percent in
2018 and 2.8 percent in 2017; which were well above
both the current law expectations of the CBO and the ob-
served yearly average of 2.2 percent between 2010 and
2016. Disaggregating the demand components of GDP
during the first three quarters of 2019, private consump-
tion contributed 2.0 percentage points (p.p.) of growth
and Government purchases contributed 0.5 p.p., while
stagnating private investment diminished growth by -0.1
p-p. and net exports failed to contribute anything. On the
supply side, productivity growth measured by annualized
nonfarm business sector real output per hour increased
by an average of 1.9 percent in the first three quarters
of 2019. This is elevated from an average of 0.8 percent
growth between 2010 and 2016, 1.4 in 2017 and 1.0 in
2018, indicating a sustained acceleration in productivity
and far outpacing other advanced nations: the non-U.S.
GT7+Australia averaged productivity growth of -0.2 per-
cent for Q4:2017-Q3:2019.

A sundering occurred this year between the manufac-
turing and agricultural sectors and the rest of the economy.
Manufacturing and agriculture are highly exposed to
international markets, so global stagnation and trade
frictions have outsized impacts in these sectors. Impactful
economic events this year included a global growth
slowdown, trade uncertainty, a Federal Government shut-
down, a worker strike at General Motors, and ongoing
issues at Boeing. These factors prompted lower output
and damaged business confidence, with real output in the
manufacturing sector falling in Q1 and Q2 of 2019, though
there was some recovery in Q3. The resolution of these af-
fairs will generate higher growth in future quarters. The
U.S. Government has pledged to provide assistance of $28
billion, equivalent to a fifth of all U.S. agricultural exports
in 2018, to farmers in order to compensate for the damage
caused by trade actions.

The Labor Market

Overview—The U.S. labor market has exceeded ex-
pectations, fostering the best climate for job seekers in

3 The statistics in this section are based on information available in
December 2019.
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generations. The civilian unemployment rate continued to
decline, descending from 4.7 percent at the end of 2016
to 3.5 percent in November 2019, the lowest rate since
November 1969 (when over three million individuals
were serving in the military—compared with 1.3 million
today), and remaining well below the post-war average of
5.8 percent. There were 7.3 million job openings in October
2019, exceeding the number of unemployed by 1.4 mil-
lion. A labor market with more openings than job seekers
is an unprecedented situation and has been maintained
for 20 consecutive months. The labor force participation
rate reached 63.2 percent in November 2019, continu-
ing its climb upwards from a crevasse of 62.4 percent
in September 2015. Prime-age labor force participation,
82.8 percent in November 2019, is up from a low of 80.6
percent in September 2015, but is still below the 84.6 per-
cent recorded in January 1999. This cannot be blamed
on baby boomer retirements and is partially explained
by the opioid epidemic, indicating the importance of the
Administration’s efforts to treat those suffering from ad-
diction and interdict further illegal imports of opiates.*

The Workforce—The state of the labor market is es-
pecially impressive when it is framed by the rapid aging
of the average American. The percent of the population
above 65 has increased from 14.9 in 2015 to 16.0 in 2018.
To illustrate, the first of the baby boomers turned 65 in
2011, and the corresponding drags on the labor force par-
ticipation rate and fiscal path from their retirement has
only accelerated. The last of the baby boomers will turn
65 in 2029. These demographic shifts will generate addi-
tional downward pressure on the labor force participation
rate over the next decade.

This must be mitigated by greater opportunities for
marginalized individuals to leave the sidelines of the
economy. Health improvements and less physically de-
manding jobs should increase participation among
traditional retirement-age individuals, which could be de-
cisive in allowing the United States to thrive despite this
demographic challenge. Continuing to recoup the losses
from retirement with additional prime-age participation
is critical for an adequate labor force supply that can meet
employer demands.

There are other positive trends: the percent of the
population receiving Social Security Disabled worker
benefits has fallen with the improving economy, from 5.8
percent in 2015 to 5.5 percent in 2018. However, this is
still elevated from 3.7 percent in 2000. The proportion of
college graduates has continued to rise, from 34.1 percent
of 25-34 year olds in 2015 to 36.2 in 2018. Furthermore,
the percentage of total graduate degrees that are science
and engineering has also increased from 15.0 percent to
16.9 percent over the same period.

Wages—In Q3:2019 average hourly earnings had im-
proved 3.1 percent and median weekly real earnings had
increased by 1.4 percent from one-year prior, benefiting
workers by creating a higher standard of living. Wage
growth for production workers is elevated above wage
growth for supervisors. Wage growth for lower earning

4 Dionissi Aliprantis, Kyle Fee, and Mark E. Schweitzer, 2019, “Opi-
oids and the Labor Market,” Federal Reserve Bank of Cleveland.

individuals is elevated above wage growth for higher
earning individuals. Wage growth for those without a col-
lege degree is elevated above those with a college degree.
Wage growth for African Americans is elevated above
wage growth for Whites. These phenomenon reverse
trends from earlier in this economic expansion, and have
contributed to a fall in the poverty rate, from 13.5 percent
in 2015 to 11.8 percent in 2018.

Unemployment and  Underemployment—The
number of individuals employed part-time for economic
reasons has fallen to 4.3 million in November 2019, well
below a peak of over 9 million during the Great Recession.
Furthermore, the share of the unemployed that have been
job-hunting for longer than 27 weeks has fallen to 20.8
percent in November 2019, from a pinnacle of nearly half
the unemployed during the Great Recession.

The portion of the labor force working part-time for eco-
nomic reasons and the portion unemployed for more than
27 weeks have finally recovered to pre-Great Recession
ranges, as have the shares of the working-age population
marginally attached to the labor force or too discouraged
to look for work. However, these critical indicators are
still elevated compared to the late 1990s. Even with this
improved employment picture, there remains space for
further ascent.

Gross Domestic Product

Consumption—Real consumer spending increased by
2.6 percent over the four quarters ending 2019:Q3. This
was driven by increased purchases of a variety of goods
and services, including recreational goods and vehicles
(12 percent), transportation services (3 percent), food and
beverages (3 percent), furnishings (3 percent), clothing
and footwear (2 percent), and healthcare (2 percent). The
personal savings rate reached 7.9 percent in November
2019, above its 20-year average of 6.1 percent, and house-
hold debt service payments have fallen to 9.7 percent of
disposable income in 2019:Q2, from a peak of 13.2 percent
in 2007:Q4. This heightened savings rate suggests that
the pace of consumption growth is driven by the observed
real wage gains rather than an unsustainable increase of
personal debt.

Investment—Real nonresidential fixed investment
increased by 1.4 percent over the four quarters ending
2019:Q3. Equipment investment increased 1.0 percent,
investment in structures decreased 6.7 percent, and in-
vestment in intellectual property products increased 7.6
percent. Overall, real private fixed investment (residen-
tial and nonresidential) grew 0.9 percent over the four
quarters ending 2019:Q3, compared with 3.5 percent in
2018, 5.1 percent in 2017 and 2.8 percent in 2016.

The rapid growth of investment during 2017 and 2018
was encouraged by substantial reductions in the cost of
capital from the Tax Cut and Jobs Act (TCJA), enacted in
December 2017 but retroactive to 2017:Q4. However, this
momentum has faltered, due primarily to falling busi-
ness confidence, generated by global growth and trade
concerns. Despite these countervailing factors, the TCJA
raised investment and real disposable personal income
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above pre-TCJA expectations. This resulted from both
productivity gains and lower tax liability. Investment was
4.5 percent higher in 2018 and 3.3 percent higher in 2019
than the Blue Chip panel’s pre-TCJA forecast®.

Government—Real Government purchases (consump-
tion and gross investment) increased 2.2 percent over the
four quarters ending in Q3:2019. State and local gov-
ernment purchases increased 1.4 percent, while Federal
purchases increased 3.7 percent. Federal defense spend-
ing rose 4.6 percent, and non-defense spending increased
2.4 percent. The Federal deficit as a percentage of GDP
increased to 4.6 percent in fiscal year 2019 from 3.8 in
fiscal year 2018 and 3.5 percent in fiscal year 2017. As the
deficit rises, a greater percentage of the budget must be
diverted to debt servicing, creating a vicious spiral that is
difficult to break.

Trade—Exports of goods and services increased 0.2
percent in the four quarters ending 2019:Q3, generated
by an increase of 0.8 percent in goods and a decrease of
0.9 percent in services. Imports increased 0.9 percent over
the same period, generated by an increase of 0.1 percent
in goods and an increase of 4.3 percent in services. While
cheap imports benefit the American consumer, this wors-
ening trade imbalance is not sustainable.

Key Factors

Monetary Policy—After holding the nominal Federal
funds rate near zero for seven years, the Federal Open
Market Committee of the Federal Reserve began raising
the Federal funds rate target range at the end of 2015.
This range steadily increased to 2.25-2.5 percent by
January of 2019. This year the Fed reversed course, cut-
ting interest rates three times to reach a rate range of
1.5-1.75 percent in December 2019. Inflation remains low
and stable, defying predictions that labor market tight-
ness would drive up prices. The increase in labor force
participation indicates there was more slack in the labor
market than was readily apparent.

Environment and Energy—Forty-six years after
President Nixon announced Project Independence the
United States has finally achieved its goal of ending net
oil imports. Gross greenhouse gas emissions are falling in
the United States, from 7,339.0 teragrams CO2 equiva-
lent in 2005 to 6,456.7 in 2017, the latest year data is
available. Between 2010 and 2019:Q3, the nominal price
of natural gas decreased 60 percent, crude oil decreased
20 percent, coal increased by 6 percent, solar decreased by
77 percent, off-shore wind decreased by 20 percent and on-
shore wind decreased by 35 percent.® As energy costs are
effectively a tax on production, lower energy costs have
been a boon for this economic expansion. New technolo-
gies that continue to lower the complete costs of energy
while maintaining high standards of environmental qual-
ity for all Americans will promote greater abundance.

Housing—2019 was a year of steady growth in the
housing market. After the breathtaking crash of 2007-

5 October 2016

6 Renewable price estimates made by the International Renewable
Energy Agency.

2012, housing prices have continued a return to normalcy,
growing 4.6 percent in the year prior to Q3:2019. Increases
in home building have followed, buoyed by lower inter-
est rates, with new private starts up 13.6 percent in the
12 months ending November 2019. These trends reduce
America’s housing shortage, which is reaching epidemic
proportions in restrictive high-density areas.

External Sector—Internationally, economic pros-
pects are bleak. According to the International Monetary
Fund’s World Economic Outlook, October 2019, global
growth for 2019 is estimated at 3.0 percent, its lowest lev-
el since the Great Recession. Additionally, growth in 2020
is forecast to increase just 3.4 percent, a downward revi-
sion of 0.2 p.p. from the previous report. The Euro area
is projected to grow by 1.4 percent in 2020, up from 1.2
percent in 2019. In Asia, annual growth is projected to
decrease in Japan from 0.9 percent in 2019 to 0.5 percent
in 2020 and China from 6.1 to 5.8 percent. Overall, any
growth reversal among trading partners will create dif-
ficulties for U.S. exporters, notably the agriculture sector,
and depress U.S. growth, while additional foreign growth
will have the opposite effect.

Risks—The largest risk to the current U.S. econom-
ic expansion is a crisis of confidence, especially in the
manufacturing sector. The Organization for Economic
Co-operation and Development manufacturing compos-
ite index has declined 2.2 percent in the past year and
the Chicago Federal Reserve measurement of business
conditions remains gloomy. When business owners are
pessimistic about the future, they fail to invest in capital
and labor, and their cloudy outlook becomes self-fulfilling.
To reverse this, the atmosphere of uncertainty must be
dispelled by the dawn of trade deals and reforms that at-
tract more high-skilled workers to fill job openings across
the Nation.

In the medium to long term, the rise of debt is concern-
ing. The Federal Debt Held by the Public of the United
States as a percentage of Gross Domestic Product has
increased steadily since 2001, rising from 32 percent in
2001 to 80 percent in 2019. To comprehend the complete
depiction of the financial situation of the United States
it is necessary to understand the effects of today’s bud-
get on future generations (generational accounting?),
including Federal debt and the fiscal gap, which is the dif-
ference between the forecasted net present value of future
Government spending and tax receipts. As a measure of
this fiscal gap, the “Long-Term Budget Outlook” chap-
ter shows that, under current law, the 25-year fiscal gap
above the average postwar ratio of debt held by the public
to GDP of 45 percent is 1.3 percent of GDP per year, with
the fiscal gap for Gross Federal Debt to GDP being even
larger. This is untenable. The fact that Government debt
has failed to fall in this period of historic growth indicates
that a change in the current fiscal approach is required to
keep the Nation solvent.

Educational expenses are rising rapidly. Student loan
debt grew 5.1 percent in the 12 months ending October

7Alan J. Auerbach, Jagadeesh Gokhale, and Laurence J. Kotlikoff.
1994. “Generational Accounting: A Meaningful Way to Evaluate Fiscal
Policy.” Journal of Economic Perspectives, 8 (1): 73-94.
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Table 2-1. ECONOMIC ASSUMPTIONS'
(Calendar Years, Dollar Amounts In Billions)
Projections
Actual
2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030

Gross Domestic Product (GDP):
Levels, Dollar Amounts in Billions:

CUIrent DOMIATS ......vvveeeeeireeie e 20,580 21,437| 22,494| 23,645 24,849 26,113| 27,442 28,822| 30,242| 31,719 33,269| 34,893| 36,598

Real, Chained (2012) Dollars ..........cccveereereerenennns 18,638| 19,077 19,619| 20,219| 20,829| 21,458 22,106| 22,760 23,410/ 24,070| 24,749| 25,447| 26,165

Chained Price Index (2012=100), Annual Average ... 110 112 115 117 119 122 124 127 129 132 134 137 140
Percent Change, Fourth Quarter over Fourth Quarter:

CUIrent DOMIATS ..o 49 42 52 5.1 5.1 5.1 5.1 5.0 49 49 49 49 49

Real, Chained (2012) Dollars ..........ccccoevvereererneenenns 25 2.5 3.1 3.0 3.0 3.0 3.0 29 2.8 2.8 2.8 2.8 2.8

Chained Price Index (2012=100) ........ocvereverererennne 2.3 1.8 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0
Incomes, Billions of Current Dollars:

Domestic Corporate Profits ...........cocveremerrerenennn: 1,573| 1,554| 1,699| 1,821] 1,917 2,010 2,095 2,182| 2231| 2271| 2319 2,343| 2417

Employee Compensation ............cueereereecennenn: 10,928| 11,500 12,094| 12,725 13,414| 14,127| 14,885 15,673 16,492| 17,347| 18,250| 19,199 20,199

Wages and Salaries ........courerreererreneesnnenn: 8,889| 9,370/ 9,844| 10,348 10,915| 11,493| 12,110| 12,752| 13,416| 14,115| 14,838| 15611 16,415

Nonwage Personal INCOME .........c..coeeevveriererrennenn: 5276| 5431 5601 5817 6,077 6,349| 6,652 7,002 72365 7,771| 8,129| 8474| 8,828
Consumer Price Index (All Urban)®:

Level (1982-1984 = 100), Annual Average .............. 251 256 261 267 273 280 286 292 299 306 313 320 327

Percent Change, Fourth Quarter over Fourth

QUAIET oo 2.2 1.9 2.3 23 2.3 2.3 2.3 2.3 23 2.3 2.3 2.3 2.3

Unemployment Rate, Civilian, Percent:

ANNUAI AVETAGE ......oouevreeerceierieereesees s 39 37 35 36 3.8 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0
Interest Rates, Percent:

91-Day Treasury Bills2 .............ccoooerrrvvvverreerrererreonnns 1.9 2.1 1.4 1.5 1.5 1.6 1.7 2.0 2.2 2.4 25 2.5 25

10-Year Treasury NOES ......ccovvvvvverrninininiieisinnns 2.9 2.2 2.0 2.2 2.5 2.7 3.0 3.1 3.1 3.1 3.2 3.2 3.2

1Based on information available as of mid-November 2019
2 Average rate, secondary market (bank discount basis)
3 Seasonally Adjusted

2019, outpacing nominal GDP by over a percentage point.
Curbing the soaring cost of a quality education is critical
to producing a highly skilled workforce capable of invest-
ing in their future.

The continued rise of non-financial corporate debt, ap-
proaching $6.6 trillion, begs questions of viability.

Additional industrial turmoil arising from manufactur-
ing or labor issues remain a threat to growth, The halting
of production of the 737 MAX at Boeing is forecast to re-
duce annualized GDP growth by half a percentage point
in Q1:2020.

Finally, 2020 is an election year, and there is the
risk that this will distract from implementation of the
necessary policies required for continued increases in
prosperity.

Economic Projections for Current
Law and Administration Policies

The Administration forecast was finalized on
November 4, with data available as of that date. The
forecast informs the 2021 Budget and rests on the
central assumption of full implementation of all the
Administration’s policy proposals. The Administration’s
projections are reported in Table 2-1 and summarized
below. The current law forecast incorporates the TCJA,

passed in 2017, and previous Administration efforts to
remove unhelpful regulations, which has supported a
growth rate of GDP well above the rate forecasted by
CBO. Moreover, as can be seen, the enactment of addi-
tional Administration policies would contribute to even
higher growth rates of GDP, emphasizing the importance
of these policies to the American economy.

Real GDP—In early November, when the forecast was
finalized, the Administration projected that real GDP
growth would achieve a four-quarter percent change of
2.5 in 2019. The pace of growth is projected to increase to
3.1 percent in 2020 before declining slightly to 2.8 percent
at the end of the forecast window. The Administration is
building on the pro-growth impact of criminal justice am-
nesty, tax reform, opportunity zones, historic deregulation,
and a variety of trade deals. The enactment of additional
Administration policies, such as reducing the burden of
unnecessarily complex regulation, creating useful and
cost-efficient infrastructure, streamlining the immigra-
tion process, lowering barriers to trade, and increasing
labor force participation, are expected to improve the tra-
jectory of the U.S. economy and hit these high growth rate
targets.

Unemployment—As of November 2019, the unem-
ployment rate stood at 3.5 percent. The Administration
expects the unemployment rate to remain low as a re-
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Table 2-2. COMPARISON OF ECONOMIC ASSUMPTIONS IN THE 2020 AND 2021 BUDGETS

(Calendar Years)
2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029

Real GDP (Percent Change)':

2020 Budget Assumptions 3.1 3.2 3.1 3.0 3.0 3.0 3.0 2.9 2.8 2.8 2.8 2.8

2021 Budget Assumptions 25 25 3.1 3.0 3.0 3.0 3.0 29 28 2.8 2.8 28
GDP Price Index (Percent Change) :

2020 Budget ASSUMPLONS ......ccvvermrrerereennnne 2.1 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0

2021 Budget ASSUMPLONS ......ccvverrrerereennnns 2.3 1.8 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0
Consumer Price Index (All-Urban; Percent

Change)':

2020 Budget Assumptions 2.3 2.2 2.3 2.3 2.3 2.3 2.3 2.3 2.3 2.3 2.3 2.3

2021 Budget Assumptions 22 1.9 23 2.3 2.3 2.3 2.3 2.3 23 2.3 2.3 2.3
Civilian Unemployment Rate (Percent):

2020 Budget ASSUMPLONS ........cccovevvererrenenn. 39 36 36 37 39 4.0 4.1 42 42 42 42 42

2021 Budget ASSUMPLIONS .......coovereercereennene 3.9 3.7 35 3.6 3.8 4.0 4.0 4.0 4.0 4.0 4.0 4.0
91-Day Treasury Bill Rate (Percent)2:

2020 Budget ASsumptions .............cccoveveeenn. 1.9 2.7 3.1 3.2 3.2 3.1 3.0 3.0 3.0 3.0 3.0 3.0

2021 Budget ASSUMPLONS .......cooveevivrienirninns 1.9 2.1 1.4 15 15 1.6 1.7 2.0 22 24 25 25
10-Year Treasury Note Rate (Percent)2:

2020 Budget ASSUMPLONS ......coveeeeeienirninns 2.9 34 3.6 3.8 3.8 3.7 3.7 3.7 3.7 3.7 37 3.7

2021 Budget ASSUMPLONS ......cccovverrrerereenenns 29 22 2.0 2.2 25 27 3.0 3.1 3.1 3.1 32 32

19% Change 4Q
2 Calendar Year Average

sult of increasing business investment and higher real
GDP growth even as more people enter the labor force,
maintaining an average of 3.5 percent through 2020. As
technology becomes more pervasive and the population
becomes more mobile, with a 35 percent increase in mov-
ing for a new job between 2010-2011 and 2018-2019, the
rate of non-cyclical unemployment will decrease, with job
seekers matching with employers at an accelerated rate.

Interest Rates—The 91-day and 10-year Treasuries
are expected to continue to decline until 2020, at which
point they will rise to their forecasted long-term values
of 2.5 and 3.2 percent, respectively. Demand for a safe
haven and low economic growth rates worldwide have
generated increased purchases of U.S. Government debt
that will continue for the near future. The negative yields
in Europe and Japan make the relatively higher interest
rates in the U.S. attractive.

General Inflation—The Administration expects the
Consumer Price Index for all Urban Consumers (CPI-U)
to rise to 2.3 percent in 2020 (on a fourth quarter-over-
fourth quarter basis). Little to no inflation is preferable
to facilitate certainty about future costs for employers
and workers, which benefits overall economic activity
and avoids a deflationary spiral, in which no one wants to
spend money today because his or her dollar will be worth
more tomorrow.

Changes in Economic Assumptions from Last
Year’s Budget—Table 2-2 compares the Administration’s
forecast for the 2021 Budget with that from the 2020
Budget. Compared with the previous forecast, the
Administration expects future real output growth to be
essentially unchanged. Both forecasts are predicated on

the full implementation of the Administration’s policies
designed to boost productivity and labor force partici-
pation. The Administration’s expectations for inflation
differ little from the previous forecast. The forecast for
the unemployment rate is the first major deviation. The
Administration now expects a lower long-run rate of
unemployment, reflecting technological advances that
result in increased mobility and faster matching of job
seekers and employers, greater dynamism resulting from
opportunity zones, reduced occupational licensing and
worker training, and the rising value of labor generated
by increased investment. The 2021 Budget predicts lower
interest rates in the near term and longer term, as U.S.
debt continues to be in high demand because it is a safe
haven for savings amidst global turmoil.

The Current Law Economic Forecast—Chart 2-1
shows the importance of Administration policy to the
real GDP growth forecast. The current law forecast in-
corporates the TCJA, passed in 2017, and previous
Administration efforts to remove unhelpful regulations.
As can be seen, without the enactment of additional
Administration policies into law, the growth rate of GDP
will be substantially lower, emphasizing the importance
of these policies to the American economy.

Labor Market Policies—A key Administration la-
bor market policy is altering the current immigration
process into a simpler, merit-based system. Immigrants
will bring the most benefit to America when they possess
highly demanded skills and manifest strong labor force
participation.® Other labor market policies, such as work

8 George J. Borjas, 2019. “Immigration and Economic Growth,” NBER
Working Papers 25836, National Bureau of Economic Research, Inc.
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Chart 2-1. Forecast of Q4 over Q4 Growth Rate

Percent of Real GDP
3.3% 1
3.1%
2.9%
2.7%
2.5%
2.3%
2.1%
1.9% A

1.7% A

1.5%

CBO Forecast Prior to Election

Current CBO Forecast 2027-2029

——:+ Current Law Forecast*

=== Plus Labor Market and Deregulation Policies
— Plus Fiscal and Trade Policies

2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030

*Includes TCJA, Deregulation prior to 2020, Global Trade Environment, etc.

Sources: Bureau of Economic Analysis, Bureau of Labor Statistics, Department of
the Treasury, Office of Management and Budget, Council of Economic Advisors and

Congressional Budget Office.

Note: Forecast is based on information available as of November 4, 2019.

requirements for receiving social assistance, are also ex-
pected to improve labor force participation and output.
The estimates for the growth impact of labor market
policies are derived from the Administration’s internal
modeling.

Deregulation Policies—The Administration is con-
tinuing to declutter unnecessary and counter-productive
regulations. In addition, the Administration is setting a
high criterion for adding additional regulations, removing
an ongoing drag on economic growth. The Administration
has estimated that these policies have substantially im-
proved the economic growth rate.?

Trade Policies—The Administration is pursuing re-
ciprocal fair trade deals with a variety of partners, with the
eventual ambition of achieving free trade: a world of zero
tariffs, zero non-tariff barriers, and zero subsidies. A re-
duction of trade barriers will allow for robust competition,
greater productivity and improved consumer welfare. The
USMCA, KORUS, and US-JPN trade agreements are but
the first steps in a comprehensive overhaul of the existing
trade architecture. The shortcomings of previous systems
has limited the incredible gains achieved through recipro-
cal free trade.

Fiscal Policies—Enacting comprehensive infrastruc-
ture investment increases is a core fiscal policy of the
Administration. Using input estimates from a variety
of sourcesl®, the Administration evaluated the growth

9 The Council of Economic Advisers, 2019. “The Economic Effects of
Federal Deregulation since January 2017: An Interim Report.”

10 Pedro R.D. Bom and Jenny E. Ligthart. 2014. “What Have We
Learned From Three Decades Of Research On The Productivity Of Pub-
lic Capital?,” Journal of Economic Surveys, Wiley Blackwell, vol. 28(5),
pages 889-916, December. Congressional Budget Office, 2016. “The
Macroeconomic and Budgetary Effects of Federal Investment.” Jeffrey
M. Stupak, 2018. “Economic Impact of Infrastructure Investment,” Con-

impacts of the Administration’s proposed infrastructure
investment increase. After 2025, the Administration also
forecasts an extension of those TCJA provisions that will
benefit economic growth, encourage physical investment
and improve productivity and wages.

The President’s Budget calls for a reduction in
Government outlays compared with the baseline over
the next decade. Recent research!! has shown that a plan
based around reducing outlays assists fiscal stabilization
via a positive impact on output growth, as confidence in
the Government’s fiscal path increases and uncertainty
about future tax increases is dispelled. In addition, there
will be a reduction in the cost of debt financing brought
about by a decline in the perceived risk of holding
Government bonds. Currently there is a low risk premi-
um, as the Federal Government is perceived as a reliable
borrower. That can change if the United States continues
to spend more than it taxes indefinitely. In addition, elim-
inating deficit spending could curtail the trade deficit, as
if there is a reduction in U.S. debt available for purchase
in the capital account (the transfer of asset ownership),
the current account (the transfer of goods and services)
may reach balance.

Comparison with Other Forecasts

For some additional perspective on the Administration’s
forecast, this section compares it with forecasts prepared
at the same time by the CBO, the Federal Open Market
Committee of the Federal Reserve (FOMC), and the Blue

gressional Research Service.

11 Alberto Alesina, Carlo Favero, and Francesco Giavazzi, 2019. “Aus-
terity: When It Works and When It Doesn’t,” Princeton; Oxford: Princ-
eton University Press.
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Table 2-3. COMPARISON OF ECONOMIC ASSUMPTIONS

(Calendar Years)
2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030

Real GDP (Year-over-Year, Percent Change):

2021 BUAGEE ...ovvcevreieceteeieereeienesni e 24 2.8 3.1 3.0 3.0 3.0 3.0 2.9 2.8 2.8 2.8 2.8

CBO o 2.6 2.1 1.8 1.7 1.7 1.7 1.8 1.7 1.8 1.8 1.8 N/A

T 07 O 2.3 1.7 1.8 1.9 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0

Federal RESEIVE? .........cooovvvveivenerveienessieesnssienns 2.2 2.0 1.9 1.8 1.9 1.9 1.9 1.9 1.9 1.9 1.9 1.9
Consumer Price Index (All-Urban, Percent

Change):

2021 BUAGEL ..o 1.9 2.3 2.3 2.3 2.3 23 2.3 2.3 2.3 2.3 2.3 2.3

CBO oo 1.9 24 2.5 25 24 2.4 2.3 23 2.3 2.3 23 N/A

BIUE ChIP T ooveeeeeeeeeee e 1.8 2.1 2.1 2.2 22 2.2 2.2 22 2.2 2.2 22 2.2

Federal ReSErve3 ........oooveveeiimnnrereeeessnnee 1.8 1.9 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0
Civilian Unemployment Rate (Percent):

2021 BUAGEL ...ooveveveeieceieneereeeesesniessieeis 37 35 36 3.8 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0

CBO o 37 37 39 42 45 47 47 48 47 47 46 N/A

BIUE CHID T e 37 37 4.0 4.1 4.1 4.1 4.1 4.1 4.1 4.1 4.1 4.1

Federal RESEIVE?2 .........cooovvvveveeereeieeeeveeeenerie 3.7 3.7 3.8 3.9 42 42 42 42 42 42 42 42
Interest Rates:
91-Day Treasury Bills (Discount Basis, Percent):

2021 BUAGEL ..ot 2.1 14 1.5 15 1.6 1.7 2.0 22 2.4 25 25 25

CBO ot 22 2.1 23 2.3 2.3 24 2.4 24 25 25 25 N/A

BIUE ChID T e 2.1 1.5 1.7 2.0 2.1 22 2.3 24 24 2.4 24 24
10-Year Treasury Notes (Percent):

2021 Budget .. 22 2.0 22 25 2.7 3.0 3.1 3.1 3.1 32 32 32

(0721 J— 2.3 2.2 2.5 2.9 3.0 3.1 3.1 3.1 3.2 3.2 3.2 N/A

Blue Chip' . 2.1 1.8 2.2 2.6 2.8 2.9 3.0 3.1 3.1 3.1 3.1 3.1

Sources: Administration; CBO, The Budget and Economic Outlook: 2019 to 2029, August 2019; October 2019 Blue Chip Economic Indicators, Aspen Publishers, Inc.; Federal Reserve

Open Market Committee, September 18, 2019
12026-2030 are 5 year averages
2 Median Projection
3 PCE Inflation
N/A = Not Available

Chip panel of private-sector forecasters. There are im-
portant differences that must inform such a comparison.

The most important difference between these fore-
casts is that they make different assumptions about the
implementation of the Administration’s policies. As al-
ready noted, the Administration’s forecast assumes full
implementation of these proposals. At the opposite end
of the spectrum, CBO produces a forecast that assumes
no changes to current law. It is not clear to what extent
FOMC participants and Blue Chip panelists incorporate
policy implementation in their respective outlooks. The
Blue Chip panel, in particular, compiles a large number
of private-sector forecasts, which are marked by consider-
able heterogeneity across individual forecasters and their
policy expectations.

A second difference is the publication dates of the
various forecasts. While the forecast published by the
Administration is based on data available in November,
the Blue Chip long-term forecast is based on their October
Survey, the FOMC projections were released in September,
and the CBO forecast was published in August.

In spite of these differences, the forecasts share several
attributes. All of them project a further short-run pla-
teau in the unemployment rate, followed by a rise back
toward a rate consistent with long-term labor market fun-
damentals. They all forecast a rise in inflation, followed
by a stable path at its long-run rate. Finally, they all fore-
see a gradual rise in interest rates over the course of the
forecast horizon. What separates the Administration’s
forecast is its views on real output growth. See Table 2-3
for a comparison.

Real GDP—The Administration forecasts a higher
path for real GDP growth compared with the CBO, FOMC,
and Blue Chip forecasts throughout the forecast period,
with a year-over-year growth rate 0.7 p.p faster than
the next fastest forecast in 2020 and 0.8 p.p. faster than
the next fastest forecast at the end of the forecast win-
dow. This reflects the Administration’s expectation of full
implementation of its policy proposals, while other fore-
casters vary in their outlooks regarding implementation
of these policies. The CBO in particular is constrained to
assume a continuation of current law in its forecast.
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Unemployment—On the unemployment rate, the
Administration’s expectations are largely aligned
with those of the other forecasters. Along with the
Administration, all forecasters expect unemployment to
remain below 4.0 in 2020. After 2020, all forecasters proj-
ect a gradual uptick in the unemployment rate to their
respective estimates of the long-term rate (4.0 percent for
the Administration, 4.6 percent for the CBO, 4.2 percent
for the FOMC, and 4.1 percent for the Blue Chip panel).

Interest Rates—The Administration’s 91-day interest
rate forecast is lower than other forecasts for 2022-2025.
Another deviation of note is the CBO’s 2020-2022 forecast
for 91-day Treasury Bills, which is higher than Blue Chip
and the Administration’s forecasts. For both short- and
long-term rates, all forecasters agree that they will tend to
gradually rise, the Treasury bill rate is expected to rise to
a steady-state level of around 2.5 percent and the 10-year
Treasury note yield is expected to lie around 3.2 percent.

General Inflation—Expectations for inflation are
similar across the Administration, the CBO, and the Blue
Chip. The Blue Chip Panel expects a CPI-U inflation rate
of 2.2 percent in the long run, while the Administration
and CBO expect a 2.3 percent long-run rate. The Federal
Reserve predicts it will hit its target of 2.0 percent for
Personal Consumption Expenditure (PCE) inflation, which
tends to be lower than inflation measured by the CPI-U.

Sensitivity of the Budget to Economic Assumptions

Federal spending and tax collections are heavily influ-
enced by developments in the economy. Tax receipts are
a function of growth in incomes for households and firms.
Spending on social assistance programs may rise when
the economy enters a downturn, while increases in nomi-
nal spending on Social Security and other programs are
dependent on consumer price inflation. A robust set of
projections for macroeconomic variables assists in Budget
planning, but unexpected developments in the economy
have ripple effects for Federal spending and receipts. This
section seeks to provide an understanding of the magni-
tude of the effects that unforeseen changes in the economy
can have on the Budget.

To make these assessments, the Administration relies
on a set of heuristics that can predict how certain spend-
ing and receipt categories will react to a change in a given
subset of macroeconomic variables, holding almost every-
thing else constant. These provide a sense of the broad
changes one would expect after a given development, but
they cannot anticipate how policy makers would react and
potentially change course in such an event. For example,
if the economy were to suffer an unexpected recession,
tax receipts would decline and spending on programs
such as unemployment insurance would go up. In such a
situation, however, policy makers might cut tax rates to
stimulate the economy, leading to secondary and tertiary
changes that are difficult to predict.

Another caveat is that it is often unrealistic to suppose
that one macroeconomic variable might change while
others would remain constant. Most macroeconomic
variables interact with each other in complex and subtle

ways. These are important considerations to bear in mind
when examining Table 2-4.
For real GDP growth and employment:

® The first panel in the table illustrates the effect on
the deficit resulting from a one percentage point
reduction in real GDP growth, relative to the Ad-
ministration’s forecast, in 2020 that is followed by
a subsequent recovery in 2021 and 2022. The un-
employment rate is assumed to be half a percentage
point higher in 2020 before returning to the baseline
level in 2021 and 2022.

® The next panel in the table reports the effect of a re-
duction of one percentage point in real GDP growth
in 2020 that is not subsequently made up by faster
growth in 2021 and 2022. Consistent with this out-
put path, the rate of unemployment is assumed to
rise by half a percentage point relative to that as-
sumed in the Administration’s forecasts.

® The third panel in the table shows the impact of
a GDP growth rate that is permanently reduced
by one percentage point, while the unemployment
rate is not affected. This is the sort of situation that
would arise if, for example, the economy were hit by
a permanent decline in productivity growth.

For inflation and interest rates:

® The fourth panel in Table 2-4 shows the effect on the
Budget in the case of a one percentage point higher
rate of inflation and a one percentage point higher
nominal interest rate in 2020. Both inflation and in-
terest rates return to their assumed levels in 2021.
This would result in a permanently higher price
level and nominal GDP level over the course of the
forecast horizon.

® The fifth panel in the table illustrates the effects on
the Budget deficit of a one percentage point higher
inflation rate and interest rate than projected in ev-
ery year of the forecast.

® The sixth panel reports the effect on the deficit re-
sulting from an increase in interest rates in every
year of the forecast, with no accompanying increase
in inflation.

® The seventh panel in the table reports the effect on
the Budget deficit of a one percentage point higher
inflation rate than projected in every year of the
forecast window, while the interest rate remains as
forecast.

® Finally, the table shows the effect on the Budget
deficit if the Federal Government were to borrow an
additional $100 billion in 2020, while all of the other
projections remain constant.

® These simple approximations that inform the sensi-
tivity analysis are symmetric. This means that the
effect of, for example, a one percentage point higher
rate of growth over the forecast horizon would be of
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Table 2-4. SENSITIVITY OF THE BUDGET TO ECONOMIC ASSUMPTIONS

(Fiscal Years; In Billions of Dollars)

Total of Budget
Budget Effect Effects: 2020-
2020 | 2021 | 2022 | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030 2030
Real Growth and Employment:
Budgetary effects of 1 percentage point lower real GDP
growth:
(1) For calendar year 2020 only, with real GDP recovery
in 2021-2030:
RECEIPES oot -156| -245| -124| -19 0.2 0.2 0.2 0.2 0.2 0.2 0.2 -53.1
OUHAYS oo 99| 202 9.0 1.8 1.6 1.9 2.1 2.3 25 2.6 27 56.6
Increase in defiCit (+) «ovvvereeereererrireireseseseessisnienens 25.5 447 21.5 3.6 1.4 1.7 2.0 2.1 23 24 2.5 109.8
(2) For calendar year 2020 only, with no subsequent
recovery:!
RECEIPES ..o -156| -326| -38.1| -40.1| -422| -443| -468| -49.1| -513] -537| -56.2 -470.2
Outlays ....... 99| 246| 250/ 255| 267 287 31.9] 354| 387 425 463 335.4
Increase in defiCit (+) .oveveererereeereiieieiseseseesisnieene 255 57.1 63.1 65.7 69.0 73.1 78.7 84.5 90.1 96.3| 102.5 805.5
(3) Sustained during 2020-2030, with no change in
unemployment:
Receipts -156| -48.6| -89.0| -133.4| —181.9| —234.2| -292.8| -354.7| —420.1| —490.5| -565.9 -2,826.6
Outlays 0.0 0.2 0.9 2.4 4.0 6.9 11.0 16.9 23.6 31.3 40.0 137.2
Increase in defiCit (+) v 15.6 48.8 90.0/ 135.9| 185.9| 241.0/ 303.8| 371.5| 4436 521.7| 6059 2,963.8
Inflation and Interest Rates:
Budgetary effects of 1 percentage point higher rate of:
(4) Inflation and interest rates during calendar year
2020 only:
Receipts .. 16.8| 328| 347 351 36.9| 387 408 428 447| 468 489 418.9
OUHAYS oo 39.6| 63.0] 49.8| 489| 474| 486| 477 488| 494| 502| 522 545.5
Increase in defiCit (+) ... 228/ 302 151 138/ 105 9.9 6.8 6.0 46 3.4 34 126.6
(5) Inflation and interest rates, sustained during
2020-2030:
Receipts 16.8| 50.4| 88.4| 129.3| 1745| 224.0( 280.1| 340.0| 404.1| 474.0| 549.8 2,731.4
Outlays 38.5| 108.5| 170.8] 231.6| 288.7| 352.3| 4165 484.6| 564.1] 627.6| 7145 3,997.9
Increase in defiCit (+) ..o 21.8| 58.1| 824| 102.3| 1143 128.3| 1365 1446 160.0/ 153.6| 164.7 1,266.5
(6) Interest rates only, sustained during 2020-2030:
Receipts 1.3 2.8 34 3.6 3.8 41 4.4 4.7 5.0 5.3 55 43.8
Outlays 24.8 705 104.5] 133.7| 158.3| 182.0] 203.3| 223.8] 242.2| 260.3] 276.2 1,879.7
Increase in defiCit (+) .. 235 67.7| 101.1| 130.1| 1545 178.0/ 198.9| 219.0/ 237.2| 255.0| 270.7 1,835.9
(7) Inflation only, sustained during 2020-2030:
Receipts 15.4| 476| 849 1256 1705| 219.7| 275.4| 3349 398.7| 468.3| 5437 2,684.8
Outlays 13.6 37.8 66.2 97.9| 131.0) 171.3] 2150/ 263.6| 325.7| 3722| 4446 2,138.8
Decrease in AefiCit (=) .vvoveeeeeeeeerereiieerereseeciseieie -1.8 -9.8| -188| -27.6| -39.5| -484| -60.4| -71.3] -73.0/ -96.1| -99.2 -545.9
Interest Cost of Higher Federal Borrowing:
(8) Outlay effect of 100 billion increase in borrowing in
2020 0.8 1.5 1.6 1.7 1.9 22 25 2.8 3.0 3.1 32 24.3

The unemployment rate is assumed to be 0.5 percentage point higher per 1 percent shortfall in the level of real GDP.

the same magnitude as a one percentage point re-

duction in growth, though with the opposite sign.

Forecast Errors for Growth,
Inflation, and Interest Rates

As with any forecast, the Administration’s projections
will not be fully accurate. It is impossible to foresee ev-
ery eventuality over a one-year horizon, much less ten

or more years. This section evaluates the historical ac-
curacy of the past administration forecasts for real GDP
growth, inflation, and short-term interest rates from 2002
to present day, especially as compared with the accuracy
of forecasts produced by the CBO or Blue Chip panel. For
this exercise, forecasts produced by all three entities are
compared with realized values of these variables.

The results of this exercise are reported in Table 2-5 and
contain three different measures of accuracy. The first is
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Table 2-5. FORECAST ERRORS, 2002-PRESENT

REAL GDP ERRORS

2-Year Average Annual Real GDP Growth Administration CBO Blue Chip
MEAN EITOT ...t 0.9 0.5 0.1
Mean Absolute Error 1.0 0.8 0.3
R00t MEAN SQUAIE EITOF ...ttt 1.5 1.3 0.4

6-Year Average Annual Real GDP Growth
MEBEAN ETTON ...ttt 1.2 1.0 0.6
Mean Absolute Error 1.3 1.3 0.8
R0Ot MEaN SQUAIE EITOT ..ottt 1.9 1.9 1.4

INFLATION ERRORS

2-Year Average Annual Change in the Consumer Price Index Administration CBO Blue Chip
MEBEAN ETTOF ...ttt -0.1 0.1 0.0
Mean Absolute Error 0.7 0.5 0.1
R00t Mean SQUAre EITOr ...t 1.0 0.8 0.1

6-Year Average Annual Change in the Consumer Price Index
MBAN ETTON ...ttt 0.1 -0.0 0.2
Mean Absolute Error 0.8 0.7 0.6
R00t MEaN SQUAIE EITOF .......ooieiiiiiiiiietisetsissi st 1.1 1.0 0.9

INTEREST RATE ERRORS

2-Year Average 91-Day Treasury Bill Rate Administration CBO Blue Chip
Mean Error ............ 0.7 0.6 0.0
Mean Absolute Error ...... 0.9 0.7 0.1
R0t MEAN SQUATE EITOT ....vvviieiieieeieieieicee sttt 14 1.3 0.1

6-Year Average 91-Day Treasury Bill Rate
Mean Error ............ 1.8 1.5 1.0
Mean Absolute Error ...... 2.0 1.6 1.1
R00t MEaN SQUAIE EITOI ...ttt s 2.5 2.5 1.8

the average forecast error. When a forecaster has an aver-
age forecast error of zero, it may be said that the forecast
has historically been unbiased, in the sense that realized
values of the variables have not been systematically above
or below the forecasted value. The second is the average
absolute value of the forecast error, which offers a sense of
the magnitude of errors. Even if the past forecast errors
average to zero, the errors may have been of a very large
magnitude, with both positive and negative values. Finally,
the table reports the square root of the mean of squared
forecast error (RMSE). This metric applies a harsher pen-
alty to forecasts showing large errors. The table reports
these measures of accuracy at both the 2-year and the
6-year horizons, thus evaluating the relative success of dif-
ferent forecasts in the short run and in the medium term.

Past administrations have forecast 2-year higher
growth and interest rates then were actually realized
by 0.9 p.p. and 0.7 p.p. respectively. This is related to the
assumption detailed above - that all administration poli-
cies are enacted - which has not always been the case.
The 2-year forecast error for inflation is smaller, -0.1 p.p.,
and has a slightly negative bias, and is in line with other
forecasts.

Uncertainty and the Deficit Projections

This section assesses the accuracy of past Budget fore-
casts for the deficit or surplus, measured at different time
horizons. The results of this exercise are reported in Table
2-6, where the average error, the average absolute error,
and the RMSE are reported.

In the table, a negative number means that the Federal
Government ran a greater surplus than was expected,
while a positive number in the table indicates a smaller
surplus or a larger deficit. In the current year in which
the Budget is published, the Administration has tended
to understate the surplus (or, equivalently, overstate
the deficit) by —0.7 percent of GDP. For the budget year,
however, the historical pattern has been for the Budget
deficit to be larger than the administration expected by
0.2 percent of GDP.!2 One possible reason for this is that
past administrations’ policy proposals have not all been
implemented. The forecast errors tend to grow with the
time horizon, which is not surprising given that there is
much greater uncertainty in the medium run about both
the macroeconomic situation and the specific details of
policy enactments.

12 Additionally, CBO has on average underestimated the deficit in
their forecasts.
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Table 2-6. DIFFERENCES BETWEEN ESTIMATED AND ACTUAL SURPLUSES
OR DEFICITS FOR FIVE-YEAR BUDGET ESTIMATES SINCE 1985
(As a Percent of GDP)

Estimate for Budget Year Plus:
Current Year Budget Year One Year Two Years Three Years Four Years
Estimate Estimate (BY +1) (BY +2) (BY +3) (BY +4)
Mean Error ... -0.7 0.2 1.1 1.6 2.0 2.3
Mean Absolute Error ... 1.0 1.3 2.1 2.6 3.1 3.4
Root Mean Squared Efror .......cccovvivnen. 1.2 1.9 2.9 3.5 3.8 4.0

It is possible to construct a probabilistic range of out-
comes for the deficit. This is accomplished by taking the
RMSE of previous forecast errors and assuming that
these errors are drawn from a normal distribution. This
exercise is undertaken at every forecast horizon from the
current Budget year to five years into the future. Chart
2-2 displays the projected range of possible deficits. In the
chart, the middle line represents the Administration’s ex-
pected Budget balance and represents the 50th percentile

outcome. The rest of the lines in the chart may be read
in the following fashion. The top line reports the 95th
percentile of the distribution of outcomes over 2020 to
2025, meaning that there is a 95 percent probability that
the actual balance in those years will be more negative
than expressed by the line. Similarly, there is a 95 percent
probability that the balance will be more positive than
suggested by the bottom line in the chart.

Chart 2-2. Range of Uncertainty for the

Percent of GDP
54 — Deficit Forecast 5th Percentile
= - -10th Percentile —— 25th Percentile
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2023 2024 2025






3. LONG-TERM BUDGET OUTLOOK

The 2021 President’s Budget improves the Federal
Government’s long-term fiscal picture by responsi-
bly controlling spending and increasing efficiencies
Government-wide. This chapter demonstrates the posi-
tive impact of the Administration’s policies by comparing
long-term budget forecasts under current policy (baseline
projections) with forecasts based on the 2021 Budget pro-
posals (policy projections). Baseline projections indicate
that the deficit and debt held by the public will continue
at elevated levels beyond the 10-year window. Conversely,
policy projections indicate that enacting the Budget’s pro-
posed reforms could reduce deficits and publicly held debt
as a percentage of GDP.

Chart 3-1 shows the path of debt as a percent of GDP
under continuation of current policy, without the proposed
changes in the President’s Budget, as well as the debt
trajectory under the President’s policies. Under current
policy, the ratio of debt to GDP is about the same in 2020
(80.5 percent) as in 2030 (80.4 percent). In contrast, the
debt ratio is projected to be 66.1 percent in 2030 under
the proposed policy changes. By the end of the 25-year
horizon, there is a notable difference in the debt bur-
den—68.4 percent of GDP under current policy compared
to 23.3 percent of GDP under Budget policy. The savings
proposed by the Administration from 2021-2030 are a
significant down payment toward reducing the debt and
reaching a balanced budget by 2035.

The projections in this chapter are highly uncer-
tain. Small changes in economic or other assumptions
can cause large differences to the results, especially for
projections over longer horizons. For instance, the 2018

Chart 3-1. Comparison
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Financial Report of the U.S. Government presents long-
run projections using different assumptions.!
The chapter is organized as follows:

® The first section details the assumptions used to
create the baseline projections and analyzes the
long-term implications of leaving current policies in
place. This forecast serves as a point of comparison
against the proposals in the 2021 Budget in the sec-
ond section.

The second section demonstrates how the Admin-
istration’s policies will alter the current trajectory
of the Federal budget by reducing deficits and debt,
and balancing the budget by 2035 under a long-term
term extension of the Budget’s policies.

The third section discusses alternative assumptions
about the evolution of key variables and uncertain-
ties in the resulting projections.

The fourth section discusses the actuarial projec-
tions for Social Security and Medicare.

The appendix provides further detail on data sourc-
es, assumptions, and other methods for estimation.

Long-Run Projections under
Continuation of Current Policies

For the 10-year budget window, the Administration pro-
duces both baseline projections, which show how deficits
and debt would evolve under current policies, and projec-

IAvailable here:
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tions showing the impact of proposed policy changes. Like
the budget baseline more generally, long-term projections
should provide policymakers with information about the
Nation’s expected fiscal trajectory in the absence of spend-
ing and tax changes. Consistent with the methodology
used in the 2018 and 2019 Budgets, the 2021 long term
extension uses separate economic assumptions for base-
line and policy projections to ensure the policy projections
account for the anticipated economic feedback resulting
from proposed Administration policies. For more informa-
tion about the baseline and policy economic assumptions,
see Chapter 2, “Economic Assumptions and Overview.”

The baseline long-term projections assume that current
policy continues for Social Security, Medicare, Medicaid,
other mandatory programs, and revenues.? Projections
for all mandatory programs maintain consistency with
other Federal agency projections, and grow at an average
annual nominal rate of about 5 percent from 2021-2045.
For discretionary spending, it is less clear how to proj-
ect a continuation of current policy. After the expiration
of the statutory caps in 2021, both the Administration’s
and CBO’s 10-year baselines assume that discretionary
funding levels generally grow slightly above the rate of
inflation (about 2.4 percent per year) per statutory base-
line rules. Thereafter, the baseline long-run projections
assume that per-person discretionary funding remains
constant.

Over the next 10 years, debt in the baseline projections
rises from 80.5 percent of GDP in 2020 to 81.1 percent of
GDP in 2025 and then falls back to 80.4 percent of GDP
in 2030. Beyond the 10-year horizon, debt continues to de-
crease slowly, reaching 68.4 percent of GDP by 2045, the
end of the 25-year projection window. As discussed in the
“Economic Assumptions and Overview” chapter, elevated
levels of debt that are higher than the historical postwar
average of 45 percent of GDP could pose a risk to eco-
nomic growth.

Implementation of Administration policies.—
The baseline reflects the implementation of some
Administration policies, such as the TCJA and deregula-
tion efforts, which improve the economic outlook in the
25-year window. Regulatory burden reductions and per-
manent corporate income tax cuts, along with other tax
reforms in the TCJA, have promoted job creation and will
help partially offset the effects of rapid healthcare cost
growth.

Aging Population.—In the past several years, an
aging population has put significant pressure on the
Budget. Consistent with the demographic assumptions in
the 2019 Medicare and Social Security Trustees’ reports,
U.S. population growth slows during the 25-year window
while baby boomers retire through the mid-2030s. This

2 The long-run baseline projections are consistent with the Budget’s
baseline concept, which is explained in more detail in Chapter 21, “Cur-
rent Services Estimates,” in this volume. The projections assume exten-
sion of the individual income tax and estate tax provisions of the Tax
Cuts and Jobs Act beyond their expiration in 2025, and also assume full
payment of scheduled Social Security and Medicare benefits without re-
gard to the projected depletion of the trust funds for these programs. Ad-
ditional baseline assumptions beyond the 10-year window are detailed
in the appendix to this chapter.

slowdown drove baseline projections in past Budgets, as
Social Security costs relative to GDP grew. Social Security
costs relative to GDP have plateaued in baseline projec-
tions, and no longer contribute significantly to changes in
the debt-to-GDP ratio over the 25-year window.

Health Costs.—Healthcare costs per capita have
risen much faster than per-capita GDP growth for de-
cades, thus requiring both public and private spending on
healthcare to increase as a share of the economy. While in
recent years spending per enrollee has grown roughly in
line with, or more slowly than, per-capita GDP in both the
public and private sectors, this slower per-enrollee growth
is not projected to continue.

Based on projections of Medicare enrollment and expen-
ditures included in the 2019 Medicare Trustees Report,
the projections here assume that Medicare per-beneficia-
ry spending growth will increase, with the growth rate
averaging about 1.0 percentage point above the growth
rate of GDP over the next 25 years. (This average growth
rate is still below the historical average for the last 25
years.)

Revenues and Discretionary Spending.—The
increase in revenues as a percent of GDP occurs primar-
ily because individuals’ real, inflation-adjusted incomes
grow over time, and so a portion of their income falls into
higher tax brackets. (Bracket thresholds are indexed for
inflation but do not grow in real terms.) This restrains
deficits relative to GDP, partially offsetting the pressure
from increases in spending for health programs.

The Impact of 2021 Budget Policies on
the Long-Term Fiscal Outlook

The impact of the 2021 Budget is projected using
economic assumptions that account for the economic
feedback of the Administration’s policies. In addition to
successfully negotiated free trade agreements, the poli-
cy economic assumptions assume full achievement of
the Administration’s policy agenda with respect to de-
regulation, infrastructure, fiscal consolidation, and labor
market policies designed to incentivize higher labor force
participation.

To show the long-term effects of implementing new
policies, expenditures and revenues are extended through
the 25-year timeframe. The President’s 2021 Budget
proposals reduce deficits by decreasing non-defense dis-
cretionary and mandatory spending over the next 10 years
while protecting or increasing funding for border security,
addressing the opioid crisis, law enforcement, childcare,
veterans’ healthcare, infrastructure, and workforce de-
velopment. Beyond the 10-year window, most categories
of mandatory spending grow at the same rates as under
the baseline projections, discretionary outlays grow with
inflation and population, and revenues continue to rise
as the result of a growing economy. Details about the as-
sumptions are available in the appendix.

As shown in Chart 3-2, 2021 Budget policies reduce the
deficit to 0.7 percent of GDP by 2030 and ultimately lead
to a balanced budget by 2035. At the end of the 25-year
horizon, the debt ratio would be the lowest since before
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Chart 3-2. Comparison of Annual Surplus/Deficit
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1981, representing significant progress in reducing the
Federal debt burden.

One way to quantify the size of the Nation’s long-term
fiscal challenges is to determine the size of the increase
in taxes or reduction in non-interest spending needed
to reach a target debt-to-GDP ratio over a given period.
There is no one optimal debt ratio, but one illustrative
target is reaching the average postwar debt ratio of 45
percent. Policy adjustments of about 1.3 percent of GDP
would steer the debt ratio to the postwar average by the
end of the 25-year horizon. In comparison, the President’s
Budget policies are projected to decrease the debt ratio
within the 10-year window and reduce it to the postwar
average by 2039, more than satisfying the definition of
fiscal sustainability as a declining debt-to-GDP ratio over
the long term.

The Budget achieves these fiscal goals through pro-
moting economic growth and security while improving
the efficiency of the Federal Government. For example,
the President’s Budget includes the economic benefits of
a more expansive trade deal with China while continu-
ing reductions of regulatory burden will promote job
creation and extending tax reform will allow families to
keep more of their earnings. In addition, the Budget pro-
poses streamlining Medicare to make it a better deal for
seniors and the Government. Eliminating fraud, waste,
and abuse from Medicare contributes to a lower debt and
deficit in the long run.

Uncertainty and Alternative Assumptions

Future budget outcomes depend on a host of unknowns:
changing economic conditions, unforeseen international
developments, unexpected demographic shifts, and un-
predictable technological advances. The longer budget
projections are extended, the more the uncertainties
increase. These uncertainties make even accurate short-
run budget forecasting quite difficult. For example, the
Budget’s projection of the deficit in five years is 1.9 per-
cent of GDP, but a distribution of probable outcomes

2020

2030 2040

ranges from a deficit of 7.0 percent of GDP to a surplus
of 3.3 percent of GDP, at the 10th and 90th percentiles,
respectively. Results from the following alternatives are
presented in Table 3-1.

Productivity and Interest Rates.—The rate of
future productivity growth has a major effect on the long-
run budget outlook (see Chart 3-3). Higher productivity
growth improves the budget outlook, because it adds di-
rectly to the growth of the major tax bases while having
a smaller effect on outlay growth. Productivity growth is
also highly uncertain. For much of the last century, output
per hour in nonfarm business grew at an average rate of
around 2.2 percent per year, but there were long periods of
sustained productivity growth at notably higher and lower
rates than the long-term average. The base case long-run
projections assume that real GDP per hour worked will
grow at an average annual rate of 2.3 percent per year
and assume interest rates on 10-year Treasury securities
of 3.2 percent. The alternative scenarios illustrate the
effect of raising and lowering the projected productivity
growth rate by 0.25 percentage point and changing in-
terest rates commensurately. At the end of the 25-year

Table 3-1. 25-YEAR DEBT PROJECTIONS UNDER
ALTERNATIVE BUDGET SCENARIOS
(Percent of GDP)

2021 BUAGEL PONICY ....evveeciiieirieeieeeiercee s 23.3
Health:

Excess cost growth averages 1.5% ..o 39.7
Discretionary Outlays:

GIOW With GDP ..ot 29.2
Revenues:

Revenues steady as a share of GDP, with bracket Creep ... 27.0

Productivity and Interest: '
Productivity grows by 0.25 percentage point per year faster than the base
CASE ovuereristisris bbb 9.4

Productivity grows by 0.25 percentage point per year slower than the base

CASE tvovveeeeeeseeseseeseseesesseses et as et s ettt ettt 41.6

TInterest rates adjust commensurately with increases or decreases in productivity.
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Chart 3-3. Alternative Productivity and Interest Assumptions
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horizon, the public debt ranges from 9.4 percent of GDP
in the high productivity scenario to 41.6 percent of GDP
in the low productivity scenario. This variation highlights
the importance of investment and smart tax policy, which
can contribute to higher productivity.

Health Spending.—Healthcare cost growth rep-
resents another major source of uncertainty in the
long-term budget projections. As noted above, the base-
line projections follow the Medicare Trustees in assuming
that Medicare per-beneficiary costs grow an average of
about 1.0 percentage point faster than GDP growth over
the next 25 years. However, in the past, especially prior to
1990, healthcare costs grew even more rapidly. Over the
last few years, per-enrollee healthcare costs have grown
roughly in line with or more slowly than GDP, with par-
ticularly slow growth in Medicare and Medicaid.

Chart 3-4 shows the large impacts that faster health-
care cost growth would have on the budget. If healthcare
cost growth averaged 1.5 percentage points faster than
GDP growth, the debt ratio in 25 years would increase

2030 2040

from 23.3 percent of GDP under the base case Budget
policy to 39.7 percent of GDP.

Policy Assumptions.—As evident from the discussion
of the 2021 Budget proposals, policy choices will also have
a large impact on long-term budget deficits and debt. The
base case policy projections for discretionary spending as-
sumes that after 2030, discretionary outlays grow with
inflation and population (see Chart 3-5). An alternative
assumption is to grow discretionary spending with GDP
only. At the end of the 25-year horizon, the debt ratio
ranges from 23.3 percent of GDP in the base case to 29.2
percent of GDP if discretionary spending grows with GDP.

In the base case policy projections, revenues gradually
increase with rising real incomes. Chart 3-6 shows an
alternative receipts assumption in which receipts remain
a constant percent of GDP after the budget window. At
the end of the 25-year horizon, the debt ratio increases
from 23.3 percent of GDP in the base case to 27.0 percent
of GDP in the alternative case.

Chart 3-4. Alternative Health Care Costs
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Chart 3-5. Alternative Discretionary Assumptions
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Finally, Chart 3-7 shows how uncertainties compound
over the forecast horizon. As the chart shows, under the
base case Budget policy projections, debt declines to 23.3
percent of GDP in 2045. Alternatively, assuming a combi-
nation of slower productivity growth and faster healthcare
cost growth results in less debt reduction, with the debt
ratio reaching 59.0 percent by the end of the window.
Meanwhile, assuming a combination of higher productiv-
ity growth and slower healthcare cost growth results in
the debt ratio reaching 4.4 percent in 2045.

Despite considerable uncertainties, long-term pro-
jections are helpful in highlighting some of the budget
challenges on the horizon, especially the impact of health-
care costs. In addition, the wide range of the projections
highlight the need for policy awareness of key drivers of
future budgetary costs and potential action to address
them.

2020

2030 2040
Actuarial Projections for Social
Security and Medicare

While the Administration’s long-run projections fo-
cus on the unified budget outlook, Social Security and
Medicare Hospital Insurance benefits are paid out of
trust funds financed by dedicated payroll tax revenues.
Projected trust fund revenues fall short of the levels nec-
essary to finance projected benefits over the next 75 years.

The Social Security and Medicare Trustees’ reports
feature the actuarial balance of the trust funds as a sum-
mary measure of their financial status. For each trust
fund, the balance is calculated as the change in receipts
or program benefits (expressed as a percentage of taxable
payroll) that would be needed to preserve a small positive
balance in the trust fund at the end of a specified time pe-
riod. The estimates cover periods ranging in length from
25 to 75 years.

Under the Medicare Modernization Act (MMA) of
2003, the Medicare Trustees must issue a “warning”

Chart 3-6. Alternative Revenue Assumptions
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Chart 3-7. Long Term Uncertainties
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when two consecutive Trustees’ reports project that the
share of Medicare funded by general revenues will exceed
45 percent in the current year or any of the subsequent
six years. Like the 2017 and 2018 Trustees’ Report,
the 2019 Trustees’ Report made a determination of ex-
cess revenues and therefore issued a Medicare funding
warning. The MMA requires that, because a Medicare
funding warning has been issued, the President submit
proposed legislation responding to that warning, within
15 days of submitting the Budget. In accordance with the
Recommendations Clause of the Constitution and as the
Executive Branch has noted in prior years, the Executive
Branch considers a requirement to propose specific legis-
lation to be advisory.

Table 3-2 shows the projected income rate, cost rate,
and annual balance for the Medicare HI and combined
OASDI trust funds at selected dates under the Trustees’
intermediate assumptions in the 2019 reports. There is a
continued imbalance in the long-run projections of the HI

2020

2030 2040

program due to demographic trends and continued high
per-person costs. According to the 2019 Trustees’ report
the HI trust fund is projected to become insolvent in 2026.

As aresult of reforms legislated in 1983, Social Security
ran an annual cash surplus with taxes exceeding costs
through 2009. This surplus in the Social Security trust
fund helped to hold down the unified budget deficit. The
last year of annual cash surplus was 2009; in 2010, the
trust fund began using a portion of its interest earn-
ings to cover benefit payments. The 2019 Social Security
Trustees’ report projects that under current law, the trust
fund will not return to annual cash surplus and that the
program will start to experience an overall deficit start-
ing in 2020. After that, Social Security will begin to draw
on its trust fund balances to cover current expenditures.
Over time, as the ratio of workers to retirees falls, costs
are projected to rise further while revenues excluding in-
terest are projected to rise less rapidly. In the process, the
Social Security trust fund reserves, which were built up

Table 3-2. INTERMEDIATE ACTUARIAL PROJECTIONS FOR OASDI AND HI, 2019 TRUSTEES’ REPORTS
2018 2020 2030 2040 2090
Percent of Payroll
Medicare Hospital Insurance (HI):
INCOME RALE ....vvoeeeiei it 3.3 3.4 3.6 3.8 4.4
Cost Rate 34 35 44 4.9 5.3
ANNUAI BAIANCE ..o bbb -0.1 -0.2 -0.7 -1.1 -0.9
PrOJECHON INTEIVAL ..o bbbt 25 years 50 years 75 years
ACtUANIAl BAIANCE ...t -0.8 -0.9 -0.9
Percent of Payroll
Old Age Survivors and Disability Insurance (OASDI):
INCOME RALE ... 12.7 12.9 13.2 13.3 13.4
Cost Rate 13.8 13.9 15.8 16.6 17.4
ANNUEL BAIANCE ...ttt -1.1 -1.1 2.6 -3.3 -4.0
PrOJECHON INTEIVAL ... 25 years 50 years 75 years
ACHUANIAI BAIANCE ......vvieieii et -1.7 24 -2.8




3. LONG-TERM BUDGET OUTLOOK

27

since 1983, would be drawn down and eventually be ex-
hausted in 2035. These projections assume that benefits
would continue to be paid in full despite the projected
exhaustion of the trust fund reserves to show the long-
run cost of maintaining current benefit formulas. Under
current law, not all scheduled benefits could be paid after

the trust funds reserves are exhausted. However, ben-
efits could still be partially funded from current revenues.
According to the 2019 Trustees’ report, beginning in 2035,
80 percent of projected Social Security scheduled benefits
would be funded. This percentage would eventually de-
cline to 75 percent by 2093.

TECHNICAL NOTE: SOURCES OF DATA AND METHODS OF ESTIMATING

The long-run budget projections are based on actuarial
projections for Social Security and Medicare as well as de-
mographic and economic assumptions. A simplified model
of the Federal budget, developed at OMB, is used to com-
pute the budgetary implications of these assumptions.

Demographic and Economic Assumptions.—For
the years 2020-2030, the assumptions are drawn from
the Administration’s economic projections used for the
2021 Budget. The economic assumptions are extended
beyond this interval by holding the inflation rate, interest
rates, and the unemployment rate constant at the levels
assumed in the final year (2030) of the budget forecast.
Population growth and labor force growth are extended
using the intermediate assumptions from the 2019 Social
Security Trustees’ report. The projected rate of growth
for real GDP is built up from the labor force assumptions
and an assumed rate of productivity growth. Productivity
growth, measured as real GDP per hour, is assumed to
equal its average annual rate of growth in the Budget’s
economic assumptions—2.3 percent per year.

Under Budget policies, the CPI inflation rate is held
constant at 2.3 percent per year, the unemployment
rate is held constant at 4.0 percent, the yield to matu-
rity on 10-year Treasury notes is constant at 3.2 percent,
and the 91-day Treasury bill rate is kept at 2.5 percent.
Consistent with the demographic assumptions in the
Trustees’ reports, U.S. population growth slows from an
average of just over 0.7 percent per year during the bud-
get window to about three-quarters of that rate by 2040,
and slower rates of growth beyond that point. By the end
of the 25-year projection period total population growth is
slightly below 0.5 percent per year. Real GDP growth is
projected to be less than its historical average of around

2.8 percent per year because the slowdown in population
growth and the increase in the population over age 65 re-
duce labor supply growth. In these projections, real GDP
growth averages between 2.6 percent and 2.8 percent per
year for the period following the end of the 10-year budget
window.

The economic and demographic projections described
above are set exogenously and do not change in response
to changes in the budget outlook. This makes it easier to
interpret the comparisons of alternative policies.

Budget Projections.—For the period through 2030,
receipts and outlays in the baseline and policy projections
follow the 2021 Budget’s baseline and policy estimates
respectively. Discretionary spending grows at the rate
of growth in inflation and population outside the budget
window. Long-run Social Security spending is projected
by the Social Security actuaries using this chapter’s long-
run economic and demographic assumptions. Medicare
benefits are projected based on a projection of beneficiary
growth and excess healthcare cost growth from the 2019
Medicare Trustees’ report current law baseline. For the
policy projections, these assumptions are adjusted based
on the Budget proposal to streamline Medicare. Medicaid
outlays are based on the economic and demographic pro-
jections in the model, which assume average excess cost
growth of approximately 0.9 percentage point above
growth in GDP per capita after 2030. For the policy pro-
jections, these assumptions are adjusted based on the
Budget proposals to reform Medicaid funding. Other en-
titlement programs are projected based on rules of thumb
linking program spending to elements of the economic
and demographic projections such as the poverty rate.






4. FEDERAL BORROWING AND DEBT

Debt is the largest legally and contractually binding
obligation of the Federal Government. At the end of 2019,
the Government owed $16,801 billion of principal to the
individuals and institutions who had loaned it the money
to fund past deficits. During that year, the Government
paid the public approximately $423 billion of interest on
this debt. At the same time, the Government also held fi-
nancial assets, net of financial liabilities other than debt,
of $1,906 billion. Therefore, debt held by the public net of
financial assets was $14,894 billion.

In addition, at the end of 2019 the Department of the
Treasury had issued $5,869 billion of debt to Government
accounts. As a result, gross Federal debt, which is the sum
of debt held by the public and debt held by Government
accounts, was $22,669 billion. Interest on the gross
Federal debt was $573 billion in 2019. Gross Federal debt
is discussed in more detail later in the chapter.

The $16,801 billion debt held by the public at the end
of 2019 represents an increase of $1,051 billion over the
level at the end of 2018. This increase is the result of
the $984 billion deficit in 2019 and other financing trans-
actions that increased the need to borrow by $67 billion.
Debt held by the public grew from 77.4 percent of Gross
Domestic Product (GDP) at the end of 2018 to 79.2 per-
cent of GDP at the end of 2019. The deficit is estimated to
increase to $1,083 billion in 2020, and then to fall to $966
billion in 2021. After 2021, the deficit is projected to con-
tinue to decrease, declining to $261 billion in 2030. Debt
held by the public is projected to grow to $17,881 billion
at the end of 2020 and $18,912 billion at the end of 2021.
Debt held by the public as a percent of GDP is projected
to increase to 80.5 percent at the end of 2020 and 81.0
percent at the end of 2021. After 2022, debt held by the
public as a percent of GDP is projected to begin to decline,
falling to 66.1 percent in 2030. Debt held by the public
net of financial assets is expected to similarly grow to 71.9
percent of GDP at the end of 2020 and to 72.6 percent at
the end of 2021, then to begin to decline in 2023, falling to
59.7 percent of GDP at the end of 2030.

Trends in Debt Since World War 11

Table 4-1 depicts trends in Federal debt held by the
public from World War II to the present and estimates
from the present through 2030. (It is supplemented for
earlier years by Tables 7.1-7.3 in the Budget’s Historical
Tables, available as supplemental budget material.l)
Federal debt peaked at 106.1 percent of GDP in 1946, just
after the end of the war. From that point until the 1970s,
Federal debt as a percentage of GDP decreased almost ev-
ery year because of relatively small deficits, an expanding
economy, and unanticipated inflation. With households

1 The Historical Tables are available at https://www.whitehouse.
gov/omb/ historical-tables/ .

borrowing large amounts to buy homes and consumer
durables, and with businesses borrowing large amounts
to buy plant and equipment, Federal debt also decreased
almost every year as a percentage of total credit market
debt outstanding. The cumulative effect was impressive.
From 1950 to 1975, debt held by the public declined from
78.6 percent of GDP to 24.6 percent, and from 53.3 per-
cent of credit market debt to 17.9 percent. Despite rising
interest rates during this period, interest outlays became
a smaller share of the budget and were roughly stable as
a percentage of GDP.

Federal debt relative to GDPis a function of the Nation’s
fiscal policy as well as overall economic conditions. During
the 1970s, large budget deficits emerged as spending grew
faster than receipts and as the economy was disrupted by
oil shocks and rising inflation. The nominal amount of
Federal debt more than doubled, and Federal debt rela-
tive to GDP and credit market debt stopped declining for
several years in the middle of the decade. Federal debt
started growing again at the beginning of the 1980s, and
increased to almost 48 percent of GDP by 1993. The ratio
of Federal debt to credit market debt also rose during this
period, though to a lesser extent. Interest outlays on debt
held by the public, calculated as a percentage of either
total Federal outlays or GDP, increased as well.

The growth of Federal debt held by the public was
slowing by the mid-1990s. In addition to a growing econ-
omy, three major budget agreements were enacted in the
1990s, implementing spending cuts and revenue increas-
es and significantly reducing deficits. The debt declined
markedly relative to both GDP and total credit market
debt, with the decline accelerating as budget surpluses
emerged from 1997 to 2001. Debt fell from 47.9 percent
of GDP in 1993 to 31.5 percent of GDP in 2001. Over that
same period, debt fell from 26.2 percent of total credit
market debt to 17.3 percent. Interest as a share of out-
lays peaked at 16.5 percent in 1989 and then fell to 8.9
percent by 2002; interest as a percentage of GDP fell by a
similar proportion.

The progress in reducing the debt burden stopped and
then reversed course beginning in 2002. The attacks of
September 11, 2001, a recession, two major wars, and
other policy changes all contributed to increasing defi-
cits, causing debt to rise, both in nominal terms and as
a percentage of GDP. Following the most recent reces-
sion, which began in December 2007, the deficit began
increasing rapidly in 2008 and 2009, as the Government
intervened in the potential collapse of several major cor-
porations and financial institutions as well as enacting
a major “stimulus” bill. Since 2008, debt as a percent of
GDP has more than doubled, increasing from 35.2 percent
at the end of 2007 to 79.2 percent in 2019.
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Table 4-1. TRENDS IN FEDERAL DEBT HELD BY THE PUBLIC AND INTEREST ON THE DEBT HELD BY THE PUBLIC

(Dollar amounts in billions)

Debt held by the public as a percent | Interest on the debt held by the Interest on the debt held ba/ the
Debt held by the public of public® public as a percent of
Fiscal Year
Credit market
Current dollars | FY 2019 dollars GDP debt 2 Current dollars |FY 2019 dollars' |  Total outlays GDP

1946 ..o 2419 2,602.8 106.1 N/A 4.2 45.0 76 1.8
1950 oo 219.0 1,904.1 78.6 53.3 4.8 42.1 114 1.7
1955 oo 226.6 1,731.7 55.8 421 52 39.6 7.6 1.3
1960 ..o 236.8 1,603.9 44.3 33.1 7.8 52.9 8.5 1.5
1965 ... 260.8 1,655.1 36.8 26.4 9.6 60.8 8.1 14
1970 oo 2832 1,497.9 271 20.3 15.4 81.3 79 1.5
1975 o 394.7 1,537.8 24.6 17.9 25.0 97.4 75 1.6
1980 ..o 711.9 1,928.5 25.5 18.4 62.8 170.0 10.6 22
1985 oo 1,507.3 3,111.9 35.3 22.2 152.9 315.7 16.2 3.6
1990 oo 2,411.6 4,277.8 40.9 22.5 202.4 359.0 16.2 34
1995 oo 3,604.4 5,639.2 47.7 26.3 239.2 374.2 15.8 32
2000 oo 3,409.8 4,916.0 33.7 187 232.8 335.7 13.0 2.3
2005 ..o e 4,592.2 5,925.1 35.8 17.1 191.4 246.9 77 1.5
2010 oo 9,018.9 10,540.4 60.8 25.1 2282 266.7 6.6 1.5

13,116.7 14,048.7 72.5 30.4 260.6 279.2 741 14

14,167.6 15,041.1 76.4 31.3 283.8 301.3 74 1.5

14,665.4 15,298.4 76.0 31.3 309.9 3232 78 1.6

15,749.6 16,054.3 774 31.8 3714 378.6 9.0 1.8

16,800.7 16,800.7 79.2 32.4 423.3 423.3 9.5 2.0
2020 eStMAte ....cevvvvvrerrereirnens 17,881.2 17,535.5 80.5 N/A 430.9 422.6 9.0 1.9
2021 €StMate ...cevueerrerreererneens 18,912.1 18,183.1 81.0 N/A 435.2 4185 9.0 1.9
2022 estimate .......occevrrreerererenens 19,890.7 18,746.5 81.0 N/A 454.5 428.3 9.1 1.9
2023 estimate .......cceevvreverererenens 20,688.3 19,115.1 80.2 N/A 485.9 449.0 9.5 1.9
2024 eStimate ....ccoevvvrerererirenens 21,2837 19,277.3 78.5 N/A 518.3 469.5 10.0 1.9
2025 estimate .......cceevereverererenens 21,848.3 19,399.4 76.7 N/A 560.8 497.9 10.3 2.0
2026 estimate 22,361.9 19,463.3 74.8 N/A 603.5 525.3 10.7 2.0
2027 estimate ... 22,826.4 19,476.7 72.8 N/A 649.2 554.0 11.0 2.1
2028 estimate 23,327.4 19,511.9 71.0 N/A 685.4 5733 11.0 2.1
2029 estimate .........ccccvvvivinrivaiens 23,603.7 19,354.6 68.5 N/A 709.8 582.0 1.3 2.1
2030 estimate .....covveerrnreeareennens 23,892.2 19,205.6 66.1 N/A 7322 588.6 11.0 2.0

N/A = Not available.

1 Amounts in current dollars deflated by the GDP chain-type price index with fiscal year 2019 equal to 100.

2Total credit market debt owed by domestic nonfinancial sectors. Financial sectors are omitted to avoid double counting, since financial intermediaries borrow in the credit market
primarily in order to finance lending in the credit market. Source: Federal Reserve Board flow of funds accounts. Projections are not available.

3 Interest on debt held by the public is estimated as the interest on Treasury debt securities less the “interest received by trust funds” (subfunction 901 less subfunctions 902 and 903).
The estimate of interest on debt held by the public does not include the comparatively small amount of interest paid on agency debt or the offsets for interest on Treasury debt received by
other Government accounts (revolving funds and special funds).
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Under the proposals in the Budget, the deficit is pro-
jected to grow to $1,083 billion in 2020. The deficit is
projected to begin to decline in 2021, falling to $261 bil-
lion, or 0.7 percent of GDP, in 2030. Gross Federal debt
is projected to increase to 107.6 percent of GDP in 2020
and then begin to decline, falling to 84.6 percent of GDP
in 2030. Debt held by the public as a percent of GDP is es-
timated to be 80.5 percent at the end of 2020, to increase
slightly in 2021 and 2022, and then to begin to decline,
falling to 66.1 percent of GDP by 2030. Debt held by the
public net of financial assets as a percent of GDP is esti-
mated to similarly grow to 71.9 percent of GDP at the end
of 2020, grow gradually through 2022, and then begin to
fall, reaching 59.7 percent of GDP by the end of 2030.

Debt Held by the Public and Gross Federal Debt

The Federal Government issues debt securities for two
main purposes. First, it borrows from the public to provide
for the Federal Government’s financing needs, including
both the deficit and the other transactions requiring fi-
nancing, most notably disbursements for direct student
loans and other Federal credit programs.2 Second, it is-
sues debt to Federal Government accounts, primarily trust
funds, that accumulate surpluses. By law, trust fund sur-
pluses must generally be invested in Federal securities.
The gross Federal debt is defined to consist of both the
debt held by the public and the debt held by Government
accounts. Nearly all the Federal debt has been issued by
the Treasury and is sometimes called “public debt,” but a
small portion has been issued by other Government agen-
cies and is called “agency debt.”

Borrowing from the public, whether by the Treasury
or by some other Federal agency, is important because
it represents the Federal demand on credit markets.
Regardless of whether the proceeds are used for tangible
or intangible investments or to finance current consump-
tion, the Federal demand on credit markets has to be
financed out of the saving of households and businesses,
the State and local sector, or the rest of the world. Federal
borrowing thereby competes with the borrowing of other
sectors of the domestic or international economy for finan-
cial resources in the credit market. Borrowing from the
public thus affects the size and composition of assets held
by the private sector and the amount of saving imported
from abroad. It also increases the amount of future re-
sources required to pay interest to the public on Federal
debt. Borrowing from the public is therefore an important
concern of Federal fiscal policy as it tends to crowd out pri-
vate sector economic activity and impact Governmental
budget priorities. Borrowing from the public, however, is
an incomplete measure of the Federal impact on credit

2 For the purposes of the Budget, “debt held by the public” is de-
fined as debt held by investors outside of the Federal Government, both
domestic and foreign, including U.S. State and local governments and
foreign governments. It also includes debt held by the Federal Reserve.

3 The term “agency debt” is defined more narrowly in the budget
than customarily in the securities market, where it includes not only the
debt of the Federal agencies listed in Table 4—4, but also certain Govern-
ment-guaranteed securities and the debt of the Government-sponsored
enterprises listed in Table 18-7 in the supplemental materials to the
“Credit and Insurance” chapter. (Table 18-7 is available on the internet
at: hitps:/ www.whitehouse.gov/omb / analytical-perspectives/.)

markets. Different types of Federal activities can affect
the credit markets in different ways. For example, under
its direct loan programs, the Government uses borrowed
funds to acquire financial assets that might otherwise re-
quire financing in the credit markets directly. (For more
information on other ways in which Federal activities im-
pact the credit market, see the discussion at the end of
this chapter.) By incorporating the change in direct loan
and other financial assets, debt held by the public net of
financial assets adds useful insight into the Government’s
financial condition.

Issuing debt securities to Government accounts
performs an essential function in accounting for the op-
eration of these funds. The balances of debt represent
the cumulative surpluses of these funds due to the excess
of their tax receipts, interest receipts, and other collec-
tions over their spending. The interest on the debt that
is credited to these funds accounts for the fact that some
earmarked taxes and user fees will be spent at a later
time than when the funds receive the monies. The debt
securities are assets of those funds but are a liability of
the general fund to the funds that hold the securities, and
are a mechanism for crediting interest to those funds on
their recorded balances. These balances generally provide
the fund with authority to draw upon the U.S. Treasury
in later years to make future payments on its behalf to
the public. Public policy may result in the Government’s
running surpluses and accumulating debt in trust funds
and other Government accounts in anticipation of future
spending.

However, issuing debt to Government accounts does
not have any of the current credit market effects of bor-
rowing from the public. It is an internal transaction of
the Government, made between two accounts that are
both within the Government itself. Issuing debt to a
Government account is not a current transaction of the
Government with the public; it is not financed by private
savings and does not compete with the private sector for
available funds in the credit market. While such issu-
ance provides the account with assets—a binding claim
against the Treasury— those assets are fully offset by the
increased liability of the Treasury to pay the claims, which
will ultimately be covered by the collection of revenues or
by borrowing. Similarly, the current interest earned by
the Government account on its Treasury securities does
not need to be financed by other resources.

The debt held by Government accounts may differ from
the estimated amount of the account’s obligations or re-
sponsibilities to make future payments to the public. For
example, if the account records the transactions of a social
insurance program, the debt that it holds does not neces-
sarily represent the actuarial present value of estimated
future benefits (or future benefits less taxes) for the cur-
rent participants in the program; nor does it necessarily
represent the actuarial present value of estimated future
benefits (or future benefits less taxes) for the current par-
ticipants plus the estimated future participants over some
stated time period. The future transactions of Federal so-
cial insurance and employee retirement programs, which
own 90 percent of the debt held by Government accounts,
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Table 4-2. FEDERAL GOVERNMENT FINANCING AND DEBT

(In billions of dollars)

Estimate
Actual
2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
Financing:
Unified budget deficit ... 984.2| 1,083.4| 966.1| 919.8| 746.3| 551.9| 526.5| 481.2| 4354 4749| 250.0| 261.2

Other transactions affecting borrowing from the public:
Changes in financial assets and liabilities: !

Change in Treasury operating cash balance ......... 22 25 ] ] ] ] ] ] ] ] |

Net disbursements of credit financing accounts:

Direct loan accounts

Guaranteed loan accounts

Troubled Asset Relief Program equity purchase
ACCOUNTS ..o = = = - ] ] ] ] ] ] e

Subtotal, net disbursements 70.6 =37 66.3 60.6 52.7 44.8 39.4 33.8 30.2 271 27.2 28.0
Net purchases of non-Federal securities by the

429 -15.6 67.2 62.8 54.5 46.2 40.6 35.3 33.0 31.0 27.3 27.2
21.7 11.9 -1.0 2.2 -1.8 -14 -1.2 -1.5 -2.8 -3.9 = 0.8

National Railroad Retirement Investment Trust ... -1.2 -15 -1.1 -14 -1.1 -1.1 -1.0 -1.0 -0.9 -0.7 -0.6 -0.4

Net change in other financial assets and liabilties? .. 04 ] ] ] ] ] ] ] ] ] ]
Subtotal, changes in financial assets and

liabilities 67.6 2.7 65.1 59.2 51.6 43.7 38.4 32.8 29.4 26.4 26.6 27.6

Seigniorage on coins -0.5 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.4 -0.4

Total, other transactions affecting borrowing from
the PUDIC ... 67.0 -3.0 64.8 58.9 51.3 43.4 38.1 325 29.0 26.1 26.3 27.3

Total, requirement to borrow from the public
(equals change in debt held by the public) ... | 1,051.2| 1,080.4| 1,030.9| 978.7| 797.6] 5953 564.6| 5137 4645 501.0/ 276.3] 2885

Changes in Debt Subject to Statutory Limitation:
Change in debt held by the public ..........cccccoevirinininenne 1,051.2| 1,080.4| 1,030.9 978.7 797.6 595.3 564.6 513.7 464.5 501.0 276.3| 2885
Change in debt held by Government accounts 156.0f 150.3| 146.3| 103.3| 122.8| 163.8] 102.9| 100.7 -1.0/ -86.9 919| —46.3

Less: change in debt not subject to limit and other
AGJUSTMENES ..cvvvivcei s 46 2.6 1.7 1.6 1.8 2.0 0.9 1.0 1.6 1.4 1.1 0.2

Total, change in debt subject to statutory limitation ... | 1,211.8| 1,233.4| 1,178.8| 1,083.6| 9222 761.1 668.4| 615.3| 465.1 4155| 369.3| 2424
Debt Subject to Statutory Limitation, End of Year:

Debt issued by TrEaSUIY .....c.creeererereeenrererireesiserienns 22,646.6| 23,878.4| 25,056.1| 26,138.4| 27,059.4| 27,819.6| 28,488.0| 29,103.0| 29,567.2| 29,981.8| 30,350.5| 30,592.9
Less: Treasury debt not subject to limitation (=) ........... -9.3 7.7 -6.5 -5.3 —4.1 -3.2 -32 -2.8 -2.0 -1.1 -0.5 -0.5
Agency debt subject to limitation ...........cccccoevrireverencnen. * * * * * * * * * * * *
Adjustment for discount and premium# .........c.....coveevivens 49.3 49.3 49.3 49.3 49.3 49.3 49.3 49.3 49.3 49.3 49.3 49.3

Total, debt subject to statutory limitation® .................. 22,686.6| 23,920.0| 25,098.9| 26,182.5| 27,104.6| 27,865.8| 28,534.2| 29,149.5| 29,614.6| 30,030.1| 30,399.4| 30,641.8

Debt Qutstanding, End of Year:

Gross Federal debt:®
Debt issued by TrEASUIY ......cveverrerreerrererieeeeseeenns 22,646.6| 23,878.4| 25,056.1| 26,138.4| 27,059.4| 27,819.6| 28,488.0| 29,103.0| 29,567.2| 29,981.8| 30,350.5| 30,592.9
Debt issued by other agencies 229 21.8 21.4 21.0 20.4 19.4 18.4 17.8 17.0 16.5 16.0 15.8

Total, gross Federal debt ... ... | 22,669.5| 23,900.2| 25,077.4| 26,159.4| 27,079.8| 27,838.9| 28,506.5| 29,120.8| 29,584.2| 29,998.3| 30,366.5| 30,608.7
As a percent of GDP .........cccomevvrenerrereineiins 106.9%| 107.6%| 107.4%| 106.6%| 105.0%| 102.7%| 100.1%| 97.4%| 94.4%| 91.3%| 88.1%| 84.6%

Held by:
Debt held by Government accounts .. 5,868.7| 6,019.1| 6,165.3| 6,268.7| 6,391.4| 6,555.3| 6,658.2| 6,758.9| 6,757.8| 6,670.9| 6,762.8| 6,716.5
Debt held by the public” ............ ....| 16,800.7| 17,881.2| 18,912.1| 19,890.7| 20,688.3| 21,283.7| 21,848.3| 22,361.9| 22,826.4| 23,327.4| 23,603.7| 23,892.2
As a percent of GDP ......cccocvimirniennrinininninssiinnns 79.2%| 80.5%| 81.0%| 81.0%| 80.2%| 785%| 76.7%| 74.8%| 72.8%| 71.0%| 685%| 66.1%
*$50 million or less.
T A decrease in the Treasury operating cash balance (which is an asset) is a means of financing a deficit and therefore has a negative sign. An increase in checks outstanding (which is
a liability) is also a means of financing a deficit and therefore also has a negative sign.
2Includes checks outstanding, accrued interest payable on Treasury debt, uninvested deposit fund balances, allocations of special drawing rights, and other liability accounts; and, as
an offset, cash and monetary assets (other than the Treasury operating cash balance), other asset accounts, and profit on sale of gold.
3 Consists primarily of debt issued by the Federal Financing Bank.
4 Consists mainly of unamortized discount (less premium) on public issues of Treasury notes and bonds (other than zero-coupon bonds) and unrealized discount on Government
account series securities.
5 Legislation enacted August 2, 2019, (PL. 116-37) temporarily suspends the debt limit through July 31, 2021.
6Treasury securities held by the public and zero-coupon bonds held by Government accounts are almost all measured at sales price plus amortized discount or less amortized
premium. Agency debt securities are almost all measured at face value. Treasury securities in the Government account series are otherwise measured at face value less unrealized
discount (if any).
7 At the end of 2019, the Federal Reserve Banks held $2,113.3 billion of Federal securities and the rest of the public held $14,687.4 billion. Debt held by the Federal Reserve Banks is
not estimated for future years.
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are important in their own right and need to be analyzed
separately. This can be done through information pub-
lished in the actuarial and financial reports for these
programs.*

This Budget uses a variety of information sources to
analyze the condition of Social Security and Medicare, the
Government’s two largest social insurance programs. The
excess of future Social Security and Medicare benefits rel-
ative to their dedicated income is very different in concept
and much larger in size than the amount of Treasury se-
curities that these programs hold.

While gross Federal debt is important because it repre-
sents obligations imposed on households and businesses
and is used to determine the debt subject to a limit, debt
held by the public and debt held by the public net of finan-
cial assets are often considered to be better gauges of the
direct influence of Federal debt on current credit markets.

Government Deficits or Surpluses
and the Change in Debt

Table 4-2 summarizes Federal borrowing and debt from
2019 through 2030.> In 2019 the Government borrowed
$1,051 billion, increasing the debt held by the public from
$15,750 billion at the end of 2018 to $16,801 billion at
the end of 2019. The debt held by Government accounts
grew by $156 billion, and gross Federal debt increased by
$1,207 billion to $22,669 billion.

Debt held by the public.—The Federal Government
primarily finances deficits by borrowing from the public,
and it primarily uses surpluses to repay debt held by the
public.® Table 4-2 shows the relationship between the
Federal deficit or surplus and the change in debt held by
the public. The borrowing or debt repayment depends on
the Government’s expenditure programs and tax laws, on
the economic conditions that influence tax receipts and
outlays, and on debt management policy. The sensitiv-
ity of the budget to economic conditions is analyzed in
Chapter 2, “Economic Assumptions and Overview,” in this
volume.

The total or unified budget consists of two parts: the on-
budget portion; and the off-budget Federal entities, which
have been excluded from the budget by law. Under pres-
ent law, the off-budget Federal entities are the two Social

4 Extensive actuarial analyses of the Social Security and Medicare
programs are published in the annual reports of the boards of trustees
of these funds. The actuarial estimates for Social Security, Medicare, and
the major Federal employee retirement programs are summarized in
the Financial Report of the United States Government, prepared annu-
ally by the Department of the Treasury in coordination with the Office of
Management and Budget, and presented in more detail in the financial
statements of the agencies administering those programs.

5 For projections of the debt beyond 2030, see Chapter 3, “Long-Term
Budget Outlook.”

6 Treasury debt held by the public is measured as the sales price plus
the amortized discount (or less the amortized premium). At the time of
sale, the book value equals the sales price. Subsequently, it equals the
sales price plus the amount of the discount that has been amortized up
to that time. In equivalent terms, the book value of the debt equals the
principal amount due at maturity (par or face value) less the unam-
ortized discount. (For a security sold at a premium, the definition is
symmetrical.) For inflation-protected notes and bonds, the book value
includes a periodic adjustment for inflation. Agency debt is generally
recorded at par.

Security trust funds (Old-Age and Survivors Insurance
and Disability Insurance) and the Postal Service Fund.”
The on-budget and off-budget surpluses or deficits are
added together to determine the Government’s financing
needs.

Over the long run, it is a good approximation to say
that “the deficit is financed by borrowing from the public”
or “the surplus is used to repay debt held by the pub-
lic.” However, the Government’s need to borrow in any
given year has always depended on several other factors
besides the unified budget surplus or deficit, such as the
change in the Treasury operating cash balance. These
other factors—“other transactions affecting borrowing
from the public’—can either increase or decrease the
Government’s need to borrow and can vary considerably
in size from year to year. The other transactions affect-
ing borrowing from the public are presented in Table 4—2
(where an increase in the need to borrow is represented
by a positive sign, like the deficit).

In 2019 the deficit was $984 billion while these other
factors increased the need to borrow by $67 billion, or 6
percent of total borrowing from the public. As a result,
the Government borrowed $1,051 billion from the public.
The other factors are estimated to reduce borrowing by
$3 billion (less than 1 percent of total borrowing from the
public) in 2020, and increase borrowing by $65 billion (6
percent) in 2021. In 20222030, these other factors are
expected to increase borrowing by annual amounts rang-
ing from $26 billion to $59 billion.

Three specific factors presented in Table 4-2 have his-
torically been especially important.

Change in Treasury operating cash balance.—The cash
balance decreased by $2 billion in 2019, to $382 billion.
In some years, the change in cash balance is much larg-
er. The cash balance decreased by $194 billion in 2017,
to $159 billion, and increased by $225 billion in 2018, to
$385 billion. The large 2017 and 2018 changes were pri-
marily related to actions that Treasury took to continue
to finance Federal Government operations while at the
debt ceiling and to unwind those actions following the
debt limit suspension. (The debt limit suspensions are
discussed in further detail elsewhere in this chapter.) For
risk management purposes, Treasury seeks to maintain
a cash balance roughly equal to one week of Government
outflows, with a minimum balance of about $150 billion.
The operating cash balance is projected to increase by $3
billion, to $385 billion, at the end of 2020. Changes in the
operating cash balance, while occasionally large, are in-
herently limited over time. Decreases in cash—a means of
financing the Government—are limited by the amount of
past accumulations, which themselves required financing
when they were built up. Increases are limited because it
is generally more efficient to repay debt.

Net financing disbursements of the direct loan and
guaranteed loan financing accounts.—Under the Federal
Credit Reform Act of 1990 (FCRA), the budgetary
program account for each credit program records the esti-
mated subsidy costs—the present value of estimated net

7 For further explanation of the off-budget Federal entities, see
Chapter 9, “Coverage of the Budget.”
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losses—at the time when the direct or guaranteed loans
are disbursed. The individual cash flows to and from the
public associated with the loans or guarantees, such as
the disbursement and repayment of loans, the default
payments on loan guarantees, the collection of interest
and fees, and so forth, are recorded in the credit pro-
gram’s non-budgetary financing account. Although the
non-budgetary financing account’s cash flows to and from
the public are not included in the deficit (except for their
impact on subsidy costs), they affect Treasury’s net bor-
rowing requirements.8

In addition to the transactions with the public, the
financing accounts include several types of intragovern-
mental transactions. They receive payment from the
credit program accounts for the subsidy costs of new
direct loans and loan guarantees and for any upward
reestimate of the costs of outstanding direct and guaran-
teed loans. They also receive interest from Treasury on
balances of uninvested funds. The financing accounts pay
any negative subsidy collections or downward reestimate
of costs to budgetary receipt accounts and pay interest on
borrowings from Treasury. The total net collections and
gross disbursements of the financing accounts, consisting
of transactions with both the public and the budgetary
accounts, are called “net financing disbursements.” They
occur in the same way as the “outlays” of a budgetary ac-
count, even though they do not represent budgetary costs,
and therefore affect the requirement for borrowing from
the public in the same way as the deficit.

The intragovernmental transactions of the credit
program, financing, and downward reestimate receipt ac-
counts do not affect Federal borrowing from the public.
Although the deficit changes because of the budgetary ac-
count’s outlay to, or receipt from, a financing account, the
net financing disbursement changes in an equal amount
with the opposite sign, so the effects are cancelled out.
On the other hand, financing account disbursements to
the public increase the requirement for borrowing from
the public in the same way as an increase in budget out-
lays that are disbursed to the public in cash. Likewise,
receipts from the public collected by the financing account
can be used to finance the payment of the Government’s
obligations, and therefore they reduce the requirement
for Federal borrowing from the public in the same way as
an increase in budgetary receipts.

Borrowing due to credit financing accounts was $71
billion in 2019. In 2020 credit financing accounts are pro-
jected to reduce borrowing by $4 billion. After 2020, the
credit financing accounts are expected to increase borrow-
ing by amounts ranging from $27 billion to $66 billion
over the next 10 years.

In some years, large net upward or downward reesti-
mates in the cost of outstanding direct and guaranteed
loans may cause large swings in the net financing dis-
bursements. In 2020, upward reestimates for student
loans are partly offset by downward reestimates for
Federal Housing Administration (FHA) guarantees, re-

8 The FCRA (sec. 505(b)) requires that the financing accounts be
non-budgetary. They are non-budgetary in concept because they do not
measure cost. For additional discussion of credit programs, see Chapter
18, “Credit and Insurance,” and Chapter 8, “Budget Concepts.”

sulting in a net upward reestimate of $51.2 billion. In
2019, there was a net upward reestimate of $9.6 billion.

Net purchases of non-Federal securities by the National
Railroad Retirement Investment Trust (NRRIT).—
This trust fund, which was established by the Railroad
Retirement and Survivors’ Improvement Act of 2001,
invests its assets primarily in private stocks and bonds.
The Act required special treatment of the purchase or sale
of non-Federal assets by the NRRIT trust fund, treating
such purchases as a means of financing rather than as
outlays. Therefore, the increased need to borrow from the
public to finance NRRIT’s purchases of non-Federal as-
sets is part of the “other transactions affecting borrowing
from the public” rather than included as an increase in
the deficit. While net purchases and redemptions affect
borrowing from the public, unrealized gains and losses on
NRRIT’s portfolio are included in both the “other transac-
tions” and, with the opposite sign, in NRRIT’s net outlays
in the deficit, for no net impact on borrowing from the
public. In 2019, net decreases, including redemptions and
losses, were $1.2 billion. A $1.5 billion net decrease is
projected for 2020 and net annual decreases ranging from
$0.4 billion to $1.4 billion are projected for 2021 and sub-
sequent years.?

Debt held by Government accounts.—The amount
of Federal debt issued to Government accounts depends
largely on the surpluses of the trust funds, both on-bud-
get and off-budget, which owned 89 percent of the total
Federal debt held by Government accounts at the end of
2019. Net investment may differ from the surplus due
to changes in the amount of cash assets not currently in-
vested. In 2019, the total trust fund surplus was $113
billion, while trust fund investment in Federal securities
increased by $114 billion. The remainder of debt issued
to Government accounts is owned by a number of special
funds and revolving funds. The debt held in major ac-
counts and the annual investments are shown in Table
4-5.

Debt Held by the Public Net of
Financial Assets and Liabilities

While debt held by the public is a key measure for ex-
amining the role and impact of the Federal Government
in the U.S. and international credit markets and for oth-
er purposes, it provides incomplete information on the
Government’s financial condition. The U.S. Government
holds significant financial assets, which can be offset
against debt held by the public and other financial li-
abilities to achieve a more complete understanding of
the Government’s financial condition. The acquisition of
those financial assets represents a transaction with the
credit markets, broadening those markets in a way that
is analogous to the demand on credit markets that bor-
rowing entails. For this reason, debt held by the public is
also an incomplete measure of the impact of the Federal
Government in the United States and international credit
markets.

9 The budget treatment of this fund is further discussed in Chapter
8, “Budget Concepts.”
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Table 4-3. DEBT HELD BY THE PUBLIC NET OF FINANCIAL ASSETS AND LIABILITIES

(Dollar amounts in billions)

Estimate
Actual
2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
Debt Held by the Public:
Debt held by the public ..........cccoeuvervireiniirein. 16,800.7| 17,881.2| 18,912.1| 19,890.7| 20,688.3| 21,283.7| 21,848.3| 22,361.9| 22,826.4| 23,327.4| 23,603.7| 23,892.2
As a percent 0f GDP .........cocunvvenrinerireceneeins 79.2%| 80.5%| 81.0%| 81.0%| 80.2%| 78.5%| 76.7%| 74.8%| 72.8%| 71.0%| 68.5%| 66.1%
Financial Assets Net of Liabilities:
Treasury operating cash balance ............c.ccocvvenee. 382.5 385.0 385.0 385.0 385.0 385.0 385.0 385.0 385.0 385.0 385.0 385.0
Credit financing account balances:
Direct 10an aCCOUNES ......uvvrverceercrirerierienenne 1,414.8| 1,399.3| 1,466.5| 1,529.3| 1,583.8| 1,629.9| 1,670.5| 1,705.9| 1,738.9| 1,769.9| 1,797.1| 18244
Guaranteed [0an accounts ..........ccccceeeeurienee 325 44.4 43.4 412 39.4 38.1 36.9 35.4 32.6 28.7 28.7 294
Troubled Asset Relief Program equity purchase
ACCOUNES, oo T * x " « x x x x x _ _* x
Subtotal, credit financing account balances 1,447.4| 1,4436| 1,509.9| 1,570.5| 1,623.2| 1,668.0| 1,707.4| 1,741.2| 17715 1,798.6| 1,825.8| 1,853.8
Government-sponsored enterprise preferred stock ..... 112.1 112.1 1121 1121 112.1 1121 1121 1121 112.1 112.1 1121 1121
Non-Federal securities held by NRRIT .................. 244 23.0 21.8 20.4 19.3 18.3 17.3 16.3 15.5 14.8 14.2 13.8
Other assets net of liabilities .......c.cccouwrerrrreenns -59.9] -59.9| -59.9| -59.9| -59.9| -59.9] -59.9] -59.9| -59.9| -59.9] -59.9| -59.9
Total, financial assets net of liabilities .............. 1,906.4| 1,903.7| 1,968.9| 2,028.1| 2,079.7| 2,1235| 2,161.9| 2,194.7| 2,2241| 2,250.5| 2,277.2| 2,304.8
Debt Held by the Public Net of Financial Assets
and Liabilities:
Debt held by the public net of financial assets ....... 14,894.3| 15,977.4| 16,943.2| 17,862.6| 18,608.6| 19,160.2| 19,686.4| 20,167.2| 20,602.3| 21,076.9| 21,326.5| 21,587.4
As a percent 0f GDP ..o 70.2%| 71.9%| 72.6%| 72.8%| 72.2%| 70.7%| 69.1%| 67.5%| 65.7%| 64.1%| 61.9%| 59.7%

*$50 million or less.

One transaction that can increase both borrowing
and assets is an increase to the Treasury operating cash
balance. When the Government borrows to increase
the Treasury operating cash balance, that cash balance
also represents an asset that is available to the Federal
Government. Looking at both sides of this transaction—
the borrowing to obtain the cash and the asset of the cash
holdings—provides much more complete information
about the Government’s financial condition than looking
at only the borrowing from the public. Another example
of a transaction that simultaneously increases borrowing
from the public and Federal assets is Government bor-
rowing to issue direct loans to the public. When the direct
loan is made, the Government is also acquiring an asset
in the form of future payments of principal and inter-
est, net of the Government’s expected losses on the loan.
Similarly, when NRRIT increases its holdings of non-Fed-
eral securities, the borrowing to purchase those securities
is offset by the value of the asset holdings.

The acquisition or disposition of Federal financial as-
sets very largely explains the difference between the
deficit for a particular year and that year’s increase in
debt held by the public. Debt held by the public net of
financial assets is a measure that is conceptually closer to
the measurement of Federal deficits or surpluses; cumu-
lative deficits and surpluses over time more closely equal
the debt held by the public net of financial assets than
they do the debt held by the public.

Table 4-3 presents debt held by the public net of the
Government’s financial assets and liabilities. Treasury
debt is presented in the Budget at book value, with no
adjustments for the change in economic value that results

from fluctuations in interest rates. The balances of credit
financing accounts are based on projections of future cash
flows. For direct loan financing accounts, the balance
generally represents the net present value of anticipated
future inflows such as principal and interest payments
from borrowers. For guaranteed loan financing accounts,
the balance generally represents the net present value
of anticipated future outflows, such as default claim pay-
ments net of recoveries, and other collections, such as
program fees. NRRIT’s holdings of non-Federal securities
are marked to market on a monthly basis. Government-
sponsored enterprise (GSE) preferred stock is measured
at market value.

Due largely to the $71 billion increase in net credit
financing account balances, net financial assets grew by
$66 billion, to $1,906 billion, in 2019. This $1,906 billion
in net financial assets included a cash balance of $382
billion, net credit financing account balances of $1,447 bil-
lion, and other assets and liabilities that aggregated to a
net asset of $77 billion. At the end of 2019, debt held by
the public was $16,801 billion, or 79.2 percent of GDP.
Therefore, debt held by the public net of financial assets
was $14,894 billion, or 70.2 percent of GDP. As shown
in Table 4-3, the value of the Government’s net finan-
cial assets is projected to fall slightly, to $1,904 billion in
2020, principally due to the value of the credit financing
accounts. While debt held by the public is expected to
increase from 79.2 percent to 80.5 percent of GDP dur-
ing 2020, debt held by the public net of financial assets
is expected to increase from 70.2 percent to 71.9 percent
of GDP.
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Debt securities and other financial assets and liabili-
ties do not encompass all the assets and liabilities of the
Federal Government. For example, accounts payable oc-
cur in the normal course of buying goods and services;
Social Security benefits are due and payable as of the end
of the month but, according to statute, are paid during the
next month; and Federal employee salaries are paid after
they have been earned. Like debt securities sold in the
credit market, these liabilities have their own distinctive
effects on the economy. The Federal Government also has
significant holdings of non-financial assets, such as land,
mineral deposits, buildings, and equipment. The differ-
ent types of assets and liabilities are reported annually
in the financial statements of Federal agencies and in the
Financial Report of the United States Government, pre-
pared by the Treasury in coordination with OMB.

Treasury Debt

Nearly all Federal debt is issued by the Department
of the Treasury. Treasury meets most of the Federal
Government’s financing needs by issuing marketable se-
curities to the public. These financing needs include both
the change in debt held by the public and the refinanc-
ing—or rollover—of any outstanding debt that matures
during the year. Treasury marketable debt is sold at pub-
lic auctions on a regular schedule and, because it is very
liquid, can be bought and sold on the secondary market at
narrow bid-offer spreads. Treasury also sells to the pub-
lic a relatively small amount of nonmarketable securities,
such as savings bonds and State and Local Government
Series securities (SLGS).1? Treasury nonmarketable debt
cannot be bought or sold on the secondary market.

Treasury issues marketable securities in a wide range
of maturities, and issues both nominal (non-inflation-
protected) and inflation-protected securities. Treasury’s
marketable securities include:

Treasury Bills—Treasury bills have maturities of
one year or less from their issue date. In October 2018,
Treasury introduced an 8-week bill, issued on a weekly
basis, to complement its existing suite of 4-, 13-, and 26-
week bills issued each week. In addition to the regular
auction calendar of bill issuance, Treasury issues cash
management bills on an as-needed basis for various
reasons such as to offset the seasonal patterns of the
Government’s receipts and outlays.

Treasury Notes—Treasury notes have maturities of
more than one year and up to 10 years.

Treasury Bonds—Treasury bonds have maturities of
more than 10 years. The longest-maturity securities is-
sued by Treasury are 30-year bonds.

Treasury Inflation-Protected  Securities  (TIPS)—
Treasury inflation-protected—or inflation-indexed—se-
curities are coupon issues for which the par value of the
security rises with inflation. The principal value is ad-
justed daily to reflect inflation as measured by changes in
the Consumer Price Index (CPI-U-NSA, with a two-month
lag). Although the principal value may be adjusted down-

10 Under the SLGS program, the Treasury offers special low-yield se-
curities to State and local governments and other entities for temporary
investment of proceeds of tax-exempt bonds.

ward if inflation is negative, at maturity, the securities will
be redeemed at the greater of their inflation-adjusted prin-
cipal or par amount at original issue.

Floating Rate Securities—Floating rate securities have
a fixed par value but bear interest rates that fluctuate
based on movements in a specified benchmark market
interest rate. Treasury’s floating rate notes are bench-
marked to the Treasury 13-week bill. Currently, Treasury
is issuing floating rate securities with a maturity of two
years.

Historically, the average maturity of outstanding debt
issued by Treasury has been about five years. The aver-
age maturity of outstanding debt was 70 months at the
end of 2019.

In addition to quarterly announcements about the
overall auction calendar, Treasury publicly announces
in advance the auction of each security. Individuals can
participate directly in Treasury auctions or can purchase
securities through brokers, dealers, and other financial
institutions. Treasury accepts two types of auction bids:
competitive and noncompetitive. In a competitive bid, the
bidder specifies the yield. A significant portion of com-
petitive bids are submitted by primary dealers, which
are banks and securities brokerages that have been des-
ignated to trade in Treasury securities with the Federal
Reserve System. In a noncompetitive bid, the bidder
agrees to accept the yield determined by the auction.!!
At the close of the auction, Treasury accepts all eligible
noncompetitive bids and then accepts competitive bids in
ascending order beginning with the lowest yield bid until
the offering amount is reached. All winning bidders re-
ceive the highest accepted yield bid.

Treasury marketable securities are highly liquid and
actively traded on the secondary market, which enhances
the demand for Treasuries at initial auction. The demand
for Treasury securities is reflected in the ratio of bids re-
ceived to bids accepted in Treasury auctions; the demand
for the securities is substantially greater than the level of
issuance. Because they are backed by the full faith and
credit of the United States Government, Treasury mar-
ketable securities are considered to be credit “risk-free.”
Therefore, the Treasury yield curve is commonly used as a
benchmark for a wide variety of purposes in the financial
markets.

Whereas Treasury issuance of marketable debt is based
on the Government’s financing needs, Treasury’s issuance
of nonmarketable debt is based on the public’s demand for
the specific types of investments. Decreases in outstand-
ing balances of nonmarketable debt, such as occurred in
2019, increase the need for marketable borrowing.!2

Agency Debt

A few Federal agencies other than Treasury, shown in
Table 44, sell or have sold debt securities to the public
and, at times, to other Government accounts. Currently,
new debt is issued only by the Tennessee Valley Authority

11 Noncompetitive bids cannot exceed $5 million per bidder.

12 Detail on the marketable and nonmarketable securities issued by
Treasury is found in the Monthly Statement of the Public Debt, pub-
lished on a monthly basis by the Department of the Treasury.
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(TVA) and the Federal Housing Administration; the re-
maining agencies are repaying past borrowing. Agency
debt was $22.9 billion at the end of 2019. Agency debt is
less than one-quarter of one percent of Federal debt held
by the public. Primarily as a result of TVA activity, agen-
cy debt is estimated to fall to $21.8 billion at the end of
2020 and to $21.4 billion at the end of 2021.

The predominant agency borrower is TVA, which had
borrowings of $22.8 billion from the public as of the end
of 2019, or over 99 percent of the total debt of all agencies
other than Treasury. TVA issues debt primarily to finance
capital projects.

TVA has traditionally financed its capital construc-
tion by selling bonds and notes to the public. Since 2000,
it has also employed two types of alternative financing
methods, lease financing obligations and prepayment ob-
ligations. Under the lease financing obligations method,
TVA signs long-term contracts to lease some facilities and
equipment. The lease payments under these contracts ul-
timately secure the repayment of third-party capital used
to finance construction of the facility. TVA retains sub-
stantially all of the economic benefits and risks related
to ownership of the assets.!®> Under the prepayment ob-
ligations method, TVA’s power distributors may prepay a
portion of the price of the power they plan to purchase
in the future. In return, they obtain a discount on a spe-
cific quantity of the future power they buy from TVA. The
quantity varies, depending on TVA’s estimated cost of
borrowing.

OMB determined that each of these alternative fi-
nancing methods is a means of financing the acquisition
of assets owned and used by the Government, or of refi-
nancing debt previously incurred to finance such assets.
They are equivalent in concept to other forms of borrow-
ing from the public, although under different terms and
conditions. The budget therefore records the upfront
cash proceeds from these methods as borrowing from the

13 This arrangement is at least as governmental as a “lease-purchase
without substantial private risk.” For further detail on the current bud-
getary treatment of lease-purchase without substantial private risk, see
OMB Circular No. A-11, Appendix B.

public, not offsetting collections.* The budget presenta-
tion is consistent with the reporting of these obligations
as liabilities on TVA’s balance sheet under generally ac-
cepted accounting principles. Table 4—4 presents these
alternative financing methods separately from TVA bonds
and notes to distinguish between the types of borrowing.
At the end of 2019, lease financing obligations were $1.5
billion and there were no outstanding obligations for
prepayments.

Although the FHA generally makes direct disburse-
ments to the public for default claims on FHA-insured
mortgages, it may also pay claims by issuing debentures.
Issuing debentures to pay the Government’s bills is equiv-
alent to selling securities to the public and then paying
the bills by disbursing the cash borrowed, so the transac-
tion is recorded as being simultaneously an outlay and
borrowing. The debentures are therefore classified as
agency debt.

A number of years ago, the Federal Government guaran-
teed the debt used to finance the construction of buildings
for the National Archives and the Architect of the Capitol,
and subsequently exercised full control over the design,
construction, and operation of the buildings. These ar-
rangements are equivalent to direct Federal construction
financed by Federal borrowing. The construction expen-
ditures and interest were therefore classified as Federal
outlays, and the borrowing was classified as Federal agen-
cy borrowing from the public.

Several Federal agencies borrow from the Bureau of the
Fiscal Service (Fiscal Service) or the Federal Financing

14 This budgetary treatment differs from the treatment in the
Monthly Treasury Statement of Receipts and Outlays of the United
States Government (Monthly Treasury Statement) Table 6 Schedule C,
and the Combined Statement of Receipts, Outlays, and Balances of the
United States Government Schedule 3, both published by the Treasury.
These two schedules, which present debt issued by agencies other than
Treasury, exclude the TVA alternative financing arrangements. This dif-
ference in treatment is one factor causing minor differences between
debt figures reported in the Budget and debt figures reported by Trea-
sury. The other factors are adjustments for the timing of the reporting of
Federal debt held by NRRIT and treatment of the Federal debt held by
the Securities Investor Protection Corporation and the Public Company
Accounting Oversight Board.

TABLE 4-4. AGENCY DEBT

(In millions of dollars)

2019 Actual 2020 Estimate 2021 Estimate
Borrowing/ | Debt, End-of- | Borrowing/ | Debt, End-of- | Borrowing/ | Debt, End-of-
Repayment(-) Year Repayment(-) Year Repayment(-) Year
Borrowing from the public:
Housing and Urban Development:

Federal Housing Administration ... | v 19 19 L 19
Architect of the Capitol ..........cccvevrrrrnircrneerceeeene -1 69 -1 58 -13 45
National ArChIVES .........ccuvieeiieerinireercseeeeesenens 27 * = ] ]
Tennessee Valley Authority:

Bonds and NOES .........ccevvrerereerieernreeeereseeieens -1,329 21,367 -972 20,395 -209 20,186

Lease financing obligations ............cccvevvereeneererininnne -124 1,451 -105 1,346 242 1,104

Prepayment obligations ............ccoueerenineinieneiininnne =100 ] ]

Total, borrowing from the public ........cccocvsenienas -1,501 22,906 -1,088 21,817 -464 21,354
Total, agency borrowing ......ecssssssssens -1,501 22,906 -1,088 21,817 -464 21,354

*$500,000 or less.
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Table 4-5. DEBT HELD BY GOVERNMENT ACCOUNTS

(In millions of dollars)

Investment or Disinvestment (-) Holdings,
- End of
Description 2019 2020 2021 2021
Actual Estimate | Estimate | Estimate

Investment in Treasury debt:

Commerce:

PUDIC SAFETY TUSE FUNG ..ottt bbb 1,318 139 200 7,900
Defense—Military:

Host nation SUPPOrt fUNA fOr FEIOCATION .........cuuiuueiciicici bbb bbbt 354 136 -530 1,333
Energy:

NUCIEAr WaStE GISPOSAI FUNG T ........oeeceeveeeseeeeeeees et sesss st e s s s sss s 1,681 1,221 1,184 43,004

Uranium enrichment decontamination fUNG ............c.ccieiieiicicce e 780 -800 910 1,799

Health and Human Services:
Federal hospital INSUMANCE TrUSE FUND ...ttt -4,180 -9,109 201 189,717

Federal supplementary medical insurance trust fund 6,519 895 -3,450| 102,161

Vaccine injury compensation fund 99 135 144 4,128

Child enrollment CONINGENCY FUNG ........vuuiviiiiiieie bbb senienniennenes | senesans 15,044 -5,002 10,042
Homeland Security:

AQUALIC TESOUICES TFUSE FUND .....vvovreeisiteiii ittt 51 9 10 2,016

Oil spill liability trust fund 298 57 92 7,004

National flood insurance reserve fund 793 386 -305 1,606

Housing and Urban Development:
Federal Housing Administration mutual mortgage insurance capital reserve
Guarantees of mortgage-backed securities

23,626 17,378 9,059 77,038
-509 1,271 1,988 19,043

Interior:
Bureau of Land Management permanent Operating fUNGS ...ttt 73 63 158 1,182
Abandoned mine reclamation fund 27 -9 -45 2,625
Federal aid in wildlife restoration fund -82 64 -38 2,046
Environmental improvement and restoration fund 23 23 22 1,563
Natural resource damage assessment fund 258 336 350 2,450
Justice:
Assets forfeiture fund -2,826 27 2 2,135
U.S. victims of State sponsored terrorism fund -121 =540 .. 500
Labor:

11,786 13,549 12,800| 110,710
5,053 5,924 7,067 49,704

Unemployment trust fund
Pension Benefit Guaranty Corporation
State:

Foreign service retirement and disability truStfUNG ..o 134 142 138 19,598
Transportation:

Airport and airway trust fund .. 806 10 386 15,414

Highway trust fund -13,019| -14,192| -12,950 1,050

Aviation iNSUrANCE TEVOIVING FUNG .......vuivuieeieacieeicieis bbb 43 25 39 2,357
Treasury:

Exchange stabilization fund .... 311 577 542 23,741

Treasury forfeiture fund -399 204 80 1,428

Gulf Coast Restoration trust fund 261 203 160 1,908

Comptroller of the Currency assessment fund .. 134 10 10 1,991
Veterans Affairs:

Servicemembers’ group life insurance fund 300 811 836 1,948

National service life insurance trust fund -558 -633 -427 1,396

Veterans special life INSUFANCE fUNG .......cuucvuririeiciciiese sttt enres -129 -148 -174 1,035
Corps of Engineers:

Harbor MaintENANCE trUSE FUNG ........co.iviiicicec e bbb bbbt 138 1,071 1,099 11,452

Other Defense-Civil:
MIlIREIY FEHIEMENT FUNG T ......vvvovoesvisssiis bbb 83,993 68,181 93,200| 988,795
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Table 4-5. DEBT HELD BY GOVERNMENT ACCOUNTS '—Continued

(In millions of dollars)

Investment or Disinvestment (=) | Holdings,
Description 2019 | o0 | oo | aopn
Actual Estimate | Estimate | Estimate

Medicare-gligible retiree health care fund 13,994 8,421 15,184 277,781

Education benefits fund 18 -55 -82 941
Environmental Protection Agency:

Hazardous substance superfund 333 184 190 5,625
General Services Administration:

Civil service retirement and disability trUSt FUNG ... ssssniessnnns | | s 978,227| 978,227

Postal Service retiree health BENEfits fUNG ..ottt esssssesssnssntens | eveerens|  avveeaens 38,949 38,949

EmPpIOYees life INSUTANCE TUND ........cuuiiiiiiicii bbb nsisissinsnnnns | eveenens|  aeveees 51,088 51,088

Employees and retired employees health Denefits fuNd ..o | e e 31,904 31,904
International Assistance Programs:

Overseas Private Investment Corporation 47 -5864| .|

Development Finance Corporation corporate capital @CCOUNE ..............ruireriririeierieesisersesseseessssess st essssesssssssssensines || eevneens 5,991 185 6,176
Office of Personnel Management:

Civil service retirement and disability trust fund .... 16,709 18,908| -958,611

Postal Service retiree health benefits fund ........ 2,534 -2,563| 42,058

Employees life insurance fund ...........cccooevnrninriniiennn. 1,582 1,483| -49,682

Employees and retired employees health benefits fund 433 2,573| -30,375
Social Security Administration:

Federal old-age and SUrvivors INSUFANCE trUSE UNG? ............ooorervvvvvesmienessseessseeesssssssssss s 3,142 11,842 -6,494| 2,809,744

Federal disability iNSUFANCE trUSEFUNGZ ............crrveeoeceeeeeee e e eses s 3,119 -1,734 3,191 97,977
District of Columbia: Federal pension fund .. 102 60 48 3,906
Farm Credit System Insurance Corporation: Farm Credit System Insurance fund . 238 284 289 5,505
Federal Communications Commission: Universal service fund ... -2,574 =308 ]
Federal Deposit Insurance Corporation: Deposit insurance fund ... 7,584 6,654 6,006| 116,675
National Credit Union Administration: Share insurance fund 381 893 915 17,084
Postal Service fund? -1,152 823 1,256 11,420
Railroad Retirement Board trust funds 68 137 -384 2,374
Securities Investor Protection Corporation® 230 194 45 3,619
United States Enrichment Corporation fund 47 25 -1,728| ...
Other Federal funds 262 -183 191 4815
Other trust funds 124 107 258 4,479
Unrealized discount ' 1565 ] -14,777

Total, investment in Treasury debt’ 156,011 150,342| 146,269| 6,165,331

Total, investment in Federal debt’ 156,011 150,342| 146,269| 6,165,331
Memorandum:

Investment by Federal funds (on-budget) 45,196 55,620 34,873| 718,722
Investment by Federal funds (off-budget) -1,152 823 1,256 11,420
Investment by trust funds (on-budget) 107,271 83,791| 113,442| 2,542,246
Investment by trust funds (off-budget) 6,262 10,108 -3,303| 2,907,721
Unrealized discount ! 1565 | e 14,777

*$500 thousand or less.

Debt held by Government accounts is measured at face value except for Treasury zero-coupon bonds, which are recorded at market or redemption price; and the unrealized discount
on Government account series, which is not distributed by account. In 2019, zero-coupon bonds were held only by the Nuclear waste disposal fund. If recorded at face value, at the
end of 2019 the debt figure would be $13.4 billion higher for the Nuclear waste disposal fund than recorded in this table. In 2020, zero-coupon bonds were purchased by the Military

retirement fund and the Medicare-eligible retiree health care fund. Changes are not estimated in the unrealized discount.
20ff-budget Federal entity.
3Amounts on calendar-year basis.
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Bank (FFB), both within the Department of the Treasury.
Agency borrowing from the FFB or the Fiscal Service is
not included in gross Federal debt. It would be double
counting to add together (a) the agency borrowing from
the Fiscal Service or FFB and (b) the Treasury borrow-
ing from the public that is needed to provide the Fiscal
Service or FFB with the funds to lend to the agencies.

Debt Held by Government Accounts

Trust funds, and some special funds and public enter-
prise revolving funds, accumulate cash in excess of current
needs in order to meet future obligations. These cash sur-
pluses are generally invested in Treasury securities.

The total investment holdings of trust funds and other
Government accounts increased by $156 billion in 2019.
Net investment by Government accounts is estimated
to be $150 billion in 2020 and $146 billion in 2021, as
shown in Table 4-5. The holdings of Federal securities by
Government accounts are estimated to increase to $6,165
billion by the end of 2021, or 25 percent of the gross
Federal debt. The percentage is estimated to decrease
gradually over the next 10 years.

The Government account holdings of Federal securities
are concentrated among a few funds: the Social Security
Old-Age and Survivors Insurance (OASI) and Disability
Insurance (DI) trust funds; the Medicare Hospital
Insurance (HI) and Supplementary Medical Insurance
(SMI) trust funds; and four Federal employee retirement
funds. These Federal employee retirement funds include
two trust funds, the Military Retirement Fund and the
Civil Service Retirement and Disability Fund (CSRDF),
and two special funds, the uniformed services Medicare-
Eligible Retiree Health Care Fund (MERHCF) and the
Postal Service Retiree Health Benefits Fund (PSRHBF).
At the end of 2021, these Social Security, Medicare, and
Federal employee retirement funds are estimated to own
89 percent of the total debt held by Government accounts.
During 2019-2021, the Military Retirement Fund has a
large surplus and is estimated to invest a total of $245
billion, 54 percent of total net investment by Government
accounts. Some Government accounts are projected
to have net disinvestment in Federal securities during
2019-2021.

Technical note on measurement.—The Treasury securi-
ties held by Government accounts consist almost entirely
of the Government account series. Most were issued at
par value (face value), and the securities issued at a dis-
count or premium are traditionally recorded at par in the
OMB and Treasury reports on Federal debt. However,
there are two kinds of exceptions.

First, Treasury issues zero-coupon bonds to a very few
Government accounts. Because the purchase price is a
small fraction of par value and the amounts are large,
the holdings are recorded in Table 4-5 at par value less
unamortized discount. The only Government account
that held zero-coupon bonds during 2019 is the Nuclear
Waste Disposal Fund in the Department of Energy. The
unamortized discount on zero-coupon bonds held by the
Nuclear Waste Disposal Fund was $13.4 billion at the

end of 2019. In 2020, the Military Retirement Fund and
MERHCF purchased zero-coupon bonds.

Second, Treasury subtracts the unrealized discount
on other Government account series securities in cal-
culating “net Federal securities held as investments of
Government accounts.” Unlike the discount recorded for
zero-coupon bonds and debt held by the public, the unre-
alized discount is the discount at the time of issue and is
not amortized over the term of the security. In Table 4-5
it is shown as a separate item at the end of the table and
not distributed by account. The amount was $14.8 billion
at the end of 2019.

Debt Held by the Federal Reserve

The Federal Reserve acquires marketable Treasury
securities as part of its exercise of monetary policy. For
purposes of the Budget and reporting by the Department
of the Treasury, the transactions of the Federal Reserve
are considered to be non-budgetary, and accordingly the
Federal Reserve’s holdings of Treasury securities are
included as part of debt held by the public.!® Federal
Reserve holdings were $2,113 billion (13 percent of debt
held by the public) at the end of 2019. Over the last 10
years, the Federal Reserve holdings have averaged 16
percent of debt held by the public. The historical holdings
of the Federal Reserve are presented in Table 7.1 in the
Budget’s Historical Tables. The Budget does not project
Federal Reserve holdings for future years.

Limitations on Federal Debt

Definition of debt subject to limit.—Statutory limi-
tations have usually been placed on Federal debt. Until
World War I, the Congress ordinarily authorized a specific
amount of debt for each separate issue. Beginning with
the Second Liberty Bond Act of 1917, however, the nature
of the limitation was modified in several steps until it de-
veloped into a ceiling on the total amount of most Federal
debt outstanding. This last type of limitation has been in
effect since 1941. The limit currently applies to most debt
issued by the Treasury since September 1917, whether
held by the public or by Government accounts; and other
debt issued by Federal agencies that, according to explicit
statute, is guaranteed as to principal and interest by the
U.S. Government.

The third part of Table 4-2 compares total Treasury
debt with the amount of Federal debt that is subject to the
limit. Nearly all Treasury debt is subject to the debt limit.

A large portion of the Treasury debt not subject to
the general statutory limit was issued by the Federal
Financing Bank. The FFB is authorized to have outstand-
ing up to $15 billion of publicly issued debt. The FFB has
on occasion issued this debt to CSRDF in exchange for
equal amounts of regular Treasury securities. The FFB
securities have the same interest rates and maturities as
the Treasury securities for which they were exchanged.
The FFB issued: $14 billion of securities to the CSRDF
on November 15, 2004, with maturity dates ranging from

15 For further detail on the monetary policy activities of the Federal
Reserve and the treatment of the Federal Reserve in the Budget, see
Chapter 9, “Coverage of the Budget.”
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June 30, 2009, through June 30, 2019; $9 billion to the
CSRDF on October 1, 2013, with maturity dates from
June 30, 2015, through June 30, 2024; and $3 billion of
securities to the CSRDF on October 15, 2015, with matu-
rity dates from June 30, 2026, through June 30, 2029. The
outstanding balance of FFB debt held by CSRDF was $9
billion at the end of 2019 and is projected to be $7 billion
at the end of 2020.

The other Treasury debt not subject to the general lim-
it consists almost entirely of silver certificates and other
currencies no longer being issued. It was $479 million at
the end of 2019 and is projected to gradually decline over
time.

The sole agency debt currently subject to the general
limit, $209 thousand at the end of 2019, is certain deben-
tures issued by the Federal Housing Administration.16

Some of the other agency debt, however, is subject to its
own statutory limit. For example, the Tennessee Valley
Authority is limited to $30 billion of bonds and notes
outstanding.

The comparison between Treasury debt and debt sub-
ject to limit also includes an adjustment for measurement
differences in the treatment of discounts and premiums.
As explained earlier in this chapter, debt securities may
be sold at a discount or premium, and the measurement of
debt may take this into account rather than recording the
face value of the securities. However, the measurement
differs between gross Federal debt (and its components)
and the statutory definition of debt subject to limit. An

16 At the end of 2019, there were also $18 million of FHA debentures
not subject to limit.

adjustment is needed to derive debt subject to limit (as
defined by law) from Treasury debt. The amount of the
adjustment was $49 billion at the end of 2019 compared
with the total unamortized discount (less premium) of
$73 billion on all Treasury securities.

Changes in the debt limit.—The statutory debt limit
has been changed many times. Since 1960, the Congress
has passed 85 separate acts to raise the limit, revise the
definition, extend the duration of a temporary increase, or
temporarily suspend the limit.1”

The seven most recent laws addressing the debt limit
have each provided for a temporary suspension followed
by an increase in an amount equivalent to the debt that
was issued during that suspension period in order to fund
commitments requiring payment through the specified
end date. The Bipartisan Budget Act of 2018 suspended
the $20,456 billion debt ceiling from February 9, 2018,
through March 1, 2019, and then raised the debt limit on
March 2, 2019, by $1,532 billion to $21,988 billion. The
Bipartisan Budget Act of 2019 suspended the $21,988 bil-
lion debt ceiling from August 2, 2019, through July 31,
2021.

At many times in the past several decades, including
2018 and 2019, the Government has reached the statutory
debt limit before an increase has been enacted. When this
has occurred, it has been necessary for the Treasury to
take “extraordinary measures” to meet the Government’s
obligation to pay its bills and invest its trust funds while
remaining below the statutory limit.

17 The Acts and the statutory limits since 1940 are listed in Table 7.3
of the Budget’s Historical Tables, available at https:/ | www.whitehouse.
gov/omb/ historical-tables/ .

Table 4-6. FEDERAL FUNDS FINANCING AND CHANGE IN DEBT SUBJECT TO STATUTORY LIMIT

(In billions of dollars)

Estimate
Description Actual
2019 | 2020 | 2021 2022 | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030
Change in Gross Federal Debt:
Federal funds defiCit ...........oveerremeerrereneiierisenerineissenns 1,096.9| 1,1955| 1,064.5| 977.3| 8240/ 670.7| 5838/ 539.0/ 389.1| 341.4| 2958 167.8
Other transactions affecting borrowing from the public—
Federal funds ! ........cooocevveeecevoieemesieese s siesens 68.2 -15 66.0 60.3 52.4 445 39.1 335 29.9 26.7 26.9 277
Increase (+) or decrease (-) in Federal debt held by
Federal funds ..o 44.0 56.4 36.1 45.7 45.1 451 45.6 42.9 45.3 46.5 46.1 47.2
Adjustments for trust fund surplus/deficit not invested/
disinvested in Federal SECUMtES? ...........coocvvvrmerrrverenerns -04| -197 10.6 -14 -1.1 -1.1 -1.0 -1.0 -0.9 -0.7 -0.6 -0.4
Change in unrealized discount on Federal debt held by
GOVErNMENt ACCOUNES ..