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THOMAS SAPORITO'S OBJECTIONS AND RESPONSE TO FLORIDA POWER & LIGHT 

COMPANY'S FIRST REQUEST FOR PRODUCTION OF DOCUMENTS (No.1); AND 


THOMAS SAPORITO'S NOTICE OF CHANGE IN MAILING ADDRESS 


The undersigned In tervenor. Thomas Saporito, pursuant to the Florida Rules of Civil Procedure, 

Florida Admin istrati\'e C,de. and' 1(' Comm ission's Order Establishing P ~o:cdure PSC-12-0 143-PCO

E1. hereby files [h]is Objections and Response to Florida Power & Light Company's First Request for 

Production of DOClllll ,:nts ;;I~; fol!r ' Yj: 

GE"E , ..L OBJECTIONS 

lnt'.:rvenor objec t~ to each ::t nd cv ~ry n;guest for doclJments that calls for information protected 

by the at'.orr.cy-cl ien' privil ege (:s apr lied to ~ "pro se" litigant), th ,. work product doctrine and/or any 

other applicable priv ilege or proh 'tiotl affo r..uby law, whether sLlch privilnge or protection appears at 

the time respon se is fi rst mode 'or ':; sl ' b ~' ~quel1tly determined to be applieaole for any reason. 

Intervenor in no WJy in nds to ',I,aive " 'l: !l ri \ ilaze or prott (;ti0r. , Inkrvenor objects to each request to 

the extent that it seek: inf(,Jrmari "n lh al i:. Gu plicati'/e or not retc 'ant to thc <;u bjeo matter in this docket 

and is not reaS OI ao\ enlcll iated I" In C. 10 the =liscovery ofadm:<;sihle e,,;d·,nee Intervenor objects to 

each request to the extent il is va~l1e . '1111hig" " s, overly broad, irnpr':cise, or utilizes terms that are 

subject to n'ultiple inl: r 'c, t;l ~ iOll: hut urf. not r roperly defined 01' e>,plaind for pllr;:Joses of such 

discovery requests. Int erv eno ' 0""1'( [ t(1 ~rf') icl ii1g infonnatic,n t(; the '~xten ' that such information is 

already in the (:ublic rec 1' .1 hefc r,? a nll hli -: : ~ency and av aibhle through n(1 rmal procedures or is 

readily aceessabk !'ht'(l l I3h ln te rr' ~ t tr- 'cl ergi les, Intervenor expr ; ssly r~ f,~' rves and does not waive 

any and all objection" [h .e may I'we If) ,I' e ad missibility, aU~ ' 1e n t i c ity or re-Ie"a cy of the information 
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provided in [h]is response . 

Intervenor hereby provides the foll ov.;i ng Response to Florida Power & Light Company's First 

Request for Production 01' Docunpnt in produc ing the following documents: 

• 	 2012 . 1.24-25 F de ral R ~ rve Minutes 

2012. 1.25 Feder::ll Reserve Economic Projections 

2012.01.25 Federal R serve Press Release 

2012 .01.3 1 80 (conomic lIllook 

2012 .03.13 Federal Re se r 'e Press Release 

2012.04.24-25 f eJi!ral Re erv' Minutes 

20 I 2.04.25 Federal Reserve Economic Projections 

2012.04.25 Feder..d Rc 'cn e Press Release 

2012.06.20 F deral Reserve Economic Projections 

20 12.06.20 ~ederal R save Pre's Release 

f ederal Reserve \J _ . lt1llat" on Chart 


NOTICE OF MAI LING ADDRESS CHANGE 

The Commission and pa t it: s in this matter are hereby noticed that the undersigned's mailing 

address has changed - and that <tIl 'ulll ce correspondence and/or documents filed in the above-

captioned matter should be s~nt D ~11:l il i ng rGd eS5 shown immediately below. 

Res ectfully ~,ll bm itll.: d th's 5'h cl 3 ) oC.fu ly 2012 . 

Thoma~ . Saporito) 
6701 Mallards Cove Rd. Apt. 28 H 
Jupiter. Florida 1345S 
Phone: (561) 972-8363 
Email: sapori lo") /?ygm.:li l.com 

By: 
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CERTIFlC ATE OF SERVICE 

DOCKET NO. 120015-EI 


I HERBY CERTIFY that a true and correct copy of the foregoing document was served 
electronically via email / link on this 5lh da: of Jul y 2012 to the following: 

R. Wade Litchfield. Esq 
Maria J Moncada, Esq. 
Jordan A. White, Esq. 
Florida Power & Light Campa y 
700 Unil£rse Boulevard 
Juno Beach, Florida 33408 
Wade_Litchfield@fpl .com 
Maria. Moncada@fpl .com 
Jordon. White@fpl.com 

Caroline Klancke, Esq. 
Keino Young. Esq. 
Martha Brown, Esq . 
Office of the General Counsel 
Florida Pubiic Service Commis 3ion 
2540 Shumard Oak Boulevard 
Tallahassee. Florida 32399-1400 
cklancke@psc.s ta:e.n.us 
kyoung@psc. state ft. us 

mbrown@psc.state.ff .us 

Robert Scheffel Wright Esq. 
John T LaVia, III, Esq. 
Gardner. Bist. Wi8,ler. et al. 
1399 Thomaswood Onl£ 
Tallahassee. Florida 32308 
schef@gbwle} sl.c Jm 
jlavia@gbwlegal .com 
Attorneys for Florida Retai l Federation 

Jon C. Moyle, Jr., Esq . 
Vicki Gordon Kaufman, Esq. 
Moyie Law Firm. P .A. 
118 North Gads en S reet 
Tallahassee. FloriJa 32301 
jmoyle@moylela .com 
vl<aufrnan@moylelcNJ.c '11 

Attorneys f OI Florida In ustria I 

Powe r Users Group 


JR. Kelly , Public Counsel 
Joseph A. McGlothlin, Esq. 
Office of Public Counsel 
c/o Ttle Florida Legislature 
111 W. Madison Street, Room 812 
Tallahassee, Florida 32399-1400 
Kelly .j r@leg.state.fl .us 
mcglothl in. joseph@leg.state.R.us 
rehwinkel . charies@leg.state.R.us 
christensen. Patty@leg.state.R .us 
noriega tarik@leg.state.R.us 
merchant. Tricia@leg.state.R.us 

Kenneth _. Wiseman, Esq. 
Mark F. Sunback. Esq 
Lisa M. Purdy, Esq. 
William M. Rappolt, Esq. 
J. Peter Ripley , Esq. 
Andrews Kurth LLP 
1350 I Street NW, Suite 1100 
Was hington , D. C. 20005 
kwisernan@andre rvskurth.com 
msundback@andrewskurth.com 
Ipurdy@andrewskurth.com 
wrappolt@andrewskurth.com 
pripley@andrewskurth.com 
Attorney!; for South Florida Hospital 
and Hea'thcare Association 

Mi & Mrs . Daniel R. Larson 

16933 W . Harlena Oril£ 

Loxahatcree, Florida 33470 

danlarson@belisouth.net 


Jonn W. :-1endrick 

3f-37 S SLore Dn-.e 

Sara ·"ta, Florida 34234 

JINI endric~i<s@s ' i2.com 
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Minutes of the Federal Open Market Committee 
January 24-25, 2012 

A meeting of the Federal Open Market Committee was 
held in the offices of the Board of Governors in \'{Iash
ington, D.C., on Tuesday, January 24, 2012, at 
J0:00 a.m., and continued on Wednesday, January 25, 
2012, at 8:30 a.m. 

PRESENT: 
Ben Bernanke, Chairman 
\'('iLliam C. Dudley, Vice Chairman 
Elizabeth Duke 
Jeffrey 1'v1. Lacker 
Dennis P. Lockhart 
Sandra Pianalto 
Sarah Bloom Raskin 
Daniel 1(. Tarullo 
John C. Williams 
Janet L. Yellen 

James Bullard, Christine Cumming, Charles L. 
Evans, Esther L. George, and Eric Rosengren, 
Alternate i'vlembers of the Federal Open Mar
ket Committee 

Richard W. Fisher, Narayana Kocherlakota, and 
Charles 1. Plosser, Presidents of the Federal 
Reserve Banks of Dallas, :Minneapolis, and 
Philadelphia, respectively 

\'( 'ilLiam B. English, Secretary and Economist 
Deborah J. Danker, Deputy Secretary 
Matthew M. Luecke, Assistant Secretary 
Da\'id \'( '. Skidmore, Assistant Secretary 
Michelle A. Smith, Assistant Secretary 
Scott G. Alvarez, General Counsel 
Thomas C. Baxter, Deputy General Counsel 
Ste\'en B. Kamin, Economist 
Da\'id \V. Wilcox, Economist 

David ;\'itig, Thomas A. Connors, l'vlichael P . 
Leahy, William Nelson, Simon Potter, David 
Reifschneider, Glenn D. Rudebusch, and Wil
liam Wascher, Associate Economists 

Brian Sack, Manager, System Open Market Ac
count 

Michael S. Gibson, Director, Division of Banking 
Supervision and Regulation, Board of Gover
nors 

Nellie Liang, Director, Office of Financial Stability 
Policy and Research, Board of Governors 

Jon W. Faust and Andrew T. Levin, Special Advi
sors to the Board, Office of Board Members, 
Board of Governors 

James A. Clouse, Deputy Director, Division of 
Monetary Affairs, Board of Governors 

Linda Robertson, Assistant to the Board, Office of 
Board Members, Board of Governors 

Daniel E. Sichel, Senior Associate Director, Divi
sion of Research and Statistics, Board of Gov
ernors 

Ellen E. Meade, Stephen A. Meyer, and Joyce K. 
Zickler, Senior Advisers, Division of Monetary 
Affairs, Board of Governors; Lawrence Slif
man, Senior Adviser, Division of Research and 
Statistics, Board of Governors 

Eric M. Engen' and Daniel M. Covitz, Associate 
Directors, Division of Research and Statistics, 
Board of Governors; Trevor A. Reeve, Asso
ciate Director, Division of International 
Finance, Board of Governors 

Joshua Gallin,' Deputy Associate Director, Divi
sion of Research and Statistics, Board of Gov
ernors 

David H. Small, Project Manager, Division of 

Monetary A.ffairs, Board of Governors 


Chiara Scotti, Senior Economist, Division of In
ternational Finance, Board of Governors; 
Louise Sheiner, Senior Economist, Division of 
Research and Statistics, Board of Governors 

, Attended Tuesday's session on I)'. 
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Lyle Kumasaka, Senior Financial Analyst, Division 
of i-lonetary Affairs, Board of Governors 

Kurt F. Lewis, Economist, Division of l\{onetal)' 
Affairs, Board of Governors 

Randall A. \,(iilliams, Records Management Analyst, 
Division of Monetary Affairs, Board of Gov
crnors 

Kenneth C. Montgomery, First Vice President, 
Federal Reserve Bank of Boston 

Jeff Fuhrer, Loretta J. Mester, Harvey Rosenblum, 
and Daniel G. Sullivan, Executive Vice Presi
dents , Federal Reserve Banks of Boston, Phil
adelphia, Dallas, and Chicago, respectively 

Craig S. Hakkio, Mark E. Schweitzer, Christopher 
J. Waller, and r,-ei-Mu Yi, Senior Vice Presi
dents, Federal Reserve Banks of Kansas City, 
Cleveland, St. Louis, and Minneapolis, respec
ti \'eiy 

John Duca2 and 1-\ndrew Haughwout,2 Vice Presi
dents, Federal Reserve Banks of Dallas and 
l'.:cw York, respectively 

Julie "\nn Remache, Assistant Vice President, Fed
eral Reserve Bank of N e\l,; York 

Robert L. Hetzel, Senior Economist, Federal Re
serve Bank of Richmond 

Daniel Cooper,2 Economist, Federal Reserve Bank 
of Boston 

2 ,-\ttended the discussion of the role of financial condi 
tions in economic recO\'ery. 

Role of Financial Conditions in Economic Recov
ery: Lending and Leverage 
Sta ff summarized research projects being conducted 
across the Federal Reserve System on the effects of 
changes in lending practices and household leverage on 
consumer spending in recent years. These projects 
provided a range of views regarding the size and impor
tance of such effects. An analysis employing aggregate 
time-series data indicated that changes in income, 
household assets and liabilities, and credit availability 

can largely account for the movements in aggregate 

consumption seen since the mid-1990s; this finding 

suggests that changes in credit conditions may have 

been an important factor driving changes in the saving 

rate in recent years. A second analysis used data on 

borrowing, debt repayments, and other credit factors 

for individual borrowers; this study found that move 

ments in leverage-resulting from voluntary loan re

payments and from loan charge-offs-have had a sub

stantial effect on the cash flow of many households 

over time, and thus presumably on their spending. 

However, a third study, which employed household

level data, suggested that movements in consumption 

before, during, and after the recession were driven pri

marily by employment, income, and net worth, leaving 

little variation to be explained by changes in leverage 

and credit availability. 


In their discussion following the staff presentation, 

several meeting participants considered possible rea

sons for the differing results of the various analyses; 

participants also noted contrasts benNeen these findings 

and those reported in some academic research. Several 

possible explanations for the val)ing conclusions were 

discussed, including differences across studies in model 

specification and data, as well as differences in the de

finition of deleveraging. In addition, it was noted that 

data limitations make it difficult to reach firm conclu

sions on this issue, at least at this time. Participants 

also considered the possible influence on aggregate 

consumer spending of changes in real interest rates and 

the distribution of income, the potential for policy ac

tions to affect the fundamental factors driving housc

hold saving, and whether households' spending be

havior is being affected by concerns about the future of 

Social Security. 


Annual Organizational Matters 

In the agenda for this meeting, it was reported that ad

vices of the election of the following members and al

ternate members of the Federal Open Market Commit

tee for a term beginning Janual)' 24, 2012, had been 

received and that these individuals had executed their 

oaths of office. 


The elected members and alternate members \vere as 

follows: 


\'X'illiam C. Dudley, President of the Federal Reserve 

Bank of New York, with Christine Cumming, First 

Vice President of the Federal Reserve Bank of New 

York, as alternate. 
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Jeffrey M. Lacker, President of the Federal Reserve 
Bank of Richmond, with Eric Rosengren, President of 
the Federal ReseJYc Bank of Boston, as alternate. 

Sandra Pianaltu, President uf the Federal Reserve Bank 
of Cie"eland, with Charles L. Evans, President of the 
federal Reserve Bank of Chicago, as alternate. 

Dennis P. Lockhart, President of the Federal Reserve 
Bank of _Atlanta, with James Bullard, President of the 
1 :ederal Reserve Bank of St. Louis, as alternate. 

John C. \Villiams, "President of the Federal Reserve 
Bank of San Francisco, with Esther L. George, Presi
dent of the Federal Reserve Bank of Kansas City, as 
alternate. 

By unarumous yote, the following officers of the Fed
eral Open IvIarket Committee were selected to serve 
until the selection uf their successurs at the first regu
larly scheduled meeting of the Cummittee in 2013: 

Ben Bernanke Chairman 
\'\ 'ill.iam C. Dudley Vice Chairman 
William B. English Secretary and Economist 
Deborah J. Danker Deputy Secretary 
Matthe\\' i\I. Luecke Assistant Secretary 
David W. Skidmure Assis tant Secretary 
;\[icheUe ,\. Smith Assistant Secretary 
Scott G. Alvarez General Counsel 
Thomas C. Baxter Deputy General Counsel 
Richard til. Ashton Assistant General Counsel 
Stcven B. Kamin Economist 
David \'\: . Wilcox Economist 

David Altig 
Thomas /\. Connors 
Michael P. Leah\, 
William Nelson 
Simon "Potter 
David Reifschneider 
Glenn D. Rudebusch 
i\lark S. Sniderman 
W'illiam Wascher 
John A \Veinberg j\ssociate Economists 

By una!limous vote, the Federal Reserve Bank of New 
York \vas selected to execute transactions for the Sys
tem Open Market Account. 

By unanimous \'ote, Brian Sack was selected to serve at 
the pleasure of the Committee as Manager, System 

Open Market Account, on the understanding that his 
selection was subject to being satisfactory to the Feder
al Reserve Bank of New York. 

Secretary's nute: Advice subsequently was 
received that the selection of Mr. Sack as 
Manager was satisfactory to the Board of Di
rectors of the Federal Reserve Bank of New 
York. 

By unanimous vote, the Authorization for Domestic 
Open Market Operations was amended to allow lend
ing uf securities on lunger than an uvernight basis to 

accommodate weekend, huliday, and similar trading 
conventions. The Guidelines for the Conduct of Sys
tem Open Market Operatiuns in Federal-Agency Issues 
remained suspended. 

AUTHORIZATION FOR DOMESTIC OPEN 
MARKET OPERATrONS 
(Amended January 24, 2012) 

1. The Federal Open Market Committee authorizes 
and d.irects the Federal Reserve Bank of Ne\v York, to 
the extent necessary to carry out the most recent do
mestic policy directive adopted at a meeting of the 
Committee: 

A. To buy or sell U.S. Government securities, in
clud.ing securities of the Federal Financing Bank, and 
securities that are direct obligations of, or fully guar
anteed as to principal and interest by, any agency uf 
the United States in the open market, frum or to se
curities dealers and foreign and internatiunal accounts 
maintained at the Federal Reserve Bank of New 
York, on a cash, regular, or deferred delivery basis, 
for the System Open Market Account at market pric
es, and, for such Account, to exchange maturing U.S. 
Government and Federal agenc), securities with the 
Treasury or the individual agencies or to aUO\v them 
to mature without replacement; 
B. To buy or sell in the upen market U.S. Gm-
ernment securities, and securities that are direct ubli
gations of, or fully guaranteed as to principal and in
terest by, an)' agency of the U ruted States, for the Sys
tem Open Market Account under agreements to re
sell or repurchase such securities or obligations (in
clud.ing such transactions as arc commonly referred 
to as repo and reverse repo transactiuns) in 65 busi
ness days or less, at rates that, unless otherwise ex
pressly authorized by the Committee, shall be deter
rn.ined by competitive bidding, after applying reason
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able limitations on the volume of agreements with 
individual counterparties. 

In order to ensure the effective conduct of open 
market operations, the Federal Open Market Commit
tee authorizes the Federal Reserve Bank of New York 
to use agents in agency MBS-related transactions. 
3. In order to ensure the effective conduct of open 
market operations, the Federal Open Market Commit
tee authorizes the Federal Reserve Bank of New York 
tu lend on an overnight basis U.S. Government securi
ties and securities that are direct obligations of any 
agency of the United States, held in the System Open 
.Market Account, to dealers at rates that shall be deter
mined by competitive bidding. The Federal Reserve 
Bank of New York shall set a minimum lending fee 
consistent with the objectives of the program and apply 
reasonable limitations on the total amount of a specific 
issue that may be auctioned and on the amount of se
curities tbat each dealer may borrow. The Federal Re
serve Bank of New York may reject bids which could 
faciLitate a dealer's ability to control a single issue as 
determined soleh' bv the Federal Reserve Bank of New 
York. The federal Reserve Bank of New York may 
lend securities on longer than an overnight basis to ac
commodate weekend, holiday, and similar trading con
ventions. 
4. In order to ensure the effective conduct of open 
market operations, \\·hile assisting in the provision of 
short-term investments for foreign and international 
accounts maintained at the Federal Reserve Bank of 
~ew York and accounts maintained at the Federal Re
serve Bank of New Yurk as fiscal agent of the United 
States pursuant to Sectiun 15 uf the Federal Reserve 
Act, the Federal Open Market Committee authorizes 
and directs the Federal Reserve Bank of New York: 

A for System Open Market A.ccount, to sell U.S. 
GO\-ernment securities, and securities that are direct 
obligations of, or fully guaranteed as to principal and 
interest by, any agency of the United States, to such 
accounts on the bases set forth in paragraph I.A un
der agreements providing for the resale by such ac
counts of those securities in 65 business days or less 
on terms comparable to those available on such 
transactions in the market; and 
B. for New York Bank account, when appropriate, 
to undertake with dealers, subject to the conditions 
imposed on purchases and sales of securities in para
graph I.B, repurchase agreements in U.S. Govern
ment securities, and securities that are direct obliga
tion s of, or fully guaranteed as to principal and inter
est by, any agency of the United States, and to ar
range corresponding sale and repurchase agreements 

between its own account and such foreign, interna
tional, and fiscal agency accounts maintained at the 
Bank. 

Transactions undertaken with such accounts under the 
provisions of th.is paragraph may provide for a service 
fee when appropriate. 
5. In the execution of the Committee's decision re
garding policy during any intermeeting period, the 
Committee authorizes and directs the Federal Reserve 
Bank of New York, upon the instruction of the Chair
man of the Committee, to adjust somewhat in excep
tional circumstances the degree of pressure on reserve 
positions and hence the intended federal funds rate and 
to take actions that result in material changes in the 
composition and size of the assets in the System Open 
Market Account other than those anticipated by the 
Committee at its most recent meeting. Any such ad
justment shall be made in the context of the Commit
tee's discussion and decision at its most recent meeting 
and the Committee's long-run objectives for price sta
bility and sustainable economic growth, and shall be 
based on economic, financial, and monetary develop
ments during the intermeeting period. Consistent with 
Committee practice, the Chairman, if feasible, will con
sult \vith the Committee before making any adjustment. 

The Committee voted to reaffirm the Authorization for 
Foreign Currency Operations, the Foreign Currency 
Directive, and the Procedural Instructions with Respect 
to Foreign Currenc), Operations as shown below. The 
votes to reaffirm these documents included approval of 
the System's warehousing agreement with the U.S. 
Treasury. Mr. Lacker dissented in the votes on the Au
thorization for Foreign Currency Operations and the 
Foreign Currency Directive to indicate his opposition 
to foreign currency intervention by the Federal Re
serve. In his view, such intervention would be ineffec
tive if it did not also signal a shift in domestic monetary 
policy; and if it did signal such a shift, it could poten
tially compromise the Federal Reserve's monetary poli
cy independence. 

AUTHORIZATION FOR FOR
EIGN CURRENCY OPERATIONS 
(Reaffirmed Januar)" 24, 2012) 

1. The Federal Open Market Committee authorizes 
and directs the Federal Reserve Bank of New York, for 
System Open Market Account, to the extent necessary 
to carry out the Committee's foreign currenc\' directive 
and express authorizations by the Committee pursuant 
thereto, and in conformity with such procedural in
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structiO!ls as the Committee may issuc from time to 

nme: 
.A. To purchase and sell the following foreign cur
rencies in the form of cable transfers through spot or 
forward transactions on the open market at home 
and abroad, including transactions with the U.S. 
Treasury, \vith the U.S. Exchange Stabilization Fund 
established b\· Section 10 of the Gold Reserve Act of 
193'+, with foreign monetary authorities, with the 
Bank for International Settlemcnts, and with other in
ternational financial institutions: 

Australian dollars 

Brazilian reais 

Canadian dollars 

Danish kroner 

ellro 

Japanese yen 

Korean \\'on 

Mexican pesos 

01C\\' Zealand dollars 

[\;ot\vegian kroner 

Pounds sterling 

Singapore dollars 

S\\Tdish kronor 

Swiss francs 


B. To hold balances of, and to have outstanding 
forward contracts to receive or to deliver, the foreign 
currencies listed in paragraph A above. 
C. To draw foreign currencies and to permit for
eign banks to dra\\' dollars under the reciprocal cur
renc\' arrangements listed in paragraph 2 below, pro 
vided that drawings by either party to any such ar
rangement shall be fully liquidated within 12 months 
after any amount outstanding at that time was first 
drawn, unless the Committee, because of exceptional 
circumstances, specifically authorizes a delay, 
D. To maintain an overall open position in all for
eign eu rrencies not exceeding 1)25.0 billion. For this 
purpose, the o\"Crali open position in all foreign cur
rencies is detined as the sum (disregarding signs) of 
net positions in individual currencies, excluding 
changes in dollar value due to foreign exchange rate 
movements and interest accruals . The net position in 
a single foreign currency is defined as holdings of 
balances in that currenc)', plus outstanding contracts 
for future receipt, minus outstanding contracts for fu
ture deliver\' of that currency, i.e., as the sum of these 
clements with due regard to sign. 

The Federal Open Market Committee direers the 
federal Resen'e Bank of New York to maintain reci

procal currency arrangements ("swap" arrangements) 
for the System Open Market Account for periods up to 

a maximum of 12 months with the following foreign 
hanks, which are among those designated by the Board 
of Governors of the Federal Reserve System under Sec
tion 214.5 of Regulation N, Relations with Foreign 
Banks and Bankers, and with the approval of the 
Committee to renew such arrangements on maturity: 

Foreign bank Amount of arrangcment 
(millions of dollars equivalent) 

Bank of Canada 2,000 
Bank of Mexico 3,000 

Any changes in the terms of e:<lSung swap arrange
ments, and the proposed terms of any new arrange
ments that may be authorized, shall be referred for re
view and approval to the Committee. 
3. All transactions in foreign currencies undertaken 
under paragraph 1.A. above shall, unless othcnvise ex
pressly authorized by the Committee, be at prevailing 
market rates. For the purpose of providing an Im'est 
ment return on System holdings of foreign currencies 
or for the purpose of adjusting interest rates paid or 
received in connection wi th swap drawings, transac
tions with foreign central banks may be undertaken at 
non-market exchange rates. 
4. It shall he the normal practice to arrange with for
eign central banks for the coordination of foreign cur
rency transactions. In making operating arrangements 
with foreign central banks on System holdings of for
eign currencies, the Federal Reserve Bank of New York 
shaU not commit itself to maintain any specific balance, 
unless authorized by the Federal Open Market Com
mlttee. Any agreements or understandings concerning 
the administration of the accounts maintained by the 
Federal Reserve Bank of New York with the foreign 
banks designated by the Board of Governors under 
Section 214.5 of Regulation N shall be referred for re
view and approval to the Committee. 
5. Foreign currency holdings shall be invested to 

ensure that adequate liquidity is maintained to meet 
anticipated needs and so that each currency portfolio 
shaU generally have an average dur,ltion of no more 
than 18 months (calculated as Macaulay duration). 
Such investments may include bU)1ng or selling outright 
obligations of, or fully guaranteed as to principal and 
interest by, a foreign government or agency thereof; 
buying such securities under agreements for repurchase 
of such securities; selling such securities under agree 
ments for the resale of such securities; and holding var

7 
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ious time and other deposit accounts at foreign institu
tions. In addition, when appropriate in connection 
with arrangements to provide investment facilities for 
foreign currenc\' holdings, U.S. Government securities 
may be purchased from foreign central banks under 
agreements for repurchase of such securities within 
30 calendar days. 
6. .\.U operations undertaken pursuant to the preced
ing paragraphs shall be reported promptly to the For
eign Currenc~' Subcommittee and the Committee. The 
Foreign Currency Subcommittee consists of the Chair
man and Vice Chairman of the Committee, the Vice 
Chairman of the Board of Governors, and such other 
member of the Board as the Chairman may designate 
(or in the absence of members of the Board setTing on 
the Subcommittee, other Board members designated by 
the Chairman as alternates, and in the absence of the 
Vice Chairman of the Committee, the Vice Chairman's 
alternate). Meetings of the Subcommittee shaU be 
called at the request of any member, or at the request of 
the Manager, System Open Market Account ("Manag
er"), for the purposes of reviewing recent or contem
plated operations and of consulting with the Manager 
on other matters relating to the Manager's responsibili
ties. At the request of any member of the Subcommit
tee, questions arising from such reviews and consulta
tions shall be referred for determination to the Federal 
Open Market Committee. 
7. 	 The Chairman is authorized: 

A. \\'ith the approval of the Committee, to enter 
into any needed agreement or understanding with the 
Secretary of the Treasury about the division of re
sponsibility for foreign currency operations between 
the System and the Treasurj'; 
B. To keep the Secretary of the Treasury fuUy ad
vised concerning Sj'stem foreign currency operations, 
and to consult with the Secretary on policy matters 
relating to foreign currency operations; 
C. From time to time, to transmit appropriate re 
ports and information to the National Advisory 
Council on International Monetary and Financial Pol
lCles. 

8. Staff officers of the Committee are authorized to 
transmit pertinent information on System foreign cur
rency operations to appropriate officials of the Treasury 
Department. 
9. All Federal Reserve Banks shall participate in the 
foreign currenc~' operations for System Account in ac
cordance with paragraph 3G(1 ) of the Board of Gover
no rs ' Statement of Procedure with Respect to Foreign 
Relationships of Federal Reserve Banks dated January 
1,1944. 

FOREIGN CURRENCY DIRECTIVE 
(Reaffirmed January 24, 2012) 

1. System operations in foreign currencies shall gen
erally be directed at countering disorderly market condi
tions, provided that market exchange rates for the U.S. 
dollar reflect actions and behavior consistent with IMF 
Article IV, Section 1. 
2. 	 To achieve this end the System shall: 

A . Undertake spot and forward purchases and sales 
of foreign exchange. 
R. Maintain reciprocal currency ("swap") arrange
ments with selected foreign central banks. 
C. Cooperate in other respects with central banks 
of other countries and with international monetary 
institutions. 

3. 	 Transactions may also be undertaken: 
A. To adjust System balances in light of probable 
future needs for currencies. 
B. To provide means for meeting System and 
Treasury commitments in particular currencies, and 
to facilitate operations of the Exchange Stabilization 
Fund. 
C. For such other purposes as may be expressly au
thorized by the Committee. 

4. System foreign currency operations shall be con
ducted: 

A. In close and continuous consultation and coop
eration with the United States Treasury; 
B. In cooperation, as appropriate, with foreign 
monetary authorities; and 
C. 	 In a manner consistent with the obligations of 

the United States in the International Monetary 
Fund regarding exchange arrangements under 
IMF Artiele IV. 

PROCEDURAL INSTRUCTIONS WITH RESPECT 
TO FOREIGN CURRENCY OPERATIONS 
(Rea ffumed January 24, 2012) 

In conducting operations pursuant to the authorization 
and direction of the Federal Open Market Committee 
as set forth in the Authorization for Foreign Currency 
Operations and the Foreign Currency Directive, the 
Federal Reserve Bank of New York, through the Man
ager, System Open Market Account ("Manager"), shall 
be guided by the following procedural understandings 
with respect to consultations and clearances with the 
Committee, the Foreign Currency Subcommittee, and 
the Chairman of the Committee, unless othef\vise di
rected by the Committee. All operations undertaken 
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pursuant to sLlch clearance:s shall be: reported promptly 
to the Committee. 
I. The Manager shall clear \,·ith the Subcommittee 
(or with the Chairman, if the Chairman believes that 
consultation \vith the Subcommittee is not feasible in 
the time available): 

A. Any operation that would result in a change in 

the System's overall open position in foreign curren

cies exceeding $:300 million on any day or $600 mil

lion since the most recent regular meeting of the 

Committee. 

B. Any operation that would result in a change on 

am" dar in the System's net position in a single for

eif!;11 currency exceeding $150 million, or $300 million 

when the operation is associated with repayment of 

swap dra\vings. 

c:. Any operation that might generate a substantial 

\"olume of trading in a particular currency by the Sys

tem, even though the change in the System's net po

sition in that currency might be less than the limits 

specifieJ in I.B. 

D. Any swap drawing proposed by a foreign bank 

not exceeding the larger of (i) $200 million or 

(ii) IS percent of the size of the swap arrangement. 


2. The Manager shall clear with the Committee (or 
with the Subcommittee, if the Subcommittee believes 
that consultation with tbe full Committee is not feasible 
in the time aYailable, or \\·ith the Chairman, if the 
Chairman believes that consultation with the Subcom
mittee is not fcasible in the time available): 

A. Am· operation that \vould result in a change in 
the S~'stem's overall open position in foreign curren
cies exceeding $1.5 billion since the most recent regu
lar meeting of the Committee. 
B. Any swap drawing proposed by a foreign bank 
cxceeding the larger of (i) $200 million or (ii) 15 per
ccnt of the size of the swap arrangement. 

3. The J\Ianagcr shall also consult with the Subcom
m.ittee or the Chairman about proposed s\\"ap drawings 
b~' the System and about any operations that are not of 
a routine charactcr. 

By unanimous yote, the Committee reaffirmed its Pro
gram for Securit~, of FOMC Information. 

Statement on Longer-Run Goals and Monetary 
Policy Strategy 
Following the Committee's disposition of organization
al m:lttcrs, participants considered a revised draft of a 
statement of principles regarding the FOMC's longer
run goals and monetary policy strategy. The revisions 
retlected discussion of an earlier draft during the 

Committee's December meeting as well as comments 
received over the intcrmeeting period. The Chairman 
noted that the proposed statement did not represent a 
change in the Committee's policy approach. Instead, 
the statement was intended to hclp enhance the trans
parency, accountability, and effectiveness of monet:lry 
policy. 

In presenting the draft statement on behalf of the sub
committee on communications, Governor Yellen 
pointed out several key elements. First, the statement 
expresses the FOMC's commitment to explain its poli
cy decisions as clearly as possible. Second, the state
ment specifies a numerical inflation goal in a context 
that firmh, underscores the Federal Reserve's commit
ment to fostering both parts of its dual mandate. 
Third, the statement is intended to serve as an over
arching set of principles that would be reaffirmed dur
ing the Committee's organizational meeting each year, 
and the bar for amending the statement would be high. 

All participants but one supported adopting the revised 
statement of principles regarding longer-run goals and 
monetary policy strategy, which is reproduced below. 

"Following careful deliberations at its recent 
meetings, the Federal Open i'v[arket Commit
tee (FOMC) has reached broad agreement 
on the follo\\"ing principles regarding its 
longer-run goals and monetary policy strate
gy. The Committee intends to reaffirm these 
principles :lnd to make adjustments as ap
propriate at its annual organizational meeting 
each January. 

The FOMC is firml), committed to fulfilling 
its statutory mandate from the Congress of 
promoting maxlmum employment, stable 
prices, and moderate long-term interest rates. 
The Committee seeks to explain its monetary 
polic), decisions to the pu blic as clearly as 
possible. Such clarity facilitates well
informed decisionmaking by households and 
businesses, reduces economic and fi.nancial 
uncertainty, increases the effectiveness of 
monetary policy, and enhances transparency 
and accountability, which are essential in a 
democratic societv. 

Inflation, employment, and long-term inter
est rates tluctuate over time in response to 
economic and financial disturbances. More
over, monetary policy actions tend to influ
ence economic activity and prices with a lag. 
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Therefore, the Committee's policy decisions 
reflect its longer-run goals, its medium-term 
outlook, and its assessments of the balance 
of risks, including risks to the financial sys
tem that could impede the attainment of the 
Committee's goals. 

The inflation rate over the longer run is pri
marily determined by monetary policy, and 
hence the Committee has the ability to speci
f\. a longer-run goal for inflation. The 
Committee judges that inflation at the rate of 
2 percent, as measured by the annual change 
in the price index for personal consumption 
expenditures, is most consistent over the 
longer run with the Federal Reserve's statu
tory mandate. Communicating this inflation 
goal clearly to the public helps keep longer
term intlation expectations firmly anchored, 
thereby fostering price stability and moderate 
long-term interest rates and enhancing the 
Committee's ability to promote maximum 
employment in the face of significant eco
nomic disturbances. 

The maximum level of employment is largely 
determined by nonmonetary factors that af
fect the structure and dynamics of the labor 
market. These factors may change over time 
and may not be directly measurable. Conse
quently, it \'vould not be appropriate to speci
fy a fixed goal for employment; rather, the 
Committee's policy decisions must be in
formed by assessments of the maximum lev
el of employment, recognizing that such as
sessments are necessarily uncertain and sub
ject to revision. The Committee considers a 
wide range of indicators in making these as
sessments. Information about Committee 
participants' estimates of the longer-run 
normal rates of output growth and unem
ployment is published four times per year in 
the FO]\[C's Summary of Economic Proj ec
tions. For example, in the most recent pro
jections, F01IC participants' estimates of the 
longer-run normal rate of unemployment 
had a central tendency of 5.2 percent to 
6.0 percent, roughly unchanged from last 
January but substantially higher than the cor
responding interval several years earlier . 

In se tting monetary policy, the Committee 
seeks to mitigate deviations of inflation from 

its longer-run goal and deviations of em
ployment from the Committee's assessments 
of its maximum level. These obiectives are 
generally complementary. Howeyer, under 
circumstances 10 which the Committee 
judges that the objectives are not comple
menta!)', it follows a balanced approach in 
promoting them, taking into account the 
magnitude of the deviations and the poten
tially different time horizons over '-\:hich em
ployment and inflation are projected to re
turn to levels judgeJ consistent with its 
mandate." 

All FOMC members voted to adopt this statement ex
cept NIr. TaruUo, who abstained because he questioned 
the ultimate usefulness of the statement in promoting 
better communication of the Committee's policy strat
egy. 

Developments in Financial Markets and the Fed
eral Reserve's Balance Sheet 
The Manager of the System Open Market Account 
(SOMA) reported on developments in domestic and 
foreign financial markets during the period since the 
Federal Open Market Committee (FOMC) met on De
cember 13, 2011. He also reported on System open 
market operations, including the ongoing reinvestment 
into agency-guaranteed mortgage-backed securitit:s 
(MBS) of principal payments received on SOMA hold
ings of agency debt and agency-guaranteed NIBS as weU 
as the operations related to the maturity extension pro
gram authorized at the September 20-21 FOMC meet
ing. By unanimous vote, the Committee ratified the 
Desk 's domestic transactions over the intermeering 
period. There were no intervention operations in for
eign currencies for the System's account over the in
termeeting period. 

Staff Review of the Economic Situation 
The information reviewed at the January 24-25 meet
ing indicated that U.S. economic activity continued to 
expand moderately, while globaJ growth appeared to be 
slowing. OveraU conditions in the labor market im
proved further, although the unemployment rate re
mained elevated. Consumer price inflation was sub
dued, and measures of long-run inflation expectations 
remained stable. 

The unemployment rate declined to 8.5 percent in De
cember; however, both long-duration unemployment 
and the share of \,vorkers employed part time for eco
nomic reasons were still quite high. Private nonfarm 
employment continued to expand moderately, while 
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state and local government employment decreased at a 
slower pace than earlicr in 2011. Some indicators of 
firms' hiring plans improved. Initial claims for unem
plonnent insurance edged 1000\;er, on balance, since the 
middle of December but remained at a level consistent 
with onl\' modest employment growth. 

Industrial production expanded in November and De
cember, on net, and the rate of manufacturing capacity 
utilization moved up. tvfotor vehicle assemblies were 
scheduled to increase, on balance, in the first quarter of 
2012, and broader indicators of manufacturing activity, 
such as the Jiffusion indexes of new orders from the 
national and regional manufacturing surveys, were at 
le\'els that suggested moderate growth in production in 
the near term. 

Real personal consumption expenditures continued to 
rise moderately in November, boosted by spending for 
mOtor vehicles and other durables, although house
holds' real disposable income edged down. In Decem
ber, ho\vever, nominal retail sales excluding purchases 
at motor \Thicle anJ parts outlets declined, and sales of 
motor vehicles also dropped slightly. Consumer senti
ment improved further in early J anuar), but ,vas still at a 
lmv level. 

/\ctivity in the housing market improved a bit in recent 
months but continued to be held down by the large 
overhang of foreclosed and distressed properties, un
certainty about future home prices, and tight underwrit
ing standards for mortgage loans. Starts and permits 
for new single-family homes rose in November and 
December but remained only a little above the de
pressed levels seen earlier in 2011. Sales of new and 
existing homes also firmed somewhat in recent months, 
but home prices continued to trend lower. 

Real business expenditures on equipment and software 
appeared to have decelerated in the fourth quarter. 
:\ominal orders and shipments of nondefense capital 
goods excluding aircraft declined in November for a 
second 1110 nth. Forward-looking indicators of firms' 
equipment spending were mixed: Some survey meas
ures of business conditions and capital spending plans 
improved, but corporate bond spreads continued to be 
elevated and analysts' earnings expectations for pro
ducers of capital goods remained muted. Nominal 
business spending for nonresidential construction was 
unchanged in November and continued to be held 
back by high vacancy rates and tight credit conditions 
for construction loans. Inventories in most industries 
looked to be weU aligned with sales, though motor ve
hicle stocks remained lean. 

Monthly data for federal government spending pointed 
to a significant decline in real defense purchases in the 
fourth guarter. Real state and local government pur
chases seemed to be decreasing at a slo\\'er rate than 
during earlier quarters, as the pace of reductions in pay
rolls eased and construction spending leveled off in 
recent months. 

The U.S. international trade deficit widened in Novem
ber as exports fell and imports rose. Exports declined 
in most major categories, with the exception of con
sumer goods. E xports of industrial supplies and mate
rials were especially weak, though the weakness was 
concentrated in a few particularly volatile categories 
and reflected, in part, declines in prices. The ri se in 
imports largely reflected higher imports of petroleum 
products and automotive products, which more than 
offset decreases in most other broad categories of im
ports. 

Overall U.S. consumer prices as measured by the price 
index for personal consumption expenditures were un
changed in November; as measured by the consumer 
price index, they were tlat in December as well. Con
sumer energy prices decreased in recent months, while 
increases in consumer food prices slowed. Consumer 
prices excluding food and energy rose modestly in the 
past two months. Near-term intlation expectations 
from the Thomson Reuters /U niversity of rvlichigan 
Surveys of Consumers were essentially unchanged in 
early January, and longer-term inflation expectations 
remained stable. 

Available measures of labor compensation indicated 
that wage gains continued to be modest. Average 
hourly earnings for all employees posted a moderate 
gain in December, and their rate of increase from 
12 months earlier remained slow. 

Recent indicators of foreign economic activity pointed 
to a substantial deceleration in the fourth quarter of 
2011. In the euro area, retail sales and industrial pro
duction were below their third-guarter averages in both 
October and November. Economic activity in much 
of Asia was disrupted by the effects of severe nooding 
in Thailand, which affected supply chains in the region. 
Twelve-month inflation rates receded in several ad
vanced and emerging market economies, and most cen
tral banks maintained policy rates or eased further 
while continuing to provide significant liguidity sup
port. 
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Staff Review of the Financial Situation 
Dcvelopments in Europe continued to be a central fo
cus for investors over the intermeeting period as con
cerns persisted about the prospects for a durable solu
tion to the European fiscal and financial difficulties. 
l"evertheiess, market sentiment toward Europe ap
peared to brighten a bit, and U.S. economic data releas 
es were somewhat better than investors expected, lead
ing to some improvement in conditions in financial 
markcts. 

On balance over the period, the expected path for the 
federal funds rate implied by money market futures 
quotes was essentially unchanged. Yields on nominal 
Treasury securities rose slightly at intermediate and 
longer maturities . Indicators of inflation compensation 
deri, 'ed from nominal and inflation-protected Treasury 
securities edged up. 

C.S. financial institutions reportedly retained ready 
access to short-term fundjng markets; there were no 
signi ficant dislocations in those markets over year-end. 
Dollar funding pressures for European banks eased 
slightk \'Vhile spreads of the London interbank of
fered rate (Libor) over overnight index swap (OIS) 
rates of the same maturity remained elevated, rates for 
unsecured overnight commercial paper (CP) issued by 
some entities with European parents declined substan
tially following the lowering of charges on the central 
bank liqwruty swap lines with the Federal Reserve, the 
implementation by the European Central Bank (ECB) 
of its first three-year longer-term refinancing operation 
(1.TRO), and the passage of year-end. In secured fund
ing markets, spreads of overnight asset-backed CP rates 
over overnight unsecured CP rates also declined, and 
the general collateral repurchase agreement, or repo, 
market continued to function normally. 

Indicators of financial stress eased somewhat over the 
intermeeting period, although they generally continued 
to be elevated. tvIarket-based measures of possible 
spillovers from troubles at particular financial fLrms to 

the broader financial system were below their levels in 
the fall but remained above their levels prior to the fi
nancial crisis. Initial fourth-quarter earnings reports for 
large bank holdjng comparues 'were mjxed relative to 

market expectations, with poor capital market revenues 
weigrung on the profits of institutions with significant 
trading operations. Although credit default swap 
(CDS) spreads of most large domestic bank holding 
companies remained elevated, they moved lower over 
the intermeeting period, and some institutions took 
advantage of casing credit conditions by issuing signifi

cant quantities of new long-term debt. Equity prices of 
most large domestic financial institutions outperformed 
the broader market, on net, over the intermeeting pe
riod. Nonetheless, the ratio of the market value of 
bank equity to its book value remained low for some 
large financial firms. Responses to the December Sen
ior Credit Officer Opinion Survey on Dealer Financing 
Terms indicate that, since August, securities dealers 
have devoted increased time and attention to the man
agement 0 f concentrated credit exposures to other fi
nancial intermediaries, pointing to increased concern 
over counterpart)' risk. 

Broad equity price indexes increased more than 6 per
cent, on net, over the intermeeting period, and option
implied equity volatility declined notably. Yields on 
investment-grade co rporate bonds declined a bit rela
ti"e to those on comparable-maturity Treasury securi
ties, while spreads of speculative-grade corporate bond 
yields over yields on Treasury securities decreased no
ticeably. Indicators of the credit quality of nonfinancial 
corporations continued to be solid. Conditions in the 
secondary market for leveraged loans were stable, with 
median bid prices about unchanged. financing condi
tions for large nonfinancial businesses generally re
mained favorable. Bond issuance by investment-grade 
nonfinancial corporations was robust, though below its 
elevated November pace, while issuance by lower-rated 
firms slowed, likely owing in part to seasonal factors. 
Issuance of leveraged loans was relatively modest in the 
fourth quarter compared with its rapid pace earlier in 
the year. Share repurchases and cash-financed mergers 
by nonfinancial finns maintained their recent strength 
in the trurd quarrer, leaving net eguity issuance deeply 
negative. 

Financing conditions for commercial real estate (CRE) 
remained strained, and issuance of commercial mort
gage-backed securities was very light in the fourth quar
ter. Responses to the January Seruor Loan Officer 
Opinion Survey on Bank Lending Practices (SLOOS) 
indicated that bank CRE lending standards continued 
to be extraordinarily tight, bur some banks reported 
having reduced the spreads of loan rates over their cost 
of funds (compared with a year ago) for the first time 
sjnce 2007. Delinquency rates on commercial mort
gages remained elevated, and CRE price indexes con
tinued ro fluctuate around levels substantiail" lower 
than their 2007 peaks. 

Conditions in residential mortgage markets remained 
extremely tight. Although mortgage interest rates and 
yields on current-coupon agency lYlES edged down to 
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ncar chcir historical lows, mortgage refinancing activity 
continued [0 be subdued amid tight underwriting stan
dards and lc)\\' levels of home equity. Mortgage delin
quenC\' races, while improving gradually, remained ele
vaced relative to pre-crisis norms, and house prices 
continued to move lower. The price of subprime resi
dential mortgage-backed securities (fuvlBS), as meas
ured by the ABX index, rose over the intermeeting pe
riod, consiscent with similar changes for other higher
risk fixed-income securities. Rl\IBS prices were sup
poned bv reports of Ule sale of a significant portion of 
the Ri\IBS held in the Maiden Lane II portfolio. 

On the \vhole, conditions in consumer credit markets 
showed signs of improvement. Consumer credit in
creased in November, while delinquency rates on credi t 
card loans in securitized pools held steady in Novem
ber ac historically low levels. Data on credit card solici
tations and from responses to the January SLOOS sug
gesccd that lending standards on consumer loans con
tinued co ease modestly. 

financing condicions for state and local governments 
werc mixed. Gross long-term issuance of municipal 
bonds remained robusc in December, with continued 
strength in new issuance for capital projects. CDS 
spreads tor staces inched down tunher over the inter
meeting period, and yields on long-term general obliga
tion municipal bonds fell notably. However, down
graues of municipal bonds continued to substantially 
outpace upgrades in the third quarter. 

In che fourth quarter, bank credit concinued to increase 
as banks accumulated agency NIBS and growth of total 
loans picked up. Core loans-the sum of commercial 
and indusuial (C&I) loans, real estate loans, and con
sumer loans--expanded modestly. Growth of C&I 
loans at domestic banks was robust but was partly off
sec by weakness ac LI.S. branches and agencies of Eu
ropean banks. Noncore loans rose sharply, on net, 
rd1cccing in pan a surge in such loans at the U.S. 
branches and agencies of European institutions. Re
sponses to che January SLOOS indicated that, in the 
ag.~regace, loan demand screngthened slightly and lend
ing sLlndards eased a bit further in the fourth quarter. 

:vIZ increased at an annual race of 51
/ . percent in De

cember, likely retleccing concinued demand for safe and 
liquid assecs gi\'en investor concerns over develop
ments 10 Europe, In addicion, demand deposits rose 
rapidly around year-end, reportedly because lenders in 
shon-cerm funuing markets chose to leave substantial 
balances with banks over the turn of the year. The 
monetary base increased in December, largely reflecting 

growth in currency. Reserve balances were roughly 
unchanged over the intermeecing period. 

International financial markets seemed somewhat calm
er over the intermeeting period than liey had been in 
previous monlis, and lie funding condicions faced by 
most European financial institutions and sovereigns 
eased somewhat in the wake of the ECB's first three
year LTRO. Short-term euro interest rates muvedlow
er as euro-area institucions drew a substamial amount 
of three-year funds from the ECB, and dollar funding 
costs for European banks also appeared to decline. 
Spreads of yields on Italian and Spanish government 
debc over those on German bunds narrowed over the 
intermeeting period, with spreads on shoner-term debc 
falling particularly noticeably. The apparent improve
ment in market sentiment was not diminished bv news 
late in the period that Standard & Poor's lowered its 
long-term sovereign bond ratings of nine euro-area 
countries and the European Financial Stability Facility 
or by news chat negotiations over lie terms of a volun
tary private-sector debt exchange for Greece had not 
yet reached a conclusion. 

The staffs broad index of che foreign exchange \'alue 
of lie dollar declined slightly over the intermeeting 
period. While the dollar fell against most other curren
cies, it appreciated against the euro. Foreign s[()ck 
markets generally ended the period higher, with head
line equity indexes in Europe and the emerging market 
economies up substantially, although emerging market 
equity and bond funds continued to experience out
flows on net during che period. 

Staff Economic Outlook 
In the economlC forecast prepared for the January 
fOMC meeting, the staffs projection for the growth in 
real gross domescic product (GOP) in the ncar term 
was revised down a bit. The revision reflected the ap
parent decline in federal defense purchases and che 
somewhat shallower crajectory for consumer spending 
in recent months; the recent data on the labor market, 
production, and other spending cacegories were, on 
balance, roughly in line with the scaffs expeccations at 
the time of the previous forecas[. The medium-term 
projection for real GOP growth in the January forecast 
was little changed from the one presented in Decem
ber. Although che developments in Europe were ex
pecced to continue to weigh on the U.S. econom), dur
ing the firsc half of this rear, the staff still projencd thac 
real GOP growth would accelerate gradually in 2012 
and 2013, supported by accommodative monecary poli
cy, furlier improvements in credit availability, and ris
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ing consumer and business sentiment. The increase in 
real GOP was expected to be sufficient to reduce the 
slack in product and labor markets only slowlv over the 
projection period, and the unemployment rate was an
ticipated to still be high at the end of 2013. 

The staffs forecast for inflation was essentially un
changed from the projection prepared for the Decem
ber fOMe meeting. With stable long-run inflation 
expectations and substantial slack in labor and product 
markets anticipated to persist over the forecast period, 
the staff continued to project that inflation would re
main subdued in 2012 and 2013. 

Participants' Views on Current Conditions and the 
Economic Outlook 
In conjunction with this FOiVIC meeting, all partici
pants-the five members of the Board of Governors 
and the presidents of the 12 Federal Reserve Banks
provided projections of output growth, the unemploy
ment rate, and inflation for each year from 2011 
through 2014 and over the longer run. Longer-run 
projections represent each participant'S assessment of 
the rate to which each variable would be expected to 
com'erge, over time, under appropriate monetary policy 
and in the absence of further shocks to the economy. 
Starting \vith this meeting, participants also provided 
assessments of the path for the target federal funds rate 
that they ,·iew as appropriate and compatible with their 
individual economic projections. Participants' econom
ic projections and policy assessments are described in 
more detail in the Summary of Economic Projections, 
which is attached as an addendum to these minutes. 

In their discussion of the economic situation and out
look, meeting participants agreed that the information 
received since the Committee met in December sug
gested that the economy had been expanding mod
eratel", notwithstanding some slowing in growth 
abroad. In general, labor market indicators pointed to 

some further improvement in labor market conditions, 
but progress was gradual and the unemployment rate 
remained elevated. Household spending had continued 
to ad\'ance at a moderate pace despite still-sluggish 
growth in real disposable income, but growth in busi
ness fixed investment had slowed. The housing sector 
remained depressed, with ,'ery low levels of activity; 
there were, however, signs of improvement in some 
local housing markets. Many participants observed that 
some indicators bearing on the economy's recent per
formance had shown greater-than-expected improve
ment, but a number also noted less favorable data; one 
noted that grO\\'th in final sales appeared to have 

slowed in the fourth quarter of last year even as output 
growth picked up. Inflation had been subdued in re
cent months, there was little evidence of wage or COSt 
pressures, and longer-term intlation expectations had 
remained stable. 

\'{'ith respect to the economic outlook, participants 
generally anticipated that economic growth over com
ing quarters would be modest and, consequently, ex
pected that the unemployment rate would decline only 
gradually. A number of factors were seen as likely to 
restrain the pace of economic expansion, including the 
slowdown in economic activity abroad, fiscal tightening 
in the United States, the weak housing market, further 
household deleveraging, high levels of uncertainty 
among households and businesses, and the possibility 
of increased volatility in financial markets until the fis
cal and banking issues in the euro area are more fully 
addressed. Participants continued to expect these 
headwinds to ease over time and so anticipated that the 
recovery would gradually gain strength, However, par
ticipants agreed that strains in global financial markets 
continued to pose signiftcant downside risks to the 
economic outlook. With unemployment expected to 
remain elevated, and with longer-term inflation expec
tations stable, almost all participants expected inflation 
to remain subdued in coming quarters-that is, to run 
at or below the 2 percent level that the Committee 
judges most consistent with its statutory mandate over 
the longer run. 

In discussing the household sector, meeting partici
pants noted that consumer spending had grown mod
erately in recent months. Consumer sentiment had 
improved since last summer, though its level was still 
quite low. Business contacts in the retail sector re
ported generally satisfactory holiday sales, but high-end 
retailers saw strong gains while lower-end retailers saw 
mixed results. Contacts also reported widespread dis
counting. Major express delivery companies indicated 
very high volumes at year-end and into January. Sever
al participants observed that consumer spending had 
outpaced growth in personal disposable income last 
year, and a few noted that households remained pessi
mistic about their income prospects and uncertain 
about the economic outlook. These observations sug
gested that growth of consumer spending might slow. 
However, a few other participants pointed to increasing 
job gains in recent months as contributing to an im
proving trend in real incomes and thus supporting con
tinued moderate growth in consumer spending. 
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Reports from business contacts indicated that activity 
in the manufacturing, energy, and agriculrural sectors 
continued to advance in recent months. Businesses 
generally reported that tl1ey remained cautious regard
ing capital spending and hiring; some contacts cited 
uncertaintl' about the economic outlook and about fIS
cal and regulatory policy. Nonetheless, business con
tacts had become somewhat more optimistic, \\'ith 
more contacts reporting plans to expand capacity and 
pa)·rolls. Some companies indicated that they planned 
to relocate some production from abroad to the United 
States. A few participants noted mat national and Dis
trict surveys of firms' capital spending plans suggested 
that the recent slowing in business fDeed investment 
was partly temporary. The combination of high energy 
prices and availability of new drilling technologies was 
promoting strong gro\\1:h in investment outlays in the 
energy sector. 

Participants generally saw the housing sector as still 
depressed. The level of activity remained quite weak, 
house prices \1,,'ere continuing to decline in most areas, 
and tbe overhang of foreclosed and distressed proper
ties \\'as still substantial. Nonetheless, there were some 
small signs of improvement. The inventory of unsold 
homes had declined, though in part because me fore
closure process had slowed, and issuance of permits for 
new single-family homes had risen from its lows. One 
participant again noted reports from some homebuild
ers suggesting that land prices were edging up and that 
financing was a\'ailable from nonbank sources . Anoth
er participant cited reports from business contacts indi
cating that credit standards in mortgage lending were 
becoming somewhat less stringent. Yet another noted 
that recent changes to the Home Affordable Refinance 
Program, which were intended to streamline the refi
nancing of performing high-loan-to-value mortgages, 
were showing some success. 

Participants generaUy expected that growth of U.S. ex
ports was likely to be held back in the coming year by 
slower global economic gro\\·th. In particular, fiscal 
austerity programs in Europe and stresses in the Euro
pean b,wking system seemed likely to restrain econom
ic gro\vth there, perhaps with some spiLlover to growth 
in ,\sia. One p,lrticipant noted that shipping rates had 
declined of late, sllggesting that a slowdown in interna
tional trade might be under \\"ay. 

Participants agreed that recent indicators showed some 
further gradual improvement in overall labor market 
conditions: Payroll employment had increased some
what morc rapidly in recent months, new claims for 

unemployment insurance had trended lower, and the 
unemplo~'ment rate had declined. Some business con
tacts indicated that me~' planned to do more hiring this 
year than last. However, unemployment-including 
longer-term unemployment-remained elevated, and 
the numbers of discouraged workers and people work
ing part time because they could not find full-time 
work were also still quite high. Participants exprcssed a 
range of views on the current extent of slack in the la
bor market. Very high long-duration uncmplo)·ment 
might indicate a mismatch between unemployed work
ers' skills and employers' needs, suggesting that a sub
stantial part of the increase in unemployment since the 
beginning of the recession reflected factors omer than a 
shortfall in aggregate demand . In contrast, the quite 
modest increases in labor compensation of late, and me 
large number of workers reporting that the~' are work
ing part time because their employers have cut their 
hours, suggested mat underutilization of labor was still 
substantial. A few participants noted that the recent 
decline in the unemployment rate reflected declining 
labor force participation in large part, and judged that 
the decline in the participation rate was likel)· to be re
versed, at least to some extent, as the recovery contin
ues and labor demand picks up. 

Meeting participants observed that financial conditions 
improved and financial market stresses eased somewhat 
during the intermeeting period: Equity prices rose, 
volatility declined, and bank lending conditions ap
peared to improve. Participants noted that the ECB's 
three-year refinancing operation had apparently contri
buted to improved conditions in European sovereign 
debt markets. Nonetheless, participants expected that 
global financial markets would remain focused on the 
evolving situation in Europe and anticipated that con
tinued policy efforts \\'ould be necessary in Europe to 
fully address the area's fiscal and financial problems. 
U.S. banks reported increases in commercial lending as 
some European lenders pulled back, and some banking 
contacts indicated that creditwormy companies' de
mand for credit had increased. A number of partici
pants noted further improvement in the availability of 
loans to businesses, with a couple of them indicating 
that small business contacts had reported increased 
availability of bank credit. However, a few other partic
ipants commented that small businesses in their Dis
tricts continued to face difficulty in obtaining bank 
loans. 

Participants observed that longer-run inflation expecta
tions were still well anchored and also noted that infla
tion had been subdued in recent months, partly reflect
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ing a decline in commodity prices and an easing of 
sup ply chain disruptions since mid-2011 . In addition, 
labor compensation had risen only slowly and produc
tivity continued to increase. One participant reported 
that a survey of business inflation expectations incli
cated Finns were anticipating increases in unit costs on 
the ordcr of 1J/ 4 percent this year, just a bit higher than 
las t year. Looking farther ahead, participants generally 
judged that the modest expansion in economic activity 
that the y were projecting \vould be consistent with a 
gradual reduction in the current wide margins of slack 
in labor and product markets and \\·ith subdued infla
tion going fOf\vard. Some temained concerned that, 
with the persistence of considerable resource slack, 
in thtion might continue to drift do\\·n and run below 
mandate-consistent levels for some time. However, a 
couple of participants were concerned that inflation 
could rise as the recovery continued and argued that 
providing additional monetary accommodation, or even 
ma.intaining the current highJ~' accommodative stance 
of monetary polic\· over the meclium run, would erode 
the stability of inflation expectations and risk higher 
intlation. 

Committee participants discussed possible changes to 
the fOf\vard ~'l.l.idance that has been included in the 
Committee's tecent post-meeting statements. Many 
participants thought it important to explore means for 
hetter communicating policymakers' thinking about 
future monetary policy and its relationship to evolving 
economic conditions. A couple of participants ex
pressed concern that some press reports had misinter
preted the Committee's use of a date in its forward 
guidance as a commitment about its furure polic~' deci
sions. Several participants tho ught it \\'ould be helpful 
to proyidc more information about the economic con
ditions that would be likely to \\·arrant maintaining the 
current tatget range for the federal funds rate, perhaps 
by providing numerical thresholds for the unemploy
ment and inflation rates. Different opinions were ex
pressed regarcling the appropriate values of such 
thresholds, retlecting clifferent assessments of the path 
for the federal funds rate that would likely be appropri
ate to foster the Committee's longer-run goals. How
ever, some participants worried that such thresholds 
would not accurately or effectively convey the Commit
tee's forward-looking approach to monetary policy and 
thus would pose diftlcult communications issues, or 
that mO\-ements in the unemployment rate, by them
sc.J\'es, ,,·ould be an unreliable measure of progress to
,,·ard maximum employment. Several participants pro
posed either dropping or greatly simplifying the for

ward guidance in the Committee's statement, arguing 
that information about participants' assessments of the 
appropriate future level of the federal funds rate, \vhich 
would henceforth be contained in the Summary of 
Economic Projections (SEP), made it unnecessary to 
include forward guidance in the post-meeting state
ment. However, several other participants emphasized 
that the info rmation regarding the federal funds rate in 
the SEP could not substitute for a formal decision of 
the members of the FOMe. Participants agreed to 

continue exploring approaches for providing the public 
with greater clarity about the linkages between the eco
nomic outlook and the Committee's monetary policy 
decisions. 

Committee Policy Action 
Members viewed the information on U.S. economic 
activity received over the intermeeting period as sug
gesting that the economy had been expancling mod
erately and generally agreed that the economic outlook 
had not changed greatly since they met in December. 
While overall labor market conclitions had improved 
somewhat further and unemployment had declined in 
recent months, almost all members viewed the unem
ployment rate as still elevated relative to leyels that they 
saw as consistent with the Committee's mandate over 
the longer run . Available data indicated some slowing 
in the pace of economic growth in Europe and in some 
emerging market economies, pointing to reduced 
growth of U.S. exports going forward. \'{iith the econ
omy facing continuing headwinds from the recent fi
nancial crisis and \vith growth slowing in a number of 
U.S. export markets, members generally expected a 
modest pace of economic growth over coming quar
ters, with the unemployment rate declining only gradu
ally. Strains in global financial markets continued to 

pose significant downside risks to economic activity. 
Inflation had been subdued in recent months, and 
longer-term inflation expectations remained stable. 
Members generally anticipated that int1ation o\'er com
ing quarters would run at or below the 2 percent level 
that the Committee judges most consistent \\"ith its 
mandate. 

In their cliscussion of monetary policy for the period 
ahead, members agreed that it would be appropriate to 
maintain the existing highly accommodative stance of 
monetary policy. In particular, they agreed to keep the 
target range for the federal funds rate at 0 to 1/, per
cent, to continue the program of extencling the average 
maturity of the Federal Reserve's holclings of securities 
as announced in September, and to retain the existing 
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policies regarding the reinvestment of principal pay
ments from Federal Reserve holdings of securities. 

\,'ith respect to the statement to be released foUowing 
the meeting, members agreed that only relatively small 
modi fications to the first two paragraphs were needed 
to reflect the incoming information and the modest 
changes to the economic outlook implied by the recent 
data. In light of the economic outlook, almost all 
members agreed to indicate that the Committee expects 
(0 maintain a highly accommodative stance for mone
tan' poliCl' and currently anticipates that economic 
conditions-including low rates of resource utilization 
and a subdued outlook for inflation over the medium 
run-are likely to warrant exceptionally low levels for 
the federal funds rate at least through late 2014, longer 
than had been indicated in recent FOMC statements. 
In particular, several members said they anticipated that 
unemployment would still be well above their estimates 
of its longer-term normal rate, and inflation would be 
at or belo'x the Committee's longer-run objective, in 
late 2014. It was noted that extending the horizon of 
the Committee's forward guidance would help provide 
more accommodative financial conditions by shifting 
downward investors' expectations regarding the future 
path of the target federal funds rate. Some members 
underscored the conditional narure of the Committee's 
forward guidance and noted that it would be subject to 
re"ision in response to significant changes in the eco
nomic outlook. 

The COl11tnittee also stated that it is prepared to adjust 
the size :md composition of its securities holdings as 
appropriate to promote a stronger economic recovery 
in a context of price stability. A few members ob
served that, in their judgment, current and prospective 
economic conditions-including elevated unemploy
ment and inflation at or below the Committee's objec
ti, 'e-could warrant the initiation of additional securi
ties purchases before long. Other members indicated 
that such polic)' action could become necessary if the 
economy lost momentum or if inflation seemed likely 
to remain below its mandate-consistent rate of 2 per
cent over the medium run. In contrast, one member 
judged that maintaining the current degree of policy 
,\ccnmmodation beyond the near term would likely be 
inappropriate; that member anticipated that a preemp
ti,'e tightening of monetary policy \vould be necessary 
before the end of 2014 to keep inflation close to 2 per
cent. 

At the conclusion of the discussion, the Committee 
"oted to authorize and direct the Federal Reserve Bank 

of New York, until it was instructed otherwise, to ex
ecute transactions in the System Account in accordance 
with the following domestic policy directive: 

"The Federal Open Market Committee seeks 
monetary and financial conditions that will 
foster price stability and promote sustainable 
growth in output. To further its long-run 
objectives, the Committee seeks conditions 
in reserve markets consistent with federal 
funds trading in a range from 0 to II . percent. 
The Committee directs the Desk to continue 
the marurity extension program it began in 
September to purchase, by the end of June 
2012, Treasury securities ","ith remaining ma
rurities of approximately 6 years to 30 years 
with a total face value of $400 billion, and to 

sell Treasury securities with remaining marur
ities of 3 years or less with a total face value 
of $400 billion. The Committee also directs 
the Desk to maintain its existing policies of 
rolling over maturing Treasury securities into 
new issues and of reinvesting principal pay
ments on all agency debt and agency mort
gage-backed securities in the System Open 
Market Account in agency mortgage-backed 
securities in order to maintain the tOtal face 
value of domestic securities at approximately 
$2.6 trillion. The Committee directs the 
Desk to engage in dollar roll transactions as 
necessary to facilitate settlement of the Fed
eral ResetTe's agency IviBS transactions. The 
System Open Market Account Manager and 
the Secretary will keep the Committee in
formed of ongoing developments regarding 
the System's balance sheet that couJd affect 
the attainment over time of the Committee's 
objectives of maximum employment and 
price stability." 

The vote encompassed approval of the statement be
low to be released at 12:30 p.m.: 

"Information received since the Federal 
Open Market Committee met in December 
suggests that the economy has been expand
ing moderately, notwithstanding some slow
ing in global growth. While indicators point 
to some further improvement in overall la
bor market conditions, the unemployment 
rate remains elevated. Household spending 
has continued to advance, but growth in 
business fixed investment has slowed, and 
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the housing sector remains depressed. Infla
tion has been subdued in recent months, and 
longer-term inflation expectations have re
mained stable. 

Cunsistent \\·ith its statutory mandate, the 
Committee seeks to foster maximum em
ployment and price stability. The Committee 
expects eco1lomic growth over coming quar
ters to be modest and consequently antic
ipates that the unemployment rate will de
cline on!\- gradualh' tov;ard Je\-els that the 
Committee judges to be consistent with its 
dual mandate. Strains in globaJ financial 
markets continue to pose significant down
side risks to the economic outlook. The 
Committee also anticipates that over coming 
quarters, inflation will run at levels at or be
low those consistent with the Committee's 
dual mandate. 

To support a stronger economic recovery 
and to help ensure that inflation, over time, 
is at levels consistent with the dual mandate, 
the Committee expects to maintain a highly 
accommodative stance for monetary policy. 
I n particular, the Committee decided today 
to keep the target range for the federal funds 
rate at 0 to '/4 percent and currently antic
ipates that economic conditions-including 
low rates of resource utilization and a sub
dued outlook for inflation over the medium 
run-are likely to ",arrant exceptionally low 
levels for the federal funds rate at least 
th rough late 2014. 

The Committee also decided to continue its 
program to extend the average maturity of its 
holc.Lngs of securities as announced in Sep
tember. The Committee is maintaining its 
existing policies of reinvesting principal 
payments from its holdings of agency debt 
and agency mortgage-backed securities In 
agency mortgage-backed securities and of 

rolling over maturing Treasury securities at 
auction. The Committee \\"ill regularly re
view the size and composition of its secm'i
ties holdings and is prepared to adjust those 
holdings as appropriate to promote a strong
er economlC recovery in a context of price 
stability." 

Voting for this action: Ben Bernanke, William C. 
Dudley, Elizabeth Duke, Dennis P. Lockhart, Sandra 
Pianaito, Sarah Bloom Raskin, Daniel 1-':'. Tarulio, John 
C. Williams, and Janet L. Yellen. 

Voting against this action: Jeffrey 1"1. Lacker. 

Mr. Lacker dissented because he preferred to omit the 
description of the time period over which economic 
conditions were likely to warrant exceptionally lo\\" le
vels of the federal funds rate. He expected that a 
preemptive tightening of monetary polic)" would be 
necessary to prevent an increase in inflation projections 
or inflation expectations prior to the end of 2014. 
More broadly, given the inclusion of FOMe partici
pants' projections for the federal funds rate target in 
the Summary of Economic Projections, he saw no need 
to provide additional forward guidance in the Commit
tee statement. 

It was agreed that the ne.xt meeting of the Committee 
would be held on Tuesday, March 13, 2012. The meet
ing adjourned at 11 :30 a.m. on January 25, 2012. 

Notation Vote 
By notation vote completed on December 30, 2011, the 
Committee unanimously approved the minutes of the 
FOMC meeting held on December 13, 2011. 

William B. English 

Secretary 




Page 1 

Summary of Economic Projections 

In coni unction \\"ith the January 24-25, 2012, Federal 
Open Market Committee (FOMC) meeting, the mem
bers of the Board of Go\'e rnors and the presidents of 
the l'cdcral Reserve Banks, all of whom participate in 
the deliberations of the FOMC, submitted projections 
for growth of real output, the unemployment rate, and 
inthtion for the years 2012 to 2014 and over the longer 
run. The economic projections \\,'ere based on infor
mation a\'ailable at the time of the meeting and partici
pants' individual assumptions about factors likely to 
affect economic outcomes, including their assessments 
of appropriate monetary policy. Starting with the Janu
ary meeting, participants also submitted their assess
ments of the path for the target federal funds rate that 
the\' \"ie\\'ed as appropriate and compatible with their 
individual economic projections . Longer-run projec
tions represent each participant's assessment of the rate 
to \\'hich each variable would be expected to converge 
O\-er time under appropriate monetary policy and in the 
absence of further shocks. "Appropriate monetary 
policy" is defined as the future path of policy that par
ticipants deem most Likely to foster outcomes for eco
nomic activity and inflation that best satisfy their indi
vidual imerpretation of the Federal Reserve's objectives 
of maximum employment and stable prices. 

As depictt:d in figure 1, FOMC participants projected 
continued economic expansion over the 20 12-14 pe
riod, with real gross domestic product (GOP) rising at 

a modest rate this year and then strengthening further 
through 2014. Participants generally anticipated only a 
small decline in the unemployment rate this year. In 
2013 and 2014, the pace of the expansion was pro
jected to exceed participants' estimates of the longer
run sustainable rate of increase in real GOP by enough 
to result in a gradual further decline in the unemploy
ment ratt:. However, at the end of 2014, participants 
generally expected that the unemployment rate would 
still be well above their estimates of the longer-run 
normal unemployment rate that they currently view as 
consistent with the FOMC's statutory mandate for 
promoting maximum employment and price stability. 
Participants viewed the upward pressures on inflation 
in 2011 from factors such as supply chain disruptions 
and rising commodity prices as having waned, and they 
anticipated that inflation would faU back in 2012. Over 
the projection period, most participants expected infla
tion, as measured by tl1e annual change in the price 
index for personal consumption expenditures (PCE), to 
be at or below the FOMC's objective of 2 percent that 
was expressed in the Committee's statement of longer
run goals and policy strategy. Core inflation was pro
jected to run at about the same rate as overall inflation. 

As indicated in table 1, relative to their previous projec
tions in November 2011, participants made small 
downward revisions to their expectations for the rate of 
increase in real GOP in 2012 and 2013, but they did 

Table I. Economic projections of Federal Reserve Board members and Federal Reserve Bank presidents, Januarv 2012 

Percent 

\'ariablc 
2012 I 

Central tcndenc\' I 

2013 I 2014 I Longer run 2012 I 
Range2 

2013 I 2014 I Longer run 

Ch ange: in real GOP. ..... 2.2 to 2.7 2.8 to 3.2 3.3 to 4.0 2.3 to 2.6 2.1 to 3.0 2.4 to 38 2.8 to 4.3 2.2 to 3.0 
No,'cmber PW·lccrion.. 2.5 to 2.9 3.0 to 3.5 3.0 to 3.9 2.4 to 2.7 2.3 to 3.5 2.7 to 4.0 2.7 to 4.5 2.2 to 3.0 

: 
l'nemplm'ment rate... ... 8.2 to 8.5 7.4 to 8.1 6.7 to 7.6 : 5.2 to 6.0 7.8 to 8.6 7.0 to 8.2 6..1 to 7.7 3.0 to 6.0 

:"-jll\'ember projection .. 8.3 to 8.7 7.8 to 8.2 6.8 to 7.7 5.2 to 6.0 8.1 to 8.9 7.5 (() 8.4 6.5 to 8.0 : 5.0 (() 6.0 

PCE inlhti()n. ... ... , 1.4 (() 1.8 1.4 (() 2.0 1.6 (() 2.0 : 2.0 1.3 to 2.5 1.4 to 2.3 1.5 to 2.1 2.0 
~o\'c'm ber projection . . 1.4 to 2.0 1.5 to 2.0 1.5 to 2.0 1.7 to 2.0 1.4 (() 2.8 1.4 to 2.5 1.5 to 2.4 1.5 to 2.0 

Cmc PCE Inflation ' ... 1.5 to 1.8 1.5 (() 2.0 1.6 to 2.0 : 1.3 to 2.0 I.4 to 2.0 1.4 to 2.0 : 
N()vcmber pmlecDon . . I.:; (() 2.0 1.4 to 1.9 1.5 to 2.0 : 1.3 (() 2. I 1.4 to 2.1 1.4 to 2.2 

""nrc: Proic'Ctiuns of change in real gross dumestic produCl (GDP) and projections for buth measures of intlation are from the fourth quaner of the pre
\"j\l U S ~ ·l·ar tu the fourth quarter of the year indicated. peE inflatiun and core peE inflation are the pen.:enlagC rales of change in, respectively, me price index 
I, ,, persunal cun>umpt.iun expenditures (pCL) and the price index for PCE excluding food and energy. Projectiuns for the unemp!U\ment rate are fur the aver
:\gt' <..:ivili:1n unc1l1plo~ mcnl rale in the fourth quaner of the year indicated. Each participant'S projecuons a[t~ based on hi ~ o r her a~sc~smenl of appropriarc 
l1luntt:1r:: pulic y. L.unge r-run prujec,iuns represent each participant)s assessment of me [aiC to \\'hich eac h \'ariable would be cxpcned LU converge under ap· 
prl)pnJtc monclary polley and in the absence of further shocks tu the economy. The N ovember projections we'rc made in conjunction \\'ilh the mceLing olthe 
F...de rll Open j\brkcl Cummiltec un I'< ovem ber 1-2,201 1. 

. Th~ (entral tcndenC\' exdudes the three high cst and three !O\\'CSl pro jccrjuns for each "ariable in each ~ 'car. 


The ran~(' (ur a \-Jriable in a t-,t1\-en yC~lr includes J.ll partkipanls' prujections, from lowes L La highesr, for th:1t va riable in thal year. 

.l) n~Cr-rLm prujcl..-uon::. fur core peE inHauon are nOl (oliened. 
1 
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Figure I. Cen(rallendl'ncics and ranges uf ccunumic prujec(iuns, 20 l2-14 and ovcr (he longer run 
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not materiaUy alter their projections for a noticeabh' 
stronger pace of expansion by 2014, With the unem
plmment rate having declined in recent months by 
more than participants had anticipated in the previous 
Summary of Economic Projections (SEP), they gener
ally lowered their forecasts for the level of the unem
ploymcnt rate O\'er the next two years. Participants' 
expectations for both the longer-run rate of increase in 
rcal CDP and the longer-run unemployment rate were 
little changed from November. They elid not signifi
canth' alter their forecasts for the rate of inflation over 
the next three years. However, in light of the 2 percent 
inflation that is the objective included in the statement 
of longer-run goals and policy strategy adopted at the 
January meeting, the range and central tendency of 
their projectiom of longer-run inflation were all equal 
to :2 percent. 

/\s shown in figure 2, most participants judged that 
highly accommodative monetary policy was likely to be 
warranted over coming years to promote a stronger 
economic expansion in the context of price stability. In 
particular, with the unemployment rate projected to 
remam elevated over the projection period and infla
tion expected to be subdued, six participants antic
ipated that, under appropriate monetary policy, the first 
increase in the target federal funds rate would occur 
after 2014, and five expected policy firming to com
mence during 2014 (the upper panel). The remaining 
six participants judged that raising the federal funds 
rate sooner would be required to forestaU inflationary 
pressures o r avoid distortions in the financial system. 
j\s indicated in the lower panel, all of the individual 
assessments of the appropriate target federal funds rate 
o\'er the next several years were below the longer-run 
level of the federal funds rate, and 11 participants 
placed the target federal funds rate at 1 percent or low
er at the end of 2014. Most participants inelicated that 
the\' expected that the normalization of the Federal 
Resen'e's balance sheet should occur in a way consis
tent with the principles agreed on at the June 2011 
meeting of the FOi\{C, with the timing of adjustments 
depeodent 00 the expec ted dare of the first policy tight
erling, ,\ few participants judged that, given their cur
rent assessmentS of the economic outlook, appropriate 
policy would ioclude additional asset purchases in 2012, 
and one assumed an early endlOg of the marunty exten
sIon program. 

r\ sizable majority of participants continued to judge 
the level of uncertainty associated with their projections 
for rcal activity and the unemployment rate as unusual
ly high relati\'e to historical norms. Many also attached 

a greater-than-normal level of uncertainty to their fore
casts for inflation, but, compared with the November 
SEP, two additional participants vie\ved uncertainty as 
broadly similar to longer-run norms. As in November, 
many participants saw downside risks atteneling their 
forecasts of real GDP growth and upside risks to their 
forecasts of the unemployment rate; most participants 
viewed the risks to their inflation projections as broadly 
balanced. 

The Outlook for Economic Activity 
The central tendency of participants' forecasts for the 
change in real GDP in 2012 was 2.2 to 2.7 percent. 
This forecast for 2012, while slightly lower than the 
projection prepared in November, would represent a 
pickup in output growth from 2011 to a ratc close to its 
10nger-rLln trend. Participants stated that the economic 
information received since November showed contin
ued gradual improvement in the pace of econom.ic ac
tivity during the second half of 2011, as the influence 
of the temporary factors that damped activity in the 
first half of the year subsided. Consumer speneling 
increased at a moderate rate, exports expanded solidly, 
and business investment rose further. Recently, con
sumers and businesses appeared to become somewhat 
more optimistic about the outlook. Financial coneli
tions for domestic nonfinancial businesses were gener
ally favorable, and conelitions in consumer creelit mar
kets showed signs of improvement. 

However, a number of factors suggested that the pace 
of the expansion would continue to be restrained. Al
though some indicators of activity in the housi ng sector 
improved slightly at the end of 2011, new homebuild
ing and sales remained at depressed levels, house prices 
were still falling, and mortgage credit remained tight. 
Households' real disposable income rose only modestly 
through late 2011. In addition, federal speneling con
tracted toward year-end, and the restraining effects of 
fiscal consolidation appeared likely to be greater this 
year than anticipated at the time of the November pro
jections. Participants also read the information on 
economiC activity abroad, particularly in Europe, as 
pointing to weaker demand for U.S. exports in coming 
quarters than had seemed likely when they prepared 
their forecasts in November. 

Participants anticipated that the pace of the economic 
expansion would strengthen over the 2013-14 period, 
reaching rates of increase in real GOP above their es
timates of the longer-run rates of output growth. The 
central tendencies of participants ' forecasts for the 
change io real GOP were 2.8 to 3.2 percent in 2013 and 

http:econom.ic
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Figure 2. O verview of FOMe partic ipants' assessments o f appropriate monetar)' poLicy 
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3.3 to 4.0 percent in 2014. Among the considerations 
supporting their forecasts, participants cited their ex
pectation that the expansion would be supported by 
monetan' policy accommodation, ongoing improve
ments in credit conditions, rising household and busi
ness confidence, and strengthening household balance 
sheets. Many participants judged that U.S. fiscal policy 
would stiLI be a drag on economic activity in 2013, but 
man:' anticipated that progress would be made in re
solving the fiscal situation in Europe and that the for
eign economic outlook would be more positive. Over 
time and in the absence of shocks, participants ex
pected that the rate of increase of real GDP would 
com'erge to their estimates of its longer-run rate, with a 
central tendency of 2.3 to 2.6 percent, little changed 
from their estimates in November. 

The unemployment rate improved more in late 2011 
than most participants had anticipated when they pre
pared their Nm'ember projections, falling from 9.1 to 

8. 7 percent between the third and fourth quarters. As a 
result, most participants adjusted do\\'n their projec
tions for the unemployment rate this year. Nonethe
less, With real GDP expected to increase at a modest 
rate in 2012, the unemployment rate was projected to 
decline only a little this year, with the central tendency 
of participants' forecasts at 8.2 to 8.5 percent at year
end. Thereafter, participants expected that the pickup 
in the pace of the expansion in 2013 and 2014 would 
he accompanicd by a further gradual improvement in 
labor market conditions. The central tendency of par
ticipants' forecasts for the unemployment rate at the 
end of 2013 was 7.4 to 8.1 percent, and it was 6.7 to 
7.6 percEnt at the end of 2014. The central tendency of 
participants' estimates of the longer-run normal rate of 
unemplo\'ment that would prevail in the absence of 
further shocks was 5.2 to 6.0 percent. Most partici
pants indicated that they anticipated that five or six 
rears would be required to close the gap between the 
current unemployment rate and their estimates of the 
longer-run rate, although some noted that more time 
would likel\' be needed. 

Figures 3. 1\ and 3.B provide details on the diversity of 
participants ' views regarding the likely outcomes for 
real GDP growth and the unemployment rate over the 
next three years and over the longer run. The disper
sion in these projections reflected differences in partic
ipants' assessments of many factors, including appro
priate monetary policy and its effects on economic ac
tivity, the underlying momentum in economic activity, 
the effects of the European situation, the prospective 
path for U.S. fiscal policy, the likely evolution of credit 

and financial market conditions, and the extent of 
structural dislocations in the labor market. Compared 
with their November projections, the range of partici
pants' forecasts for the change in real GDP in 2012 
narrowed somewhat and shifted slightly lower, as some 
participants reassessed the outlook for global economic 
growth and for U.S. fiscal polic:'. .Many, however, 
made no material change to their forecasts for growth 
of real GDP this year. The dispersion of participants' 
forecasts for output growth in 2013 and 2014 remained 
relatively wide. Having incorporated the data showing 
a lower rate of unemployment at the end of 2011 than 
previously expected, the distribution of participants' 
projections for the end of 2012 shifted noticeably down 
relative to the November forecasts, The ranges for the 
unemployment rate in 2013 and 2014 showed less pro
nounced shifts toward lower rates and, as was the case 
with the ranges for output growth, remained wide. 
Participants made only modest adjustments to their 
projections of the rates of output growth and unem
ployment over the longer run, and, on net, the disper
sions of their projections for both were little changed 
from those reponed in November. The dispersion of 
estimates for the longer-run rate of output growth is 
narrow, with only one participant's estimate outside of 
a range of 2.2 to 2.7 percent. By comparison, partici
pants ' views about the level to which the unemploy
ment rate would converge in the long run are more 
diverse, reflecting, among other things, different "icws 
on the outlook for labor supply and on the extent of 
structural impediments in the labor market. 

The Outlook for Inflation 
Participants generally viewed the outlook for inflation 
as very similar to that in November. Most indicated 
that, as they expected, the effects of the run-up in pric
es of energy and other commodities and the supply 
disruptions that occurred in the first half of 2011 had 
largely waned, and that inflation had been subdued in 
recent months. Participants also noted that inflation 
expectations had remained stable over the past year 
despite the fluctuations in headline inflation. Assuming 
no further supply shocks, most participants anticipated 
that both headline and core inflation would remain 
subdued over the 2012-14 period at rates at or below 
the FOMC's longer-run objective of 2 perCEnt. Specif
ically, the central tendency of participants' projections 
for the increase in inflation, as measured by the PCE 
price index, in 2012 \\'as 1.4 to 1.8 percent, and it edged 
up to a central tendency of 1.6 to 2.0 percent in 2014; 
the central tendencies of the forecasts for core PCE 
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Figure 3./\. Di,tribu[ion oCpartieipants' projections for the: change in real GDP.l012-l4 and over the longer run 
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Figure 3.13 . Distribulion of participants ' projections for the unemployment rale, 201 2-14 and over the longer run 
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Figure 3.e. Distribution ofpnrticipams ' proje<:lions for peE infintion. 2012- 14 and over (he longer run 
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Figure 3.D. Di~tribLl(ion o[ participants' projections [or core peE inflation, 2012-14 
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inflation ,vere largely the same as those for the total 
measure. 

Figures 3.C and 3D provide information about the 
diversity of participants' views about the outlook for 
inflation. Compared with their November projections, 
expectations for inflation in 2012 shifted down a bit, 
with some participants noting that the slowing in infla
tion at the end of 2011 had been greater than they an
ticipated. Nonetheless, the range of participants' fore
casts for inflation in 2012 remained wide, and the dis
persion was only slightly narrower in 2013. By 2014, 
the r,mge of inflation forecasts narrowed more notice
::tbly, as participants expected that, under appropriate 
monetary policy, inflation would begin to converge to 
the Committee's longer-run objective. In general, the 
dispersion of views on the outlook for inflation over 
the projection period represented differences in judg
ments regarding the degree of slack in resource utiliza
tion and the extent to which slack influences inflation 
and inflation expectations. In addition, participants 
Jiffered in their estimates of how the stance of mone
tary policy would influence inflation expectations. 

Appropriate Monetary Policy 
Most participants judged that the current outlook-for 
a moderate pace of economic recovery with the unem
ployment rate declining only gradually and inflation 
subdued-warranted exceptionally 100v levels of the 
federal funds rate at least until late 2014. In particular, 
five p::trticip::tnts ,-iewed appropriate policy firming as 
commencing during 2014, while six others judged that 
the first increase in the federal funds rate would not be 
warranted until 2015 or 2016. As a result, those 
11 participants anticipated that the appropriate federal 
funds rate at the end of 20 I 4 would be 1 percent or 
lower. Those who saw the first increase occurring in 
2015 reported that they anticipated that the federal 
funds rate would be 'Iz percent at the end of that year. 
for the two participants who put the first increase in 
2016, the appropriate target federal funds rate at the 
end of that year was 1'12 and 1% percent. In contrast, 
six participants expected that an increase in the target 
federal funds ratc would be appropriate within the next 
two years, and those participants anticipated that the 
target rate would need to be increased to around 1'/ 2 to 

23/ . percent at the end of 2014. 

Participants' assessments of the appropriate path for 
the federal funds rate reflected their judgments of the 
policy that would best support progress in achieving 
the Federal Reserve's mandate for promoting maxi
mum employment and stable prices. Among the key 

factors informing participants' expectations about the 
appropriate setting for monetary policy were their as
sessments of the maximum level of employment, the 
Committee's longer-run inflation goal, the extent to 
which current conditions deviate from these mandate
consistent levels, and their projections of the likely time 
horizons required to return employment and inflation 
to such levels. Several participants commented that 
their assessments took into account the risks to the 
outlook for economic activity and inflation, ::tnd a few 
pointed specifically to the relevance of financial stability 
in their policy judgments. Participants also noted that 
because the appropriate stance of monetary policy de
pends importantly on the evolution of real activity and 
inflation over time, their assessments of the appropriate 
future path of the federal funds rate could change if 
economic conditions ",-ere to evolve in an unexpected 
manner. 

All participants reported levels for the appropriate tar
get federal funds rate at the end of 2014 that were well 
below their estimates of the level expected to prevail in 
the longer [un. The longer-run nominal levels were in 
a range from Y /. to 4'/2 percent, retlecting participants' 
judgments about the longer-run equilibrium level of the 
real federal funds rate and the Committee's intlation 
objective of 2 percent. 

Participants also provided qualitative information on 
their vie",'s regarding the appropriate path of the Fed
eral Reserve's balance sheet. A. few participants' as
sessments of appropriate monetary policy incorporated 
additional purchases of longer-term securities in 2012, 
and a number of partic.ipants indicated that they re
mained open to a consideration of additional asset pur
chases if the economic outlook deteriorated. All but 
one of the participants continued to expect that the 
Committee would carry out the normalization of the 
balance sheet according to the principles approved at 
the June 2011 FOMC meeting. That is, prior to the 
first increase in the federal funds rate, the Committee 
would likely cease reinvesting some or aU payments on 
the securities holdings in the System Open lVlarket Ac
count (SOlVLA), and it would likely begin sales of agen
cy securities from the SOlVLA sometime after the first 
rate increase, aiming to eliminate the SOlVL-\.'s holdings 
of agency securities over a period of three to five years. 
Indeed, most participants saw sales of agency securities 
starting no earlier than 2015. However, those partici
pants anticipating an earlier increase in the federal 
funds rate also called for earlier adjustments to the bal
ance sheet, and one participant assumed an early end of 
the maturity extension program. 
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Figure J .E. Distribution ofparlicipants ' projections for the target federal funds rate , 2012-14 and over the longer run 
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Fi~rure 3.E details the distribution of participants' 
Judgments regarding the appropriate level of the target 
federal funds rate at the end of each calendar year from 
2012 to 2014 and oYer the longer run. Most partici
pants :tnticipated that economic conditions would war
r:1nt maint:l1ning the current low level of the federal 
funds r:1te over the next two ye:11's. However, views on 
the appropriate level of the federal funds rate at the end 
of 2014 were more widely elispersed, with two-thirds of 
participants seeing the appropriate level of the federal 
funds rate as 1 percent or below and five seeing the 
appropriate rate as 2 percent or higher. Those partici
pants \vho judged that a longer period of exceptionally 
low levels of the federal funds rate would be appropri
ate generally also anticipated that the pace of the eco
nomic expansion would be moderate and that the un
employment rate would decline only gradually, remain
mg well above its longer-run rate at the end of 2014. 
l~Jmos t all o f these participants expected that inflation 
would be relatively stable at or below the FOMC's 
longer-run objective of 2 percent until the time of the 
Erst increase in the federal funds rate. A number of 
them also mentioned their assessment that a longer 
rt'riod of lo\\! federal funds rates is appropriate when 
tbe federal funds rate is constrained by its effective 
lower bound. In contrast, the six participants who 
judged that policy firming should begin in 2012 or 2013 
indicated that the Committee would need to act deci
sin:ly to keep inflation at mandate-consistent levels and 
to Limit the risk of undermining Federal Reserve credi
bility and causing a rise in inflation expectations. Sev
eral were projecting a faster pickup in economic activi
ty, and a few stressed the risk of distortions in the fi
nancial system from an extended period of exceptional
ly lo\\! interest rates. 

Uncertainty and Risks 
Figure 4 sho\\'s that most partiClpantS continued to 
share the vie\\.' that their projections for real GDP 
growth and the unemployment rate were subject to a 
rugher level of uncertainty than was the norm during 
the previous 20 ~'ears.l Many also judged the level of 
uncertaint\' associated with their inflation forecasts to 

be higher than the longer-run norm, but that assess

1 Table 2 provides estimates of the forecas t uncertainty for 
the change in real GOP, the unemployment rate, and [Otal 
consumer price inthtion over the period from 1l)l)1 [0 2010. 
,\t the cnd of this summary, the box "Forecast Uncertaint\," 
discussl:S the sources and intnpretation of uncertai nty in the 
economic forecasts and explains the approach used (0 assess 
the uncertainty and risks attending the participams' projec
tions. 

Table 2. J\Yeragc: historical projection error ranges 
Pcrccnta e o int!' 

Variable 2012 2014 

Change in real GDpl ...... ±1.3 ±1.7 ± 1.8 

Unemployment rate! ±0.7 ± 1.4 ± 1.8 

Total consumer prices2 ...... ±O.9 ±1.0 ±I.O 

N OTE: Erro r ranges shown are measured as plus or minu ::i the root 

mean squared error of projcctiol1s for 1991 through 20 10 thor wcrc 
released in lhL: wi nter by va rious prl\"ate and go'"crnmr.; nr fureca~ [c rs . :\'S 
described in the bux '; [-' orI;:CaS l Cncertainly," under certain assumptions, 
there i, about, 70 percent probabilit\· that acrual outcomes fo r real 
GDP, un employmeor, and consumer prices will be in range, implied by 
the average si ,e o f projection errors made in the past. Furrher informa
tion is in D avid Reifsc hneider and Pcrer Tulip (200~), "Gauging the 
Uncertain,,' of the Economic Outlook from Historical rorecosting 
Errors," rinance and Economics Discussion Series 2007 ·GO (W ashing
ton: Board of Governors of thc redetal Reserve System, November). 

I. For ddiniciom, rder to gel1eral note in L1ble 1. 
2. ~lcasure is the (Jverall consumer price index , me price measure 

that has been most widely used in govt:rnment Jnd pri"JtC' economic 
forecasts. Pro jectio n is percent changc, fourth 'luancr o f the prerious 
\'car to the fourth 'luarter o f the ycar indicated. 

ment was somewhat less prevalent among participants 
than was the case for uncertainty about real activity. 
Participants identified a number of factors that contri
buted to the elevated level of uncertainty about the out
look. In particular, many participants continued to cite 
risks related to ongoing developments in Europe. 
More broadly, they again noted difficulties in foreca st
ing the path of economic recovery from a deep reces
sion that was the result of a severe financial crisis and 
thus differed importantly from the experience with re
coveries over the past 60 years. In that regard, partici 
pants continued to be uncertain about the pace at 
which creelit conelitions would ease and about pros
pects for a recovery in the housing sector. In addition, 
participants generally saw the outlook for fiscal and 
regulatory policies as still highly uncertain. Regarding 
the unemployment rate, several expressed uncertainty 
about how labor demand and supply would evolve over 
the forecast period. Among the sources of uncertainty 
about the outlook for inflation were the difficultit's in 
assessing tbe current and prospective margins of slack 
to resource markets and the effect of such slack on 
pnces . 

A majority of participants continued to report tbat they 
saw the risks to tbeir forecasts of real GOP growth as 
weighted to the downside and, accorelingly, the risks to 
their projections for the unemployment rate as skewed 
to the upside. AU but o ne of the remaining participants 
viewed the risks to both projections as broadly bal
anced, while one noted a risk that the unemployment 
rate might continue to decline more rapidly than ex
pected. The most frequently cited downside risks to 

the projected pace of the economic expansion were the 
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Flgllr~ 4. Uncertainty and risks in economic projections 
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possibility of financial market and economic spillovers 
from the fiscal and financial issucs in the euro area and 
the chance that some of the factors that have restrained 
the recoven' in recent years could persist and weigh on 
economic :lctivity to a greater extent than assumed in 
IXl rticipants' baseline forecasts. In particular, some 
participants mentioned the downside risks to consumer 
spending from still-weak household balance sheets and 
(lnll" modest gains in real income, along with the possi
ble effects of stiU-high levels of uncertainty regarding 
fiscal and regulator" policies that might damp business
es' \villingncss to invest and hire . A number of partici
pants noted the risk of another dismption in global oil 
markets that could not onlv boost inflation but also 
reduce rea l income and spending. The participants 
who judged the risks to be broadly balanced also rec
ognized a number of these downside risks to the out
look bLlt saw them as counterbalanced by the possibili
ty that the resilience of economic activity in late 2011 
and the recent drop in the unemplovment rate might 
signal greater underlying momentum in economic activ
it,·. 

In contrast to their outlook for economic activity, most 
participants judged the risks to their projections of in
flation as broadly balanced. Participan ts generally 
viewed the recent decline in inflation as having been in 
line with their earlier forecasts, and they noted that in
flation expectations remain stable. \Xihile many of 
these participants saw the persistence of substantial 
slack in resource utilization as like'" to keep inflation 
subdued over tlle projection period, a few others noted 
the risk that elevated resource slack might put more 
downward pressure on inflation than expected. In con
trast, some participants noted the upside risks to infla
tion from developments in global oil and commodity 
markets, and several indicated that the current highly 
accommodative stance of monetary policy and the sub
stantial liquidity currently in the financial system risked 
a pickup in inflation to a level above the Committee's 
objective. A few also pointed to the risk that uncertain
ty about the Committee's ability to effectively remove 
policy accommodation when appropriate could lead to 
a rise in inflation expectations. 
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Forecast Uncertainty 

The economic projections provided by 
the members of the Board of Governors and 
the presidents of the Federal Reserve Banks 
inform discussions of monetary policy among 
policymakers and ean aid public understand
ing of the basis for policy actions. Consider
ab!t:: uncertainty attends these projections, 
however. The economic and statistical models 
and relationships used to help produce eco
nomic forecasts are necessarily imperfect de
scriptions of the real world, and the future 
path of the econom)' ean be affected by myr
iad unforeseen developments and events. 
Thus, in setting the stance of monetary policy, 
participants consider not only what appears to 
be the most likely economic outcome as em
bodied in their projections, but also the range 
of alternative possibilities, the likelihood of 
their occurring, and the potential costs to the 
economy should they occur. 

Table 2 summarizes the average historical 
accurac\' of a range of forecasts, including 
those reported in past AiOlletc7I)' Po/ic:), Reports 
and those prepared by the Federal Reserve 
Board's staff in advance of meetings of the 
federal Open Market Committee. The pro
jection error ranges shown in the table il
lustrate the considerable uncertainty associated 
with economic forecasts. For example, sup
pose a participant projects that real gross do
mestic product (GDP) and total consumer 
prices \vilJ rise steadily at annual rates of, re 
spectively, 3 percent and 2 percent. If the 
uncertainty attending those projections is simi
Jar to that experienced in the past and the risks 
around the projections are broadly balanced, 
the numbers reported in table 2 would impl)' a 
probability of about 70 percent that actual 
CDP would expand within a range of 1.7 to 

4.3 percent in the current year, 1.3 to 4.7 per
cent in the second year, and 1.2 to 4.8 in the 
third year. The corresponding 70 percent con
fidence intervals for overall inflation would be 
1.1 to 2.9 percent in the current )'ear and 1.0 to 
3.0 percent in the second and third years, 

Because current conditions may differ 
from those that prevailed, on average, over his
tory, participants provide judgments as to 
whether the uncertainty attached to their pro
jections of each variable is greater than, smaller 
than, or broadly similar to typical levels of 
forecast uncertainty in the past, as shown in 
table 2. Participants also provide judgments as 
to whether the risks to their projections are 
weighted to the upside, are weighted to the 
downside, or are broadly balanced. That is, 
participants judge whether each \'ariable is 
more likely to be above or below their projec
tions of the most likely outcome. These judg
ments about the uncertaint), and the risks at
tending each participant'S projections are dis
tinct from the diversity of participants' views 
about the most likely outcomes. Forecast un
certainty is concerned with the risks associated 
with a particular projection rather than with 
divergences across a number of different pro
jections. 

As with real activity and inflation, the out
look for the future path of the federal funds 
rate is subject to considerable uncertainty. This 
uncertainty arises primarily because each partic
ipant'S assessment o f the appropriate stance of 
monetary policy depends importantly on the 
evolution of real activit"\' and inflation over 
time. If economic conditions evolve in an un
expected manner, then assessments of the ap
propriate setting of the federal funds rate 
would change from that point forward. 
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Economic Projections of Federal Reserve Board Members and Federal Reserve Bank Presidents, January 2012 
;\dv~nce release of table 1 of the Summ~ry of Economic Projections to be rel eased with the rOMe minutes 

Percent 

Central tendeneyl Range·' 
Variablc: 

2012 I 2013 I 2014 J I ,onger run 2012 I 2013 I 2014 	 I J.unger run 

:2.2 to 2.7 2.~ to .,.2 1.1 to 4.0 2.1 to 2.(' Change in real GDP. . . .. 2.1 to .1.0 2.4 to 1.g 2.~ to 4.1 2.2 to 1.0 
November projection .. 2.5 to 2.9 .1.0 to 1.5 1.0 to .,.9 : 2.4 to 2.7 2..) to 1.5 2.7 to 4.0 2.7 to 4.5 : 2.2 to .1.0 

: 
Unemployment rate ...... 8.2108.5 7.4108.1 6.7 to 7.6 5.2106.0 7.8 to 8.6 7.0 to 8.2 6.3 to 7.7 5.0 to 6.0: 

November projection.. 8.5 to 8.7 7.8 to 8.2 6.8 to 7.7 5.2 to 6.0 8.1 to 8.9 7.5 to 8.4 65 to 8.0 5.0 to 6.0 

PCE intlation .. 1.410 Ul 1.4 to 2.0 1.6 to 2.0 2.0 1..'1 to 2.5 1.4 to 2.1 1.5 to 2.1 2.0 
Novembe l' projection .. 1.4 to 2.0 1.5 to 2.0 1.5 to 2.0 , 1.7 to 2.0 1.4 to 2.8 1.4 to 2.5 1.5 to 2.4 1.5 to 2.0 , 

Core PCE infhtion .l. ... 1.5 to J.~ 1.5 to 2.0 1.6 to 2.0 1.1 to 2.0 1.4 to 2.0 1.4 to 2.0 

N ovember projection.. 
 1.3 10 2.1 1.4 10 2.1 1.4 to 2.2 :1.5 10 2.0 1.4 to 1.9 1.510 2.0 , 

- -

f\:trrF: Projt:uion5 of change:.: in rctl.! hlTOSS domestic product (GOP) tine! projc.:ctinns for borh m<.:asurcs of inflation arc from rh<.: fourth quarter of the pn.:
vious ),cnf [0 the: fourth qU(lnc.:r t)f rh e: y<:iH indic::I[ed. peE intlmion and COf(: PCE IIltlarjon tl.fC [h e pCT(:cntag<.: rl1tcs of chang-t: in, fc spcniv<.:ly, [he.: price in<l<.;:'( 
for personal consum ption expendHllH:s (P( :.1-.) and thc pricc index for peE c:'\cluding foud ::Jnd energy. Proj<.:(.'rion~ for the ulH.:mplo)'mcn( r:m: :lr<.: for the ::Jvcr
age civilian unc:mployrnenr r;He in the fourlh quarrer of rh<.: )'<'::1.r intilc:1.(ed. E ach p:lrTlcipam)~ pr()jecrl()n~ nre.: b::tscd on his or her asses:-;n1<.:nr of Appr()priare.: 
1110net31")' p()lic ), . Longer-run rrojections n.:procnr each p3rr.i cipJnr's aSSI.:'iSn1ent of the rarl.: (0 which l:3ch vlriabk wOl..I lJ h <.: ex pec[l:J to eonvu~c unJer lP 
propriale ll1onet3ry polier and in the ab:o:enct of funher ~ho( ks to the cl.:onomy. The Nuv(:mbcr projections werc madc in conjunctiun with the mecting uf ,he 
Federal O pen iVlarkel Cum mirtl'e un NUl'cmber 1-2. 2011. 

1. Thc (<:ntral H.:nden cy exclud<.:s thc three highesr and threc lowcst pr(ljecrions for <:7I(h va riable in eneh }'<':7I L 
2. The rl1ngc.: for A va rillblt: in A~r1\'<.;n rear im:lllJe~ all participants' proJections, from low<:sr ro highe~ t, fur rhar va ri 7lbk: in that year. 
.1 . ' .ongt.:r-run projections for core peF inO::ttion :1.rc; nor col1cu<.:d . 



Figure 1. Ccntral1endcneies and ranges of economic projections, 2012-14 and over the longer run 
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Figure 2. Over\'iew of FOMe participants' assessments of appropriate monetar\' polie\' 
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Explanation of Economic Projections Charts 

The charts show actual values and projections for three economic variables: 

• 	 Change in Real Gross Domestic Product (GDP)-as measured from the 
fourth quarter of the previous year to the fourth quarter of the year 
indicated, with values plotted at the end of each year. 

• 	 Unemployment Rate-the average civilian unemployment rate in the 
fourth quarter of each year, with values plotted at the end of each year. 

• 	 PCE Inflation-as measured by the change in the personal consumption 
expenditures (PCE) price index from the fourth quarter of the previous 
year to the fourth quarter of the year indicated, with values plotted at the 
end of each year. 

Information for these variables is shown for each year from 2007 to 2014, and 
for the longer run. 

The solid line, labeled"Actual," shows the historical values for each variable. I 

The lightly shaded areas represent the ranges of the projections of 
policymakers. The bottom of the range for each variable is the lowest of all of 
the projections for that year or period. Likewise, the top of the range is the 
highest of all of the projections for that year or period. 

The dark shaded areas represent the central tendency, which is a narrower 
version of the range that excludes the three highest and three lowest 
projections for each variable in each year or period. 

The longer-run projections, which are shown on the far right side of the charts, 
are the rates of growth, unemployment, and inflation to which a policymaker 
expects the economy to converge over time-maybe in five or six years-in 
the absence of further shocks and under appropriate monetary policy. Because 
appropriate monetary policy, by definition, is aimed at achieving the Federal 
Reserve's dual mandate of maximum employment and price stability in the 
longer run, policymakers' longer-run projections for economic growth and 
unemployment may be interpreted, respectively, as estimates of the economy's 
normal or trend rate of growth and its normal unemployment rate over the 
longer run. Similarly, the longer-run projections of inflation are for the rate of 
inflation that each policymaker judges to be most consistent with the Federal 
Reserve's dual mandate in the longer term. 

Actual fourth-quarter 20 II values for the change in real GOP and for peE inflation have not yet been 
published by thc Bureau of Economic Analysis; the plotted values of these variables for 20 J I are the 
median estimates taken from the Federal Reserve Bank of New York's January survey of primary dealers. 

I 



Explanation of Policy Path Charts 

These charts are based on policymakers' projections of the appropriate path for the 

FOj\1C's target federal funds rate. The target funds rate is measured as the level of 

the target rate at the end of the calendar year or in the longer mn. Appropriate 

monetary policy, by definition, is the future path of policy that each participant deems 

most likely to foster outcomes for economic activity and inflation that best satisfy his 

or her interpretation of the Federal Reserve's dual objectives of maximum 

employment and stable prices. 

• 	 In the upper panel, the shaded bars represent the number of FOMC 

participants who project that the initial increase in the target federal funds rate 

(from its current range of 0 to 1/4 percent) would appropriately occur in the 

specified calendar year. 

• 	 In the lower panel, the dots represent individual policymakers' projections of 

the appropriate federal funds rate target at the end of each of the next several 

years and in the longer run. Each dot in that chart represents one 

policymaker's projection. Please note that for purposes of this chart the 

responses are rounded to the nearest 1/4 percent, with the exception that all 

values below 37.5 basis points are rounded to 1/4 percent. 

These projections of the timing of the initial increase of the target federal funds rate 

and the path of the target federal funds rate are the ones that policymakers view as 

compatible with their individual economic projections. 



7/3/12 Printer Version - Board of Governors of the Federal Reserve System 

Press Release 

FEDERAL RESERVE ress release 


Release Date: Janumy 25, 2012 

For release at 2:00 p_DL EST 

Following careful deliberations at its recent meetings, the Federal Open Market Committee (FOMC) has 

reached broad agreement on the following principles regarding its longer-nm goals and lnonetary policy 

strategy. The Committee intends to reaffirm these principles and to make adjustments as appropriate at its 

annual organizational meeting each January. 

The FOMC is firmly committed to fulfilling its statutory mandate from the Congress ofpromoting maximum 
employment, stable prices, and moderate long-term interest rates. The Corrnnittee seeks to explain its 

monetary policy decisions to the public as clearly as possible. Such clarity fucilitates well-informed 

dccisionmaking by households and businesses, reduces economic and financiallUlcertainty, increases the 

effectiveness ofmonetary policy, and enhances transparency and accolUltability, which are essential in a 

democratic society. 

Inflation, employment, and long-term interest rates fluctuate over time in response to economic and financial 

disturbances. Moreover, monetary policy actions tend to influence economic activity and plices with a 

lag. Therefore, the Committee's policy decisions reflect its longer-nm goals, its medium-tenn outlook, and 

its assessments of the balance of risks, incruding risks to the financial system that could impede the 

attainment of the Committee's goals . 

The inAation rate over the longer nm is primarily determined by monetary policy, and hence the Corrnnittee 

has the ability to specifY a longer-rilll goal for inflation. The Committee judges that inflation at the rate of2 

percent, as measured by the annual change in the price index for personal consumption expenditures, is 

most consistent over the longer nm with the Federal Reserve's statutory mandate. ComrnlUlicating this 

inflation goal clearly to the public helps keep longer-term inflation expectations firrnly anchored, thereby 
fostering price stability and moderate long-term interest rates and enhancing the Corrnnittee's ability to 
prol11Ote maxilmun employment in the face ofsignificant economic disturbances. 

The maximwn level ofemployment is largely determined by nonmonetary fuctors that affect the structure 
and dynamics ofthe labor market. These fuctors may change over time and may not be directly 
measurable. Consequently, it would not be appropriate to specifY a fixed goal for employment; rather, the 
COITlmittee's policy decisions must be informed by assessments of the maximum level ofemployment, 
recognizing that such assessments are necessarily lUlcertain and subject to revision. The Corrnnittee 

considers a wide range of indicators in making these assessments. Information about Committee 
participants' estimates of the longer-nm normal rates ofoutput growth and unemployment is published four 

times per year in the FOMC's Swnmary ofEconomic Projections. For example, in the most recent 

1/2 
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projections, FOMC participants' estimates of the longer-nm normal rate oftmemployment had a central 
tendency of 5.2 percent to 6.0 percent, roughly lU1changed from last January but substantially higher than 
the corresponding interval several years earlier. 

In setting monetary policy, the COllIDlittee seeks to mitigate deviations of inflation from its longer-nm goal 
and deviations of employment from the Committee's assessments of its maximum leveL These objectives 
are generally complementary. However, lU1der circmllstances in which the Committee judges that the 
objectives are not complementary, it follows a balanced approach in promoting them, taking into accolU1t 
the magnitude ofthe deviations and the potentially different time horizons over which employment and 
inflation are projected to retmn to levels judged consistent with its mandate. 

2/2 
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Notes 

The economic forecasr was complered in early December 2011, and rhe esrimares of 2011 

values shown in rabies and figures in Chaprer 2 and Appendix E are based, excepr when 

orherwise nored , on informarion rhar was available by rhar dare . 

Numbers in rhe rexr and rabies may nor add up [0 [Orals because of rounding. 

Unless orherwise indicared, years referred [0 in describing rhe economic outlook are calendar 

years, and years referred [0 in describing rhe budger outlook are federal fiscal years (which run 

from Oc[Ober 1 [0 Seprember 30). 

Some of rhe figures have whire vertical bars rhar indicare rhe durarion of recessions. 

(A recession exrends from rhe peak of a business cycle [0 irs rrough .) 

SupplemeIHal dara for rhis analysis are available on CBO's Web sire (www.cbo.gov). 
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the Congressio nal Budget Office (CBO) issues each year. It satisfies the requiremenr of section 

202(e) of the Congressional Budget and Impoundmenr Connol Act of 1974 that C BO 

submit to the Committees on the Budget periodic reports about fiscal policy and its baseline 

projections of the federal budget. In accordance with C BO's mandate to provide objective, 

impartial analysis, the report makes no recommendations. 

The economic projections were prepared by CBO's Macroeconomic Analysis Division . The 

revenue estimates were prepared by the agency's Tax Analysis Division , with assistance from 

the staff o f the Joinr Committee on Taxation. The spending projections were prepared by 

CBO 's Budget Analysis Division. The many people at CBO who worked on this repon are 

listed in Appendix G. 

This report , a long wi rh supplemenral information , is available on the agency's Web sire 

(w\\'W.cbo. gov). 

Douglas W. Elmendorf 

Direcror 

January 2012 
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Summary 
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shrink-remains very large by historical standards. How 

much and how quickly the deficit declines will depend in 

parr on how well the economy does over the next few 

years. Probably more critical , though, will be the fiscal 

policy choices made by lawmakers as they face the sub

stan tial changes to tax and spending policies that are 

slated to take effect within the next year under current 

law. 

The pace of th e economic recovery has been slow since 

the recession ended in June 2009, and the Congressional 

Budget Office (CBO) expects that, under current laws 

governing taxes and spending, the economy will continue 

to grow at a sluggish pace over the next two years. That 

pace of growth partly reflects the dampening effect on 

economic activity from the higher tax rates and curbs 

on spending scheduled to occur this year and especially 

next. Although CBO proj ects that growth wi II pick up 

after 2013 , the agency expects that the economy's 

output will remain below its potential until 2018 and 
that the unemployment rate will remain above 7 percent 

until 2015. 

The Budget Outlook 
As specified in law, and to provide a benchmark against 

which potential policy changes can be measured, CBO 
constructs its baseline estimates of federal revenues and 
spending under the assumption that current laws gener
ally remain unchanged. On that basis, the federal budget 

will show a deflcit of nearly $1.1 trillion in fiscal year 
2012 (see Summary Table 1). Measured as a share of 

gross domestic product (CDP), that shorrfall will be 

7. 0 percent , which is nearly 2 percentage points below 

the deficit recorded last year but still higher than any def

icit between 1947 and 2008. Over the next few years, 

projected deflcits in C BO's baseline drop markedly, aver

aging 1.5 percent ofCDP over the 2013-2022 period. 

With deficits small relative to the size of the eco nomy, 

debt held by the public drops-from about 75 percent of 

CD P in 2013 to 62 percent in 2022, which is still higher 

than in any year between 1952 and 2009. 

Much of the projected decline in the deficit occurs 

because, under current law, revenues will rise consider

ably as a share ofCDP-from 16.3 percent in 2012 to 

20.0 percent in 2014 and 2 1.0 percent in 2022. In parric

ular, between 2012 and 2014, revenues in CBO's baseline 

shoot up by more than 30 percent, mostly because of the 

recent or scheduled expirations of tax provisions, such as 

those that lower income tax rates and Iimi t the reach of 

the alternative minimum tax (AMT), and the imposition 

of new taxes, fees , and penalties that are scheduled to go 

into effect. Revenues continue to rise relative to CDP 

after 2014 largely because increases in taxpayers' real 

(inflation-adjusted) income are projected to push more of 

them into higher tax brackets and because more taxpayers 

become subject to the AMT. 

As the economy expands in the next several years and as 

statutory caps constrain discretionary appropriations, 

federal spending in CBO's baseline projections declines 

modestly relative to CDP before turning up again 

because of increasing expenses generated by the aging 

of the population and rising costs for health care . Pro

jected spending averages 2 1.9 percent of CDP over the 
2013-202 2 period, a percentage that is less than the 
23 .2 percent CBO estimates for 201 2 but that is still 
elevated by historical standards. Spending resulting from 

the American Recovery and Reinvestment Act and out
lays for unemployment compensation and other benefits 

that tend to increase during economic downturns will 

continue to ebb over the next few years. Caps on discre

tionary spending and other procedures established in the 

recently enacted Budget C ontrol Act also will hold down 

growth in federal spending. In the baseline, discretionary 

spend ing is projected to decline to 5.6 percent of CD P in 
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Summary Table 1. 

CBO's Baseline Budget Outlook 

Total 

Actual, 2013 2013

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2017 2022 

In Billions of Dollars 

Revenues 2,302 2,523 2,988 3,313 3,568 3,784 4,039 4,243 4,456 4,680 4,926 5,181 17,692 41,179 

Outlays 3,598 3,601 3,573-  3,658 3,836 4,086 
- 

4,259 -  4,439 4,714 
- 

4,960 
- 

5,205 5,520 19,413 44,251--- 
Deficit (-) or Surplus -1,296 -1,079 -585 -345 -269 -302 -220 -196 -258 -280 -279 -339 -1,721 -3,072 

On-budget -1,363 -1,130 -619 -363 -282 -318 -235 -206 -258 -265 -245 -283 -1,818 -3,074 
Off-budget' 67 52 34 19 13 16 15 10 * -16 -34 -55 97 2 

Debt Held by the PubliC 

at the End of the Year 10,128 11,242 11,945 12,401 12,783 13,188 13,509 13,801 14,148 14,512 14,872 15,291 n.a. n.a. 

As a Percentage of Gross Domestic Product 

Revenues 15.4 16.3 18.8 20.0 20.2 20.2 20.5 20.5 20.6 20.7 20.9 21.0 20.0 20.4 
Outlays 24.1 23.2 22.5 22.1 21.8 21.8 21.6 21.5 21.8 21.9 22.0 22.4 21.9 21.9 

Deficit -8.7 -7.0 -3.7 -2.1 -1.5 -1.6 -1.1 -0.9 -1.2 -1.2 -1.2 -1.4 -1.9 -1.5 

Debt Held by the Public 

at the End of the Year 67.7 72.5 75.1 74.8 72.6 70.5 68.5 66.8 65.5 64.2 63.0 62.0 n.a. n.a. 

Source: Congressional Budget Office. 


Note: * = between -$500 million and zero; n.a . = not applicable. 


a. 	 Off-budget surpluses or deficits comprise surpluses or deficits in the Social Security trust funds and the net cash flow of the 
Postal Service. 

2022-the lowest level in the past 50 years. Those con
srraining faCtors will be parrially offset by increases in 
spending for mandatory programs, parricularly Social 
Security, lvledicare, Medicaid, and other federal health 

care programs: Mandatory spending is projected to climb 
from 13.3 percent ofGDP in 2013 to 14 .3 percent in 
2022. 

Although the projected deficits under current law are 
much smaller than those of the past few years, in CBO's 
baseline the federal budget remains out of balance 
throughout the decade . The resulting accumulation of 
debt, along with rising interest rates, drives up the cost of 
financing that debt; in CBO's projections, net interest 
costs grow significantly from 1.4 percent of GOP this 
year to 2.5 percent in 2022 . 

CBO's baseline projections are heavily influenced by 
changes in tax and spending policies that are embodied in 
current law-changes that in some cases represent a 

significant departure from recent policies. As a result, 

those projections show much higher revenues and lower 

outlays than would occur if the lower tax rates now in 

effect were extended and if provisions constraining future 

spending were not implemented. To illuS!l'ate the budget

ary consequences of maintaining some tax and spending 

policies that have recently been in effect, CBO developed 

projections under an "alternative fiscal scenario." That 

scenario incorporates the following assum ptions: 

• 	 Expiring tax provisions (other than the payroll tax 

reduction) are extended; 

• 	 The AMT is indexed for inflation after 20 II; 

• 	 Medicare's payment rates for physicians' services are 

held constant at their current level (rather than 

dropping by 27 percent in March 2012 and more 

thereafter, as scheduled under current law); and 
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Summary Figure 1. 

Deficits Projected in CBO's Baseline and Under an Alternative Fiscal Scenario 
(Percentage of gross domestic product) 
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Source: Congressional Budget Office. 

Note: 	 "Additional Debt Service" is the amount of interest payments on the additional debt issued to the public that would result from the 


policies in the alternative fiscal scenario. "Prevent Spending Cuts" involves holding Medicare's payment rates for physicians' services 


at their current level (rather than permitting them to drop , as scheduled under current law) and preventing the cuts to federal 


spending that will occur under the automatic enforcement procedures of the Budget Control Act of 2011 from taking effect (but 


leaving in place the original caps on discretionary appropriations in that legislation). "Extend Tax Policies" reflects the assumptions 


that expiring tax provisions (other than the payroll tax reduction) are instead extended and that the alternative minimum tax is 


indexed for inflation. 


• 	 The au tomatic spending reductions required by the spending for Social Security, Medicare, Medicaid, and 


Budget Control Act in the absence of legislation other federal health care programs considerably higher as 


reported by the Joint SeleCt Committee on Deficit a percentage of GOP. If that rising level of spending is 


Reduction do not take effect (thereby leaving in place coupled with revenues that are held close to the average 


the discretionary caps established by the act, which share of GOP that they have represented for the past 

would otherwise be subject to those reductions). 40 years (rather than being allowed to increase, as under 


current law), the resulting deficits will increase federal 
Under that alternative fiscal scenario, deficits over the debt to unsupportable levels. To prevent that outcome, 
2013-2022 period would be much higher, averaging policymakers will have to substantially restrain the 
5.4 percent of GOP. rather than the 1.5 percent reflected growth of spending for those programs, raise revenues 
in CBO's baseline projections (see Summary Figure 1). above their historical share of CDP, or pursue some 
Debt held by the public would climb to 94 percent of combination of those two approaches. 
COP in 2022, the highest figure since just after World 


War II (see Summary Figure 2). 

The Economic Outlook 

Even if the fiscal policies specified by current law come to The continued slow recovery that CBO projects for the 


pass, budgetary challenges over the longer term remain next two years reflects the lingering effects of the financial 


and the challenges will be much more acute if those crisis and the recession, as well as the fiscal restraint that 


policies do not remain in place. Under both CBO's will arise under current law. According to CBO's projec


baseline and its alternative fIscal scenario, the aging of the tions, real GOP will grow by 2.0 percent this year (as 


population and rising COStS for health care will push measured by the change from the fourth quarter 
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Summary Figure 2. 

Federal Debt Held by the Public Projected in CBO's Baseline and Under an 
Alternative Fiscal Scenario 
(Percentage of gross domestic product) 
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Source: Congressional Budget Office. 

Note: 	 The alternative fiscal scenario incorporates the assumptions that all expiring tax provisions (other than the payroll tax reduction), 

including those that expired at the end of December 2011. are instead extended ; that the alternative minimum tax is indexed for 

inflation after 2011 (starting at the 2011 exemption amount); that Medicare's payment rates for physicians ' services are held constant 

at their current level ; and that the automatic enforcement procedures specified by the Budget Control Act of 2011 do not take effect. 

The budgetary effects under the alternative fiscal scenario also include the incremental interest costs associated with projected 

additional borrowing. 

of the previous calendar year) and by 1.1 percent next 

year (see Summary Table 2). CBO expects economic 

acciviry to quicken after 2013 but real CDP to remain 

below the economy's potential unril 2018. As of late 

2011. according to the agency's projections, the economy 

was only about halfway through the cumulative shortfall 

in total output that will result from the recession and its 

aftermath. 

Considerable slack remains in the labor market, mainly as 
:l consequence of continued weakness in demand for 
goods and services. In CBO's forecast, the unemployment 

rate remains above 8 percent both this year and next. As 

economic growth picks up after 2013, the unemploy

ment rate will gradually decline. bur it will still be around 

7 percent ar the end of calendar year 2015. before drop

ping to near 51/ 2 percent by the end of 20 17 and 

51}j percent by the end of 2022. 

While the economy conrinues to recover during the next 

few years, inflation and interest rates will remain low. In 

CBO's forecast, the price index for personal consumption 

expenditures (PCE) increases by just 1.2 percent in 2012 

and 1.3 percent in 2013, and rates on I O-year Treasury 

notes average 2.3 percent in 2012 and 2.5 percent in 

2013. As the economy's output approaches its po tential 

later in the decade, inflation and interest rates will rise 

to more normal levels. In CBO's projections for the 

2018-2022 period , the annual change in the PCE price 

index averages 2.0 percen t per year. and interest rates on 

10-year Treasury notes average 5.0 percent. 

Many developments could cause economic outcomes to 

differ substantially, in one direction or another. from 
those that CBO has projected. For exam pie , the economy 

could grow considerably faster than the agency has fore

cast if the forces that have resrrained the recovery fade 

more rapidly than anticipated . Alternatively. a significant 

worsening of the banking and fi scal problems in Europe 

could lead to further turmoil in international financial 

markers rhat could spill over to those in the United States 

and greatly weaken the economy here. 
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Summary Table 2. 

C80's Economic Projections for Calendar Years 2012 to 2022 

Estimated, Forecast Projected Annual Average 

2011 2012 2013 2014-2017 2018-2022 

Fourth Quarter to Fourth Quarter (Percentage change) 

Real GDP 1.6 2.0 1.1 4.1 2.5 

Inflation 

PCE price index 2.6 1.2 1.3 1.7 2.0 

Core PCE price indexa 1.8 1.2 1.4 1.6 2.0 
Consumer price indexb 3.3 ( 1.4 1.5 1.9 2.3 
Core consumer price indexa 2.2 c 1.4 1.6 1.9 2.2 

Fourth-Quarter Level (Percent) 

Unemployment Rate 8.7 c 8.9 9.2 5.6 d 5.3 e 

Calendar Year Average (Percent) 

Interest Rates 

Three·month Treasury bills 0.1 c 0.1 0.1 2.0 3.7 

Ten·year Treasury notes 2.8 c 2.3 2.5 3.8 5.0 

Source: Congressional Budget Office. 


Notes: Economic projections for each year from 2012 to 2022 appear in Appendix E. 


GDP = gross domestic product; PCE = personal consumption expenditures. 

a. Excludes prices for food and energy. 

b. The consumer price index for all urban consumers . 

c. Actual value for 201l. 

d. Value for 2017. 

e. Value for 2022. 

Furthermore, changes in fiscal policy that diverge from 

the path assumed in CBO's baseline also could have a sig

niflcanr impact on economic growth. Under CBO's alter

native fiscal scenario, real GDP would be noticeably 

higher in the next few years than it is in CBO's baseline 

economic forecast. Over time, however, real GDP under 

that scenario would fall increasingly below the level in 

CBO's baseline projections because the larger budget 

deficits would reduce private investment in productive 

capital. 
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shrink-remains quite large by historical standards . How 

much and how quickly the deficit declines will depend in 

parr on how well the economy does over the next few 

years. Probably more critical, though, will be the fiscal 

policy choices made by lawmakers as they face the sub

stantial changes to tax and spending policies rhat are 

slated to take effect within the next year under current 

law. 

To provide a benchmark against which potential policy 

changes can be measured , the Congressional Budget 

Office (CBO) constructs its baseline estimates of federal 

revenues and spending under the assum ption that current 

laws generally remain unchanged. In that case, CBO esti

mates that the federal budget will show a deficit of nearly 

$ 1.1 trillion in fiscal year 2012 (see Table J-I). As a per

centage of gross domestic product (GOP), that shortfall 

will be 7.0 percent, which is nearly 1 percentage points 

below that recorded last year but still higher (in percent

age terms) than any deFIcit between 1947 and 2008 (see 

Figure 1-1). 

In large parr because of the significant changes to tax and 

spending policies that are scheduled to take effect under 

current law, CBO projects baseline deficits that drop 

markedly over the next few years-to 3.7 percent of GOP 

($585 billion) in 2013 and to 2.1 percent ($345 billion) 
in 2014. From 2015 through 2022, the deficits in the 

baseline range from 0.9 percent to 1.6 percent of GOP. 

Under the assumption that current laws remain 

unchanged, revenues would rise considerably as a share of 

GOP-from 16 percent in 2012 to 21 percent in 2022, 

CBO projects-whereas outlays would edge down 

slightly over the period, from 23 percent this year to 

22 percent in 2022. 

Those projections, however, are heavily influenced by 

changes in tax and spending policy that are embodied in 

current law. The policy changes that have a major impact 

on the budget outlook include the following: 

• 	 Provisions of the Tax Relief, Unemployment Insur

ance Reauthorization, and Job Creation Act of 20 I 0 

(Public Law I 11-312, referred to in this report as the 

20 10 tax act) that limited the reach of the alternative 

minimum tax (AMT) expired on December 31,20 II. 

Other provisions that extended the lower tax rates and 

expanded credits and deductions originally enacted in 

the Economic Growth and Tax Relief Reconciliation 

Act of 200 1, the Jobs and Growth Tax Relief Reconcil

iation Act of 2003 , and the American Recovery and 

Reinvestment Act of2009 (ARRA, P.L. 111-5) are set 

to expire on December 31, 2012. 

• 	 The Temporary Payroll Tax Cut Continuation Act of 

2011 (P.L. 112-78) continued for rwo months the 

reduced payroll tax originally provided in the 20 10 tax 

act, the availability of emergency unemployment com

pensation enacted previously, and Medicare's existing 

payment rates for physicians' services (rather than 

allowing those rates to drop by 27 percent as was 

scheduled to occur). All of those provisions are cur

rently scheduled to expire on February 29, 2012 

(although legislation to extend them again is being 

considered) . 

• 	 Provisions of the Budget Control Act of 20 11 
(P.L. 112-25) that established automatic enforcement 

procedures designed to restrain both discretionary and 

mandatory spending are set to take effect in January 

20 J3. If fully implemented, those procedures will 

reduce discretionary outlays by $845 billion (relative 

to projections with no automatic cuts) over the 2013

2022 period, CBO estimates. Mandatory outlays will 

be $140 billion lower over the projection period as a 

result of the automatic procedures, largely because of 

reductions in Medicare spending. 
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Table 1·1. 

Deficits or Surpluses Projected in CBO's Baseline 
(Billions of dollars) 

Total 

Actual, 2013 2013
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2017 2022 

Revenues 2,302 2,523 2,988 3,313 3,568 3,78~ ~,039 4,243 4,456 4,680 4,926 5,181 17,692 41,179 

Outlays 3,598 3,601 3,573-  3,658-  3,836 4,086 4,259 4,439 4,714 
- 

4,960-  5,205 5,520 19,413 44,251 

Total Deficit -1,296 -1,079 -585 -345 -269 -302 -220 -196 -258 -280 -279 -339 -1,721 -3,072 

Net Interest 227 224 231 247 282 341 402 459 513 557 590 624 1,503 4,247 

Primary Deficit (-) or Surplus" -1,069 -855 -354 -98 14 39 182 264 255 277 3ll 286 -218 1,174 

Memorandum (As a 

percentage of GOP): 

Tot31 Deficit -8.7 -7.0 -3] -2.1 -1.5 -1.6 -1.1 -0.9 -1.2 -1.2 -1.2 -1.4 -1.9 -1.5 

Primary Def icit (-) or Surplus' -7.1 -5.5 -2.2 -0.6 0.1 0.2 0.9 1.3 1.2 1.2 1.3 1.2 -0 .2 0.6 

Debt Held by the Public 

at the End of the Yea r 67.7 72.5 75.1 74.8 72.6 70.5 68.5 66.8 65.5 64.2 63.0 62.0 n.a. n.a. 

Sou rce: Congressional Budget Office. 


Note: GDP = gross domest ic product; n.a. = not applicable. 


a. 	 Excludes net interest. 

Altering the provisions of current law to maintain policies 

currently or recently in effect (including continuing 
AMT relief) would produce markedly different budget
ary outcomes. Although CBO's baseline does not 

incorporate such potential changes, this chapter shows 

how some alternative policies would be expected to affect 
the budget over the next 10 years. As one example, CBO 
has developed budget projections under an "alternative 
fiscal scellario," assuming-instead of current law-that 
certain tax provisions that have recenrly expired or are 
set to expire (including most of the provisions in the 

20 10 tax act but excluding the Social Security payroll 
tax reduction) are instead extended, that the AMT is 
indexed for inflation after 2011 (starring from the 2011 
exemprion amount), that Medicare's payment rates for 
physicians' services are held constant, and that the auto
matic enforcement procedures of the Budget Control Act 
do not rake effect. 1 Under this scenario, deficits from 
201 3 through 2022 would average 5.4 percent of GOp, 
compared with the 1.5 percent in the baseline. (For a 
more detailed discussion, see Alternative Policy Assump
tions on page 17.) 

I. 	 The tax provisions that have recently expired include provisions 

that expired at the end of December 201 J, most of which have 

been regula rly extended in the p,m. 

CBO projects that, if current laws remain in place, accu

mulating deficits will boost federal debt held by the 

public from 68 percent of GO P at the end of 20 11 to 

7 5 percent of GO P by the end of 20 13; that will be the 

highest level since 1950.2 Debt held by the public is 

projected to then fall as a percentage of GOP over the 

remainder of the 1 O-year period, reaching a low of 

62 percent in 2022, although tha t amount is still higher 

than in any year between 1952 and 2009. The increase in 

debt (in dollar terms), along with an anticipated rise ill 

interest rates as the economic recovery strengthens, is 

expected to sharply boost interest payments on the debt. 

CBO projects that the government's yearly net interest 

spending will increase significantly as a share of GOP 
(from 1.4 percent in 2012 to 2.5 percent in 2022)0' In 

2. 	 Anolher measure of fed erJI debt is gross debt-the slim of debt 

held by the public and debt held by government accoun ts, whic h 

is debt that is issued for internal government transactions and to 

trust funds and ot her federal accounts, and is not traded in capital 

markets. At the end of September 20 J J, gross debt tOtaled nearly 

$15 trillion (or 99 percent of GOP). 

3. 	 In the federal budget, net interest primarilv consists of the 

government's interest payments on debt held by (he public, offset 

in parr by interest incom e that the government receives from 

vario us sources. 
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Figure 1·1. 
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Deficits or Surpluses Since 1946 
(Percentage of gross domestic product) 
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Source: Congressional Budget Office. 

contrast, under the alternative fiscal scenario discussed 

above. CBO projects that debt held by the public would 

grow ro 94 percent of GOP and net interest spending 

would reach 3.8 percent of GOP in 2022. 

During the coming decade and over the longer term, the 

aging of the population and rising costs for health care 

will continue to exert significant pressure on the federal 

budget. The number of people age 65 or older will 

increase by about one-third between 2012 and 2022-

from 14 percent of the population to 17 percent-

substantially raising the cost of Social Security, Medicare, 

and Medicaid. In addition, the Affordable Care Act, 

enacted in 2010, will signifIcantly increase the number of 

nonelderly people receiving assistance through federal 

health care programs." Of the rotal federal outlays for 

1v!edicare, Medicaid, the subsidies offered through new 
health insurance exchanges, and related programs that 
CBO projects for 2022, abour half will go ro beneflrs for 
people over age 65, about a quarrer will go ro benefits 

for blind and disabled people, and abou t a quarter will go 
to benefits for nonelderly people who are not blind or 

disabled . 

4. 	 The Affordable Care Act comprises the Patient Protection and 

AFiordable Care Ac[ (PL. 111-148) and the health care provisions 

of [he Heal,h Care and Education Reconciliation Act of 20 1 0 

(PL. 111-152). 

~______~______~______ _______L______~ ~ 
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CBO projects that the costs per enrollee for Social Secu

rity and the major health care programs also will continue 
to rise, albeit at different rates because of differences in 

the laws that govern rhem. Altogether, spending on those 

programs will increase at an average annual rate of nearly 

7 percent between 2013 and 2022, a pace that will out
strip growth in nominal GOP. Combined outlays for all 

of those programs, which will account for 45 percent of 
noninterest outlays in 2012, will constitute 60 percent 

of noninterest outlays in 2022, CBO projects. Moreover, 

those trends will persist after 2022. 

Because of the aging of the population and rising costs for 

health care, the set of budget po licies that were in effect 

in the past cannot be maintained in the furure. In CBO's 

projections for 2022 under the alternative fiscal scenario, 

gross outlays for all federal programs apart from Social 
Security, the major health care programs, and net interest 
are projected to be 7.8 percent of GOP, lower than in any 
year during the past 40 years and well below the 11.4 per
cent of GOP that such outlays have averaged over that 
period. Yet the budget deficit in 2022 under that scenario 

is projected to be 6.1 percent of G DP. Therefore, to keep 
deficits and debt from causing substantial harm ro the 

economy, policymakers will need ro allow federal reve
nues to increase to a much higher percentage of GOP 
than the average over the past 40 years, make major 

changes to Social Security and federal health care 
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programs, or pursue some combination of the twO 

approdches. 

Budgetary Outcomes in 2011 and 2012 
The budget deficit in fiscal year 2011 was $1.3 trillion, 

nearly unchanged from the deficit recorded in the 

previous year. 5 As a percentage of GOP, the deficit was 

8.7 percent in 20 II, down slightly from the 9.0 percent 

recorded in 20 10. Under current law, the budget shonfall 

will decline to $1.1 rrillion (7.0 percent of GOP) in 

2012, CBO projects, the founh consecutive year it will 

have exceeded $1.0 trillion. 

Revenues 
Federal revenues increased by $140 billion (or 6 percent) 

from 20 I 0 to 20 11, and they are projected to grow by 

$220 billion (or 10 percent) in 2012 (see Table 1-2). 

Under current law, CBO estimates thar revenues in 2012 

will equal $2.5 trillion, or 16.3 percent of GOP, a larger 

share than in any of the past rhree years (when revenues 

totaled berween 15. I percent and 15.4 percen t 0 f GOP) 

bur still well below the average of about 18 percent of 

GOP for the past 40 years. 

In 201 I, receipts from individual income raxes rose 

substantially (by $193 billion , or 21 percent) , at least in 

parr because of increases in wage and nonwage income. 

Those gains were offset somewhar by reductions in social 

insurance taxes (down by $46 billion, or 5 percent) and 

corporate income taxes (down by $10 billion, or 5 per

ceIu) . Receipts from social insurance taxes, which consist 

of the payroll taxes that fund social insurance programs 

(such as Social Security and Medicare's Hospital Insur

ance program) fell because of the reduction in the 

Social Securiry payroll tax rate that took effect in January 

20 II. Corporate income taxes declined because the 

5. 	 The deficit in 20 II would h ave been smaller rhan rhar in 20 I 0 
except for rhree unusual factors: First, cerrain payments that 

ordinarily would have been made on October I, 20 II (that is. in 

fiscal year 2012), were made instead in September because 

October I fell on a weekend. Second, in December 2009, banks 

were required to pay the deposit insurance premiums that would 

otherwise have been due over the following three years, thereby 

reducing net outlays for depos it insurance in fiscal year 2010 and 

boosting them in 2011. Third, the estimated costs of federal credit 

transactions made in earlier years (mostly those of rhe Troubled 

Asset Relief Program) were revised downward. Without those 

facmrs, the 20 I J deficit would have been about $130 billion less 
than the shorrfall ill 20 10. 

revenue-increasing effects of rising profits were more than 

offser by the revenue loss from legislation thar allowed 

full expensing of investmenrs and made orher changes to 

depreciation rules. 

In 2012, CBO expecrs revenues from all three of the 

main sources to increase by similar dollar amounts: 

social insurance taxes by $76 billion (or 9 percent), cor

porate income raxes by $70 billion (or 39 percen t), and 

individual income taxes by $68 billion (or 6 percent). 

Almost all of the expected gain in revenues relative to 

GOP in 20 12-c1ose to I percentage point-resu!rs from 

changing tax provisions. Norably, the expiration on 

February 29 of the reduced Social Security payroll tax 

rate will boost socia! insurance receipts; in addition , 

changes that accelerared in to 20 II and 2012 businesses' 

tax deductions for the depreciation of new equipment 

reduced receipts of corporare income taxes more in 20 II 

rhan they will in 2012. 6 

Outlays 
Federal spending rose by 4 percent in 20 II, to $3.6 tril

lion-a rate of increase that is significanrly less than the 

nearly 7 percent average rare of growth in federal outlays 

over the previous 10 years. About half of the $142 billion 

increase from 20 10 to 20 I I occurred because downward 

revisions in the estimated net cosr of the Troubled Asset 

Relief Program (TARP) in 2011 were smaller than in 

2010; those revisions were recorded as reductions in 

ourlays.7 Excluding the TARP, total ourlays grew by 

6. 	 I f the lower Social Security payroll tax rate was extended through 

December 2012, revenues from that tax would be about $75 bil

lion lower than those projected in the basel ine for this year (and 

about the same amount, in IOtal, as in 2011); revenues from that 

tax would also be $25 billion lower in 2013. 

7. 	 In keeping with procedures specified ill Ln", the TARP', outlays 

are recorded as the estimated present value of all future cash flows 

for the program . with an adjl1stmenr for marker tisk (risk that 
investOrs cannot protect themselves against by diversifYing their 

po rtfolios). Present value is a single number that expresses" flow 

of current and futllre income, or p3ymen ts, in terms of an equiva

lent lump sum received or paid tOday. Under standard accounting 

for credit programs in the fed eral budget, the original subsidy 

calculation mJY be increased or decreased by a "credit subsidy 

reestimate" in subsequent years. based on updated valuations of 

the present-value costS of the cash flows associated with those 

credit programs. For an analysis of the budgetary effects of the 

tmnsac tions made under the aurhority of the TARP. see Congres

sional Budget Office, Repnrt nr[ d'e TmubLed It,'fl Relit/Prngr«;!! _.... 
De,emher 201 {. 
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Table 1·2. 

Changes in Revenues, Outlays, and Deficits Between 2010 and 2012 
(Billions of dollars) 

Change 
Actual Projected, 2010 2011

2010 2011 2012 2011 2012 

Revenues 
Individual Income taxes 899 1,091 1,159 193 68 
Social insurance taxes 865 819 895 -46 76 
Corporate income taxes 191 181 251 -10 70 
Othera 208 211 218 3 7 

- 
Total 2,163 2,302 2,523 140 220 

Outlays 
Mandatory 

Troubled Asset Relief Program -1l0 -37 23 72 61 
Unemployment compensation 159 119 82 -39 -38 
Medicaid 273 275 262 2 -13 
Medicare" 520 560 560 39 " 
Social Security 701 725 770 24 45 
Otherb 370 383 373 13 -10 

-  -
Subtotal 1,913 2,025 2,070 112 45 

Discretionary 

Defe nse c 689 700 680 11 -20 
Nondefense 658 646 628 -12 -19 - - 

Subtotal 1,347 1,346 1,308 -1 -39 

Net Interest 196 227 224 - 31 -3 
-

Total 3,456 3,598 3,601 142 3 

Deficits -1,294 -1,296 -1,079 -2 d 217 e 

Source: CongreSSional Budget Office. 

Note: * = between zero and $500 million. 

a. 	 Includes excise taxes, estate and gift taxes, remittances from the Federal Reserve, customs duties, and other miscellaneous receipts. 

b. 	 Reflects shifts of benefit payments from 2012 into 2011 because October 1, 2011, fell on a Saturday. Those shifts total $15 billion for 
Medicare and $14 billion for "Other" ($5 billion each for veterans' compensation and pensions and Supplemental Security Income and 
$4 billion for military retirement). 

c. 	 Reflects $4 billion in payments to military personnel that were shifted from 2012 to 2011 because October 1, 20n, fell on a Saturday. 

d. 	 A negative number indicates an increase in the deficit. 

e. 	 A positive number indicates a decrease in the deficit. 

$70 billion , or about 2 percent. In 2012 , CBO projects, the annual appropriation process) accounted for most of 

outlays will increase by just $3 billion (or 0 . 1 percent). As the change in outlays in 2011. Mandatory outlays 

a percentage of GOp, outlays will fall from 24.1 percent increased by $112 billion, or 6 percent. (They grew at an 

in 2011 to 23.2 percent this year-a level still higher than average annual rate of about 7 percent berween 2001 and 

in allY year between 1984 and 2008 . 20 I 0.) The growth in mandatory spending is projected to 
slow in 2012, to $45 billion, or about 2 percent. 

Mandatory Spending. Mandatory programs (which are 
governed by statutory criteria and are not controlled by 
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Figure 1·2. 

Outlays Recorded for the 
Troubled Asset Relief Program 
(Bill ions of dollars) 
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Source: Congressional Budget Office. 

Adjustments ro the estimated costs of the TARP will con

tribute significantly ro the growth in outlays from 20 II 

to 201 2 (see Figure 1-2) . Including a downward revision 

of prior estimates of the program's costs, TARP outlays 

were a negative $37 billion in 20 II . This year, CBO 

anticipates, previous declines in the value of the U.S. 

Treasury's investments, particularly in shares of AIG and 

General Morors, will lead ro a $20 billion upward revi

sion to the estimated costs of the program. That revision , 

along with $3 billion in new spending (mostly for mort

gage assistance) will push outlays for the TARP to 

$23 billion in 2012 , CBO projects , thereby boosting out

lays by $61 billion relative ro what was recorded last year. 

Excluding the TARP, mandarory spending increased by 

2 percent in 2011 but will decline by nearly 1 percent in 
201 2, C BO estimates . The largest decline in 2012 will be 
in spending for unemployment compensation. The num 

ber of people receiving first-time payments of regular 
unemployment benefits has fallen considerably since 

2010, and outlays for unemployment compensation 

dropped from $159 billion in that year ro $119 billion in 
20 I 1. The decline is expected ro continue-tO $82 bil

li o n in 20 12-because of further reductions in the 

number of people receiving benefits and because emer

gency unemployment compensation is scheduled to lapse 

a t the end of February. (Extending those benefits at their 

current levels through December 2012 would boost out

lays by $19 billion in 2012 and by $16 billion in 2013.) 

Medicaid spending is projected to decline in 20 I2-by 

$13 billion (or 5 percent)-after rising by $2 billion in 

201 \. The drop in 2012 will occur primarily because an 

increase in the federal share of the program's costs expired 

in June 2011; that increase rook effect in 2009 and had 

been extended in modified form since then. 

Medicare outlays (excluding receipts from premiums) 

grew by nearly 8 percent in 2011 bu t are projected ro 

change litrie in 2012. Those differing rates of growth, 

however, result largely from a shift in the timing of cer

tain payments: October 1, 2011 , fell on a weekend , so 

some payments to health care plans were made at the end 

of September, in fiscal year 2011 rather than in fiscal year 

2012. Without that shift, Medicare's growth rates would 

have been more similar in 2011 and 2012, at 4.6 percent 

and 5. 7 percent, respectively-slower rates of growth 

than witnessed in any year during the past decade other 

than 2010. The restrained growth in Medicare in 2011 

and 2012 is at least in part a result of limitations on pay

ment rates for certain types of providers. ~ Changes in the 

use of health care services related to weak economic con

ditions also may have contributed in 20 II , although 

whether such changes occurred is not clear at this point. 

The largest increase in mandatOry spending in 2012 , 

excluding that for the TARP, is expected ro be for Social 

Security. Outlays grew by $24 billion (or 3 percent) for 

that program in 20 11, and they are projected to increase 

by almost twice as much- $45 billion (or 6 percent)-in 

2012, primarily because beneficiaries received a cost-of

living adjustment in January 2012 but not in 2011. 

Discretionary Outlays. In fiscal year 20 II, tOtal discre 

tionary budget authority-authority provided in 
appropriation ac ts to incur financial obligations that 
will result in immediate or future outlays-dropped by 
$42 billion; that authority has declined by another 
$24 billion in 2012. As a result, ourlays decreased by 
0.1 percent (nearly $1 billion) last year-the first time 


since 1996 that discretionary outlays had fallen-and 


8. 	 Medicare's current PJymenr rd[es for physici Jns' se rvices arc 

scheduled [0 drop by 27 percent on March I. 2012. E'lacring 

legisldrion [0 maimain curreO[ ra[es [hrough fisCJI yedr 20 12-a! 

a cosr of abour $9 billion-would booS! grow[h in the current 

year (after ddjusring fo r rh e liming shifr) to roughly 7 percen!. 



7 CHAPTER ONE 

they are projected to dtop by another 3 percent ($39 bil

lion) in 2012. Although there was a small increase in 

defense spending in 2011 , that rise was more than offset 

by a drop in nondefense outlays. In the current year, 

CBO projects , outlays for defense and nondefense pro

grams will fall by similar amounts. 

In 2011, defense outlays totaled $700 billion, an increase 

of $11 billion, or less than 2 percent-well below the 

9 percent average annual growth rate recorded over the 

previous 10 years. Modest increases in spending for oper

ations and maintenance and for military personnel were 

partially offset by reductions elsewhere, primarily in 

procurement. Defense outlays will fall by $20 billion 

(or 3 percent) in 2012, CBO projects, largely because of 

a reduction in spending for military operations in 

Afghanistan and Iraq . 

Nondefense discretionary outlays fell by 2 percent 

($12 billion) last year and are projected to decrease by 

3 percent ($19 billion) in 2012. Those reductions largely 

are attributable to a decline in spending from ARRA 

funding: Nondefense discretionary outlays stemming 

from that legislation dropped by $24 billion in 201). 

They are projected to fall by another $33 billion in 2012; 

the State Fiscal Stabilization Fund and student financial 

assistance accoun t for the largest decl ines (see Box 1-1). 

Those reductions are partially offset by increases in out

lays from funding unrelated to ARRA; such outlays rose 

by S 12 billion last year and are projected to increase by 

$14 billion in 2012. Nondefense discretionary outlays 

will total $628 billion in 2012, CBO estimates; at 

4.0 percent of GOP, such outlays will be below the 


amount recorded in the previous three years. 


CBO's Baseline Projections for 

2013 to 2022 

CBO constructs its baseline in accordance with provi
SiOllS set forth in the Balanced Budget and Emergency 
Deficit Control Act of 1985 and the Congressional Bud
get and Impoundment Control Act of 1974.~ For the 

most pan, those laws require that the baseline projections 

incorporate the assumption that current laws governing 

taxes and spending in future years are fully implemented. 

9. 	 Th e provisions of [he Deflci[ Control Ac[ pert.ining [0 rhe 

baseline expired in 2006, bur [hey were reinsrarcd laS[ year by [he 

Budge[ C ontro l Act. 

THE BUDGET AND ECONOMIC OlJ1LOOK: FISCAL YEARS 2012 TO 2022 

Under those current-law assumptions, the budget deficit 

drops sharply over the next three fiscal years, from 
7.0 percent of GOP this year to 2. I percent by 2014. 

Between 2015 and 2022, annual deficits are projected to 
fluctuate in a narrow range between 0.9 percent and 

1.6 percent of GOP (see Table 1-3 on page 10). Two fac
tors are critical to those projections: The first relates ro 

the changes in tax and spending policy currently sched
uled to occur (and, in the case of the AMT, already in 

place), and the second is the effect on the budget of the 

nation's continued but modest economic growth. In par

ticular, revenues are projected to increase by 31 percen t 
between 2012 and 20 14-as a result of the scheduled 

expiration of several tax provisions, recently expired pro

visions relating to the AMT, and a gradually improving 
economy-and then to inch up again as a share of GOP 

after 2014. Despite the pressures generated by the aging 

population and rising health care costS, CBO projects 
that outlays will be relatively stable over the next decade, 
ranging between 21.5 percent and 22.5 percent as a share 

of GO P. That projection incorporates a reduction of 
about $1 trillion over the next 10 years stemming from 

the automatic spending reductions required by the Bud

get Control Act. In addition, spending for programs 

funded through ARRA is expected to continue to fall, 

and spending for unemployment compensation and for 
other benefits that tend to increase during recessions is 

projected to decline as the economy improves. 

Even with deficits shrinking over the next few years under 

curren t law, debt held by the public will increase as a 
percentage of GOP from about 72 percent in 2012 to a 
peak of 7 5 percent in the following year, CBO projects. It 

will fall in subsequent years-although it will still be high 
by historical standards-to end the projection period at 

62 percent of GOP. If the various provisions of current 

law are not fully implemented or if economic growth 

differs from what CBO projecrs, however, budgetary 
outcomes could be quite different. 

Revenues 
Under the baseline assumption that current laws remain 
unchanged, total revenues are projected to climb rapidly 
between 2012 and 20 14-much more than the projected 
increase in GOP. Revenues as a share of GOP are pro
jected to rise from 16.3 percent in 2012 to 20.0 percent 
in 2014, or about 2 percentage points more than their 
average share over the past 40 years. About four-fifths of 
that projected increase in revenues as a share of G DP 
stems from recent or scheduled expirations of tax 
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Box 1-1. 

Updated Estimate of the Budgetary Effects of the 
American Recovery and Reinvestment Act of 2009 

The American Recovery and Reinvestment Act of 
2009 (ARRA; Public Law 111-5) was enacted in 
February 2009 in response to significant weakness in 
the nation's economy. Most of ARRA's effects on fed

eral spending and revenues have now occurred, and 
they have been roughly in line with the original esti
mates of the Congressional Budget Office (CBO) 

and the staff of the Joint Committee on Taxation 
OCT). CBO estimates that nearly 90 percent of 
ARRA's budgetary impact was realized by the end of 
fiscal year 20 I 1 and that the law added $733 billion 
to budget deflci cs over the 2009-201 1 period. When 
ARRA was enacted, CBO and JCT estimated that it 

would increase deficits through fiscal year 2011 by 
$719 billion (with additional effects expected in 
subsequent years) .l 

in initial analyses covering the period from 2009 
through 2019, CBO and JCT projected that ARRA 
would increase deficits by $787 billion. Since that 
time, economic developments and other factors have 
differed in various ways from what CBO anticipated. 
In addition, legislation enacted in 2010 rescinded 

some funds appropriated under ARRA and limited 
the period in which higher payments under the 
Supplemental Nutrition Assistance Program (SNAP, 
formerly known as Food Stamps) will be available. 
CBO now estimates that ARM's cumulative impact 
on deficits over the 2009-2019 period will be 

$831 billion (see the table). That amount is 

I. 	 For a discussion of why the oudays from 2009 through 20 II 
differed from the original estimares, See Congressional 
Budget Office. ":\ctual AI{!{A Spendillg O ver the 2009

20 11 P" riod Qu ire Cl(}5C (0 CBO's Original Esrimate: 
Director's Blog (January 5, 2012). For the original cost esti
mare, see Congressional Budget Office, COSt estimate to r t h., 

w nft'n'net "grcem{'nt fo r H .R. I , the American Rel:overr 

and /{c investmem Act o f 2009 (rebruary 13, 2009). That 

estima.te did not address ARRAs effects on rhe economy; for 

the most recen t discussion of rhose ef}"ecrs, see Congressional 
Budget Office, E" im.lled Imp(/ct o(the A1JJ<'l'im n Rem very.md 

Rr;'lV~sn'm!l Atr Oil Emp/I')'TI7 trlt (/lid EC"'101Il;C Outpll t f om 
July 2 (! ! 1 Thro llgh .s;'Pf<'11lb'T 20 / 1 (November 2011) . 

$44 billion more than originally projected but similar 
to the estimate CBO published last January. Most of 
the upward revision from the original estimate occurs 
because the values of economic variables, particularly 

the unemployment rate and food prices, are now dif
ferent from chose projected at the time the original 
estimates were made. As a result , spending for the 

increases in unemployment compensation and SNAP 
benefits provided by ARRA turned our to be greater 
than anticipated. In many other areas of the budget, 
spending has been slower than originally estimated. 

Many of ARRA's provisions have expired: The addi
tional unemployment compensation provided in the 
law is no longer available (although other legislation 
extended some of those benefits). Likewise, the 

increase in the federal share of Medicaid costs origi

nally authorized by ARRA expired at the end of 
December 2010. (Subsequent legislation continued 

enhanced matching rates through June 20 II at a 
lower amount than authorized under ARRAY Obli
gations of discretionary funding provided by ARRA 
have been completed, although some Olltlays result
ing from those obligations will occur in 2012 and 
later, and many provisions that reduced revenues
such as the Making Wor.k Pay Tax Credit, tax incen

tives for businesses, and temporary relief from the 
individual alternative minimum tax-have expired. 

Although CBO expects that ARRA spending will 
drop substantially over the next few years, the law 

will continue to have significant budgetary effects. 
In CBO's baseline, outlays from ARRA are estimated 
to total $60 billion in fiscal year 2012 (compared 
with about $145 billion for 2011) and another 

2, 	 In August 20 I 0, the FAA Air Transportation Modernization 

and Safety Improvement Act (I~ L. 111-226) provided for 

additional enhanced matching roltes under Medicaid through 
June 20 II and increased funding for elementary and ,<,cond

ary education. As with the extensions and expansions of 
unemployment insurance. {he budgetary effects of those new 

provisions huve nOt b""n considered pan of ARRA. 

Continued 

http:Remvery.md
http:estima.te
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Continue 

Estimated Effect of the Provisions of the American Recovery and Reinvestment Act of 2009 

(Billions of dollars) 

Total 
Actual Projected, 2013 2009

2009 2010 2011 2012 2019 2019 

Outlays 
Department of Health and Human 
Services programs 

Medicaid 32 40 12 1 7 91 
Other 2 12 11 7 18 49 

Refundable tax credits 3 4S 38 4 1 91 
Unemployment compensation" 28 33 1 1 4 66 
Supplemental Nutrition Assistance Program S 11 12 8 5 41 
Department of Education programs 

State Fiscal Stabilization Fund 12 23 12 5 1 54 
Other (Including Pel! grants) 9 19 II 4 1 44 

Department of Transportation programs 4 17 11 5 10 47 
Depa rtment of Energy programs 1 8 II 9 10 39 
Budd Ame rica Bonds * 1 4 4 27 36 
Social Security 13 * * * * 14 
Other 7 2S 22 13 8 75 

Total Outlays 114 235 145 60 93 647 

Revenues -69 0 -170 b * b II 44 -184 
Total Direct Effect on the DeficitC -183 -405 -145 -49 -49 -831 

Sources: Congressional Budget Office; Department of the Treasury. 


Notes: These amounts do not reflect the slowdown in regular (non-ARRA) spending, particularly for transportation and education 

programs, resulting from the availability of ARRA funds. Although some slowdown in such spending clearly occurred, there is 
no way to identify with certainty the magnitude of that effect. 

* = between -$500 and $500 million. 

a. Includes about $3 billion in intragovernmental transfers, mostly in 2009, that the Administration recorded as outlays. 

b. CBO's estimate of the extent to which the act reliucl!d rQVQnu as in 2009, 2010, and 2011. 

c. Negative numbers represent an increase in the deficit. 

$93 billion from 2013 through 2019. 3 That figure Although ARRA reduced revenues substantially in 
includes $27 billion in paymenrs under the Build 2009 and 2010, its net effect over the next few years 

America Bonds program (almost three-quarters of will generally be to increase tax receipts by amounts 

which is offset by higher revenues), $18 billion for much smaller than those reductions, CBO antici

informatio n technology related to health care and pates. In parricular , some of the L'1X reductions that 
other health -related activities, and $10 billion for businesses received in 2009 and 2010 because of 
programs run by the Department of Energy. ARRA will lead to higher tax payments in the future. 

For example, bu.sinesses that took advantage of provi

sions allowing quicker depreciation of certain assets 
3. e BO estimates that ARRA's ncr budgerary effect from 2020 purchased in 2009 will have less to depreciate in 

through 2022 will be less than j) I billion per year. future years. 
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Table 1·3. 

CBO's Baseline Budget Projections 

Total 
Actual, 2013 2013

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2017 2022 

In Billions of Dollars 
Revenues 

Individual income taxes 1,091 1,159 1,463 1,597 1,765 1,915 2,069 2,207 2,350 2,504 2,664 2,831 8,810 21,365 
Soc ial insurance taxes 819 895 975 1,017 1,076 1,142 1,205 1,266 1,324 1,385 1,447 1,513 5,415 12,349 
Corporate Income taxes 181 251 320 427 442 436 465 461 454 444 452 459 2,090 4,360 
Other 211 218 229 273 284 291 301 310 328 347 364 378 1,378 3,105 

Total 2,302 2,523 2,988 3,313 3,568 3,784 4,039 4,243 4,456 4,680 4,926 5,181 17,692 41,179 
On-budget 1,737 1,896 2,290 2,585 2,798 2,965 3,172 3,330 3,498 3,676 3,877 4,085 13,809 32,276 
Ofl-budget' 566 627 698 728 770 819 868 914 958 1,004 1,049 1,096 3,883 8,903 

Outlays 
Mandatory 2,025 2,070 2,122 2,215 2,354 2,526 2,624 2,729 2,918 3,090 3,272 3,514 11,842 27,364 

Discretionary 1,346 1,308 1,220 1,196 1,200 1,219 1,233 1,251 1,284 1,313 1,344 1,382 6,068 12,641 

I~et Interest 227 224 231 247 282 341 402 459 513 557 590 624 1,503 4,247 

Total 3,598 3,601 3,573 3,658 3,836 4,086 4,259 4,439 4,714 4,960 5,205 5,520 19,413 44,251 
On-budget 3,099 3,026 2,909 2,948 3,080 3,283 3,407 3,536 3,755 3,941 4,122 4,369 15,627 35,350 
Oil-budget' 499 575 664 710 756 803 853 903 959 1,019 1,083 1,151 3,786 8,901 

Deficit (-) or Surplus -1,296 -1,079 - 585 -345 -269 -302 -220 -196 -258 -280 -279 -339 -1,721 -3,072 
On-budget -1,363 -1,130 -619 -363 -282 -318 -235 -206 -258 -265 -245 -283 -1,818 -3,074 
all-budget' 67 52 34 19 13 16 15 10 * -16 -34 -55 97 2 

Debt Held by the Public 10,128 11,242 11,945 12,401 12,783 13,188 13,509 13,801 14,148 14,512 14,872 15,291 n.a. n.a. 

Memorandum: 
Gross Domestic Product 14,954 15,508 15,914 16,575 17,618 18,704 19,708 20,661 21,616 22,603 23,614 24 ,655 88,519 201,666 

As a Percentage of Gross Domestic Product 
Revenues 

Individual income taxes 7.3 7.5 9.2 9.6 10.0 10.2 10.5 10.7 10.9 lLl 11.3 11.5 10.0 10.6 
Social insuranc e taxes 5.5 5.8 6.1 6.1 6.1 6.1 6.1 6.1 6.1 6.1 6.1 6.l 6.1 6.l 
Corporate income taxes 1.2 1.6 2.0 2.6 2.5 2.3 2.4 2.2 2.1 2.0 1.9 1.9 2.4 2.2 
Other 1.4 1.4 1.4 1.6 1.6 1.6 1.5 1.5 1.5 1.5 1.5 1.5 1.6 1.5 

Total 15.4 16.3 18.8 20.0 20.2 20.2 20.5 20.5 20.6 20-7 20.9 21.0 20.0 20.4 
On-budget 11.6 12.2 14.4 15.6 15.9 15.9 16.1 16.1 16.2 16.3 16.4 16.6 15.6 16.0 
Ofl-budget' 3.8 4.0 4.4 4.4 4.4 4.4 4.4 4.4 4.4 4.4 4.4 4.4 4.4 4.4 

Outlays 
Mandatory 13.5 13.3 13.3 13.4 13.4 13.5 13.3 13.2 13.5 13.7 13.9 14.3 13.4 13.6 
Discretionary 9.0 8.4 7.7 7.2 6.8 6.5 6.3 6.1 5.9 5.8 5.7 5.6 6.9 6.3 
Net Interest 1.5 1.4 1.5 1.5 1.6 1.8 2.0 2.2 2.4 2.5 2.5 2.5 1.7 2.1 

Total 24_1 23.2 22.5 22.1 21.8 21.8 21.6 21.5 21.8 21.9 22_0 22.4 21.9 21.9 
On-budget 20.7 19.5 18.3 17.8 17.5 17.6 17.3 17.1 17.4 17.4 17.5 17.7 17.7 17.5 
Off-budget' 3.3 3.7 4.2 4.3 4.3 4.3 4.3 4.4 4.4 4.5 4.6 4.7 4.3 4.4 

Deficit (-) or Surplus -8-7 -7.0 -3.7 -2.1 -1.5 -1.6 -1.1 -0.9 -1.2 -1.2 -1.2 -1.4 -1.9 -1.5 
On-budget -9.l -7.3 -3.9 -2.2 -1.6 -1.7 -1.2 -1.0 -1.2 -1.2 -1.0 -1.1 -2.1 -1.5 
Off-budget' 0.4 0.3 0.2 0.1 0.1 0.1 0.1 ** ** -D.l -0.1 -0.2 0.1 ** 

Debt Held by the Public 67.7 72.5 75.1 74.8 72.6 70.5 68.5 66 .8 65.5 64.2 63.0 62.0 n.a. n.a. 

Source: Congressional Budget Office. 


Note: n.a. = not appticable; * = between -$500 million and zero; ** = between -0.05 percent and 0.05 percent. 


a. 	 Off-budget surpluses or deficits comprise surpluses or deficits in the Social Security trust funds and the net cash flow of the 
Postal Service. 
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Box 1·2. 

Automatic Enforcement Procedures Under the Budget Control Act 
The Budget Control Act of 20 11 (Public Law 
112-25) specifies automatic procedures to reduce 
both discretionary and mandatory spending during 
the coming decade if lawmakers have not enacted 
legislation originating from the Joint Select Commit
tee on Deficit Reduction that will reduce projected 
deficits by at least $1 .2 trillion. Because no such legis
lation was enacted by January 15, those procedures 
are now scheduled to go into effect. 

The automatic reductions will take the form of equal 
cuts (in dollar terms) in funding for defense and non

defeme programs in fiscal years 2013 through 2021 . 
For 2013 , those reductions will be achieved by auto
matically canceling a portion of the budgetary 
resources (in an action known as sequestration) for 
most discretionary programs as well as for some pro
grams and activities that are financed by mandatory 
spending.' From 2014 to 2021 , the reductions will be 
achieved by lowering the caps on discretionary bud
get authority as specified in the Budget Control Act 
and through sequestration for mandatory spending. 
The law exempts a significant portion of mandatory 
spending from sequestration, however. 

T he Congressional Budget Office (CBO) has esti
mated how much discretionary and mandatory fund
ing will change under the automatic enforcement 
mechanisms (see the table) . CBO's analysis can only 
approximate the results, however; the Administra
tion's Office of Management and Budget is responsi
ble for implementing reductions on the basis of its 
own estimates. 

Under current law, the automatic enforcement proce
dures will reduce budgetary resources for defense by 
$492 billion over the 2013-2021 period. Annual 
reductions will be divided proportionally between 
mandatory and discretionary defense spending. 

1. 	 Budgeta ry resources consist of all sources of authoriry pro
vided to federal agencies that permit [hem to incur financial 
obligations, including new budget alllhoriry, unobligated 

b:llanccs, direct spending :luthoriry, :lnd obligation 
limitations. 

Because mandatory spending makes up much less 
than 1 percent of all defense spending, CBO 
estimates that only about $1 SO million will be 
sequestered from such programs over the period. 
Consequently, almost all of the required deficit 
reduction in the defense category will be achieved by 
sequestering discretionary resources in 2013 and by 
lowering the caps on defense appropriations for 2014 
through 2021 . By CBO's estimate, the automatic 
enforcement procedures will reduce defense spending 
by 10.0 percent in 2013 and by lesser amounts there
after, declining to 8.5 percent in 2021. 

Estimating the automatic reductions for nondefense 
programs is more complicated, particularly because 
of provisions in the Budget Control Act that limit 
spending CutS in most Medicare benefits to 2 percent 
and that exempt many mandatory programs (includ
ing Social Security and Medicaid) from sequestration 
alrogether. For Medicare, CBO estimates that nearly 
90 percent of the program's spending will be subject 
to the 2 percent limit and about 10 percent of such 
spending will be exempt from sequestration entirely, 
leaving just 1 percent of Medicare spending subject 
to the same sequestration as nonexempt mandatory 
programs. 

The act requires the same total reductions-$492 bil
lion over the 2013-2021 period-in the budgetary 
resources for defense and nondefense activities. In 
calculating the reductions required in nondefense 
spending, the targeted savings will first be allocated 
proportionally between nonexempt discretionary and 
mandatory programs. CBO estimates that mandatory 
spending will account for roughly 57 percent of all 
nondefense spending that is subject to enforcement 
procedures under the Budget Control Act during 
those nine years. Of that spending, the vast majority 
is for Medicare programs and activities that will be 
subject to the 2 percent limit. In the absence of such 
a limit, reductions in budgetary resources for Medi
care would total $247 billion between 2013 and 
2021, CBO estimates; with the 2 percent ceiling, 
however, those reductions will total $1 17 billion over 

Continued 
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Table 1-4. 

Federal Debt Projected in CBO's Baseline 
(8 illions of dollars) 

Actual, 
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 

Debt Held by the Pu blic at the 
Beginning of the Year 9,019 10,128 11,242 11,945 12,401 12,783 13,188 13,509 13,801 14,148 14,512 14,872 

Changes in Debt Held by the Publ ic 

Deficit 

Other means of financing 

Total 

1,296 
-187 

1,109 

1,079 
36 

1,115 

585 

118 

703 

345 

111 

456 

269 
113 

382 

302 
103 

406 

220 
101 

321 

196 
96 

291 

258 
89 

347 

280 
84 

364 

279 
81 

360 

339 
SO 

419 

Debt Held by the Public at the 

End of the Year 10,128 11,242 11,945 12,401 12,783 13,188 13,509 13,801 14,148 14,512 14,872 15,291 

Memorandum: 
Debt Held by the Public at the End of the 

Yea r (As a pe rcentage of GDP) 67.7 72.5 75.1 74.8 72.6 70.5 68.5 66.8 65.5 64.2 63.0 62.0 

Debt Held by tile Publi c Excluding 

Financial Assets· 

In billions of dollars 

As a percentage of GDP 

9,275 
62.0 

10,337 10,916 11,257 11,516 11,813 12,0 28 12,214 12,459 12,726 12,991 13,315 
66.7 68.6 67.9 65.4 63 .2 61.0 59.1 57.6 56.3 55 .0 54 .0 

Gross Federal Debt b 14 ,76 2 16,002 16,813 17,369 17,869 18,428 18,940 19,444 19,984 20 ,531 21,069 21,665 

Debt Subject to Limit ' 14,747 15,986 16,796 17,351 17,851 18,410 18,921 19,425 19 ,964 20,511 21,049 21,644 

Source: Congressional Budget Office. 

Note: GDP = gross domestic product. 

a. 	 Subtracts from debt held by the public the value of financial assets (such as preferred stock) purchased from institutions participating in 

the Troubled Asset Relief Program; holdings of preferred stock in Fannie Mae and Freddie Mac; and the Treasury's holdings of mortgage

backed securities , cash balances, and other financial instruments. 

b. 	 Comprises federal debt held by the public plus Treasury securities held by federal trust funds and other government accounts . 

c. 	 The amount of federal debt that is subject to the overall limit set in law. Debt subject to limit differs from gross federal debt because 

most debt issued by agencies other than the Treasury and the Federal Financing Bank is excluded from the debt limit, currently set at 

$16 .4 trillion. 
--~--

Debt held by the public increased by $1.1 trillion in earlier, the debt would reach $23.2 trillion, or 94 percent 

20 I I, reaching 68 percent o f COp, the highest level since of COp, by 2022. 

1951J. Under the assumptions that govern CBO's baseline 
The amount of money the Treasury borrows by selling(in particular, that most tax provisions expire as sched
securities (net of the amount of maturing securities that it

uled, that the Budget C o ntrol Act's enforcement 
redeems) is driven primarily by the annual budget deficit. 

procedures are not altered, and that Medicare's payment 
However, several factors--collectively labeled "other 

rates to physicians drop sharply as scheduled), the gov
means of financing" and not direcrly included in budget 

ernment is projected to borrow another $5.2 trillion fro m totals-also affect the government's need to borrow from 
2012 through 2022. Debt held by the public is projected the public. Those factors include reductions (or increases) 
ro peak at 75 percent o f GO P in 2013 and then to in the government's cash balance as well as the cash flows 
decline to 62 percent of GOP at the end of 2022 (see associated with federal credit programs (such as student 

Table 1-4) . Under the alternative fiscal scenario described loans, rural electrification and telecommunication 
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programs, and lending by the Small Business Administra

ti o n), because only the subsidy COStS of those programs 

(calculated on a present-value basis) are reflected in the 
budget deficit. 

CBO projects that Treasury borrowing will be $36 billion 

more rhan the projected budget deficit in fiscal year 

2012, mainly because of borrowing to fll1ance student 

loans, which will be partially offset by the sale of 

mortgage-backed securities held by the Treasury. 10 Each 

year from 2013 to 2022, borrowing by the Treasury is 

expected to exceed the amount of the deficit, mainly 

because of the need to provide financing for credit pro

grams. Because of such programs, CBO projects, the 

government's annual borrowing needs during that period 

will be $98 billion greater, on average, than the budget 

deficits would indicate. 

Gross federal debt consists of debt held by the public 
and debt iss ued to government accounts. In CBO's pro

jections, debt held by the public is expected to increase by 

more than 50 percent between the end of 20 II and the 

end of 2022, and debt held by government accounts is 

expected to rise by nearly 40 percent. As a result, gross 

federal debt is projected to c1im b in every year from 2012 
ro 2022, reaching $21.7 trillion in 2022-47 percent 

more than its rotal of $14.8 trillion at the end of 20 II. 

Changes in CBO's Baseline Since August 2011 
CBO's current estimate of the deficit for 2012 is 

$105 billion more than it estimated in August 20 II (see 
Table 1-5)Y Technical revisions (which include all fac

tors that change budget projections that are not directly 

related ro new legislation or ro revisions in the economic 

outlook) produced the largest change, boosting the esti

mate of the deficit by $110 billion for 2012, primarily 

because CBO now anticipates lower revenues than it did 

previously. 

I II. To help promote "abiliry in the mortgage market and lessen 
upwa rd pressure on morrgage rates, from September 2008 ro 

December 2009 the Treasury putchased mortgage-backed securi
ties issued b)' bnnie Mae and freddie Mac in rhe open market. In 

March 20 II , rhe TredslIt)' announced ir would sell all its remain

ing ho lding> of thosc secu rities. The cash flows stemming from 

such transactions do not show up direcrl), in the budget because 

rhey art' trea red under the ptinciples governing credit programs 

(rhJr is, rhe budger records o nl), the prcsenr value of rhe cstimared 

COSt or gain of rhe program). 

15 . Sec Congressio nal Budget Off,ce, l/;,· {j udgtl d nd LCOIlOlIli c 

(J"r/o",,: /1/l (pddt, (All guS! 20 II). 
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In roral, CBO has added $325 billion to its baseline pro 

jection of the cumulative deficit from 2012 through 

2021; that figure represents abOUt 0.8 percent of pro

jected federal spending or revenues over that period. 

Two main factors contribu te ro that outcome. CBO now 

projects that revenues will be $700 billion (or 2 percent) 

lower between 2012 and 2021 as a result of updated 

economic projections and other facrors. In the other 

direction , CBO now anticipates lower interest rates in 

coming years; those lower rates alone reduce projected 

net interest COStS by nearly $540 billion . On net, all other 

changes increase deficits by a rotal of about $165 billion 

over the I O-year period . (Changes to CBO's baseline pro

jections since August are described in greater detail in 

Appendix A.) 

Uncertainty in Budget Projections 
Even if federal laws were unchanged for the next decade, 

actual budgetary outcomes would differ from CBO's 

baseline projections because of unanticipated changes in 

economic conditions and in a host of other facrors that 

affect federal spending and revenues. 

CBO's budgetary projections depend on the agency's 

economic projections for the coming decade, including 

forecasts for such variables as interest rates , inflation, and 

the growth of real GOP. Discrepancies between those 

forecasts and economic outcomes can result in significant 

differences between baseline budgetary projections and 

budgetary outcomes. For instance , as measured by the 

change from the fourth guarrer of the previous year, 

CBO's baseline economic forecast anticipates that real 

GOP will grow by 2.0 percent during 2012, by 1.\ per

cent during 2013, and by an average of 3.2 percent 

annually from 2014 ro 2022. If the actual growth rate 

of real GOP was 0.1 percentage point higher or lower 

each year, the cumulative deficit projected for the 2013
2022 period would be about $300 billion higher or 
lower. (For further discussion of how various economic 
assumptions affect budget projections , see Appendix B.) 

Uncertainty also surrounds technical facrors that affect 

CBO's baseline projections. For example, spending per 
enrollee for Medicare and Medicaid-which has gener
ally grown faster than GOP-is difficult to predier, and 

that spending wil! have a large effect on the programs' 
COStS in coming years. If per capita costs grew I percent

age point faster or slower per year than CBO has 

projected for the next decade, total outlays for Medicare 
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Table 1·5. 
~ .. .. - ,...-.-- - .. ~ -
Changes in CBO's Baseline Projections of the Deficit Since August 2011 

. 

(Billions of dollars) 

Total 

2012-2012
2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2016 2021 

Deficit in CBO's August 2011 Baseline -973 -510 -265 -205 -278 -231 -211 -259 -277 -279 -2,232 -3,487 

Changes 

Legislative 

Revenues -20 -9 -1 -2 * -5 -3 -3 -4 -3 -33 -51 
Ou tl ays3 18 -14 -26 -31 -35 -37 -40 

-
-44 -49 -54 -88 -312 

Subtotal -38 5 25 28 35 32 37 41 46 50 55 261 

Economic 

Revenues 25 -20 -60 -81 -59 -37 -30 -40 -44 -43 -195 -389 
Outlays3 -17 -32 

-
-32 -28 -36 -55 -61 - -51 -46 

-
-40 -145 -398 -

Subtotal 42 12 -28 -53 -24 18 30 11 2 -2 -51 9 

Technical 

Revenues -118 -52 -49 -14 -3 -6 -9 -9 -4 3 -236 -260 
Ou tlaysJ -7 -7 8 12 19 20 29 28 32 34 25 167 
Net effect of incorporating the 

automatic enforcemen t proceduresb,c 0 -46 
-

-20 -13 -12 -13 -14 -15 
-

-16 -18 -92 -168 

Subtotal -llO -91 -77 -40 -34 -39 -52 -52 -52 -48 -352 -595 

Total Change in the Deficit' -105 -75 -80 -64 -24 11 15 1 -4 * -348 -325 

Deficit in CBO's January 2012 Baseline -1,079 -585 -345 -269 -302 -220 -196 -258 -280 -279 -2,580 -3,812 

Source: Congressional Budget Office. 


Notes: More details about changes in CBO's projections since August 2011 are presented in Appendix A. 


* =between -$500 million and zero. 

a. 	 Includes net interest payments. 

b. 	 CBO's August projections included $1.2 trillion in potential delicit reductions from legislation produced by the Joint Select Committee on 

Deficit Reduction or from the automatic enforcement procedures that would be triggered if no such legislation was enacted; that sum was 

not allocated either to outlays or to revenues. Because no legislation was reported by the committee, CBO has removed the $1.2 trillion in 

unallocated deficit reductions and, instead, included in the baseline the outlay reductions that will be triggered pursuant to the automatic 

enforcement procedures in the Budget Control Act of 2011. See Table A-2 for a detailed breakdown of the net effect of those changes. 

c. 	 Negative numbers indicate an increase in the deficit; positive numbers indicate a decrease in the deficit. 

(excluding receipts from premiums) and Medicaid would Projections of revenues are particularly sensitive to uncer

be about $800 billion higher or lower for that period. In tainty about technical factors. Forecasting total amounts 
of wages and salaries, corporate profits , and other incomeaddition . the Affordable Care Act made broad changes 
is part of CBO's economic projections, but forecastingto the nation's health care and health insurance systems. 
the amount of revenue that the government will collect Estimating the effects of those policy changes requires 
from a given quantity of such types of income requires

CBO to make projections of an array of technical, behav
technical assumptions about the distribution of income 

ioral, and economic factors, some of which involve 
and about many aspects of taxpayers' behavior. For 

programs (such as the health insurance exchanges) that example, taxpayers' behavior determines the amount of 
are not yet in place. As a result, there are great uncerrain deductions and credits people receive and how much 
ties surrounding the potential budgetary consequences of income in the form of capital gains they realize from 
those policy changes. selling assets. Differences between CBO's judgments 
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about such behavior and actual outcomes can lead to sig

nificant deviations from the agency's baseline projections 
of revenues. 

Alternative Policy Assumptions 
CBO's baseline budget projections-which are con

structed in accordance with provisions set forth in 

statUte-are intended to show what would happen to 

federal spending, revenues, and deficits if current laws 

remained unchanged. As such, the baseline generally 

reflects the assumption that current laws governing taxes 

and spending in future years are fully implemented. 

Clearly, future legislative action could lead to markedly 

different budget outcomes. Moreover, in recent years, 

policymakers have enacted significant temporary changes 

to tax and spending laws, and they have extended much 

of that legislation-again, temporarily-when it expired. 

As a result of those changes and extensions, baseline pro 

jections constructed on the assumption that current laws 

will remain unchanged-and thus that temporary provi

sions will expire as scheduled-have become much less 

useful as indicarors of the budgetary outcomes of main

taining some current policies. 

To assist policymakers and analysts who may have a 

variety of views about the most useful benchmark for 

considering possible future changes in laws or policies, 

CBO estimated the effects on budgetary projections of 

some alternative assumptions about future policies (see 

Table 1-6). The discussion below focuses on how those 

policy actions would directly affect revenues and out

lays. IG Such changes also would affect the projected costs 

of servicing the federal debt (which are shown separately 

in TJ.ble 1-6). 

Military and Diplomatic Operations in Afghanistan 
and Other War-Related Activities 
C BO 's projections of discretionary spending for the next 
10 years include outlays for military operations and dip
lomatic activities in Afghanistan and Iraq and possible 
other future overseas contingency operations. The outlays 

projected in the baseline come from budget authority 

provided for those purposes in fiscal year 2011 and ear

lier. the $127 billion in budget authority provided for 

2012. and the $1.4 trillion that is assumed to be appro

priated for the 2013-2022 period (under the assumption 

16 . The estimates of the budgetary effects of alternative policies do 

not include any macroeconomic effects. 
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that annual funding is set at the amount provided for 

2012 plus adjustments for anticipated inflation, in accor

dance with the rules governing baseline projections). 17 

In coming years, the funding required for overseas 

contingency operations-in Afghanistan or other coun

tries-may eventually be smaller than the amounts in the 

baseline if the number of deployed trOOps and the pace of 

operations diminish over time. Thus, CBO has formu

lated a budget scenario that assumes a reduction in the 

deployment of U.S . forces abroad for military actions and 

a concomitant reduction in diplomatic operations and 

foreign aid. Many other scenarios--some costing more 

and some less-are possible. 

In 2011, CBO estimates , the num ber of U.S. active-duty, 

Reserve, and National Guard personnel deployed for war

related activiries averaged about 195 ,000. Under the 

scenario shown in Table 1-6, the average number of mili 

tary personnel deployed for war-related purposes would 

decline over four years: from 115,000 in 2012 to 85,000 
in 2013, 60,000 in 2014, and 45,000 in 2015 and there

after. (Those numbers could represent various allocations 

of forces among Afghanistan and other regions.) Under 

that scenario, and assuming that the related funding for 

diplomatic operations and foreign aid declines at a similar 

rate, rotal discretionary outlays over the 2013-2022 
period would be $8.38 billion less than the amount in the 

baseline. 

Other Discretionary Spending 
Policymakers could vary discretionary funding in many 

ways from what is assumed in the baseline. For example, 

if appropriations after 2012 (excluding those for opera

tions in Afghanistan and elsewhere) were ro grow each 

year through 2022 ar the same rate as nominal GDP

instead of at rhe rate permitted by the Budget Control 

Act's caps-discretionary spending would be $3 trillion 
higher for that period than in the baseline. If appropria
tions were ro grow each year through 2022 at the same 
rate as inflation after 2012, discretionary spending would 
be about $1.4 trillion higher for that period than it is in 

the baseline. If, in contrast, lawmakers kept appropria

tions for 2014 through 2022 at nominal 2013 amounts 

17. 	funding for overseas contingency operations in 2012 includes 

li 115 billion for military operations and indigenous securiry forces 

and $11 billion fo r diplomatic operations and foreign aid. The 

caps [hat apply to discretionary spending can be adjusted to 

accommodate fumre appropriations for overseas cOlltingency 

operations. 
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Table 1·6. 

Budgetary Effects of Scl;ct;d Policy Alternative"s N~t In'cluded in CBO's B;~line 
(Billions of dollars) 

Total 
2013- 2013

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2017 2022 

Reduce the Number of Troops Deployed for Overseas 

Contl nge~cy 0 perations to 45,000 by 2015' 
Effect on the deficitb 

Debt service 

20 

Policy Alternatives That Affect Discretionary Outlays 

48 
1 

72 
2 

87 
5 

94 
9 

98 
14 

102 104 106 108 
19 25 31 37 

320 
16 

838 
144 

Increase Discretionary Appropriations at the Rate of 

Growth of Nominal GDP' 

Effect on the deficitb 

Debt service 

o 
o 

-78 -127 
-2 

-177 
-5 

-232 
-13 

-284 
-24 

-373 
-59 

-417 
-80 

-462 
-105 

-509 
-131 

-898 
-45 

-2,988 
-460 

Increase Discretionary Appropriations at the Rate of 

Infiation
d 

Effect on the deficitb 

Debt service 

o -73 

* 
-107 

-2 
-122 

-4 
-131 

-9 
-139 
-16 

-145 
-24 

-151 
-33 

-158 
-42 

-166 
-52 

-173 
-62 

-573 
-31 

-1,366 
-242 

Freeze Discretionary Appropriations at the Level for 2013' 
Effect on the deficif 

Debt service 

o 
o 

o 
o 

14 
* 

32 
1 

52 
2 

75 
5 

99 
9 

125 
14 

152 
21 

178 
30 

204 
40 

173 
7 

931 
121 

Maintain Medicare's Payment Rates for Physicians at the 

Current Rate
l 

Effec t on the defic it
b 

Debt service 

-9 -19 

Policy Alternative That Affects Mandatory Outlays 

-21 -23 -26 -29 -32 -36 -40 -43 

* -1 -2 -3 -5 -7 -10 -12 
-47 
-15 

-119 
-7 

-316 
-56 

Remove the Effect of the Automatic Enforcement 

Policy Alternatives That Affect Both Discretionary and Mandatory Outlays 

Procedures Spec ified in the Budget Control Actil 

Effect on the defic it
b 

Debt se rvice 

0 
0 

-66 

* 
-93 

-1 
-101 

-4 
-104 

-8 
-106 
-13 

-106 
-19 

-105 
-26 

-105 
-32 

-105 
-39 

-94 
-45 

-470 
-26 

-984 
-187 

Sources: Congression~1 Budget Office; Joint Committee on T~x~tion . 

Notes: Negative numbers indicate ~n incre~se in the deficit; positive numbers indicate a decrease in the deficit. 

GDP = gross domestic product; AMT = alternative minimum t~x; * =between -$500 million ~nd $500 million. 

a. 	 For this alternative, CBO does not extrapolate the $127 billion in budget authority for military operations, diplomatic actiVities, and foreign aid 

in Afghanistan and other countries provided for 2012. Rather, the alternative incorporates the assumption that future funding for overseas 

contingency operations would total $86 billion in 2013, $61 billion in 2014, $43 billion in 2015, and about $40 biltion a year from 2016 on-for a 

total of $464 billion over the 2013- 2022 period. 

b. 	 Excludes debt service. 

c. 	 Tll ese estimates reflect the assumption that appropriations wilt not be constrained by caps and other provisions of the Budget Control Act of 2011 
and inste~d will mostly grow at the rate of nominal GDP from their 2012 level. However, under this alternative, appropriations for 2012 for 

operations in Afghanist~n ~nd other countries are assumed to grow at the rate of inflation from their 2012 level (as recorded in CBO's baseline). 

d. 	 These estimates reflect the assumption th~t appropriations will not be constrained by caps and other provisions of the Budget Control Act and wilt 

instead grow at the rate of inflation from their 2012 level. Discretionary funding related to federal personnel is inflated using the employment cost 

index for wages and sa laries; other discretion~ry funding is ~djusted using the GDP price index. 

e. 	 This option reflects the assumption that appropriations for 2013 that are covered by the caps wilt total $950 billion (the cap of $1,047 biltion 

minus an estimated reduction of $97 billion resulting from the automatic enforcement procedures for that ye~r). Such ~ppropriations would be 

frozen at the 2013 level through 2022. 

f. 	 Medic~re's current payment rates for physicians ' services are scheduled to drop by 27 percent on March 1, 2012, and by ~dditional ~mounts in 

subsequent years. Under th is scenario, payment r~tes ~re assumed to continue at their current level through 2022. 

Continued 
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--. 
(Billions of dollars) 

Extend Certain Income Tax and Estate and G1ft Tax 

Provisions Scheduled to Expire on December 31 , 2012' 
Effect on the deficit" 

Debt service 

Index the AMT for Inflation' 

Effect on the deficit
b 

Debt service 

Extend Certain Income Tax and Estate and Gift Tax 

Provisions Scheduled to Expire on December 31, 2012, 
and Index the AMT for Inflation' 

Effect on the deficit
b 

Debt service 

Extend Other Expiring Tax Provislons
l 

Effect on the deficitb 

Debt service 

Memorandum: 

Outlays for Operations in Afghanistan and for 

Similar ActiVities in CBO's Baseline 

Deficit in CBO's Baseline 

2012 

-2 

* 

-9 

* 

-11 

-12 

146 

-1,079 

2013 

-107 
-1 

-89 
-1 

-232 
-1 

-78 
-1 

141 

-585 

2014 

-233 
-3 

-39 
-1 

-334 
-5 

-ll5 
-2 

135 

-345 

2015 2016 2017 2018 2019 2020 2021 

Policy Alternatives That Affect the Tax Code" 

-267 -283 -296 -308 -318 -330 -342 
-8 -19 -33 -49 -68 -87 -108 

-45 -52 -61 -73 -86 -101 -119 
-3 -5 -8 -12 -17 -22 -29 

-382 -413 -445 -477 -511 -549 -589 
-13 -29 -50 -75 -105 -136 -169 

-102 -89 -81 -77 -73 -73 -75 
-4 -8 -13 -18 -24 -29 -34 

133 134 135 138 140 143 146 

-269 -302 -220 -196 -258 -280 -279 

Total 

2013- 2013
2022 2017 2022 

-355 -l.l86 -2,840 
-129 -64 -505 

-140 -286 -804 
-36 -17 -133 

-633 -1,805 -4,564 
-206 -99 -790 

-77 -464 -839 
-40 -28 -173 

149 677 1,392 

-339 -I,m -3,072 

g. 	 The Budget Control Act specified that if lawmakers did not enact legislation originating from the Joint Select Committee on Deficit Reduction that 

would reduce projected deficits by at least $1.2 trillion, automatic procedures would go into effect to reduce both discretionary and mandatory 

spending during the 2013-2021 period. Such automatic reductions in spending would take the form of equal cuts (in dollar terms) in funding for 

defense and nondefense programs in 2013 through 2021. For 2013, those reductions would be achieved by automatically canceling a portion of 

the budgetary resources (in an action known as sequestration) for most discretionary programs and for some programs and activities financed by 

mandatory spending. For the 2014-2021 period, the automatic procedures would be enforced by lowering the caps on discretionary budget 

authority specified in the Budget Control Act and through sequestration of mandatory spending. The budgetary effects of this option cannot be 

combined with those of any of the alternatives that affect discretionary spending other than the one to reduce the number of troops deployed for 

overseas contingency operations. 

h. 	 The estimates are from CBO and the staff of the Joint Committee on Taxation and are preliminary. 

This alternative incorporates the assumption that lawmakers will extend title I of the Tax Relief, Unemployment Insurance Reauthorization, and 

Job Creation Act of 2010 (which extended for 2011 and 2012 income tax prOVisions enacted in 2001, 2003, and 2009) and title III of that act 

(which modified es tate and gift taxation for 2010 through 2012). It does not incorporate the assumption that the AMT is indexed for inflation; the 

effects of that alternative are shown separately. 

j. 	 This alternative incorporates the assumption that the exemption amount for the AMT (which was increased through the end of December 

2011) is extended at its higher amount and, together with the AMT tax brackets, is indexed for inflation after 2011. In addition, the treatment of 

nonrefundable personal credits (which also was continued through the end of 2011) is assumed to be extended. 

k. 	 The combination of extending certain income tax provisions scheduled to expire on December 31,2012, and indexing the AMT for inflation 

reduces revenues by more than the sum of those alternatives considered alone. The total shown here includes an additional revenue loss of 

$920 billion over the 2013-2022 period that results from the interaction of the two policies. 

These estimates reflect the impact of extending about 80 provisions, many of which expired at the end of December 2011. Nearly all of those 

provisions also had been extended previously; some, such as the research and experimentation tax credit, more than once. The additional 

first-year depreciation deduction of 50 percent for business equipment is set to expire at the end of 2012. 

L 
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(afrer a nearly $100 billion reduction in the initial level 

set for 2013 in the Budget Control Act as a result of the 

:lUtOmatic enforcement procedures), total discretionary 

outlays would be $931 billion lower than in the baseline 

for the period from 2014 through 2022. Under that sce

nario (sometimes called a freeze in appropriations), total 

discretionary spending would fall from 8.4 percent of 

G D P in fiscal year 2012 to 4.8 percent in 2022; for 

co mparison , the lowest share in any year since 1962 (the 

earliest for which such data have been reported) was 

6.2 percent in 1999. 

Medicare's Payments to Physicians 
Under current law. starting in March 2012, spending for 

Medicare will be constrained by a rate-setting system that 

has existed for several years-called the sustainable 

growth rate-which controls the fees physicians receive 

for their services. If the system is allowed to operate as 

currently structured, physicians' fees will be reduced by 

27 percent in March 2012 and by additional amounts 

in subsequent years, CBO projects. If, instead, lawmakers 

override those scheduled reductions-as they have 

every year since 2003-spending on Medicare might be 

significantly greater than the amount projected in CBO's 

baseline. Thus. if payment rates stay as they are now 

through 2022. outlays for Medicare (net of premiums) 

would be $9 billion higher in 2012 and about $316 bil

lion (or about 5 percent) higher between 2013 and 2022 

than they are in the baseline. 

Automatic Enforcement Procedures 
The Budget Control Act provides for automatic proce

dures to reduce discretionary and mandatory spending 

that take effect in fiscal year 2013 and continue through 

2021. If fully implemented, those procedures will require 
equal reductions (in dollar terms) in defense and non

defense spending. For 2013, the reductions would be 

achieved by automatically canceling a portion of the bud
get;)ry resources (an action known as sequestration) for 
most discretionary programs as well as for some programs 
and activities that are financed by mandatory spending. 18 

For the period from 2014 through 2021, the automatic 
procedures would be enforced by lowering the caps on 

discretionary budget authority specified in the Budget 

Control Act and through sequestration for mandatOry 

113. 	 Budgerar), resources consist of all sou rces of aurhoriry provi dcd ro 

federal age ncies rh~t permir rhem ro incur financial obligarions. 

including new budger Jurhority. unobliga red balances, direct 

spendi ng aurhociry. and obligarion limirarions 

spending. If, instead, lawmakers chose to prevent those 

automatic CUtS each year, spending would be nearly 

$1 trillion (or about 2 percent) higher over the 2013

2022 period than the amount now projected in CBO's 

baseline. Total discretionary outlays would be $845 bil

lion (or 6.7 percent) higher and mandatory outlays 

would be $140 billion (or 0.5 percent) higher. I? 

Revenues 
Under the rules that govern CBO's baseline. all provisions 

of the 2010 tax act are assumed to expire by January 

2013. Those expirations witl increase revenues by raising 

individual income tax rates, reducing the child tax credit , 

eliminating the American Opportunity Credit. raising 

estate tax rates , and lowering the effective exemption 

amount for the AMT (the last change took effect at the 

end of Decem ber 2011) and by making other changes. 2o 

If some of those expiring provisions (or others that are set 

to expire under current law or have recently expired) were 

extended through 2022, total revenues would be signifl

can rly lower than they are in the baseline. For example, if 

certain income tax and estate and gift tax provisions 

(excluding those related to the exemption amount for the 

AMT) were extended beyond the expiration dates set in 

the 2010 tax act, CBO and the staff of the Joint Commit

tee on Taxation estimate that revenues would be lower 

(and, as a much smaller effect. outlays for refundable tax 

credits would be higher) by a total of $2.8 trillion over 

the 20 13-2022 period.~l Under that scenario. the effect 

of reducing the amount of regular income tax that people 

owed would be partly offset by an increase in the number 

of taxpayers who would be subject to the AMT. 

19. 	The budgerary effects of rhis o prion (as shown in Table I·G) 

cannor be combined wirh any of rhc alrcrnarivcs rhar affcc r 

di scre ri onary spending or her rhan rhe one ro reduce rhe number 

of HOOpS deployed for overseas conringency operarions. 

20. 	The 20 I 0 rax acr lowered rhe Social Securiry payro ll rax rhrough 

December 2011; subsequenr legislarioll exrendcd rhar reducrion 

rhrough February 2012. The reven ue scenarios discussed in rhis 

secrion do nor include any addirional ex rensions. If rhe lower rare 

was exrcnded rhrough December 2012 , however, revenues from 

rhar taX would be $75 billion lower in fiscal year 20 12 and 

$25 billion lowcr in fisClI year 2013. rhe s raff of the Joi nr 

COlnmirree on Taxation esrimares. 

21. 	The speci fic p rovisions covered by this esrimare are idenrified in 

foomotc i ro Table I-G. The csrimarc cxcludes any cffccrs rhar rhe 

expirarion of rhe rdX provisions would have on rh e economy. 

CBO's baseline projection, in conrraS(, incorporJtes such 

macroeconomic effects. 

http:changes.2o


CHAPTER ONE 

Another policy chat could alter revenues involves modify

ing the AMT. Because the exemption amount and brack

ets for the AMT are not indexed for inflation (as the 

parameters of the regular individual income tax are), 

many more people become subject to the AMT as time 

goes on. Under current law, that phenomenon will cause 

the impact of the AMT to increase sharply in coming 

years . If, instead, the parameters of the AMT were 

indexed for inflation after 20 II (with no other changes to 

the tax code), federal revenues over the next 10 years 

would be $804 billion lower than the amount in the 

baseline. 

The number of taxpayers subject to the AMT will depend 

on whether the expiring tax provisions in the 2010 tax act 

remain in effect. If those provisions were extended and 

the AMT was indexed for inflation, the combination of 

the twO changes would reduce revenues by $920 billion 

more than the sum of the effects of the two policy alter

natives considered separately. Thus, the total impact of 

extending certain income tax and estate and gift tax pro

visions that are set to expire in the next 10 years and 

indexing the AMT for inflation would be to reduce reve

nues and increase outlays for refundable tax credits over 

the 2013-2022 period by $4.6 trillion. Under that sce

nario, revenues from 2013 to 2022 would average about 

18 percent of GOP, equal to their 40-year average. 

Other tax provisions, beyond the income tax and estate 

and gift tax provisions , either already expired at the end 

of December 2011 or are scheduled to expire in the next 

10 years. If all of them (other than this year's payroll tax 

reduction) were extended, revenues would be lower and 

ourlays for refundable tax credits would be higher-by a 

total of another $839 billion-than the amounts in the 

baseline for the 2013-2022 period , Therefore, the total 

impact of extending all expiring tax provisions (again, 

other than the payroll tax reduction) would be to reduce 
revenues and increase outlays for refundable tax credits 

over the next decade by a total of $5.4 trillion. 

An Alternative Fiscal Scenario 
If a combination of these changes to current law were 

made so as to maintain major polices chat have been in 

place for a number of years, far larger deficits and much 

greater debt would result than are shown in CBO's cur

rent baseline. Relative to the baseline projections for the 

2U 13-2022 period, deficits would rise by $7.9 trillion 

(including debt service) to yield cumulative deficits of 
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$11 trillionover the 10-year period (see Table 1-7) if the 
following policy decisions were made: 

• 	 All expiring tax provisions (other than the payroll tax 
reduction) , including those that expired at the end of 
December 20 II, are extended; 

• 	 The AMT is indexed for inflation after 2011 (starting 
from the 2011 exemption amount); 

• 	 Medicare's payment rates for physicians remain 
unchanged from current amounts; and 

• 	 The automatic spending reductions required by the 
Budget Control Act do not take effect. 

As a share of GOp, deficits would average 5.4 percent 

over the coming decade; by 2022, the deficit would equal 

6.1 percent of GOP (see Figure 1-3, top panel). Debt 

held by the public would reach 94 percent of GOP by the 
end of 2022, the largest share since J948 (see Figure J-3, 

bottom panel). 

The Long-Tenn Budget Outlook 
Beyond the coming decade, the fiscal outlook is even 

more worrisome. At the time that CBO issued its most 

recene long-term projections , the 1 O-year baseline showed 
debt held by the public reaching 76 percent of GOP in 
2021. 22 Under CBO's extended-baseline scenario, the 

long-term projections showed debt growing to 84 percent 

of GOP in 2035 . Because the projections based on cur
rent law now show debt held by the public declining 

relative to GOP after 2013 (to 62 percene in 2022), the 

long-term outlook is a little brighter than it was earlier in 
the year when debt was projected to rise relative to GOP 

throughout the coming decade. Even under currene-law 

projections, however, debt would still be larger relative to 
GOP in 2022 than in any year between 1952 and 2009. 
Moreover, although long-term budget projections are 
highly uncertain, the aging of the population and rising 
costs for health care would almost certainly push federal 
spending up sharply relative to GO P after 2022 if currene 
laws remained in effect. Federal revenues also would con

tinue to increase relative to GOP under cunene law, 
reaching significantly higher percen tages of GOP than at 
any time in the nation's history. However, CBO has not 

updated its long-term projections to reflect its new 

22. See Congressional Budget Office, CBO i 2011 LOllg.TeYlil Budge< 
Ulltlook (lune 20 I I). 



22 	 TIlE BL'DGET AND ECONOMIC OUTLOOK: ASCAL YEARS 2012 TO 2022 

Table 1·7. 


Deficits Projected in CBO's Baseline and U'~e;an Alternative Fiscal Scen;rio 


Total 
2013- 2013

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2017 2022 

In Billions of Dollars 

CBO's January 2012 Baseline 

Revenues 2,523 2,988 3,313 3,568 3,7B4 4,039 4,243 4,456 4,680 4,926 5,181 17,692 41,179 
Outlays 3,601 3,573 3,658 3,836 4,086 4,259 4,439 4,714 4,960 5,205 5,520 19,413 44,251 

Deficit -1,079 - 585 - 345 - 269 - 302 - 220 -196 -258 -280 -279 - 339 -1,721 - 3,072 

Debt Held by the Public at the 
End of the Year 11,242 11,945 12,401 12,783 13,188 13,509 13,801 14,148 14,512 14,872 15,291 n.a. n.a. 

Alternative Fiscal Scenario 

Revenues 2,500 2,680 2,904 3,126 3,324 3,556 3,732 3,915 4,100 4,305 4,513 15,589 36,154 
Outlays 3,611 3,661 3,820 4,024 4,305 4,516 4,738 5,059 5,353 5,649 6,008 20,328 47,136 

Deficit -1,111 -981 -917 -899 -981 -960 -1,005 -1,144 -1,253 -1,344 -1,495 -4,739 -10,981 

Debt Held by the Public at the 
End of the Year 11,275 12,374 13,402 14,414 15,499 16,560 17,661 18,895 20,232 21,657 23,232 n.a . n.a. 

As a Percentage of Gross Domestic Product 

CBO's January 2012 Baseline 

Revenues 16.3 18.8 20.0 20.2 20.2 20.5 20.5 20.6 20.7 20.9 2LO 20.0 20.4 
Outlays 23.2 22.5 22 .1 2L8 2L8 21.6 21.5 21.8 2L9 22.0 22.4 21.9 21.9 

Deficit -7.0 -3.7 -2.1 -1.5 -1.6 -1.1 -0.9 -1.2 -1.2 -1.2 -1.4 -1.9 -1.5 

Debt Held by the Public at the 
End of the Year 72.5 75.1 74.8 72.6 70.5 68.5 66.8 65.5 64.2 63.0 62.0 n.a. n.a. 

Alternative Fiscal Scenario 

Revenues 16.1 16.8 17.5 17.7 17.8 18.0 18.1 18.1 18.1 18.2 18.3 17.6 17.9 
Outlays 23.3 23.0 no 22 .8 23.0 22.9 22 .9 23.4 23.7 23.9 24.4 23.0 23.4 

Deficit -7.2 -6.2 -5.5 -5.1 -5.2 -4.9 -4.9 -5.3 -5.5 -5.7 -6.1 -5.4 -5.4 

Debt Held by the Public at the 
End of the Year 72.7 77.8 80.9 81.8 82.9 B4.0 85.5 87.4 89.5 91.7 94.2 n.a. n.a. 

Memorandum: 
Deficit Alternative Fiscal Scenario 
Minus CBO's January 2012 Baseline 

j n billions of dollar s -33 -396 -572 -630 -679 -740 -810 -886 -973 -1,065 -1,156 -3,018 -7,909 
As a percentage of GDP -0.2 -2.5 -3.5 -3.6 -3.6 -3.8 -3.9 -4.1 -4.3 -4.5 -4.7 -3.4 -3.9 

Polic y Alternatives That Affect the Tax Code 
(Billions of dollars) 

Effect on revenues -23 -309 -410 -442 -460 -483 -Sll -541 -579 -621 -668 -2 ,104 -5.024 
Effect on outlays o 1 39 41 42 43 43 43 42 42 42 166 378 

Effect on the deficit' -23 -309 -449 -483 -502 -526 -554 -5B4 -622 -663 -710 -2,270 -5,403 

Source: Congressional Budget Office. 
Notes : 	The alternative fiscal scenario incorporates the assumptions that all expiring tax provisions (other than the payroll tax reduction), including 

those that expired at the end of December 2011 , are instead extended; that the alternative minimum tax is indexed for inflation after 2011 
(starting at the 2011 exemption amount); that Medicare's payment rates for physicians' services are held constant at their current level; and 
that the automatic enforcement procedures specified by the Budget Control Act of 20n do not take effect. Outlays under the alternative fiscal 
scenario also include the incremental interest costs associated with projected additional borrowing. 
GOP = gross domestic product; n.a. = not applicable. 

a. Negative numbers indicate an increase in the deficit. 
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Figure 1·3. 
'--- - - .. -- -

Deficits or Surpluses and Federal Debt Held by the Public, Historically and 
As Projected in CBO's Baseline and Under an Alternative Fiscal Scenario 
(Percentage of gross domestic product) 

Deficits or Surpluses 

Alternative 
Fiscal Scenario 

1987 1992 1997 2002 2007 2012 2017 2022 

Federal Debt Held by the Public 

Baseline 
Projection 

Alternative 

Fiscal 


Scenario 


o L- J-__-L____L-__J-__-L____L-__J-__-L____L-__J- -L__~____~___L __ ~____~__ __ 

1940 1945 1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 2020 

Source: Congressional Budget Office. 

Note: 	 The alternative fiscal scenario incorporates the assumptions that all expiring tax provisions (other than the payroll tax reduction), 
including those that expired at the end of December 2011, are instead extended; that the alternative minimum tax is indexed for 

inflation after 2011 (starting at the 2011 exemption amount); that Medicare's payment rates for physicians' services are held 
constant at their current level; and that the automatic spending reductions required by the Budget Control Act of 2011 do not take 
effect. The budgetary effects under the alternative fiscal scenario also include the incremental interest costs associated with projected 
additional borrowing. 
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I O-year baseline, so the effect of those trends on budget 

deficits beyond 2022 given current law and the agency's 

latest economic and technical assumptions is not clear. 

The budget outlook is much bleaker-both for the 10

year period and over the longer term-under cenain 

policy assumptions other than those that underlie CBO's 

current baseline , including, for example , the alternative 

scenario presented in CBO 's 20/ 1 l.ong-Term Budget 
Ollt/oak. That scenario is based on several assumptions 

(which are somewhat different From the assumptions 

underlying the alternative fiscal scenario discussed in this 

document) , the most imporrant of which are about 

revenues: 

• 	 That tax provisions enacted since 2001 and extended 

most recently in 2010 will be extended again, 

• 	 That the reach of the AMT will be restrained to stay 

close to its historical extent, and 

• 	 That tax laws will evolve over the long term so that 

revenues remain near their historical average of 18 per

cent of GOP. 

Under that long-term scenario, revenues would increase 

mllch more slowly than spending, and debt held by the 

public would balloon to nearly 190 percent of GOP by 

2035 . Although new long-term projections made on the 

basis of the current baseline would differ, it is clear that, 

under these policy assumptions, the amounts the federal 

government would be required to borrow would be 

unsustainable. 

Moreover, the projection of federal debt under such a sce

nario does not include the harmful effects of rising debt 

on economic growth and interest rates. If those effects 
were taken into account, debt would be projected to 

increase even more rapidly. Large budget deficits and bur

geoning debt would reduce national saving, thus leading 

to higher interest rates, even more borrowing from 
abroad, and less domestic investment-which in turn 

would suppress output and income in the United States 

relative ro what would occur if the government was bor

rowing less. Furthermore, raising marginal tax rates to 

pay for the rising costs of interest would discourage work 

and saving and reduce outpUt even more; alternatively, 

accommodating the growth in interest payments by 
reducing spending o n government programs would affect 

the beneficiaries 0 F those programs. 

A rising amount of Federal debt would increasingly 
restrict policymakers' ability to use tax and spending 

policies to respond to unexpected challenges , such as 
economic downturns or financial crises. Burgeoning 

debt also would boost the likelihood of a sudden fiscal 

crisis, during which investors would lose confidence in 

the government's ability to manage its budget and the 

government would lose its ability to borrow at affordable 
rates. The explosive path of federal debt under the 

alternative fiscal scenario that CBO analyzed last year 

underscores the need for policy changes that would 

pu t the nation on a more sustainable course. To accom

plish that , policymakers will need to increase revenues 

substantially as a percentage of GOP, decrease spending 

significantly from projected levels, or adopt some combi

nation of those two approaches. 
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y, P'" of "W""Y in o"'P"' , nd 'mploym'", h" 
been slow since the recession ended in June 2009, and the 

economy remains in a severe slump. The Congressional 

Budget Office (CBO) expects that, under current laws 
governing federal taxes and spending, economic activity 

will continue to grow slowly over the next two years. As 

measured by the change from the fourth quarter of the 
previous year, real (inflation-adjusted) gross domestic 

product (GOP) is projected to increase by 2.0 percent 

this year and by 1.1 percent next year. According to 

CBO's estimates, slow growth in output will hold 
down the growth of employment , and as a result, the 

unemployment rate will remain above 8 percent both this 

year and next. The large amount of unused resources in 

the economy for the next two years will help to keep the 
rate of inflation below 2 percent, CBO expects, and 

interest rates on federal borrowing will stay quite low. 

Although CBO projects the growth in real GOP to pick 

up after 2013, the agency expects that the economy's 

OUtput will remain below its potential-a level that corre

sponds [Q a high rate of use of labor and capital-until 

the fmt half of 20 18. Thereafter, through 2022 , CBO's 

economic projection is based on the assumption that real 
GOP will grow at its potential rate because the agency 
does not arrempt [Q predict the timing or magnitude of 
fluctuations in the business cycle so far into the future. 
Under that assumption, the annual unemployment rate is 
projected to fall to 5.3 percent by 2022, and inflation is 
expected to remain close to 2 percent. Interest rates in the 
coming years will rise, CBO projects, as the economy 

strengthens and approaches its potential level. 

That economic forecast reflects the stance of federal fiscal 

policy as specified by current law. Specifically, the forecast 
incorporates the expiration at the end of February of the 
payroll tax cut and emergency unemployment benefits 
that were extended for two months by the Temporary 
Payroll Tax CUt Continuation Act of 20 11 (Public 

Law 112-78); the expiration of tax cuts that were 

extended by the Tax Relief, Unemployment Insurance 

Reauthorization, and Job Creation Act of 20 10 
(P.L. 111-312, referred to here as the 2010 tax act), as 
well as various other expiring tax provisions; and the con 

straints on spending imposed by the Budget Control Act 
of 20 11 (P.L. 112-25). Altogether, according [Q CBO's 

forecast , federal fiscal policy under current law will 

restrain economic growth this year and significantly 

restrain growth in 2013, but the resulting reduction in 
budget deficits will boost output and income later in the 

decade. 

The recovery to date has had unusual features that have 

been hard to predict, and the path of the economy in 
coming years is also likely to be surprising in various 
ways. Many developments, such as the evo lution of bank

ing and fiscal problems in Europe, could cause economic 

outcomes to differ substantially, in one direction or the 

other, from those CBO has projected. 

CBO's current economic forecast differs in some respects 

from its previous one, which was issued in August, as well 

as from the January Blue Chip consensus forecast (which 

is based on about 50 forecasts by private-sector econo
mists) and the consensus of January forecasts by Federal 
Reserve Board members and Federal Reserve Bank presi
dents . 1 Compared with what it forecast in August, CBO 
is currently projecting weaker growth of real GOP in 
2012 and 2013 but slightly stronger economic growth 
over the remainder of the decade, leaving real GOP 
1.6 percent lower in 2021 than it was in the August 

forecast. The current forecast also includes a higher 
unemployment rate and lower interest rates through 

2021. CBO's current projections for the growth of real 
GOP in 2012 and 2013 are also weaker than those 

I. Fo r CBO's previous forecast, see Congressional Budget Office, 
l h,· g udgcf lind i:.conomic O,d ooic: All Update (August 20 II). 
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by the BLue Chip consensus and the Federal Reserve

perhaps owing to different assumptions about federal 

fi scal policy-and CBO's projections for the unemploy

ment ra re are higher. 

The Economic Outlook Through 2017 
Acco rding to CBO's forecast, the pace of economic 

expansion will remain quite modest over the next rwo 

years because of the lingering effects of the financial crisis 

and rhe recession as well as the parh of federal fiscal policy 

under current law (see Table 2_1) .2 The agency expects 

rh e growth of the economy to be a litrie faster in 2012 

rhan it was last year but then to slow noticeably in 2013 

given the restraint from fiscal policy embodied in current 

law. On average, over this year and next, CBO expects 

solid growth in business investment in equipment and 

sofrware and an upturn in residential investment but 

weak growth in consumer spending and only small 

increases in net expo rts. CBO expects economic activity 

to pick up afrer 2013 but real GOP to remain below the 

economy's potential until 2018 . 

A large portion of the economic and human COSts of the 

recession and slow recovery remains ahead. In late 2011, 

according to CBO's estimates, the economy was about 

halfv"a), through the cumulative shortfall in output that 

will result from the recession and its aftermath. From the 

first quarter of the recession through the third quarter of 

2011, the cumulative difference berween GOP and esti

mated potential GOP amounted to $2 .6 trillion; by the 

time the nation's output rises back to its potential level, 

the cumulative shortfall is expected to equal $5.7 trillion 

(see Figure 2- 1) . Not only are the costs associated with 

the output gap immense, but they are also borne 

unevenly. Those costs fall disproportionately on people 

who lose their jobs, who are displaced from their homes, 

or wh o own businesses that fail. 

2. 	 The growth o f output and , parti cularly, th e growth of employ

m ent h,we been much slo wer during this recover)' rhan rhe average 

for recm'c rics fro m recessi o ns sillce World War II. That weakness 

la rgel), reflects the narure o f rhe recess io n , whose immediate causes 

included a I.rge d ecline in house p rices and a financial c risis , 

evcnts unlike anyrhing rhi s counrr)' has seen since the Grear 

Dep ression. For furrhe r di scuss ion o f the s low reco ver y, see the 

s t ~ t e ment o f Douglas W. Elmendorf, Director, C o ngress ion al 

Budge r Office, before the Senare Commirree on the Budget, 

J'u/it!!'.' /0 1. ! ;k ;"NU JJlg E COJIOJllir C;rowth ff ll d E"'pLoyl)!fllt ill 2 0 12 
,/ild ::O /j (N o vember 15, 201 I), pp. 5-10. 

Fiscal Policy 
Federal fiscal po licy specified in current law will reduce 

the growth of output slightly in 2012 and significantly in 

2013 through a combination of lower federal spending 

and higher tax receipts (as discussed in detail in 

Chapter 1). Economic OUtpUt would be greater in the 

next few years under an alternative fiscal scenario reflect

ing a combination of possible changes to current law, 

including changes that would maintain major polices that 

have been in place for a number of years, and it would be 

even higher with a further extension of the temporary 
payroll tax Cut and emergency unemployment insurance 

benefl ts . 

Current Law. CBO projects that , under current law, the 

budget deficit will drop from 8.7 percent ofGDP in 

2011 to 7.0 percent in 2012 and 3.7 percent in 2013. 
That reduction comes in part from the expiration of vari

ous tax and spending provisions that were extended by 

the 20 I 0 tax act and the Tem porary Payroll Tax Cu t 

Continuation Act, from spending limits specified in the 
Budget Contro l Act, and from the winding down of the 

budgetary effects of the American Recovery and Reinvest
ment Act of 2009 (ARRA, p.L. 111-5). Some of those 

sources of fiscal restraint come from the expiration of 

provisions that have been in effect for anum ber of years 

and that are widely expected to be extended in whole or 

10 parr: 

• 	 The 2010 tax act temporarily extended numerous tax 

reductions that had been slated to expire at the end of 

2010 and included new provisions that are scheduled 

to expire at the end of this year. For example , it con

tinued through December 2012 various tax reductions 
enacted in the Economic Growth and Tax Relief Rec

onciliation Act of 200 1 and the Jobs and Growth Tax 
Relief Reconciliation Act of 2003, and it extended 

through Decem ber 2011 provisions limiting the reach 
of the alternative minimum tax (AMT).3 

• 	 The Temporary Payroll Tax Cut Continuation Act 
extended the current structure of physicians' fees 
under Medicare through February 29, 2012 . Under 
current law, those physicians' fees will be reduced by 

3. 	 The AMT is intended to curtail rh e exrent ro which higher

inco me people can reduce their tax liabiliry rhrough the lise of 

pre fe rences in the t3 x code. Ir no furthe r legislari o n limiting rhe 

reacll o f rhe AMT is enacted , CBO expec rs thar rhe eco no mic 

impacr o f higher ra xes lInder the AMT will largely be delayed 

unri! 2U 13 , when m ost o f those additional taxes will be paid. 
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Table 2·1. 
"'--

CBO's Economic Projections for Calendar Years 2012 to 2022 

Estimated, Forecast 	 Projected Annual Average 

2011 2012 2013 2014-2017 2018-2022 

Fourth Quarter to Fourth Quarter (Percentage change) 

Gross Domestic Product 

Real 1.6 2.0 1.1 4.1 2.5 
Nominal 3.8 3.3 2.6 5.8 4.5 

Inflation 
PCE price index 2.6 1.2 1.3 1.7 2.0 
Core PCE price index· 1.8 1.2 1.4 1.6 2.0 
Consumer price indexb 3.3 ' 1.4 1.5 1.9 2.3 
Core consumer price index· 2.2 ' 1.4 1.6 1.9 2.2 

GDP price Index 2.1 1.2 1.4 1.6 2.0 

Employment Cost Indexd 1.7 2.2 3.8 3.5 3.7 

Fourth-Quarter Level (Percent) 

Unemployment Rate 	 8.7 ' 8.9 9.2 5.6 e 5.3 I 

Year to Year (Percentage change) 

Gross Domestic Product 
Real 1.7 2.2 1.0 4.0 2.5 

Nominal 3.9 3.6 2.4 5.6 4.6 

Inflati on 
PCE price index 2.4 1.4 1.3 1.6 2.0 

Core PCE price index· 1.4 1.4 1.3 1.6 2.0 
bCon sumer price index 3.1 ' 1.7 1.5 1.9 2.3 

Core consumer price index· 1.7' 1.7 1.5 1.8 2.2 

GDP price Index 2.1 1.3 1.4 1.6 2.0 

Employment Cost Indexd 1.7 2.0 3.3 3.5 3.7 

Calendar Year Average 

Unemployment Rate (Percent) 9.0 ' 8.8 9.1 7.0 5.4 

Interest Rates (Percent) 
Three-month Treasury bills 0.1 c 0.1 0.1 2.0 3.7 
Ten-year Treasury notes 2.8 ' 2.3 2.5 3.8 5.0 

Tax Bases (Percentage of GDP) 
Wages and salaries 44.0 44 .0 43.5 44 .2 45.2 
Domestic economi c profits 9.9 9.8 9.3 9.4 7.5 

Source: Congressional Budget Office. 

Notes: 	Economic projections for each year from 2012 to 2022 appear in Appendix E. 

peE", personal consumption expenditures; GOP =gross domestic product. 

a. Excludes prices for food and energy. 

b. The consumer price index for all urban consumers. 

c. Actual value for 2011. 

d. The employment cost index for wages and salaries of workers in private industries. 

e. Value for 2017. 

f. Value for 2022. ------------.... - , 	 ~... ~-.---~------.-- "'.--------
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Figure 2·1. 

Real Gross Domestic Product 
GOP and Potential GOP 

(Trillions of 2005 dollars) 
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Sources: 	 Congressional Budget Offi ce; Department of Commerce, 

Bureau of Economic Analysis. 

Notes: 	 Real gross domestic product (GOP) is the output of the 

economy adjusted to remove the effects of inflation. 

Potential GOP is CBO's estimate of the output the economy 

would produce with a high rate of use of its capital and labor 
resources. 

The GDP gap is the difference between actual GDP and 
potential GDP. 

Data are quarterly. Actual data are plotted through the third 
quarter of 2011; projections are plotted through the fourth 
quarter of 2018. 

In the bottom panel , the dark shaded bars indicate the 

$5.7 trillion cumulative loss of output during the recession 
and subsequent slump. The bars show quarterly values at an 
annual rate . 

27 percent in March 2012 and by additional amounts in 

subsequent years, CBO projects. 

In contrast, restraint produced by the Budget Control Act 

will come from implementing newly established policies. 

That law put in place caps on discretionary funding for 

fiscal years 2012 through 2021, and it introduced auto

matic procedures to reduce cumulative noninterest 

spending in fiscal years 2013 to 2021 by nearly $1 tril 
lion , CBO estimates. 

Other sources of restraint reflect the expiration of policies 

that have been widely viewed as temporary: 

• 	 The Temporary Payroll Tax Cut Continuation Act 

extended (through February 29, 2012) the redu ction 

of payroll taxes that was originally enacted in the 20 I0 
tax act, and it continued emergency unemployment 

compensation . The expiration of those provisions will 

decrease the defIcit by about $135 billion this calendar 

year compared with what it would be if the provisions 

remained in place through 2012, CBO estimates. 

• 	 The winding down of the budgetary effects of ARRA 

will continue to reduce fiscal suppOrt for economic 

activity. CBO estimates that ARRA's direct impact on 

the defIcit will fall ftom $145 billion in fi scal year 

20 II to about $50 billion in 2012 and $30 billion in 

2013. 

In contrast with those restraining factors of fiscal policy, 

the governmen t's automatic fIscal stabilizers will provide 

about as much suppOrt for the economy this year as last 

year and will provide more in 2013 (see Appendix C). 

Those stabilizers are the automatic responses of revenues 

and outlays to cyclical movements in real GOP and 

unemployment. For example, when GOP falls relative to 

potential GOP during a recession , the reduction in 
income causes tax liabilities (and, therefore, revenues) to 

decrease automatically. In addition, some outlays-for 

such things as unemployment insurance and federal 

nutrition benefits-automatically increase. Those auto

matic responses provide fi scal support when the economy 

is below its potential, and they provide fiscal restraint 
when the economy is above its potentia\.4 

4. 	 CHO also projects rhar the economic effecrs of conrinued CUt

backs in spending by srare and local governments ro balance rheir 

budgers will be nloderared by rhe auromatic s tabili zing effects of 

lower taxes paid ro rhose governments because of rhe slack in the 

economy and deflated property values. 



CHAPTER TWO 

Alternative Fiscal Scenario. Future fiscal policy is likely 

to differ from that embodied in current law in at least 

so me respects. 'fo illustrate how some changes to current 

law would affect the economy over the next decade, CBO 

examined an alternative path for fiscal policy, including 

certain policies that have previously been extended and 

are widely viewed as not being temporary. That alterna
tive fiscal scenario incorporates the assumptions that 

all exp iring tax provisions (other than the payroll tax 
reduction) , including those that expired at the end of 
December 20 II, are instead extended; that the AMT is 

indexed for inflation after 20 II (starring at the 20 II 

exemption amount); that Medicare's payment rates for 

physicians' services are held constant at their current 

level; and that the auromatic enforcement procedures 

specified by the Budget Control Act do not take effect 

(but the original caps on discretionary appropriations in 
that legislation remain in effect) . Under that scenario, 

budget deficits as a percentage of GDP would be larger 
by 0.2 percent in 2012, 2.5 percent in 2013, and 

4.0 percent on average over the 2014-2022 period. 

Those possible changes do not represent a prediction or 

recommendation about future policies; they are just one 

combination of many possible policy changes that might 
be adopted. Under that set of policies, budget deficits 

would be significantly larger than those in CBO's base

line budget projections, and federal debt held by the 

public would accumulate much more rapidly (see 

Chapter I). 

That alternative set of policies would lead ro significantly 
different economic outcomes than those resulting from 
the policies embodied in current law. In particular, under 

those alternative assumptions, real GDP would be higher 

in the first few years of the projection period than in 
CBO's baseline economic forecast , primarily as a result of 

increased aggregate demand (see Table 2-2). CBO esti
n1Jtes that real GDP would be greater than projected 
under current law by between 0.2 percent and 0.8 per
cent in the fourth quarter of 20 12 and by between 
0.5 percent and 3.7 percent in the fourth quarter of 

2013. Higher GDP would resulr in a lower unemploy

ment rate and somewhat higher interest rates oyer the 

next few years. 


The projected impact on GDP in later years reflects two 
opposing forces . The lower marginal tax rates under those 
alternative assumptions would increase people's incentives 

to work and save, but the larger budget deficits would 
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reduce (or "crowd out") private investment in productive 

capital. In calculating the net effect of those two forces, 

CBO employed a range of estimates of the impact of 

marginal tax rates on labor supply and the impact of defi

cits on investment. By the end of 2022, real GDP would 

be between 2.1 percent smaller and 0.2 percent larger 

than it would be under current law, CBO estimates, 

depending on the particular assumptions employed. 5 In 
years beyond 2022, the impact o n GDP would tend to 

become more negative, as the projected impact of the 
alternative fiscal scenario on deficits, and therefore 

investment, rose. 

That alternative set of policies would also lead to different 

levels of gross national product (GNP). GNP excludes 

foreigners' earnings on investments in the domestic econ

omy but includes U.S . residents' earnings overseas; thus, 

changes in GNP are a better measure of a policy's effects 
on U.S. residents' income than are changes in GDp' 6 

CBO estimates that the effects of the alternative fiscal 

scenario on GNP would be similar to its effects on GDP 

in 2012 and 2013. Real GNP would be greater than pro
jected under current law by between 0.2 percent and 

0. 7 percent in the fourth quarter of 20 12 and by between 

0.5 percent and 3.5 percent in the fourth quarter of 

2013. By the end of 2022, real GNP would be between 

3.7 percent and 1.0 percent smaller than it would be 

under current law. 

Monetary Policy and Interest Rates 
CBO projects that interest rates will remain very low for 
the next several years and then will rise to more-normal 

levels as output approaches its potential (see Figure 2-2). 
That forecast reflects CBO's view that the demand for 

credit will be restrained and the rate of inflation will be 

low while the economy has so many unused productive 

resources and that investors will continue to seek the rela
tive safety provided by U.S. Treasury securities while 
banking and fiscal problems continue in Europe. 

As a consequence, in CBO's forecast, the in terest rate on 
three-mon th Treasury bills remains largely unchanged 

5. 	 The additio nal growth in federal debt under rhose a lrernative 

assumptions would have o rher damaging effecrs. including 

increasing the risk of a fiscal crisis; see Congressional Budger 

Office, l·d.."tI J.)~bt fllld tI".. Hisk ofd h"e.if (1-/,/.. , Issue Brief 

Ouly 2010). 

6. 	 For a more derailed discussion, see Congressional Budger Office, 

CBO .' 2011 Laug-Terlil Blldgi't Outlook Oune 2011) , pp. 27-28. 
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Table 2·2. -_. 
Economic Effects of Policies in CBO's Baseline andUnd;;an Alternative 
Fiscal Scenario 

2012 	 2013 2022 

Difference Between Fourth-Quarter level and Baseline (Percent) 

Real GDP (Percentage difference from baseline) 0.2 to 0.8 0.5 to 3.7 -2.1 to 0.2 

Fourth Quarter to Fourth Quarter (Percent) 
Growth in Real GDP 

CBO's January 2012 baseline 2.0 1.1 2.4 
Alternative fiscal scenario 2.3 to 2.8 1.4 to 4.1 2.1 to 2.3 

Difference (Percentage points) 0.2 to 0.8 0.3 to 2.9 -0.2 to -0.1 

Fourth-Quarter level (Percent) 
Unemployment Rate (Fourth-quarter level , in percent) 

CBO's January 2012 baseline 8.9 9.2 5.3 
Alternative fiscal scenario 8.7 to 8.8 7.4t08.9 5.3 

Difference (Percentage points) -0.2 to -0 .1 -1.8 to -0 .3 o 

Interest Rate on Three-Month Treasury Bills 
CBO's January 2012 baseline 0.1 0.2 3.8 
Alternative fiscal scenario 0.1 to 0.1 0.2 to 0.2 4.0 to 4.5 

Difference (Percentage points) oto 0 o to 0 0.3 to 0.7 

Interest Rate on Ten-Year Treasury Notes 
CBO's January 2012 baseline 2.4 2.6 5.0 
Alternative fiscal scenario 2.4 to 2.7 2.6 to 2.9 5.3 to 5.7 

Difference (Percentage points) o to 0.3 oto 0.3 0.3 to 0.7 

Memorandum: 
Real GNP (Percentage difference between 

fourth-quarter level and baseline)a 0.2 to 0.7 0.5 to 3.5 -3.7 to -l.0 

Source: Congressional Budget Office. 

Notes: The alternative fiscal scenario incorporates the assumptions that all expiring tax provisions (other than the payroll tax reduction), 
including those that expired at the end of December 2011, are instead extended; that the alternative minimum tax is indexed for 
inflation after 2011 (starting at the 2011 exemption amount); that Medicare's payment rates for physicians' services are held constant 
at their current level; and that the automatic enforcement procedures specified by the Budget Control Act of 2011 do not take effect. 

Ranges of estimated effects are shown for the alternative fiscal scenario to reflect the uncertainty that exists about many of the 
economic relationships that are important in the models used to calculate those effects. 

GDP = gross domestic product; GNP = gross national product. 

a. 	 Changes in GNP exclude foreigners' earnings on investments in the domestic economy but include U.S. residents' earnings overseas and 
are therefore a better measure of the effects on U.S. residents' income than are changes in gross domestic product. 

through 2013 from its average value in 20 II. That fore implied by financial markets when eBO completed its 
cast is consistent with the Federal Reserve's announced forecast. 

intention-at the time the forecast was completed in 

early December-to keep its target for the federal funds 

rate (an interest rate on overnight lending among banks 
7. 	 On January 25.2012. the federal Reserve announced that it 

that the Federal Reserve adjusts to conduct monetary expects econo mic conditions [Q warrant exceptionally low levels 
policy) exceptionally low at least through mid-2013.7 It is for the federal funds rate at least through late 2014 ; sec W 'AW. 

also consistent with the projected path of short-term rates t:~ dcr:.dn"' ';i(~ ry(' , gov / ftt.",,o,,1'j(''','(' n ('Ii prcs~ / m t Jrlf.,>tary/.10 12 U 1 ~ j : l. hrm. 

http:Jrlf.,>tary/.10
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Figure 2·2. 

Interest Rates 
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Sources: Congressional Budget Office; Federal Reserve. 

Note : 	 Data are annual. Actual data are plotted through 2011; 

projections are plotted through 2022. 

Similarly. CBO expects the interest rate on 10-year 
"heasu ry notes to remain very low for the next two years 

and then to rise through 2018. The rates that CBO pro

jects for 2012 and 2013 are lower than the average rate in 

20 II because the rate fell sharply over the course of the 

year amid growing unease about economic and financial 
conditions in Europe and the potential for weaker eco
nomic activity in the United States. In CBO's forecast, 

the rate remains low for the next two years owing to the 

fiscal restraint that will occur under current law and a 
modest pace of economic expansion . As the pace of 

expansion picks lip, CBO expects the rate for 10-year 
Treasury notes to rise steadily. That path for the note rate 

over the next few years is generally consistent with the 
path implied by prices in financial markets in early 
December. 

The Household Sector 
CBO's forecast for the household sector in the next few 
years includes weak growth in consumer spending and an 
upturn in residential investment--reflecting moderate 
growth in disposable personal income, slowly improving 
homehold net worth and consumer confidence, and 
more favorable conditions for borrowing by consumers. 

In particular, CBO expects consumer spending to grow 
by 2 percent in 2012 but to slow considerably in the first 

THE BUDGET AND ECONOMIC OUTLOOK: FISCAL YEARS 2012 TO 2022 31 

half of 20 13--as tax cu tS expire and the automatic spend

ing cuts specified by the Budget Control Act take effect 

under curren t law--before picking up noticeably there

after. CBO also expects spending on residential construc

tion to accelerate in both 2012 and 2013. However. it 

will take several years for the economy to absorb the large 

existing stOck of vacant homes and bring the construction 

of new housing units back to levels consistent with popu

lation growth and the demand for replacement units. 

Income, Net Worth, and Confidence. According to CBO's 

projections. real disposable (after-tax) personal income 

will grow by more than 3 percent this year (as measured 

by the change from the fourth quarter of last year) , after 

falling slightly in 20 11--reflecting a lower rate of infla

tion in consumer prices and faster growth in wages and 

salaries. In 2013, real disposable income will decline as a 

result of the fiscal restraint under current law but will 

rebound in 2014. 

Improvement in households' net worth (assets minus lia

bilities) relative to disposable personal income has been 

modest in the past two years and is likely to remain so 

over the next twO years. CBO projects that the value of 

households' assets will grow slowly. with small gains in 

house prices and in the value of corporate shares. On the 

liability side, the tOtal amount of home mortgages has 

fallen by $730 billion since its peak in 2008. from 

$10.6 trillion to $9.9 trillion. The value of households' 

liabilities is likely to continue to decline slightly for some 

time, as mortgage defaults continue at still high. though 

declining. rates, and as households pay down existing 

debt and avoid new debt, a process commonly known as 

deleveraging. Borrowing by households also will be lim

ited by standards and terms for borrowing that are tighter 

than they were before the financial crisis. as discussed 

below. 

The economic impact of the decline in the tOtal amount 

of home mortgages is uncertain . Defaults generally 

reduce housing-related costS for the households involved, 

which may boost their spending on other goods and ser

vices, bu t that increase in spending is offset to some 

degree by a decline in spending by the investors holding 

those mortgages. In addition . to the extent that the 

decline in mortgage balances reflects, at least in part, an 

ongoing desire among households to reduce their liabili

ties--independent of the value of their assets--saving 

would continue to be boosted and spending dampened. 
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Figure 2·3. 

Vacant Housing Units 
(Percentage of total units) 
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Sources: 	 Congressional Budget Office; Department of Commerce, 

Census Bureau. 

Notes; Housing units comprise occupied units and vacant units, 

including units intended for year-round use and seasonal 

units. 

Data are annual. The valu e for 2011 equals the average for 

the first three quarters of that year. 

Consumer confidence will improve further, CBO 
expects, as the economy continues to expand over the 

next few years. Confidence often reflects movements in 
such factors as employment and households' net worth, 
but it can also exert its own influence on consumer 
spending and households' willingness to incur debt-and 
many analysts believe the weak level of confidence has 
slowed the economic recovery. Consumer confidence fell 
sharply during much of last year, but rebounded substan
tially near the year's end. Its continued improvement will 

probably support consumer spending going forward . 

Credit Conditions. CBO expects that lenders will con
tinue to ease their standards and terms on loans to 
consumers over the next few years. According to the 
Federal Reserve's survey of senior loan officers at com
mercial banks, banks eased their lending standards and 
loan terms for consumers in 2011 .8 Nevertheless, banks 
are likely to remain more cautious in their lending than 
they were before the financial crisis-in parr because the 
losses they are experiencing Oll mortgage and consumer 
loans made in earlier years are still exceptionally high. 

The market for home mortgages remains impaired, with 
the great majority of new loans provided with suppOrt 
from the federal government, but CBO expects the pri
vate market to improve over the next few years.0 Loans 

carrying government guarantees accounted for 88 percent 

of the mortgages issued in the first nine months of 20 I I , 
down slightly from 94 percent in 2009. Interest rates on 

such mortgages with 30-year maturities were near hisroric 
lows of around 4 percent in the second half of 20 11. 
CBO expects those rates to remain unusually low for the 
next several years. Still, lending standards remain strict 
compared with those during the housing boom, and bor
rowers with credit histories that are less than stellar or 
who owe more than their homes are worth continue to 

have trouble obtaining new credit or refinancing. 

Moreover, private securitization-the process used by 
banks to convert pools of loans that do not carry a federal 
guarantee into marketable mortgage-backed securities
which flourished before the ttnancial crisis, has yet to 
revive. CBO expects banks to slowly begin ro issue 
increasing numbers of those mortgage-backed securities 
as the economy continues to expand. 

The Housing Market. According ro CBO's projections, 
construction of new homes will remain restrained in the 
next few years, in parr because an unusually large share of 

housing units remains vacant (see Figure 2-3). Even in 
normal market conditions, the number of vacant homes 

is substantial, but currently the number far exceeds what 
would be expected under those conditions. Indeed, CBO 
estimates that there were roughly 2. J million excess 
vacant housing units, or 1.6 percent of the total srock, in 
the third quarter of 20 II. In the agency's projections, 
excess vacant units are gradually eliminated over the next 

two years, largely because of a rebound in household 
formation combined with subdued rates of new construc
tion . That boost in household formation, which fell 
markedly during the recession and has remained low, 
is expected to occur as economic activity strengthens, 
the unemployment rate falls, credit conditions for 

8. 	 Board of Governors of the Federal Reserve System. The October 

20 { { Senior Loall Officer Opiniol1 Slfrvey 011 Bal1k Lendillg Practice! 

(November 7, 2011) , www.fedcralresc[\·c.gov!boarddocs/ 
snLO;lflSurl'e)'f20 1111 /debulr.hrm. 

9. 	 The federal governmcnt supports mortgage flflancing by guaran
teeing loans th rough F~nnie M.e, Freddie Mac, and .gencies such 
as the Federal Housing Administration for borrowers who meet 
those org.nizarions' qualiflcarions. 

www.fedcralresc[\�c.gov!boarddocs
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Figure 2·4. 

Net Business Fixed Investment 
(Percentage of gross domestic product) 
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Sources: 	 Congressional Budget Office; Department of Commerce, 
Bureau of Economic Analysis. 

Notes: 	 Business fixed investment consists of businesses' spending 
on nonresidential structures, equipment, and software. It is 
shown here net of depreciation. 

Data are annual. Actual data are plotted through 2010, and 
the value for 2011 is CBO's estimate; projections are plotted 
through 2022. 

mortgages improve, and confidence returns. 10 Gradually, 

as excess vacant units are absorbed, housing construcrion 

will recover. 

House prices are nearing the end of their decline, in 
CBO 's estimation, but a sustained increase will probably 

not begin until the second half of this year, when the 

agency expects there to be fewer foreclosures and dis
tressed sales. Nevertheless, the growth of house prices will 

be dampened by the continuing excess of vacant units. As 

measured by the Federal Housing Finance Agency's price 

index for home purchases, house prices will grow on aver
age by 1.1 percent this year and next, CBO projects , but 
wi II not be back to their prerecession peak until 2018. 

10. 	The decrease in household formarion has dampened nor only 

homebuilding bllt also consumer spending, because rhe formarion 

of J new household is usually accompanied by spending on furni

mre, appliances, and other goods and services. 
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The Business Sector 
CBO projects that real business investment will grow by 

an average of about Gpercent per year (as measured from 

fourth quarter to fourth quarter) over the next two years 

and at an even faster pace for a few years thereafter. 

Although business investment makes up only about one

tenth of G Dr, it will continue to account for a large share 

of the growth of real GOP in the next few years, as it did 

in 2010 and 2011. Such growth will be concentrated in 

fixed investment , meaning investment in structures, 

equipment, and software; in contrast, investment in 

inventories (the other component of business invest

ment), which provided the most support for the growth 

of ou tpu t early in the recovery, will probably provide less 

support this year and next year now that firms have 

rebuilt their stOcks to more-normal levels. 

A key reason why fixed investment by businesses is pro

jected to grow substantially, especially after 2013, is that 

net fixed investment (gross fixed investment minus 

depreciation) currently remains low relative to GOP (see 

Figure 2-4). During the recession, net fixed investment 

by businesses fell sharply as a share of GOP when the 

costS of financing investment rose and the demand for 

goods and services fell. Businesses had little need to 

expand their productive capacity when so much of their 

existing capacity was idle and commercial real estate was 

vacant. By 2009, net fixed investment as a share of GOP 

was at its lowest level in more than half a century. Since 

then, that share has risen as businesses have responded to 

some recovery in the demand for goods and services, and 

CBO expects that trend to continue over the next two 

years. When the growth of economic activit), picks up 

after 2013, investment will continue to grow faster than 

GOP as businesses make up for the investment they post

poned during the recession, 

Given the improvements in demand for goods and ser
vices and the cost of capital, business investment might 

have been expected to grow even more rapidly in 2011 
than it did. It may be that many firms have been unusu

ally uncertain about the prospects for demand for their 

products, their access to credit, and government policy. 

As one sign of that uncertainty, corporations have built 

up large holdings of cash and bank deposits. But, CBO 

projecrs, as economic activity continues to improve and 

those uncertainties are resolved, businesses will feel more 

confident about the future and increase their investment 

in structures, equipment, and software. 
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Figure 2·5. 

Economic Growth in the United States 
and Among Its Leading Trading 
Partners 
(Percentage change from same quarter of previous year) 
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Sources: 	 Congressional Budget Office; Department of Commerce , 

Bureau of Economic Analysis; Consensus Forecasts. 

Notes: Growth among the leading trading partners is calculated 

using a weighted average of the rates of growth of their 

gross domestic products. The weights are their shares of 

U.S. exports , and the trading partners are Australia, Brazil, 

Canada , China , the euro zone, Hong Kong, Japan, Korea, 

Mexico, Singapore , Switzerland, Taiwan, and the United 

Kingdom. 

Data are quarterly. The last actual data are for the third 

quarter of 2011 for the United States but vary for other 

countr ies; projections are plotted through the fourth 

quarter of 2022 . 

Improved conditions in lending markers will provide fur

ther support for business investment. According to the 

Federal Reserve's survey of senior loan officers, banks 

continued to ease their lending standards and loan terms 
for medium-sized and large firm s in 201 \. 11 Even if those 

standards and terms remain tighter for some time than 

they were before the recession , borrowing by larger firms 

should not be hindered because they generally have direct 

access to financial markets, where interest rates on corpo

rate securi ti es have fallen to levels last seen almost 

50 years ago. 

I I . l3 0Jfd o r Governo rs o f the Federal Reserve SYStem , The October 
20 I I SClilor LOtT/J Offiar Opi/Jio/J Survey. 

Although banks' lending to small businesses has increased 

since mid-2009, it is still far below its prerecession level. 

The extent to which that situation results from con

straints on the supply of loans versus lower demand for 

loans is hard to quantify. On the supply side, bank loans 

have recently become easier for owners of small busi 

nesses to obtain, but they remain less available than 

before the financial crisis because of strains on banks' cap

ital and a tightening of underwriting criteria that have 

been only partly reversed. On the demand side, according 

to responses fro m a recent survey, owners of small busi

nesses are limiting their borrowing because of poor sales 
rather than constraints on their ability to borrow. I ! 

International Trade 
CBO expects that an increase in real net exports will 

make a small contribution to the growth of real GOP this 

year and next, on average. A primary reason for that pro

jection is that average growth among the nation's leading 

trading partners will probably be stronger than that in the 

United States over the period, driven largely by growth in 

emerging economies (see Figure 2-5) . Another reason is 

that, on average over the next twO years, CBO expects the 

exchange value of the dollar will remain below what it 

averaged in 2009 and 2010, despite its recent increase 

pardy in response to the ban king and fiscal problems in 

Europe. 

CBO expects a shallow recession in the euro zone 

(comprising the 17 members of the European Union 

that use the euro as their currency) to slow the average 

growth among the advanced economies. A consensus 

of private forecasters expects the average growth in the 

European Union to slow from an already weak 1.6 per

cen t in 2011 to zero this year, mainly reflecting a sharp 

downgrade of the forecasters ' projections of growth in the 

euro zone." Economic growth in the United Kingdom, 

France, and Germany is expected to be below 1 percent, 

while the coun tries most affected by Europe's banking 
and fiscal problems-Greece, Italy, Portugal, and 

Spain-are expected to be in recession. The sharp down

grade in the outlook for the euro zone reflects at least 

12 . Participants in the survey ranked credit close to the bottom of a 

IO-item list. See William C. Dunkelberg and Holl), Wane, 
NFlE Small Ewille.<J Economic 'hendf (National rederation of 

Independent Business Research Foundation. January 2012) . 

wWII'.nllb.co Ifl / Pofrals' l) / l'DFlsbrr/, h" r20 I ? lll .pdf 

13. Consensus Economics, COnJfWUf fOrl'CtlW Oanuary 20 t 2). 
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Figure 2·6. 

Unemployment Rate 
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Sources: 	 Congressional Budget Office; Department of Labor, 

Bureau of Labor Statistics. 

Notes: The unemployment rate is a measure of the number of 

jobless people who are available for work and are actively 

seeking jobs, expressed as a percentage of the labor force. 

Data are annual. Actual data are plotted through 2011; 

projections are plotted through 2022. _ .._._---
three factors: investors' concerns about mounting govern

ment debt. government austeriry programs aimed at 
slowing the growth of that debt, and a sharp curtailing of 

lending by European banks to reduce their exposure to 

risk. 

The oudook is brighter for emerging economies, particu

larlv those in Asia. A consensus forecast has the econo

m ies of th:1I :lrea expanding at a robust rate of 6.7 percen t 

in 2012, just a bi t slower than the 7.2 percent growth 
during 20 11. It, Continued growth in spending by the 

domestic sectors of those economies and in trade among 
them is expected to offset much of the reduction in 
growth from weaker exports to the advanced economies. 

CBO projects that the exchange value of the dollar 
(weighted to account for trading partners' shares of U.S. 

trade) will decline at a moderate pace, on average, over 
the next 10 years. That value fell for most of the past 
decade, as international investors became less willing to 

14. Consensus Economics, Asia Pacific CowmsUi ForeCtws (January 
2012) 
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add to their increasingly large holdings of U .S. dollar 
assets. However, the value of the dollar curned sharply 

upward during the global financial crisis , when interna

tional investors purchased large amounts of U.S. Treasury 

securities to reduce their exposure to volatile or steadily 

falling prices of other assets. The value of the dollar 
resumed its decline, as the worst of the financial crisis 

passed, but has strengthened again since last July, as 
concerns have escalated about the banking and fiscal 

problems in Europe. In CBO's forecast, the dollar returns 

to its downward trend when the European problems fade 
in the next few years. 

The Labor Market 
Although conditions in the labor market have improved 
somewhat in recenr months, considerable slack remains, 

largely as a consequence of the conrinued weakness in the 

demand for goods and services. In CBO's forecast, the 

unemployment rate in 2012 and 2013 remains largely 
unchanged from its value last year. 15 However. in the 

forecast, as growth picks up after 2013, the unemploy

men t rate falls to 6.9 percenr by the end of 20 15 and 
5.6 perCent by the end of2017 (see Figure 2-6). Accord 

ing to the agency's projections, the growth of wages and 

salaries will remain modest through 2017, and-owing 

largely to demographic factors-the rate of participation 
in the labor force will fall by about 1 percentage point by 

2017I6 

Cyclical and Structural Unemployment. In CBO's view, 

most of the 3 .5 percentage-poin t rise in the unemploy
menr rate since the onset of the recession can be directly 

attributed to a cyclical decline in the demand for goods 
and services , and hence for workers.]7 However, CBO 

estimates that part of that rise-roughly 1 percenrage 
point-reflects structural factors associated with the 

recession but not directly linked to the current level of 

aggregate demand. Those structural factors include a mis

match between the requiremenrs of existing job openings 

15. 	Other measures also show a great deal of weakness in the labor 
market; sec the statement of Douglas W. Elmendorf, 1',.Lieie! for 
[ l/ ,rem;lIg Economic C;;'owlh "lid ElI7ploym,/{t, pp. 12-13. 

16. 	The ratc of participation in the labor force is the share of the 
civilian noninstitution.lized population age 16 or older that is 

either working or actively seeking work. 

17. 	The unemployment rate was 8.5 percent in December 20 II , up 
from 5.0 percent at the end of Ihe previous economic expansion in 

December 2007. The recession pushed the unemployment ra,e to 

a high of 10 .0 percellt in Ocrober 2009. 
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and the characteristics of job seekers, including their skills 

and locations; the lasting effect of long-term unemploy

ment on individual workers' abiliry to fmd and hold a 

job: and the effect of extended unemployment insurance 

benefits on incentives to continue searching for work (as 

opposed to ei ther accepting a job offer or dropping out of 

the labor force).' ~ Although quan tifying the relative 

importance of these factors is quite difficult, CBO esti

mates that in late 2011 the rate of unemployment 

attributable to sources other than the current level of 

demand for goods and services-the so-called natural rate 

of unemployment-was about 6 percent, up from about 

5 percent before the recession . [n CBO's projections, 

most of the effect of those structural factors on the 

unemployment rate fades by 2022 . 

Rough Iy half of the 1 percentage-point rise in unemploy 
ment that CBO attributes to structural factors ref1ects 

mismatches between the skills and locations of available 

unemployed workers and the needs of employers, CBO 

estimates. One important source of such mismatches is 

the decline in demand for construction workers that fol

lowed the collapse of the housing marker. The effect of 

mismatches on the unemployment rate is projected to 

diminish gradually over the next fIve years-as people 

acquire new skills and, in some cases, relocate to faster

growing regions and as some older workers who lost their 

jobs during the recession leave the labor force. 

About a quarter of the 1 percentage-point increase due to 

structural factors can be attributed to the effects that 

extended unemployment insurance benefits have had on 

the supply of labor. Such benefits induced some unem

ployed people to search for work less in tensively or to 

reject unsatisfactory job offers. The benefits also encour

aged some unemployed people who would otherwise 

have stopped looking for a job and dropped out of the 
labor force to stay in it to remain eligible for benefits. I~ If 

ex tended unemployment insurance benefItS expire on 

18. 	 ror funher details, see the discussion of srrucrur.lunemployment 

in C ongressional Budget Office, Thr Ehrig", rmd ECmlO/iIIC 
O,u(ook 1 111 Update (August 2011), pp. 46-47. 

I C). 	 At the S3me time, by increasing recipients' spending and thus the 

demand for goods and services in the economy as a whole, those 

bend'ts on net have boosted emploYlllent, in CBO's est imatio n. 

Fo r a full er discussion of the effeers that extended unemployment 

insurance benef'tS have had on the labo r market, see the statement 

of Douglas W. Elmendorf, I'o(i,;" {or Iuer', lS ing Em/wml, Crowti! 

(til ,! LUlp l",Y1l1<'J7I ill 2012 .md 20 n , pp. 26-27. 

February 29, as scheduled under current law, those effects 

will dissipate by the summer of 20 J 2. 

The remaining roughly one-quarter of a percentage 

point reflects the difficulties that the long-term unem

ployed (people who have gone withou t a job for at least 

six months) face in finding work. Such workers may 

encounter difficulties resulting from the stigma attached 

to long-term unemployment-that is, employers' percep

tion that the long-term unemployed would be low

qualiry workers-and from the erosion of their skills 

while they are unemployed. As a result, some workers 

who have been unemployed for a long time, especially 

those displaced from a long-tenured job, are likely to have 

trouble landing another stable job. Consequently, they 

could remain unemployed for an extended period; more

over, even after they are reemployed, many will remain 

more vulnerable than before to additional future spells of 

unemployment. 2o As a factOr boosting unemployment, 

such difficulties for the long-term unemployed will, in 

CBO's view, increase in importance over the next two 

years (as some people who are currently out of work stay 

OUt of work longer) and then persist for several more 

years, before gradually diminishing but not completely 

disappearing by 2022. 

Participation in the Labor Force. The unemployment 

rate would be even higher than it is now had participa

tion in the labor force not declined as much as it has over 

the past few years. The rate of participation in the labor 

force fell from 66 percent in 2007 to an average of 

64 percent in the second half of 20 11, an unusually large 

decline over so short a time. About a third of that decline 

ref1ects factOrs other than the downturn, such as the 

aging of the baby-boom generation. But even with those 

factOrs removed, the estimated decline in that rate during 

the past four years is larger than has been typical of past 
downturns, even after accounting for the greater severiry 

of this downturn . Had that portion of the decline in the 

labor force participation rate since 2007 that is attribut

able to neither the aging of the baby boomers nor the 

downturn in the business cycle (on the basis of the 

experience in previous downturns) not occurred, the 

unemployment rate in the fourth quarter of 20 11 would 

20. 	 ror a broader discussion of the COStS of job loss, see Congressional 

Budget Office, ["si1lg o.!ob D"rillg d RCI:miull, [ssue Brief 

(April 20 (0) . 

http:unemployment.2o
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have been about I1f4 percentage points higher than the 
actual ratc of 8.7 percent. 21 

By CBO's estimates, the rate of labor force participation 

will fall to slightly above 63 percent by 2017. The damp

ening effects of the increase in tax rates in 2013 scheduled 

under current law and additional retirements by baby 

boomers are projected to more than offset the strengthen

ing effects of growing demand for labor as the economy 
recovers further.~ " 

Labor Compensation. The weak demand for labor has 

restrained and will probably continue to restrain the 

growth of labor compensation over the next few years. 

Real income from wages and salaries in late 20 II 

remained more than 4 percent below its prerecession level 

and was little changed from early in the year. That pat

tern largely reflects the sharp decline and subdued recov

erv in employment, along with stagnant real average 

hourly wages over the past several years. (The modest 

growth in real compensation during 20 II also reflects a 

higher rate of inflation in consumer prices.) In CBO's 

fo recast, wage and salary income grows in real terms at an 

average rate of3.6 percent a year berween 2012 and 

2017, reflecting the projected growth of employment 
(wh ich picks up considerably after 2013) and an average 

increase of about 13A percent per year in real hourly 

wages. 

Inflation 
CBO projects that prices will rise at a subdued pace over 

the next few years. The rate of consumer price inflation 

slowed signitlcan tly in the second half of 20 11 , after tem

porary factors boosted it earlier in the year. According 

to the agency's projections, the price index for personal 

consumption expenditures (PCE) will increase by 

1.2 percent in 2012 (as measured by the change from 

the fourth quarter of the previous year) and by 1.3 per

cent ill 2013 (see Figure 2-7). The core peE price 
index-which excludes prices for food and energy-is 
projected to increase by a similar amount because prices 
in furures markets for crude oil and agriculrural com

modities suggest that inflation in food and ene rgy prices 

will be modest. The consumer price index for all urban 

2 l. 	That calculatio n assumes that the unexplained shortfall in labo r 

t<)fce p"rricipJrion had no effect on roral employment. 

22. Sec Congr""ional13udget Office, C80s LJbO/ Force f ',·ojecriollS 
no ougl, )f)) i , Background Paper (March 20 I I). 
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consumers (CPI-U) and its core version are expected ro 

increase a little more rapidly than their PCE counterparrs 

(reflecting both different methods used to calculate that 

index and a larger role for housing rents in that index) . 

Underlying CBO's projections for inflation is the large 

amount of excess productive capacity (underused labor 

and capital resources and vacant housing) that exists in 

the economy. In particular, the high rate of unemploy

ment has constrained workers' ability to obtain increases 

in their wages and salaries, an important cost of business. 

In the third quarter of 20 II , unit labor costs (wages and 

benefits per unit of output) in the nonfarm business sec

tor were about 2 percent lower than in the same quarter 

three years earlier. With the unemployment rate antici

pated ro remain high, CBO expects wage growth to 

remain subdued for the next several years, thus restrain

ing pressure on tlrms to raise prices. In addition , the 

manufacturing sector was using abou t 7 5 percent of its 

capacity in late 20 II, up from a low of 64 percent in 

mid-2009 but still below the prerecession figure o f about 

79 percent. Such a low rate of capacity utiliz.ation indi 

cates that production shortages ;:He unlikely to emerge in 

the near term and push prices up. 

CBO expects the inflation rate to slowly rise toward 

2 perCent, as measured by the PCE price index, after 

2013. That projection is consistent with the Federal 

Reserve's longer-run goal for inflation in that index of 

2 percent. 

Some analysts have expressed concern that the large 

amount of excess bank reserves created by the Federal 

Reserve's extraordinary purchases of assets during the 

financial crisis will push inflation above 2 percent. 

Because those reserves are in excess of the amount of 

reserves that banks need ro hold for regulatory and other 

reasons, banks can lend out those reserves when loan 

demand picks up. The main worry appears to be that the 
Federal Reserve may be roo slow ro draw down those 
reserves, leading to excessive borrowing and spending by 

consumers and firms. In particular, some analysts fear 

that the central bank may be unwilling ro risk retarding 

economic growth and destabiliz.ing financial markets by 

selling its assets quickly. However, even if the Federal 

Reserve is reluctant to sell assets when economic growth 

picks up, it has several other policy tools for restraining 

borrowing, such as raising the federal funds rate and rais

ing the interest rate paid on excess reserves. 

http:percent.21
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Figure 2·7. 

Sources: Congressional Budget Office; Department of Commerce, Bureau of Economic Analysis . 

Notes: The overall inflation rate is based on the price index for personal consumption expenditures; the core rate excludes prices for food 
and energy. 

The left-hand panel shows annual data, as measured by the change from the fourth quarter of the previous year. Actual data are 

plotted through 2010, and the value for 2011 is CBO's estimate; projections are plotted through 2022 . 

The right-hand panel shows quarterly data, as measured by the change from the same quarter of the previous year. Actual data are 
plotted through the third quarter of 2011; projections are plotted through the fourth quarter of 2013. 
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Some Uncertainties in the Economic Outlook 
Through 2017 
Economic forecasts are always subject to a considerable 

degree of uncertainty, but the uncertainty surrounding 

CBO's current forecast through 2017 is especially great 

because the present business cycle has been unusual in a 

vari ety of ways. Following the agency's usual practice, 

CBO consrructed its current forecast to lie in the middle 

of the distribution of possible future outcomes for the 

economy, assuming the fiscal policy embodied in current 

law. Actual outcomes will undoubtedly differ from 
CBO's forecast in at least some respects. 

O n the upside, the economy could grow considerably 

faster than CBO has forecast if the forces that have 

resrrained the recovery fade more rapidly than the agency 

anricipates. A faster pace of household formation, com

bined with a rapid easing of borrowing consrraints in 

mortgage markers, for example , could support stronger 

residential investment, accelerating the recovery in the 

housing market and a return to rising house prices. 

3.5 

3.0 

2010 2011 2012 2013 

Households' increased wealth could then bunress con

sumer spending. Those conditions could, in turn, speed 

up the growth of employment and boost businesses' 

spending on structures, equipment, and software, poten

tially leading to a self-reinforcing cycle of increased 

spending, hiring, and income. 

Another possible catalyst for increased spending and eco
nomic growth would be unexpectedly rapid improvement 

in businesses' confidence. That situation could quicken 
the pace of business in vestment and hiring, especially 
because many corporations have large cash reserves on 
hand. Those conditions could then increase wages and 
consumer spending, encouraging businesses to undertake 
further spending and hiring. 

However, outcomes that are considerably worse than 

CBO's forecast are also possible. A significant worsening 
of the banking and fiscal problems in Europe, for 
example , could lead to further turmoil in international 

financial markets that could spill over to U.S. financial 
markets-reducing wealth, severely consrraining the 
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availability of credit, reducing hiring, and causing higher 
unemployment. Those conditions could trigger a self
reinforcing downward spiral, weakening the growth of 
households' income and diminishing consumers' and 
businesses' confidence and, in turn, lessening spending by 
households and businesses and therefore the need for 
workers. 

Other events could also lead to outcomes worse than 

CBO projects. A surge in oil prices or drop in house
holds' wealth could decrease the demand for goods and 
services. Those conditions could discourage businesses 
from investing and hiring, possibly triggering another 

downward spiral of lower spending, confidence, and 
em ploymen t. 

The Economic Outlook for 
2018 to 2022 
The outlook for real GOP after 2017, when GOP is 
projected to equal its potential level, is based not on esti
mates of cyclical movements in the economy but on pro
jections of trends in the factors that underlie potential 
output, namely, the size of the labor force , the stock of 

productive capital, and the productivity of those factors . 
Those projections take into account the predicted effects 
that the slow economic recovery will have on in vestment 
in productive capital and that current-law fiscal policy 

will have on the labor supply and capital investment. 
They also incorporate the expectation that the Federal 
Reserve will aim to keep inflation low and stable. 

In CBO's projections, the growth of real GOP averages 
2 .5 percent a yeat between 2018 and 2022, and the 

unemployment rate averages 5.4 percent-a level 

consistent with CBO's estimate of the natural rate of 

unemployment, which declines from 5.5 percent to 

5.3 percent during that period. Both inflation and core 

inflation as measured by the PCE price index average 

2.0 percent over that tlve-year period; inflation as mea
sured by the CPI-U is slightly higher. The interest rates 
on 3-mon th Treasury bills and 1 O-year Treasury notes 
average 3.7 percent and 5.0 percent, respectively, during 
those years. By the end of the projection period, labor 
income as a share of gross domestic income (GDI, or the 
total income earned in the production of gross domestic 
product in the United States) approaches, but remains 
below, its long-run historical average. In addition, domes
tic economic profits (corporations' domestic profits 
adjusted to remove distortions in depreciation allowances 
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caused by tax rules and to exclude the effect of inflation 
on the value of in ventories) as a share of GO I decline to a 
level below their historical average. 

Potential Output 
Potential output will grow at an average annual rate of 

2.3 percent during the 2012-2022 period as a whole and 
by 2.5 percent for years benveen 2018 and 2022, CBO 
projects (see Table 2-3). Those rates are substantially 

lower than the average rate since 1950-3.3 percent
largely because, according to the agency's projections, the 
growth of the potential labor force (the labor force 
adjusted for variations caused by the business cycle) will 
continue to decline during the next 10 years. [n addition. 

CBO expects the growth of capital services (the flow of 
services available for production from the stock of capital 
goods) and the growth of productivity to be slightly 

slower over the next decade than they have been , on 
average, since 1950. 

[n CBO's projections. growth of the potential labor force 
averages 0 .7 percent annually during the 2012-2022 
period, about half of the average growth rate since 1950 
and a little below the average rate since 2002. The 

tempered pace in the coming decade stems from a pro
jected further decline in participation in the labor force 
resulting primarily from the aging of the baby-boom gen
eration. Policy changes incorporated in current law are 
also expected to slow the growth of the labor supply in 
the next 10 years. Those changes-which include the 
expiration of various tax curs in 2012 and 2013-will 
raise marginal tax rates on personal income above those 
of the past decade and thus will modestly reduce people's 
incentive to work. In addition. the major health care 
legislation enacted in 2010 is an ticipated to reduce the 

supply of labor sligh ely in the latter part of the decade. 23 

Capital services are projected to grow at an average rate of 
3.6 percent a year in the 2012-2022 period-0.3 per
centage points lower than the average rate since 1950 but 
more than a percentage point higher than the average rate 
from 2002 to 2011 . Two major factors account for the 
lower projected growth in capital services relative to the 
long-term average. First, projected increases in federal 
debt are likely to displace some private capital invest
ment. Second, the slower-than-average growth rate 

23. For details about the effects of that legislation on the labor market . 

see Congressio nal Budget Office. fiJi' BUf/gcI dnd Economic 

Outluok.· All IIpddt" (August 2010), Box 2-\, pp. 48-49. 

http:decade.23
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Table 2-3. <- ..--- - -> -
Key Assumptions in CDO's Projection of Potential GDP 
(By calendar year, in percent) 

Average Annual Growth 
Projected Average 

Annual Growth 

1950 1974 1982 1991 2002
Total, 

1950 2012 2018
Total, 

2012
1973 1981 1990 2001 2011 2011 2017 2022 2022 

Overall Economy 

Potential GOP 3.9 3.2 3.1 3.2 2.3 3.3 2.2 2.S 2.3 
Potential Labor Force 1.6 2.5 1.6 1.2 0.8 1.5 0.7 0.7 0.7 

Potential Labor Productivitya 2.3 0.7 1.S 1.9 1.4 1.8 loS 1.8 1.7 

Nonfarm Business Sector 

Potential GOP 4.0 3.S 3.2 3.S 2.S 3.S 2.7 2.9 2.8 
Potential Hours Worked 1.4 2.3 1.6 1.2 O.S 1.3 0.6 0.7 0.7 
Capital Services 3.8 4.3 4.1 4.7 2.4 3.9 3.4 3.8 3.6 
Potential TFP 1.9 0.7 0.8 1.3 1.4 1.4 1.2 1.3 1.2 

Poten tial TFP excluding adjustments 1.9 0.7 0.8 1.3 1.3 1.4 1.3 1.3 1.3 
Total adju st ments (Percentage poin ts) 0 0 0 * 0.2 * -0.1 0 ** 

Effects of the re cession b 0 0 0 0 ** ** -0.1 0 ** 
Temporary adjustment' 0 0 0 * 0.2 * 0 0 0 

Contribution s to the Growth of Potential GOP 

(Percentage points) 

Potential Hours Worked 0.9 1.6 1.2 0.8 0.3 0.9 0.4 O.S O.S 
Capital Input 1.2 1.3 1.2 1.4 0.7 1.2 1.0 1.1 1.1 
Potential TFP 1.9 0.7 0.8 1.3 1.4 1.4 1.2 1.3 1.2 

-
Total Contributions 4.0 3.S 3.2 3.S 2.S 3.S 2.7 2.9 2.8 

Potential Labor Productivityd 2.6 1.3 1.6 2.3 2.0 2.2 2.1 2.2 2.1 

Source: Congressional Budget Office. 

Note: 	 GOP = gross domestic product; TFP = total factor productivity; * = between zero and 0.05 percent; ** = between -O .OS percent and 
zero. 

a. The ratio of potential GOP to the potential labor force. 

b. An adjustment to reflect the effects of the recession on potential GOP beyond its impact on capital accumulation and labor supply. 

c. An adjustment for the unusually rapid growth of TFP between 2001 and 2003. 

d. The estimated trend in the ratio of potential GOP to potential hours worked in the nonfarm business sector. 

projected for the potenriallabor force means that smaller In CBO's projections, the growth rate of potential rotal 

increases in the stock of structures, equipmenr, and soft factor productiviry (average real outpUt per unit of com

ware will be needed to equip the workforce with the same bined labor and capital services) in the nonfarm business 

amount of capital per worker, resulting in less business sector averages 1.2 percent per year from 2012 through 

investment than would otherwise occur. However, 2022 , 0.2 percentage points lower than both the average 

growth in capital services should pick up from its average since 1950 and the average since 2002. The projected 

pace of the past decade as businesses make up for some of growth rate is lower than those averages in paC[ because 

[he investmen t they postponed during the recession . CBO views the unusually rapid growth of rotal facror 
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productivity in the early 2000s as a temporary 

phenomenon. 

Recessions in rhe United Stares rypically affect potential 
output only by reducing capital investment. However, 

studies have found that recoveries from recessions that 

stemmed from financial crises tend to be significantly 

more protracted than other recoveries. 24 On the basis of 
such studies and other analysis, CBO has incorporated 

some persistent effects of the recession into its projections 

of potential labor supply and potential total factor pro

ductivity. Taking into account all of the effects of the 
tll1ancial crisis and the recession, CBO projects that 

potential output will be about 11;4 percent lower in 2022 
than it would have been without rhem (see Box 2-1 on 

page 44). 

Income 
Economic outcomes and Federal rax revenues depend nor 

only on the amount of rotal income in rhe economy but 

also on how it is divided among its constituent pans: 

wages and salaries, domestic economic profits, propri
etors' income, interest and dividend income, and other 

categories. CBO forecasts various caregories of income by 

projecting their shares of total gross domestic income. (In 

principle, GDT equals GOP, but in practice they differ 
because of difficulties in measuring both aggregates.25

) 

Labor income has fallen sharply as a share of G DI since 
2009. Much of the weakness of labor income has derived 

From the Fact that wages and salaries have grown more 

slowly than the other components of G 01 in the past twO 

years 2G Tn CBO's projections, labor income grows faster 
than GDI over the next decade, bringing its share from 

about 59 percent of GO I in late 2011 to about 62 per
cent by 2022, approaching its historical average since 
1980 (see Figure 2-8 ). 27 

24. Sec, for example, Carmen M. Reinhart and Kenneth S. Rogoff, 
"The Aftermath of financial Crises," American Ecol/omic Review, 
vol. 99 , 110 . 2 (Ma), 2009), pp. 466-472; alld Carmen M. 

Reinhart and Vincent R. Reinhart, "After the Fail, " in Federal 
Resen'e Bank of Kansas Ciry, Iv/,.zcroecollomic Chall.mges: The 
V ect/de Ahead (Kansas Ciry: federal Reserve Bank, 20 II ). 

25. 	The narion~1 income and product acCOUntS, compiled by the 

Departmen t of Commerce's Bureau of Economic Analysis , 

track the amount and composition of G DP, the prices of its 

components, and the distribution of the costS of productio n as 

income; the sum of those COStS is GDL 
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Domestic economic profits have rebounded sharply 

during the recovery from the recession. As a percentage 

of GDI, they fell from a 40-year high of 10.2 percent in 

the second half of 2006 to a low of 4.4 percent in late 

2008. By mid-20 11, they had nearly recovered to their 

prerecession peak. Both the decline and subsequent 

rebound of corporate pro titS were particularly dramatic in 

the financial sector, but they were also apparent in the 

nonfinancial sector. In CBO's projections, profits' share 

of GO I declines modestly between now and 2022 

because of higher interest rates (after 2013) and rhe rise 
in labor income's share of GDI. 

Comparison with Other Economic 
Projections 
Compared with its previous forecast, which was pub

lished in August, CBO's current one projects growth of 

real output that is slower in the next few years but slightly 

faster for the rest of the coming decade (see Table 2-4). 

The changes since the previous Forecast reflect several fac

tors, including downward revisions to historical data on 

GOP and diminished near-term prospects for economic 

growth in other countries. As a result of those changes, 

CBO's projection of real output in 2021 is about 1.6 per

cent lower now than it was in the August forecast. 

The unemployment rate is higher throughout the projec

tion period in this forecast than in the previous one. That 

difference reflects both a weaker near-term outlook for 

26. 	Labor income also includes supplemenml benerlts , which consist 

of employers' contributions to pensions, health insurance premi

ums, and social insurance (such as Social Securiry and Medicare) 

on behalf of their employees. In addition, CBO attributes 65 per

cent of tbe income of sole proprietorships and partnerships to 

labor income. 

27. Labor incomes share ofGDI has been On a downward trend since 

1970, when it was abo ut 65 percent . There is no consensus among 
analysts about why that decline has occurred , but several possible 

explanations have been offered. See, for example, Ann H arrison, 

"Has Globalization Eroded Labor's Share ' Some Cross-Country 
Evidence" (dtaft, D epartment of Agricultural and Resource Eco

nom ics , Universiry of Californi a at Berkeley, October 2002); 

Adreas Hornstein, I'er Kruscll, and Giovanni Violante, ''' Iechnol 

ogy-Policy Interaction in Frictional Labor Markets," Review of 
EconomicS'tldiei, vol. 74, no. 4 (October 2007), pp. 1089-1124; 

and Anastasia Guscina , Effects ofGlobalizatioll 0 /1 Labor sS/Jllre ill 
NatiollLll blco",e. Working Paper 06/ 294 (fnternational Monetary 

Fund, December 2006). 

http:aggregates.25
http:recoveries.24


42 	 TIlE BmGET AND ECONOMIC OUTLOOK: FISCAL YEARS 2012 TO 2022 

Figure 2·8. 

Labor Income 

(Percentage of gross domestic income) 
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Sources: 	 Congressional Budget Office; Department of Commerce, 

Bureau of Economic Analysis. 

Notes: 	 labor income is defined as labor compensation plus 

65 percent of proprietors ' income. Gross domestic income is 

the sum of all income earned in the production of gross 

domestic product. 

Data are annual. Values for 2012 , 2017, and 2022 are 

projected . 

the demand for labor than CBO projected in August and 

a reassessment of the natural rate of unemployment. 
Because th e unemployment rate has been high for so long 
and is expected to remain elevated fo r the next few years, 

more people than CBO previously estimated can be 
expected [0 face lasting difficulties in the labor market. 

Consequen r1y, the agency has boosted its estimate of the 

na[llral rate of unemployment during the latter years of 

the projection period-from a constant 5. 2 percent 

beginning in 2017 to 5.5 percent in 2018 and to rates 

diminishing to 5.3 percent by 2022. 

The current forecast also includes lower interest rates over 

the coming decade. During the first half of the projection 

period, the lower rates reflect primarily the drop in rates 

that has occurred since the last forecast was completed. 

Over the second half of the projection period, the lower 

rates reflect a weaker outlook for the economy and a 

decline in the rates predicted for the medium term by 

many private-sector fo recasters, as well as the drop in 

rates that has occurred. 

CBO has also compared its current projeCtions with the 

Blue Chip consensus forecast published in January and 

th e Federal Reserve's forecasts from the January 2012 

meeting of the Federal Open Market Committee. The 

Federal Reserve reports two sets of forecasts-a range 

(reflecting the forecasts of the members of the Board of 

Governors and the presidents of the Federal Reserve 

Banks) and a central tendency (the range excluding the 

three highest and three lowest projections). CBO's pro

jections for real G D P growth are below those of the Blue 
Chip and the low end of the Federal Reserve's range for 

201 2 and 2013 (see Table 2-5 on page 46). CBO's pro

jection for the unemployment rate is above that of the 

Blue Chip and the high end of the Federal Reserve's range 

for 2012 and 2013 . Those differences probably stem 

from a variety offactors, including varying assum ptions 

about the government's fU[llre tax and spending policies 

(many other forecasters may be assuming changes to cur

rent law); the economic news available when the forecasts 

were completed; and the economic and statistical models 

used by the different fo recasters. 
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Table 2·4. 
- ' . . - .. 

Comparison of C80's Current and Previous Economic Projections for 
Calendar Years 2012 to 2021 

Estimated, Forecast Projected Annual Average 

2011 2012 2013 2014-2017 2018-2021 

Fourth Quarter to Fourth Quarter (Percentage change) 

Real GOP 
January 2012 1.6 2.0 1.1 4.1 2.5 

August 2011 2.3 2.7 1.5 3.9 2.4 
Nominal GOP 

January 2012 3.8 3.3 2.6 5.8 4.5 
August 2011 3.8 4.0 3.0 5.6 4.4 

PCE Pr ice Index 
January 2012 2.6 1.2 1.3 1.7 2.0 
August 2011 2.4 1.3 1.3 1.7 2.0 

Consumer Price Index' 
January 2012 3.3 ' 1.4 1.5 1.9 2.3 
August 2011 2.8 1.3 1.3 2.0 2.3 

GOP Price Index 
January 2012 2.1 1.2 1.4 1.6 2.0 
August 20 11 1.4 1.3 1.4 1.7 2.0 

Employment Cost Index' 
January 2012 1.7 2.2 3.8 3.5 3.7 
August 2011 2.2 2.9 3.2 3.5 3.5 

Real Po ential GOP 
January 2012 1.7 1.8 1.9 2.5 2.5 
August 2011 2.0 2.0 2.3 2.6 2.4 

Calendar Year Average 

Unemployment Rate (Percent) 
January 2012 9.0 b 8.8 9.1 7.0 5.4 
August 2011 8.9 8.7 8.7 6.2 5.2 

Interest Rates (Percent) 
Three-mo nth Treasury bills 

January 2012 0.1 ' 0.1 0.1 2.0 3.7 
August 20 11 0.1 0.1 0.2 2.5 4.0 

Ten-year Treasury notes 
January 2012 2.8 b 2.3 2.5 3.8 5.0 
August 20 11 3.3 3.2 3.3 4.6 5.3 

Tax 8ases (Percentage of GOP) 
Wages and salaries 

January 2012 44.0 44.0 43.5 44.2 45.1 
August 2011 43.5 44.1 44.0 44.7 45.2 

Domestic economic profits 
January 2012 9.9 9.8 9.3 9.4 7.7 
Au gust 2011 8.6 8.5 8.1 8.2 7.2 

Source: Cong ressional Budget Office. 


Note : GOP = gross domestic product; PCE = personal consumption expenditures. 


a. The con sum er price index for all urban consumers. 

b. Actual value for 2011. 

c. The employment cost index for wages and salaries of workers in private industry. -----
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Box 2·1. 
", .. 

Lasting Effects of the Recent Recession on Potential Output 

The tinancial crisis that began in 2007 and the 
decline in house prices that began a year earlier had a 
sharp impact on the U.S. economy, nearly freezing 
credit markets and pushing the economy into the 
most severe recession since World War II. Interna
tional experience shows that downturns following 
such crises tend to last longer than other downturns, 
and the return to high employment tends to be 
sloweLI I t also shows that such recessions--more so 
than other recessions--dampen investment, raise the 
level and average duration of unemployment, and 
reduce the number of hours that employees work. As 
a rc:sulr, recessions following such financial crises tend 
not only to reduce output below what it would have 
been otherwise, but also to reduce the economy's 
potential to produce output even after all resources 
are productively employed. Researchers who have 
studied past recessions induced by such financial 
crises have not arrived at. a consensus about the 
magnitude of their effects on potential output. The 

I. 	 See, for example. Carmen M. Reinhart and Kenneth S. 
R()go fl~ "The Afi:ermarh of Financial Crises," America" 
Economic R~vitw. vol. 99, no. 2 (May 2009). pp. 466--472; 
,lnd Carmen M. Reinhart and Vincent R. Reinhart, "After 
t.he Fall ," in f'ederal Reserve Bank of Kansas City, i'vfacrO(Co

1I01ll;e L/)(/lImges: Th~ Dtcade Ahc(ld (Kansas City: Federal 
Reserve Bank, 2(11). 

estimate developed by the Congressional Budget 
Office (CBO) for the current U.S. experience is 
within the range estimated by other researchers. 

CBO projects that the recession will have a lasting 
negative effect on the quantity of productive capital. 
Investment plunged during the recession because of a 
spike in financing costs and a decline in demand for 
goods and services. Although investment is currently 
on the rise-and CBO projects it to grow more 
strongly in the next few years-not all of the capital 
investment that was forgone during the recession and 
early recovery will have been recouped even a decade 
from now. Moreover, CBO expects that the large gov
ernment deficits during the recession and afterward 
will raise the COSt of capital in the future, further con
straining investment. 

The recession will also have lingering negative effects 
on the labor market. The shortage of jobs has led 
some people to recire earlier than they might have 
otherwise or to leave the labor force in other ways (by 
applying for and receiving disability benefits, for 
instance) .2 In addition, the high level of long-term 

2. 	 Applications for disability benefirs tend [0 rise in recessions. 

See Congressional Budget Office, losing a Job Durillg:/ 
ReccsfirJII. Issue Brief (April 2(10). 

Continued 
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unemployment will impede the recovery because estimate of the growth rate of potential total factor 
when people are out of work-especially for a pro productivity by a small amount-O.l percentage 
tracted period-their skills and connection to the point a year between 2010 and 2014. As with the 
workforce telld to erode, and they therefore may have reduction in the potential labor IOrce, lower potential 
more difficulty moving into new jobs. CSO has total factor productivity will further constrain 
incorporated those factors into its economic forecast. investment. 
As a result, the levels projected for the potential labor 
force, potential employment, and potential hours Combining estimates of the effects on the quantity of 

worked through 2022 are slightly lower than CSO productive capital, potential hours worked, and 

would have forecast in the absence of the recession, potential total factor productivity, potential Output 

and the projected unemployment rate is higher. The will be aboul lIlt percent lower in 2022 than it would 

lower potential labor force, in turn, will further con have been without the financial crisis and the reces
strain investment in productive capital. sion, CSO projects. About 0.4 percentage points of 

that effect arises directly from the smaller labor sup
The recession could also reduce the growth of poten ply, a similar amount stems directly from lower total 
tial rotal facror productivity (average real output per factor productivity, and about n.5 percentage points 
unit of combined labor and capital services) over the comes from the smaller capital stock.} 
next several years by delaying how quickly resources 
are reallocated to their most productive uses, slowing 

3. CBO has tevised this estimate downward since last August. the rate at which workers gain new skills as technolo
The change reflecrs a reaS-lessmenr of the dfecr of rhe reces

gies evolve, and curtailing businesses' spending on sion on the quanrity of producrive capital rhat was pardy off
research and development. To account for me ser by an upward r('vision (0 CBO's estimate of me narurdl 
possibility of such effects, CBO has trimmed its rare of unemployment ar rhe end of the coming decade. 
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Table 2·5. 
-~- .. -.. 

Comparison of Economic Projections by CBO, the Blue Chip Consensus, and the 
Federal Reserve 

2012 	 2013 2014 longer Run a 

Real GOP 

CBO 

Blue Chip 
Federal Reserve 

Range 

Central tendency 

2.0 
2.3 

2.1 to 3.0 
2.2 to 2.7 

1.1 
2.8 

2.4 to 3.8 
2.8 to 3.2 

4.6 
n.a. 

2.8 to 4.3 
3.3 to 4.0 

2.4 
n.a. 

2.2 to 3.0 
2.3 to 2.6 

PCE Price Index 

CBO 1.2 1.3 1.3 2.0 
Federal Reserve 

Range 

Central t endency 

1.3 to 2.5 
1.4 to 1.8 

1.4 to 2.3 
1.4 to 2.0 

1.5 to 2.1 
1.6 to 2.0 

2.0 
2.0 

Core PCE Price Index' 

CBO 1.2 1.4 1.4 2.0 
Federal Reserve 

Range 

Central tendency 

1.3 to 2.0 
1.5 to 1.8 

1.4 to 2.0 
1.5 to 2.0 

1.4 to 2.0 
1.6 to 2.0 

n.a. 

n.a. 

Consumer Price Index' 

CBO 

Blue Chip 
1.4 
2.0 

1.5 
2.2 

1.5 
n.a. 

2.3 
n.a. 

GDP Price Index 

CBO 

Blue Chip 
1.2 
1.8 

1.4 
1.9 

1.4 
n.a. 

2.0 
n.a. 

Unemployment Rate 

CBO 

Blue Chip 
Federal Reserve 

Range 

Central tendency 

8.9 
8.5 

7.8 to 8.6 
8.2 to 8.5 

9.2 
8.0 

7.0 to 8.2 
7.4 to 8.1 

8.3 
n.a. 

6.3 to 7.7 
6.7 to 7.6 

5.3 
n.a. 

5.0 to 6.0 
5.2 to 6.0 

Interest Rates 

Three-month Treasury bills 

CBO 

Blue Chip 
Ten-year Treasury notes 

CBO 

Blue Chip 

0.1 
0.1 

2.4 
2.6 

0.2 
0.6 

2.6 
3.3 

0.8 
n.a. 

3.2 
n.a. 

3.8 
n.a. 

5.0 
n.a. 

Sources: 	 Congressional Budget Office; Aspen Publishers, Blue Chip Economic Indicators (January 10, 2012); Board of Governors of the Federal 

Reserve System, "Economic Projections of Federal Reserve Board Members and Federal Reserve Bank Presidents, January 2012" 

(January 25 , 2012), www.lederolreserve.gov/ monetarypolicy / files / fomcprojtabl201 20125 .pdf. 

Notes: 	 The Blue Chip consensus is the average of about 50 forecasts by private-sector economists. The range of estimates from the Federal Reserve 

reflects the forecasts of the members of the Board of Governors and the presidents of the Federal Reserve Banks. The central tendency is that 

range with the three highest and three lowest projections. 

The Blue Cilip consensus does not provide forecasts of the PCE or core PCE price index. The Federal Reserve does not provide forecasts of the 

consumer price index, the GDP price index, nominal GDp, or interest rates . 

GDP = gross domestic product; PCE = personal consumption expenditures; n.a = not applicable. 

a. 	 For CBO , values are for 2022. For the Federal Reserve, values represent assessments of the rate that each variable would be expected to converge 

to under appropriate monetary policy and in the absence of further shocks to the economy. 

b. 	 Excludes prices for food and energy. 

c. 	 The consumer price index far all urban consumers. 

www.lederolreserve.gov/monetarypolicy


The Spending Outlook 


y, Cong,,,,io",i Budg" Office (CBO) ,"'m"" 
thar, under current law, federal ourlays in 2012 will total 

$3.6 trillion, about the same amount as in 2011. Those 

outlays will equal an estimated 23.2 percent of gross 

domestic product (GOP), which is below last year's figure 

bu t still above the 21.0 percent average share of the past 
40 years . As the economy expands in the next several 

years and as staru tory caps constrain discretionary appro

priations , federal spending in CBO's baseline projections 

declines modestly relative to GOP ; later in the decade, 

spend ing rums up again relative to GOP owing to rapid 

growth in Social Security, federal health care programs, 

and interest o n the public debt. O ver the next decade , 

annual spending averages 21.9 percen t of GO P under the 

assumptions that govern baseline projections . 

Although mandatory spending is projected to rise from 

last year's levels-by about $45 billion-to $2.1 (I'illion 

this year, discretionary spending is projected to drop by 

nearly as much , to $1.3 trillion in 2012 (see Table 3-1) . 

As a result of persistenrly low interest rates, payments for 
net interest are expected to remain low despite the bur

geoning debt. CBO estimates that net interest payments 

will total $224 billion in 2012 , slightly less than in 2011. 

(See Box 3- 1 for descriptions of the three major types of 
federal spending.) Total spending in 2012 would have 

been about 2 percent higher than in 2011 but for a shift 
in the timing of certain payments from last October, the 
beginning of fiscal year 2012, to last September, the end 
of fiscal year 2011. I 

CBO's baseline projection for 2013 shows federal spend

ing totaling about the same amount in nominal terms as 
in 20 II and 20 l2-roughly $3.6 trillion-but a smaller 

I . 	 tlecall se Ocro ber I , 2011, fell on a weekend, ce rtai n payments 

that would o rdinarily have been made o n that date were instead 

made in September, shi fting oudays fro m fI scal yea r 2012 inro 

fiscal yea r 20 II ; without th ose timing shifts, spending would have 

been " bout $:33 billio n higher in 2012 (a nd lowe r by the same 
amount in 20 II) . 

amount relative to GOP, 22.5 percent . Total mandatory 

spending will rise under current law, but discretionary 

spending will be severely constrained by the caps estab

lished by the Budget Control Act of 20 11 (Public Law 

112-25) and by the further reduction in spending 

resulting from automatic enforcement procedures also 

established in that act; CBO estimates that discretionary 

outlays in 2013 will be lower by about $73 billion, or 

0,5 percent of GOP, than they would be if appropriations 

for that year grew at the rate of inflation. 

In CBO's baseline projections for 2014 through 2022 , 

spending rises by nearly 5 percent per year, on average, 

During those years, outlays for net interest are projected 

to shoot up by an average of more than 1 1 percent per 

year as interest rates rise to more typical levels, Manda

tory spending is projected to rise at an average rate of 

6 percent per year, while discretionalY spending is con

strained by caps through 2021 and therefore projected to 

rise at an average rate of less than 2 percen t a year, (In 

contrast, over the past 20 years, discretionary spending 

rose by 4.9 percent per year, on average, about [he same 

as the average nominal rate of growth of the economy 

over that period.) 

The biggest difference in federal spending relative to 

GDP in the coming decade-as compared with outlays 

over the past 40 years-wit! be the widening gap between 

mandatory and discretionary spending (see Figure 3- 1 on 

page 50). Under the assumptions that govern CBO's 

baseline projections: 

• 	 Mandatory spending is projected to rise from 

13 .3 percent of GOP in 2013 to 14 .3 percent in 

2022. That increase relati ve to the size of [he economy 

is more than accounted for by growing ou days for 

Social Security, Medicare, and Medicaid, which are 

projected to rise from 10.6 percent of G DP in 2013 to 

12.1 percent in 2022. In contrast, outlays for all other 
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Box 3·1. -
Categories of Federal Spending 
On the basis of its treatment in the budget process, 
federal spending can be divided into three broad 
categories. 

Mandatory spending consists primarily of benefit 
programs, such as Social Security, Medicare, and 
Medicaid. The Congress generally determines spend
ing for those programs by setting rules for eligibility, 
bendtt formulas , and other parameters rather than by 
appropriating specific amounts each year. In making 
baseline projections, the Congressional Budget Office 
(CBO) generally assumes that existing laws and 
policies for those programs will remain unchanged. 
Mandatory spending also includes offsetting 
receipts-fees and other charges that are recorded as 
negative budget authority and outlays. Offsetting 
receipts differ from revenues in that revenues are col
lected in the exercise of the government's sovereign 
powers (for example, in the form of income taxes), 
whereas offsetting receipts generally are collected 
from other government accounts or from members of 
the public for businesslike transactions (for example, 
as premiums for Medicare or as rental payments and 
royalties for oil or gas drilling on public lands) . 

Discretionary spending is controlled by annual 
appropriation acts; policymakers decide each year 
how much money to provide for given activities. 
Appropriations fund a broad array of government 
activities, including, for example, defense, law 
enforcement, transportation, the national park sys
tem, disaster relief, and foreign aid. Some fees and 
other charges that are triggered by appropriation 
acrion are classified as offsetting collections, which 
are credited against gross discretionary spending. 

For individual discretionary accounts, CBO's baseline 
depicts the path of that spending as directed by the 
provisions of the Balanced Budget and Emergency 
Deficit Control Act of 1985. That act stated that 
current appropriations should be assumed to grow 

with inflation in the future. However, the Budget 
Control Act of20ll (Public Law ll2-25) imposed 
caps on discretionary appropriations through 2021, 
and the baseline incorporates the assumption that 
such appropriations, in tota\' will not exceed those 
caps. 

The caps can be adjusted upward for certain appro
priations, howevt'r-speciflcally, those for war-related 
activities known as overseas contingency operations, 
certain types of disaster assistance, specified "program 
integrity" initiatives, or designated emergencies. As a 
result, CBO's baseline projections use the most recent 
appropriations for those categories to project future 
adjustments to the caps. 

In addition to spending from appropriations subject 
to caps on new funding, the baseline includes discre
tionary spending for highway infrastructure, highway 
and motor carrier safety, public transit, and airport 
infrastructure programs that receive mandatory bud
get authority from authorizing legislation. Each year, 
however, the annual appropriation acts control 
spending for those programs by limiting how much 
of the budget authority the Department of Transpor
tation can obligate. For that reason, such obligation 
limitations are treated as a measure of discretionary 
resources, and rhe resulting outlays arc considered 
discretionary spending. Thus far in 2012, transporta
tion obligation limitations total $52 billion. 

Net interest includes interest paid on Treasury 
securities and other interest the government pays 
(for example, on late refunds issued by the Internal 
Revenue Service) minus interesr that rhe government 
collects from various sources (such as from commer
cial banks that maintain Treasury tax and loan 
accounts) . Net interest is determined by the size and 
composition of the government's debt, annual bud
get deficits or surpluses, and market interest rates. 
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Table 3·1. 
-------.---.-.-------~ --

Outlays Projected in CBO's Baseline 
Total 

Actual, 2013- 2013
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2017 2022 

In Billions of Dollars 
Mandatory 

Social Security 725 770 814 857 902 950 1,004 1,063 1,128 1,197 1,269 1,345 4,527 10,530 
Medicare 560 560 598 629 658 712 739 769 835 890 948 1,041 3,335 7,820 
Medicaid 275 262 281 330 370 407 432 456 487 522 564 605 1,819 4,453 
Other spending 656 678 645 618 652 694 698 706 752 774 798 841 3,306 7,178 
Offsetting receipts -190 -200 -214 -219 -227 -236 -249 -265 -284 -294 -308 -319 -1,146 -2,617 

Subtotal 2,025 2,070 2,122 2,215 2,354 2,526 2,624 2,729 2,918 3,090 3,272 3,514 11,842 27,364 

Di sc re ti 0 nary 
Defense 700 680 636 625 627 642 649 658 679 695 711 734 3,180 6,657 
Nondefense 646 628 583 571 572 578 584 593 605 619 632 647 2,888 5,984 

Subtotal 1,346 1,308 1,220 1,196 1,200 1,219 1,233 1,251 1,284 1,313 1,344 1,382 6,068 12,641 

Net interest 227 224 231 247 282 341 402 459 513 557 590 624 1,503 4,247 

Total 3,598 3,601 3,573 3,658 3,836 4,086 4,259 4,439 4,714 4,960 5,205 5,520 19,413 44,251 
On-budget 3,099 3,026 2,909 2,948 3,080 3,283 3,407 3,536 3,755 3,941 4,122 4,369 15,627 35,350 
Off-budgeta 499 575 664 710 756 803 853 903 959 1,019 1,083 1,151 3,786 8,901 

As a Percentage of Gross Domestic Product 
Mandatory 

Social Security 4.8 5.0 5.1 5.2 5.1 5.1 5.1 5.1 5.2 5.3 5.4 5.5 5.1 5.2 
Medicare 3.7 3.6 3.8 3.8 3.7 3.8 3.7 3.7 3.9 3.9 4.0 4.2 3.8 3.9 
Medicaid 1.8 1.7 lB 2~ 2.1 2.2 2.2 2.2 2.3 2.3 2.4 2.5 2.1 2.2 
Other spending 4.4 4.4 4.1 3.7 3.7 3.7 3.5 3.4 3.5 3.4 3.4 3.4 3.7 3.6 
Offsetting receipts -1.3 -1.3 -1.3 -1.3 -1.3 -1.3 -1.3 -1.3 -1.3 -1.3 -1.3 -1.3 -1.3 -1.3 

Subtotal 13.5 13.3 13.3 13.4 13.4 13.5 13.3 13.2 13.5 13.7 13.9 14.3 13.4 13.6 

Discretionary 
Defense 4.7 4.4 4~ 3B 3~ 3.4 3.3 3.2 3.1 3.1 3.0 3.0 3.6 3.3 
l\londefense 4.3 4.0 3.7 3.4 3.2 3.1 3.0 2.9 2.8 2.7 2.7 2.6 3.3 3.0 

Subtotal 9.0 8.4 7.7 7.2 6.8 6.5 6.3 6.1 5.9 5.8 5.7 5.6 6.9 6.3 

Net interest 1.5 1.4 1.5 1.5 1.6 1.8 2.0 2.2 2.4 2.5 2.5 2.5 1.7 2.1 

Total 24.1 23.2 22.5 22.1 21.8 21.8 21.6 21.5 21.8 21.9 22.0 22.4 21.9 21.9 
On-budget 20.7 19.5 18.3 17 .8 17.5 17.6 17.3 17.1 17.4 17.4 17.5 17.7 17.7 17.5 
Off-budget" 3.3 3.7 4.2 4.3 4.3 4.3 4.3 4.4 4.4 4.5 4.6 4.7 4.3 4.4 

Memorandum: 
Gross Domestic Product 
(Billions of dollars) 14,954 15,508 15,914 16,575 17,618 18,704 19,708 20,661 21,616 22,603 23,614 24,655 88,519 201,666 

Source : Congressional Budget Office. 

a. Off-budget outlays stem from transactions related to the Social Security trust funds and the net cash flow of the Postal Service. 
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Figure 3·1. 	 __________________________"'<,'l<~~_"_~ .. 

Outlays, by Category 
(Percentage of gross domestic product) 
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Source: Congressional Budget Office. 

----------------------------
mandatory programs (net of offsetting receipts, which 

have the effect of lowering outlays) are projected to 

decline as a share of GOp, falling from 2.7 percent in 

2013 to 2.1 percent in 2022. Over the next 10 years, 

mandatory spending is projected to average 13.6 per
cent of G Dp, in contrast to the 10.1 percent of GOP it 

averaged from 1972 to 2011. 

• 	 Projected discretionary spending decreases from 

7.7 percent of GOP in 2013 to 5.6 percent in 2022. 

By 2022, discretionary spending would be a smaller 

share of the economy than it has been in any of the 

past 40 years, and the operations of the federal govern

ment would differ significantly from what they are 
today. 

• 	 Net interest payments will mount rapidly as interest 
rates rise; those payments will climb from 1.5 percent 
of GOP in 2013 to 2.5 percent in 2022. 

In developing its baseline projections, CBO generally 

assumes that provisions of current law will be imple

mented, consistent with the rules established by the Bal

anced Budget and Emergency Deficit Control Act of 
1985. Therefore, when projecting spending for manda

tory programs, CBO assumes that existing laws will 
remain unchanged and that future outlays will depend 

on the evolution of caseloads, benefit costs, and other 

factors. When projecting spending for discretionary 

programs, CBO assumes that the discretionary 

appropriations provided between 2012 and 2021 will be 
constrained by the statutory caps and other procedures 

established in the Budget Control Acr. 2 

However, if policies are implemented that diverge from 

the current-law path assumed in the baseline, total out
lays in the future would be different from those presented 

in the baseline. For example, under the alternative fiscal 

scenario described in Chapter I, ourlays between 2013 

and 2022 would be higher by 1.4 percent of GOP, or 
$2.9 trillion (see Figure 3_2}.3 

2. 	 CBO developed those projections of discretionary spending by 

first inflating the appropriations provided for 20 12 and then 

reducing the IOtal funding projections by the amoun tS necessary 

to achieve compliance with the annual caps, as shown in Table 3-6 

on page 76 . Because no caps are specifIed for 2022, CBO has 
assumed that budget authority for that year would equal the lotals 

for 202 1 with an adjustment for inflation. 

3. 	 The alternative fiscal scenario incorporates the assumptions that 

all expiring tax provisions (other than the payroll tax reduction), 

including those that expired at the end of December 2011, are 

instead extended; that the alternative minimum tax is indexed for 

inflation after 20 11 (srafting at the 2011 exemption amount); that 

Medicare's payment rates for physicians' services are held Cons rant 

at their current level; and that the aUlOmatic enforcemen, proce

dutes specified by the Budget Control Act of 20 11 do not ,ake 

effect. Outlays under the alternative f,scal scenario also include the 

inctemental interest costS associated with projected additional 

borrowing. 
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Figure 3·2. ._--------_.".. .... _.- ._ ._------------- 
Outlays Projected in CBO's Baseline and Under an Alternative Fiscal Scenario 
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Source: Congressional Budget Office. 

Note: 	 The alternative fiscal scenario incorporates the assumptions that all expiring tax provisions (other than the payroll tax reduction), 

including those that expired at the end of December 20ll, are instead extended ; that the alternative minimum tax is indexed for 

inflation after 20ll (starting at the 2011 exemption amount); that Medicare's payment rates for physicians' services are held constant 

at their current level; and that the automatic spending reductions required by the Budget Control Act of 20ll do not take effect. 

Outlays under the alternative fiscal scenario also include the incrementaf interest costs associated with projected additional 

borrowing. 

----------------~----.-----, 

Mandatory Spending 	 Medicare and Social Securiry. If no new Jaws are enacted 

that affect mandatory spending, such spending will rise Mandarory-or direcc-spending programs account for 
by just 2 percent in 2012, to $2 . 1 trillion, or 13.3 percentmore chan half of federal ourlays. The category includes 
ofGDP, in CBO's estimation . Under current law, mandaspending for encirlemenc programs and certain ocher 
tory spending will remain near $2.1 trillion in 2013,paymencs ro people, businesses, nonproflc inscicucions, 
CBO expects, after which point it will steadily increase atand scace and local governmencs. Mandarory spending is 
an average rate of close to 6 percent per year, reaching generally governed by scacurory criteria and is noc nor
$3.5 crillion in 2022 (see Table 3-2). mally constrained by the annual appropriation process.4 

Mandarory spending includes, as a credit against gross 
From 2014 to 2019, mandatory spending will stay spending, cerrain types of paymencs, classified as offset
between 13.2 percent and 13.5 percent ofGDP underting receipts, that federal agencies receive from the public 
current law, CBO estimates, but it will increase relative roand otner governmenc agencies. 
the size of the economy later in the projection period, 

rising to 14.3 percent ofGDP by 2022. (Spending is parIn 20 II , mandarory ourlays rose by roughly 6 percent to 
ticularly high in that fiscal year because October 1,2022,$2.0 trillion , or about 13.5 percenc ofGDP. More than 
falls on a weekend, and some payments will be shifted naif of that increase stemmed from higher ourlays for 
into September; without tnat timing shift, mandatory 
spending would amount ro 14.1 percent of GDP in

4. Each I'ea r, some mandatory programs are mod ified by provisions 
2022.) By comparison, mandatory spending has averaged com.ined in annual appropriation acts. Such changes m ay 

decrease or in crease spending (either for just one year or for multi 1l.7 percent ofGDP during tne past 10 years and 
pic years) for the affected programs. 10. 1 percent during the past 40 years. 
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Table 3·2. 

Mandatory Outlays Projected in CBO's Baseline 

(Billions of dollars) 

Total 
Actual, 2013 2013

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2017 2022 

Social Security 725 770 814 857 902 950 1,004 1,063 1,128 1,197 1,269 1,345 4,527 10,530 

Health Care Programs 
Medicare' 560 560 598 629 658 712 739 769 835 890 948 1,041 3,335 7,820 
Medicaid 275 262 281 330 370 407 432 456 487 522 564 605 1,819 4,453 
Health insural1ce subsidies, 

exchanges, and related spending * 17 36 58 72 81 87 92 98 104 183 645 
MERHCF 9 9 9 10 II 12 12 13 14 15 16 17 54 129 
Children's Health Insurance Program 9 9 10 11 12 11 6 6 6 6 6 6 49 78 
Other 4 7 - 8 14 27 25 26 

-
25 28 30 32 34 101 250 

Subtotal 856 847 906 1,011 1,114 1,223 1,288 1,350 1,456 1,555 1,664 1,808 5,542 13,375 

Income Security 
Supplemental Nutrition Assis tance Program 77 80 82 80 80 80 78 77 75 74 73 73 400 772 
Supplemental Security Income 53 47 53 55 56 62 59 55 62 63 65 73 285 603 
Unemployment compensation 119 82 58 60 54 51 49 50 53 56 59 61 272 552 
Earned Income and child ta x credits 78 79 81 48 47 46 45 45 46 46 47 49 267 500 
Family support' 26 26 25 25 25 25 25 25 25 25 25 25 125 252 
Child nutntion 18 19 21 22 22 23 24 25 26 27 28 29 112 247 
Foster care 7 7 7 8 8 8 8 9 9 9 10 10 39 85 
Making Work Pay and other tax credits' 25 6 5 * o 0 o o o o o 0 5 5 

Subtotal 405 345 333 297 293 295 288 286 295 301 308 320 1,505 3,015 

Federal Civilian and Military Retirement 
Clviliand 83 87 89 92 94 97 100 103 107 no ll4 118 473 1,025 
Military 55 49 54 56 57 63 60 58 64 66 68 75 290 621 
Other 6 8 8 8 9 10 10 11 12 13 14 14 46 109 

Subtotal 144 144 152 156 160 170 171 172 183 189 196 207 809 1,755 

Veterans' 
Income security 59 56 59 60 62 68 64 60 67 68 70 77 313 655 
Other 12 12 13 12 13 14 14 15 16 17 17 18 67 149 

Subtotal 71 68 72 73 74 81 78 75 83 85 87 95 379 804 

Other Programs 
Agric ulture 15 13 19 16 16 16 16 16 16 16 16 16 83 164 
Fannie Mae and Freddie Mac' 5 7 3 3 2 2 2 2 3 3 3 3 13 27 
Troubled As se t Rel ief Program -37 23 3 2 o o o 000 8 8 
Higher education -33 -n -18 -20 -19 -14 -7 -2 1 1 1 0 -78 -77 
Deposit insurance -9 3 3 -10 -n -14 -16 -18 -9 -10 -11 -13 -48 -110 
Other 73 59 50 49 49 51 49 49 48 46 46 52 249 489 

Subtotal 15 96 60 40 39 43 44 48 57 56 56 59 226 502 

Continued 
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on"'inued 

(Billions of dollars) 
Total 

Actual, 2013 2013
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2017 2022 

Offsetting Receipts 
Medicare9 -80 -85 -94 -98 -103 -lll -119 -128 -138 -144 ·154 -164 -525 -1,253 

Federal share of federal employees' 
rehrement 

Social Security -15 -15 -16 -16 -17 -17 ·18 -19 -19 ·20 -21 -21 ·85 -185 
Military retirement ·21 -22 -21 ·21 ·21 -22 -22 -23 -24 -25 ·26 -27 -106 -230 
Civil service retirement and other -28 ·28 -29 -30 -32 -33 -35 ·37 -39 -41 -43 -44 -158 ·362 

Subtotal -63 -65 -65 -67 ·69 -72 -75 -79 -82 ·86 -89 ·92 -349 ·778 

Receipts related to natural resources -13 -13 ·14 -14 -15 ·16 ·16 -17 -22 -21 -20 -20 -74 -174 
MERH CF -n -11 ·9 -10 ·10 -n -11 ·12 -13 ·14 -14 -15 -52 -119 
Other ·23 -25 ·32 -29 -29 -27 -28 -29 -30 -30 -31 ·28 -146 -293 

Subtotal -190 -200 -214 -219 -227 -236 -249 -265 -284 -294 -308 -319 -1,146 -2,617 

Total 2,025 2,070 2,122 2,215 2,354 2,526 2,624 2,729 2,918 3,090 3,272 3,514 11,842 27,364 

Memorandum: 
Mandatory Spending Excluding 
Offsetting Receipts 2,215 2,269 2,336 2,434 2,582 2,762 2,874 2,994 3,202 3,384 3,580 3,833 12,988 29,980 

Medicare Spending Net of 
Offsetting Receipts 480 475 504 531 555 601 620 641 697 746 795 877 2,810 6,567 

Source: Congressional Budget Office. 


Notes: Data on spending for benefit programs in this table generally exclude administrative costs, which are discretionary. 


MERHCF = Department of Defense Medicare-Eligible Retiree Health Care Fund (including TRICARE for Life); 
* = between zero and $500 million. 

a. Excludes offsetting receipts from premium payments and from payments by states from savings on Medicaid prescription drug costs. 

b. Includes Temporary Assistance for Needy Families and various programs that involve payments to states for child support enforcement 
and family support, child care entitlements , and research to benefit children. 

c. Includes outlays for the first-time homebuyer credit, the American Opportunity Tax Credit, and other tax credits. 

d. Includes Civil Service, Foreign Service, Coast Guard, and other, smaller retirement programs as well as annuitants' health care benefits. 

e. Income security includes veterans' compensation, pensions, and life insurance programs. Other benefits are primarily education 
subsidies. 

r. The amount recorded for 2011 reflects net cash transfers from the Treasury to Fannie Mae and Freddie Mac. The amounts shown for 2012 
through 2022 reflect CBO's estimate of the subsidy cost of new loans and guarantees made by those two entities in each year, adjusted for 
market risk. 

g. Includes Medicare premiums and amounts paid by states from savings on Medicaid prescription drug costs. 
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At Sl.6 rrillion in 2012, federal oudays for Social Secu
rity. Medicare. Medicaid, and other healrh care programs 

witl make up more than 70 percent of mandatory 
spending (or 10.4 percent of GOP). Spending for those 

programs will rise by SI .5 trillion from 2012 to 2022
accounring for nearly all of the growth in mandacory 

spending over that period. By 2022 , spending for those 
programs will represent more than 80 percent of manda

cory spending and 12.8 percent of GOP. 

Programs that are designed co provide income security

such as unemployment compensation, the Supplemental 
Nutrition Assistance ProgrJm (SNAP, formerly known as 
Food Stamps), and certain refundable tax credits-will 

account for about 17 percent of mandacory spending in 

2012. 5 By 2022, though, outlays for those programs will 
be about 9 percent of mandatory spending, because the 

expected economic expansion will allow spending for 
many of those programs to recede to more typical levels 
and because scheduled changes to tax provisions will 
reduce the refundable portion of certain tax credits. 

Under current law, spending for income security pro

grams will equal 2.2 percent of GOP in 2012 b~t only 

13 percent of GOP by 2022, CBO projects. 

Other mandacory spending includes retirement benefits 
for civilian and military federal employees, benefits for 

veterans, suppOrt for agriculture , subsidies for Fannie 
Mae and Freddie Mac, activities of the Troubled Asset 
ReliefProgrJm (TARP), student loans, and deposit 
insurance. Under current law, spending for those 

programs witl equal 2.0 percent of GOP in 2012 but will 
fall to 1.5 percent of GOP by 2022, in CBO's estimation. 
In addition, CBO estimates that offsetting receipts will 

reduce mandacory spending by 1.3 percent of GOP each 
year. 

Social Security 
Social Security, which is the largest federal spending pro
gram, provides cash benefits co the elderly, people with 
disabilities, and their dependents. Social Security com
prises two main pans: Old-Age and Survivors Insurance 
(OAS!) and Disability Insurance (OJ). Social Security 

outlays grew by 3.5 percent in 2011, primarily because of 
rising caseloads , both from an increasing share of the 

5. 	 Tax credits reduce a taxpayer's overall tax liability; if a refundable 

credit exceeds Ih<Jt !idbility. the excess mdy be refunded to the IdX

payer. in which case that payment is recorded as an outlay in the 

bud~et. 

population that is elderly and from more people qualify
ing for disability benefits. Holding down growth was the 

lack of a cost-of-living adjustment (COLA), owing to J 

decline in prices in 2009 that was only pardy reversed in 

2010. 

CBO estimates that, under current law, outlays for Social 
Security will total $770 billion in 2012, or 5.0 percent of 

GOP. Over the next decade, spending for Social Security 
benefits will climb steadily (by an average of about 6 per

cent per year) as the nation's elderly population grows and 

as average benefits rise. By 2022, CBO estimates, Social 

Security outlays will cotal $1.3 trillion , or about 5.5 per

cent of GOP. 

Old-Age and Survivors Insurance. OASI , the larger of 

Social Security's two components, pays futl benefits co 
workers who start collecting those benefits at age 66 or 

67, depending on a worker's year of birth; workers can 
choose to start collecting reduced benefits as early as age 

62 . The program also makes payments to eligible spouses 

and children and co some survivors (primarily elderly 

widows and young children) of deceased workers. OAS! 
benefits cotaled $591 billion in 2011 , accounting for 

more than 80 percent of Social Security's ou days. 

About 44 millioll people received OAS! benefits in 2011. 
Over the 2012-2022 period, as more baby boomers 
become eligible co receive benefits under the program, 

the number of people collecting those benefits will 
increase by an average of about 3 percent per year, CBO 
estimates, reaching 61 million by 2022. 

Average benefits rise over time, because benefICiaries gen

erally receive annual cost-of-living adjustments and 
because initial benefl tS are ba.<;ed on people's lifetime 
earnings, which tend co increase over time. OAS! benefi

ciaries received a COLA of 3.6 percent in January 2012. 
(Beneficiaries of Social Security and most other programs 
[hat provide COLAs are protected from a drop in benefit 
payments when prices fall. Thus, although the consumer 
price index in 2009 and 2010 was below its value in 
2008, individuals' benefits in 2010 and 2011 remained at 

the previous year's amounts.) 

CBO anticipates COLAs of 1.3 percent in 2013 and 
2 percent annually, on average, from 2014 through 2022. 
By CBO's estimates, the average benefit will rise by 3 per
cent per year over the 2012-2022 period. The increasing 

average benefit, in combination with the growing 
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number of beneficiaries, is projected to boost OASI out

lays by an average of about 6 percent per year over that 

period. 

Disability Insurance. Social Security's disability benefits 

are paid to workers who suffer debilitating health condi
tions before they reach OAS]'s normal retirement age. 

(Pay men ts also are made to the eligible spouses and chil

dren of those recipients.) In 2011, the federal government 

paid $128 billion in benefits under O!. 

The number of people receiving 01 benefits jumped by 

almost 5 percent in 2011, to 10 million, as poor employ
ment prospects led many people to seek other sources of 
income. That high rate of growth is expected to slow in 

2012 and in subsequen t years, as a gradually strengthen
ing economy leads fewer people to seek disability benefits 
and as a greater portion of the population qualifies for 
bel1eflt~ under OAS!. Like OAS! beneficiaries, those 

receiving benefits under 01 received a COLA of 3.6 per

cent for 2012. Including COLAs that CBO projects will 

be paid in future years, average 01 benefits under current 
law will grow by just under 3 percent per year, and the 

program's outlays will rise by an average of about 4 per
cent annually from 2012 through 2022. 

Medicare, Medicaid, and Other 
Health Care Programs 
At $856 billion, gross oudays for Medicare, Medicaid, 

and other mandatory federal programs related to health 

care accounted for just under 40 percent of mandatory 
spending (not including offsetting receipts) in 2011.6 

CBO estimates that outlays for those programs will dip to 

$847 billion in 2012, or 5.5 percent ofGDP, reflecting a 
decline in Medicaid spending. In CBO's baseline projec

tions, spending for health programs more than doubles 
between 2012 and 2022, rising by an average of nearly 

8 percent per year and reaching $1.8 rrillion in 2022. 
That spending is expected to represent 7.3 percent of 
GOP in 2022, an increase of nearly 2 percentage points 
from its share this year. Rising spending for Medicare 
accounts for about one-half of that growth, rising spend
ing for Medicaid accounts for roughly one-third, and the 
remaining growth stems primarily from the new subsidies 
to be provided through health insurance exchanges begin
ning in 2014. 

6. 	 ero.'s outlays reflect total spending for the programs. Thae figure 

does not include offse tting receipts , which 3re treated 3S negdtive 

outlays for budgeeary purposes and are discussed separately laeer in 
this chJpeer. Nel ollt/ay, include such offsetting receipes. 
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CBO and the staff of the Joint Committee on Taxation 

have not completed the process of updating last year's 
estimates of the effects of the Affordable Care Act7 on 
insurance coverage-that is, on the number of people 

who will receive subsidies through exchanges and the 
associated federal COStS, on the number of people with 

employment-based health insurance, or on the number of 
Medicaid beneficiaries who will be newly eligible under 

provisions of the law.8 Such updates will be included in 

CBO's March 2012 baseline projections. 

Medicare. The Medicare program provides subsidized 
medical insurance for the elderly and for some people 
with disabilities. Medicare has three principal compo
nents: Part A (Hospital Insurance), Part B (Medical 

Insurance, which covers doctors' services, outpatient care, 
home health services, and other medical services), and 
Parr D (the program for outpatient prescription drugs).~ 

People generally become eligible for Medicare at age 65 
or rwo years after they qualify for Social Security disabil
ity benefits. In 2011, Medicare had about 48 million 

beneficiaries; that number is expected to climb by about 
3 percent per year over the next decade , reaching 66 mil

lion by 2022. 

Gross spending for Medicare will total $560 billion 
(or 3.6 percent of GDP) in 2012, CBO estimates, the 

same as the amount recorded last year. (Gross spending 

excludes receipts from premiums and some payments 
from states, which are discussed in the section of this 

chapter on off.setting receipts, beginning on page 64.) 
Spending this year would have been higher but for a shift 

in certain payments from fiscal year 2012 into fiscal year 
2011 because the first scheduled dare for payments to 

healrh plans in 2012 fell on a weekend. Adjusted for that 
timing shift, gross spending for Medicare will grow by an 
estimated 5 percent in 2012. 

7. 	 The Affordable Care Ace comprises the Patient Proteceion and 
Affordable Care Ace (P.L. II 1- 148) and the health care provisions 

of the Healrh Care and Education Reconciliaeion Act of 20 1 0 

(P.L. 111-152). 

8. 	 Specifically, rhose projecrions reflect ehe estimates included in 

Congressional Budgct Officc, fJudger ,md [(ollomi; O"r/OOI.:: 
Ail (Jrdllte (August 20 II), updated for any effects on insurance 
coverage of legislation enacted since March 20 II, such as the 
Three Percent Withholding Repeal and Job Creation Act 
(P.L. 112-56). 

9. 	 Medicare Parr C (known as Medicare Advantage) specifies the 

rules under which private health care plans Cln assume responsi

bility for, and be compens3ted for, providing benefits covered 
under Parrs A, B, and D. 
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A number of provisions of law are set to constrain the 

rates that Medicare pays to providers of health care: 

• 	 Under current law, payments to physicians will be 

constrained by the sustahzable growth rate mechanism, 

or SGR. If the SGR is applied as it is currently struc

tured, those fees will be reduced by 27 percent in 

March 2012 and by additional amounts in subsequent 

years, CBO projects. However, if future legislation 

overrides the scheduled reductions (as has happened in 

every year since 2003), spending on Medicare might 

be signiflcan r1y greater than the amount that is pro

jected in CBO's baseline. For example, if payment 

rates for physicians remained at their 20 II amoun ts 

through 2022, net Medicare outlays over the next 

10 years would be about $316 billion (or roughly 

4 percent) higher than in CBO's baseline projections. 

IF those payments were increased over time, the 

impact on Medicare outlays would be even greater. 

• 	 Medicare's payments to other rypes of providers will 

also be constrained, but not as tightly. Provisions of 

the Affordable Care Act will hold annual increases in 

payment rates for most other Medicare services to 

about I percentage point less than inflation-which 

would still represent nominal increases of about I per

cent per year in payment rates under CBO's economic 

proJectlons. 

• 	 Moreover, under provisions of the Budget Control 

Act, payment rates for most Medicare services fur 

nished from February 2013 through January 2022 will 

be reduced by a furrher 2 percent. 

Even with the constraining effect of the SGR and other 

provisions, spending for Medicare under current law is 

anticipated to grow by an average of 6 percent per year. 

CBO projects that gross Medicare outlays in 2022 will 

exceed $1.0 trillion, almost 90 percent more than they 

are expected to be this year. As a result, CBO projects 

that, under current law, Medicare spending will rise as a 

share of GOP from 3.8 percent in 2013 to 4.2 percent by 

2022. 10 

10. ThJt figure fo r gross spending excludes rece ipts of premiums and 

so me paymenrs fro m states, which will ri se from $94 billion in 

2013 to $164 billion in 2022 under eBO 's baseline projections. 
The effect of those offserring receipts will be to reduce Medicare 

spending as a share of GOP to 3.2 percent in 2013 and 3.6 per
cenr in 2022. 

The single largest driver of that growth in Medicare's 

share of GOP is the increase in the number of beneficia 
ries. Medicare caseloads grow at an average rate of 
3 percent per year in CBO's projections , as members of 
the baby-boom generation become eligible for benefits at 

age 65. In contrast, spending per beneficiary is expected 
to grow much more slowly over the coming decade than 

it has grown historically: The growth in Medicare 
spending per beneficiary over the 2012-2022 period is 
projected to average just I percen t a year more than the 
rate of inflation. In comparison, such real growth in 

Medicare spending per beneficiary averaged 3.4 percent 
a year between 1985 and 2007. 11 (That growth rate 

excludes the impact on Medicare spending of enacting 
Parr D, the prescription drug program, which began in 
2006.) 

The projections of slower growth in per beneficiary 
spending through 2022 result from the anticipated influx 

of younger, healthier beneficiaries-which will bring 

down the average cost per beneficiary-and the con
straining effects of the SGR formula and the limits on 
updates to paymen t rates for other services. Nevertheless, 
over the next 10 years, federal spending per beneficiary 
for Parts A and B is projected to grow by about 30 per

cent, while federal spending per beneficiary for Parr D 

will double, largely because of a combination of rising 
drug costs and the more generous benefits enacted in the 
Affordable Care Act. 

Medicaid. Medicaid is a joint federal and state program 

that funds medical care for certain poor, elderly, and dis
abled people. The federal government shares costs with 
states for approved services; that share varies from state to 

state but has averaged about 57 percent until recently. 
Provisions in the American Recovery and Reinvestment 
Act of2009 (ARRA, p.L. 111-5) and in subsequent legis
lation temporarily increased the federal porrion of costs 
to about 68 percent, on average, in 2010 and 64 percen t, 
on average, in 2011. The federal share returned to 

II. 	['I'hecited growth rate was corrected on february 10, 201 2.] In its 
lOllg-Tinn Budget Ollt/oak Uune 2011), eBO uses rhe concept of 

"excess cost growth" to explain long-term growth in health care 

spending. Excess Cost growth is defined as the change in heal.!h 

care spending per capita relative to the growth rate of GOP per 
capita after removing the effects of demographic changes on 

health care spending. Using th<lt definition, eBO estimates that 

excess cost growth for Medicare averaged 1.4 porcenr pe, year 

between 1985 and 2007. As a measure of health care spending, 
excess cost growth is less useful during business-cycle expansions 

and contractions or when health care policy is changing in funda

mental ways-both of which <Ire occurring over the next decade. 
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57 percenr in 2012. Federal outlays for Medicaid totaled 

$275 billion in 20 II-less than 1 percenr above the pre

vious year's amount. That slow growth was the net effect 

of an increase in Medicaid program costs and the reduc

tion in federal matching rates. 

CBO expects that federal spending for Medicaid will 

drop by nearly 5 percenr in 2012 as states become 

responsible for a higher share of total costs than had been 

the case in recenr years. Spending for the program will 

clim b again in 2013 and will shoot up rapidly in 2014, 
2015, and 2016 as a result of provisions in the Affordable 

Care Act. By 2022, under current law, federal outlays for 

Medicaid are expected to total $605 billion, more than 

twice the 2012 amoun t; spending will equal about 

2.5 percent of GOP, compared with 1.7 percenr this year. 

That growth is attributable to a substanrial jump in the 

num bel' of beneficiaries and a large federal share of 

spending for certain groups of new enrollees. About 

67 million people were enrolled in Medicaid at some 

point in 20 II. Enrollment is expected to rise rapidly over 

the decade as more people become eligible for Medicaid 

under provisions of the Affordable Care Act and as the 

number of elderly people rises. By 2022 , about 95 mil

lion people will be enrolled in Medicaid at some poinr in 

the year, CBO estimates. For many of those new enroll 

ees , the federal share of their costS will be significantly 

larger than the share for individuals enrolled in Medicaid 
today. 12 

Other Health Care Programs. In addition to Medicare 

and Medicaid, the federal government operates other pro

grams through which it subsidizes the provision of health 

care. That assistance has been available primarily to peo

ple with relatively low income, but also to federal civilian 

and military employees and retirees. Provisions in the 

Affordable Care Act will signiflcan r1y increase the scope 

and scale of such benefits in the coming decade . In 

CBO's baseline projections. federal spending for manda

tory healtb care programs other than Medicare and 

Medicaid rises from $26 billion this year to $161 billion 

in 2022. A portion of that spending will be offset by reve

nues, which are reflected elsewhere in the budger. 13 

12. 	The Affordable Care Act provides enhanced federal matching rates 

for certain populations made eligible under the act, leading ro an 
a,wage federal share of spending for Medicaid ranging between 

GO percent and 62 percent in 2014 and later years. 
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The Affordable Care Act establishes new exchanges for 

the purchase of health insurance and authorizes govern

ment subsidies for such purchases for individuals and 

families who meet income and other eligibility criteria.lt, 

The subsidies for health insurance premiums are struc

tured as refundable tax credi ts; the ponions of such 

credits that exceed taxpayers' liabilities are classified as 

outlays, while the ponions that reduce tax payments 

appear in the budget as reductions in revenues. CBO esti

mates that about 8 million people will receive exchange 

subsid ies in 2014 and roughly 20 million will receive 

them by 2022. 15 Outlays for providing those subsidies, 

operating the exchanges, and running related programs 

will total $104 billion by 2022, according to CBO's 

estimates. 

The Departmenr of Defense's Medicare-Eligible Retiree 

Health Care Fund (MERHCF), which includes 

TRICARE for Life, provides health care benefits to retir

ees of the uniformed services (and to their dependenrs 

and surviving spouses) who are eligible for Medicare. 

Outlays for those benefits totaled nearly $9 billion in 

20 II. Over the coming decade, spending from 

MERHCF is projected to rise at about the same rate as 

spending for many other federal health care programs

by an average of roughly 7 percent each year-and to 

reach $17 billion in 2022. 

The Children's Health Insurance Program (CHIP) pro

vides health insurance coverage to children in families 

with income that, although modest, is too high to qualify 

for Medicaid. The program is jointly financed by the fed

eral government and the states and is administered by 

the states within broad federal guidelines. 10tal federal 

spending for CHIP was approximately $9 billion in 

2011, and it will be roughly the same amount in 2012, 
CBO estimates. Annual CHIP spending will grow rap

idly through 2015 (the last year in which that program is 

13. 	About $25 billion of the spending on other healrh programs in 
2022 rdlcets payments made to health insurance plans through a 
system of risk adjustment and reinsurance. Those payments are 
full y funded through collections from health insurance plans that 

are reflected in the budget as revenues . 

14. 	Health insurance exchanges are clearinghouses through which 
consumers can compare and purchase health insurance plans 

available in their area of residence and through which federal tax 

credits for such purchases will be made available. 

15. 	Other indi viduals and certain employers can purchase health 

insurance Ihrough the exchanges, but they willllot be eligible to 

receive subsidi7.ed premiums. 

http:subsidi7.ed
http:criteria.lt
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aurhori zed), when rotal spending is esrimated ro be abour 

$12 billion. Under the rules governing baseline projec

rions, rhe program's funding after 2015 is assumed to 

decline ro about $6 billion per year, and projected outlays 

fall to that amount a few years later. IG Nearly 8.2 million 

people will be enrolled in CH I P at some point in 2012, 
CBO esrimares. Enrollment will drop later in the decade 

and be much smaller in 2022 , according ro baseline pro

jections, mostly because funding for the program is 

assumed to drop after 2015. 

Spending on other mandatory health care programs 

includes the cost of health benefits for federal retirees 

and , starting in 2017, for Postal Service retirees; of pro

gram management and funding for state grants and 

demonstrations; and of new programs established under 

the Affordable Care Act ro make payments ro health 

plans for risk adjustment and reinsurance. That other 

spending is expected to rise from $7 billion in 2012 ro 

$34 billion in 2022. Most of the increase in spending for 

that caregory is a result of those new programs, which 

include payments ro health insurance plans whose pool of 
enrollees is expected ro have above-average cosrs (known 

as risk adjustment) and ro plans that enroll individuals 

who end up having high costs (known as reinsurance). 

Spending for risk adjustment and reinsurance is esti 

mated by CBO ro rotal $169 billion over the 2014-2022 

period. Under current law, thar amount will be offset by 

revenues of an equal magnitude collected from health 

insurance plans; rhose collections are reflected on the rev

enue side of the budget. 

Income Security Programs 
The federal government makes various payments ro peo

ple and government entities to assist rhe disabled, the 

poor, the unemployed, needy families with children , and 

children who have been abused or neglected. Federal 

spending for SNAp, unemployment compensation, Sup
plemental Securiry Income (SSI), the refundable portions 
of the earned income tax credit (EITC) and child tax 

16 . 	ror ex piring mandator)' programs, baseline rules established by 

the Dellcit C o ntrol Act c~1I fo r extrapolating the program's fund

ing at the end of its authori zation for the remainder of the baseline 

projection period. CH IP funding in 2015 consists o f two 

semiannual allotments of $2.85 billion-amounts that are lower 

than the allotments in the four previous years. Under current law, 

the firs t semiannual allo tment in 2015 will be supplemented by 

S154 billion in o ne-time funding for the program. CBO's base

line fo r subsequent years is extrapo lated from the $2.85 billion 

provided fo r the second half of the year-an annualized am ount 
of $5. 7 billio n. 

credir, family support, foster care, and other services 

dipped by nearly 8 percent in 2011 to $405 billion, or 

2.7 percent ofGDP. Spending for rhose programs peaked 

in 2010 at $437 billion ; in contrast, such spending 

totaled $203 billion in 2007 , before the economic down

turn (see Figure 3-3). The surge in spending occurred 

partly because outlays for many of those programs tend 

to rise auromatically when the economy falters (and ebb 

later as the economy recovers) and partly because 

lawmakers enacted temporary measures to augment 

payments to needy populations. 

Under current law, spending on income securiry pro

grams is projected to decline by another 15 percent in 

2012, reflecting the anticipated improvement in the 

economy and the expiration of certain provisions of law. 

CBO projects that such spending will con tinue to fall for 

several years thereafter and remain below the 2012 level 

through 2022 . By that year, outlays for those programs 

are anticipated ro be 1.3 percent of GDP, less than half of 

the share of GDP such spending represented in 20 II. 

Supplemental Nutrition Assistance Program. Outlays for 

SNAP have risen significantly over the past few years. 

They climbed to $77 billion in 2011 , more than double 

the amount they were in 2007, as enrollment (measured 

by the average monthly caseload) surged to almost 

45 million (as compared to 26 million in 2007) . CBO 

estimates that the program's spending will rise again this 

year, to $80 billion , largely because of a further projected 

increase in participation . Participation in SNAP 

continued ro swell after past recessions even as the 

unemployment rate began ro wane, so CBO expects 

that the number of people collecting SNAP benefits will 

continue to rise in the shoft term, peaking at more than 

47 million in 2014. Even tually, as the economy continues 

ro improve, SNAP enrollment will recede to 34 million 

by 2022, CBO projects. 

According ro CBO's estimates, the average benefit pro

vided under SNAP will not change in 2012. Provisions in 

current law hold the maximum monthly SNAP benefit 

for a household of four at $668 until Ocrober 31, 2013. 

CBO expects that the maximum benefit for SNAP will 

drop to $649 for the remainder of fiscal year 2014; after 

that, it will be adjusted annually according to a formula 

that accounts for inflation in the price of food, rising to 

an estimated $776 by 2022. In that year, outlays for 

SNAP benefits will total $73 billion , CBO projects

$8 billion less than spending for the program this year. 
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Figure 3·3. 
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Source: Congressional Budget Office. 


Note: SNAP = Supplemental Nutrition Assistance Program. 


a. 	 Refundable tax credits reduce a taxpayer's overall tax liability; if the credit exceeds that liability, the excess may be refunded to the 

taxpayer, in which case it is recorded as an outlay in the budget. In this figure, refundable tax credits include the earned income tax credit, 

the child tax credit, the Making Work Pay tax credit, the first-time homebuyer credit, and the American Opportunity Tax Credit. 

b. 	 Includes Supplemental Security Income and programs related to family support, child nutrition, and foster care. 

SupplementaJ Security Income. 551 provides cash benefits 

[Q people with low income who are elderly or disabled. 

Outlays for 55 [ rose by more than [ [ percent in 20 [ [ [Q 

553 billion. According [Q CBO's estimates, benefit pay

ments for 551 will drop by [[ percent in 2012 and jump 

by [4 percent in 2013. Those sharp changes, and similar 

ones in some later years, stem from shifts in the timing of 

payments ot benefits because some scheduled payment 

dates fall on weekends. Without such timing shifts, 

ourlays for 551 would have grown by about 2 percent in 

201 1 and would rise by 7 percent in 2012 and by nearly 

4 percent in 2013. After 2013, spending for 551 benefits 
will rise at an average annual rate of about 4 percent and 

will total $73 billion in 2022. CBO projects. 

Unemployment Compensation. In 2011, outlays for 

unemployment compensation fell by 25 percent from 

2010 levels , [Q $119 billion. Despite the drop, such out

lays, which continue to be buoyed by persistently high 

unemployment and temporarily enhanced benefits for 

jobless individuals. still were significantly higher than the 

$33 billion they were in 2007, before the starr of the last 

recession. Assuming there are no changes to current law, 

outlays will drop again in 2012, CBO estimates, to 

$82 billion. 

Two main factors account for the drop: Under current 

law, temporary benefits for the long-term unemployed 

(people without a job for more than 26 consecutive 

weeks) will expire beginning in March 2012; also, CBO 

expects that the number of people receiving first-time 

payments ot regular unemployment benefits will con

tinue to fall. First-time payments will probably decline as 

the economic recovery persists because the share of the 

unemployed population represented by new entrants into 

the labor force (who do not qualify for unemployment 

compensation) will rise, and the share represented by 

people who lose their job (who may qualify for unem

ployment compensation) will decline. In subsequent 

years, outlays for unemployment compensation will 

continue to fall as the unemployment rate gradually 

decreases. By 2022, CBO projects, unemploymem 

compensation will amount to $61 billion, or 0.2 percent 
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Figure 3·4. 
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Sources: Congressional Budget Office; Department of Labor, Employment and Training Administration. 

a. 	 Emergency benefits may be temporarily authorized during periods of high unemployment. A program that provided people who 
exhausted their regular benefits with up to an additional 26 weeks was available from March 2002 through December 2003. A program 

providing up to 13 additional weeks of benefits began in July 2008. That program was subsequently extended and expanded to provide up 
to 53 weeks of benefits to people who run out of regular benefits before the end of February 2012. In addition, a weekly supplement of 

$25 was available to people receiving regular, emergency, and extended benefits from February 2009 through December 2010. 

b. 	 Regular benefits are provided according to state laws under broad federal parameters. Typically, regular benefits are available for up to 
26 weeks. Extended benefits may provide an additional 13 or 20 weeks of benefits depending on state law and the unemployment rate in 

a state. Regular benefits are financed by state employment taxes (which flow through the Unemployment Trust Fund). Extended benefits 

are financed jointly by the states and the federal government. (From February 2009 through February 2012, the costs of extended benefits 

are fully financed by the federal government, and special provisions make it easier for states to qualify to pay those benefits.) 

of GOP, roughly the same share of the economy that it 

was in 2007. 

Since late 2008, spending for unemploymenr compensa

(ion has been boosted signiflcanrly by changes in law that 

(emporarily provide additional benefits to people who 

have been ou t of work for more than 26 weeks (see 

Figure 3-4). Those provisions allow individuals who 

exhausr rheir regular benefirs [Q collect emergency 

unemployment compensation (EVC) for as many as 

53 addirional weeks. (In addition, supplemental benefit 

paymenrs of $25 each week-called federal additional 

compensation--were available from February 2009 

through December 20 I 0.) Temporary enhancements to 

(he extended benefits (EB) program have also added to 

rhe benefits available to many unemployed people. 

Alrhough paymenrs for EVe and those enhancemenrs to 

law, thar additional compensation will amount to 

$27 billion this year, according to CBO's estimates. 17 

Earned Income and Child Tax Credits. The EITC is a 
fully refundable credit available primarily to people with 

earnings and income that fall below eStablished maxi

mums. The child tax credit is a partially refundable credit 

available to qualifying families wirh dependenr children. 
Either credit reduces a filer's overall tax liability; if the 

credit exceeds the liability, the excess may be refunded 

depending on the filer 's earnings. The refundable 
portions (which are categorized as ourlays) totaled 

$78 billion in 20 II and are projected to reach $8) bi Ilion 

by2013. 

17. 	If those expiring provisio ns affecting EUC and EB were extended 

through December 2012. total spending for unemployment Com

pensation would be $19 billion higher in 201 2 and $16 billion 

EB will srart to phase OUt in March 2012 under currenr higher in 2013, CBO estimates. 
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Under currem law, oudays for the child tax credit will be 

signiflcanrly lower in 2014 and beyond, for rwo reasons. 

First, the maximum amount of the credit will drop from 

$1,000 to $500. Second, the expiration of various tax 

cuts at the end of 20 12 will boost many people's tax lia

bilities; consequendy, more of the impact of the credit 

will be reflected as a reduction in revenues rather than as 

an increase in ourlays. As a result, under current law, out

lays for those rwo credits will fall to $4 9 billion in 2022, 

CBO projects. 

Family Support. Spending for family supporr programs

grams to states that help fund welfare programs, child 

support enforcemenr, and child care emiriements-is 

expected ro edge downward in the next few years, declin

ing from $26 billion in LOll to $25 billion in 2013 and 

later years. Two factors contribute to that pattern. First , 

special Funding added to the Temporary Assistance for 

Needy Families (TANF) program by ARRA expired at 

the end of fiscal year 2010 (although outlays from that 

budget authority will continue for the next few years). 

Second, funding for the regular TANF program-the 

largest component of the family support programs-is 

capped at roughly $17 billion annually (although some 

additional funding is available if states' unemploymenr 

rates or SNAP case loads exceed cerrain thresholds). 

Under current law, the regular TANF program and child 

care entitlements are funded through February 2012, but 

CBO's baseline reflects an assumption (following the pro

visions of the Deficit Con trol Ace) that such funding will 

continue throughout the projection period. 

Child Nutrition and Foster Care. CBO projects that 
spending For child nutrition-which provides cash and 

commodities for meals and snacks in schools, day care 

settings, and summer programs-will rise by 5 percent in 

2012 , to $19 billion, spurred by increased participation 

in rhe free lunch program. CBO anticipares that provi
siom in the Healthy Hunger-Free Kids Act of 20 I 0 
(PL. 111-296) will lead to further growth in program 

participation and higher reimbursement rates for meals 
beginning in 2013. As a result, spending for child nutri

tion will climb to $29 billion in 2022, CBO projects. 

Federal granrs to states for foster care and adoption assis

tance are expected to remain near last year's amounts

about $7 billion-in 2012. CBO estimates that such 

spending will increase over the coming decade, reaching 
$10 billion in 2022. 
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Making Work Pay and Other Tax Credits. ARRA created a 
number of temporary refundable tax credits, many of 

which expired at the end of December 2010. As a result 

of those expirations, 2011 was the last year in which 
outlays were affected by those credits. Ourlays for the 

Making Work Pay tax credit, the first-time homebuyer 
tax credi t, a credit toward the purchase of health insur

ance for the unemployed, and the adoption tax credit 
came to $19 billion in 2011. The American Opportunity 
Tax Credit, which allows certain individuals (including 
those who owe no taxes) to claim a credit for college 

expenses, was extended for twO years at the end of 20 1 0 

by the Tax Relief, Unemploymenr Insurance Reauthori

zation , and Job Creation Act of 20 1 0 (P.L. 111-312). 
Outlays for that credit totaled $6 billion in 2011 and are 

estimated to be abour $5 billion in both 2012 and 2013. 

Other Federal Retirement and Disability Programs 
Benefits for federal civilian and military retirees and pay
ments for veterans' pensions and disability benefits 
totaled $215 billion in 2011, or about 1.4 percem of 

GOP. Spending for those benefits jumped by more than 

9 percenr in 2011, primarily because of a sharp rise in 
veterans' benefits. CBO projects that federal retirement 

and disability benefits will grow at an average rate of 

nearly 3 percent annually. By 2022, spending for retirees' 

benefits and mandatory veterans' programs will amoum 
to $301 billion, or 1.2 percem of GOP, according to 

CBO's baseline projections. 

Civilian and Military Retirement. Retirement and survi
vors' benefits for federal civilian employees (along with 

benefItS through several smaller retirement programs for 
employees of various government agencies and for retired 
railroad workers) amounted to $89 billion in 2011. Such 
outlays will grow by about 3 percent annually over the 

coming 10 years, CBO projects, reaching $132 billion by 
2022. Growth in federal retirement benefits is arrribut
able primarily to cost-of-living adjustments for retirees 
and to rising federal salaries, which boost benefits for 
people entering retiremenr. (As with recipients of Social 
Security benefits, recipients of civilian and military retire
ment benefits did not receive a COLA in 2010 or 2011.) 

One factor that is restraining gtowth in spending for 
retirement benefits is the ongoing, gradual replacement 
of the Civil Service Retirement System (CSRS) with the 

Federal Employees Rctiremenr System (FERS). FERS 

covers employees hired after 1983 and provides a smaller 
defined benefit than that provided by CSRS. FERS 
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recipients, however, are eligible to receive Social Security 

henefits hased on their federal employment (CSRS 

employees are not), and their contributions to the federal 

Thrift Savings Plan are marched in part by their employ

Ing agenCIes. 

The federal government also provides retirement and 

disability benefits to personnel who retire from the uni

fo rmed services. Outlays for military annuities totaled 

$55 billion in 2011 but will dip to $49 billion this year 

bec;\use of a shift in the timing of some benefit payments; 

those outlays are projected to grow over the next 10 years 

by more than 4 percent per year, on average, reaching 

$7 5 billion in 2022. Most of the growth in military 

retirement programs resulrs from CO LAs and rising lev

els of basic pay. 

Veterans' Benefits. Mandatory spending for vererans

including disability compensarion , pensions, burial bene

fits, life insurance, and readjusrment benefirs-has 

increased rapidly over rhe pasr few years. Afrer rising 

srceply in 20 I 0, such spending jumped by 22 percent in 

20 II, to $7 1 billion. (Those figures do nor include rhe 

significanr amounr of spending for veterans' healrh care, 

which is funded by discrerionary appropriarions and is 

discussed later in this chaptee) Most of rhe recent growth 

in mandatory spending for vererans resulted from 

changes in regularions for disability compensarion as well 

as rhe phasing-in of rhe Post 9/11 GI Bill (P.L. 110-252, 

tirle V), which greatly expanded education benefits. In 

additio n, some of lasr year's high outlays sremmed from 

a shift in the riming of certain benefir payments 

(13 payments were made in 2011, rather than rhe usual 

J 2), because October I, 2011 , fell on a weekend. CBO 

projecrs a slower rare of growth bet\veen 2012 and 

2022-averaging about 3 percenr a year-resulring in 

ourlays of $95 billion in 2022. 

Other Mandatory Spending 
Ner spending for o ther mandarory programs toraled 

S15 billion in 2011. Such outlays include the ner impact 

of the Troubled Asser Relief Program, rhe costS of sup

porting tannie Mae and Freddie Mac, net outlays for 

deposi r insurance, subsidy costs for studen I' loans , and 
orher payments . Outlays for rhat ser of programs are 

esrimared ro be substanrially larger in 2012, totaling 

$96 billion, mostly because of changes in rhe estimated 

cosrs of rhe TARP thar were recorded in 2011 and are 

expected to be made in 2012. CBO projecrs that total 

outlays for those programs will drop to $60 billion in 

2013 before leveling out at an annual average of just 

under $50 billion during the rest of the coming decade. 

Troubled Asset Relief Program. The TARP was created 

by the Emergency Economic Stabilizarion Act of 2008 

(EESA, P.L. 110-343) to enable the Secrerary of the 

Treasury to purchase or insure troubled financial assets. 

(Authority to make new commitmenrs under the pro

gram expired last year, but the Treasury can still make 

new disbursemenrs in mortgage assistance programs for 

which funds have already been committed.) EESA speci

fied that the budgetary impact of the TARP should be 

estimated as the present value of its anricipated net out

lays, with that presenr value calculated using a discounr 

rate that adjusts for market risk .18 Following standard 

procedures for the valuation of credit programs in the 

federal budger, rhe Adminisrrarion's original esrimare of 

ner ourlays for rhe TARP is increased or decreased by 

credit subsidy reestimates in subsequenr years , based on 

updared valuarions of rhe cash flows associared wirh rhe 

program . 

In 2009 , rhe Adminisrrarion recorded an esrimared cosr 

of $151 billion for rhe TARP. Subsequenr improvements 

in financial markers and in rhe financial condirion of 

so me of rhe largest firms thar received TARP funds led 

the Adminisrration ro lower its esrimate of rhe program's 

cosrs; rhe revised esrimare was reflecred in rhe budger as 

part of rhe negarive ner ourlays of $11 0 billion reporred 

in 20 I 0 and $37 billion recorded last year. In 2012, CBO 

anricipates another revision to the estimated costs of the 

program, rhis time an upward adjustmenr of about 

$20 billion, because the market value of the assets still 

held by the Treasury has declined. From 2012 to 20 \6, 

ourlays for the TARP, mainly for mortgage programs, are 

projecred to range between $1 billion and $3 billion a 

year. As CBO reported in December 20 II, it estimates 

the total COSt of the TARP over its liferime to be 

$34 billion. 19 

Fannie Mae and Freddie Mac. The government placed 

Fannie Mae and Freddie Mac, two institutions that facili

tate the flow of funding for home loans nationwide, into 

conservatorship in September 2008 as a result of their 

18. 	Present value is a single number rhat expresses a fl ow of current 

and future income, or payments, in terms of an equivalent lump 

sum received or paid roddY. 

19. See Congressional Budget Office, R"1!Orr 0 11 ti,e Trllll l>krl AJScr 
Rdie/l'mgJ;IJI) . ·- DI'<'ember 20II. 
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mounting losses. cO Because the Administration considers 

Fannie Mae and Freddie Mac to be nongovernmental 

entities for federal budgeting purposes, it records the 

Treasury's net cash infusions to the two entities as outlays 

in the budget. In 2011, those net infusions totaled 

$5 billion. 

In contrast to the Administration's approach, CBO pro

jects the budgetary impact of the t""o entities' operations 

as if they were being conducted by a federal agency, 

because of the degree of management and financial con

trol that rhe government exercises over them. 21 Therefore, 

CBO estimates the net lifetime costs-that is, the subsidy 

costs-of new loans and guarantees to be issued by the 

entities and counts those costs as federal outlays in the 

year of issuance. CBO expects that such costs for new 

loans and guarantees issued in 2012 will be $7 billion. 

(By comparison, CBO expects that net cash infusions to 

Fannie Mae and Freddie Mac will total $5 billion in 

2012.) Recent legislation set new fees for loans guaran

teed by those entities, which CBO expects will reduce 

future subsidy COSts. For that reason , as well as the 

expected stabilization of housing markets over the next 

several years, CBO anticipates that subsidy costs for new 

loans and guarantees will decline after 2012, ranging 

between $2 billion and $3 billion annually ftom 2013 to 

2022. 

Deposit (nsurance. Net outlays for deposit insurance 

were llegrltive $9 billion last year, reflecting repayment of 

tile remaining loans made by the federal government to 

stabilize the corporate credit union system. Because 

financial institutions insured by the Federal Deposit 

Insurance Corporation have prepaid approximately 

$24 billion in premiums that otherwise would have been 

paid over the 2012-2013 period, receipts during the next 

two years will be lower than they would normally be. As a 

result. CBO estimates, net outlays for deposit insurance 

will be $3 billion annually in 2012 and 2013. Beginning 

in 2014, premium payments wilt exceed amounts spent 

on failed institutions, CBO projects, and net outlays for 

deposit insurance will again be negative. 

2U. 	Conservatorship is the legal process in which an entity is 

appointed to establish control and oversight of a company to put 
it in a sound and solvent condition. 

2 1. See Congressional Budget OHlce. CBOs Budge"'r] Jl-mlnh'l!t vi 
1-:lillli, ·M.II ,!lid Freddie ;\1,,<" Uanuary 20 I 0); and FiJl/llie /vlJt', 

/-"<'rldi,! i>frtc. alld tI'e }-;od"''li Rol,· iH ,be S",:oJldarv Alo,·tg.1gr j\1llrlut 

(December 2010). 
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Remaining Mandatory Programs. Outlays for the remain

ing mandatory programs, including those for higher 

education and support for agriculture , will account for 

less than 2 percent of gross mandatory spending in the 

next 10 years. Outlays for those programs totaled $56 bil

lion in 20 II and are projected to reach $68 billion in 

2022 under current law. Such spending will be about 

0.3 percent of GDP throughout the coming decade. 

Mandatory spending for agricultural support totaled 

$15 billion in 2011 ; it is projected to average $16 billion 

in each year between 2012 and 2022, under the baseline 

assum ption that current farm programs remain in place 

after the 2008 farm bill (the Food, Conservation, and 

Energy Act of 2008, P.L. 110-246) expires in 2012. That 

spending will dip in 2012, to about $13 billion, largely 

because of changes in the timing of mandated payments 

for crop insurance and commodiry programs. Starring in 

2013 , spending for the crop insurance program is 

expected to rise as a result of projected increases in crop 

prices and the value of insured crops. The higher spend

ing for crop insurance will be offset by the scheduled 

termination of some other agricultural suppOrt programs, 

such as agriculture disaster assistance and payments to 

tobacco growers. 

Outlays for mandatory programs for higher education 

were negative $33. billion (on a presenr-value basis) in 

20 II primarily because the Department of Education 

reduced its previous estimate of the subsidy costs of Stu

dent loans by $30 billion, thereby decreasing outlays by 

that amoun t. 22 CBO estimates that subsidies for student 

loans made in 2012 will be negative $27 billion but will 

be partially offset by mandatory spending of $16 billion 

for the Pel) Grant program, resulting in total outlays of 

negative $11 billion .'3 (Those projected outlays do not 

include any potential revision to the estimated subsidy 

costs of loans or guaran tees made before 2012.) In 

22. 	Calculations of subsidy costs follow the standard loan-valuatio n 

procedures called for in the Federal Credit Reform Act of 1990 

(FCRA, P.L. 101-508). Under FCRA, the discounted present 

value of expected income from federal student loans is projecred 

to exceed the discounred present value of the government's COSts. 

Credir ptograms that produce net income rather than net outlays 

are said to have negaliue mbsidy raleJ, which result in negative 
ourlays. The original subsidy calculation may be increased or 

decreased by a credit subsidy reestimate in subsequent years. based 

on updated valuations of the present-value COSts of the cash flows 

associated with the programs. 

23. 	Under current law, funding for I'ell grants is provided from 

discretionary and mandatory sources. 
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subsequent years , slowly rising interest rates will drive 

up the cost to the government of student loans, CBO 

projects, but those loans will continue to carry negative 

subsidies through 2022. 24 Overall, for higher education 

programs, CBO projects that rising costS for loans and 

continued mandatOry spending for Pell grants will result 

in net outlays turning slightly positive in 2019. Over the 

2013-2022 period, net mandatOry outlays for higher 

education will total negative $77 billion, in CBO's 

estimation. 

Other mandatOry spending includes outlays for telecom

munications subsidies provided from the Universal 

Service Fund; certain programs in the Departments of 

Justice , Homeland Security, and Agriculture; and pay

ments to subsidize the interest costs for Build America 

Bonds. Ou tlays for that set of programs totaled $73 bil

lion in 2011 and are estimated to be $52 billion in 2022. 

Offsetting Receipts 
Offsetting receipts are certain payments made to the 

federal government by ci tizens or businesses and certain 

payments made berween federal agencies; they are 

recorded as negative outlays (that is , credits against direct 

spending). Such receipts include beneficiaries' premiums 

for Medicare; intragovernmental payments made by fed

eral agencies for their employees' retirement benefits; 

royalties and other charges for production of oil and nat

ural gas on federal lands; proceeds from sales of harvested 

timber and minerals extracted from federal lands; and 

various fees paid by users of public pro perry and services . 

In 2011, offsetting receipts totaled $190 billion (see 

Table 3-2 on page 52). 

Offsetting receipts for Medicare in 2011 reached $80 bil

lion, consti tu ting a little more than 40 percent of all 

offsetting receipts. Over the COining years, those receipts 

will rise Jt Jbout the same rate as spending for Medicare, 
totaling $164 billion in 2022 under CBO's baseline 

24 . An ;Jltern;Jtive to the procedures in FCRA for estimating the COSt 

to uxpayers--called fair-\'alue accounting-more full)' incorpo

rates the COSt to the government of the risks inherent in its credit 

tr;Jnsactions. That approach produces estimated costs that either 
correspond to or approximate market prices. Undcr fair-value 

accounting. the budgetdt), cost of most loan programs would be 
higher than the), arc under FCRA. In 20 I 0, CBO compared the 
cosr of the federal studenr loan programs calculated on a FCRA 
basis with the COSt that would be eSlimated using fair- va lue 

accounting. See Congressional Budget Office, Cow d"d I'oli,)' 
Op,i(/i15 for Fe.",,.til S!!!dcll/ Lo,/" frog"" """ (March 2010). . 

projections. The bulk of those receipts are premiums paid 
by Medicare beneficiaries, but the amount also includes 

recoveries of overpayments made to providers and 

payments made by states to cover a portion of the pre

scription drug costs for low-income beneficiaries . 

In 2011, $63 billion in offsetting receipts consisted of 

intragovernmental transfers from federal agencies to the 

federal funds from which employees' retirement benefits 

are paid (mostly trust funds for Social Security and for 

military and civilian retirement). Those intragovernmen

tal payments from agencies' operating accounts to the 

funds have no net effect on outlays in the budget. Such 

payments will grow by nearly 4 percent per year, on 
average, CBO estimates, reaching $92 billion in 2022 . 
Intragovernmental transfers also are made to MERHCF 

under the TRICARE for Life program; those payments 

are made on an accrual basis accordillg to the number of 

military personnel and are intended to pay for the health 

care costs of future retirees. Such payments totaled 

$11 billion in 20 11 and , because of rising health care 

costs, are projected to grow to $15 billion by 2022. 

Receipts stemming from the extraction of natural 

resources-particularly oil, natural gas, and minerals

from federally owned lands totaled $13 billion in 2011. 
By 2022. CBO estimates, those receipts will be 

$20 billion. 

Legislation Assumed in the Baseline 
In keeping with the rules established by the Deficit 

Conrrol Act, CBO's baseline projections incorporate the 

assumption that some mandatory programs will be 

extended when their authorizations expire. although the 

assumptions apply differently to programs created before 
and after the Balanced Budget Act of 1997. All direct 

spending programs that predate that act and have 

current-year outlays greater than $50 million are assumed 

to continue in CBO's baseline projections. For programs 
established after 1997. continuation is assessed program 
by program. in consultation with the House and Senate 

Budget Committees. 

CBO's baseline projections therefore incorporate the 

assumption that the following programs whose authoriza
tions expire within the current projection period will 
continue: SNAp, TANF. CHIp, rehabilitation services , 

child care entitlement grants to states, trade adjustment 

assistance for workers. child nutrition, and family preser

vation and support. Most farm subsidies are assumed to 
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continue as well. In addition, the Deficit Control Act 

directed CBO to assume that a cost-of-living adjustment 

for veterans' compensation would be granted each year. 

In CBO's projections, the assumption that expiring 

programs will continue increases mandatory outlays by 

$11 billion in 2012 and by about $1.2 trillion between 

201 3 and 2022 (see Table 3-3). Almost two-thirds of that 

increase over 10 years is attributable to SNAP. 

Discretionary Spending 
Nearly 40 percent of federal outlays stem from budget 

authority provided in annual appropriation acts. That 

funding- referred to as discretionary-translates into 

ou t1ays when the money is spent. Although some appro

priations (for example, those designated for employees' 

salaries) are spent quickly, others (such as those intended 

fo r major construction projects) are disbursed over several 

years. In any given year, discretionary ourlays include 

spending from new budget authority and from budget 

authority provided in previous appropriations. 

Several transportation programs have an unusual budget

ary treatment: Their budget authority is provided in 

authorizing legislation, rather than in appropriation acts , 

but their spending is constrained by obligation limitatiom 
imposed by appropriation bills. Consequently, their bud

get authority is considered mandatory, but their outlays 

are discretionary. (The largest of those programs is the 

Federal-Aid Highway Program, which is funded from the 

Highway Trust Fund.) As a result, total discretionary out

lays in the budget are greater than total discretionary 

budget authority. In some cases, the amounts of those 

o bligation limitations are added to discretionary budget 

authority to produce a measure of the totalfondillg pro

vided for discretionary programs. 

In CBO's baseline projections, most appropriations for 

the 201 3-2021 period are assumed to be constrained by 
the caps and automatic enforcement procedures put in 

place by the Budget Control Act; for 2022, CBO projects 

discretionary funding under the assumption that it will 

grow from the 2021 amount at the rate of inflation. 

(funding for certain purposes, such as war-related costs, 

is not constrained by the caps established in the Budget 

Control Act.) Because discretionary funding would grow 

much more slowly than the economy under those 

assumptions , discretionary outlays in CBO's baseline 

projections fall from 7.7 percent of COP in 2013 to 
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5.6 percent of COP in 2022, a smaller share than in any 
of the past 50 years. 

Trends in Discretionary Outlays 
Discretionary outlays declined from about 10 percent 

of COP during much of the 1970s and 1980s to 6.2 per

cent in 1999 (see Figure 3-5 on page 68). Those outlays 

then began to increase again relative to the size of the 

economy, reaching 7.0 percent of COP in 2002 and 

7 .9 percent in 2008. That rise occurred in part because of 
actions taken in response to the terrorist attacks of Sep

tember II, 2001, and subsequent military operations in 
Afghanistan and Iraq. (Funding for those operations from 
2001 to 2012 is examined in Box 3-2 on page 70.) In 
2009 and 20 I 0, discretionary outlays jumped to 8.9 per
cent and 9.4 percent of COr, respectively, in part because 

of $281 billion in discretionary funding provided by 

ARRA in 2009. In 2011 , discretionary outlays declined 

to 9.0 percent of COP, mostly because of decreased 

spending from ARRA funding. 

Trends in discretionary spending during the past few 
decades have been heavily influenced by spending on 
defense. From 6.2 percent oECOP in 1986, defense 
discretionary outlays declined to a low of 3.0 percent of 

COP between 1999 and 2001. Boosted by operations in 
Afghanistan and Iraq and because of added funding for a 
wide variety of programs and activities not directly 

related to the wars in those countries , defense outlays rose 

to 4.0 percent of COP in 2005 and to 4.7 percent of 
COP in 2009, where they remained for the following two 

years . 

Nondefense discretionary programs encompass such 
activities as transportation, education grants, housing 
assistance , health-related research, veterans' health care, 
most homeland security activities, the federal justice sys

tem, foreign aid, and environmental protection. Between 
1990 and 2008, nondefense outlays represented a fairly 
stable share of COr, ranging between 3 .2 percent and 
3 .8 percent . Funding from ARRA helped push up that 

share to 4.2 percent of COP in 2009 and 4.6 percent in 

20 I O. As spending from ARRA started to wane, however, 


nondefense discretionary spending declined slightly as a 

share of G Dr, to 4.3 percent, in 2011. 


Discretionary Appropriations and Outlays in 2012 
For 2012, discretionary budget authority provided to 


date totals $1,199 billion, roughly 2 percent less than the 

$1,222 billion provided for fiscal year 20 II. Total 
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Table 3·3. 
:-;v. 

Costs for Mandatory Programs That Continue Beyond Their Current 
Expiration Date in CBO's Baseline 
(Billions of dollars) 

Total 
2013- 2013

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2017 2022 

Supplemental Nutrition 
ASSistance Program 

Budget authority 
Outlays 

0 
0 

82 
79 

80 
80 

80 
80 

80 
80 

78 
78 

77 
77 

75 
75 

74 
74 

73 
73 

73 
73 

400 
396 

772 
769 

Temporary Assistance 
for Needy Families 

Budget authority 
Outlays 

10 
8 

17 
15 

17 
17 

17 
17 

17 
17 

17 
17 

17 
17 

17 
17 

17 
17 

17 
17 

17 
17 

87 
84 

173 
171 

Commodity Credit 
Corporationa 

Budget authority 
Ou tlays 

0 
0 

3 
1 

10 
9 

11 
10 

11 
10 

11 
11 

11 
11 

12 
12 

12 
12 

12 
12 

13 
13 

45 
40 

105 
100 

Children's Health 
Insurance Program 

Budget authority 
Ou tlays 

0 
0 

0 
0 

0 
0 

0 
0 

6 
5 

6 
6 

6 
6 

6 
6 

6 
6 

6 
6 

6 
6 

11 
11 

40 
40 

Veterans' Compensation 
COLAs 

Budget authority 
Outlays 

2 
2 

3 
2 

3 
3 

4 
4 

5 
5 

6 
6 

7 
7 

9 
9 

10 
10 

11 
11 

14 
14 

21 
21 

72 
71 

Rehabilitation Services and 
Disability Research 

Budget authority 
Outlays 

0 
0 

3 
1 

3 
3 

3 
3 

3 
3 

3 
3 

4 
3 

4 
4 

4 
4 

4 
4 

4 
4 

17 
14 

35 
32 

Child Care Entitlements 
to States 

Budget authority 
Outlays 

2 
1 

3 
3 

3 
3 

3 
3 

3 
3 

3 
3 

3 
3 

3 
3 

3 
3 

3 
3 

3 
3 

15 
14 

29 
29 

Trade Adj ustment 
Assistance for Workers 

Budget authority 
Outlays 

0 
0 

0 
0 

0 
0 

1 

* 
1 
1 

1 
1 

1 
1 

1 
1 

1 
1 

1 
1 

1 
1 

3 
2 

8 
7 

Child Nutrition b 

Budget authority 
Outlays 

0 
0 

0 
0 

0 
0 

0 
0 

1 
1 

1 
1 

1 
1 

1 
1 

1 
1 

1 
1 

1 
1 

2 
1 

6 
6 

._-------------------------------------------------------------
Continued 
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.. ..... ~.,,~.;-; 

>mtinue Ii '\ nd Trw! r (tlrr<:n 

(Billions of dollars) 

Total 

2013- 2013
2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2017 2022 

Ground Transportation 

Programs Not Subject to 

Annual Obligation 

Limitations 

Budget authority 

Outlays 

1 

* 
1 

* 
1 
1 

1 
1 

1 
1 

1 
1 

1 
1 

1 
1 

1 
1 

1 
1 

1 
1 

3 
3 

6 
6 

Family Preservation 

and Support 

Budget authority 

Outlays 
* 
* 

* 
* 

* 
* 

* 
* 

* 
* 

* 
* 

* 
* 

* 
* 

* 
* 

* 
* 

* 
* 

2 
2 

3 
3 

Ground Transportation 

Programs Controlled by 

Obligation LimitationsC 

Budget authority 

Outlays 

29 
0 

49 
0 

49 
0 

49 
0 

49 
0 

49 
0 

49 
0 

49 
0 

49 
0 

49 
0 

49 
0 

244 
0 

487 
0 

Air Transportation 

Programs Controlled by 

Obligation LimitationsC 

Budget authority 

Outlays 

2 
0 

4 
0 

4 
0 

4 
0 

4 
0 

4 
0 

4 
0 

4 
0 

4 
0 

4 
0 

4 
0 

18 
0 

35 
0 

Natural Resources 

Budget authority 

Outlays 

0 
0 

0 
0 

0 
0 

0 

* 
0 

* 
0 

* 
0 

* 
0 

* 
0 

* 
0 

* 
0 

* 
0 

* 
0 

* 

Total 

Budget authority 

Outlays 

45 
11 

164 
102 

169 
116 

172 
118 

180 
126 

179 
127 

179 
127 

180 
128 

181 
129 

182 
130 

184 
132 

865 
589 

1,772 
1,234 

Source: Congressional Budget Office. 


Note: COLAs = cost-of-living adjustments; * = between -$500 million and $500 million. 


a. Agricultural commodity price and income supports under the Farm Security and Rural Investment Act of 2002 (FSRIA) generally expire 
after 2012. Although permanent price support authority under the Agricultural Adjustment Act of 1939 and the Agricultural Act of 19'19 
VJould then become effective, CBO continues to adhere to the rule in section 257(b)(2) of the Deficit Control Act that indicates that the 

baseline should assume that FSRIA's provisions remain in effect. 

b. Includes the Summer Food Service program and states' administrative expenses. 

c. Authorizing legislation provides contract authority, which is counted as mandatory budget authority. However, because spending is 
subject to obligation limitations specified in annual appropriation acts, outlays are considered discretionary. 
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Figure 3·5. 

Discretionary Outlays, by Category 

(Percentage of gross domestic product) 

12 I Actual Pc c:,!,,-ted 

': l Total 

6 

4 

2 

0 
1972 1977 1982 1987 1992 1997 2002 2007 2012 2017 2022 

Source: Congressional Budget Office. 

funding, including obligation limitations, also decreased 

by abou t 2 percen t, from $1,277 bi Ilion in 2011 to 

$1,251 billion in 2012. The decrease in budget authority 

for 2012 stems mainly from a $33 billion reduction in 

funding for operations in Afghanistan and Iraq; appropri

ations for military activities fell by $44 billion, whereas 

funding for consular activities and foreign aid programs 

increased by $11 billion. The decrease in war funding was 

partially offset by an $11 billion increase in funding 

spread among many programs, including disaster relief 

($6 billion) and veterans' health care ($2 billion). 

In the absence of additional appropriations for 2012, 

eBO projects that discretionary outlays will decrease 

from $1,346 billion in 2011 ro $1,308 billion in 2012, a 

decline of 3 percent. Defense spending is anticipated ro 

drop by $20 billion in 2012, mostly as a result of reduced 
funding for military activities in Afghanistan and Iraq. 

Nondefense outlays are expected ro be $19 billion lower, 

largely because of a $17 billion decrease in spending for 

education programs funded by ARRA. As a share of the 

economy, rotal discretionary spending is estimated ro fall 

from 9.0 percent of COP in 2011 ro 8.4 percent in 2012. 

Defense Discretionary Funding. Three major categories 

of funding within the Department of Defense account 

for 83 percent of the defense appropriation in 2012: 
operations and maintenance ($286 billion), military per

sonnel ($151 billion), and procurement ($121 billion). 

Appropriations for research and development ($72 bil

lion) account for another II percent of rotal funding for 

defense. The rest of the appropriation (about 6 percent) 

is made up of funding for military construction, family 

housing, and other Department of Defense programs 

($16 billion); funding for the aromic energy activities of 

the Department of Energy ($17 billion); and funding for 

various defense-related programs in other departments 

and agencies ($7 billion). 

Budget authority provided for defense discretionary pro

grams in 2012 is about 6 percent less than it was in 2011, 

dropping from $711 billion ro $670 billion. That reduc

tion results entirely from a decrease in funding for the 

military operations in Afghanistan and Iraq. Because the 

last u.s. troops left Iraq in December 20 I I, less funding 

is required for 2012. As a result, lawmakers have reduced 

the Department of Defense's war-related appropriations 

for operations and maintenance by $24 billion, for mili

tary personnel by $7 billion, and for procurement by 

$)1 billion. 

Nondefense Discretionary Funding. Seven broad budget 

categories (called budget functions) account for more 

than 75 percent of the $581 billion in resources appropri

ated in 2012 for nondefense discretionary activities 

(see Table 3-4). Activities related to education, training, 

employment, and social services together have received 
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Table 3-4. 

Changes in Nondefense Discretionary Funding Between 2011 and 2012 

(Billions of dollars) 


Budget Function 2011 2012 Change 


Education, Training, Employment, and Social Services 92 92 	 0 
Transp ortationa 

Income Security 
Veterans' Benefits and Services 
Health 
International Affairs 
Administration of Justice 
Natural Resources and Environment 
General Science, Space, and Technology 
General Government 
Community and Regional Development 
Agriculture 
Medicare 
Social Securi ty 
Energy 
Commerce and Housing Credit 
Other 

Total 

Source: Congressional Budget Office. 

85 86 	 1 
63 61 	 -3 
57 59 	 2 
55 56 	 1 
52 56 	 3 
50 51 	 * 
33 35 	 2 
30 30 	 -1 
17 17 	 -1 
15 18 	 4 
6 6 	 * 
6 	 6 * 
6 	 6 * 
4 5 * 

-6 -1 5 
-1 * 1 

-
566 581 	 16 

Note: * = between -$500 million and $500 million. 

a. 	 Includes budgetary resources provided by obligation limitations for certain ground and air transportation programs. 

592 billion, claiming 16 percent of total nondefense dis

cretionary funding. 1
; Transportation programs have 

received $86 billion (or 15 percent) of the total, which 

includes $52 billion in obligation limitations for several 

ground and air transportation programs. The following 

catego ries of programs each account for 10 percent of the 

total : income security programs ($61 billion), veterans' 

benefits and services ($59 billion), health ($56 billion), 

and international affairs ($56 billion) ."6 Administration 

of justice accounts for roughly 9 percent of total discre

tionary funding for nondefense activities . 

Projections for 2013 Through 2022 
Discretionary outlays are expected to total $1,220 billion 

in 20 13-about 7 percent (588 billion) less than the 

amount anticipated for 2012. They are projected to 

25. 	Spendi ng for student loans and several other federal programs in 

the category of education. training. employment, and social 

.\ervices is not included in that tOtal because their funding is 

considered mandatOry. 

26. 	Somt signifIcant income security programs, such as unemploy

menr compensation and TANF, are not reflected in the rotal 

hecJuse the), are included in mandatory spending. 

continue decreasing through 2014 and then to slowly 

increase, reaching $1.4 trillion by 2022. As a share of 

GOP, they are projected to fall markedly, from 9.0 per 
cent in 2011 to 5.6 percent in 2022. 

The projected decline in discretionary spending relative 
to GOP stems from provisions of the Budget Control 

Act. That act set outrigh t caps on certain types of discre
tionary spending (excluding funding for overseas 

contingency operations, disaster relief, other emergencies, 
and certain "program integriry" initiatives) over the 
2012-2021 period.~ 7 In addition, the act provided that if 
lawmakers did not enact legislation, following specified 

procedures, to cut projected deficits by at least $1.2 tril
lion, au tomatic procedures would take effect, reducing 
discretionary and mandatory spending over that period. 
(The Joint Select Committee on Deficit Reduction, 
which was created by the act, was tasked with the goal of 

27. 	 Program integrity initiatives' are aimed at reducing improper benefit 

payments in one or more of the following programs: Disability 

Insurance. Supplemental Security Income, Medicare. Medicaid, and 

the Children's Health Insurance Program. See Congressional Budget 

Office, Filll" Sfquc!I1,~tio ;, Report for Fir.(/I Ver/I' ]01.2 (january 12, 

2012), for more information on the discretionary caps. 
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Box 3-2. 

Funding for Operations in Afghanistan and Iraq and for Related Activities 
Since September 2001, lawmakers have provided 
almost $1.4 trillion in budget authority for opera
tions in Afghanistan and Iraq and related activities 
(see the table). That amount includes funding for 
military and diplomatic operations in Afghanistan, 
Iraq , and certain other regions; for some veterans' 
benefits and services; and for related activities of the 
Department ofJusrice. Appropriations specifically 
designated for those purposes averaged about 
$100 billion a year from 2003 through 2006, rose 
to $1 70 billion in 2007 and $187 billion ill 2008, 
and then declined to an average of $160 billion 
over the 2009-2011 period. For 2012 , the Congress 
appropriated $127 billion for those purposes in the 
Consolidated Appropriations Act, 2012 (Public 
Law 112-74). 

Funding to date for military operations and other 
defense activities totals $1.25 trillion, most of which 
has gone to the Department of Defense (DoD). Of 
that amount, the Congress has provided about 
$730 billion for operations and maintenance costs, 
$290 billion tor procurement, and S170 billion for 
military personnel costs . Lawmakers also have pro
vided $77 billion to train and equip indigenous 
security forces in Afghanistan and Iraq.1 In addition , 
$64 billion has been provided for diplomatic opera
tions and foreign aid to Afghanistan, Iraq, and other 
countries that are assisting the United States in those 
efforts. The majority of those funds have gone to the 

1. 	 That 577 billion includes 55 billion provided co Iraqi 

security forces in 2004 in an 'lppropriation for the State 
Deparcmcnr's Iraq Re.li~f and Reconsrruction Fund. 

developing such legislation but was unable to reach an 
agreement.) Such automatic reductions in spending will 
take the form of equal Cuts in funding of $492 billion 
each for defense and nondefense programs from 2013 
through 2021. For 2013, those reductions would be 
achieved by automatically canceling a portion of the bud
getary resources (through a process called sequestration) 

Economic Support Fund ($17 billion), to the Iraq 
Relief and Reconstruction Fund ($16 billion), and 
for diplomatic and consular programs ($13 billion) . 

000 reports that in fiscal year 2011, obligations for 
operations in Afghanistan and Iraq and for related 
activities averaged $11.9 billion per month (about 
$600 million less than the monthly amount reported 
for 2010). Operation Enduring Freedom (in and 
around Afghanistan) accounted for 68 percent of 
those obligations in 20 II-up from 51 percent in 
20 I0 and 34 percent in 2009. Operation New Dawn 
(formerly Operation Iraqi Freedom) accounted for 
32 percent of those obligations, down from 49 per
Cent in 2010 and 65 percent in 2009. 

Because most appropriations for operations in 
Afghanistan and Iraq and for related activities appear 
in the same budget accounts as appropriations for 
DoD's other functions, it is impossible to determine 
precisely how much has been spent on those activi
ties. The Congressional Budget Office (CBO) 
estimates that the $1.3 trillion appropriated for 
military operations, other defense activities, and 
indigenous security forces in those two countries 
has resulted in outlays of about $1.1 trillion through 
20 II; about $160 billion of that total occurred in 
20 II. Of the $64 billion appropriated for interna
tional affairs activities related to the war efforts, about 
$50 bil1ion was spent through 20 II, CBO estimates, 
including $5 billion in 2011. In total , au days for all 
of those activi ties amounted to abou t $165 billion 
last year. On the basis of sums appropriated for 2012, 
outlays wiH total about $145 billion this year, in 
CBO's estimation. 

Continued 

for most discretionary programs as well as for some pro
grams and activities financed by mandatory spending. 2B 

28. 	Budgetary resources co nsist of all sources of authority provided to 

federal agencies that permit them co incur fInancial obligations. 

including new budget autho rity, unobligated balances, direct 

spending authority, and obl igation limitations. 

http:spending.2B
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Estimated Appropriations Provided for u.s. Operations in Afghanistan and Iraq and for 

Other War-Related Activities 


(Billions of dollars of budget authority) 
Total, 
2001

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2012 

Military 0 perations and 0 ther Defense Activities' 

Iraq o o 51 70 50 85 113 133 90 59 42 10 703 
Afghanistan o 12 12 13 8 12 24 29 38 87 98 89 421 
Other b 14 5 18 5 11 13 15 13 13 5 6 6 123 

Subtotal 14 18 80 88 69 110 152 175 140 151 146 104 1,246 

Indigenous Secur ity Forces' 

Iraq o o o 5 6 3 6 3 1 2 0 26 
Afghanistan * o o o 2 7 3 6 9 12 11 51 

Subtotal * o o 5 7 5 13 6 7 10 13 11 77 

Diplomatic Operations and Foreign Aidd 

Iraq o o 3 15 3 3 3 2 2 o 4 36 
Afghanistan o * 1 2 1 * 1 1 5 2 o 5 18 
Other * 5 * * * * * 1 " o 2 10 

Subtotal * 2 8 17 3 3 4 5 7 4 o 11 64 

Other Services and Activities' 

Iraq o o * o * * 1 1 * 0 o 0 2 
Afghanistan o o o o * * * * * 0 o 0 * 
Other o o o o * * * * * 0 o 0 

Subtota.l o o * o * * 1 2 * 0 o 0 3 

Total 14 19 88 110 79 118 170 187 154 165 159 127 1,390 

Source: Congressional Budget Office. 

Note: * = between zero and $SOO mill ion. 

a. 	 CSO estimated the funding provided for operations in Afghanistan and Iraq by allocating funds on the basis of information in 
budget justification materials from the Department of Defense and in monthly reports on its obligations. Some allocations for 
prior years have been adjusted on the basis of more recent information. 

b. 	 Includes Operation Noble Eagle (homeland security missions, such as combat air patrols, in the United States). the restructuring 
of Army and Marine Corps units, classified activities other than those funded by appropriations for the Iraq Freedom Fund, efforts 
to increase the size of the Army and Marine Corps, and other operations. (For fiscal years 2005 through 2012, funding for 
Operation Noble Eagle has been intermingled with regular appropriations for the Department of Defense; that funding is not 
included in this table.) 

c. 	 Funding for indigenous security forces is used to train and equip local military and police units in Afghanistan and Iraq. That 
funding was appropriated in accounts for diplomatic operations and foreign aid (budget function 150) in 2004 and in accounts for 
defense (budget function 050) starting in 2005. 

d. 	 In 2010 and 2011 , most funding for diplomatic operations in , and foreign aid to, countries helping the United States fight 
terrori sm was in regular appropriations and cannot be separated from appropriations for activities unrelated to those operations. 

e. 	 Induc!es funding for some veterans' benefits and services and for certain activities of the Department of Justice. Excludes 
about $12 billion in spending by the Department of Veterans Affairs for the incremental costs for medical care, disability 
compensation, and survivors' benefits for veterans of operations in Afghanistan and Iraq and the war on terrorism. That amount 

was based on CBO's estimates of spending from regular appropriations for the Department of Veterans Affairs and was not 
expl icitly appropriated for war-related expenses. 



CHAPTER THREE 

For the fll1al alternative scenario, CBO projected what 

would occur if lawmakers canceled the automatic 

enforcement procedures for discretionary spending 

specified in the Budget Control Act. Those automatic 

procedures will reduce discretionary (and mandatory) 

spending beginning in fiscal year 20 13 and continuing 
through 2021 (see Table 3-6 on page 76). If, instead, 

lawmakers chose to prevent those automatic cuts to 
discretionary spending each year, outlays would be 
$845 hillion (or about 7 percent) higher over the 20 13

2022 period than the amount projected in CBO's 

b3seline. 

Net Interest 
Ou days for net interest were $227 billion in 20 11 and 

are projected to edge down to $224 billion in 2012 
(see Table 3-7 on page 77). That decrease is mainly 
attributable to a smaller inflation adjustment for 

inflation-protected securities and lower interest outlays 
for Treasury bills , offset parrially by higher interest costs 

for Treasury notes and bonds. As a share of GO P, net 
interest was 1. 5 percent in 2011 and is expected to be 
1.4 percent in 2012. 

Net interest au tlays are dominated by the interest paid to 

holders of the debt that the Deparrment of the Treasury 
issues to the public. The Treasury also pays interest on 

debt issued to trust funds and other government 

accounts, but such payments are inrragovernmental 
transactions that have no effect on the budget deficit. In 
addition, other federal accounts pay and receive interest 
for various reasons .. 1, 

The federal government's interest payments depend pri
marily on market interest rates and the amount of debt 
held by the puhlic; however, other factors , such as the rate 

of inflation and the maturity structure of outstanding 

securities , also affect interest costs. (For example, longer
term securities generally carry higher interest rates than 
do sharrer-term securities.) Interest rates are determined 
by a combination of market forces and the policies of rhe 
Federal Reserve System. Debt held by the public is deter
mined mostly by cumulative budget deficits, which 
depend on policy choices about spending and revenues 
and on economic conditions and other factors. At the 
end of 20 11, debt held by the public reached $10.1 tril
lion, and in CBO's baseline , it is projected to total 

32 For ~dditional information, see Congressional Budget Office, 
hJ"",! {),·bt ,md !illrrest Cow (December 20 I 0). 
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$15.3 trillion in 2022. (For detailed projections of debt 

held by the public, see Table 1-5 on page 16.) 

Although debt held by the public surged in the past few 

years to its highest level relative to GOP since the early 

1950s, outlays for net interest have remained low relative 

to GOP because interest rates on Treasury securities have 

fallen to remarkably low levels. Rates on 3-month Trea

sury bills plummeted from an average of almost 5 percent 

in 2007 to an average of 0.1 percent in 20 11. Similarly, 

rates on la-year Treasury notes dropped from an average 

of nearly 5 percent in 2007 to an average of 3 percent in 

20 11. As a result, even though debt held by the public 

rose dramatically-climbing from 36 percent of GOP 

at the end of 2007 ro 68 percent at the end of 20 11

outlays for net interest as a share of GO P fell from 

1.7 percent in 2007 to 1.5 percent in 201 I. By compari

son, such outlays averaged about 3 percent of GOP in the 

1980s and 1990s. 

Baseline Projections of Net Interest 
Under CBO's baseline assumptions, net interest COStS are 

expected to increase significantly from 2013 through 

2022. Rising debt and higher interest rates are projected 

to boost those costs from $231 billion in 20 13 to 

$624 billion in 2022. Debt held by the public is pro

jected to increase by nearly 50 percent (in nominal terms) 

over the next 10 years, reaching $15.3 trillion in 2022. 33 

In addition, CBO estimates that the interest rare paid on 

3-month Treasury bills will rise from less than 0 .1 percent 

in 2012 to 3.8 percent in 2020 through 2022, and the 

rate on la-year Treasury notes will increase from 2.3 per

cent in 2012 to 5.0 percent by 2019. As a result , under 

current law, net interest as a share of GOP is projected to 

reach 2.5 percent of GOP in 2022. 

Gross Interest on Treasury Securities 
In 20 11 , interest paid by the Treasury on all of its debt 
issuances totaled $454 billion (see Table 3-7). More than 

40 percent of that total, $188 billion, represents pay

ments to other entities (such as trUSt funds) within the 

federal government; the remainder is paid to owners of 
Treasury debt issued to the public. In CBO's baseline, 

gross interest payments from 2013 through 2022 total 

nearly $6.5 trillion. Almost 70 percent of that amount 

33. Debt held by the public does not include securities issued by the 

Treasury to federal trUSt funds and other government accounts. 

Those securities are included as parr of rhe measure of gross debt 

(see Chapter I). 
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Table 3·5. 

CBO's Projections of Discretionary Spending Under Selected Policy Alternatives 
(Billions of dollars) 

Total 

Actual, 2013- 2013
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2017 2022 

CBO's January 2012 Baseline (Budget Control Act Caps and 

Automatic Enforcement Procedures in Effect Through 2021) 
Budget Authority 

Defense 711 670 609 620 632 645 661 676 692 708 725 743 3,167 6,712 
Nondefense 511 529 481 495 506 516 527 540 554 568 581 597 2,525 5,365 

Total 1,222 1,199 1,089 1,115 1,138 1,162 1,187 1,216 1,246 1,277 1,307 1,340 5,692 12,077 

Outlays 
Defense 700 680 636 625 627 642 649 658 679 695 711 734 3,180 6,657 
Nondefense 646 628 583 571 572 578 584 593 605 619 632 647 2,888 5,984 

Total 1,346 1,308 1,220 1,196 1,200 1,219 1,233 1,251 1,284 1,313 1,344 1,382 6,068 12,641 

Reduce the Number of Troops Deployed for 

Certain Types of Overseas Military Operations to 45,000 by 2015' 
Budget Authority 

Defense 711 670 571 557 550 558 570 583 597 612 627 643 2,807 5,869 
Nondefense 511 529 476 488 498 507 517 530 544 558 571 586 2,486 5,276 

Total 1,222 1,199 1,047 1,046 1,048 1,065 1,088 1,113 1,141 1,170 1,198 1,229 5,293 11,145 

Outlays 
Defense 700 680 618 582 562 562 564 569 586 601 615 636 2,887 5,894 
Nondefense 646 628 582 567 566 570 576 584 596 609 623 637 2,861 5,909 

Total 1,346 1,308 1,200 1,149 1,128 1,133 1,139 1,153 1,182 1,210 1,238 1,273 5,748 11,803 

Increase Discretionary Appropriations at the Rate of Growth of 
Nominal Gross Domestic Product After 2012b 

Budget Authority 
Defense 711 670 684 709 748 789 827 864 901 939 978 1,019 3,757 8,457 
Nondefense 511 529 540 562 598 636 670 703 736 770 806 843 3,005 6,864 

Total 1,222 1,199 1,224 1,271 1,346 1,425 1,497 1,567 1,637 1,709 1,784 1,862 6,762 15,321 

Outlays 
Defense 700 680 681 697 726 767 800 831 873 910 948 994 3,670 8,225 
Nondefense 646 628 616 626 651 684 717 750 784 820 858 896 3,296 7,404 

Total 1,346 1,308 1,297 1,323 1,377 1,451 1,517 1,580 1,657 1,730 1,806 1,890 6,966 15,629 

Increase Discretionary Appropriations at the Rate of Inflation After 2012' 
Budget Authority 

Defense 711 670 680 694 709 725 742 762 781 801 822 843 3,551 7,561 
Nondefense 5ll 529 537 548 561 575 589 605 622 639 657 676 2,811 6,010 

Total 1,222 1,199 1,217 1,242 1,270 1,301 1,332 1,367 1,403 1,441 1,479 1,519 6,362 13,571 

Outlays 
Defense 700 680 679 687 698 718 729 741 765 785 805 831 3,511 7,437 
Nondefense 646 628 614 617 623 633 643 655 670 687 705 723 3,130 6,570 

Total 1,346 1,308 1,293 1,303 1,321 1,351 1,372 1,396 1,435 1,471 1,509 1,555 6,641 14,007 

Continued 
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Cor.tm Jed 

(Billions of dollars) 
Total 

Actual, 2013 2013

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2017 2022 

Freeze Most Discretionary Appropriations at the level Provided for 2013d 

Budget Authority 

Defense 711 670 609 610 612 614 617 619 622 624 627 630 3,062 6,185 

Nondefense 511 529 481 481 482 481 480 481 481 482 483 488 2,404 4,818 
-- ----

Total 1,222 1,199 1,089 1,091 1,094 1,095 1,097 1,100 1,102 1,106 1,110 1,118 5,467 11,003 

Outlays 

Defense 700 680 636 619 613 617 613 610 617 620 622 631 3,099 6,199 

Nondefense 646 - 628 583 563 554 550 545 542 541 542 543 547 2,796 5,511----
Total 1,346 1,308 1,220 1,182 1,167 1,167 1,159 1,152 1,158 1,162 1,165 1,178 5,895 11,7l0 

Remove the Effect on Discretionary Spending of the Automatic Enforcement Procedures 

Specified in the Budget Control Act" 

Budget Authority 

Defense 7ll 670 663 675 687 700 715 731 746 763 780 799 3,440 7,260 
Nondefense 511 529 524 533 543 553 563 -- - 576 588 602 - 614 630 2,716 5,726----

Total 1,222 1,199 1,187 1,208 1,230 1,253 1,278 1,306 1,335 1,365 1,394 1,430 6,156 12,986 

Outlays 

Defense 700 680 669 671 679 695 704 712 733 749 765 789 3,417 7,166 

Nondefense 646 628 607 604 608 614 620 628 640 652 666 681 3,053 6,320 
----

Total 1,346 1,308 1,276 1,276 1,286 1,309 1,324 1,341 1,373 1,401 1,431 1,470 6,470 13,486 

Source: Congressional Budget Office. 

Note: 	 Nondefense discretionary outlays are usually higher than budget authority because of spending from the Highway Trust Fund and the 

Airport and Airway Trust Fund that is subject to obligation limitations set in appropriation acts. The budget authority for such 

programs is provided in authorizing legislation and is not considered discretionary. 

a. 	 For this alternative, CSO does not extrapolate the $127 billion in budget authority for military operations, diplomatic activities, and 

foreign aid in Afghanistan and other countries provided for 2012. Rather, the alternative incorporates the assumption that future funding 

for overseas contingency operations would total $86 billion in 2013, $61 billion in 2014, $43 billion in 2015, and about $40 billion a year 

from 2016 on-for a total of $464 billion over the 2013-2022 period. 

b. 	 These estimates reflect the assumption that appropriations will not be constrained by caps and other provisions of the Budget Control Act 

of 2011 and instead will mostly grow at the rate of nominal GDP from their 2012 level. However, under this alternative, appropriations for 

2012 for operations in Afghanistan and other countries are assumed to grow at the rate of inflation from their 2012 level (as recorded in 

CBO's baseline) . 

c. 	 These estimates reflect the assumption that appropriations will not be constrained by caps and other provisions of the Budget Control Act 
and will instead grow at the rate of inflation from their 2012 level. Discretionary funding related to federal personnel is inflated using the 

employment cost index for wages and salaries; other discretionary funding is adjusted using the gross domestic product price index. 

d. 	 This option reflects the assumption that appropriations for 2013 will total $950 billion (the cap of $1,047 billion minus an estimated 

reduct ion of $97 billion resulting from the automatic enforcement procedures for that year). Such appropriations would be frozen at the 
2013 level through 2022. 

e. 	 The Budget Control Act specified that if lawmakers did not enact legislation originating from the Joint Select Committee on Deficit 

Reduction that would reduce projected deficits by at least $1.2 trillion, automatic procedures would go into effect to reduce both 

discretionary and mandatory spending during the 2013-2021 period. Such automatic reductions in spending would take the form of equal 

cuts (in dollar terms) in funding for defense and nondefense programs in 2013 through 2021. For 2013, those reductions would be 

achieved by automatically canceling a portion of the budgetary resources (in an action known as sequestration) for most discretionary 

programs and for some programs and activities financed by mandatory spending. For the 2014-2021 period, the automatic procedures 

would be enforced by lowering the caps on discretionary budget authority specified in the Budget Control Act and through sequestration 
of mandatory spending. 
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Table 3·6. --------------------------------.....
Discretionary Spending Projected in CBO's Baseline 
(Billions of dollars) 

Total 

2013- 2013
2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2017 2022 

Budget Authority· 

Defense 

Increase discretionary appropriations 

at the rate of inflation 670 680 694 709 725 742 762 781 801 822 843 3,551 7,561 
Adiustments to meet discretionary caps' n.a. -71 -74 -77 -80 -82 -85 -90 -93 -97 -100 -384 -848 

Subtotal 670 609 620 632 645 661 676 692 708 725 743 3,167 6,712 

Nondefense 

Increase discretionary appropriations 

at the rate of inflation 529 537 548 561 575 589 605 622 639 657 676 2,811 6,010 
Adjustments to meet discretionary caps' n.a. -56 -53 -55 -59 -63 -65 -68 -71 -76 -79 -286 -{)45 

Subtotal 529 481 495 506 516 527 540 554 568 581 597 2,525 5,365 

Total Discretionary 

I ncrease discretionary appropriations 

at the rate of inflation 1,199 1,217 1,242 1,270 1,301 1,332 1,367 1,403 1,441 1,479 1,519 6,362 13,571 
Adjustments to meet discretionary caps ' n.a. -128 -127 -132 -139 -145 -151 -158 -164 -172 -179 -670 -1,494 

All Discretionary Budget Authority 1,199 1,089 1,115 1,138 1,162 1,187 1,216 1,246 1,277 1,307 1,340 5,692 12,077 

Outlays 

Defense 

Increase discretionary appropriations 

at the rate of inflation 680 679 687 698 718 729 741 765 785 805 831 3,511 7,437 

Adjustments to meet discretionary caps' n.a. -42 -<il -71 -76 -80 -83 -86 -90 -94 -97 -331 -780 

Subtotal 680 636 625 627 642 649 658 679 695 711 734 3,180 6,657 

Nondefense 

Increase dis cretionary appropriations 

at the rate of inflation 628 614 617 623 633 643 655 670 687 705 723 3,130 6,570 
Adjustments to meet discretionary caps' n.a. -31 -46 -51 -55 -59 -62 -<is -<i8 -72 -76 -242 -586 

Subtotal 628 583 571 572 578 584 593 605 619 632 647 2,888 5,984 

Total Discretionary 

Increase discretionary appropriations 

at the rate of inflation 1,308 1,293 1,303 1,321 1,351 1,372 1,396 1,435 1,471 1,509 1,555 6,641 14,007 
Adjustments to meet discretionary caps' n.a. -73 -107 -122 -131 -139 -145 -151 -158 -166 -173 -573 -1,366 

All Disc retionary Outlays 1,308 1,220 1,196 1,200 1,219 1,233 1,251 1,284 1,313 1,344 1,382 6,068 12,641 

Source: Congressional Budget Office. 

Note: n.a_ = not applicable . 

a. Budget authority refers to the authority provided by law to incur financial obligations, which eventually result in outlays. 

b. For 2013, such adjustments include a sequestration of budgetary resources_ For 2022, CBO assumed that discretionary funding will equal 
the caps for 2021 , adjusted for inflation. 
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Table 3-7. 

Federal Interest Outlays Projected in CBO's Baseline 

(Billions of dollars) 

Total 

Actual, 2013- 2013
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2017 2022 

interest on Treasury 

Debt Securities' 

(G ross interes t) 454 445 441 446 485 543 611 679 744 804 848 893 2,526 6,493 

rnterest Received by Trust Funds 

Social Security 

othe r b 

-116 

-72 

-114 

-69 

-110 

-59 

-105 

-50 

-100 

-53 

-97 

-49 

-97 

-49 

-101 

-48 

-105 

-50 

-108 

-55 

-lll 

-56 

-113 

-58 

-509 

-260 

-1,046 

-526 

Subtotal -188 -183 -169 -155 -153 -146 -146 -149 -154 -163 -167 -170 -769 -1,572 

Other Interest' -36 -38 -40 -44 -49 -56 -{)3 -70 -76 -83 -91 -98 -252 -671 

NRRIT Investment Income 

(Non-Treas ury holdings)d 

Net Interest Outlays 

-3 

227 224 

* 
231 

* 
247 282 341 

* 
402 

* 
459 

* 
513 557 

* 
590 

'k -1 -3 
---- 
624 1,503 4,247 

Source: Congressional Budget Office. 


Note: * = between -$500 million and $500 million. 


a. E~cludes interest costs on debt issued by agencies other than the Treasury (primarily the Tennessee Valley Authority). 

b. Mainly the Civil Service Retirement, Military Retirement, Medicare, and Unemployment Insurance Trust Funds. 

c. Primarily interest on loans to the public. 

d. Earnings on investments by the National Railroad Retirement Investment Trust (NRRlT), an entity created to manage and invest assets of 
the Railroad Retirement program. 

reflects interest paid on debt held by the public, which is 


projected to nearly triple during the coming decade. 


Interest Received by Trust Funds 

The Treasury has issued more than $4.6 trillion in securi


ties to federal truSt funds and other government accounts. 


Trust funds are the dominant holders of such securities, 


owning more than 90 percent of them. The interest paid 


on those securities has no net impact on federal spending 


because it is credited to accounts elsewhere in the budget. 


In 20 J 2, reust funds will be credited with $183 billion of 


such inreagovernmental interest, CBO estimates, mostly 


for the Social Security and Civil Service Rerirement and 


Disability trust funds. That total is projected to diminish 


in future years, in part because the balances in certain 


rrust funds will decline. 


Other Interest 

The $38 billion in other interest that CBO anticipates 


the government will receive in 2012 represents the ner 


result of many transactions, including interesr collections 


and interest payments. 


The largest interest collections come from the govern
ment's credit financing accounts, which have been 

established to record the cash transactions related to fed

eral direct loan and loan guarantee programs. For those 
programs, net subsidy costs are recorded in the budget, 

but the cash flows that move through the credit financing 

accounts are not. Credit financing accounts pay interest 
to and receive interest from Treasury accounts thar appear 
in the budger; but, on net, they pay more interesr to the 
Treasury than they receive from it. CBO estimates that 
net receipts from the credit financing accounts will total 
$29 billion in 2012 and will steadily increase to $64 bil
lion in 2022. Interest payments attributable to the direct 
srudent loan program dominate the annual totals. 

Among the interest outflows from the government are 
paymenrs for inrerest on tax refunds issued more than 
45 days after the date on which the corresponding tax 

returns were filed and interest payments made for certain 
bonds issued to finance the resolution of the savings and 

loan crisis of the 1980s. Together, those payments are 

expected to total more than $5 billion in 2012 and to 

average $5 billion to $7 billion per year through 2022. 
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will grow by almost 10 percen t in fiscal year 2012, to a 
total of about $2.5 trillion, the Congressional Budget 

Office (CBO) projects. Those revenues will equal 

16.3 percent of gross domestic product (GDP), substan

tially above the range of 15.1 percent to 15.4 percent of 

GDP seen in the past three years, though still well below 

the roughly 18 percent of GD P that revenues have aver

aged over the past 40 years (see Figure 4-1). Almost all 

of the projected growth in revenues relative to GDP in 

2012 comes from changes in tax rules that have already 

occurred or that are scheduled to occur this year under 

current law. The most notable are the acceleration of 

businesses' tax deductions for the depreciation of new 

equipment into 2011 and 2012 (which reduced revenues 

to a greater extent in 20 II than it will in 2012) and the 

scheduled expiration at the end of February 2012 of a 

2 percentage-point reduction in the payroll tax rate for 

Social Securi £y. 

Under current law-the assumption that underlies 

CBO's baseline budget projections-revenues are pro

jected to grow even faster between 2012 and 2014: by a 

total of 31 percent, far outstripping the 7 percent total 

growth in GOP projected for that tvvo-year period. As a 

result, revenues as a share of GD P are projected to rise 

by 3. 7 percentage points during that period, reaching 

20.0 percent of GOP in 2014-a level that has been 
exceeded only once since World War It. About four-fifths 
of that projected increase stems from expiring tax provi
sions and other scheduled changes in tax rules, several of 
which are particularly important: 

• 	 Reductions in individual income taxes that were ini

tially enacted in calendar years 200 I, 2003, or 2009, 

and extended for two years in 2010, are set to expire at 

the end of December 2012, boosting revenues signifi
cantly thereafter (see Box 4-1 on page 82). 

• 	 The latest temporary measure to keep a large number 
of taxpayers from being subject to the individual alter
native minimum tax (AMT) expired at the end of 

December 20 II. That expiration is expected to have a 

significant impact on revenues starting in the spring of 

2013, when people f't1e their tax returns for 2012. 

• 	 The temporary Cut of 2 percentage points in the por
tion of Social Security taxes paid by employees is due 
to expire at the end of February 2012, which will 

increase payroll tax receipts in fiscal year 2013 and 

thereafter relative to those in 2012. 

• 	 The impact of recent changes in the rules under which 

businesses deduct the costS of investments in equip
ment will also boost revenues in 2013 and 2014. 

• 	 An acceleration of corporate tax payments will shift 
revenues into 2014 that would have been paid 

between 2015 and 2017. 

• 	 Various taxes, fees, and tax credits enacted in the 
Affordable Care Act are scheduled to take effect in 

2013 and 2014, wi th the net effect of raising revenues 
beginning in those years, CBO estimates. I 

The rest of the increase in revenues as a percentage of 

G D P projected for 2013 and 2014 is attribu table to other 
factors, such as the expectation that capital gains realiza
tions by households and average tax rates on corporate 
profits-both of which have been significantly depressed 
during the recent recession and slow recovery-will 
increase to levels more consistent with historical 

experience . 

I. 	 As referred to in this report , the Affordable Care Act comprises the 

Patient Protection and Afford"ble Care Act (Public Law 111-148) 

and the health care provisions of the Health Care and Education 

Reconciliation Act of2010 (P.L. 111-152). 
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Figure 4·1. ------.
Revenues Projected in CBO's Baseline and Under an Alternative Fiscal Scenario 
(Percentage of gross domestic product) 
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Source: Congressional Budget Office. 

Note: 	 The alternative fiscal scenario incorporates the assumptions that all expiring tax provisions {other than the payroll tax reduction}, 

including those that expired at the end of December 2011, are instead extended and that the alternative minimum tax is indexed for 

inflation after 2011 (starting at the 2011 exemption amount). 

After 2014, revenues continue to rise relative to GOP in 

CBO's baseline, reaching 21.0 percenr by 2022 . That 

conrinued increase results largely from various fearures of 

the individual income tax system that cause average tax 

rates-taxes as a percentage of income-to rise over time: 

• 	 Real bracket creep, in which growth in real (inflation

adjusted) income pushes more income inro higher tax 

brackets; 

• 	 Continued expansion in the reach of the AMT; and 

• 	 Increases in withdrawals from tax-deferred retirement 
accounts as baby boomers retire. 

CBO's current revenue projections are lower than its pre
vious projections, which were published last August, by a 

total of $700 billion (or 2 percent) over the 2012-2021 

period. The reductions in projected revenues mostly 

reflect changes in CBO's economic forecast and adjust

menrs for technical factors; recently enacted legislation 

has had a fairly small effect on projected revenues. (For 

details of the changes in CBO's revenue projections since 

August, see Appendix A.) 

CBO's current-law projections are not meant to be a 
prediction of future revenues but rather a benchmark 

against which lawmakers can measure the effects of possi
ble changes to tax laws. If, for example, future legislation 

maintained some tax policies that are in effect now or 
that were in effect recently-by extending all of the tax 

provisions set to expire in coming years (except the reduc
tion in the payroll tax rate) and reinstating the provisions 

that expired at the end of December 20 II-revenues 

would grow much more slowly than in CBO's baseline 

projections, equaling about 17.5 percent of GOP in 2014 
rather than 20.0 percent. Under that alternative fiscal sce

nario , revenues would still rise relative to GOP through 

2014 mainly because of factors related to the economic 
recovery, the expiration of the temporary payroll tax cut, 
and the effects of the new taxes and fees enacted in the 
Affordable Care Act (see Figure 4-1). In later years, reve
nues would conrinue to rise relative to GOP-averaging 

18 percent between 20 15 and 20n-mainly because of 
real bracket creep and the growth of retirement income. 
Nevertheless, total revenues between 2012 and 2022 

would be about $5 trillion (or 12 percent) lower than in 
CBO's baseline. (For more about how extending expiring 

tax provisions would affect revenues, see Chapter 1.) 
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Figure 4·2. 
---~---..• ..... 

Revenues, by Major Source 
(Percentage of gross domestic product) 
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Source: Congressional Budget Office. 

a. Excise taxes, estate and gift taxes, earnings of the Federal Reserve System, customs duties, and various miscellaneous levies. 

Other provisions of the tax code-which are not sched

uled ro expire-also have a significant impact on the 

revenue oudook. In particular, the many exclusions, 

deductions, exemptions, and credits in both the individ
ual and corporate income tax systems have the effect of 

reducing tax revenues, for any given level of tax rates, by 
sizable amounts. Some of those provisions are referred to 
as "tax expendirures" because, like government spending 
programs, they provide financial assistance ro particular 

activities, enrities, or groups of people. The tax expend i
rures that have the largest impact on revenues involve the 
exclusion from workers' taxable income of employers' 

conrributions for health care, healrh insurance premiums, 
and long-term care insurance premiums; the exclusion of 

conrrihutions ro and earnings of pension funds (minus 
pension benefi.ts included in taxable income) ; and the 
deduction for interest paid on morrgages for owner
occupied residences. CBO estimates that under currenr 
law, those and other major tax expenditures will rotal 
just under $12 rri Ilion over the 2013-2022 period-an 
amounr equal ro 5.8 percenr of GOP, or more than a 
quarter of the revenues projected for that period. 2 

See Joint Committee on Taxation, Estimates ofFedem! Tax E~peJl
dlwresforh fcal Years 2011-2015, JCS-I-12 Uanll~t)' 17,2012). 

CtlO extrapolated the estimates beyond 2015 using it, economic 
to recast and included projected effects on payroll taxes. 

Changes in the Composition of 
Revenues over TIme 
Federal revenues come from various sources: individual 

income taxes, social insurance (payroll) taxes , corporate 

income taxes, excise taxes, estate and gift taxes, earnings 

of the Federal Reserve System that are passed on ro the 

Treasury, customs duties, and miscellaneous fines and 

fees. Individual income taxes are the largest source of fed

eral revenues: On average, they have contributed about 

45 percenr of rotal revenues (and equaled 8 percent of 

GOP) over the past 40 years. Social insurance taxes

mainly for Social Securiry and for Medicare's Hospital 

Insurance program-are the second largest source of 

receipts, averaging 34 percenr of total revenues (6 percenr 

of GOP). Corporate income taxes have contributed 
roughly 10 percenr of rotal revenues (2 percenr of GOP), 
as have all of the other revenue sources combined. 

Although that basic hierarchy has remained the same over 
the past four decades, the composition of revenues has 

varied from year ro year. Receipts from individual income 

taxes have fluctuated more than the other major rypes of 

revenues (see Figure 4-2)-ranging from 42 percenr ro 

50 percent of rotal revenues (and from 6,3 percenr to 

10.2 percenr of GOP) but showing no trend over that 

period. Receipts from social insurance taxes rose as a 

http:benefi.ts
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Box 4-1. 

Scheduled Changes in the Tax Code That Affect CBO's Revenue Baseline 
To provide a neutral benchmark against which ro 
assess the potential effects of proposed changes in 
tax laws, the Congressional Budget Office (CBO) 
prepares its revenue baseline by assuming that currem 
laws remain in effect-specifically, that scheduled 
changes ro provisions of the tax code occur as 
specified and that no additional changes to those pro
visions are enacted.! Some of those scheduled changes 
have substamial consequences for CBO's baseline 
projections. In particular, significant tax provisions 
that were originally enacted in calendar years 2001, 
2003, or 2009 and extended in 2010 have recently 
expired or are due to expire by the end of 20 12.2 In 
all, scheduled changes in tax rules will increase reve
nues as a share of gross domestic product (GOP) by 
about 2.9 percentage points in the next two ·fiscal 
year~, 2013 and 2014, CBO projects. Nearly all of 
that increase is projected to persist through 2022, the 
eud of the currem 10-year projection period.) (Most 
of that revenue increase does not occur in the alterna
tive fiscal scenario discussed in Chapter 1, which 

I. 	 The law that spells OUt how CBO should calculate irs base
line makes In exception for expiring excise taxes dedicated to 
trust h.lnds; they arc assumed to be extended at their currenr 
races . 

2. 	 Those provisions were first enaCted in three laws--thc 

t::conomic Growth and Tax Relief Reconciliation Act of200 1 
(Public bw 107· 16). the Jobs and Growth Tax RcliefRccon
cili:Hion Act of 2003 (f~L. 108-27). and the American 
Recovery 'lnd Reinvestment ACt of2009 (P.L. 111-5)-and 
were mOst recently extended in the Tax Relief. Un employ
Illenr Insurance Reauthorization. and Job Creation Act of 
2010(H. 111 -31 2). 

3. 	 The estimates reported in this box e"elude any budgetary 
dYeC!s that would result from tne influence of those tax pro
visions on the broader economy, including effects on the 
division of labor compensation betwccn taxable wages and 
nontaxable fringe benehts. Such effects are incorpordted in 
CHO's projections of ecollomic activity, and thus are 
reflected in the baseline revenue projections, but they arc not 
calculated separaLely and therefore arc not included in the 
estimates reporred here. These estimates also do not include 
the effects that refundable tax credits have on outlays (which 
are incorporated in CBO's projections of outlays). 

incorporates the assumption that almost all expiring 
tax provisions are extended.) 

Expiration of Cuts in Individual Income Taxes 
The largest share of that projected 2.9 percentage
point increase in revenues through 2014-about 
1.5 percentage points-results from the scheduled 
expiration at the end of calendar year 2012 of various 
provisions related to the individual income tax that 
were initially enacted in 2001, 2003, or 2009, as well 
as from the expiration of certain provisions related to 

the alternative minimum t3..,( (AMT). Those expira
tions-which are projected to boost revenues by a 
total of $3.8 trillion over the fiscal year 2013-2022 
period-will affect various parameters of the 
individual income tax: 

• 	 The 10 percent tax bracket will revert to 
15 percent; 

• 	 Statutory tax rates for the four highest tax brackets 
will revert from 25, 28, 33, and 35 percent, 
respectively, to 28, 31, 36, and 39.6 percent; 

• 	 For married couples who file joint tax reru rns , rhe 
standard deduction and the range of incomes 
spanned by the 15 percent tax bracket will shrink 
ro less than twice the size of those for individual 
filers; 

• 	 The rop tax rate of 15 percent on long-term capi 
tal gains realizations and dividends will return to 
the pre-2003 rates of 20 percent for capital gains 
and 39.6 percent for dividends; 

• 	 The phasing out of itemized deductions and per
sonal exemptions for higher-income taxpayers will 
be reinstated; 

• 	 The child tax credit will revert from $1,000 to 

$500 per child; and 


• 	 The American Opportunity Tax Credit for higher
education expenses will expire. 

Continued 
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Another expiration with a significant revenue effect is CBO projects, and will add a total of about $340 bil
the end of the temporary "patch" for the AM1; which lion to revenues over the 2013-2022 period. 
had raised the amount of income exempt from that 
tax in order to prevent increases in the number of tax Acceleration of Corporate Income Tax Payments 
payers subject to it. The patch was fIrSt enacted in Legislated changes that shift the timing of corporate 
2001 and extended regularly thereafter; the latest income tax payments between various years will 
version expired at the end of December 20 II. As a increase revenues as a share of GOP by 0.3 percent
result , the number of taxpayers affected by the AMT age points in 2014, CBO projects. Those changes 
will jump from abou t 4 million in calendar year 2011 will lead to a corresponding reduction in revenues 
to about 30 million in 2012, CBO projects, and over the following two years. 
receipts from the AMT will quadruple over two years, 
from $29 billion in fiscal year 20 II to $116 billion Other Scheduled Changes in Tax Provisions 
in 2013. Numerous other changes that are set to occur 

between 2012 and 2014 will have the net effect of 
Expiration of the Cut in PayroJ] Tax Rates boosting revenues relative to GDP by 0.5 percentage 
The 20 I 0 tax act (officially the Tax Relief, Unem points by 2014. Roughly half of that increase by 
ployment Insurance Reauthorization, and Job 2014 involves provisions enacted in major health care 
Creation Act of 20 10) provided a one-year reduction laws in 20 I 0 that will take effect in coming years.4 

in employees' share of the Social Security payroll The provisions impose new fees and excise taxes on 
tax for 2011. That reduction-from 6.2 percent to health insurance providers and on makers or import
4.2 ,percent-was extended through February 2012 ers of certain drugs and medical devices; they also 
by the 'lemporary Payroll Tax Cut Continuation Act impose penalties on employers and individuals who 
of 20 11 (P.L. 112-78). In its baseline, CBO assumes do not buy health insurance. In addition, those laws 
that the tax cut will expire as scheduled part\vay raise the Medicare payroll tax for people with rela
through fiscal year 2012, adding a total of $1.6 tril tively high earnings and impose an additional tax on 
lion to payroll tax revenues between 20) 2 and 2022 the net investment income of higher-income tax
and boosting revenues as a share of GOP by about payers, starting in 2013. They also reduce revenues 
0 . .3 percentage points starting in 2013. by instituting new tax credits, which take effect in 

2014, to subsidize the purchase of health insurance 
Expiration of Accelerated Depreciation through exchanges. 
for the past several years, provisions in the tax code 
have allowed businesses to deduct more of the COSt of The remaining revenue increase from other scheduled 

acquiring certain types of fixed investment property changes in tax provisions comes primarily from a 

(such as machinery) from their taxable income in the variety of provisions that expired at the end of 20 11 
year in which the acquisitions occur than would (such as the research and experimentation tax credit) 
otherwise have been allowed. Those provisions lower and from the scheduled expiration at the end of 20 12 
revenues initially by lelting companies accelerate such of a higher exemption amount and lower tax rates for 
deductions, but they raise revenues in the future estate and gift taxes. 
because companies will have fewer deductions 
remaining. The scheduled expiration of those provi
sions at the end of December 2012 will boost corpo 4. Those laws are the Patient Protection and Affordable Care 

rate and individual income tax revenues relative to Act (P.L. 111-148) and t.he Health Care and Education 


GOP by 0.4 percentage points in fiscal year 2014, Reconciliation Ac(of2010 (P.L. 111·152). 
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share of revenues in the 1970s and early 1980s; legislated 

increases in tax rates and in the amount of income to 

which those taxes apply boosted social insurance receipts 

to about 36 percent of total revenues (and roughly 

6.5 percent of GOP) by the mid-1980s. In the past 

decade, however, those receipts have fallen sligh tly rela

tive to GOP, accenruated by the payroll tax cut that took 

effect in January 2011. Receipts from corporate income 

taxes and other revenue sources have generally accounted 

for declining shares of total revenues over the past 40 

years, but their paths have differed. Revenues from corpo

rare income taxes fell substantially relative to total reve

nues and GOP in the early I980s (mainly because of 

declining protlts and legislation that accelerated deprecia

tion deductions) and have flucruated since then with no 

clear trend. By contrast, revenues from other sources, par

ticularly excise taxes, have slowly trended downward over 

rhe pasr 40 years relative to total revenues and GOP. 

Under current law, individual income taxes are projected 

to playa growing role over the next decade, accounting 

for 55 percent of total revenues (and equaling 11.5 per

cent of GOP) by 2022-well above rheir past peak. 

Receipts from social insurance taxes are projected to 

remain stable at about 6 percent of GOp, although their 

contribution to total revenues is projected to decline 

slightly as revenues from individual income taxes grow 

more quickly. Corporate income taxes are expected to 

make much the same con tribution that they have in the 

past three decades, supplying about 11 percent of total 

revenues (and averaging 2.2 percent of GOP). Taken 

together, other revenue sources are expected to diminish 

slightly as a contributor to total revenues (although they 
will remain roughly stable relative to GOP). 

Individual Income Taxes 
Growrh in individual income ta.xes accounts for three
quarters of the increase in tOtal revenues as a share of 
GOP that CBO is projecting for the next 10 years. 
Changes in tax rules that are scheduled to occur under 
current law-and, to a lesser extent, the anticipated eco
nomic recovery, structural features of the tax system (such 

as real bracket creep), and other factOrs-are projected to 

push individual income tax receipts up from 7.3 percent 
of GOP in 2011 to 11.5 percent in 2022 (see Table 4-1). 

Projected Receipts in 2012 
After declining by a rotal of 23 percelH between 2007 and 
20 10 and then rising by 21 percent last year, receipts 

from individual income taxes will grow by 6 percent this 

year, CBO estimates. Those receipts are projected to total 

$1.2 trillion in 2012, about equal to the amount col

lected in fiscal year 2007, before the recession. 

Over half of the increase projected for this year is attrib

utable to growth in taxable personal income (as measured 

in the national income and product accounts). Such 

income-which includes wages, salaries, dividends, inter

est, rental income, and proprietors' income-is a broad 

indicator of the base on which individuals pay income 

taxes. It is projected to grow by 3.3 percent this year, 

slightly less than the 3.7 percent growth expected for 

nominal GOP. Wages and salaries, the largest component 

of taxable personal income, are also estimated to rise by 

3.3 percent in 2012. 

The rest of the projected growth in individual income tax 

receipts this year stems from other factors, including a 

projection of continuing increases in capital gains realiza

tions (which are not included in the measure of taxable 

personal income in the narional income and product 

accounts) and the expiration of some tax provisions that 

reduced revenues in 20 I 1. Capital gains realizations fell 

by more than 70 percent between calendar years 2007 

and 2009, reflecting economic rurmoiJ and steep declines 

in the stock and housing markets. CBO projects that 

receipts from capital gains will rise by 26 percent in 2012. 

In addition, the Making Work Pay tax credit-which was 

enacted in the American Recovery and Reinvestment Acr 

of 2009 (Public Law 111-5) and which reduced receipts 

through the first three months of fiscal year 20 II-is no 

longer in effect. 

Projected Receipts from 2013 Through 2022 
CBO projects that under current law, individual income 

tax receipts will rise by 26 percent in 2013 and by an 

average of about 7Y2 percent a year from 2013 through 
2022. That growth will bring such receipts to $2.8 tril
lion in 2022, CBO projects, compared with $1.1 trillion 

in 20 II, and will boost receipts by 4.0 percentage points 

relative [Q GOP. FactOrs contributing to that increase 

include scheduled changes in tax Jaw, fearures of the exist

ing tax system that cause revenues [Q rise faster than 
income over time, a further expected rebound in taxable 

income, and other effects of the economic recovery. 

Some Existing Tax Provisions Will Expire and Some New 
Ones Will Take Effect. The most imponant reason for rhe 
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Table 4-1. 
--------------------------------~-----Revenues Pro; ected in CBO's Baseline 

Total 

Actual, 2013 2013

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2017 2022 

In Billions of Dollars 

Individ ual Inc ome Taxes 1,091 1,159 1,463 1,597 1,765 1,915 2,069 2,207 2,350 2,504 2,664 2,831 8,810 21,365 

Social Insurance Taxes 819 895 975 1,017 1,076 1,142 1,205 1,266 1,324 1,385 1,447 1,513 5,415 12,349 

Corpora te Income Taxes 181 251 320 427 442 436 465 461 454 444 452 459 2,090 4,360 

Other Revenues 

&c~e~x~ 72 81 85 94 100 102 107 III 116 118 121 123 488 1,076 

Estate and gift tax es 7 11 14 39 44 48 52 56 60 64 68 72 197 516 

Federal Reserve earnings 83 77 78 66 51 43 41 37 40 47 52 54 279 511 

Customs du ties 30 29 32 35 39 43 45 47 49 51 53 56 194 452 

Other miscellaneous receipts 19 20 21 38 50 55 56 59 63 66 70 72 220 550 

Su btotal 211 218 229 273 284 291 301 310 328 347 364 378 1,378 3,105 

Total 2,302 2,523 2,988 3,313 3,568 3,784 4,039 4,243 4,456 4,680 4,926 5,181 17,692 41,179 
On-budget 1,737 1,896 2,290 2,585 2,798 2,965 3,172 3,330 3,498 3,676 3,877 4,085 13,809 32,276 
aIf-budget' 566 627 698 728 770 819 868 914 958 1,004 1,049 1,096 3,883 8,903 

Memorandum: 

Gross Domestic Product 14,954 15,508 15,914 16,575 17,618 18,704 19,708 20,661 21,616 22,603 23 ,614 24,655 88,519 201,666 

As a Percentage of Gross Domestic Product 

Individual Income Taxes 7.3 7.5 9.2 9.6 10.0 10.2 10.5 10.7 10.9 lLl 11.3 11.5 10.0 10.6 

Social Insurance Taxes 5.5 5.8 6.1 6.1 6.1 6.1 6.1 6.1 6.1 6.1 6.1 6.1 6.1 6.1 

Corp orate Income Taxes 1.2 1.6 2.0 2.6 2.5 2J 2.4 2.2 2.1 2.0 1.9 1.9 2.4 2.2 

ather Revenues 

Excise taxes 0.5 0.5 0.5 0.6 0.6 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.6 0.5 
Estate and gift taxes * 0.1 0.1 0.2 0.2 OJ OJ 0.3 0.3 0.3 OJ 0.3 0.2 0.3 
Federal Reserve earnings 0.6 0.5 0.5 0.4 0.3 0.2 0.2 0.2 0.2 0.2 0. 2 0.2 0.3 0.3 
Custo ms duties 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 
Other miscellaneous receipts 0.1 0.1 0.1 0.2 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.2 0.3 

Sub total 1.4 1.4 1.4 1.6 1.6 1.6 1.5 1.5 1.5 1.5 1.5 1.5 1.6 1.5 

Total 15.4 16.3 18.8 20.0 20.2 20.2 20.5 20.5 20.6 20.7 20.9 21.0 20.0 20.4 
On-budget 11.6 12.2 14.4 15.6 15.9 15.9 16.1 16.1 16.2 16.3 16.4 16.6 15.6 16.0 
Off-budget' 3.8 4.0 4.4 4.4 4.4 4.4 4.4 4.4 4.4 4.4 4.4 4.4 4.4 4.4 

So urce: Congressional Budget Office. 

Note: * = between zero and 0.05 percent. 

a. 	 Receipts from Social Security payroll taxes. 

rapid projected growth in individual income tax receipts 

over the next several years is the expiration of tax provi

sions originally enacted on a temporary basis in the past 

decade and then extended through 2011 or 2012 by the 

Tax Relief, Un employment Insurance Reauthorization, 

and Job Creation Act o f 20 I 0 (P.L. 111-312), also known 

as the 2010 tax ace. T hose expirations will have several 

no table effects beginning in 2013 : 

• 	 Statutory tax rates on ordinary income, capital gains, 

and dividends will increase; 

• 	 The range of income spanned by the 15 percent tax 

bracket for couples who file joint tax returns will 

narrow; and 

• 	 The child tax credit will become smaller. 
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In addition, higher exemption amounts under the alter

native minimum tax , which temporarily reduced the 

impact of the AMT, expired at the end of December 

2011. CBO projects that in the absence of new legisla

tion, tax liabilities from the AMT will rise in 2012, but 

those additional liabilities will be paid almost entirely in 

2013 (when people file their tax returns), boosting 

receipts in that year. CBO expects most all of those liabil 

ities to be paid with 2012 returns rather than through 

adjustments to withholding or quarterly tax payments 

before then because many taxpayers will be unaware of 

the change or may be expecting lawmakers to once again 

raise the AMT's exemption amounts. 

Greater tax liabilities stemming from both the AMT and 

the expiration of the earlier tax cutS will raise receipts 

throughout the coming decade. If instead those various 

expired or expiring provisions were extended, revenues 

wou Id be a total of $3.8 trillion lower during the 2013
2022 period than in CBO 's baseline. 

New tax provisions scheduled to take effect starting in 

2013 will also increase income tax revenues, although to a 

much lesser extent than the expiring provisions (see Box 

4-1 o n page 82). One of those new provisions is an addi

tional tax of 3.8 percent on "net investment income" of 

higher-income households-the largest component of 

which is capi tal gains realizations. That tax is set to begin 
in 2013. 

Together, the expiration of existing provisions and intro

duction of new ones under current law will have the 

effect of raising individual income tax receipts as a share 

ofGDP by roughly 1.6 percentage points berween 2012 
and 2022, CBO projects. 

Structural Features of the Individual Income Tax Will 
Cause Revenues to Grow. Even without changes in statu
rory tax rates, credits, or exemption amounts, various 
features of the individual income tax would cause average 
tax rates to rise over time and boost revenues relative to 

GOP For example, income tax brackets and exemptions 
are indexed to increase with inflation but not with growth 

in real income. As a result, as real income rises, more 

income is taxed in brackets with higher rates. That 
phenomenon of real bracket creep will raise individual 

income tax receipts as a share of GOP by about 1.0 per

centage point over the next 10 years, CBO projects. 

Moreover, as nominal income rises, the AMT will apply 

to a growing share of income.3 CBO estimates that, with 

the effects of the expiration of the higher exemption 

amoullts at the end of 20 11 excluded, the AMT will 

increase individual income tax receipts as a share of GOP 

by another 0.4 percentage points benveen now and 2022. 

Growth in Retirement Distributions and Capital Gains 
Realizations will Boost Taxable Income. Taxable distri

butions from tax-deferred retirement accounts, such as 

individual retirement accounts and 40 I (k) plans, are 

expected to grow more rapidly than other income in 

coming years as the population ages. By CBO's estimate, 

the taxation of distributions from such accounts will 

cause revenues as a share of GOP to rise by about 

0.3 percentage points by 2022. 

CBO also expects tax receipts from capital gains realiza

tions to rise relative to GOP over the next decade (aside 

from the effects of the scheduled changes in tax rates), 

raising revenues as a share of GOP by 0.2 percentage 

points berween 2012 and 2022. The large increase in 

capital gains realizations projected for 2012 will not be 

enough to bring them back to their historical relationship 

to GOP. But continued economic recovery and increases 

in asset prices are expected to boost capital gains realiza

tions further, causing them, by 2014, to return nearly to 

their historical average share of GO P (after accoun ting 

for differences in the applicable tax rates). In CBO's pro

jections, realizations stay roughly the same relative to 

GOP-at about 3.5 percent-through 2022 . 

Other Factors Will Contribute to Revenue Growth. Taken 

together, other factors are expected to raise individual 

income tax receipts as a share of GOP by about 0 .5 per

centage points berween now and 2022. Those factors 

include an expectation that wages and salaries, which 

have fallen sharply relative to GOP since the beginning 

of the recession , will reven to a more normal percentage 

3. 	 As wilh Ihe regular income lax, eiTeclive tax ralcs under the AMT 

increase as rising real income pushes raxpayers inlO higher tax 

brackets. In COntrast 10 the regular income tax, however, the 

AMT's tax brackets and exemption amounts are nOt indexed for 

inA.tion. Thus, as income grows with inAation over time, more 

taxpayers become subject 10 the AMT, and those already affected 

by rhe tdX tend to have a Luger share of their income subject 10 it. 

For more def'ils, see Congressional Budgel Off'tce, lI'e I"rlillid",d 
.1tu1"/lrttiIJt' MillimwJ/ 7;",', Issue Brief Oanuary 2010). That report 

was issued before the most recent exrension of the higher exemp

tion amounts for the AM'!: 
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Table 4·2. 

Social Insurance Tax Revenues Projected in CBO's Baseline 

(Billions of dollars) 

Total 

Actual, 2013 2013
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2017 2022 

Social Security 566 627 698 728 770 819 868 914 958 1,004 1,049 1,096 3,883 8,903 

Medicare 188 199 208 220 236 253 269 285 301 317 333 350 1,186 2,773 

Unemployment Insurance 56 60 61 60 63 61 59 59 56 55 56 57 305 588 

Railroad Retirement 4 4 5 5 5 5 5 5 6 6 6 6 24 53 

Other Retirement' 4 4 3 3 3 3 3 3 3 3 3 3 17 33 

Total 819 895 975 1,017 1,076 1,142 1,205 1,266 1,324 1,385 1,447 1,513 5,415 12,349 

Source: Congressional Budget Office. 

a. 	 Consists primarily of federal employees' contributions to the Federal Employees Retirement System and the Civil Service Retirement 
System. 

--~--------------------------------
of COP (for more details, see Chapter 2). In addition, 

wages and salaries of higher-income taxpayers are 

projected to grow faster than those of other taxpayers, 
boosting average tax rates. 

Social Insurance Taxes 
Receipts from payroll taxes that fund social insurance 

programs dropped by abou t 5 percen t last year-to 

5.5 percent of COr, the lowest level relative to COP 

since 1 978-primarily because of a temporary cut in the 

Social Securiry taxes paid by employees. Under current 

law, CBO projects that social insurance tax receipts will 

increase by 9 percent in 2012 but remain below 6 percent 

of GOP for the second consecutive year. Thereafter, the 

scheduled expiration of the Social Securiry tax cut is 

expected to cause social insurance receipts to edge up to 

6.1 percen t of COP in 2013 and remain at that percent

age through the end of the 10-year projection period. 

Sources of Social Insurance Tax Receipts 
The two largest sources of social insurance tax receipts 
are payroll taxes for Social Security and for Parr A of 

Medicare (the Hospital Insurance program). Much 

smaller sources are payroll taxes for unemployment insur

ance (most of which are imposed by states but produce 
amounts that are classified as federal revenues); employ
ers' and employees' contributions to the Railroad 

Retirement System; and other contributions to federal 

retiremenr programs, mainly those made by federal 
employees (see Table 4-2). The premiums that Medicare 

enrollees pay for Part B (the Medical Insurance program) 

and Pan 0 (prescription drug benefits) are voluntary 

payments and thus are not counted as tax revenueSj 
rather, they are considered offsets to spending and appear 
on the spend ing side of the budget as offsetting receipts. 

Social Securiry and Medicare payroll taxes are calculated 
as a percentage of a worker's earnings. The Social Securiry 

tax is usually 12.4 percent of earnings , wi th the employer 

and employee each paying half. It applies only up to a 
certain amount of a worker's annual earnings (the taxable 
maximum, currently $110,100); that amount is indexed 

to grow over time at the same pace as average earnings 
. for all workers. The 2010 tax act lowered the Social 

Securiry tax rate for employees and self-employed workers 

in calendar year 2011 by 2.0 percentage poin ts, to 
4.2 percent for employees and to 10.4 percent for self
employed workers (who pay both the employer's and the 
employee's share of the tax). That reduction was effec

tively continued through the end of February 2012 by 
the Temporary Payroll Tax Cut Continuation Act of 
2011 (PL.112-78).4 

The Medicare tax applies to all earnings (with no taxable 
maximum) and is levied at a rate of 2 .9 percent, with the 

4. 	 for people with self-employment income in 2012, the tax reduc

tion amounts to 2 percent of earnings up to £18,350 (one-sixth of 
the annual taxable maximum) and is calculated regardless of when 

during the year those earnings are accrued. For people with wages 
or salaries, the tax reduction is effectively 2 percent of the amount 

earned in January and february 2012 up to $18,350. 
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employer and employee each paying half. Starting in 

2013 , an additional Medicare tax of 0 .9 percent will be 

levied on the amount of an individual's earnings over 

$200,000 (or $250 ,000 for married couples filing a joint 

income tax rerum), bringing the (Otal Medicare tax for 

those earners (0 3.8 percent. 

Projected Receipts 
Because the reduction in the Social Security tax rate now 
extends parrway through fiscal year 2012, social insur

ance tax receipts are projected (0 rise only (0 5.8 percent 

of GOP this year. Next year, because that reduction will 

no longer be in effect under current law and (to a lesser 

extent) because the Medicare tax rate will rise for some 

taxpayers, social insurance receipts are projected to climb 

to G. l percent of GO P. (If, however, the rate reduction 

was ex tended th rough the end of Decem ber 2012, 

receipts from social insurance taxes would be abou t 

$75 billion lower in fi scal year 2012 and about $25 bil

lion lower in 2013. Those receipts would amount to 

5.3 percent of GOP in 2012-lower than the percentage 

in 20 I I because the rate reduction was in effect for only 

nine months of that fiscal year-and G.O percent of GOP 
in 2013.) 

Beyond 2013, social insurance receipts are projected to 

remain at G.I percent of GOP through 2022 . That stable 

percentage reflects the offserting effects of a projected 

increase in wages and salaries relative to GOP and a pro

jected decrease in social insurance receipts relative to 

wages and salaries throughout that period . Wages and sal
ariesare expected to increase to a percentage of GOP 
closer to their average since 1980 (for details, see 

C hapter 2) . But social insurance receipts are expected to 
decrease rel ative to wages and salaries mainly because a 

growing share of earnings is anticipated to be above the 

taxable maximum amount for Social Security taxes. 5 In 
addition , receipts from unemployment insurance taxes 
are expected to decline relative to wages and salaries after 

201 2. Those receipts grew rapidly in the past two years, 
as states raised their tax rates and tax bases to replenish 

unemployment insurance trust funds that had been 

depleted because of high unemployment, but CBO 

5. 	 Because of th e progressive rate structure o f the income tax , the 
increase in the share of earnings above the Social Securi[)' taxable 

maximum is projected ro produce an increase in individual 

income tax receipts that will largely offset the decrease in social 
in 'l urance [ax receipts. 

expects unemployment insurance receipts to fall to more

typical levels in the coming years. 

Corporate Income Taxes 
T he recent recession and rules that accelerated businesses' 
tax deductions for depreciation in the value of equipment 
have kept corporate income tax receipts at unusually low 
levels for the past three years , averaging 1.2 percent of 
GOP. CBO projects that those receipts will more than 
double relative to GOP over the next few years, reaching 
2.G percent in 2014. The projected growth mainly results 
from past and scheduled changes in depreciation rules 
and from other factors that are expected to boost the 

average tax rate on corporate profits back to a percentage 
more in keeping with that seen since the mid-1980s. 

In the later years of the 1 O-year projection period , 
receipts from corporate income taxes are projected to 
decline again as a share of GOP, largely in tandem with a 
projected decrease in corporate profits relative to GOP. 
By 2022, corporate tax receipts amount to 1.9 percent of 
GOP in CBO's baseline-just about their average per
centage over the past 40 years. 

Projected Receipts from 2012 Through 2014 
CBO expects receipts from corporate income taxes 

to climb by almost 40 percent ($70 billion) in 2012, to 
I .G percent of GOP, although domestic economic prof
its-an approximation of the base on which those taxes 
are paid-are expected to increase by only about 2 per 
cent this year. 6 Corporate tax receipts are projected to 

grow by another 70 percent over the following twO years, 
(0 2.G percent of GOP in 2014 , even though profItS are 
expected to remain fairly stable relative to GOP during 
that period. CBO is projecting such sharp increases in 
corporate tax receipts because of ceHain tax provisions 
that either have expired or are scheduled to expire, laws 
that move corporate tax payments into 2014 from later 
years, and CBO's expectation that the average corporate 
tax rate will return to more-normal levels following the 
substantial drop that began in 2009. Specifically, CBO 

6. Domestic economic profits, as measured in the national income 

and product accounts, are the profits tha t U .S. and fore ign corpo 
ration s earn from current produc rion acriviries carried o ur within 

the United States. That meaSure of profits excludes certain inco me 

of U.S.-based multinational corporations that is derived from fo r

eign sources, mOSt of which does not generate co rporate income 

tax receipts in the United States. Tha t measure also excludes [he 

effects of accelerated depreciation deductions. 
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Figure 4·3. 
...• - ..-.-.~-., ---------- .-

Average Corporate Tax Rate and Corporations' Domestic Economic Profits 
(Percent) 
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Source: Congressional Budget Office. 

Note: 	 Domestic economic profits, as measured in the national income and product accounts, are the profits that U.S. and foreign 
corporations earn from current production activities carried out within the United States. They exclude certain income of U.S.-based 
multinational corporations that is derived from foreign sources, most of which does not generate corporate income tax receipts in the 

United States . 

a. 	 The Tax Reform Act of 1986 put in place corporate tax rates and a tax base that, although modified since then, still closely resemble the 
rates and tax base scheduled to be in effect over the 2013-2022 period. 

expects the average tax rate on domestic economic profits of their investments in equipment. The 20 10 tax act 
to rise to 27 percent by 2014 (or to about 25 percent expanded on that practice, allowing such companies to 

with the effects of the advance payments excluded) , immediately deduct 100 percent of the costs of equip
rollghly rhe average seen over the period from 1987 to ment investments made bet\¥een September 8, 20 I 0, and 
2008 (see Figure 4-3). That reference period begins in Decem ber 3 I, 20 I I; for equipment acquired between 
1987 because the Tax Reform Act of 1986 PUt in place January I and December 31, 2012, such companies will 
corporate tax rates and a tax base that, though modified be allowed to expense 50 percent of the costs. i After 
in some ways by subsequent legislation, still closely 2012, tax law is scheduled to revert to the typical rules in 
resemble the rates and base scheduled to be in effect over effect before 2008, which generally require businesses to 

the 2013-2022 period. deduct all of their equipment investments over a number 

of years. 
Expiration of Full and Partial Expensing of Equipment 
Investment Will Boost Corporate Tax Payments. The The acceleration of depreciation deductions resulting 
average tax rate has fallen in the past few years partly from the recent law changes reduced corporate income 

because of various changes to the tax code whose effects 
 tax receipts as a share of COP by about 0.4 percentage 

will end or be reversed during the next few years. The 
 points in 20 II. That reduction was greater than it would 
most significant of those changes involves the speed at have been otherwise because the provision allowing 

which firms that buy equipment can deduct its costS 

from their taxable income to reflect depreciation in the 

7 . For more [han 50 years, businesses w;[h rela[;ve l}, small amountS 
equipment's value. From 2008 through most of2010, of ;nves[men[ in new equipmen[ have been allowed [0 fully 

companies with large amounts of investment could deduct those COS tS in [he year in which [he equipmcnr is placed 


"expense" (immediately deduct) 50 percent of the cost In serVice. 




90 TIlE BL:rJGET AND ECONOMIC OUTLOOK: FISCAl YEARS 2012 TO 2022 

50 percent expensing for tax year 2010 was enacted on a 

retroactive basis late in 20 10, pushing the revenue losses 

into fiscal year 20 II . CBO projects that the expensing 

provisions will have a substantial impact 011 receipts over 

the next several years as their effects reverse-not only 

ending the decline in the average corporate tax rate but 

boosting that rate above where it would have been with

out the changes in law. SpecifICally, corporate tax receipts 

were lowered in 20 II by the accelerated deductions that 

businesses shifted into that year. Such deductions will 

also reduce receipts in 2012, but the impact will be 

smaller, both because the expensing percentage for invest

menr this year is lower (50 percent versus 100 percent) 

and because some deductions for investment made in 

previous years that would have been claimed in 2012 

were accelerated into earlier years. Expensing provisions 

will boost tax receipts after 2012 because companies 
will already have deducted some or all of the costs of 

investments made in 2011 and 2012. 

Other Factors Will Also Cause Receipts to Grow Through 
2014. According to CBO 's calculations, provisions in 

seven different laws-including the Worker, Home

ownership, and Business Assistance Act of 2009 (P.L. 

111-92) and the Hiring Incentives (0 Restore Employ

mellt Act (P.L. 111-147)-will cause $42 billion ill cor

pora tions' estimated tax payments to be shifted from 

2015,2016, and 2017 into 2014. 8 In addition, some of 

the recent weakness in collections of corporate income 

taxes is not explained by available data on profIts and 

other measures used to forecast corporate tax receipts; 

CBO projects that receipts will return to more-typical 

levels relative to those measures over the next few years. 

Projected Receipts Beyond 2014 
In CBO 's baseline projections, corporate income tax 

rece ipts decline from 2.6 percent of GOP in 2014 to 

1.9 percent in 202 2. That decrease is attributable mainly 
to a projected drop in corporations' domestic economic 
profits as a share of GOP, from 9. 7 percent in 2015 to 

7 .0 percent in 2022, largely because of rising interest pay
ments on businesses' debt and increasing labor costs. In 

addition , the shifts in the timing of corporate tax pay

ments that will boost receipts in 2014 under current 

8, 	 CB O estimates rbr rhe most significant riming shifts will increase 
rece ipts br about S42 billion in 2014 and $4 billion in 2019 and 
will reduce receipts by "bout $4 billion in 2015, $35 billion in 
2016. $2 billion in 2017, and $4 billion in 2020. 

law will cause receipts to be lower than they would be 

otherwise frolll 2015 through 201 7. 

Other Sources of Revenues 
In addition to individual income, social insurance , and 

corporate income taxes , the other sources of federal 

revenues are excise taxes, estate and gift taxes, earnings of 
the Federal Reserve System, customs duties, and various 

miscellaneous levies. 

CBO projects that revenues from those other sources will 

total $218 billion in 2012 and $229 billion in 2013, up 

from $211 billion last year (see Table 4-3). As a share of 

GOP, those revenues will total 1.4 percent in 2012 and 

2013, CBO estimates, and then range between 1.5 per
cent and 1.6 percent of GO P through the rest of the 
projection period. Increases in receipts from estate and 
gift taxes and from miscellaneous fees and fll1es-largely 

caused by changes in tax and other provisions-are 

expected (0 be partly offset by decreases in remittances 
from the Federal Reserve, as its portfolio and earnings 
decline (0 more-normal sizes relative to GOP. 

Excise Taxes 
Unlike taxes on income, excise taxes are levied on the pro

duction or purchase of a specific type of good or service. 
More than 85 percent of excise tax receipts over the COIll 

ing decade will result from taxes related to highways, 
tobacco and alcohol, aviation, and health insurers. After 

falling for much of the past decade, receipts from excise 
taxes are expected (0 increase slightly as a share of GOP, 
from 0.5 percent in 2011 (00.6 percent in 2014 and 

2015. New excise taxes established by the Affordable Care 
Act, as well as the expiration of tax credits for ethanol
blended fuels, will generate those increases. 

After 2015 , excise tax receipts will decline slightly as a 
share of GOP, CBO estimates, (Otaling 0 .5 percent from 
2016 through 2022. That decline stems largely from an 
expectation of slow growth in highway tax receipts and a 
projected decline in receipts from tobacco taxes. 

Highway Taxes. More than one-third of excise tax receipts 

come from highway taxes, primarily taxes on gasoline, 
diesel fuel, and blends of those fuels with ethanol. 
Receipts from those taxes-which are largely dedicated to 

the Highway Trust Fund-are projected to shoot up by 
20 percent this year (to $36 billion) and then grow at 
an average annual rate of about 1 percent for the next 
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Table 4-3. -.- ~ ...- ....-..------------~. 
Other Sources of Revenues Projected in CBO's Baseline 
(B illions of dollars) 

Total 

Actual, 2013- 2013
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2017 2022 

Excise Taxes 
Highway 29 36 37 37 38 39 40 40 40 41 41 41 191 395 
Tobacco 17 17 17 16 16 16 16 16 15 15 15 15 81 156 
Aviatio n 11 12 13 13 14 15 16 17 17 18 19 20 71 162 
Alcohol 9 10 10 10 10 10 11 11 11 11 11 12 51 107 
Health insurers 0 0 0 7 10 10 12 12 13 13 13 14 39 104 
Other 5 7 9 11 11 11 12 15 19 20 21 22 55 152 

-  ---- 
Subtotal 72 81 85 94 100 102 107 111 116 118 121 123 488 1,076 

Estate and Gift Taxes 7 11 14 39 44 48 52 56 60 64 68 72 197 516 

Federal Reserve Earnings 83 77 78 66 51 43 41 37 40 47 52 54 279 511 

Customs Duties 3D 29 32 35 39 43 45 47 49 51 53 56 194 452 

Other Miscellaneous Receipts 
Universal Service Fund fees 9 9 10 10 10 11 11 11 11 12 12 12 52 111 
Other fees and fines 11 10 11 28 40 45 45 47 - 51 55 58 60 - 168 439 ---- 

Subtotal 19 20 21 38 50 55 56 59 63 66 70 72 220 550 

Total 211 218 229 273 284 291 301 310 328 347 364 378 1,378 3,105 

Source: Congressional Budget Office. 

10 years . Most of the increase this year is attributable to 

the expiration of tax credits for ethanol-blended fuels at 

the elld of calendar year 2011 . That expiration is also 

expected to produce about $6 billion in additional reve

nues by fiscal year 2013, the first full year after the credits 
ended.') 

The low growth rate projected for those receipts from 

2013 through 2022 reflects the expectation that gasoline 

consumption will be relatively flat during that period. 

Although the number of miles that people drive is pro

jected to increase as the economy grows, CBO expects 

the effect of that increase on fuel use to be largely offset 

by improvements in the fuel economy of vehicles, mainly 

because of increases in the government's fuel economy 

standards. Other excise taxes-principally those on sales 

of diesel fuel and trucks-account for most of the small 

annual growth in revenues anticipated for the Highway 

Trust Fund through 2022. 

'l . 	 T he lower effecti ve tax rates o n ethanol-blended fuels that resulted 

from the tax credits did not reduce revenues credited to the High
way Trust Fund but rather rhe government's general revenues. 

Under current law, most of the federal excise taxes used to 

fund highways are scheduled to expire on March 31, 

2012. However, as specified in the Balanced Budget and 

Emergency Deficit Control Act of 1985, CBO's baseline 

reflects the assumption that expiring excise taxes dedi

cated to trust funds will be extended (unlike other expir

ing tax provisions. which are assumed to follow the 

schedules set forth in current law). 

Tobacco and Alcohol Taxes. Taxes on tobacco products 

will generate a total of $17 billion in revenues in 2012, 

CBO projects. That amount is expected to decrease by 

between 1 percent and 2 percent a year over the next 

decade, consistent with the overall decline in tobacco 

consumption that has been occurring for many years. 

By contrast, receipts from taxes on alcoholic beverages , 

which will total $10 billion in 2012, are projected to rise 

at an average rate of almost 2 percent a year through 

2022, the result of expected increases in alcohol 

consumption. 

Aviation Taxes. Receipts from excise taxes dedicated to 

the Airport and Airway Trust Fund (such as taxes on 
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airline tickets and aviation fuel) rose by 4 percent in 

20 II, even though most of those taxes lapsed for two 

weeks during the summer. CBO projects that receipts 

from aviation-related taxes will grow by about 7 percent 

in 2012; the increase from the 2011 level would have 

been onl)' about 3 percent if the temporary lapse had not 

dampened receipts last year. 

Thereafter, aviation tax receipts are projected to rise at an 

average annual rate of about 5 percent, growing from 

~ 12 billion in 2012 to $20 billion in 2022. That growth 

roughly matches the projected growth of GOP over that 

period, because the main components of aviation excise 

taxes are levied as a percentage of dollar value, causing 

receipts to increase along with real economic activity and 

inflation. Under current law, most aviation taxes are 

scheduled to expire in February 2012, but like the high

way taxes discussed above , they are assumed to be 
extended for the purposes of CBO's baseline. 

Tax on Health Insurance Providers. Under the Afford

able Care Act, health insurers will be subject to a new 

excise tax starting in 2014, which will be based on their 

share of total premiums assessed. However, several types 

of health insurers (such as self-insured plans, federal and 

state governments, and tax-exempt providers) will be 

fully or partially exempt. CBO projects that receipts from 
the tax will amount to $7 billion in 2014 and then rise to 

$14 bill ion by 2022. 

Other Excise Taxes. As a whole, other excise taxes are 

projected to generate a total of about $150 billion in rev

enues between 2013 and 2022. Those taxes include a 

2. 3 percent excise tax on manufacturers and importers of 

certain medical devices, an annual fee charged to manu

facturers and importers of brand-name drugs, a tax on 

certain high-cost employer-sponsored health plans, and 
taxes on the net investment income of some private 
foundations. 

Estate and Gift Taxes 
CBO projects that under current law, receipts from estate 

and gift taxes will hover around 0.1 percent of GOP in 
2012 and 2013 (amounting to $11 billion and $14 bil

lion . respectively) before rising sharply, to 0.2 percent of 

GOP in 2014 and 2015 and to 0.3 percenrofGOP 

thereafter. By 2022 , receipts from estate and gift taxes are 
projected to total $72 billion. Those estimates reflect 

scheduled changes in the tax code, particularly a reduc

tion in the amount of gifts and bequests effectively 

exempted from such taxes and an increase in the top mar

ginal tax rate , both of which are set to take effect in 2013. 

Under the 20 10 tax act, this year up to $5 million of an 

individual's ($10 million of a couple's) combined lifetime 

gifts and bequests are exempt from estate and gift taxes. 

Combined lifetime gifts and bequests in excess of that 

effective exemption amount are subject to a tax rate of 

35 percent. Generation-skipping taxes-which apply 

to wealth transferred to an heir who is more than one 

generation younger-are also assessed at a tax rate of 

35 percent . Starting in 2013, combined gifts and 

bequests will be subject to higher tax rates (a graduated 

rate schedule with a maximum tax rate of 55 percent), 

and the effective exemption amount will decline to 

$1 million. A 5 percent surtax will apply to transfers of 

wealth between $10 million and $1 7 million (changing 

the graduated rate schedule to a flat 55 percent rate on 

estates of at least $17 million), and the tax rate on 

generation-skipping transfers will also increase. 

T hose scheduled changes to estate and gift taxes will 

return the effective exemption amount and the tax rates 

closer to the ones that were in effect before tax cuts were 

enacted in 200 I . As a result, CBO projects that over 

the next decade, receipts from estate and gift taxes will 

increase to percentages of GOP closer to those seen in 

the late 1990s. 

Earnings of the Federal Reserve System 
The income produced by the various activities of the 
Federal Reserve System (the nation's central bank), minus 

the cost of generating that income, is remitted to the 

Treasury and counted as revenues. The Federal Reserve's 

income stems mainly from interest on the Treasury secu
rities and other securities that it holds . Its costs arise 
largely from the payment of interest on reserves that 
depository institutions hold at the Federal Reserve. Ordi
narily, the Federal Reserve's biggest liability is currency in 
circulation (Federal Reserve notes), but because it pays no 

interest on currency, its income typically exceeds its costs 

by a large margin . 

Over the past four years, the central ban k has more than 

tripled the size of its asset holdings and has diversified 

those holdings by purchasing significant amounts of 
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riskier mortgage-backed securities issued by Fannie Mae, 

Freddie Mac, and Ginnie Mae. Those securities are risky 
because of the possibility that borrowers will prepay the 
underlying mortgages; securities that are riskier than 
Treasury securities generally pay higher yields as compen
sation for the added risk. In addition, within its holdings 
of Treasury securities, the Federal Reserve has shifted to 
ones with longer maturities and higher yields. As a result, 
despite a significant decline in interest rates, the Federal 
Reserve's earnings on its portfolio-and thus its remit
tances to the Treasury-have surged. In 201 I, remi t
tances totJled $83 billion (or 0.6 percent ofGDP), about 
2Y2 times their amount in 2008. 

CBO projects that remittances will decline slightly from 
th is year's level, to roughly $77 billion (or 0.5 percent of 
GOP) in both 2012 and 2013. They are projected to 
drop steadily over the following three years, to about 
0.2 percent of GDP, and then remain at that level-their 
average over the 2000-2008 period-through 2022. 
Those declines mainly reflect the expectation that the size 
and composition of the Federal Reserve's portfolio will 
return to amounts more in line with historical experience. 

Customs Duties and Other Miscellaneous Receipts 
Customs duties and various miscellaneous revenue 
sources together yielded about 2 percent of total revenues 
(equal to about 0.3 percent of GDP) in 2011. CBO pro
jects that receipts from customs duties will hold steady at 
about 0.2 percent of G D P throughout the 10-year pro
jection period. Under current law, other miscellaneous 
receipts are projected to rise as a share ofGDP after 2013, 
mainly because of fees and penalties established by the 
Affordable Care Act. Those include fees charged to health 
insurance plans to fmance an equal amount of federal 
spending for plans whose enrollees are expected to have 
Jbove-average health care costs (a practice known as risk 
adjustment), as well as penalties on employers who do 
not provide health insurance. By 2022, other miscella
neous receipts total about 0.3 percent ofGDP in CBO's 
baseline, up from 0.1 percent in 2011. 

Tax Expenditures 
A number of exclusions, deductions, exemptions, and 
credits ill the individual and corporate income systems 
cause revenues to be much lower than they would be 
otherwise. Some of those tax provisions are termed 
"t::LX expenditures" because they resemble government 
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spending by providing financial assistance to specific 

activities, entities, or groups of people. Tax expenditures 
are more like entitlement programs than like discretion

ary spending programs: They are not subject to annual 
appropriations, and any person or entity that meets the 
requirements for them can receive the benefits. Because 

of their budgetary treatment, however, tax expenditures 

are much less transparent than spending on entitlement 

programs. 

The Congressional Budget and Impoundment Control 
Act of 1974 defines tax expenditures as "those revenue 

losses amibutable to provisions of the Federal tax laws 
which allow a special exclusion, exemption, or deduction 

from gross income or which provide a special credit, a 
preferential rate of tax, or a deferral of tax liability."lo 

That law requires that a list of tax expenditures be 
included in the federal budget, and each year both the 

Administration and the Congress publish estimates of 
individual and corporate income tax expenditures, pre
pared by the Treasury's Ofttce of Tax Analysis and the 

staff of rhe Congress's Joint Committee on Taxation 
UCT) , respectively. I I 

Tax expenditures have a major impact on the federJI 

budget. On the basis of estimates prepared by J CT and 
extrapolated by CBO through the 10-year budget win
dow, CBO estimates that certain major tax expenditures 
in the individual income tax code (described below) will 

total nearly $12 trillion over the 2013-2022 period-or 

5.8 percent of GDP-with the effects on both payroll 
and income taxes included. 12 (Provisions that reduce the 

amount of taxable income under the income tax can also 

reduce the amount of income subject to payroll taxes, 

although estimates of tax expenditures do not generally 

10. Section 3(3) of the Congressional Budget and Impoundment 
Control Act of 1974, 2 USc. 622(3), 88 Star. 297. 

II. 	See Joint Committee on Taxation. Estimates 0/Fedel'll! TtlX Expen

ditures for Fiscal Years 2011-2015, JCS-I-12 U~nuary 17. 2012); 
and Office of Management and Budget, Budget 0/t/1e Us. Gov

erllmelll, Pi.'cal }ear 201 2: Allalytical Perspectives (February 20 II), 

Chapter 17. 

12. 	CBO extrapolated the eS[imates beyond 2015 using its economic 

forec<lSt. Those extrapolated estimates, therefore. would not pre

cisely march such estimates produced by JCT furthermore, 
al[hough neither JCT nor the Treasury regularly includes effee[s 

on payroll taxes in estimates of tax expenditures, CBO cstimated 

and included those effects here. where applicable. 
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Figure 4·4. 
·...----------------_. 

Selected Major Tax Expenditures in 2012, Compared with Other Categories of 
Revenues and Outlays 

Revenues 
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Source: Congressional Budget Office based on estimates by the staff of the Joint Committee on Taxation. 

Notes: The selected major tax expenditures included here are the exclusion of employers' contributions fOr health care, health insurance 

premiums. and long-term care insurance premiums; net exclusions of pension contributions and earnings; the exclusion of capital 
gains at death; the exclusion of untaxed Social Security and Railroad Retirement benefits; the deduction for mortgage interest on 

owner-occupied residences; the deduction for nonbusiness income. sales, and personal property taxes paid to state and local govern

ments; the deduction for charitable contributions; the reduced tax rates on dividends and long-term capital gains; the earned income 
tax credit; and the child tax credit. The individual effects of those tax expenditures are shown in Figure 4-5. 

Because estimates of tax expenditures are based on people's behavior with the tax expenditures in place, the estimates do not reflect 

the amount of revenues that would be raised if those provisions of the tax code were eliminated and taxpayers adjusted their activities 
in response to the changes. 

include effects beyond those on income taxes.) U In 2012, Tax expenditures, however, do not represent the amount 

those major tax expenditures total more than $800 bil of revenues that would be raised if the associated tax 

lion-or 5.3 percent ofGDP. equal to about one-third of provisions were eliminated, for two main reasons: 

the federal revenues projected for 2012 and greater than 

projected spending on Social Security, on defense , or on • The change in incentives that would result from 

Med icare (see Figure 4-4). 	 repealing a particular tax expenditure would lead tax
payers to modify their behavior in ways that would 

mute the revenue impact of the repeal. For example, if13. JCT S[aff have previously estimated the effect on payroll taxes of 
the provision that excludes employers' contributions for healch the preferential tax rates on capital gains realizations 
insurance prem iums from their workers' ~dXa ble income. See Joint were eliminated , taxpayers would probably reduce the 
Committee on TJxJtion, Background JvlaterictlsforSenate Commit amount of capital gains they realize, Because the size 
tee 011 Fill/lllee ROUltdttlble 011 Hea lth Care Fill/lllcillg • .ICX -27 -09 

of that tax expenditure is estimated on the basis of the
(,vtty 8, 2009). Tax expenditures that reduce the tax base for pay

gains that are projected ro be realized with the preferroll taxes will also eventually decrease spending for Social Security 
by reducing the wage base on which Social Security benefits are ential rates in place, the amount of additional revenues 
calculated . actually produced by eliminating that preference 
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would be smaller than the estimated size of the tax 

expenditure. 

• 	 A simple total of the estimates for individual tax 

expenditures does not account for the potential inter

actions that would arise if multiple expenditures were 

repealed at the same time. For instance, eliminating a 

particular income exclusion would increase taxable 

income, pushing some income into tax brackets with 

higher marginal rates; eliminating all income exclu

sions would increase taxable income by the sum of the 

individual increases (leaving aside other consider

at ions) , but because of the structure of tax brackets 

and marginal rates, a larger share of that additional 

income would end up in tax brackets with higher 
rates. As a result, the effect of eliminating all exclu

sions would be larger than the sum of the effects of 

eliminating particular exclusions. Conversely, elimi

nating all itemized deductions would have a smaller 

effect than the sum of the estimates for eliminating 

each individual deduction, because with all of the 

deductions gone, more taxpayers would claim the 

standard deduction (instead of itemizing deductions) 

than would be the case if any single deduction was 

repealed. As it turns out, for the major tax expendi

tures discussed here, such interactive effects would 

largely 0 ffset one ano ther. 

The major tax expenditures considered here fall into four 

categories-exclusions from taxable income, itemized 

deductions, preferen tial tax rates, and tax credits. Of 

those tax expendi tures, four are exclusions of certain types 
of income from individual income taxes: employers' con

tributions for health care, health insurance premiums, 

and long-term care insurance premiums for their employ
ees; contributions to and earnings of pension funds 

(minus pension benefits that are included in taxable 
income); unrealized capital gains from assets that are 
transferred at the owner's death; and untaxed Social Secu
rity and Railroad Retirement benefits. Employers' contri 
butions for health insurance and contributions to pension 
funds are also excluded from payroll taxes . 

The exclusion of employers' health insurance contribu
tions is the single largest tax expenditure in the individual 

income tax code; including effects on payroll taxes, that 
tax expendi ture is projected to equal 1.8 percent of 

GOP over the 2013-2022 period (see Figure 4- 5). The 
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exclusion of pension contributions and earnings has the 
next largest impact, generating net tax expenditures 

(including effects on payroll taxes) estimated to total 
1.1 percent of GOP over that period. I" The exclusion 
of unrealized capital gains at death is projected to gener
ate tax expenditures equal to 0.3 percent of GOP over 

those 10 years, and tax expenditures for the exclusion of 

untaxed Social Security and Railroad Retirement benefits 

are projected to equal 0.2 percent of GOP. 

Three other major tax expenditures allow taxpayers who 

itemize deductions to deduct their spending for certain 

items from their taxable income. The deduction for inter
est paid on mortgages for owner-occupied residences is 

the biggest of those three; tax expenditures for that 
deduction are projected to equal 0 .8 percent of GOP 

berween 2013 and 2022. By comparison, the tax expen
ditures for deductions for state and local taxes and for 

charitable con tributions are each projected to equal 

0.3 percent of GOP over that period. 

Some forms of income are subject to preferential tax rates 

under the income tax. Both long-term capital gains and 
dividends are taxed at lower rates in 2012 than other 

forms of income. Although the preferential rate on divi

dends is scheduled to expire at the end of December 

2012, a slightly higher preferential rate on long-term 
capital gains will continue after that. Tax expenditures for 
those preferential rates on dividends and long-term capi

tal gains are projected to total 0.5 percent of GOP 

berween 2013 and 2022. 

The other major tax expenditures projected by CBO are 

rwo refundable tax credits, both targeted toward house

holds with children . Tax expenditures for the earned 
income tax credit (which is also available to some low
income workers without children) are projected to be 
0.3 percent of GOP berween 2013 and 2022, and tax 

expenditures for the child tax credit are projected to be 

0.1 percent of GOP over that period.15 Both credits were 

14. 	That total includes amounts from defined-benefit and deflned
contribution plans offered by employers; it does not include 

amounts from self-directed individual retirement arrangements or 

from Keogh plans that cover partners and sole proprietors. 

15. 	The estimates for the earned income tax credit and child tax credit 

include the refundable portion of the credit (the amount in excess 
of income tax liability), which is recorded as an outlay in the 

federal budget. 

http:period.15
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Figure 4·5. 
~--~~-----------------------------~---~------------....---Effects of Selected Major Tax Expenditures from 2013 to 2022 

Income Exclusions 
Exclusion of Employers' Contributions for 

Health Care, Health Insurance Premiums, and PayrollTaK Effect 
Long-Term Care Insurance Premiums 


Net Exclusions of Pension 

Contributions and Earnings 


Exclusion of Capital Gains at Death 

Exclusion of Untaxed Social Security 

and Railroad Retirement Benefits 


Deduction for Mortgage Interest on 

Owner-Occupied Residences 


Deduction for State and Local Taxes' 

Deduction for Charitable Contributions 

Reduced Tax Rates On Dividends and 

Long-Term Capital Gains 


Earned Income Tax Credit 

Child Tax Credit 

1.2 1.4 1.6 1.8 2.0 

Percentage of Gross Domestic Product 

Source: Congressional Budget Office based on estimates by the staff of the Joint Committee on Taxation. 

Notes: These effects are calculated as the sum of the tax expenditures over the 2013-2022 period divided by the sum of gross domestic 

product over the same 10 years. 

Because estimates of tax expenditures are based on people's behavior with the tax expenditures in place, the estimates do not reflect 
the amount of revenues that would be raised if those provisions of the tax code were eliminated and taxpayers adjusted their activities 

in response to the changes. 

a. Consists of nonbusiness income, sales, and personal property taxes paid to state and local governments. 

--------~--------------------
expanded in 2001 and again in later years, but the expan tures-especially if not limited in size-may encourage 
sions are scheduled to expire at the end of December overconsumption of goods that receive preferential treat
2012. Thus, the projected impact of those twO credits is ment or subsidize activity that would have taken place 

larger in 2012-0.4 percent of GOP each-than in the without the tax incentives. For example, the tax expendi

2013-2022 period. tures for health insurance costs, pension contributions, 

and mortgage interest may also prompt people to con
Tax expenditures may help to achieve certain societal sume more health services than are necessary, reallocate 
goals, such as a healthier population, adequate financial existing savings from accounts that are not tax-preferred 
resources for retirement, and stable communities of to retirement accounts, and purchase more-expensive 
homeowners. At the same time, however, tax expendi- homes than they need. 

o 0.2 0.4 0.6 

Deductions 

Preferential Rates 

Credits 

0.8 1.0 



Cbanges in CBO's Baseline Since August 2011 


y, Cong",,;on,1 Budg" Offiu (CBO) ",;m"" 
that in the absence of funher legislation affecting spend

ing and revenues, the deficit for fiscal year 2012 will be 

nearly $1.1 trillion . That amounr is $105 billion more 

than the deficit CBO projected in August 2011 , when 

the agency released its previous set of baseline budgetary 

projections (see Table A-I ).1 Since August, CBO has 

reduced its projections of revenues by $113 billion (or 

4 percenr) and its projections of outlays by $7 billion 

(o r 0 .2 percent). 

The agency's updated baseline also shows higher pro

jected deficits through 2016 and small net changes for 

the period between 201 7 and 2021.2 For the entire pro

jection period, from 2012 through 2021, CBO projects a 

cumulative deficit of $3 .8 trillion , which is $325 billion 

more than it projected in the August baseline. Two main 

factOrs contribute to that outcome. CBO now projects 

that revenues will be $700 billion (or 2 percenr) lower 

between 2012 and 202 1 as a result of updated economic 

projections and other factOrs. In the other direction, 

CBO now anticipates lower inrerest rates in coming 

years ; those lower rates alone result in projected net inrer

est costs that are smaller by nearly $540 billion. On net, 

I . 	 Those pro jec lions were published in Tin' Budget a!'/.d ECOilOlil ic 
Ouf/ooq: / 111 Upd"le (Augus t 2011) . 

2. 	 CBO generally ConstruCls its baseline in acco rdance wilh provi

sio ns of the Balanced Budget and Emergency Deficit Control Act 

o f 1985 dnd the C o ngressional Budget dnd Impoundment Con

trol ACI o f 1974. To project revenues and manda to ry spending, 

CBO assumes that current laws, with only a few exceptions, will 

remain un changed. To p roject rotal d iscre tio nary spending, CBO 

ass umes that appropriations through 20 2 1 will comply with the 

caps and olher provisions of the Budget C o ntrol Act of 20 II 

(Publ ic Law 11 2-25). The resulring baseline projections are not 

intended ro be a prediction of future budgetary outcomes; rather, 

th e\, serve as a benchmark that law makers can lise to measure the 

potential effects of spending and revenue proposa ls . 

all other changes increase the deficit projection by about 

$165 billion for the 1 O-year period. 

Revisions attributable to legislation enacted since August 
have reduced the deficit projection by $261 billion 
between 2012 and 2021 ; the net impact of economic 
changes reduced projected deficits by $9 billion. How
ever, revisions of a technical nature-including both net 
reductions in revenues and net increases in outlays

increased projected deficits by $595 billion for the 
10-year period. 

Legislative Changes 
Legislation enacted after CBO prepared its August base
line led the agency to raise its estimate of the deficit for 

2012 by $38 billion but to lower its projection of the 
cumulative deficit for the 2012-2021 period by $261 bil

lion . Three new laws accounred for most of the changes: 

• 	 The Consolidated Appropriations Act, 2012 (Public 
Law 112-74), 

• 	 The Temporary Payroll Tax CUt Conrinuation Act of 
2011 (P.L. 112-78), and 

• 	 The Three Percent Withholding Repeal and Job 
Creation Act (P.L. 112-56). 

The change in projected deficits attributable to legislation 
over the coming decade is almost entirely the result of a 
reduction in projeCted ou days. The agency's current base
line reflects a projected $31 2 billion drop in spending, 
largely because of decreased funding in 2012 for military 
operations in Afghanistan and Iraq and the extrapolation 
of that lower amount of funding to subsequent years. 
Lower projected revenues offset a small ponion of the 
estimated decrease in spending; revenues are projected to 

be $20 billion lower in the current year and $51 billion 
lower over the 2012-2021 period . 
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Table A-i. 

Changes in CBO's Baseline Projections of the Deficit Since August 2011 
(Billions of dollars) 

Total 
2012- 2012

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2016 2021 

Deficit In CBO's August 20n Baseline -973 -510 -265 -205 -278 -231 -211 -259 -277 -279 -2,232 -3,487 

Legislative Changes 
Changes in Revenues 

Individual income taxes * * -1 -1 -1 -1 -1 -1 -1 -1 -5 
Corporate income taxes * -6 * * 2 -3 -1 -1 -1 -1 -5 -10 
Social insurance taxes -19 -2 * * * * * * -22 -23 
Other -2 -1 -1 -1 -1 -1 -1 -2 -2 -2 -6 -14 

All Changes in Revenues -20 -9 -1 -2 * -5 -3 -3 -4 -3 -33 -51 

Changes In Outlays 
Mandatory 

Fannie Mae and Freddie Mac -1 -4 -3 -3 -3 -4 -4 -4 -4 -16 -35 
Health care programs 3 * -1 -2 -3 -3 -3 -3 -3 -4 -2 -19 
Unemployment compensation 8 o o o o o o o o 0 8 8 
Other 5 1 * -1 -1 * 1 * -3 -4 4 -2 

Subtotal 16 -3 -6 -6 -7 -6 -6 -8 -10 -12 -5 -47 

DIscretionar y 2 -11 -21 -25 -27 -28 -29 -31 -32 -32 -82 -234 

Debt service * * -1 -2 -4 -6 -8 -10 -1 -30 

All Changes in Outlays 18 -14 -26 -31 -35 -37 -40 -44 -49 -54 -88 -312 

Total Legislative Changes' -38 5 25 28 35 32 37 41 46 50 55 261 

Economic Changes 
Changes in Revenues 

[ndiv idual income taxes -16 -41 -64 -79 -70 -58 -52 -50 -45 -40 -271 -516 
Corporate income taxes 49 40 32 37 47 48 41 24 10 4 206 332 
Social insurance taxes -8 -17 -27 -36 -34 -26 -17 -12 -7 -4 -123 -188 
Other * -2 -1 -2 -2 -2 -2 -2 -2 -3 -7 -18 

All Changes in Revenues 25 -20 -60 -81 -59 -37 -30 -40 -44 -43 -195 - 389 

Changes In Outlays 
Mandatory outlays 

Student loans -8 -13 -13 -12 -11 -10 -7 -5 -4 -4 -57 -87 
Supplemental Nutrition ASSistance Program 126 7 888 8 8 8 24 64 
MedIcare and Medicaid * -1 2 5 777 8 8 10 13 54 
Unemployment compensation * 2 5 10 953 3 2 2 26 41 
Social Security 4 6 7 7 641 -3 -6 -8 29 16 
Other 2 4 5 6 766 6 6 6 24 53 

Subtotal -1 -1 11 23 26 20 17 16 14 14 58 140 

Discretionary o * 1 * * "* * * * 1 -1 

Net interest 
Debt service * * * * 1 1 * * -1 -1 1 1 
Interest rates ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ 

Subtotal -17 -31 -44 -52 -61 -75 -78 -67 -60 -54 -204 -538 

All Cha nges in Outlays -17 -32 -32 -28 -36 -55 -61 -51 -46 -40 -145 -398 

Total Economic Changes' 42 12 -28 -53 -24 18 30 11 2 -2 -51 9 

Continued 
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Contint.h:!d 

\ugust L~j 11 
(Billions of dollars) 

Total 
2012- 2012

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2016 2021 

Technical Changes 

Net Effect of Incorporating the Automatic 

Enforcement Procedures"b o -46 -20 -13 -12 -13 -14 -15 -16 -18 -92 -168 

Changes in Revenues 
Individual income taxes -34 -6 -5 -1 3 8 16 25 -42 9 
Corporate income taxes -78 -50 -36 ~1 2 1 * * * 1 -172 -170 
Social insurance taxes -2 -1 -12 -10 -12 -11 -12 -15 -20 -22 -37 -117 
Other -4 5 5 4 5 5 * -2 * * 16 18 

All Changes in Revenues -118 -52 -49 -14 -3 -6 -9 -9 -4 3 -236 -260 

Other Changes in Outlays 
Mandatory 

Medicare * -2 -2 -3 -5 -6 -7 -10 -13 -20 -12 -69 
CLASS o 3 7 11 12 12 11 9 7 6 33 76 
Unemploy ment compensation -4 -5 -7 -13 -9 -8 -6 -5 -4 -3 -39 -65 
Other 4 16 20 22 19 17 21 19 23 26 81 187 

Subtotal -1 6 12 11 11 9 13 8 7 5 40 130 

Discretionary -10 -12 -5 -1 3 2 1 * -1 * -24 -22 

Net interest 
Debt service * 2 3 5 8 10 13 16 19 21 18 98 
Other 2 -3 -2 -3 -3 -2 2 4 6 8 -9 9 

Subtotal 3 -1 1 2 9 15 20 25 30 9 107 

All Other Changes in Outlays' -7 -7 8 12 19 20 29 28 32 34 25 167 

Total Technical Changes' -110 -91 -77 -40 -34 -39 -52 -52 -52 -48 -352 -595 

All Changes 

Total Effect on the Deficit' -105 -75 -80 -64 -24 11 15 1 -4 * -348 -325 

Deficit in CBO's January 2012 Baseline -1,079 -585 -345 -269 -302 -220 -196 -258 -280 -279 -2,580 -3,812 

Memorandum: Effects on the Deficit' 
Revenues -113 -81 -110 -98 -63 -48 -42 -52 -51 -43 -464 -700 

Outlays (Excluding effects of the automatic 
enforcement procedures) 7 53 SO 46 51 72 71 68 64 61 208 543 

Net effect of incorporating the automatic 
enforcement procedures' o -46 -20 -13 -12 -13 -14 -15 -16 -18 -92 -168 

Source : Congressional Budget Office. 


Note: CLASS", Community Living Assistance Services and Supports; * = between -$500 million and $500 million. 


a. 	 Negative numbers indicate an increase in the deficit. 

b. 	 CBO's August projections included $1.2 trillion in potential deficit reduction from legislation produced by the Joint Select Committee on 
Deficit Reduction or from the automatic enforcement procedures that would be triggered if no such legislation was enacted; that sum was 
not allocated either to outlays or to revenues. Because no legislation was reported by the committee, CBO has removed the $1.2 trillion in 

unallocated deficit reduction and, instead, included in the baseline the outlay reductions that will be triggered pursuant to the automatic 
enforcement procedures in the Budget Control Act of 2011. See Table A-2 for a detailed breakdown of the net effect of those changes. 

c. 	 In addition to these effects, some outlay changes result from incorporating the automatic enforcement procedures. 
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Changes to Projections of Outlays 
Since August, CBO has raised the amount it estimates for 

ourlays in fiscal year 2012 by $18 billion because of legis
lative actions that are projected (0 boost discretionary 

ou days by $2 billion and manda(Ory oudays by $16 bil

lion. For the 2012-2021 period, the estimates of outlays 

are down by $312 billion (or 1 percent), almost entirely 

because of projected changes in discretionary oudays. 

Discretionary Spending. Since August, CBO has 

increased its baseline projections of discretionary spend
ing by $2 billion for 2012 and decreased them by 

$234 billion for the 2012-2021 period because of 

changes stemming from the enactment of appropriations 
for 2012. Because most discretionary spending is con

strained by the caps established in the Budget Control 
Act of 20 11 (PL. 112-25), the changes (0 spending pro

jections in the baseline result mosdy from changes in 

appropriations for activities that lead (0 adjustments in 
the caps-overseas contingency operations (such as mili

tary activities in Afghanistan), disaster relief, emergency 

requirements, and program integrity initiatives. 3 

In CBO's current baseline, the changes in discretionary 

spending attributable (0 legislation stem primarily from 

funding for overseas contingency operations. Based on 
legislation enacted (0 date, such funding for 2012 is 

$33 billion lower than the amount provided in 2011. 

Because projections for future appropriations for such 
operations are based on the assumption that they will 

equal current funding with an adjustment for inflation, 
the smaller amount in 2012 caused CBO (0 reduce its 

projection of discretionary oudays during the 2012-2021 

period by about $340 billion. In contrast, funding in 

2012 for disaster relief and program integrity initiatives 
-which also are not subject (0 the caps-totaled about 
$11 billion; extrapolating that funding with adjustments 

for inflation offset about a third of the change in the base
line related (0 overseas contingency operations. 

Fannie Mae and Freddie Mac. Because of provisions in 
the 1emporary Payroll Tax Cut Continuation Act, CBO's 

3. 	 Program integrity initiatives are aimed at reducing improper bene

fit payments in one or more of the following programs: Disability 

Insurance. Supplemental Security Income, Medicare, Mediclid, 

and the Children's Health Insurance Program. See Congressional 

Budget Office, Fiwt! Sequestratioll Report for Fiscal rear 2012 

Uanuary 12, 2012) for more information on the discretionary 

caps. 

estimate of subsidy costs for housing mortgage assistance 
provided by Fannie Mae and Freddie Mac is $35 billion 
lower for the 2012-2021 period than the amount in the 
August baseline. Under that law, Fannie Mae and Freddie 
Mac must increase by 10 basis points (or 0.10 percentage 
points) the average fees for new loans and guarantees 

made from 2012 through 2021; proceeds from the 
increase must be deposited directly in(O the U.S. 

Treasury. 

Health Care Programs. CBO's estimate of oudays for the 
2012-2021 period for health care programs is $19 billion 
less than it was in August because of legislative action. 

Provisions in the Three Percent Withholding Repeal and 

Job Creation Act would add nontaxable Social Security 
benefits (0 the definition of modified adjusted gross 

income for purposes of determining eligibility for certain 
applicants for Medicaid and for subsidies for health insur

ance purchased through health insurance exchanges 
created by the Affordable Care Act (comprising the 
Patient Protection and Affordable Care Act [rL. 111
148] and the health care provisions of the Health Care 
and Education Reconciliation Act of2010 [rL. 111
152]). CBO estimates that those provisions will result in 
a decrease in the number of Medicaid enrollees but a net 
increase in the number of exchange enrollees. As a result, 
CBO now estimates that Medicaid oudays for the projec
tion period will be $33 billion less over the 2012-2021 
period than it projected in August and that subsidies for 
health insurance purchased through the exchanges will be 
$11 billion higher, resulting in a net reduction in oudays 
of $22 billion. (As discussed below, that legislation will 
also affect federal revenues.) 

The Temporary Payroll Tax Cut Continuation Act 
extended, for two months, Medicare's current payment 
rates for physicians' services (rather than allowing those 
rates (0 drop by nearly 30 percent as was scheduled for 
the end of December 2011). CBO estimates that the 
extension will increase oudays by $3 billion in fiscal 
year 2012. 

Unemployment Compensation. The Temporary Payroll 
Tax Cut Continuation Act also gave a two-month 
emergency benefit extension (0 people whose regular 
unemployment benefits were exhausted. Such emergency 
compensation currendy can provide up (0 53 weeks of 
additional benefits (0 the long-term unemployed (people 
who have gone without a job for at least six months). The 
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extension is estimated to increase outlays in 2012 by 

58 billion. 

Debt Service. The revisions to CBO's estimates of outlays 
and revenues attributable to legislative actions have led 

the agency to decrease its projections of the cumulative 

deflci t for the 2012-2021 period, excluding interest, by 

S23l billion . That change is mainly the result of lower 
projected spending for overseas contingency operations, 
offset partially by lower expected revenues . Overall, 
legislative changes are estimated to decrease outlays for 

debt service by $30 billion from 2012 through 2021. 

Changes to Projections of Revenues 
Recently enacted legislation has caused CBO to reduce its 

revenue projections by $20 billion for 2012 and by 
S31 billion for the 2013-2021 period. Almost all of the 
effect in fiscal year 2012 occurs because of the enactment 

of the Temporary Payroll Tax Cut Continuation Act, 
which extended through February 2012 a reduction of 
2 percentage points in the payroll tax that employees pay 
for Social Security. That extension will reduce receipts 

from social insurance (payroll) taxes by $19 billion in 
2012 and by $2 billion in 2013, according to the staff of 

the Joint Committee on Taxation. 

CBO also estimates that enactmen t of the Three Percent 

Withholding Repeal and Job Creation Act will reduce 
revenues by $20 billion over the 2012-2021 period. 

That law repealed a measure that was scheduled to go 
into effect reguiring federal , state, and local government 
entities to withhold 3 percent of certain payments 
to vendors. The law also modified the income definitions 
used (0 determine eligibility for Medicaid and subsidies 
for health insurance purchased through exchanges 

scheduled to be in place in 20 14-with a net effect of 
increasing the amoun t ofsuch subsidies provided through 
income tax credits. (The change in the income defini
tions reduced outlays by more than it reduced revenues.) 
Enactment of free trade agreements with South Korea, 
Colombia, and Panama accounted for most of the 
remaining legislation-related reductions in revenue 
pro jec tions since last August. 

Economic Changes 
Revisions to CBO's economic forecast have resulted in 
higher estimates for revenues and lower estimates for out
lays in fiscal year 2012, thereby reducing the estimate of 
the deficit by $42 billion for the year. For CBO's baseline 
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projections over the 2012-2021 period, economic revi

sions generated nearly offsetting changes in outlays and 
revenues: A reduction of $398 billion in the projection 

for outlays is almost matched by a $389 billion drop in 
the projection for revenues. 

Changes to Projections of Outlays 
In updating its economic forecast , CBO modified irs pro
jections of certain variables that affect outlays, including 
inflation, the unemployment rate, and interest rates . Such 

revisions have caused the agency to lower its estimates of 
outlays for the current fiscal year by $17 billion and for 

the 10-year projection period by $398 billion. Because of 
a reduction in forecast interest rates, interest COSts pro
jected in CBO's baseline are substantially lower than the 
agency projected in August. Those changes are offset 

partially by higher estimates (attributable to CBO's new 

economic forecast) of outlays for mandatory programs. 

Student Loans. Consistent with the procedures set forth 

in the Federal Credit Reform Act of 1990 (P.L. 101-508), 
annual outlays for the student loan program represent the 
coSts of the subsidies provided by the government. Those 
costs are measured as the present value of the future cash 

flows associated with new federal loans disbursed each 

year, calculated using the Treasury's borrowing rates to 

discount those cash flows .4 In updating irs economic 
forecast, CBO reduced its estimate of those rates for the 
2012-2021 period. With lower discount rates, the esti
mated present value of future cash flows associated wi th 

student loans increases (that is, such cash flows are dis

counted less). Because those future cash flows will be 
income to the government (in the form of loan repay
ments , interest payments, and default recoveries) , CBO 

now anticipates that ourlays for student loans will be 

$87 billion less than it projected in August. 

Supplemental Nutrition Assistance Program. CBO's 
projection of spending for benefits under this program 
(formerly known as Food Stamps) for the 2012-2021 
period is $64 billion higher than the estimate in the 
August baseline primarily because of an anticipated 
increase in participation that will stem from a projected 
increase in unemployment. As a result of the weaker 

4. 	 Present value is a single number that expresses ~ flow of current 

and future income (or payments) in terms of an equivalenr lump 

sum received (or paid) tOday. The present value depends on the 

rate of inrerest (known as the discoum rare) thar is used to trans

late future cash flows imo current dollars. 
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economic fotecast, CBO now expects participation to 

continue to grow through 20 14-although much mote 
slowly than it did between 2009 and 2011. CBO cur

rently estimates that 47 million people will receive 
benefits in 2014, compated with the 44 million people 
that the agency projected in Augusr. 

Medicare and Medicaid. Payment rates for most services 
in the fee-for-service sector of Medicare, such as hospital 
care and services provided by physicians, home health 
agencies, and skilled nursing facilities , are subject to auto
matic updates tied to changes in the prices of the goods 
and services that healrh care providers putchase. As a 
result, changes in CBO's forecast of ptices for goods and 
services (including the cost of both labor and nonlabor 
inputs) in the coming decade led the agency to boost its 
projections of ourlays for Medicare by $29 billion for the 

2012-2021 period. 

CBO projects that Medicaid spending will be about 
$24 billion higher ovet the 20 12-2021 petiod, princi
pally because of higher payment rates for Medicaid 
se rvices (mosrly stemming from higher inflation in the 
COSt of labor and in hospital COSts) and because the 
unemployment rate is now projected to be higher than 
projected previously, resulting in higher estimated 
enrollment in Medicaid. 

Unemployment Compensation. CBO estimates that 
the unem ployment rate for the 2013-2021 period will 
be 0.6 percentage points higher, on average, than it 
projected last August. Consequently, spending for 
unemployment benefits is estimated to be $41 billion 
higher for the 2012-2021 period. 

Social Security. Because of changes in the economic 
forecast, CBO raised the amount it projects for Social 
Securiry spending by $16 billion for the 2012-2021 
period. The cost-of-living adjustment of 3.6 percent that 
Social Securi ty beneficiaries received in January 2012 is 
0 .8 percentage points higher than CBO anticipated in 
Augusr. Projections of larger adjustmen ts over the 2012
2021 period boost the agency's estimates of benefit pay
menrs for the period by $61 billion. However, revisions 
to CBO's projections of the growth in wages and salaries 
(which affect initial benefits) result in estimates of benefit 
amounts that are lower by about $45 billion between 
2012 and 2021. 

Discretionary Outlays. With discretionary spending caps 
in place. changes to CBO's economic forecast affect only 

those areas of spending, such as appropriations fot ovet

seas contingency operations, that are not constrained by 

the caps. The economic factors that are used to extrapo

late discretionary outlays ate similar to those that CBO 

used in the August baseline. As a tesult, projections of 

discretionary outlays for the 2012-2021 period are only 
$1 billion lower than they were in August. 

Net Interest. Economic revisions to CBO's projections of 

spending for net interest have two components: the 

effects of changes in the government's borrowing that 

result from the impact of economic changes on revenues 
and outlays and the effects of changes in the agency's eco

nomic outlook fot interest tates and inflation . The net 

effect of economic changes on revenues and outlays in 

CBO's baseline is small, so those changes account for 

only a $1 billion increase in projected debt-service costs 

between 2012 and 2021. 

However, CBO's updated projections of interest rates 
(and inflation) have resulted in estimates of net interest 

that are $539 billion lower than they were in August. 

CBO now projects that throughout the 2012-2021 
period, interest rates on securities with a maturiry of one 

year or less will be between 8 basis points and 86 basis 
points lower each year than it projected in the August 

baseline. The agency also estimates that rates on securities 
with a maturiry of two years or longer will be lower by 

between 23 basis points and 99 basis points during the 

same period. Overall, CBO projects that changes in 

the economic forecast will result in outlays for net inter

est over the 2012-2021 period that are $538 billion 

lower than it estimated in August. 

Changes to Projections of Revenues 
Adjustments to the economic forecast since August have 
caused CBO to raise its estimate of revenues by $25 bil

lion for fiscal year 2012 but to lower its estimate by a 
total of $389 billion for the 2012-2021 period. 

Since releasing its August baseline, CBO has revised its 
projections of nominal gross domestic product (GOP) in 
three key ways: First, estimates of GOP for recent years in 

the national income and product accounts have been 
revised downward, leading to lower projections. Second, 

CBO now expects that, under current law, the gap 
between the economy's actual and potenrial output will 

close more slowly than the agency had previously 

expected . And third, slighrly slower growth is being pro
jected for potential GOP in the first half of the coming 
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decade. s As a result of those changed projections, CBO is 

estimating that wages and salaries (the largest and most 

highly taxed income component of COP) will be lower 

than previously estimated and, consequently, that less will 

be collected in revenues from individual income and 

social insurance taxes. The agency also has lowered its 

estimates for personal interest income and thus is fore

casting a smaller amount of revenues from individual 

income taxes for that reason. Working in the other direc

tion is an upward revision to corporate prottts in the 

economic forecast, which leads to higher projected reve

nues from corporate income taxes . That latter effect more 

than offsets the other factors in CBO's projections for 

2012, but it provides only a partial offset in the later years 

of the projection period. 

Technical Changes 
Technical updates to CBO's baseline projections arise 

from changes in projections for revenues and outlays that 

occur for reasons other than new legislation or as a result 

of updated economic information. Since releasing its 
August 20 II baseline, technical changes have led CBO to 

boost its estimate of the deficit by $110 billion for fiscal 

year 2UI2 and by $595 billion for the 10-year projection 

period. The I U-year amount includes the removal of the 

$1.2 trillion reduction in dettcits between 2012 and 

2U21 related ro the Joint Select Committee on Dettcit 

Reduction that CBO had included in its August projec

tions. Because no legislation from that committee has 

been enacted, CBO has incorporated , in place of that 

$1.2 trillion placeholder, the impact of the automatic 

enforcement procedures required by the Budget Control 

Act (see Box 1-2 in Chapter 1); those procedures would 

result in a reduction in the deficit of about $1 trillion, 

leading to a net upward revision in projected dettcits of 

$168 billion. Other technical revisions to CBO's projec

tions increase projected budget deficits by $110 billion in 

2012 and by $427 billion over the 2012-2021 period. 

Changes to Projections from Incorporating the 

Automatic Enforcement Procedures of the 

Budget Control Act 

CBO's August 2011 baseline included a placeholder of 

$1.2 trillion for the 2012-2021 period to account for 

legislation produced by the Joint Select Committee, or, if 
lawmakers failed to enact such legislation, the trigger of 

5. 	 Po tenti,,1 GOP is the level of real (infbrion-"djusred) gross 

domestic produce rhar corresponds ro a high rate of use of labor 

and capirai. 
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automatic spending cuts. That amount was not distrib

uted berween revenues and outlays in CBO's baseline, 

however, because there was no restriction on what types 

of dettcit reduction the committee might consider. No 

legislation was reported by the commi ttee, so the required 

automatic spending cuts are now reflected in CBO's base

line, disrributed among the appropriate categories of 

outlays. 

Relative to the undistributed $1.2 trillion figure included 

in the August projections, incorporating the automatic 

enforcement procedures boosts the dettcit projection by 

$168 billion berween 2012 and 2021-ofwhich $55 bil

lion is related to interest costs. 

Moving the effect of the automatic enforcement 

procedures onto the spending side of the budget signitt

cantly reduces projections ofoutlays-by $890 billion for 

the 2012-2021 period-compared with the August esti

mates (see Table A-2) . Although most of the reduction 

($756 billion) applies to discretionary spending, 

$134 billion is for mandatory programs. Savings in bor

rowing costs from that $890 billion reduction in outlays 

will total $142 billion, CBO estimates. 

Other Changes to Projections of Outlays 
Other technical changes to CBO's estimates of outlays for 

fiscal year 2012 account for a projected net spending 

decrease of $7 billion. For the 10-year projection period, 

other technical changes boost CBO's projections of 

outlays by $167 billion, mainly because of projected 

increases in mandatory spending and net interest outlays. 

Medicare. CBO's 10-year projections of outlays for 


Medicare are $69 billion lower than they were in August, 


mostly because of updated data on actual spending for 


20 II and continuing analyses of changes in the use of 


services. 


Community Living Assistance Services and Supports. On 


October 14,20 [ [ , the Secretary of Health and Human 


Services announced that the Administration would not 


implement the Community Living Assistance Services 


and Supports (CLASS) long-term care program autho


rized by the Affordable Care Act. CBO has therefore 


updated its baseline to remove collections and expendi


tures related to that program. 6 In its August 20 [1 


G. See Congressional Budger Office , CO" r"im3tt tor S. 72U , Repe;11 

the CLASS buitiemcllt :\cr (Ocrober 31,2011). 
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Table A·2. .. ~~ 

Net Effect on the Deficit of Including the Automatic Enforcement Procedures of 
the Budget Control Act in CBO'sjanuary 2012 Baseline 
(Billions of dollars) 

Total 
2012- 2012

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2016 2021 

Effects of Provisions Related to the Joint Select Committee on Deficit Reduction 

Included in CBO's August 2011 Baseline 

Policy Changes 0 111 111 111 111 111 111 111 111 111 446 1,003 
Debt Service 0 1 3 6 12 20 27 35 - 42 - 50 - 23 197 -----

Totala 
0 113 115 118 124 132 139 146 154 161 469 1,200 

Effect of Automatic Enforcement Procedures Included in CBO's January 2012 Baseline 
Policy Changes 

Discretionary outlays 

Defense 0 32 46 51 53 54 54 54 54 54 183 454 
Nondefense 0 24 34 36 36 36 36 35 34 33 129 303 

- - -
Subtotal 0 56 79 87 89 90 90 89 88 87 312 756 

Mandatory outlays 

Medicare 0 4 8 9 9 10 10 11 12 12 30 86 
Other 0 6 

-
5 6 - 5 

-
5 5 5 6 

-
5 - 22 48 

Subtotal 0 10 14 14 15 15 16 16 17 17 52 134 

All Policy Changes 0 66 93 101 104 106 106 105 105 105 364 890 

Debt Service 0 * 1 4 8 13- 19 26 - 32 - 39 - 13 142 ----
Total" 0 66 94 105 112 119 125 131 137 143 377 1,032 

Net Effect on the Deficit
a 

0 -46 -20 -13 -12 -13 -14 -15 -16 -18 -92 -168 

Source: Congressional Budget Office. 

Note: * = between zero and $500 million. 

a. Positive numbers indicate a decrease in the deficit; negative numbers indicate an increase in the deficit. 

baseline projections, the agency anticipated that the 

CLASS program would begin collecting premiums in 

fiscal year 2012 and that net receiprs from the program 

between 2012 and 2021 would total $76 billion. In the 

absence of that program, the government will nor receive 
that income. 

Unemployment Compensation. CBO estimates rhat, even 

rhough unemployment will be higher for economic rea

sons, fewer people than previously anticipated will make 

claims for unemployment compensation. The agency also 

estimates that the average benefit in 2012 will not 

increase significanrly from last year's amount. Those 

changes led to downward technical adjustments totaling 

$65 billion over the 2012-2021 period. 

Discretionary Spending. The updated baseline includes a 

$22 billion reduction projected for discretionary ou days 

for the 2012-2021 period, stemming from changes in the 

rate ar which outlays are expected to occur, among other 

factors. 

Net Interest. As a result of technical updates, CBO's esri

mate of net interest ourlays (other than those related to 

the Joinr Selecr Committee) has increased by $3 billion 

for 2012 and by $107 billion for rhe 2012-2021 period. 

The increase for rhe coming decade is attriburable mainly 

to higher cosrs for debr service ($98 billion) related to 

technical changes in orher areas of rhe budget. The 

remaining $9 billion reduction projected for ner interest 

ou days results from the net effecr of changes to 
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assumptions about the mix of securities that the Treasury 

is expected to use for borrowing and lower projected 

receipts from the fmancing accounts associated with the 

government's credit programs. 

Changes to Projections of Revenues 
Since last August'S baseline projections, CBO has reduced 

its revenue projections to reflect both a lower projected 

average tax rate on domestic economic profits and smaller 

net payments with filings of individual income tax 

returns. In parr, the lower projected average tax rate on 

corporate profits reflects a lower average rate in recent 

hisrory: Corporate profits in the national income and 

product accounts were revised upward for 2009 through 

early 2011 (and corporate tax receipts have not been 

revised). In addition, corporate tax receipts have been 

weaker than expected since August. The downward tech

nical adjustments for those factors wane over the first few 

years of the projection period because, as with its projec

tions in August, CBO expects the average tax rate to rise 
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to a level more in line with its average over the two 

decades before the significant drop that starred in 2009. 

In addition, CBO has decreased its estimate of individual 

income tax liabilities for 20 II , thus also lowering projec

tions for final payments by taxpayers during the 20 II 

tax-filing season. The resulting downward adjustment to 

receipts diminishes rapidly after 2012 . 

Beyond 2014, the changes in revenues attributable to 

technical factors are small, largely because of offsetting 

factors. One significant factor is an increase in individual 

income tax receipts and a decrease in social insurance tax 
receipts because CBO now projects relatively more wage 

growth for higher-income taxpayers and less for other 

taxpayers. Projections for income taxes increase as a result 

because people with higher income are subject to higher 

income tax rates, but projections for Social Security pay

roll taxes decrease because a larger share of total earnings 

will be received by people whose earnings are above the 

taxable maximum amount. 





How Changes in Economic Projections 

Might Affect Budget Projections 


y, f,d",,1 budge<;' h;ghly "n';';ve <0 "onom;, 
conditions. Revenues depend on the amount of taxable 

income, including wages and salaries, other (nonwage) 

income received by individuals, and corporate profits. 

Those types of income generally rise or fall with overall 
economic activiry, although not necessarily in proportion. 

Spending for many mandatory programs depends on 
inflation , either directly (as with Social Security and other 
programs that use a specifled cost-of-living adjustment) 

or indirectly (as with Medicaid). In addition , the U.S. 
Treasury regularly reflnances portions of the government's 
outstanding debt-and issues more debt to fmance any 

new deflcit spending-at market interest rates. Thus, the 
amount that the federal government spends for interest 
on its debt is directly tied to those rates. 

To show how projections for the economy can affect pro 
jections of the federal budget, the Congressional Budget 
Office (CBO) has constructed simplified "rules of 
thumb." The rules provide a rough sense of how changes 
in individual economic variables, taken in isolation , 
would affect the budget totals; however, those rules of 
thumb are not intended to substitute for a full analysis of 
the implications of alternative economic forecasts. 

The rules of thumb are applied to four variables: 

• 	 Real (inflation-adjusted) growth of the nation's gross 
domestic product (GOP) , 

• 	 Interest rates, 

• 	 Inflation, and 

• 	 Wages and salaries as a share of GOP 

CBO's rule of thumb for real growth in GOP shows the 

effects of growth rates that are O. I percentage point lower 
each year, beginning in January 2012, than the rates that 

underlie the agency's baseline budget projections. (The 
budget projections are summarized in Chapter 1, and the 
economic projections are described in Chapter 2.) The 
rules of thum b for interest rates and inflation indicate 
how the budget would be affected if those rates were 

1 percentage point higher each year, also starting in Janu
ary 2012, than the rates used in the baseline. The final 
rule shows what would occur if, beginning in January 
2012, wages and salaries as a percentage of GOP were 

1 percentage point larger each year and, correspondingly, 
domestic economic proflts were 1 percentage point 
smaller each year than the percentages used for the 
baseline. (The scenario incorporates no changes in the 
projected amount of nominal or real GOP.) 

Each rule of thumb is toughly symmetrical. Thus, if 
economic growth was higher or interest rates, inflation, 
or wages and salaries as a percentage of GOP were corre
spondingly lower than CBO projects, the effects would 
be about the same as those shown here, but with the 
opposite sign. 

CBO chose the variations of 0.1 percentage point or 
1 percentage point solely for the sake of simpliciry. Those 
changes do not necessarily indicate the extent to which 
actual economic performance might differ from CBO's 
assumptions. For example, although the rule of thumb 
for real GOP shows the effects of a change of 0.1 percent
age point in the average rate of growth over the next 
10 years, the standard deviation of growth rates of real 
GOP over 1 O-year periods is roughly six times larger, or 
abou t 0.6 percentage points. l However, the change of 
1 percentage point used in the rules of thumb for the 

I. 	 A conventio nal way to measure past variability is to use the stan

dard deviation. In the case o f G DP growth , CBO Cllculates the 

extent to which actual growth over I O-year periods differs ftom 

the post-World War II average. The standard deviation is the size 
of the difference that is exceeded about one-third of the time. 
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Table B·1. 

How Selected Economic Changes Might Affect CBO's Baseline Budget Proj ections 
(Billions of dollars) 

Total 
2013- 2013

2012 2013 20H 2015 2016 2017 2018 2019 2020 2021 2022 2017 2022 

Growth Rate of Real GOP Is 0.1 Percentage Point lower per Year 

Change in Revenues -1 -4 ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ -278 

Change in 0 utlays 
Mandatory spending * * * * * * * -1 -1 -2 

Debt service * * * 1 3 5 7 9 12 3 39 

Total * * * 3 4 6 9 11 3 36 

Change in the Deficit' -1 -4 -8 -13 -19 -25 -32 -39 -48 -58 -68 -69 -314 

Interest Rates Are 1 Percentage Point Higher per Year 

Change in Revenues -9 -8 ·5 -3 -1 2 5 9 11 12 13 -15 35 

Change in 0utlays 
Higher interest rates 13 41 58 69 79 89 95 102 107 112 117 336 870 
Debt service * * 1 3 6 10 15 21 27 33 39 21 155 

Total 13 42 59 72 85 99 III 123 134 145 156 357 1,026 

Change in the Deficit' -22 -50 -64 -75 -86 -97 -106 -114 -123 -133 -143 -372 -991 

Inflation Is 1 Percentage Point Higher per Year 

Change in Re venues 5 37 75 119 169 225 286 351 422 497 577 625 2,758 

Change in Outlays 
Discret ionary spending' o 3 7 9 11 14 16 19 28 25 114 
iVlandatory spending 1 13 32 53 77 102 128 160 195 233 275 277 1,268 
Hig her interest rates' 20 53 73 87 100 113 122 132 141 150 157 426 1,128 
Debt service 1 1 3 3 3 2 * -3 -8 9 3 

Tota l 20 67 109 147 187 227 265 308 352 398 452 737 2,513 

Change in the Deficit ' -15 -30 -34 -28 -18 -2 21 43 70 99 125 -112 245 

Wages and Salaries' Share of GOP Is 1 Percentage Point Higher per Year 

Change in Revenues 10 8 10 13 14 15 16 17 18 19 20 60 150 

Change in 0 utlays 
Refundable tax credltsd * -2 -1 -1 -1 -1 -1 ·1 -1 -1 -1 -6 -13 

Debt servic e * * * -1 -1 -2 -3 -4 -5 -7 -8 -4 ·31 

Total * -2 -1 -2 -2 -3 -4 -5 -7 -8 -9 -11 -44 

Change in the Deficit' 10 10 11 15 16 18 20 22 25 27 29 71 194 

Memorandum: 
Deficit in CBO's January 2012 Baseline -1,079 -585 -345 -269 -302 -220 -196 -258 -2 80 -279 -339 -1,721 -3,072 

Source: Congressional Budget Office. 


Note: GDP = gross domestic product; * = between -$500 million and $500 million. 


a. Negative amounts indicate an increase in the deficit; positive amounts indicate a reduction in the deficit. 

b. Most di sc retionary spending through 2021 is governed by caps established by the Budget Control Act of 2011 and, in CBO 's baseline, 
would not be affected by changes in projected inflation. 

c. The change in outlays attributable to higher interest rates in this scenario differs from the estimate in the rule of thumb for interest rates 
because the princi pal of inflation-protected se cur ities issued by the Treasury grows with inflation. 

d. Tax credits reduce a taxpayer's overall tax liability; if a refundable credit exceeds that liability, the excess may be refunded to the taxpayer, 
in wh ich case that payment is recorded as an outlay in the budget. 
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2017 the Federal Reserve's remirrances would begin to 

rise as a result of higher projected interest rates. 

The larger deficits generated by the increase in interest 

payments would require the Treasury to raise more cash 

than is assumed in the baseline. The extra borrowing 

would result in further increases in the annual cost of 

servicing the debt; that cost would grow to $39 billion in 

2022. 

All together, if interest rates were a full percentage point 

higher than the rates assumed in CBO's baseline, the 

budget's borrom line would worsen by amounts that 

would rise over the projection period, climbing from 

$22 billion in 2012 to $143 billion in 2022. The cumu

lative deficit over the 10-year period would grow by 
nearly $1 trillion. 

Higher Inflation 
The third rule of thumb shows the budgetary effect of 
inflation that is 1 percentage point higher than is pro

jected for the baseline. Although higher inflation 

increases both revenues and outlays, the net effect over 

the 2013-2022 period would be a smaller cumulative 

budget deficit. 

Higher inflation leads to increases in wages and other 

income, which translate directly into more income and 

payroll taxes being withheld from individuals' paychecks. 

However, the effect of inflation on revenues is dampened 

(with a lag) because the thresholds for various tax brack

ets are indexed to rise with inflation. Faster growth in 

prices also boosts corporate profits, leading to increased 

federal receipts from businesses' quarterly estimated tax 

payments. 

Higher inflation increases the cost of many mandatory 
spending programs, and it can result in projections of 
increased discretionary spending. Benefits for many man
datory programs are automatically adjusted each year to 
reflect price increases. Social Securiry, federal employees' 

retirement programs, Supplemental Securiry Income, 
disabiIiry compensation for veterans, the Supplemental 
Nu rrition Assistance Program (formerly known as Food 

Stamps), and child nutrition programs, among others, are 

adjusted (with a lag) for changes in the consumer price 
index or one of its components. Many of Medicare's 

payment rates also are adjusted annually for inflation. 
Spending for some other programs, such as Medicaid, is 

not formally indexed to price changes but grows with 

inflation nonetheless. In addition, to the extent that ini

tial benefit payments to participants in retirement and 

disability programs are related to wages, changes in nom
inal wages as a result of inflation will be reflected in 

future outlays for those programs. 

In CBO's current baseline , projections of future spending 

for discretionary programs would be largely unaffected by 

increases in projected inflation. Previous baselines for 

discretionary spending reflected the assumption that 

funding would remain constant in real terms because 

future appropriations were projected by adjusting the 

most recent annual appropriations for anticipated infla
tion. However, the Budget Control Act of 20 II (Public 

Law 112-25) set caps on discretionary budget authoriry 

through 2021, and CBO's baseline incorporates the 

assumption that appropriations will be equal to those 
caps, except for specific adjustments permitted by law 

if appropriations are provided for certain purposes. 
Assuming that the amounts of those adjustments would 
be affected by price levels, higher inflation would increase 

projected outlays from such funding by $107 billion 
between 2013 and 2022 .4 in addition, for its baseline 

projections CBO assumed that discretionary funding in 
2022 would increase with inflation from the amount 

specified for 2021; increasing that rate of inflation by 

I percentage point would boost outlays in 2022 by 
another $7 billion. 

Inflation also has an impact on outlays for net interest 

because it affects nominal long-term interest rates. For 

example, if inflation rises, interest rates will climb (all else 

being equal), and new federal borrowing will incur higher 

interest costs. For this rule of thumb, CBO assumed that 

nominal interest rates would rise in step with inflation. 
Inflation-indexed securities also would incur higher costS 

with higher inflation. 

If inflation each year was 1 percentage point higher than 
the rate underlying CBO's baseline, total revenues and 

4. 	 I:\udger aurhoriry designared as an emergency requirement or for 

overseas contingency operarions (such as rhe w.r in Afghanisun) 
would lead ro an increase in rhe caps, as would budger aurhoriry 

provided for certain rypes of disasrer relief (up ro an .mounr based 

on hisroric.l spending for rhat purpose) and certain specitled 

"program inrcgriry" iniriarives aimed ar reducing improper beneflr 

paymenrs in rhe Dis.biliry Insurance and Supplemenral Securiry 

Incom e programs, Medicare, Medicaid, and the Children's Healrh 

Insur.nce Program. 



Automatic Stabilizers 


y, Cong''''io",i Budg" Officr', (CBm) b"din, 
projections of the budget deficit are affected by legislation 

that governs taxes and spending and by the automatic 

responses of revenues and ou days to developments in the 

economy. Among those latter factors, automatic stabiliz
ers reflect cyclical movements in real (inflation-adjusted) 

outpUt and unemployment. I During recessions, gross 

domestic product (GOP) falls relative to potential GOP 
(the quantity of output that corresponds to a high rate of 
use of labor and capital); tax liabilities and, therefore, rev

enues decline automatically with the reduction in output 
and income. In addition, some outlays-to pay unem

ployment insurance claims or to provide federal nutrition 

benefits, for example-automatically increase.2 Those 
automatic reductions in revenues and increases in outlays 

help bolster economic activity during downturns, but 

they also temporarily increase the budget deficit. As GOP 

moves up closer to potential GOP, revenues automatically 

begin to rise and ou tlays automatically begin to fall, and 
thus the automatic stabilizers offer a smaller boost to out

put. When GOP rises above its potential, the automatic 
stabilizers begin to restrain , rather than boost, economic 

activity. 

CBO estimates that automatic stabilizers have added sig

nificantly to the budget deficit for the past few years and 

will continue to do so for the next few years, before their 

I . 	 For a description of a methodology for estimating automatic stabi
lizers that is similar to CBO's methodology, see Datrel Cohen and 

Glenn Follette, "The Automatic Fiscal Stabilizers: Quietly Doing 

Their Thing."' l:."col1omic Policy Review, federal Reserve Bank of 

New York, vol. 6 , no. 1 (April 2000), pp. 35-68. See also 

Glenn Follette and Byron Lutz, Fiscdl Policy in thc VlZited Stdtes: 

AlIto"'rlt'" Strlbilizcrs, Discretionllry Filml Policy Actions, lind the 

E COIlOIl1Y, Finance and Economic Discussion Series, 2010-43 
(Federal Reserve Board, September 2010). 

2. 	 CBO's estimates of rhe automatic stabilizers reflect the assump

tion that discretionary spending and interest payments do not 

have automatic responses to the business cycle. 

effect declines signiflcandy in response to improving 

economic conditions, In fiscal year 20 II , CBO estimates, 

automatic stabilizers added $367 billion to the deficit, an 

amount equal to 2.3 percent of potential GOP (see Table 

C-I on page 116 and Table C-2 on page 118).3 That year 

marked the third consecutive year that automatic stabiliz

ers added to the deficit an amount equal to or exceeding 

2.0 percent of potential GOP, a mark that had been met 

or exceeded only rwice in the past 50 years, in fiscal years 

1982 and 1983 (see Figure C-I). 

According to CBO's baseline projections, the contribu

tion of automatic srabilizers to the budget deficit, 

measured as a share of potential GOP, will be 2.2 percent 

in fiscal year 2012 and 2.7 percent in fiscal years 2013 
and 2014. The size of those effects in 2013 and 2014 
derives mostly from the weaker economy caused by the 

sharp rise in taxes and reduction in spending that will 

occur in calendar year 2013 under current law.4 After 

2014 , the projected effect of automatic stabilizers on the 

budget deficit shrinks steadily and reaches about zero in 

fiscal year 2018, when CBO projects that output will be 

back up to its potential. 

The budget balance with the effects of automatic stabiliz

ers filtered out is an estimate of what the surplus or deficit 

3. 	 Those calculations and SlIbseqllem ones in this appendix involve 
potential, rather than actual, GOP because potential GOP 

excludes fluctuations that are attributable to the business cycle. 

4. 	 The size of the automatic stabilizers depends not only on the 

amount of slack in the economy but also on the characteristics of 

the (:ax srructure. For eX::imple \ revenues are more sensitive [0 [he 

business cycle when tax rates are relatively high because losses in 

taxable income due to economic weakness then re,uit in greater 

losses of tax revenues than when tax rates are lower. In particular, 

the higher tax rates scheduled under current law for 2013 increase 

the size of the autOmatic stabilizers, but the economic effect of the 

larger automatic stabilizers is far ourweighed by the restraining 

effect that the higher tax rates have on short-term growth. 
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Figure C-1. 

Contribution of Automatic Stabilizers to Budget Deficits and Surpluses 
(Percentage of potential gross domestic product) 

2 

1 

-1 

-2 

Hlstorkal Projected 

-3 ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 

1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 

Sources: Congressional Budget Office; Office of Management and Budget. 

Notes: Automatic stabilizers are automatic changes in revenues and outlays that are attributable to cyclical movements in real (inflation
adjusted) output and unemployment. 

Potential gross domestic product is the quantity of output that corresponds to a high rate of use of labor and capital. 

Data are fiscal year values, plotted through 2018. 

would be if GDP was at its potential, the unemployment 
rate was at a corresponding level, and all other factors 
were unchanged.5 That budgec measure has been used in 
different ways. For example, some analysts use it to dis
cern underlying trends in government saving or dissaving 
(that is, trends in surpluses or deficits). Others use it to 
approximate whether che short-run influence of the bud
get on aggregate demand and real output is positive or 
negative. 6 More generally, the measure helps analysts eval
uate the extent to which changes in the budget balance 
are caused by cyclical developments in the economy 
and thus are likely to prove temporary rather than long 
lasting. 

Under the assumptions used for CBO's baseline, the bud
get deficit without automatic stabilizers is projected to 
equal 4.3 percent of potential GDP in fiscal year 2012, 
down from 5.9 percent in 2011 (see Figure C-2). About 

5. The "budget deficit without automatic stabilizers" has also been 
referred to as the "cyclically adjusted deficit" or "structural 
deficit." 

half of that decrease results from a projected rise in reve
nues (measured as a share of potential GDP) that would 
occur without automatic stabilizers. The other half 

reflects mostly a decline in discretionary outlays (again, 
measured as a share of potential GDP). 

6. For the purpose of assessing the impact of federal fiscal policy on 
output in the short term, economists generally prefer to use "net 
federal saving" with the effects of automatic stabilizers filtered our 
rather than the federal budget balance with those effects filtered 
out. Net federal saving, a figure reported by the Department of 
Commerce in the national income and product accounts (NlPAs), 
is similar to bur not the same as the budget deficit because ir 
includes various adjustments to the cash flows recorded in the 
federal budget to obtain a measure more directly related to current 
production and income. For example, net federal saving excludes 
some purely financial transactions of rhe government, such as sales 
of government assets and most federal outlays to bolster the finan
cial system, rhar are recorded in the budget bur are not clearly 
related to current production and income. For a discussion of the 
differences between the budget and NIPA measures of federal 
inflows and outflows, see Congressional Budget Office, CBOs 
!'rojectiow o/FederaL Receipts and Expmditun·s in the Framework of 

the Natio11,d hirome rmd Prod11ctAcco1111ts (February 20 11). 
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Figure C-2. 

Budget Deficits and Surpluses With 
and Without Automatic Stabilizers 
(Percentage of potential gross domestic product) 

-10 L-__~____~____~____~____~____~~__~ 

1960 1968 1976 1984 1992 2000 2008 2016 

Sources: Congressional Budget Office; Federal Reserve. 

Note: 	 Automatic stabilizers are automatic changes in revenues and 

outlays that are attributable to cyclical movements in real 
(inflation-adjusted) output and unemployment. 

Potential gross domestic product is the quantity of output 
that corresponds to a high rate of use of labor and capital. 

Data are fiscal year values, plotted through 2018. 

TIlE BUDGET AND ECONOMlC OUTlOOK: FISCAL YEARS 2012 TO 2022 115 

The projected budget deficit adjusted to remove the 
effects of automatic stabilizers falls sharply in 2013, to 
0.7 percent of po tential GOP, reflecting the large 
increases in revenues and reductions in spending 

scheduled to take place under current law. Revenues 

without automatic stabilizers are projected to jump to 

20. J percent of potential GOP, up from 17.3 percent 
in 2012, and outlays without automatic stabilizers are 

projected to decline to 20.8 percent of potential GOP, 
down from 21.7 percent in 2012. 

In fiscal year 20 J4, the projected budget balance with the 
effects of automatic stabilizers excluded improves further, 
reaching a surplus amounting to 0.7 percent of potential 
GOP Nearly all of the improvement stems from an 
increase in revenues (rising from 20.1 percent of potential 

GOP to 21.3 percent). Outlays decline by 0.2 percent of 

potential GOP 

Later in the coming decade, the projected budget balance 

without automatic stabilizers is close to zero in fiscal year 
20[5 and is a deficit amounting to about 1.0 percent of 
potential GOP in 2016, 2017, and 2018. The renewed 

worsening of the budget balance with the effects of autO
matic stabilizers filtered OUt primarily reflects increases in 
both interest payments and mandatory spending. For the 
years beyond 2018, CBO projects that automatic stabiliz
ers have no effect on the budget because GOP is assumed 

to be at its potential level; consequently, the projected 
budget deficit without automatic stabilizers is the same as 

the projected baseline budget deficit. 
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Table C-1. 
~rl'·_ 

~ 

Deficit or Surplus With and Without Automatic Stabilizers and Related Series, by 
Fiscal Year, in Billions of Dollars 

Deficit ( -) or Deficit ( -) or 
Surplus With Surplus Without Revenues and Outlays Without 

Automatic - Automatic = Automatic Automatic Stabilizers Unemployment Gapb 
Stab ilizers Stab ilizers Stabilizers Revenues Outlays GDP Gap ' (Percent) 

Historical 

1960 * 1 * 92 92 1 -0.2 
1961 -3 -5 2 99 97 -16 0.9 
1962 -7 -3 -5 102 106 -7 0.5 
1963 -5 -2 -3 108 111 -6 0.1 
1964 -6 1 -7 112 119 3 -0.1 
1965 -1 4 -5 114 119 10 -0.7 
1966 -4 11 -15 122 136 34 -1.7 
1967 -9 11 -20 140 160 30 -2.0 
1968 -25 9 -34 146 181 23 -2 .0 
1969 3 12 -9 178 187 27 -2.4 
1970 -3 5 -7 191 198 4 -1.9 
1971 -23 -4 -19 191 211 -15 -0 .2 
1972 -23 -1 -22 209 231 -4 -0.1 
1973 -15 13 -28 220 247 39 -0.9 
1974 -6 12 -18 254 272 28 -1.2 
1975 -53 -18 -35 294 329 -56 1.2 
1976 -74 -23 -5 1 316 367 -5 3 1.8 
1977 -54 -13 -40 366 406 -28 1.1 
1978 -59 1 -60 398 459 6 ** 
1979 -4 1 11 -52 454 506 26 -0 .4 
1980 -74 -16 -58 530 588 -48 0.6 
1981 -79 -27 -52 621 673 -56 1. 2 
1982 -128 -67 -61 675 736 -1 92 3.0 
1983 -208 -89 -119 678 797 -232 4.1 
1984 -185 -35 -151 697 848 -78 1.8 
1985 -212 -17 -196 747 943 -35 1.2 
1986 -221 -9 -212 775 987 -17 1.0 
1987 -150 -12 -137 866 1,003 -32 0.4 
1988 -155 9 -164 902 1,066 27 -0.3 
1989 -153 26 -179 968 1,147 67 -0.7 
1990 -22 1 18 -239 1,0 16 1,254 39 -0.5 
1991 -269 -5 2 -218 1,101 1,319 -152 0.8 
1992 -290 -72 -218 1,153 1,371 -168 1.7 
1993 -255 -60 -195 1,206 1,401 -141 1.5 
1994 -203 -43 -161 1,296 1,457 -90 0.9 
1995 -164 -35 -129 1,385 1,514 -92 0.3 
1996 -107 -39 -68 1,491 1,559 -94 0.2 
1997 -22 -6 -16 1,586 1,602 -2 ** 
1998 69 25 44 1,701 1,657 61 -0.5 
1999 126 75 51 1,759 1,708 181 -0.7 
. _-- - --------- -- -------------------- - ---- - ---------------------

Continued 
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Continued 
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Deficit (-) or 	 Deficit (-) or 
Surplus With Surplus Without Revenues and Outlays Without 

Automatic - Automatic = Automatic Automatic Stabilizers Unemployment GapD 
Stabilizers Stabilizers Stabilizers Revenues Outlays GOP Gap' (Percent) 

Historical (Continued) 

2000 236 122 114 1,912 1,797 280 -l.0 
2001 128 66 62 1,929 1,867 114 -0] 
2002 -158 -20 -138 1,865 2,003 -53 0] 
2003 -378 -54 -324 1,825 2,149 -126 l.0 
2004 -413 -9 -403 1,885 2,288 1 0.6 
2005 -318 27 -346 2,125 2,471 90 0.2 
2006 -248 58 -306 2,353 2,659 152 -0.3 
2007 -161 44 -205 2,530 2,734 97 -0 .5 
2008 -459 -21 -437 2,539 2,976 -83 0.2 
2009 -1,413 -334 -1,079 2,382 3,461 -988 3.3 
2010 -1,293 -389 -904 2,488 3,393 -942 4.3 
2011 -1,296 -367 -928 2,614 3,543 -892 3] 

Projected 

2012 -1,079 -368 -711 2,839 3,550 -867 3.3 
2013 -585 -462 -124 3,391 3,515 -990 3.5 
2014 -345 -464 120 3,720 3,601 -914 3.5 
2015 -269 -294 25 3,825 3,800 -526 2.3 
2016 -302 -121 -181 3,889 4,070 -194 l.0 
2017 -220 -31 -189 4,066 4,255 -41 0.3 
2018 -196 -3 -193 4,246 4,439 -1 ** 

Sources: Congressional Budget Office; Office of Management and Budget. 

Notes: Automatic stabilizers are automatic changes in revenues and outlays that are attributable to cyclical movements in real (inflation
adjusted) GOP and unemployment. 

GDP = gross domestic product; * =between -$500 million and $500 million; ** =between -0.05 percent and 0.05 percent. 

a. 	 The GDP gap equals GDP minus potential GDp, which is the quantity of output that corresponds to a high rate of use of labor and capital. 

b. 	 The unemployment gap equals the rate of unemployment minus the natural rate of unemployment, which is the rate of unemployment 

arising from all sources except fluctuations in aggregate demand. 
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Table C-2. 

Deficit or Surplus With and Without Automatic Stabilizers and Related Series, by 
Fiscal Year, as a Percentage of Potential Gross Domestic Product 

Deficit (-) or Deficit (-) or 
Surplus With Surplus Without Revenues and Outlays Without 

Automatic - Automatic = Automatic Automatic Stabilizers Unemployment Gapb 
Stabilizers Stabilizers Stabilizers Revenues Outlays GOP Gap· (Percent) 

Historical 

1960 0.1 0.1 -0.1 17.8 17.8 0.3 -0 .2 
1961 ·0.6 -1.0 0.3 18.1 17.8 -2.9 0.9 
19 62 ·1.2 -0.4 -0.8 17.7 18.5 -1.1 0.5 
1963 -0.8 -OJ -0 .5 17.9 18.4 -1.0 0.1 
1964 -0.9 0.1 -1.1 17.5 18.6 0.5 -0.1 
1965 -0.2 0.5 -0 .7 16.8 17.6 1.5 -0 .7 

1966 -0.5 1.5 -2.0 16.9 18.9 4.7 -1.7 

1967 -1.1 1.4 -2.5 18.0 20.5 3.8 -2.0 

1968 -3.0 1.1 -4.1 17.3 21.4 2.8 -2.0 

1969 0.4 1.3 -1.0 19.3 20.3 2.9 -2.4 

1970 -0 .3 0.4 -0.7 18.9 19.7 0.4 -1.9 

19 71 -2.1 -0.4 -1.7 17.5 19 .2 -1.3 -0.2 

19 72 -2.0 -0.1 -1.9 17.7 19.6 -0.4 -0.1 

1973 -1.2 1.0 -2.2 17.3 19.5 3.1 -0.9 

1974 -0.4 0.8 -1.3 18.0 19.3 2.0 -1.2 
1975 -3.3 -1.1 -2.2 18.2 20 .4 -3 .5 1.2 

1976 -4.1 -1.3 -2.8 17.6 20.5 -3.0 1.8 

1977 -2.7 -0.7 -2.0 18.3 20.3 -1.4 1.1 

1978 -2.7 * -2.7 18.0 20.7 0.3 * 
1979 -1.6 0.4 -2.1 18.3 20.4 1.0 -0 .4 

1980 -2.7 -0 .6 -2.1 19.1 21.2 -1.7 0.6 

1981 -2.5 -0.9 -1.7 19.9 21.6 -1.8 1.2 

1982 -3.7 -2.0 -1.8 19.8 21.6 -5 .6 3.0 

1983 -5.7 -2.4 -3.2 18.5 21.7 -6.3 4.1 

1984 -4.7 -0 .9 -3.8 17.8 21.6 -2.0 1.8 

1985 -5.1 -0.4 -4.7 17.9 22.5 -0 .8 1.2 
1986 -5 .0 -0.2 -4.8 17.5 22.3 -0.4 1.0 

1987 -3.2 -0.3 -2.9 18.5 21.4 -0.7 0.4 

1988 -3.1 0.2 -3.3 18.1 21.4 0.5 -0.3 

1989 -2.9 0.5 -3.4 18.2 21.5 1.3 -0.7 

1990 -3.9 0.3 -4.2 17.8 22.0 0.7 -0.5 

1991 -4.4 -0.8 -3 .6 18.1 21.7 -2.5 0.8 

1992 -4.5 -1.1 -3.4 18.0 21.4 -2.6 1.7 
1993 -3 .8 -0 .9 -2.9 17.9 20.8 -2.1 1.5 
1994 -2.9 -0.6 -2.3 18.3 20.6 -1.3 0.9 
1995 -2.2 -0.5 -1.7 18.6 20.4 -1.2 0.3 
1996 -1.4 -0.5 -0.9 19.1 20.0 -1.2 0.2 
1997 -0 .3 -0.1 -0.2 19.3 19.5 * * 
1998 0.8 0.3 0.5 19.8 19.3 0.7 -0.5 
1999 1.4 0.8 0.6 19.5 18.9 2.0 -0.7 

Continued 
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Deficit (-) or Deficit (-) or 
Surplus With Surplus Without Revenues and Outlays Without 

Automatic - Automatic = Automatic Automatic Stabilizers Unemployment Gapb 
Stabilizers Stabilizers Stabilizers Revenues Outlays GOP Gap' (Percent) 

Historical (Continued) 

2000 2.5 1.3 1.2 20.0 18.8 2.9 -La 
2001 1.3 0.7 0.6 19.1 18.5 1.1 -0.7 
2002 -L5 -0.2 -1.3 17.6 18.9 -0.5 0] 
2003 -3.4 -0.5 -2.9 16.4 19.4 -1.1 La 
2004 -3.5 -0.1 -3.5 16.1 19.6 * 0.6 
2005 -2.6 0.2 -2 .8 17.2 20.0 0.7 0.2 
2006 -1.9 0.4 -2.3 18.0 20.4 L2 -0.3 
2007 -L2 0.3 -L5 18.4 19.9 0] -0.5 
2008 -3.2 -OJ -3.0 17.6 20.6 -0.6 0.2 
2009 -9.5 -2 .2 -7.2 16.0 23.2 -6.6 3.3 
2010 -8.5 -2.5 -5.9 16.3 22.2 -6.2 4.3 
2011 -8.2 -2.3 -5.9 16.5 22.4 -5.6 3.7 

Projected 

2012 -6.6 -2.2 -4.3 17.3 21.7 -5.3 3.3 
2013 -3.5 -2.7 -0.7 20.1 20.8 -5.9 3.5 
2014 -2.0 -2.7 0.7 21.3 20 .6 -5.2 3.5 
2015 -L5 -L6 0.1 21.1 20.9 -2.9 2.3 
2016 -L6 -0.6 -LO 20.6 2L5 -1.0 1.0 
2017 -u -0.2 -LO 20.6 21.5 -0.2 0.3 
2018 -0.9 * -0.9 20.5 2L5 * * 

Sources: Congressional Budget Office; Office of Management and Budget. 


Notes: Automatic stabilizers are automatic changes in revenues and outlays that are attributable to cyclical movements in real (inflation

adjusted) GDP and unemployment. 

GDP = gross domestic product; * =between -0.05 percent and 0.05 percent. 

a. The GDP gap equals GDP minus potential GDp, which is the quantity of output that corresponds to a high rate of use of labor and capital. 

b. The unemployment gap equals the rate of unemployment minus the natural rate of unemployment, which is the rate of unemployment 
arising from all sources except fluctuations in aggregate demand. - . -------.... ~-----





Trust Funds 


Y. f.d",I go","m."' u", "",,,I ,ccou",;ng 
mechanisms to link earmarked receipts-money desig
nated for a specifIc purpose-with corresponding 
expenditures . Those mechanisms include trust funds 
(such as the Social Security trust funds), special funds 

(such as the fund that the Department of Defense uses 
to fll1ance its health care program for military retirees) , 
and revolving funds (such as the Federal Employees 
Group Life Insurance fund). When the receipts desig

nated for those funds exceed the amounts needed for 

expenditures , the funds are generally credited with non
marketable debt instruments issued by the Treasury that 
are known as government account securities. At the end 
of fiscal year 2011, about $4.6 trillion in such securities 
was outstanding, over 90 percent of which was held by 

trust funds. l 

The federal budget has numerous truSt funds, although 

most of the money credited to such funds goes to fewer 
than a dozen of them. By far the largest truSt funds cur
rendy are the rwo for Social Security (the Old-Age and 
Survivors Insurance Trust Fund and the Disability Insur
ance Trust Fund), Medicare's Hospitallnsurance Trust 

Fund, and the funds dedicated to retirement programs 
for military and civiJian retirement (see TabJe D-l) . 

When a trUSt fund receives cash receipts that are not 
needed immediately to pay benefits or cover other 
expenses , the Treasury uses the extra income (after credit
ing rhe fund for it) to reduce rhe amount of new federal 
horrowing that is necessary ro finance the government
wide deficit. In other words, in the absence of changes to 

other tax and spending policies, the government borrows 
less from the public than it would without that extra 
income. The reverse happens when revenues for a trust 

fund program fall short of expenses in a given year, 

I , 	 Debt issued in the form of government account securit ies is 

included in a measure of federal debt called "gross debt. " Because 
such debt is inrrdgovernmental in n::uure) however, it is not 

included in the measure "debt held by the public." (For a discus
sion of diffe rent measures o f federal debt, see C hapter \ .) 

assuming that there is a sufficient balance in the relevant 

fund . 

The balance of a trust fund at any given time is a measure 

of the historical relationship between the related pro

gram's revenues and spending. That balance (in the form 

of government securities) is an asset for the individual 

program, such as Social Security, bu t a liability for the 
rest of the government. The resources to redeem a trust 

fund 's government securiries-and thereby pay for bene

firs or other spending-in some fu ture year must be 

generated through taxes, income from other government 

sources, or borrowing from the public in that year. Trust 

funds have an important legal meaning in that their bal

ances are a measure of the amounts that the government 

has the legal authority to spend for certain purposes 

under current law, but they have litde relevance in an 

economic or budgetary sense. 

To assess how all federal activities, taken together, affect 

the economy and financial markets, it is useful to include 

the cash receipts and expenditures of trust funds in the 

budget totals along with the receipts and expenditures 

of other federal programs. Therefore, the Congressional 
Budget Office (CBO), the Administration's Office of 

Managemen t and Budget, and other fiscal analysts gener

ally focus on the total deficit in that "unified budget ," 

which includes the transactions of trust funds . 

According to CBO's current baseline projections, federal 
trust funds as a group will run a surplus of $111 billion in 

2012 and a cumulative surplus of $856 billion over the 

2013-2022 period (see Table D-2) . Those surpluses are 

bolstered by interest receiprs on the funds' government 

account securities and by other sums transferred from 

elsewhere in the budget. Such inrragovernmental trans

fers-which are projected to total $67 1 billion in 2012

reallocate COStS from one category of the budget to 
another, but they do not directly change the total deficit 
or the government's borrowing needs. If intragovernmen
tal transfers are excluded and only income from sources 
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Table D·1. - ..- ••.. I<~. • ~ 

Trust Fund Balances Projected in CBO's Baseline 
(Billions of dollars) 

Actual, 

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 
Social Security 

Old-Age and Survivors Insurance 
Disability Insurance' 

2,493 

162 
2,578 

131 
2,648 

95 
2,706 

56 
2,761 

14 
2,818 

a 
2,875 

a 
2,926 

a 
2,966 

a 
2,991 

a 
3,001 

a 
2,991 

a 
Subtotal 2,654 2,709 2,743 2,762 2,776 2,818 2,875 2,926 2,966 2,991 3,001 2,991 

Medicare 

Hospital Insurance (Part At 246 221 185 148 120 93 73 59 42 25 6 a 
Supplementary Medical Insurance (Part B) 70 71 87 97 104 109 119 133 145 154 166 175 

Subtotal 317 292 272 245 224 201 192 191 187 179 172 175 

Military Retirement 

(ivilian Retirementb 
326 

821 
374 

841 

430 

859 
490 

877 

555 

896 
621 

914 
697 

934 
783 
956 

871 

980 
966 

1,005 
1,067 
1,031 

1,170 
1,058 

Unemployment Insurance 16 34 39 37 43 49 53 59 63 65 66 69 
Highway' 22 12 3 a a a a a a a a 
Airport and Airway 9 11 12 14 17 21 25 30 36 43 50 
Railroad Retirement' 27 26 24 23 22 20 18 17 16 14 13 12 
Other' 89 94 98 101 105 108 III 115 119 123 127 131 

Total Trust Fund Balance 4,281 4,391 4,480 4,548 4,633 4,748 4,901 5,073 5,231 5,379 5,519 5,657 

Source: Congressional Budget Office. 


Note: These balances are for the end of the fiscal year. 


a. In keeping with the rules in section 257 of the Deficit Control Act of 1985, CBO's baseline incorporates the assumption that payments will 
continue to be made after the trust fund has been exhausted, although there is no legal authority to make such payments. Because the 
manner by which those payments would continue would depend on future legislation, CBO does not show a cumulative negative balance 
in the trust fund after the exhaustion date. 

b. Includes Civil Service Retirement, Foreign Service Retirement, and several smaller retirement trust funds. 

c. The Railroad Retirement and Survivors' Improvement Act of 2001 established an entity, the National Railroad Retirement Investment 
Trust, that is allowed to invest in non-Treasury securities, such as stocks and corporate bonds. Most of the balances for Railroad 
Retirement are invested outside the Treasury. 

d. Consists primarily of trust funds for federal employees' health and life insurance, Superfund, and various insurance programs for veterans. 
~-,-' 

outside the government (such as payroll taxes) is counted, their families through the Disability Insurance (OJ) pro

the trust funds as a whole will run deficits throughout the gram. Those benefits are financed mainly through payroll 
2013-2022 projec[ion period-growing from $560 bil taxes collected on workers' earnings, usually at a rate of 
lion this year to $964 billion in 2022, CBO projects, and 12.4 percent, split evenly between the worker and the 
totaling nearly $7.3 trillion over the 2013-2022 period. employer2 

Wi[hoU( legislative action, three trUSt funds are projected 2. The Tax Relief, Unemployment Insurance Reauthorization, and 
to be exhausted during that period: Social Security's Job Creation Act of 20 1 0 (Public Law 111-3(2), which was 
Disability Insurance Trus[ Fund, Medicare's Hospital enacted in December 2010, reduced workers' share of the Social 

Insurance Trust Fund, and the Highway Trust Fund. Security payroll tax by 2 percentage points for calendar year 201 I . 
The Temporary Payroll Tax Cut Continuation Act of 20 11 
(EL. 112-78) . enacted in December 2011, extended that reduc
tion through the cnd of February 2012. The amount of revenueSocial Security Trust Funds 
estimated to be lost because of the reduction has been credited 

Social Security provides benefits to retired workers, their back to the Social Security trUSt funds through a transfer from the 
families, and some survivors of deceased workers through general fund . That transfer amounted to $79 billion in fiscal year 
the Old-Age and Survivors Insurance (OAS!) program; it 201 J and is projected to be $50 billion in 2012 (in the absence of 

also provides benefits to some people wi[h disabilities and further changes ro the tax). 
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Figure D·1. 
--------------~ 

Annual Surpluses or Deficits Projected 
in CBO's Baseline for the OASI, DI, and 
HI Trust Funds 
(Billions of dollars) 

Old-Age and Survivors Insurance Trust Fund 

100 


50 
Total Surplus or Deficit 


(Including interest)

o r---~----~----~----------------~~ 

-so 
Deficit Excluding Interest 

-100 

-150 '-------"-------'-----'-------"-- ----'-- 
2011 2013 2015 2017 2019 2021 

Disability Insurance Trust Fund 
o 

-10 

-20 Total Deficit 

Deficit Excluding Interest 
I I I 

2011 2013 2015 2017 2019 2021 

Hospital Insurance Trust Fund 

-30 
(Including interest) 

o 

-10 

-20 

-30 

-40 

Total Deficit 

Deficit Excluding Interest 

-501~___~__~____~__~___-L___ 

2011 2013 2015 2017 2019 2021 

Source: Congressional Budget Office. 

fund are expected to be higher than noninterest income, 

totaling $141 billion in 2012 and rising steadily to 

$211 billion in 2022. Thus , the annual cash flows of the 

01 program excluding interest will also add co federal 

deficits in each year of the projection period, by amounts 

ranging from $39 billion to $46 billion. Even with inter

est receipts included, the OJ trust fund is expected to run 
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a yearly deficit throughout that period (see Figure D-l). 

In the absence of legislative action, the balance of the D I 

fund will be exhausted in 2016, CBO projects. 

Medicare Trust Funds 
Cash flows for payments to hospitals and payments for 

other services covered by Medicare are accounted for in 

[wo trust funds. The Hospital Insurance (HI) Trust Fund 

accounts for payments made to hospitals and providers of 

post-acute care services under Part A of the Medicare pro

gram, and the Supplementary Medical Insurance (SMI) 

1rust Fund accounts for payments made for outpatienr 

services, prescription drugs, and other services under 

Pans Band 0 of Medicare. 4 

Hospital Insurance Trust Fund 
The HI fund is currently the larger of the two Medicare 

trust funds, with a balance of $246 billion at the end of 

2011. The fund's income is derived largely from the 

Medicare payroll tax (2.9 percent of workers' earnings, 

divided equally between the worker and the employer) 

and from part of the income taxes on Social Security 

benefits collected from benefICiaries with relatively high 

income. In 2011, those sources accounted for 88 percent 

and 7 percent, respectively, of the $219 billion in non

interest income of the HI trust fund.; In addition, the 

trust fund is credited with interest on its balances; that 

interest amounted to $13 billion in 2011. 

The fund's noninterest income is projected to increase 

from $230 billion in 2012 to $41 7 billion in 2022 . Parr 

of the reason for the increase is that Medicare's payroll tax 

rate is set to rise in 2013 to 3.8 percent for people with 

annual earnings above S200,OOO who file individual tax 

returns and for couples with earnings above $250 ,000 

who file joint tax returns. Annual expenditures from the 

HI trust fund are projected to grow from $268 billion in 
2012 to $444 billion in 2022 . CBO expects expenditures 

to outstrip income throughout the 2012-2022 period, 

4. 	 Part C of Medicare (known as Medicare Advantage) specifies the 

rules under which priva,e health care plans can assume responsi

bility for, and be compensated fo r, providing bener,ts covered 

LInder Pam A, B. and O . 

5. 	 As it does with the Social Security payroll tax , the federal govern

ment makes an intragovcrnmental transfer from the general fund 

of the Treasury [0 the HI trUSt fund [0 cover the employer's share 

orthe Medicare payroll tax for federal workers. That transfer is 

included in the income line in Table 0-3 . 
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producing annual defICits that will average $30 billion 

with interest receipts excluded or $24 billion with those 

receipts included (see Table 0-3 and Figure 0-1). Under 

current law, the balance of the HI rrust fund will be 

exhausted in 2022, CBO projects. 

Supplementary Medical Insurance Trust Fund 
The SM I trust fund contains rwo separate accounts: one 

that pays for physicians' services and other health care 

provided on an outpatient basis under Parr B of Medicare 

(Medical Insurance) and one that pays for prescription 

drug benefits under Parr O. Their funding mechanisms 

differ slighrly: 

• 	 The Part B portion of the rrust fund is financed pri 

marily through transfers from the general fund of the 

Treasury and monthly premium payments from Medi

care beneficiaries . The basic monthly premium for the 

Medical Insurance program is set ro cover approxi

mately 25 percent of the program's spending (with 

adjustments ro maintain a contingellcy reserve to 

cover unexpected spikes in spending); an additional 

premium is assessed on beneficiaries with relatively 

high income. The amount transferred from the gen

eral fund equals about three times the amount of basic 

premiums expected ro be collected, minus the amount 

collected from the income-related premium and fees 

from drug manufacturers. 

• 	 The Parr 0 portion of the rrust fund is fInanced 

mainly through transfers from the general fund, 

monthly premium payments from beneficiaries, and 

transfers from states based on the number of people 

in a state who would have received prescription drug 

coverage under Medicaid in the absence of Medicare's 

drug benefit. The basic monthly premium for Part 0 

is set ro cover 25.5 percent of the program's estimated 

spending if all participan ts paid it. However, people 

who receive low-income subsidies under Parr 0 are 

not required ro pay Parr 0 premiums, so receipts cover 

less than 25.5 percent of the program's COSts . Higher

income participants in Parr 0 pay an income-related 

premium. The amount transferred from the general 

fund is set ro cover rotal expected spending for bene

fits and administrative costs, net of the amounts 

transferred from states and collected from premiums 

(both basic and income-related). 

Unlike the HI trust fund , the accounts in the SMI trust 

fund do not face exhaustion, because they are not depen

dent solely on a specified set of revenues collected from 

the public. Rather, the amounts credited to those 

accounts from the general fUlld are auromatically 

adjusted ro cover the differences berween program 

spending and specifIed revenues. 

The Parr B account of the SMI trust fund currenrly holds 

$71 billion in government account securities. To main

tain a contingency reserve that is suff'tcient ro cover 

unanticipated increases in spending, the fund is expected 

ro run yearly surpluses throughout the projection period, 

reaching a balance of $1 75 billion at the end of 2022 . 

Highway Trust Fund 
The Highway Trust Fund comprises rwo accounts: the 

highway account, which funds construction of highways 

and highway safety programs, and the transit account, 

which funds mass rransit programs. CBO assumes that 

spending from the Highway Trust Fund will continue ro 

be controlled by limitations on obligations set in appro

priation acts. For its baseline projections, CBO furrher 

assumes that those future limitations on obligations will 

be equal ro the 2012 amounts, adjusted annually for 

inflation . Under such a scenario, the two accounts will be 

unable ro meet obligations in a timely manner sometime 

during 2013 (for the highway accoun t) and 2014 (for the 

transit account) . From 2008 ro 2010, the Highway Trust 

Fund received transfers from the general fund of the Trea

sury rotaling almost $35 billion ro keep the trust fund 

from being exhausted. 

Other Trust Funds 
Among the remaining trust funds in the federal budget, 

the largest balances are held by various civilian retirement 

funds (a rotal of $821 billion at the end of 20 11) and by 

the Military Retirement Trust Fund ($326 billion)." In its 

current baseline, CBO projects that the balances of those 

funds will increase steadily over the coming decade, 

reaching $1 . 1 trillion for the civilian funds and $1 .2 tril

lion for the military retirement fund in 2022 (see Table 

0-1 on page 122) . 

6. 	 Those civilian reti rement funds include the Ci vil Service Retire

ment Trust Fund, the Foreign Service Rerirement Trust Fund , and 

severa l smaller re ti re menr funds . 



CBO's Economic Projections for 2012 to 2022 

y, "hI<. '0 ,h" 'ppend'x "p,nd 00 ,h, 'ofo,m,· values shown in rhe rabies for 2018 co 2022 reflecr CBO's 

rion in Chaprer 2 by showing rhe Congressional Budger assessmenr of rhe effecr of economic and demographic 

Office's (CBO's) economic projecrions for 2012 co 2022 rrends in rhe medium rerm bur do nor reflecr an arrempr 

(by calendar year in Table E-\ and by fiscal year in ro forecasr rhe frequency or size of flucruarions in rhe 

Table E-2). CBO does nor forecasr cyclical flucruarions in business cycle. 

irs pro jecrions for years afrer 2017. Insread , rhe projecred 
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Table E·1. 

CBO's Economic Projections, by Calendar Year 

Estimated, 
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 

Year to Year (Percentage change) 

Real GDP 1.7 2.2 1.0 3.6 4.9 4.2 3.3 2.8 2.6 2.5 2.4 2.4 

Nominal GDP 3.9 3.6 2.4 5.0 6.4 5.9 5.2 4.8 4.6 4.5 4.5 4.4 

PCE Pri ce Index 2.4 1.4 1.3 1.3 1.5 1.7 1.9 2.0 2.0 2.0 2.0 2.0 

Core PCE Price Index' 1.4 1.4 1.3 1.4 1.5 1.6 1.8 1.9 2.0 2.0 2.0 2.0 

Consumer Price Indexb 3.1 c 1.7 1.5 1.5 1.7 2.0 2.2 2.3 2.3 2.3 2.3 2.3 

Core Consumer Price Index· 1.7 ( 1.7 1.5 1.6 1.7 1.9 2.1 2.2 2.2 2.2 2.2 2.2 

GDP Price Index 2.1 1.3 1.4 1.4 1.5 1.7 1.9 1.9 2.0 2.0 2.0 2.0 

Employment Cost Index" 1.7 2.0 3.3 3.5 3.6 3.5 3.4 3.8 3.8 3.6 3.5 3.6 

Calendar Year Average 

Unemployment Rate (Percent) 9.0 ( 8.8 9.1 8.7 7.4 6.3 5.7 5.5 5.5 5.4 5.4 5.3 

Interest Rates (Percent) 
Three-month Treasury bills 0.1 c 0.1 0.1 0.4 1.6 2.6 3.2 3.6 3.8 3.8 3.8 3.8 
Ten-year Treasury notes 2.8 ( 2.3 2.5 2.9 3.5 4.1 4.6 4.8 5.0 5.0 5.0 5.0 

Tax Bases (Percentage of GDP) 
Wages and salaries 44.0 44.0 43.5 43.8 44.0 44.4 44 .6 44.9 45.1 45.3 45.3 45.5 

Domestic economic profits 9.9 9.8 9.3 9.6 9.7 9.4 8.8 8.3 7.8 7.4 7.2 6.9 

Tax Bases (Billions of dollars) 
Wages and salaries 6,634 6,885 6,973 7,360 7,876 8,411 8,900 9,374 9,851 10,344 10,825 11,341 

Domestic economic profits 1,501 1,524 1,485 1,611 1,740 1,789 1,754 1,740 1,702 1,690 1,711 1,716 

Nominal GDP (Billions of dollars) 15,093 15,633 16,015 16,817 17,899 18,962 19,949 20,897 21,859 22,853 23,870 24,921 

Source: Congressional Budget Office. 


Note: GDP gross domestic product; peE personal consumption expenditures. 
0: 0: 

a. Excludes prices for food and energy. 

b. The consumer price index for all urban consumers. 

c. Actual value for 2011. 

d. The employment cost index for wages and salaries of workers in private industry. -,. 
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Table E-2. 
,,- '"-

CHO's Economic Projections, by Fiscal Year 

Actual, 
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 

Year to Year (Percentage change) 

Real GOP 2.1 2.1 1.2 2.7 4.8 4.5 3.5 2.8 2.6 2.5 2.4 2.4 

Nominal GOP 4.1 3.7 2.6 4.2 6.3 6.2 5.4 4.8 4.6 4.6 4.5 4.4 

PCE Price Index 2.1 1.8 1.2 1.3 1.4 1.7 1.9 2.0 2.0 2.0 2.0 2.0 

Core PCE Price Index· 1.2 1.5 1.3 1.4 1.5 1.6 1.8 1.9 2.0 2.0 2.0 2.0 

Consumer Price Index' 2.6 2.2 1.4 1.5 1.6 2.0 2.2 2.3 23 2.3 2.3 23 

Core Consumer Price Index· 1.3 1.9 1.5 1.6 1.7 1.8 2.0 2.2 2.2 2.2 2.2 2.2 

GOP Price Index 2.0 1.6 1.4 1.4 1.4 1.6 1.8 1.9 2.0 2.0 2.0 2.0 

Employment Cost IndeX< 1.7 1.9 2.9 3.6 3.6 3.6 3.4 3.7 3.9 3.6 3.5 3.6 

Fiscal Year Average 

Unemployment Rate (Percent) 9.2 8.8 9.0 9.0 7.8 6.5 5.8 5.5 5.5 5.4 5.4 53 

Interest Rates (Percent) 
Three-month Treasury bills 0.1 0.1 0.1 03 1.3 2.4 3.1 3.5 3.7 3.8 3.8 3.8 
Ten-year Treasury notes 3.0 2.3 2.4 2.8 3.4 3.9 4.5 4.8 5.0 5.0 5.0 5.0 

Tax Bases (Percentage of GOP) 
Wages and salaries 44.0 43.8 43.8 43.7 43.9 44.3 44.6 44.8 45.0 45.2 453 45.5 
Domestic economic profits 10.0 9.8 9.4 9.5 9.7 9.5 8.9 8.5 7.9 7.5 7.2 7.0 

Tax Bases (Billions of dollars) 

Wages and sa laries 6,578 6,793 6,966 7,251 7,738 8,281 8,784 9,252 9,732 10,220 10,705 11,208 
Domestic economic profits 1,492 1,524 1,493 1,568 1,714 1,785 1,762 1,746 1,709 1,690 1,705 1,719 

Nominal GOP (Billions of dollars) 14,954 15,508 15,914 16,575 17,618 18,704 19,708 20,661 21,616 22,603 23,614 24,655 

Source: Congressional Budget Office. 


Note: GDP = gross domestic product; PCE = personal consumption expenditures. 


a. Excludes prices for food and energy. 

b. The consumer price index for all urban consumers. 

c. The employment cost index for wages and salaries of workers in private industry. 





Historical Budget Data 


y, 'pp<od;, pco~;d" h;"m;al d", on ,moo", 
outlays, and the deficit or surplus-in forms consistent 

with the projections in Chapters 1,3, and 4-for fiscal 
years 1972 to 20 I 1. The data, which come from the 

Congressional Budget Office and the Office of Manage
ment and Budget, are shown both in nominal dollars and 

as a percentage of gross domestic product (GOP). Some 
of the numbers have been revised since January 2011, 
when these tables were previously published. 

Federal revenues, outlays, the deficit or surplus, and debt 
held by the public are shown in Table F-I. Revenues, out
lays, Jnd the deficit or surplus have both on-budget Jnd 
off-budget components. Social Securiry's receipts and 

outlays were placed off-budget by the Balanced Budget 
and Emergency Oefici t Control Act of 1985. For the sake 

of consistency, Table F-l shows the budgetary compo
nents of Social Securiry as off-budget before that year. 
The Postal Service was moved off-budget by the Omni

bus Budget Reconciliation Act of 1989. 

The majot sources of federal revenues (including off
budget revenues) are presented in Table F-2. Social insur
ance taxes include payments by employers and employees 
for Social Securiry, Medicare, Railroad Retirement, and 
unemployment insurance, as well as pension contribu

tions by federal workers. Excise taxes are levied on certain 
products and services, such as gasoline, alcoholic bever
ages, and air travel. Estate and gift taxes are levied on 
assets when they are transferred. Miscellaneous receipts 
consist of earnings of the Federal Reserve System and 
income from numerous fees and charges. 

Total outlays for major categories of spending, including 
on- and off-budget outlays, appear in Table F-3. 

Spending controlled by the appropriation process is clas

sified as discretionary. Spending governed by permanent 

laws, such as those that set eligibiliry requirements for 

certain programs, is considered mandatory. Offsetting 

receipts include the government's contributions to retire

ment programs for its employees , as well as fees, charges 

(such as Medicare premiums), and receipts from the use 

of federally controlled land and offshore territory. Net 

interest (function 900 of the budget) is composed mostly 

of the government's interest payments on federal debt off

set by its interest income. 

Table F-4 divides discretionary spending into its defense 

and nondefense components. Table F-5 classifies 

mandatory outlays by the three major entitlement 

programs-Social Security, Medicare, and Medicaid

and by other categories of mandatory spending. Income 

securiry programs provide benefits to recipients with 

limi ted income and assets; those programs include unem

plo)' rnent compensation, Supplemental Securiry Income, 

and rhe Supplemental Nutrition Assistance Program. 

Other federal retirement and disabiliry programs provide 

benefits to federal civilian employees, members of the 

military, and veterans. The category of other mandatory 

programs includes the activities of the Commodiry 

Credit Corporation, the Medicare-Eligible Retiree Health 

Care Fund, the subsidy costS of federal student loan pro

grams, the Children's Health Insurance Program , and 

programs related to the federal government's response to 
problems in the housing and financial markets. 

Tables showing the effects of automatic stabilizers on the 

budget, which have previously appeared in this appendix, 

are in Appendix C of this volume. 
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Table F·1. 
..- -. -., 

Revenues, Outlays, Deficits, Surpluses, and Debt Held by the Public Since 1972 

Deficit (-) or Surplus 
Social Postal Debt Held by the 

Revenues Outlays On-Budget Security Service Total Public' 

In Billions of Dollars 

1972 207.3 230.7 -26.1 3.1 ·0.4 -23.4 322.4 
1973 230 .8 245.7 -15.2 0.5 -0.2 -14.9 340.9 
1974 263.2 269.4 -7. 2 1.8 -0 .8 -6.1 343.7 
1975 279.1 332.3 -54 .1 2.0 -l.l -53.2 394.7 
1976 298 .1 371.8 -69.4 -3.2 -l.l -73.7 477.4 

1977 355.6 409 .2 -49.9 -3.9 0.2 -5 3.7 549.1 

1978 399.6 458.7 -55.4 -4.3 0.5 -59.2 607.1 
1979 463.3 504.0 -39.6 -2.0 0.9 -40.7 640.3 

1980 517.1 590 .9 -73.1 -1.1 0.4 -73.8 711.9 
1981 599.3 678_2 -73.9 -5.0 -0.1 -79 .0 789.4 

1982 617.8 745.7 -1 20.6 -7.9 0.6 -128.0 924.6 

1983 600.6 808 .4 -207.7 0.2 -0.3 -207.8 1,137.3 
1984 666.4 851.8 -185.3 0.3 -0.4 -185.4 1,307.0 
1985 734.0 946 .3 -221.5 9.4 -0.1 -212.3 1,507.3 

1986 769.2 990 .4 -237.9 16.7 -221.2 1,740.6 

1987 854.3 1,004.0 -168.4 19.6 -0.9 -149.7 1,889.8 

1988 909.2 1,064.4 -192.3 38.8 -1.7 -1 55.2 2,051.6 

1989 991.1 1,143.7 -205.4 52 .4 OJ -152 .6 2,190.7 

1990 1,032 .0 1,253.0 -277.6 58.2 -1.6 -221.0 2,411.6 

1991 1,055_0 1,324.2 -321.4 53.5 -1.3 -269.2 2,689.0 

1992 1,091.2 1,381.5 -340.4 50.7 -0.7 -290 .3 2,999.7 

1993 1,154.3 1,409.4 -300.4 46.8 -1 .4 -255.1 3,248.4 

1994 1,258.6 1,461.8 -258.8 56.8 -1.1 -203.2 3,433.1 

1995 1,351.8 1,515.7 -226.4 60.4 2.0 -164.0 3,604.4 

1996 1,453.1 1,560.5 -174.0 66.4 0.2 -107.4 3,734.1 

1997 1,579.2 1,60l.l -10 3.2 81.3 * -21. 9 3,772.3 

1998 1,721.7 1,652.5 -29.9 99.4 -0.2 69.3 3,721.1 

1999 1,827.5 1,701.8 1.9 124.7 -1.0 125.6 3,632 .4 

2000 2,025.2 1,789.0 86.4 151.8 -2.0 236.2 3,409 .8 

2001 1,991.1 1,862.8 -32.4 163.0 -2.3 128.2 3,319.6 

2002 1,853 .1 2,010.9 -317.4 159.C 0.7 -157.8 3,540.4 

2003 1,782.3 2,1 59.9 -538.4 155.6 5.2 -377.6 3,913.4 

200 4 1,880 .1 2,292 .8 -568.0 151.1 4.1 -412.7 4,295.5 

2005 2,153.6 2,472.0 -493 .6 173.5 l.8 -318.3 4,592.2 

2006 2,406.9 2,655 .1 -434.5 185.2 1.1 -248.2 4,829.0 

2007 2,568.0 2,728.7 -342.2 186.5 -5.1 -160.7 5,035.1 

2008 2,524.0 2,982 .5 -641.8 185.7 -2.4 -4 58.6 5,803.1 

2009 2,105.0 3,517.7 -1,549.7 137.3 -0.3 -1,412.7 7,544.7 

2010 2,162.7 3,456 .2 -1,370.5 81.7 -4.7 -1,293.5 9,018.9 


20n 2,302.5 3,598.1 -1,362.8 68.0 -0.8 -1,295 .6 10,127.6 

. --------------------------------------------------------------

Continued 
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Continued 

Deficit (-) or Surplus 
Social Postal Debt Held by the 

Revenues Outlays On-Budget Security Service Total Public" 

As a Percentage of Gross Domestic Product 

1972 17.6 19.6 -2.2 0.3 ** -2.0 27.4 
1973 17.6 18.7 -1.2 ** ** -1.1 26.0 
1974 18.3 18.7 -0.5 0.1 -0 .1 -0.4 23 .9 
1975 17.9 21.3 -3.5 0.1 -0.1 -3.4 25 .3 
1976 17.1 21.4 -4. 0 -0 .2 -0.1 -4.2 27.5 
1977 18.0 20.7 -2.5 -0.2 ** -2.7 27.8 
1978 18.0 20.7 -2. 5 -0.2 ** -2.7 27.4 
1979 18.5 20.2 -1.6 -0.1 ** -1.6 25.6 

1980 19.0 21.7 -2.7 ** ** -2.7 26.1 
1981 19 .6 22.2 -2.4 -0.2 ** -2.6 25.8 
1982 19.2 23.1 -3.7 -O.L ** -4.0 28.7 
1983 17.5 23.5 -6.0 ** ** -6 .0 33.1 
1984 17 .3 22 .2 -4 .8 ** ** -4.8 34.0 
1985 17.7 22.8 -5.3 0.2 ** -5.1 36.4 
1986 17.5 22.5 -5.4 0.4 ** -5. 0 39.5 
1987 18.4 21.6 -3.6 0.4 ** -3 .2 40.6 
1988 18.2 21.3 -3 .8 0.8 ** -3.1 41.0 
1989 18.4 21.2 -3.8 1.0 ** -2.8 40 .6 

1990 18.0 21.9 -4.8 1.0 ** -3.9 42 .1 
1991 17 .8 22.3 -5.4 0.9 ** -4.5 45.3 
1992 17.5 22.1 -5.5 0.8 ** -4 .7 48.1 
1993 17.5 21.4 -4.6 0.7 ** -3.9 49.3 
1994 18.0 21.0 -3.7 0.8 ** -2.9 49 .2 
1995 18.4 20 .6 -3.1 0.8 ** -2.2 49.1 
1996 18 .8 20 .2 -2.3 0.9 ** -1.4 48.4 
1997 19.2 19 .5 -1.3 1.0 ** -OJ 45 .9 
1998 19.9 19 .1 -0.3 1.1 ** 0.8 43 .0 
1999 19 .8 18.5 ** 1.4 ** 1.4 39.4 

2000 20.6 18.2 0.9 1.5 ** 2.4 34.7 
2001 19 .5 18.2 -0 .3 1.6 ** 1.3 32.5 
2002 17.6 19.1 -3. 0 1.5 ** -1.5 33 .6 
200 3 16.2 19.7 -4.9 1.4 ** -3.4 35.6 
2004 16.1 19 .6 -4 .9 1.3 ** -3.5 36.8 
2005 17.3 19.9 -4.0 1.4 ** -2.6 36 .9 
2006 18.2 20 .1 -3.3 1.4 ** -1.9 36.6 
2007 18.5 19.7 -2.5 1.3 ** -1.2 36.3 
2008 17 .6 20.8 -4.5 1.3 ** -3.2 40.5 
2009 15.1 25.2 -11. 1 1.0 ** -10.1 54.1 

2010 15 .1 24.1 -9.5 0.6 ** -9.0 62.8 
2011 15.4 24 .1 -9 .1 0.5 ** -8.7 67.7 

Sources: Congressional Budget Office; Office of Management and Budget. 


Note : * = between -$50 million and $50 million ; ** = between -0.05 percent an d 0.05 percen t. 


a. End of year. 
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Table F·2. 


Revenues, by Major Source, Since 1972 


Individual Social Corporate 
Income Insurance Income Excise Estate and Customs Miscellaneous 
Taxes Taxes Taxes Taxes Gift Taxes Duties Receipts Total 

In Billions of Dollars 

1972 94.7 52.6 32.2 15.5 5.4 3.3 3.6 207.3 

1973 103.2 63 .1 36.2 16.3 4.9 3.2 3.9 230.8 

1974 119.0 75 .1 38.6 16.8 5.0 3.3 5.4 263 .2 

1975 122.4 84.5 40 .6 16 .6 4.6 3.7 6.7 279.1 

1976 131.6 90 .8 41.4 17.0 5.2 4.1 8.0 298.1 

1977 157.6 106.5 54.9 17.5 7.3 5.2 6.5 355.6 

1978 181.0 121.0 60 .0 18.4 5.3 6.6 7.4 399.6 

1979 217.8 138.9 65.7 18.7 5.4 7.4 9.3 463.3 

1980 244.1 157.8 64.6 24.3 6.4 7.2 12.7 517.1 

1981 285.9 182.7 6Ll 40.8 6.8 8.1 13.8 599 .3 

1982 297.7 201.5 49.2 36.3 8.0 8.9 16 .2 617.8 

1983 288.9 209.0 37.0 35 .3 6.1 8.7 15 .6 600.6 

1984 298.4 239.4 56 .9 37.4 6.0 ll .4 17.0 666.4 

1985 334.5 265 .2 61.3 36.0 6.4 12.1 18.5 734.0 

1986 349.0 283 .9 63.1 32.9 7.0 13.3 19.9 769 .2 

1987 392.6 303 .3 83.9 32.5 7.5 15.1 19.5 854.3 

1988 401.2 334 .3 94.5 35 .2 7.6 16.2 20.2 909 .2 

1989 445.7 359.4 103.3 34.4 8.7 16.3 23 .2 991.1 

1990 466 .9 380.0 93.5 35.3 ll.5 16.7 28 .0 1,032 .0 

1991 467.8 396.0 98 .1 42.4 ll. l 15.9 23.6 1,055.0 

1992 476.0 413.7 100.3 45 .6 ILl 17.4 27.2 1,091.2 

199 3 509.7 428.3 117.5 48 .1 12.6 18.8 19.4 1,154 .3 

1994 543.1 461.5 140.4 55 .2 15 .2 20.1 23.1 1,258.6 

1995 590.2 484 .5 157.0 57.5 14 .8 19.3 28.5 1,351.8 

1996 656.4 509.4 171.8 54.0 17.2 18.7 25 .5 1,453.1 

1997 737.5 539.4 182.3 56 .9 19.8 17.9 25 .4 1,579.2 

1998 828.6 571.8 188.7 57.7 24.1 18.3 32.6 1,721.7 
1999 879.5 611.8 184.7 70.4 27.8 18.3 34.9 1,827.5 

2000 1,004 .5 652 .9 207.3 68.9 29 .0 19.9 42 .8 2,025.2 

2001 994 .3 694.0 151.1 66.2 28.4 19.4 37.7 1,991.1 

2002 858.3 700.8 148.0 67.0 26 .5 18.6 33.9 1,853.1 

2003 793.7 713.0 131.8 67.5 22.0 19.9 34 .5 1,782.3 

2004 809.0 733.4 189.4 69.9 24 .8 21.1 32.6 1,880.1 
2005 927.2 794.1 278.3 73.1 24.8 23.4 32.7 2,153.6 

2006 1,043.9 837 .8 353.9 74 .0 27.9 24.8 44.6 2,406 .9 

2007 1,163.5 869 .6 370 .2 65 .1 26.0 26 .0 47.5 2,568.0 

2008 1,145.7 900.2 304.3 67 .3 28.8 27 .6 50.0 2,524.0 

2009 915.3 890.9 138.2 62 .5 23.5 22 .5 52 .1 2,105.0 

20 10 898.5 864 .8 191.4 66.9 18.9 25.3 96.8 2,162.7 

2011 1,091.5 818.8 181.1 72.4 7.4 29.5 101.8 2,302.5 

Continued 
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Cuntnued 

Individual Social Corporate 
Income Insurance Income Excise Estate and Customs Miscellaneous 
Taxes Taxes Taxes Taxes Gift Taxes Duties Receipts Total 

As a Percentage of Gross Domestic Product 

1972 8.1 4.5 2.7 1.3 0.5 0.3 0.3 17.6 
1973 7.9 4.8 2.8 1.2 0.4 0.2 0.3 17.6 
1974 8.3 5.2 2.7 1.2 0.4 0.2 0.4 18.3 
1975 7.8 5.4 2.6 1.1 0.3 0.2 0.4 17 .9 
1976 7.6 5.2 2.4 1.0 0.3 0.2 0.5 17.1 
1977 8.0 5.4 2.8 0.9 0.4 0.3 OJ 18.0 
1978 8.2 5.5 2.7 0.8 0.2 OJ 0.3 18.0 
1979 8.7 5.6 2.6 0.7 0.2 0.3 0.4 18.5 

1980 9.0 5.8 2.4 0.9 0.2 0.3 0.5 19 .0 
1981 9.4 6.0 2.0 1.3 0. 2 0.3 0.5 19.6 
1982 9.2 6.3 1.5 1.1 0.2 0.3 0.5 19 .2 
1983 8.4 6.1 1.1 1.0 0.2 0.3 0.5 17.5 
1984 7.8 6.2 1.5 1.0 0.2 OJ 0.4 17.3 
1985 8.1 6.4 1.5 0.9 0.2 0.3 0.4 17.7 
1986 7.9 6.4 1.4 0.7 0.2 0.3 0.5 17 .5 
1987 8.4 6.5 1.8 0] 0.2 0.3 0.4 18.4 
1988 8.0 6.7 1.9 0.7 0.2 0.3 0.4 18.2 
1989 8.3 6.7 1.9 0.6 0.2 0.3 0.4 18.4 

1990 8.1 6.6 1.6 0.6 0.2 0.3 0.5 18.0 
1991 7.9 6] 1.7 OJ 0.2 0.3 0.4 17 .8 
1992 7.6 6.6 1.6 0.7 0.2 0.3 0.4 17.5 
1993 7.7 6.5 1.8 0.7 0.2 0.3 OJ 17 .5 
1994 7.8 6.6 2.0 0.8 0.2 0.3 OJ 18.0 
1995 8.0 6.6 2.1 0.8 0.2 0.3 0.4 18.4 
1996 8.5 6.6 2.2 0] 0.2 0.2 0.3 18.8 
1997 9.0 6.6 2.2 0] 0.2 0.2 0.3 19.2 
1998 9.6 6.6 2.2 0.7 0.3 0.2 0.4 19.9 
1999 9.6 6.6 2.0 0.8 0.3 0.2 0.4 19.8 

2000 10.2 6.6 2.1 0.7 0.3 0.2 0.4 20.6 
2001 9] 6.8 1.5 0.6 0.3 0.2 0.4 19.5 
2002 8.1 6.6 1.4 0.6 0.3 0.2 0.3 17.6 
2003 7.2 6.5 1.2 0.6 0.2 0.2 OJ 16 .2 
2004 6.9 6.3 1.6 0.6 0.2 0.2 0.3 16.1 
2005 7.5 6.4 2.2 0.6 0.2 0.2 0.3 17.3 
2006 7.9 6.3 2.7 0.6 0.2 0.2 0.3 18.2 
2007 8.4 6.3 2.7 0.5 0.2 0.2 OJ 18.5 
2008 8.0 6.3 2.1 0.5 0.2 0.2 0.3 17.6 
2009 6.6 6.4 1.0 0.4 0.2 0.2 0.4 15.1 

2010 6.3 6.0 1.3 0.5 0.1 0.2 0.7 15.1 
20 11 7.3 5.5 1.2 0.5 * 0.2 0.7 15 .4 

Sources: Congressional Budge t Office; Office of Managemen t and Budget. 

Note: * = between zero and 0.05 percent. 
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Table F·3. 

Outlays, by Major Category, Since 1972 
Mandatory 

Programmatic Offsetting Net 
Discretionary Outlaysa Receipts Interest Total 

In Billions of Dollars 

1972 128.5 100.8 ·14.1 15.5 230.7 
1973 130.4 11 6.0 '18.0 17.3 245.7 

1974 138 .2 130.9 -21.2 21.4 269.4 
1975 158.0 169.4 -18.3 23 .2 332.3 

1976 175.6 189.1 -1 9.6 26.7 371.8 

1977 197.1 203.7 -21.5 29 .9 409.2 

1978 218.7 227.4 -22.8 35.5 458.7 

1979 240.0 247.0 -25 .6 42 .6 504.0 

1980 276.3 291.2 -29.2 52.5 590.9 

1981 307.9 339.4 -37 .9 68.8 678.2 

1982 326 .0 370.8 -36.0 85 .0 745.7 

1983 353.3 410.6 -45.3 89.8 808.4 

1984 379.4 405.5 -44 .2 11Ll 851.8 

1985 415.8 448.2 -47 .1 129.5 946.3 

1986 438.5 461.7 -45 .9 136.0 990.4 

1987 444.2 474.2 -52.9 138.6 1,004 .0 

1988 464.4 505.0 -56.8 151.8 1,064.4 

1989 488.8 546.0 -60.1 169.0 1,143.7 

1990 500.6 625.5 -57.4 184.3 1,253.0 

1991 533.3 701.8 -105.3 194.4 1,324.2 

1992 533.8 717.7 -69.3 199.3 1,381.5 

1993 539.8 741.3 -70.4 198.7 1,409.4 

1994 541.3 788.9 -71.4 202 .9 1,461.8 

199 5 544 .8 818.1 -79.2 232.1 1,515.7 

1996 532.7 857.7 -71.0 241.1 1,560.5 

1997 547.0 895.9 -85.8 244.0 1,601.1 

1998 552.0 942.7 -83.3 241.1 1,652.5 

1999 572.1 979.2 -79.2 229.8 1,701.8 

2000 61 4.6 1,032.2 -80.8 222.9 1,789.0 

200 1 649 .0 1,096.9 -89.2 206 .2 1,862.8 

2002 734.0 1,196.3 -90.3 170.9 2,010 .9 
2003 824.3 1,283.3 -100 .8 153.1 2,159.9 
2004 895.1 1,346.6 -1 09.0 160.2 2,292.8 
2005 968.5 1,446.0 -126 .5 184 .0 2,472.0 
2006 1,016.6 1,552.7 -140 .8 226.6 2,655 .1 
2007 1,041.6 1,627.8 -177.9 237.1 2,728.7 

2008 1,134.9 1,780.3 -185.4 252.8 2,982.5 
2009 1,237.5 2,282.7 -189.4 186.9 3,517.7 

2010 1,347.2 2,096.3 -183.4 196.2 3,456.2 

2011 1,346 .2 2,215 .1 -190.3 227.1 3,598.1 

. - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - 
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COi l"ued 

( 

Mandatory 
Programmatic Offsetting Net 


Discretionary Outlays" Receipts Interest Total 


As a Percentage of Gross Domestic Product 

1972 10.9 8.6 ·1.2 1.3 19.6 
1973 9.9 8.8 -1.4 1.3 18.7 
1974 9.6 9.1 -1.5 1.5 18.7 
1975 10.1 10.9 -1.2 1.5 21.3 

1976 10.1 10 .9 -1.1 1.5 21.4 

1977 10.0 10.3 -1.1 1.5 20.7 

1978 9.9 10.3 -1.0 1.6 20.7 

1979 9.6 9.9 -1.0 1.7 20.2 

1980 10.1 10.7 -1.1 1.9 21.7 

1981 10.1 lLl -1.2 2.2 22.2 

1982 10.1 U.S -1.1 2.6 23.1 

1983 10.3 U .9 -1.3 2.6 23.5 

1984 9.9 10.5 -1.2 2.9 22 .2 

1985 10.0 10 .8 -1.1 3.1 22 .8 

1986 10.0 10.5 -1.0 3.1 22 .5 

1987 9.5 10.2 -1.1 3.0 21.6 

1988 9.3 10.1 -1.1 3.0 21.3 

1989 9.1 10 .1 -1.1 3.1 21.2 

1990 8.7 10.9 -1.0 3.2 21.9 

1991 9.0 11.8 -1.8 3.3 22.3 

1992 8.6 1l.S -1.1 3.2 22.1 

1993 8.2 11.3 -1.1 3.0 21.4 

1994 7.8 11.3 -1.0 2.9 21.0 

1995 7.4 lLl -1.1 3.2 20 .6 

1996 6.9 1l.1 -0.9 3.1 20 .2 

1997 6.7 10.9 -1.0 3.0 19.5 

1998 6.4 10 .9 -1.0 2.8 19.1 

1999 6.2 10.6 -0.9 2.5 18.5 

2000 6.3 10.5 -0.8 2.3 18.2 

2001 6.3 10.7 -0.9 2.0 18.2 

2002 7.0 11.3 -0.9 1.6 19 .1 

2003 7.5 11.7 -0.9 1.4 19.7 

2004 7.7 1l.5 -0.9 1.4 19.6 
2005 7.8 11.6 -:.0 1.5 19.9 

2006 7.7 11.8 -1.1 1.7 20 .1 

2007 7.5 11.7 -1.3 1.7 19.7 

2008 7.9 12.4 -~.3 1.8 20.8 

2009 8.9 16.4 -1.4 1.3 25.2 

2010 9.4 14.6 -1.3 1.4 24 .1 

2011 9.0 14.8 -1.3 1.5 24.1 

Sources: Congressional Budget Office; Off ice of Management and Budget. 

a. E ~ c l udes offse tting receipts . 
... . ----. 
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Table F·4. 

Discretionary Outlays Since 1972 

Defense Nondefense Total 

In Billions of Dollars 

1972 79 .3 49 .2 128.5 

1973 77.1 53.3 130.4 
1974 80.7 57.5 138.2 

1975 87.6 70.4 158.0 

1976 89.9 85.7 175 .6 

1977 97.5 99.6 197.1 

1978 104.6 114 .1 218.7 

1979 116 .8 123.2 240.0 

1980 134 .6 141.7 276.3 

1981 158.0 149.9 307.9 

1982 185.9 140.0 326.0 

1983 209.9 143.4 353.3 

1984 228 .0 151.4 379.4 

1985 253.1 162.7 415.8 

1986 273.8 164.7 438.5 

1987 282.5 161.6 444 .2 

1988 290.9 173.5 464.4 

1989 304.0 184 .8 488 .8 

1990 300.1 200.4 500 .6 

1991 319.7 213.6 533.3 

1992 302 .6 23 1.2 533.8 

1993 292.4 247.3 539 .8 

1994 282.3 259.1 541.3 

1995 273.6 27 1.2 544 .8 

1996 266.0 266.8 532.7 

1997 271.7 275.4 547 .0 

1998 270.3 231.7 552.0 

199 9 275.5 296.7 572 .1 

2000 295.0 319.7 614.6 

2001 306 .1 343.0 649.0 

2002 349.0 385 .0 734.0 

2003 405.0 419.4 824.3 

2004 454.1 441.0 895.1 

2005 493 .6 474 .9 968.5 

2006 520 .0 496.7 1,016 .6 

2007 547.9 493.7 1,041.6 
2008 612.4 522.4 1,134.9 

200 9 656 .8 5· 0.8 1,237.5 

20 10 689 .0 658.2 1,347.2 

20n 699.8 646.4 1,346 .2 

Continued 
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Table F-4. C ntinued 
""'-----~~~------------~~, ,,-

)iscrt:'tionan 1 


Defense Nondefense Total 

--------------~

1972 

1973 

1974 

1975 

1976 

1977 

1978 

1979 


1980 

1981 

1982 

1983 

1984 

1985 

1986 

1987 

1988 

1989 


1990 

1991 

1992 

1993 

1994 

1995 

1996 

1997 

1998 

1999 


2000 

2001 

2002 

2003 

2004 

2005 

2006 

2007 

2008 

2009 


2010 

2011 


6.7 
5.9 
5.6 
5.6 
5.2 
4.9 
4.7 
4.7 

4.9 
5.2 
5.8 
6.1 
5.9 
6.1 
6.2 
6.1 
5.8 
5.6 

5.2 
5.4 
4.8 
4.4 
4.0 
3.7 
3.4 
3.3 
3.1 
3.0 

3.0 
3.0 
3.3 
3] 

3.9 
4.0 
3.9 
4.0 
4.3 
4.7 

4.8 
4.7 

As a Percentage of Gross Domestic Product 

4.2 
4.1 
4.0 
4.5 
4.9 
5.0 
5.1 
4.9 

5.2 
4.9 
4 ., 

.J 

4.2 
3.9 
3.9 
3.7 
3.5 
3.5 
3.4 

3.5 
3.6 
3.7 
3.8 
3.7 
3.7 
3.5 
3.4 
3.3 
3.2 

3.3 
3.4 
3.7 
3.8 
., n 
~.U 

3.8 
3.8 
3.6 
3.6 
4.2 

4.6 
4.3 

10.9 
9.9 
9.6 

10.1 
10.1 
10.0 

9.9 
9.6 

10.1 
10.1 
10.1 
10.3 

9.9 
10.0 
10.0 
9.5 
9.3 
9.1 

8.7 
9.0 
8.6 
8.2 
7.8 
7.4 
6.9 
6.7 
6.4 
6.2 

6.3 
6.3 
7.0 
7.5 
7.7 
7.8 
7.7 
7.5 
7.9 
8.9 

9.4 
9.0 

Sources: Congressional Budget Office; Office of Management and Budget. 
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Table F·5. 

Mandatory Outlays Since 1972 

Other 

Social Income Retirement and Other Offsetting 
Security Medicare Medicaid Security" Disability Programs Receipts Total 

In Billions of Dollars 

1972 39.4 8.4 4.6 16.4 16.2 15.8 -14.1 86.7 
1973 48.2 9.0 4.6 14.5 18.5 21.3 -1 8.0 98.0 
1974 55.0 10.7 5.8 17.4 20.9 21.1 -21.2 109.7 
1975 63 .6 14.1 6.8 28 .9 26.4 29.6 -1 8.3 151.1 
1976 72.7 16.9 8.6 37.6 27.7 25.6 -19.6 169.5 
1977 83.7 20 .8 9.9 34.6 31.2 23 .6 -21.5 182.2 
1978 92.4 24.3 10.7 32.1 33.9 34 .0 -22 .8 204.6 
1979 102 .6 28.2 12.4 32.2 38.7 32.9 -25 .6 221.4 

1980 117.1 34.0 14.0 44 .3 44.'i 37.5 -29.2 262 .1 
1981 137.9 41.3 16.8 49.9 50 .8 42 .6 -37 .9 301.6 
1982 153.9 49.2 17.4 53.2 55.0 42.1 -36.0 334.8 
19 83 168.5 55.5 19.0 64.0 58.0 45.5 -4 5.3 365.2 
1984 176.1 61.1 20.1 51.7 59.8 36.7 -44.2 361.3 
1985 186.4 69.7 22.7 52.3 61.0 56.2 -47.1 401.1 
1986 196.5 74 .2 25 .0 54.2 63.4 48.4 -45.9 415.8 
1987 20 5.1 79.9 27.4 55.0 66.5 40.2 -5 2.9 421.2 
1988 216 .8 85.7 30.5 57.3 71.1 43.7 -56.8 448.2 
1989 230.4 93 .2 34 .6 62.9 57.3 67.6 -6 0.1 485.9 

1990 246.5 10 7.0 41.1 68.7 60.0 102 .2 -57.4 568.1 
1991 266.8 114.2 52 .5 87.0 64.4 117.0 -105.3 596 .5 
1992 285.2 129 .4 67.8 1l0.9 66 .5 57.9 -69.3 648.4 
1993 302.0 143.2 75.8 121.7 68.3 30.3 -7 0.4 670.9 
1994 316.9 159.6 82.0 118.6 72.3 39.4 -71.4 717.5 
1995 333.3 177.1 89.1 11 7.2 75 .2 26 .2 -79.2 738.8 
1996 347.1 191.3 92 .0 121.7 77.3 28.4 -71.0 786.7 
1997 362.3 207.9 95 .6 122.5 80.5 27 .2 -8 5.8 810.1 
1998 376.1 211.0 101.2 122.1 82.5 49 .6 -83.3 859.3 
1999 387.0 209.3 108.0 129.0 85.3 60 .6 -79.2 900.0 

2000 406.0 216.0 117.9 133.9 87.8 70 .5 -80.8 951.4 
2001 429.4 237.9 129 .4 143.1 92.7 64.4 -89.2 1,007.6 
2002 452.1 253.7 147.5 180.4 96.1 66.5 -90.3 1,106.0 
2003 470 .5 274 .2 160.7 196.2 99 .8 81.9 -100.8 1,182.5 
2004 491.5 297.0 176.2 190.6 l C3 .6 87.5 -109.0 1,237.5 
2005 518] 332.6 181.7 196.9 10 9.7 106 .3 -126.5 1,319.4 
2006 543.9 373.6 180 .6 200 .1 113.1 141.4 -140.8 1,411.8 
2007 581.4 43 6.0 190.6 203 .2 122.4 94.2 -177.9 1,450.0 
2008 612.1 456.0 201.4 260.7 128.9 121.2 -185.4 1,594.9 
2009 677.7 499 .0 250 .9 350.3 137.7 367.1 -189 .4 2,093.2 

20 10 700.8 520.5 272.8 437.5 138.4 26.4 -183.4 1,912.9 
20 11 724 .9 559.6 275 .0 404 .6 144.1 106 .9 -190.3 2,024.8 

Continued 
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Cantin ed 

Other 
Social Income Retirement and Other Offsetting 

Security Medicare Medicaid Securitya Disability Programs Receipts Total 

As a Percentage of Gross Domestic Product 

1972 3.3 01 0.4 1.4 L4 1.3 -1.2 7.4 
1973 3.7 0.7 0.4 1.1 1.4 1.6 -1.4 7.5 
1974 3.8 0.7 0.4 1.2 1.4 1.5 -1.5 7.6 
1975 4.1 0.9 0.4 L9 1.7 L9 -1.2 9.7 
1976 4.2 LO 0.5 2.2 1.6 1.5 -1.1 9.8 
19 77 4.2 1.1 0.5 L8 1.6 1.2 -1.1 9.2 
1978 4.2 1.1 0.5 1.4 1.5 1.5 -LO 9.2 
19 79 4.1 1.1 0.5 1.3 1.5 1.3 -LO 8.9 

1980 4.3 1.2 0.5 L6 L6 1.4 -1.1 9.6 
1981 4.5 L4 0.6 1.6 1.7 1.4 -1.2 9.9 
1982 4.8 L5 0.5 1.7 1.7 1.3 -1.1 10.4 
1983 4.9 L6 0.6 L9 1.7 1.3 -1.3 10.6 
1984 4.6 L6 0.5 1.3 L6 LO -1.2 9.4 
1985 4.5 1.7 0.5 1.3 L5 L4 -1.1 9.7 
1986 4.5 1.7 0.6 1.2 L4 1.1 -LO 9.4 
1987 4.4 1.7 0.6 1.2 1.4 0.9 -1.1 9.1 
1988 4.3 1.7 0.6 1.1 1.4 0.9 -1.1 8.9 
19 89 4.3 1.7 0.6 L2 Ll 1.3 -1.1 9.0 

1990 4.3 L9 01 1.2 LO L8 -LO 9.9 
1991 4.5 L9 0.9 1.5 1.1 2.0 -L8 10.1 
1992 4.6 2.1 1.1 1.8 1.1 0,9 -1.1 10.4 
1993 4.6 2.2 1.2 L8 LO 0,5 -1.1 10.2 
1994 4.5 2.3 L2 1.7 1.0 0.6 -LO 10.3 
1995 4.5 2.4 1.2 L6 LO 0.4 -1.1 10.1 
1996 4.5 2.5 1.2 1.6 1.0 0.4 -0.9 10.2 
1997 4.4 2.5 1.2 1.5 1.0 0.3 -LO 9.9 
1998 4.3 2.4 1.2 1.4 LO 0.6 -LO 9.9 
1999 4.2 2.3 1.2 L4 0.9 0.7 -0.9 9.8 

2000 4.1 2.2 1.2 1.4 0.9 0.7 -0.8 91 
2001 4.2 2.3 1.3 L4 0.9 0.6 -0.9 9.9 
2002 4.3 2.4 L4 1.7 0.9 0.6 -0.9 10.5 
2003 4.3 2.5 1.5 L8 0.9 01 -0.9 10.8 
2004 4.2 2.5 1.5 L6 0.9 0] -0.9 10.6 
200 5 4.2 2.7 1.5 L6 0.9 0.9 -LO 10.6 
2006 4.1 2.8 1.4 1.5 0.9 1.1 -1.1 10.7 
2007 4.2 3.1 1.4 1.5 0. 9 0.7 -1.3 10.5 
2008 4.3 3.2 1.4 L8 0.9 0.8 -1.3 lLl 
2009 4.9 3.6 1.8 2.5 LO 2.6 -1.4 15.0 

2010 4.9 3.6 1.9 3.0 l.0 0.2 -1.3 13.3 
2011 4.8 3.7 1.8 2.7 LO 01 -1.3 13.5 

Sources : Congressional Budget Office; Office of Management and Budget. 

a. 	 Includes unemployment compensation, Supplemental Security Income, the refundable portion of the earned income and child tax 

credits, the Supplemental Nutrition Assistance Program , fami ly support, child nutrition, and foster care. 
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Release Date: March 13, 2012 

For immediate release 

Infonnation received since the Federal Open Market Committee met in January suggests that the economy 

has been expanding moderately. Labor market conditions have improved firrther; the lU1employment rate 

has declined notably in recent months but remains elevated. Household spending and business fixed 
investment have continued to advance. The housing sect' 1 re 1'1.'1 ' IS depressed. r d ation has been subdued 
in recent months, although prices of crude oil and gasoline have increased lately, Longer-term inflation 

expectations have remained stable. 

Consistent with its statutory mandate, the Committee seeks to foster maximum employment and price 

stability. 111e Committee expects moderate economic growth over coming quarters and consequently 

anticipates that the lU1employment rate will decline gradually toward levels that the Committee judges to be 

consistent with its dual mandate. Strains in global financial markets have eased, though they continue to 

pose signilicant downside lisks to the econolT'jc outlook. The recent increase in oil and gasoline prices will 

push up inflation temporarily, but the Committee anticipates that :mbsequently inflation will nm at or below 

the rate that it judges most consistent with its dual mandate. 

To support a stronger economic recovery and to help ensme that inflation, over time, is at the rate most 

consistent "vith its dual mandate, the Committee expects to maintain a highly accommodative stance for 
monetary policy. In particular, the Committee decided today to keep the target range for the federal funds 

rate at 0 to 114 percent and currently anticipates that economic conditions-- including low rates of resource 

utilization and a subdued outlook for inflation over the medium rlU1--are likely to warrant exceptionally low 
levels for the federal funds rate at least througb late 2014, 

ll1e Committee also decided to continue its program to extend the average maturity of its holdings of 
securities as annolU1ced in September. ll1e Committee is maintaining its existing policies ofreinvesting 
principal payments ii-om its holdings ofagency debt and agency mortgage-backed securities in agency 
mortgage-backed securities and ofroUing over maturing Treasury secLUities at auction. The Committee will 
regularly review the size and composition of its secmities holdings and is prepared to adjust those holdings 
as appropriate to promote a stronger economic recovery in a context ofprice stability. 

Voting for the FOMC monetary policy action were: Ben S. Bernanke, Chairman; William C. Dudley, Vice 
Chainnan; Elizabeth A. Duke; Dennis P. Lockhart; Sandra Pianalto; Sarah Bloom Raskin; Daniel K. 
Tarullo; John C. Williams; and Janet L. Yellen. Voting against the action was Jeffrey M. Lacker, who does 
not anticipate that economic conditions are likely to warrant exception.ally low levels of the federal funds 
rate through late 2014. 

1/1 



Page / 

Minutes of theFederal Open Market Committee 
April 24-25, 2012 

i\ rm:cl'ing of the Flcief':l lOpen Markc~ '(lrnm itrec. was 
h III in chI.: (l J "~ of rhe RO;'ll'd of r(IVl' I'Jl()r~ ()~ Ihe 
Fcder: ti Iteservt S:'s ((;m in \r~s hlJ1gt0n, D, "', In 1 L1 (, ~ 
dar, Ap ri l 21, 2012, at 1:00 p.m" and conl1nul:d 00 

\\'~dnesd:l)' , i\pril 25 201 2. :11 8:3U a,l1l. 

PRE'F T: 

AL'nBernanke, hairm.,n 

\Villiam :, DlIdk " Vi t: Chairman 

1,: li7auclh li ke 

JeffreyM, Lacker 

Dmnis r, I. ckh:trr 


:lndra Piill1a!t() 

, ~ rah Bloom R:I "kin 

Daniel K. Tarulln 

,1ohn :. \X'illi. Il1S 


.inner L. Ydkl1 


'/;111\(.:SEhdlnrd, ~hris til\l' -lIJnllli rn , Charh l.. 1:,l'ans, 
):s th 'r I.. G.; II' rc, anJ I ~ri c Ro'engn.:u, Alternate 
Memb '[~ tll' lhe Fcdcr:ti Ircil MJl'kct :M1tlliuL\' 

/{ic/m I W. h 'her, nrapoc K chcr/:1knm, :l Ild 


Charlc~ I. PI IS SeI', Prc5idcn t , of thc h:dc r.dRc 

~c rv(' B[lnb C) Dalla s, Minnl':lpolis, and Philadd 

phia, rc:rec,i,'cl)' 


W'illiam H. h1~ li s h , Secretar), and I ':mI10miSl 
D~b r, hJ. Danker, Dt:pllly 'ecr'mry 
MII/lhe\\' M. Lu 'ch:, /\ ' i ~ ta J1( 'creta I',\' 
Dil I'iJ W', 'kiJI1I 1I'l', '\ssil n11l .'n:rel:1I'\' 

!\lie/KIll: A Smith, ,\s~ i stan r \ e(' n: ta IT 
SCOtt G. !\lvafc7, GI.:Ilc.:ra i ,nunsei 
Thnm. C. Bnxi'C'f, Deput)' (jcnC'r~i CounTI 
. rcvt n R. ~ill11in, Fcol1o l11i ·t 

Jon \r hWS I ~In d l\nJrcw 'I'. J.evJI1. Special \dvi ()~S to 

the Bl)lIn /. 0 ticcof Blmd Members, Board of 

CI IVCrnl) rs 

I:U11L''i c\, · ")U ~I.:, Dq1uIy I irccLOl', i\risi In of MOl1e 
. 	 urI' f\ (Iirs, Blard of Gon:rnfl l's; ~, I atthl'w J. 

f ' : i ~ hll cr , Dt:pUl\' Difl.:ctor, Division Research 
~flcI 'ttlli ~ tic~, BOlnl ,f ;ova l1ors 

l.intl;, I\()ncrt slln, i\ ss i ~ l:lntl{) Lh Boaru, mcc of 
n,,;II'r! i\fember., Board of ;()" mot's 

'1'h()m ~ ~ L IIbac11, • 'nior /\dvi 't: r, Division of Rt'scarch 
~ Ild 't::r islic', Bm rd uf ;ovc1'I1ors; l':llen E. 
i\Jc.:ade, '(; l1 i t'/\dvi tr, Divi. ion of Monera I' ,Af
I:!ir , Board If Go\'trnol's 

Danil'i M, 'ovitt. il nd David 1: . ) ,Chl)\\', \s.ocill le Di. 
reci lli 5, Divisionof Rt: larchand Statistic, Board 
(lr'G()l'ernor.. 

Da\'jd 1)()wlTlan, Dl'PU! r " ocial(;' Din.:ctClr, Division 
(,I Inte rna lional hn:1 l1ct:, B(I:l l'd o( c: lVernOl'S; 
(in:lchtlJ '. W'cinbach, Dcpu~ ' , SSOciMC Direc
I It, Di \· t ~ illil of ~1()m'I !l I'Y t\fl~lir , Board 1 v
\' rlJ 	 rs 

J~n F, Ih rig, ihsisian t Dir~ct()r, DivisinJ1 ,f ~ / onetar)' 

:\ [f;l irs, Hoa rd Ill'G l\'W10I" 


1 ;Jviei )I. 'Illall, Prnj Cl Mall:.tger, Di\'ision of Mone
tan' MI3irs, Bo~rd or rOVt'l'Ij()I'~ 

(; re,l(c)I'~' I.. Stdnni, Fir I \,ict Pre, idem, /'ederal Re
s('r\'e Hank(If (lev ' land 



Page 2 Federal Open i\Iarket Committee 

Andreas L. Hornstein and Lorie K. Logan, Vice Presi
dents, Federal Rese ryc Banks of Richmond and 
New York, respectively 

Monetary Policy under Alternative Scenarios 
A staff presentation provided an overview of an exer
cise that explored individual participants' views on ap
propriate monetar~' policy responses under alternative 
economic scenarios, Committee participants discussed 
the potential \-alue and drawbacks of this type of exer
cise for both internal deliberations and extcrnal com
munications about monetary policy, Possible benefits 
include helping to clarify tbe factors that individual par
ticipants judge most important in forming their views 
about the economic outlook and their assessments of 
appropriatc monetary policy, Two potential limitations 
of this approach are that the scenario descriptions must 
by necessity be incomplete, and the practical range of 
scenarios that can be examined ma\' be insuffIcient to 
be informative, givcn the degree of uncertainty sur
rounrung possible outcomes, Some participants stated 
that exercises using alternative scenarios, with appro
priate adjustments, could potentiaUy be helpful for in
ternal deliberations and, thus, should be explored fur
theL However, no decision was made at this meeting 
regarding future exercises along these lines, 

Developments in Financial Markets and the Fed
eral Reserve's Balance Sheet 
The Manager of the System Open ;\'[arket Account 
(S011A) reported on developments in domestic and 
forcign financial markets during the period since the 
Federal Open Market Committee (FOi\[C) met on 
:vlarch 13, 2012, He also reported on System open 
market operations, including the ongoing reinvestment 
Into agency-guaranteed mortgage-backed securities 
CMBS) of principal payments received on SOMA hold
ings of agency debt and agency-guaranteed :\1BS as weU 
as the operations related to the maturity extension pro
gram authorized at the September 20-21,2011, FOMe 
meeung, By unanimous vote, the Committee ratified 
the Desk's domestic transactions over the intermeeting 
pe[)od, There were no intervention operations in for
eign currencies for the System's account o\'er the in 
termeeting period, 

\\'ith Me, Lacker dissenting, the Committee agreed to 
extend the reciprocal currenC\' (swap) arrangements 
with the Bank of Canada and the Banco de Mexico for 
an additional year beginning in mid-December 2012; 
these arrangements are associated \I~th the Federal Re
>er\'e's participation in the North American Framework 

Agreement of 1994, The arrangement with the Bank of 
Canada aUows for cumulative drawings of up to $2 bil
lion equivalent, and the arrangement with the Banco de 
Mexico aUows for cumulative dra\vings of up to $3 bil
I.ion equivalent. The \'ote to renew the System's partic
iration in these swap arrangements \I'as taken at this 
meeting hecause a provision in the Framework Agree
ment requires each party to provide six months' prior 
notice of an intention to terminate its participation, 
Me, Lacker dissented because of his opposition, as in
dicated at the January meeting, to foreign exchange 
market intervention bv the Federal Reserve, wruch such 
swap arrangements might facilitate, and because of rus 
opposition to direct lending to foreign central banks, 

Staff Review of the Economic Situation 
The information reviewed at the April 24-25 meeung 
suggested that cconomic activity was expanding mod
eratcl)', Payroll cmployment continucd to move up, 
and the unemployment rate, while still elevated, de
clined a little further, Overall consumer price inflation 
increased somewhat, primarily reflecting higher prices 
of crude oil and gasoline, but measures of long-run 
int1ation expectations remained stable. 

The unemployment rate declined to 8,2 percent in 
March , The share of workers emploved part time for 
economic reasons al so moved down, but the rate of 
long-duration unemplo)'ment remained elevated. Pri
vate nonfarm employment rose at a slower pace in 
~hrch than in the preceding three months, while total 
gO\'ernment employment was little changed in recent 
months after declining last year, Some indicatOrs of 
job openings and firms' hiring plans improved, After 
being roughly flat over most of the intermeeting period, 
initial claims for unemployment insurance rose mod
erately toward the end of the period but remained at a 
level consistent witll furtller moderate job gains in the 
coming months, 

Manufacturing production expanded, on net, in Febru
an' and March, while thc rate of manufacturing capacity 
utilization was essentially unchanged, In recent 
months, the production of mowr vehicles continued to 

rise appreciably in response to both rugher vehicle sales 
and dealers' additions to relatively 10\1' levels of inven
tories; output gains in other industries also were solid 
and \\~despread, Motor vehicle assemblies \I'ere sched
uled to step up further in the second quarter, and 
broader indicatOrs of manufacturing activity, such as 
the diffusion indexes of new orders from tl1e national 
and regional manufacturing surveys, were at levels con
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sistene with moderate increases in factory output in the 
second quarter. 

Real personal consumption expenditures (PCE) rose 
briskly in Februan', even though households' real dis
posable incomes declined. In March , nominal retail 
sales excluding purchases of motor '-ehicles increased 
solidly, while motor vehicle sales fell off a Little from 
their brisk pace in the previous month. Consumer sen
timene was little changed, on balance, in March and 
eady i\pril and remained subdued. 

Some measures of home prices rose in January and 
Februarv, but activiry in the housing market continued 
to be held do\vn by the large inveneory of foreclosed 
and distressed properties and by tight underwriting 
standards for mortgage loans. Starts of new single
family homes fell back in February and March to a b·el 
more in line witl1 permit issuance; starts were apparene
I)' hoosted by unseasonahly warm weather in December 
and January. Moreover, sales of new and existing 
homes edged down, on net, in recene monehs. 

Real business expenditures on equipment and software 
appeared to rise modestly In the first quarter. Nominal 
shipments of nondefense capital goods excluding air
craft increased in rebruary and March after declining in 
Januan'; ne\\ orders for these capital goods increased, 
on balance, in Februan' and March, and thel' continued 
to run above the !elecl of shipmenes. The buildup of 
unfilled orders in rece:nt months, along with impro\-e
ments in su[\-ey measures of capital spending plans and 
some other forward-looking indicators, poi need tov.-ard 
a pickup in me pace of expenditures for business 
eguipmene. In contrast, nominal business spending for 
nonresidential construction declined in January and 
February. Inventories in most industries looked to be 
fairly well aligned with sales in recent months, although 
motor vehicle stocks were still relati\-ely lean. 

Data for federal go\ernment spending in recent 
monms indicated that real defense expenditures rose 
modestly in the first quarter. Real state and local gO\'
ernment purchases appeared to be about flat last quar
ter, as me payroUs of these governments edged up in 
the first quarter and their nominal c005truction spend
ing declined slightl)·, on net, in January and February. 

The U .S. international trade deficit narrowed in Febru
ary as exports rose and imports fell. The expOrt gains 
were concentrated in services. Exports of goods de
clined largely because of a decrease in exports of auto
motive products. The drop in imports reflected signifi
cant declines in imports of petroleum products, auto

motive products, capital goods, and consumer goods. 
Imports from China were especially weak, which may 
in part reflect seasonal adjustment issues related to the 
timing of the Chinese New Year. 

OveraU U.S. consumer prices, as measured by the PCE 
price index, rose at a somewhat faster rate in February 
man in the preceding six months. In March, prices 
measured by the consumer price index increased at that 
same faster pace. Consumer energy prices climbed 
markecll\' in February and March, almough survey clata 
indicated that gasoline prices stepped down in the first 
half of April. Meanwhile, increases in consumer food 
prices were relatively subdued in recent months. Con
sumer prices excluding food and ener),'Y rose moderate
II' in February and March. Near-term inflation expecta
tions from the Thomson Reuters / Uni\'ersity of NIichi
gan Surveys of Consumers increased in IVfarch but then 
fell back in early April, while longer-term inflation ex
pectations in the su[\'ey remained stable. 

Available measures of labor compensation indicated 
mat nominal wage gains continued to be muted. Aver
age hourly earnings for all employees rose modestly in 
March, and their rate of increase from 12 months e:1rLi
er re mained low. 

Recent indicators suggested that foreign economic ac
tivitv imprO\-ed on balance in the first quarter, but there 
were important differences across economies. In the 
euro area, economic indicators pointed to weakening 
activity as financial stresses worsened, whereas in the 
emerging market economics, recent data wcre consis
tent with continued expansion. Readings on foreign 
inflation cased, although thc), were still relatively high 
in some Latin American countries. 

Staff Review of the Financial Situation 
Broad financial market conditions changed Little, on 
balance, since the March FOMC meeting. However, 
asset prices fluctuated substantially over the period, 
apparently in response to the evolving views on the 
l' .S. and global economic outlook and changing expec
tati ons regarding the future course of moneta[\' policy. 

Yields on nominal Treasury securitie~ moved up early 
in the period, reportedly as investOrs read incoming 
information, including the March FOMC statement 
and minutes along with the results of the Comprehen
sin: Capital ,~nalysis and Review (CCAR), as suggesting 
a somev.·hat stronger economic outlook than previously 
expected. O\-er subsequent weeks, however, yields 
drifted lower in response to disappointing economic 
news and increased concerns about the strains in Eu
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rope. On net, nominal Treasury yields finished the 
period slightly lo\\'er and measures of the expected path 
for the federal funds rate derived from overnight index 
swap (OIS) rates moved down. 

Conditions in unsecured short-term dollar funding 
markets were stable over most of the in termeeting pe
riod despite the increase in concerns about Europe in 
tbe latter part of the period. In secured funding mar
kets, the overnight general collateral Treasury repur
chase agreement rate declined for a time late in the pe
riod, reportedly in response to the seasonal reduction in 
Treasury bill issuance in April, but ended the period 
roughly unchanged. 

Broad l' .S. stock price indexes followed tbe general 
pattern observed across asset markets, rising early in 
the period on increased investor optimism and then 
falling later on, to end the period little changed on net. 
Eqwty prices of financial institutions increased, report
edly as investors interpreted the first-quarter earnings 
of several large banking organizations and the results of 
the CCAR as better than expected. Yields and spreads 
on investment-grade corporate bonds were about un
cbanged, but yields and spreads on speculative-grade 
corporate bonds increased somewhat. 

Businesses continued to raise substantial amounts of 
htnds in credit and capital markets over recent months. 
Bond issuance b\' financial firms picked up further in 
.March from the strong pace recorded in the previous 
rwo months. Domestic nonfinancial firms' bond is
suance and growth in commercial and industrial (C&I) 
loans were robust in the first quarter. Leveraged loan 
issuance was brisk over this period as well, reportedly 
supported by investor demand for newly issued collat
eralized loan obligations as weU as b\' interest from 
pension funds and other institutional investors. Gross 
public equity issuance by nonfinancial firms stayed 
strong in March. In contrast, fInancial conditions in 
the commercial real estate (CRE) sector remained 
strained amid weak fundamentals and tight underwrit
ing conditions, and issuance of commercial mortgage
backed securities in the first quarrer of 2012 was belo\\' 
that of a year ago. 

\Vith respect to creclit to households, developments 
oyer the inrermeeting period were mixed. Although 
mortgage rates remained near their historical lows, 
mortgage refinancing activit\' was subdued, and condi
tions in residential mortgage markets continued to be 
weak. By contrast, consumer credit rose at a solid pace, 
on balance, in recent months; nonrevolving creclit, par
ticularly student loans, expanded. Issuance of consum

er asset-backed securities (ABS) edged up in recent 
months, supported by auto-loan ABS issuance. 

Gross issuance of long-term municipal bonds was sub
dued in the first quarter. The ratio of general obliga
tion municipal bond rields to yields on comparable
maturity Treasury securities was little changed over the 
intermeeting period, and the average spreads on credit 
default swaps for debt issued by states declined on net. 

Bank credit slowed in March but expanded at a solid 
pace in the first quarter as a whole. The Senior Loan 
Officer Opinion Survey on Bank Lencling Practices 
conducted in April inclicated that, in the aggregate, do
mestic banks eased slightly their lending standards on 
core loans-C&I, real estate, and consumer loans-and 
experienced somewhat stronger demand for sLlch loans 
in the first quarter of 2012. C&1 loans at domestic 
banks continued to expand in March, \\1th growth con
centrated at large domestic banks. Banks' holdings of 
closed-end residential mortgage loans expanded, while 
home equity loans and CRE loans continued to decline. 
Consumer loans on banks' books rose modestly lI1 

March. 

M2 expanded at a moderate pace in March, reflecting 
growth in liquid deposits and currency that was only 
partially offset by declines in small time deposits and in 
balances in retail money market funds. 

Financial strains within the euro area increased over the 
intermeeting period. Spreads of \·ields on sovereign 
Italian and Spanish debt over those on comparable
maturity German bonds rose, amid offlcial warnings 
that Spain \\'ouJd miss its fiscal target for this year and 
would need to make further budget cutS, as well as re
newed concerns in the market about the prospects for 
Spanish banks. l\lthough the spread of the three
month euro London interbank offered rate over the 
comparable 01S rate narrowed on balance over the 
period, euro-area bank equity indexes dropped sharply, 
driven by declines in the share prices of Spanish and 
Italian banks. Five-year credit default swap premiums 
rose for a broad range of euro-area banks, especiaUy 
Spanish banks. 

Against the background of these increased stresses 
within the euro area, foreign e<.Juity indexes declined 
and corporate credit spreads widened. The staff's 
broad nominal index of the foreign exchange value of 
the dollar was about unchanged over the intermeeting 
period as the dollar appreciated against most emerging 
market currencies but depreciated moderately against 
the yen and sterling. Amid some \'olatiliry, yields on 
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benchmark sovereign bonds for Germany and Japan 
ended the period somewhat lower. 1Ionetary policy 
abroad remained generall\' accommodative. 

The total outstanding amount on the Federal Reserve's 
dollar liquidity swap lines declined to $32 biJlion, down 
from S65 billion at the time of the March FOi\·IC meet
ing; demand for dollars feU at the lending operations of 
the European Central Bank, the Bank of Japan, and the 
S\\·iss National Bank. 

Staff Economic Outlook 
In the economic forecast prepared for thc April FOMC 
meeting, the staff rC\'ised up slightly its near-tcrm pro
jection for real gross domestic product (GDP) growth, 
reflecting that the unemployment rate was a little lower, 
the level of o\'erall pa;Tol! employment a bit higher, 
and consumer spending noticeably stronger than the 
staff had expected at the time of the previous forecast. 
However, the staffs meclium-term projection for real 
CDP gro\Vth in the j\pril forecast was little changed 
from the one presented in 1VIarch. The staff continued 
to project that real GDP would accelerate gradually 
through 2014, supported by accommodative monetary 
policv, further imprO\'ements in credit availability, and 
rising consumer and business sentiment. Increases in 
economic activity were expected to be sufficient to de
crease the \vide margin of slack in the labor market 
slo\\'l; over the projection period, but the unemploy
ment rate was anticipated to stiH be elevated at the end 
of2014. 

The staff's forecast for inflation over the projection 
period was just a bit above the forecast prepared for 
the March FOMC meeting, reflecting somewhat high
er-than-expected data on core consumer prices and a 
slighcly narrower margin of economic slack than in the 
March forecast. Howe\'er, with the pass-through of the 
recent run-up in crude oil prices into consumer energy 
prices seen as nearly complete, oiJ prices expected to 

edge lower from current levels, substantial resource 
slack pcrsisting over the projection period, and stable 
long-run inflation expectations, the staff continued to 

forecast that inflation would be subdued through 2014. 

Participants' Views on Current Conditions and the 
Economic Outlook 
In conjunction with this FONIC meeting, meeting par
ticipants-the five members of the Board of Gover
nors and the presidents of the 12 Federal Reserve 
Banks, aU of whom participate in the deliberations of 
the FOMC-submittcd their assessments of real out
put growth, the unemplO\'ment rate, inf1ation, and the 
target federal funds ratc for each "car from 2012 

through 2014 and over the longer run, under each par
ticipant's judgment of appropriate monetary policy. 
The longer-run projections represent each participant'S 
assessment of the rate to \\'hich each variable would be 
expected to converge, over time, under appropriate 
monetary policy and in the absence of further shocks 
to the economy. These economic projections and poli
cy assessments are described in more detail in the 
Summary of Economic Projections (SEP), which is 
attached as an addendum to these minutes. 

In their discussion of the economic situation and out
look, meeting participants agreed that the information 
received since the Committee's previous meeting sug
gested that the economy continued to expand mod
erately. Labor market conditions improved in recent 
months. So far this year, payroll employment had ex
panded at a faster pace than last year and the unem
ployment rate had declined further, although it re
mained elevated. Household spending and business 
fixed investment continued to expand. There were 
signs of improvement in the housing sector, but from a 
very low level of activity. Despite some volatility in 
financial markets over the intermeeting period, financial 
conclitions in U.S. markets continued to improve; bank 
credit quality and loan demand both increased. Mainly 
reflecting the increase in the prices of crude oil and 
gasoline earlier this year, inflation had picked up some
what. However, longer-term inflation e:\pectations 
remained stable. 

Participants' assessments of the economic outlook were 
little changed, with the intermeeting information gener
ally seen as suggesting that economic growth would 
remain moderate over coming guarters and then pick 
up gradually. Reflecting the moderate pace of econom
ic growth, most anticipated a gradual decline in the un
employment rate. The incoming information led some 
participants to become more contident about the dura
bility of the recovery. However, others thought it was 
premature to infer a stronger underlying trend from the 
recent positive indicators, since those reaclings may 
partially reflect the effects of the mild winter weather 
or other temporary inf1uences. A number of factors 
continued to be seen as likely limiting the economic 
expansion to a moderate pace in the near term; these 
included slow growth in some foreign economies, 
prospective fiscal tightening in the United States, slow 
household income growth, and- notwitllstanding 
some recent signs of improvement---ongoing weakness 
in the housing market. Participants continued to ex
pect most of the factors restraining economic expan
sion to ease over time and so anticipated that the re
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covery would gradually gain strength. The strains in 
global financial markets, though generally less pro
nounced than last fall, continued to pose a significant 
risk to the outlook, and me possibility of a sharp fiscal 
tightening In me United States was abo consldered a 
sizable risk. l\1ost participants anticipated mat Inflation 
would faU back from recent elevated levels as the ef
fects of higher energy prices \\-aned, and still expected 
that inflation subsequentl\' would run at or below me 
2 percent rate that the Committee judges to be most 
consistent with its statutOry mandate. However, other 
participants saw upside risks to me inflation ou tlook 
given the recent pickup in Inflation and the highly ac
commodative stance of monetary policy. 

In discllssing the household sector, meeting partici
pants generaDy noted that consumer spending contin
ued to expand moderately, notwithstanding high gaso
line prices. The recent strengthening in the pace of 
light motor vehicle sales was attributed to both pent-up 
demand and the desire for increased fuel efficienc\' in 
the wake of higher gasoline prices. Looking fOl\\'ard, 
increases in household wealth from the rise in equity 
prices, improving consumer sentiment, and a diminish
ing drag from household dele\-eraging were seen as 
helping to support continued increases in household 
expenditures, notwithstanding sluggish growth in real 
disposable income and restricti\-e fiscal policies. 

Recent housing-sector indicators, including sales and 
starts, suggested some upward movement, but some 
participants saw the improvement as likely related to 
unusually warm winter weather in much of the country. 
O\-erall, me lcve:l of activity in the sector remained de
pressed. House prices appeared to be stabilizing but 
had not yet beglIn to rise in mOSt markets. Most partic
ipants anticipated that the housing sector was likely to 

recover only slowly over time, but a few were more 
optimistic about the potential for a more rapid housing 
recovery given reports of stronger demand in some 
regions and of improved sentiment among builders, as 
well as signs that recent changes to the Home A.fforda
ble Refinance Program were contributing to the refi
nancing of performing high 10an-tO-value morrgages . 

Reports from business contacts indicated that actiyity 
in me manufacturing, energy, and agriculture seerors 
continued to ad\-ancc in recent months. Auto produc
tion had picked up in light of strengthening demand. 
Business contacts suggcsLed that sentiment \\-as im
prm'ing, but many firms remained somewhat cautious 
in their hiring and invesill1ent decisions, \~ith most cap
ital investment being undertaken to improve producti\-

ity or gain market share rather than to expand capacity. 
Reportedly, this caution reflected in part continued 
uncertainty about the strength and durability of the 
economic recovery, as well as about government poli
cIes. 

Participants expected that me government sector 
would be a drag on economic growth over coming 
quarters. They generally saw the U.S . fiscal situation 
also as a risk to me economic outlook; if agreement is 
not reached on a plan for the federal budget, a sharp 
fiscal tightening could occur at the start of 2013. Sev
eral participants indicated that uncertainty about the 
trajectory of future fiscal policy could !cad businesses 
to defer hiring and investment. It was noted that 
agreement on a longer-term plan to address me coun
try's fiscal challenges would help to alleviate uncertainty 
and conseguent negative effects on consumer and 
business sentiment. 

Exports have supported U.S. growm so far this year; 
however, some participants noted risks to the export 
picture from economic weakness in Europe or from a 
more significant slowdown in the pace of expansion in 
China and emerging Asia. 

Labor market conditions continued to improve, al
though unusually warm \'leather may ha\'e inflated pay
roll job figures somewhat earlier this year. Contacts in 
some parts of the country said that highly qualified 
workers were in short supply; overall, however, wage 
pressures had been limited so far. The decline in labor 
force participation, which has been sharpest for young
er workers, has been a factor in the nearl!' 1 percentage 
point decline in the unemployment rate since last Au
gust, a drop that was larger than would have been pre
dicted from the historical relationship between real 
GDP growth and changes in me unemployment rate. 
Assessing the extent to which the changes in labor 
force participation reflect cyclical factors that will be 
reversed once the recovery picks LIp, as opposed to 
changes in the trend rate of participation, was seen as 
important for understanding unemplOlment dynamics 
going forward. One participant cited research su&.~est
ing that about half of the decline in labor force partici
pation had reflected cyclical factors, and thus, as partic
ipation picks up, unemployment may decline more 
slowly in coming quarters compared with the recent 
pace. Anomer posited that the strength in pa\'roU lob 
growth in recent months may be a one-time reaction to 
the sharp layoffs in 2008 and 2009 and that future job 
gains may be somewhat \veaker unless the pace of eco
nomic growth increases. Participants expressed a range 
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of \'ie\\'s on the extent to which the unemployment ra te 
was being boosted by structu ral factors such as mis
matches between the skills of unemployed workers and 
those being demanded by hiring firms. 1\ few partici
pants ackn;wledged there could be structural factors at 
work, but said that in their view, slack rematned high 
and ,veak aggregate demand was the major reason that 
unemployment was still elevated. Two noted the pos
sibility that sustained high levels o f long-term unem
plOITI~ent could result in higher structural unemploy
ment, an outcome that might be forestalled by tn
creased aggregate demand. A few participants noted 
that current measures of labor market slack would be 
overstated if structural factors accounted for a large 
portion of the current high levels of unemployment. 
As a result, such measures might be an unreliable guide 
as to how close the economy was to maximum em
ployment. These participants pointed out that, over 
time, estimates of the potential level of output have 
declined, reducing, as a consequence, estimates of the 
level of economic slack. Some participants cited the 
recent rise in inflation, abstracting from the direct ef
fect of the rise in energy prices, as supportive of the 
view that the level of slack was lower than some be
lieve. 

Participants judged that, in general, conditions in do
mestic credit markets had continued to improve since 
the March FOMC meeting. Bank credit quality and 
con sumer and business loan demand were increasing, 
although commercial and residential real estate lending 
remain-ed rclativcll' weak. U.S. equity prices had risen 
eady in the inter~eeting period but subsequently de
clin~d , ending the period little changed on net; im'est
ment-grade corporate bond yields were flat [0 down 
slightly and remained ar verr low le\-els. Many U.S. 
fin ancial inscitutions had been taking steps to bolster 
their resilienc\', inclucling increasing capital levels and 
liquidity buffers, and reducing their European expo
sures . 1\ few participants indicated th;:t t they were see
ing signs that ven- low interest rates might be inducing 
some investors to take on imprudent risks in the search 
for higher nominal returns. In contrast to improved 
conditions in domestic credit m;:trkets, investors' con
cerns about the sovereign debt and banking situation in 
the euro area intensified during the intenneeting pe
riod. Some participants said they thought the policy 
actions taken in Europe would most likely ease stress in 
financial markets , but some expressed the view that a 
longer-term solution to the banking and fiscal problems 
in (he euro area ,,-ould reguire subscantial funher ad
justment in the banking and public sectors. Panici

pants expected that global financial markets would re
main focused on the evolving situation in Europe . 

Readings on consumer price inflation had picked up 
somewhat mainly because of increases in oil and gaso
line prices earlier in the year. In recent weeks, oil prices 
had begun to fall and reaclings from the oil futures 
market suggested this may continue; non-energy com
moditv prices had remained relativeh' stable. Several 
participants noted that increases in labor COSts contin
ued to be subdued. With longer-run inflation expecta
tions well anchored and the unemployment rate ele
vated, most participants anticipated that after the tem
porary effect of the rise in oil and gasoline prices had 
run its course, inflation would be at or below the 2 per
cent rate that the Committee judges to be most consis
tent with its mandate. Overall, most participants 
vicwcd thc risks to their inflation outlook as being 
roughly balanccd. Howcvcr, somc participants saw a 
risk that inflation pressures could increase as the ex
pansion continued; they pointed to the fact that infla
cion was currently above target and were skeptlcal of 
models that reh' on economic slack to forecast inflation 
partly because 'of the difficulty in measuring slack, es
peciaUy in real time, These participants were concerned 
that maintaining the current highly accommodatlve 
stance of monetary policy over the medium run could 
erode the stability of inflation expectations and risk 
higher inflation. 'In thi s regard, one participant .noted 
the potential risks and costs associated with adclitlonal 
balance sheet actions. 

In their cliscussion of the economic outlook and polic)', 
some participants noted the potential usefulness of 
simple monetary policy rules, of the type the Comnut
tee regularly revie,,'s, as guides for monetary policy de
cisionmaking and for external communications about 
policy_ These participants suggested that because such 
rules give an indication of how policy should sys temati
cally respond to changes in economic conditions thel' 
might help clarify the relationship bet\.l;een appropnate 
monetary policy and the evolution of the econonuc 
outlook. While acknowledging that there could be dif
ference s across participants in the [\'pe of rules the), 
might favor-for example, one participant expressed a 
preference for rules based on growth rates rather than 
Output gaps because of measurement is sue~-a few 
participants inclicated that the likely degree or commo
nality across participants was suggestive that tlus nught 
be a promising approach to explore. However, a few 
other participants were more skeptical. One thought 
that, while prescriptions from rules might provide use
ful benchmarks, applying the rules mechanicaUy and 



Page 8 Federal Open Market Committee 

with little thought about the embedded assumptions 
would be counterproductive. iwother participant 
questioned the value of interest rate rules when the 
policy rate is constrained by the zero lower bound on 
nominal interest rates and unconventional polic)' op
tions arc being used, but others indicated they believed 
the rules could be appropriately adjusted to account for 
these factors. rnteres t was expressed in examining the 
usefulness of simple policy rules in a more normal en
vironment, as well as in the current environment in 
which the policy rate is at the zero lower bound and 
large-scale asset purchases and the maturity extension 
program have been implemented. Participants planned 
to discuss further, at a future meeting, the potential 
merits and drawbacks of using simple rules as guides to 
monetary policy decisionmaking and for communica
tions. 

Committee Policy Action 
Members viewed tl1e information on U.S. economic 
activity received over the intermeeting period as sug
gesting that the economy had been expanding mod
erately and generally agreed that the economic outlook 
was broadly similar to that at the time of their March 
meeting. Labor market conditions had improved in 
recent months, and the unemplo)'ment rate had fallen, 
but almost all of the members saw the unemployment 
rate as still elevated relative to levels that the,· viewed as 
consistent \vith the: Committee 's mandate. Growth was 
expected to be moderate O\'er coming quarters and 
then to pick up O\'er time. ;.\Iembers expected the nn
employment ratc to decline gradually. Strains in global 
financial markets stemming fwm the sovereign debt 
and banking situation in Europe continued to pose sig
nificant do\\'nside risks to economic activity both here 
and abroad. The possibilities that L'.S. fiscal polic\, 
would be more contraetionary than anticipated and that 
uncertainty about fiscal polic), could lead to a deferral 
of hiring and investment were other downside risks. 
Recent readings indicated that inflation remained above 
the Committee's 2 percent longer-run target, primarily 
reflecting the increase in oil and gasoline prices seen 
earlier in the ,·ear. \'\;ith longer-term inflation expecta
tions stable, most members anticipated that the in
crease in inflation would prO\-e temporary and that 
subseguentl)' inflation would run at or below the rate 
that the Committee judges to be most consistent vlith 
its mandate. Howe,'er, one member thought tl1at there 
were upside risks to inflation, especiall~' if the current 
degree of highly accommodati"e monetary poliCl' ,vere 
maintained much beyond this year. 

In their discussion of monetary policy for the period 
ahead, the Committee members reached the collective 
judgment that it would be appropriate to maintain the 
existing highly accommodative stance of monetary pol
icy. In particular, the Committee agree:d to keep the 
target range for the federal funds rate at 0 to '/ . percent, 
to continue the program of extending the average ma
turity of the Federal Reserve's holdings of securities as 
announced last September, and to retain the existing 
policies regarding me reinvestment of principal pay
ments from Federal Reserve holdings of securities. 

\X'ith respect to the statement to be released following 
the meeting, members agreed that onl)' relatively smail 
modifications to the first two paragraphs ,,-ere needed 
to reflect the incoming economic data and the modest 
changes to the economic outlook. \X'ith the economic 
outlook over the medium term not greatly changed, 
almost all of the members again agreed to indicate that 
the Committee expects to maintain a highly accommo
dative stance for monetarr policy and currently antic
ipates that economic conditions-including low rates 
of resource utilization and a subdued outlook for infla
tion over the medium run-are likely to warrant excep
tionally low levels for the federal funds rate at least 
through late 2014, Most members continued to antic
ipate that the unemployment rate would stili be well 
above their estimates of its longer-run level, and infla
tion would be at or below the Committee's longer-run 
objective, in late 2014. Some Committee members 
indicated that their policy judgment reflected in part 
their perception of downside risks to growth, especially 
since the Committee's ability to respond to weaker
than-expected economic conditions would be some
what limited by the constraint imposed on monetary 
polic), wh.en the polic), rate is near the zero lower 
bound. The need to compensate for a substantial pe
riod during \vhich the policy rate was constrained by 
the zero bound was al so cited by a few members as a 
possible reason to maintain a very low le\'el of the fed
eral funds rate for a longer period than would other
wise be the case. 

\x11ile almost all of the members agreed that the change 
in the outlook over the intermeeting period was insuffi
cient to warrant an adjustment to the Committee's for
ward guidance, particularl), given the uncertainty sur
rounding economic forecasts, it was noted that the 
forward guidance is conditional on economic develop
ments and that the date given in me statement would 
be subject to revision should tl1ere be a signi ficant 
change in the economic outlook. Some members re
called that gains in employment strengthened in early 
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2010 and again in early 2011 only to diminish as those 
years progressed; moreOl'er, the uncertain effects of the 
unusuall)' mild winter weather were cited as making it 
harder to discern the underlring trend in the economic 
data. They viewed these factors as reinforcing the case 
for leaving the forward guidance unchanged at trus 
meeting and preferred adjusting the forward guidance 
onh' once they were more confident that the medium
term economic outlook or risks to the outlook had 
changed significandy. In contrast, another member 
thought that the fOf\va rd guidance should be more res
ponsiye to changes in economic developments; that 
member suggested that tbe Committee I).:ould need to 
determine the appropriate threshold for altering the 
guidance. 

The Committee also stated that it will regularh reyiew 
the size and composition of its securities holdings and 
is prepared to adjust those holdings as appropriate to 
promote a stronger economic recovery in a context of 
price stability. Sel-eral members indicated that addi
tional monetary policy accommodation could be neces
saf\' if the economic recovery lost momentum or the 
downside risks to the forecast became great enough. 

Committee members discussed the desirability of pro
viding more clarity about the economic conditions that 
would likely warrant maintaining the current target 
range for the federal funds rate and those that \\'ould 
indicate that a change in monetary polic\' was ~;rpropri
ate. Doing so might help the public better understand 
the conditionalit\' in the Committee's forward guidance, 
The Committee also discussed the relationship between 
the Committee's statement, which expresses the coUec
til'e I'iew of the Committee, and the poLcy projections 
of individual participants, which are included in the 
SEP. The Chairman asked the subcommittee on 
communications to consider possible enhancements 
and refinements to the SEP that might help better dari 
t\' the link between economic developments and the 
Commirtee's Vlew of the appropriate stance of mone
tan policy. 

At the conclusion of the discussion, the Committee 
voted to authorize and direct the Federal Reserve Bank 
of "CI\' York, until it \vas instructed otherwise, to ex
ecute transactions in the System ,'\ccount in accordance 
with the follol',ing domestic poLicy directive: 

"The Federal Open Market Committee seeks 
monetary and financial conditions that will 
foster price stability and promote sustainable 
growth in output. To further its long-run 
objectives, the Committee seeks conditions 

in reserve markets consistent with federal 
funds trading in a range from 0 to '/. percent. 
The Committee directs the Desk to continue 
the maturity extension program it began in 
September to purchase, br the end of Jllne 
2012, Treasury securities with remaining ma
turities of approximately (, :'ears to 30 years 
with a total face value of $400 billion, and to 
sell Treasun' securities with remaining matur
ities of 3 years or less with a total face value 
of g400 billion, The Committee also directs 
the Desk to maintain its existing policies of 
rolling over maturing Treasury securities into 
new issues and of reinvesting principal pay
ments on all agency debt and agenc), mort
gage-backed securities in the System Open 
Market Account in agency mortgage-backed 
securities in order to maintain the total face 
value of domestic securities at approximately 
S2.6 trillion. The Committee directs the 
Desk to engage in dollar roU transactions as 
necessary to facilitate setdement of the Fed
eral Reserye's agency MBS transactions. The 
System Open Market A.CCOllnt Manager and 
the Secretary will keep the Committee in
formed of ongoing developments regarding 
the System's balance sheet that could affect 
the attainment ol'er time of the Committee's 
objectives of maximum employment and 
price stability." 

The vote encompassed approval of the statement be
low to be released at 12:30 p.m.: 

"Information received s1l1ce the Federal 
Open [vlarket Committee met in March sug
gests that the economy has been expanding 
moderately. Labor market conditions have 
improved in recent months; the unemploy
ment rate has declined but remains elevated. 
Household spending and business fixed in
vestment have continued to advance. De
spite some signs of improvement, the hous
ing sector remains depressed. lnflation has 
picked up somewhat, mainl), reflecting higher 
prices of crude oil and gasoline. However, 
longer-term inflation expectations have re
mained stable. 

Consistent with its statutory mandate, the 
Committee seeks to foster maximum em
ployment and price stability. The Committee 
expects economic grO\\W to remain mod
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erate over coming quarters then to pick up 
)"'TaduaUy. Consequentll', the Committee an
ticipates that the unemployment rate will de
cline graduaU\' tOward levels that it judges to 

be consistent with its dual mandate. Strains 
in global financial markets continue to pose 
significant downside risks to the economic 
outlook. The increase in oil and gasoline 
prices earlier this year is expected to affect 
infbtion only temporarih', and the Commit
tee anticipates that subseyuentl;' intlation will 
run at or below the fate that it judges most 
consistent with its dual mandate. 

To support a stronger economic recol-ery 
and to help ensure that inflation, over time, 
is at the rate most consistent with its dual 
mandate, the Committee expects to maimain 
a highly accommodative stance for monetary 
polic),. In particular, the Committee decided 
today to keep the target range for the federal 
funds rate at (I to '/ < percent and currently 
anticipates that economIc conditions
including low rates of resource utilization 
and a subdued outlook for inflation over the 
medium run-are likell' to warrant excep
tionalll" low levels for the federal funds rate 
at least through late 20[4. 

The Committee also decided to continue its 
pro!:,rram to extend the average maturity of its 
holdings of securities as announced in Sep
tem ber. The Committee IS maintaining its 
existing policies of reinvesting principal 
payments frolTl its holdings of agency debt 
and agency lTlortgage-backed securi ties in 
agenC\' mortgage-backed securities and of 
roUing over maturing Treasury securities at 
auction. The Committee will regularly re
view the size and composition of its securi 

ties holdings and is prepared to adjust those 
holclings as appropriate to promote a strong
er econorruc recover)' in a context of price 
stability." 

Voting for this action: Ben Bernankc, William C. 
Dudley, Elizabeth Duke, Dennis P. Lockhart, Sandra 
Pianalro, Sarah Bloom Raskin, Danicl K. Tarullo, John 
C. Williams, and Janet L. Yellen. 

Voting against this action: J effre), M. Lacker. 

!vIr. Lacker dissented because he did not believe that 
economic conditions were likely to warrant exception
ally 10\.\/ levels of the federal funds rate tllrough late 
2014. In his view, an increase in the federal funds rate 
was likely to be necessary by mid-2013 to prevent me 
emergence of inflationary pressures. 

It was agreed that the next meeting of the Committee 
would be held on Tuesday-Wednesday, June 19-20, 
2012. Because some participants had expressed a pref
erence for the two-day format over the one-da;' format 
for FOi.."lC meetings, the Chairman raised the possibili
ty of revising the FOMe meeting schedule to incorpo
rate more rwo-day meetings to allo\.\· additional time for 
cliscussion. The meeting adjourned at 11:10 a.m. on 
Aptil 25,2012. 

Notation Vote 
Bv notation vote completed on April 2, 2012, the 
C~mmittee unanimously approved the minutes of the 
FOMC meeting held on March 13, 2012. 

William B. English 

Secretary 
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Summary of Economic Projections 

In conjunction with the April 24-25, 2012, Federal 
Open Market Committee (FOMC) meeting, meeting 
participants-the members of the Board of Governors 
and the presidents of the [<"ederal Resen'e Banks, aU of 
whom participate in the deliberations of the [<"OMC
submitted their assessments of real output growth, the 
unemplo~·ment rate, inflation, and the target federal 
funds rate for each ,'ear from 2012 through 2014 and 
o\'er the longer run, under each participant's judgment 
of appropriate monetan' policy. These assessments 
were based on information a\'ai1able at the time of the 
meeting and participants' indi"'idual assumptions about 
factors likely to affect economic outcomes, The long
er-run projections represent each participant'5 assess
ment of the rate to which each \'ariable \\'ould be ex
pected to converge, Oyer time, under appropriate mon
etary policy and in the absence of further shocks to the 
economy. "Appropriate monetary polic~." is defined as 
the future path of polic), that participants deem most 
likely ro foster outcomes for economic activity and in
flation that best satisfy their individual interp re tations 
of the Federal Resen'e's objectives of maximum em
plol'ment and stable prices. 

O"erall, the assessments that FOMe participants sub
mitted in April indicated that, wi th app ropri ate mone
tary policy, the pace of economic recovery over the 
2012-14 period u'ould likely continue to be moderate , 
As depicted in fif-,rure 1, partici pants judged that real 

gross domestic product (GDP) would rise this ~'ear at a 
rate that slightly exceeds their estimates of its longer
run sustainable rate of increase, and then accelerate 
gradually through 2014, Taking inro account the de
cline in the unemployment rate since the time of the 
previous Summary of Economic Projections (SEP) in 
January, participants generally anticipated only a small 
further reduction in the unemployment rate this year. 
They judged that the unemployment rate would then 
graduaUy move lower as economic growth picks up, 
Even so, participants generally projected tbat the un
employment rate at the end of 2014 would still be well 
above their estimates of the longer-run rate of unem
ployment that they currentl~' view as being consistent 
with the FOMe's statutory mandate for promoting 
maximum employment and price stability. Most partic
ipants judged that inflation, as measured by the annual 
change in the price index for personal consumption 
expencLtures (PCE), would be at or below the FOMe's 
long-run inflation objective of 2 percent under the as
sumption of appropriate monetary policl'. Core infla
tion was generally projected to run at rates similar to 

those of overall inflation. 

Relative to their previous projections in January, shown 
in table 1, participants revised up their projected rate of 
increase in real GDP in 2012 while marking down the 
pace of real growth over the next tWO years. \V'ith the 
unemployment rate having declined in recent months 

T~ble I. Economic proiections of Federal Reserve Bo"d members ~nd Federal Reserve Bank presidents, /\pril 2012 
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by more than participants had anticipated in the pre
vious SEP, th ey generaUv lowered their projections for 
the level of the unemplo\,ment rate m'er coming years. 
Participants' expectations for both the longer-run rate 
of increase in real CDP and the longe r-run unemploy
ment rate were littl e changed from J:1nuary. Their pro
jection for the rate of inflation in 2012 moved up since 
January, reportedh' in light of the recent increases in 
the prices of crude o il and gasoline, with much smaller 
increases in their projections for 2013 and 2014. The 
range and central tendency of the projections of longer
run intlation rcmained equal to 2 percent. 

1\S shown in figure 2, most participants judged that 
highly accommodative monetary policy \vas likel" to be 
v,;arranted over coming years to promote a stronger 
economic reCO\'en' in the context of price stability. In 
particular, with inflation generaUy projected to be sub
dued over the projection period and the unemplo\,ment 
rate elevated, 11 participants thought that it \\'ould be 
appropriate for the first increase in the targe t federal 
funds rate to occur during 2014 or later, the same 
number as in the Januar)' SEP (upper panel). However, 
in contrast to their assessments in January, none of the 
participants indicated that 2016 was the appropriate 
\'ear to first increase the target federal funds rate. The 
remaining 6 participants judged that it would be appro
priate to raise the federal funds rate in 2012 or 2013 in 
order to avoid a huildup of inflationary pressures or the 
creation of imbalanc<::s in th<:: financial system. Each 
participant'S indi\'idual assessment of the appropriate 
year-end le\'el of the target federal funds rate over the 
projection period ,,'as substantially below his or her 
projection of the longer-run level of the fcderal funds 
rate (Io\\'er panel). In addition, 9 participants placed 
the target federal funds tate at 1 percent or lower at the 
end of 2014. 

AU participants indicated that the\ ' expected the Federal 
Reserve's balance sheet would be normalized in a man
ner consistent \\'ith the principles that tht' fOMe 
agreed on at its June 2011 meeting, with the date that 
participants gave for thc onset of thc normaliza tion 
process dependent on their expected ti ming of the first 
increase in the target fed eral funds rate. One partici
pant reported that appropriate poLic\' would include 
additlonal bnbnce sheet actions in the near term to 
mitigate downside risks to economic grQ\vth. 

'\lost participants judged the level of uncertainty asso
ciated with their projections fo r real activit)" the unem
plo\-mem ratc, and inflation to be unusually h igh rela
tiYe to historical norms, although the number of partic

ipants doing so declined somewhat since the January 
SEP. About half of the participants now see the risks 
to real GDP growth as weighted to the downside and 
those to the unemployment rate as weighted to the up
side, also down somewhat from the previolls SEP_ As 
in January, a majority of participants vie\\'ed the risks to 

their inflation projections as broad Iv balanced. 

The Outlook for Economic Activity 
C nder appropriate monetary policy, participants con
tinued to judge that the economy would expand at a 
moderate pace over the projection period. The central 
tendency of participants' projections for the change in 
real GOP growth in 2012 was 2.4 to 2.9 percent, a bit 
higher than in January. Growth at trus rate would be a 
noticeable pickup from the pace of expansion in 2011 
and a little above most participants' assessments of 
trend gro\\'th over the longcr run. Most participants 
characterized the incoming data on consumer spend
ing~speciall\- for motOr vehicles-as being at least 
somewhat stronger than had been anticipated in Janu
ary, and several also pointed to some encouraging signs 
in recent readings on housing activity. A few partici
pants indicated they had seen some improvements in 
household and business confidence. Participants pro
jected that real GDP growth would pick up graduaUy 
over the 2013-14 period. Economic gw\\-th \\'ould be 
supported by monetary policv accommodation as well 
as some gradual imprm'ements in credit conditions, the 
housing sector, and ho usehold balance sheets. The 
central tendencies of participants ' projections of real 
growth in 2013 and 2014 were 2.7 to 3.1 percent and 
3.1 to 3,6 percent, respectively, down somewhat from 
the central tendencies of the January projections. The 
central tendency of participants' projections for the 
longer-run rate of increase o f real GDP was 2.3 to 
2.6 percent, unchanged from January, 

Participants cited several factors that would likely con
tinue to restrain the pace of economic expansion over 
the projection period. In particular, tighter fiscal policy 
seemed likely to impart a signifICant drag on <::conomic 
acti\'it)' for a time. Moreover, uncertainty about the 
fiscal environment could hold hack both household 
spending on durable goods and business capital ex
penditures, In addition, some participants noted that 
the recent stronger data might reflect temporary fac
rors. for example, the pace of consumer spending was 
seen as likely to fall back some and be more in line with 
that of disposable personal income, and federal outlays 
were not expected to continue at their recent pace. 
Moreover, a couple of participants also pointed to the 
unseasonably warm winter weather as a possible con
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Figure 2. Overview of FOMe participants' assessments of appropriate monet~ry policy, April 2012 
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tributor to the more favorable tone to the recent In
corrung data. 

Most participants marked down their projections for 
the rate of unemployment O\'er the projection period. 
The unemployment rate had declined from 8.7 percent, 
on average, in the final quarter of last year to 8.2 per
cent at the end of the first quarter of 2012, more than 
most participants anticipated when they prepared their 
January projections. \Xiith real GDP expected to in
crease at a moderate pace, th e unemployment rate was 
projected to decli ne onl\' a bit further this year, with the 
central tendenc;' of participants ' forecasts at 7.8 to 
8.0 percent at I·ear-end. Participants projected that in 
2013 and 2014. the pickup in the pace of the expansion 
would be accompanied by a further gradual improve
ment in labor market conditions. The central tendency 
of participants' forecasts for the unemplol'ment rate 
was 7.3 to 7.7 percent at the end of 2013 and 6.7 to 
7.4 percent at the end of 20 14. The central tendenc\' of 
participants' estimates of the longer-run normal rate of 
unemplol'mcnt that would prevail in the absence of 
further shocks to the econonw was S.2 to 6.0 percent, 
unchanged from January. Most participants anticipated 
that five or six ;'ears would be required to close the gap 
between the current unemployment rate and their esti
mates of the longer-run rate, although a few anticipated 
that less time \'vould be needed. 

The diversiq' of participants' projections for real GDP 
t,'Towth and the unemplol'ment rate over the next three 
years and O\'er the longer run is depicted in figures 3.A 
and 3.B. The dispersion in these projections retlecrs 
differences in participants' as sessments of many fac
mrs, including appropriate monetary policy and its ef
fects on the l::conoml', the underlying momentum in 
economic acti\'it\" the likel;' evolution of credit and 
financial market conclitiol1s, the prospective path for 
ll.s. fiscal policy, the effects of the European si tuation, 
and the extent to which current clislocations in the la
bor markt:t ",'C rc structural versus c,"clical. Given the 
decline in the rate of unemployment in the first quarter, 
the clistribution of participants' projecticlns of this vari
able for the fourth quarter of 2012 sbifted notice~bh' 
lower, and the range of these pro jections became con
siderably narrower, relative to the JanLlan' assessments. 
The distributions of the unemployment rate projections 
for 2013 and 2014 exhibited less pronounced shifts 
tOward lower [;ltes. Participants made only minor ad
justments to their projections of the rates of output 
growth and unemployment O\'er the longer run, leaving 
the dispersions of their projections for both little 
changed. As in January, the dispersion o f estimates for 

the longer-run rate of output grO\vth is faid;' narrow, 
with onl)' one participant's estimate outside of a range 
of 2.2 to 2.7 percent. By comparison, participants' 
views about the level to which the unemployment rate 
would converge in the longer run are more diverse, 
reflecting, among other things, different vie\\'s on the 
outlook for labor supply and the structure of the labor 
market. 

The Outlook for Inflation 
Participants' views about the outlook for inflatio n gen
erally firmed a little since January. In particular, a ma
jorit')' of participants inclicated that the incoming read
ings on intlation, especially for the prices of crude oil 
and gasoline, were a little higher than had been antic
ipated. Nonetheless, assuming no further shocks, most 
participants judged that both headline and core infla
tion \\'ould remain subdued over the 2012-14 period, 
running at rates at or below the FOJ'vICs longer-run 
objective of 2 percent under the assumption of appro
priate monetary policy. Participants pointed to several 
factors that would help restrain inflation pressures over 
the proj ection period, inducling expected declines in 
commodity prices, modest increases in business costs, 
and the ongoing stabilit')l of inflation expectations. 
Specificall)" the central tendency of participants' projec
tions for inflation, as measured bv the PCE price index, 
moved up in 2012 to 1.9 to 2.0 percent, and it edged up 
in 2013 and 2014 to 1.6 to 2.0 percent and 1.7 to 
2.0 percent, respectivel)'; the central tendencies of the 
forecasts for core peE inflation were very close to 

those for the total measure. Participants indicated that 
it would take about five or six years, or less, for infla
tion to converge to its longer-run level. 

Information about the cliversity of participants' VJews 
regarding the outlook for inflation is provided in flg
ures 3.C and 3.D. Relative to the assessments that were 
compiled in January and reflecting the recent incoming 
data, the projections for intlation shifted higher in 2012 
and exhibited a noticeably narrower range. The clisper
sion of inflation projections also narrowed in 2013, 
although to a lesser degree, and was little changed in 
2014. In general, the dispersion of views on the out
look for inflation over the projection period 
represented clifferences in judgments regarding a range 
of issues, including the current dq,'Tee of slack in re
source utilization and the extent to \'\'hich such slack 
influences intlation and inflation expectations. In adcli
tion, participants cliffered in their estimates of how the 
stance of monetar;' policy would influence inflation 
expectations. 



Page 6 Federal Open Market Committee 

Figure 3.A Oi ,arihu lion \)1 p:lrticipJ nts' projectiulls for the change in rraJ GOP, 2012-!-+ and uver the longer run 
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Figure 3.B. Distributi on of pJ[[ici j1:ll1ts prujecti ons for the unemplo)'l11~ nt rate, 2012-14 and o\'er th e longtr rlln 
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Figure 3.e. Dislribution of parti ci pants projections for peE int1ation. 2012-14 Jnd oVer the longer run 
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Figure 3.D. Distrihution of I ~Irticipants' proJect iolls for core PCE inflation. 2012-14 
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Appropriate Monetary Policy 
About half of the participants judged that exceptionally 
low levels of the federal funds rate would remain ap
propriate at least until late 2014. In particular, seven 
participants viewed appropriate polic\' ftrming as com
mencing during 2014, \I'hile four others judged that rhe 
flfst increase in the target federal funds rate would not 
be warranted until 2015. Nine participants anticipated 
that the appropriate federal funds rate at the end of 
20 14 would be 1 percent or lower. Those who sa\\' the 
first increase occurring in 2015 anticipated that the fed 
eral funds rate \\'ould be ei ther 1 percent or 11/ 2 percent 
at the end of that year. In contrast, six participants 
judged that an increase in the rarget federal funds rate 
\vould be appropriate in 2012 or 2013, and those partic
ipants anticipated that the target rate would need to be 
increased to around 2 to 2% percent by the end of 
2014. i\ll participants reported levels for the appropri
ate target federal funds rate at the end of 2014 that 
were well below their estimates of the !e\'e! expected to 

prevail in the longer run. Participants' estimates of the 
longer-run target federal funds rate ranged from 31

/ 2 to 
41/2 percent, ret1ecting the Committee's inflation objec
ti\-e of 2 percent and participants' indi\'idual judgments 
about the longer-run equilibrium level of the real fede r
al funds rate . 

Several key factors informed participants' individual 
expectations about the appropriate setting for monetary 
policy, including their assessments uf the maximum 
!e\'e! of employmcnt, the Comminee's longer-run infla
tion objective, the extent to which current conditions 
had deviated from these mandate-consistent levels and 
why the deviations had arisen , and theIr projections of 
the likel\' time periods rcquired to return employment 
and inflation to levels the y ludge to be most consistent 
with the Committee's mandate. Several participants 
commented that their assessments tOok into account 
the risks and uncertainties associated \vith [heir out
looks for economic activity and intlation, and one 
puinted specifically to the po tential effects of a pro
tracted period 0 f very lo\\' interest r~ res on financial 
stability. Participants also ne" l·d that because the ap
propriate stance o f moneran ' policv depend, impor
tantlv on the evolution of real ac[i\'it\" and intla[ion. . 
o\'er time, their assessments of the appropriate future 
path of [he federal funds rate would change if econom
ic conditions were to evoke in an unexpected manner. 

Participants also prov'ided qualitative information on 
their views re 'arcling [he appropriate path of [he Fed 
era l Reseryc's halance shee t. All participants expect 
[hat the Committee would carn' out [he normalization 

of the balance sheet according to the principles ap 
proved at the June 2011 FOMC meeting. That is, prior 
to the first increase in the federal funds rate, the Com
mittee would likely cease reinvesting some or all prin
cipal payments on securities in the System Open Mar
ket Account (SOMA), and it would likely begin sales of 
agency securities from the SOM.J\ sometime after the 
first rate increase, aiming to eliminate the SOM.J\'s 
holdings of agency securities over a period of three to 
five years. In general, the participants linked their pre
ferred start dates for the normalization process to their 
views for the appropriate timing for the Erst increase in 
tht' target federal funds rate. T\I'o participants judged 
that once begun, asset sales should proceed relatively 
quickly, while one participant'S assessment of appropri
ate monetary polic), incorporated an expansion of the 
marurit:y extension program in the near term. In addi
tion, some participants indicated that the), remained 
open to considering additional policy-rela[ed adjust
ments to the balance sheet if the economic outlook 
deteri 0 ra ted. 

The distribution of participants' judgments regarding 
the appropriate level of the target federal funds [ate at 
the end of each calendar rear from 2012 to 2U14 and 
over the longer run is presented in fIgure 3.E. Partici
pants' views on the appropriate le\ 'el of the federal 
funds rate at the end of 2014 continued to be relatively 
widel;' dispersed, with seven participants seeing the 
appropriate level of the federal funds rate at that time 
as most likek to he SO hasis points or less and seven 
seeing the appropriate rate as 2 percent or higher. Rel
ative [() [he other participants, the group of participants 
who judged [hat a longer period of exceptionally low 
levels of the federal funds rate would be appropriate 
tended to include those \\'ho anticipated a somewhat 
more gradual increase in the pace of the economic ex
pansion and a slower decline in the unemployment rate 
over the projection period. Some of these participants 
also mentioned their assessment [hat a longer period of 
exceptionally low federal funds rates is appropriate 
when [he federal funds rate has previoush' been con
strained by its effective lower bound. In contrast, the 
six participants who judged [hat policy firming should 
begin in 2012 o,r 2013 included some who projected a 
some\\"ha[ faster pickup in economic activity over the 
near term. Participants seeing an earlier increase in the 
target federal funds rate [ended to indicate that the 
Committee would need to begin removing policy ac
commodation relatively soon in order to keep inflation 
at mandate-consistent levels and to limit the risk of 
undermining the Federal Reserve's credibility and caus
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Fi g. ure J,E, Distrihuli<JI1 <I f participants ' proj C'cti <" llS for the target federal funds ['att'. 20\2- \4 Jnd over the longer rlln 
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ing a rise in inflation expectations. One of these partic
ipants also stressed the risk of distortions in the fman
cial system from an ex tended period of exceptionally 
low interes t ra tes. 

Uncertainty and Risks 
Most participants judged that their projections for real 
GDP grml"th and the unemplol'ment rate were subject 
to a higher level of uncertaintl' than \\'a5 the norm dur
ing the previous 20 yeats (figure 4).1 However, the 
number teporting elevated uncertaint)· moved down 
somewhat relatiw to the Januar), SEP. Mam' partici
pants also iudged the levels of uncertaint)' associated 
with their inthtion forecasts to be higher than the 
longer-run historical norm, but such an assessment 
continued to be somewhat less prevalent among partic
ipants than was the case for uncertainty about real ac
ti\·ity. Se\'eral factors were said to be contributing to 
the elevated level of uncertainty about the economic 
outlook, including ongoing developments regarding the 
fiscal and financial situation in Europe. Many partici
pants also cited considerable uncertainty about U.S. 
flscal policy over coming quarters and its potential im
plications for economic activity. More broadly, partici
pants again noted difficulties in proiecting the path of 
the economic tecovery because deep recessions 
brought on by severe financial crises differed impor
tantly from most historical experience. In that regard, 
participants continued to be uncertain about the pace at 
which credit conditions would impro\'e and about the 
prospects for [eco\'en: in the housing sector. In addi
tion, participants generalh' saw the longer- term outlook 
for fiscal and regulaton' policies as sti ll highly uncer
tain. Some participants also expressed uncertaint)· 
about the extent to which the labor market was under
going structural changes. Among the sources of uncer
taint}' about the outlook for inflation were the difficul
ties in assessing the current and prospecuve margins of 
slack in resource markets and the effect of such slack 
on prices. Participants also citeel uncertainty about the 
future path of global commodity prices, which were 
seen as depending on idiosyncratic supph' and demand 
fac tors as well as on global grov.th. 

; Table 2 pW\'ides estimates of the fmccast uncertaint\· for 
(he change in real GDP, the unemployment rare, and rotal 
consumer price inthlion m'er the r C"iod from 1992 ro 211] 1. 
,-\( (he cnd of (his Sl! mman', the box "ForcC1st Uncertainty" 
discusses the sources and intcrpnXll!On o f uncertain(\' in the 
cconomic forecasts and t',-phins the approach used to asse , s 
(he uncertainrl' and risks a ttencling the parrieipants' prnjcc ' 
Dons. 

T able 2. Average historical projection error ranges 
Perccnta c oinr~ 

\'ariable 2012 2014 

Change in real GDP' ±1.1 ±Io ±1.7 

l]nemplo~lnent rate' . ±O.) ±1.2 ±1.7 

Total consumer prices 2 .. ±O.S _ 1.0 ±I.O 

NOrl':: Error range~ ~h(J\\'n are ml:3~un.'d ;'I S plus or mjnu~ tht: root 
n1<.:3n squared error of projections (or 1992 through 2011 Ihat were 
released ill the spring b\' various pri\' Jrc and govcmm c.:: 111 forecasters. As 
described in the bo:\ " l-o rccJSt L:nccrtainry." unJ<.:r certain a5.:-umptlons

j 

thert: is ahout :J 70 percent prob1bihry that aetual ou tcomes (or real 
GOP, unc:mploymcnt. and consum(.::r p riccs \\'ill be in rangL: s, impucd b~' 
the :l\crage size of project.ion errors nude: in the P:lsr. Further int()(n1J~ 
[jon ~<; in D~\' iJ ReifschneIder and Petcr Tulip (200-:"), "G:lUg ing the 
L'nceruinty of !:hc j:.n1nomic Outlook from H isfOl !cd hlTl.:c:Js ting 
Error~ ," Fin:Jnec anJ Eco nomics Di~ eussion Series 2VU7-(M (\'\":Jshing

ton: BOlrd of GO\-crnors of the rede,,1 Resern' Sl'stcm, :--iO\'CmGer) . 
I. For de f: nlrions, refer to general nutt: in table: 1. 
2. ;\lc:asurc i:::. the oycrall cunsumer price indt"~. the pril-c measure: 

that ha ~ been mo ::. r widely used In govcrnment ;md pri \';llc ecunomic 
forecasts. Projt'(uon i ~ pacem ch:mJ!..c. fourth quarrer of the previoLl::' 
year ru thc fourth qU.lrtcr of the year indj(atcd. 

Turning to the balance of risks that participants at
tached to their economic projections, about half re
ported that they iudged the risks to their forecasts of 
both real GDP growth and the unemployment rate as 
broadh- balanced a few more than was the case in Jan
uary. 'Nearl~' all' of the remaining participants vie'wed 
the risks to real GDP growth as weighted to the down
side and the risks to the unemploymem rate as skewed 
to the upside. Participants identified several downside 
risks to the projected pace of economic expansion, in
cluding the fiscal and financial strains in the euro area 
and the possibility of an abrupt fiscal consolidation in 
the United States. In addition, some of the factors that 
had restrained tl1e U.S. recovery in recent I'ears could 
persist for longer than currentlv expected and thus 
weigh on economic activit:), to a greater extent going 
fo~ard than participants had assumed in their baseline 
forecasts. In particular, some participants mentioned 
the dmvnside risks to consumer spending in light of 
meager gains in disposable personal income and 
households' still-weak balance sheets. Others cited the 
possible damping effects of high levels of uncertaint:)' 
regarding regulatory policies on businesses' willingness 
to invesr and hire. A few participants noted the risk of 
another disruption in global oil markets or grea tcr ten
sions in the i\liddle East that could not onJ~' boost in
flation but also reduce real incomes, consumer confi
dence, and spending. Some of the participants who 
judged the risks to be broadly balanced recognized 
some of these downside risks to the outlook, but they 
saw them as about counterbalanced b)' the chance that 
the recent signs of impro\'ement in labor markets and 
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consumer spending could sig nal the emergence of a 
more ngoroL1s reeo"et\'. 

Most parcicipants judged the risks to their projections 
of inflation as broadlv balanced, incluuing a few more 
than held that vie\\' in Januan·. Howe\ er, a fe,,· saw the 
risks as tilted to the upside, pointing to the possibility 
of disruptions in global oil and commoditl markets or 
to effects from the current Stance of monetary policy. 

Two of these participants indicated that thc current 
highly accommodative stance of monetary pobc)' and 
the substantialliquidiry currently in the financial system 
risked a pickup in inflation to a lel'el above the Com
mittee's longer-run objectivc, or cited the risk that un
cenaint)' aboL1t the Committee's ability to cffectiyely 
remove polic\' accommodation when appropriate could 
lead to a rise in inflation expectations. 
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Forecast Uncertainty 

The economic projections provided by 
the members of the Board of Governors and 
the presidents of the Federal Reserve Banks 
inform discussions of monetary policy among 
pollcl'l1lakers and can aid public understand
ing of the basis for policy actlons. Consider
able L1ncertamt)' attends these projections, 
howe\'er. The ecunumic and statistical models 
and relationships used to belp produce eco
nomic forecasts are necessarily imperfect de
scriptions of the real world, and the future 
path of the economy can be affccted by myr
iad unforeseen de\'elopmtT' S :1l1d events. 
Thus, in setting the stance of monetary policy, 
participants consider nut ontl· ",hat appears to 
be the most Likeh' economic ou tcome as em
bodied in their projections, but also the range 
of alternative possibili ties, the Likelihood of 
their occurring, and the potential cos tS to the 
economy should they o ccur. 

Table 2 ,ummarizes the average historical 
accuracy of a range of forecasts, including 
thme reported in past Mlml'1a~l PoliO' &ports 
and those prepared hI' the Federal Resef\'e 
Board's staff in advance of meetings of the 
Federal Open ~{a rk t Committee. The pro
Jection error ranges shown in the table d
lusrrate the considerahle unce rtainty associated 
\vith economic forec asts. For example, sup
pose a parucipant projects that real. gross do
mestic product (GDP) and total consumer 
prices will rise steadill' at anllual rates of, re
spectivel~', :) percent and 2 percent. If the 
unccrtaintl· attending those projeccions is simi
lar to that experienced in the [last and the risks 
around [he projections are broad'" balanced, 
the numbers reported in cab.e 2 would imply a 
probabiJjty of abour -:-0 percent that actual 
GDP \\'ould expand within a range of 1.9 to 

4.1 percent in the current year, 1.4 to 4.6 per
cent in tbe second year, and 1.3 to 4,7 percent 
in the third year. The corresponding 70 percent 
confidence intervals for overaU inflation would 
be 1.2 to 2.8 percent in the current vear ~nd l.() 

to 3.0 percent in the second and third years, 
Because current conditions mar differ 

from those that pre\'ailed, on average, over his
tory, participants provide judgments as to 

whether the uncertaintl' attached to their pro
jections of each variable is greater than, smaUer 
than, or broadly similar to typical levels of 
forecast uncertainty in the past, as shown in 
table 2. Participants also provide judi:,rrnents as 
to whether the risks to their projections are 
weighted to the upside, are weighted to the 
downside, or are broadly balanced, That is, 
participants judge whether each \ariabJe is 
more likeh- to be abo\'e or below their projec
tions of the most Iikeh' outcome. These judg
ments about the uncertaint), and the risks at
tending each participant 'S projections are dis
tinct from the diversity of participants' views 
about the most likely olltcomes. Forecast un
certainty is concerned with the risks associated 
with a particular projection rather than with 
divergences across a number of different pro
jections. 

As with real activitl· and inflation, the out
look for the future paLh of the federal funds 
rate is sub jec t to considerable uncertainty. This 
uncertaintl· arises primariJy because each partic
ipant's assessment of the appropriate stance of 
monetary policy depends importandy on the 
evolution of real <tntvlt')' and inflation over 
time. If economic conditions evolve in an un
expected manner, then assessments of the ap
propriate setting o f the federal funds rate 
would change from that point forward. 
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Economic Projections of Federal Reserve Board Members and Federal Reserve Bank Presidents, April 2012 
/\o v~nce release of table I of the Summary of Economic Projections to be re/easeo with the rOMe minutes 

Percent 

Centrol tendency I Range~ 
\'"ri~blc 

2012 I 21Jl:l I 2014 I i .oogcr run 2012 I 2111.) I 21)14 I I.ongcr run 

Change in real COP. 2.4 ro 2.9 2. 7 to 1.1 3. 1 co .1'() 2.1 to 2.6 2.1 to :l.O 2.4 ro 1.X 2.9 to 4.3 2.2 to .1.0 

.J:lnll:lry projection .. 2.2 to 2.7 2.11 to .1.2 .1..\ to 4.0 2.1 to 2.6 2.1 to :l.1I 2.4 to .1 .H 2. H to 4.3 2. 2 to) 1I 

Unemployment r:lle .... 7.8 to 8,U 7,3 to 7,7 6.7 10 7.4 :;,2 to 6,U 7,8 10 8, 2 / ,11 to 8, 1 (,,3 to 7,7 ,1.9 to 6,(J 
jallu;try projection. 8.2 to 8, 5 74w8.1 6,7 to 7,6 5.2 to 6.0 7,8 to 8, 6 7,ll10 8,2 6,3107.7 5,1110 G, II 

peE inflation, 1.9 m 2,0 1.6 to 20 1.7 to 2,0 2.0 1,8 to 2,1 1.5 to 2.1 1,5 to 2.2 2.0 
January projccrion. 1.4 ro 1.8 1.4 ro 2,0 1.(\ to 2,0 2.0 I ..) to 2.5 1.4 to 2.3 1.5 ro 2.1 2.0 

Core peE inflation'. 1,8 to 2.0 1.7 to 2.0 1.8 to 2.0 1.7 to 2.0 l.() to 2.1 1.7 to 2,2 
J 'lnll ~rl' projection. 1.5 to 1.8 1.5 to 2.0 1.6 to 2.0 1.3 to 2,0 1.4 to 2.0 1.4 to 2.0 
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Figure 1 Central kndcneies and r ~ingL' of c:~()noill ic proJections, 2012·- 14 and over Ihe longer run 
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Figure 2. O\'elview ofFO;\1C participants' assessments of appropriate monetary pol icy. April 201 2 

Appropria l~ liming of policy firming ;-.lumber of par1icipants 

r-------------------------------------------------------------~IO 

9 

8 

7 

6 

5 

4 

3 3 

2012 2013 2014 

2 

0 
2015 

App ropr iale pncc or policy lirming Percent 

6 

T3rgc l fede ral fw, ds rate at ycar-end 

5 

... c. ... 

4 

& 

3 
• 

• 2 

• 

• 
".. 

L_______~______________~L_______________ ________________~______~ ~O• 
20 12 201 3 2014 Longer nUl 

:-':1I f!' in the upper pane l. the height 01 Jch h :1 f denotes the numbe r of J70MC p~1I1icipan ls w ho Judge Ihat. unda appropri i:lt e mo netary policy 

;.Jlld III the absence ofrurther ;;hllt:ks 1(1 I I.: (' coI10 11'1Y. the first im: rc:Jsc in the large l federal Ji.u ltb rale from il!l L'urn:1ll range of 0 to I/~ pl.'TCent will 

O<.:l: UT In the spec ified cil k- llciaT y CJr. In JaIl U:.Ir)' 20 12, the numbe~ of FOMe partic ipJJlls w ho judged that the fi~t IllCTt:'aSI.: in the target fede ral 

fUlld~ '..JIe H (luld lJ(i.:ur III ~Ol~ . 20 !~. 211 14. ~O l , LlJl(12016 WCTC', res pec tively, 3. 3. 5, 4. and 2, luthe lower pall',:1. each shaded ei rcit..' indicates 

th.;: \ Jlu!:: ! round..:.d [ (,.1 Iht.' f\(! 'I R' ).1 II, pl:'n.·~ ll tl ul .111 In JI" idlla l pan icipant ' s judgme llt of the ap prupri~H C!' level of' the target fcder;] I funds TJW Jt the 

c: nd uf lhC' .!apel: ifjcd t'3kmwr ~ e~r (lron:r the longe r l un 



Explanation of Economic Projections Charts 

The charts show actual values and projections for three economic variables, 
based on FOMC participants' individual assessments of appropriate monetary 
policy: 

• 	 Change in Real Gross Domestic Product (GDP)-as measured from the 
fourth quarter of the previous year to the fourth quarter of the year 
indicated, with values plotted at the end of each year. 

• 	 Unemployment Rate-the average civiLian unemployment rate in the 
fourth quarter of each year, with values plotted at the end of each year. 

• 	 PCE Inflation-as measured by the change in the personal consumption 
expenJitures (PCE) price index from the fourth quarter of the previous 
year to the fourth quarter of the year indicated, with values plotted at the 
end of each year. 

Information for these variables is shown for each year from 2007 to 2014, and 
for the longer run. 

The solid line, labeled "Actual," shows the historical values for each variable. 

The Lightly shaded areas represent the ranges of the projections of 
policymakers. The bottom of the range for each variable is the lowest of all of 
the projections for that year or period. Like\vise, the top of the range is the 
highest of all of the projections for that year or period. 

The dark shaded areas represent the central tendency, which is a narrower 
version of the range that excludes the three highest and three lowest 
projections for each nriable in each year or period. 

The longer-run projections, whi-:h are shown on the far right side of the charts, 
are the rates of growth, unemployment, and inflation to which a policymaker 
expects the economy to converge over time- maybe in five or six years-in 
the absence of further shocks and under appropriate monetary policy. Because 
appropriate monetary policy, by definition, is aimed at achieving the Federal 
Reserve's dual mandate of maximum employment and price stability in the 
longer run, policymak ers' longer-run projections for economic growth and 
unemployment may be interpreted, respectively, as estimates of the economy's 
normal or trend rate o f growth and its normal unemployment rate over the 
longer run. The lonoer-run projection shown for inflation is the rate of 
inflation judged to be most cOGsistent with the Federal Reserve's dual mandate. 



Explanation of Policy Path Charts 


These charts are based on policymakers' assessments of the appropriate path for the 
FOMC's target federal funds rate. The target funds rate is measured as the level of 
the target rate at the end of the calendar year or in the longer run. Appropriate 
monetary policy, by definition, is the future path of policy that each participant deems 
most likely to foster outcomes for economic activity and inflation that best satisfy his 
or her interpretation of the Federal Reserve's dual objectives of maximum 
employment and stable prices. 

• 	 In the upper panel, the shaded bars represent the number of FOMe 

participants who judge that the initial increase in the target federal funds rate 

(from its current range of 0 to 1/4 percent) would appropriately occur in the 

specified calendar year. 

• 	 In the lower pand, the dots represent individual policymakers' assessments of 

the appropriate federal funds rate target at the end of each of the next several 

years and in the long r run. Each dot in that chart represents one 

policymaker's proj c ion. Please note that for purposes of this chart the 

responses are rounded to the nearest '/4 percent, with the exception that all 

values below 37.5 basis points are rounded to 1/ 4 percent. 

These assessments of the timing o f the initial increase of the target federal funds rate 

and the path of the target f,.:deral funds rate are the ones that policymakers view as 

compatible \'\'ith their individm.l economic projections. 
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Information received since th~ Federal Ooen M(lrk::et Cormnittee met in March ~uggests that the economy 
has been expanding moderately. Labor market conditions have improved in recent months; the 
unemployment rate has declined !Jut remains elevaled. Household spending and business fixed investment 
have continued to a v;:.nc . D -'~ re ::;(, ,1 :.;;gl · 0 . ILlprovement, he hOLLin se ' or re m ins depressed. 
Inflation has picked up somewhat, mainly reflecting higher prices ofcrude oil and gasoline. However, 
longer-tenn inflation expectations have remained stable. 

Consistent with its statutory mandate, the Committee seeks to foster maximum employment and price 
stability. The Committee expects economic growth to remain moderate over corning quarters and then to 
pick up gradually. Cr)[1seq Icntty. the (" mmitt:'~ alti::ipates that the unemployment rate will decline 
gradually toward levels that itj ldges t · be cOliSisknt with its dual lnandate. Strains in global financial 
markets continue to pose significilLlt dOv\11side risk s to the economic outlook. The increase in oil and 
gasoline prices earli~ 1 this ' a IS expt;1. cd v dife(; l Inflation only (emporari,y, :inti the Committee 
anticipates that subsequently inflation will run at or below the rate that it judges most consistent with its dual 
mandate . 

To support a stronger ~conomi.c recovery and to help ensure that inflation, over time, is at the rate most 
consistent with its duallnandatc, the Committee expects to maintain a highly accommodative stance for 
monetary policy. In partie .lC:ll , the Co "'IUtte-" dee ded today to ke p the targ,~t r' nge for the federal fimds 
rate at 0 to 114 perccnt a J currently C:\[}tcipa'cs tha t economic condit;ons--incluJing low rates ofresource 
utilization and a subdued 0 tlOO - [or mib ticn ver lhe medium run-· re like~' to warrant exceptionally low 
levels for the federal i. xIs raLe at leasl through iate 14. 

The Committee also decided to continue its program to extend the average maturity of its holdings of 
secluities as announced in September. The Corrmrittee is maintaining its existing policies ofreinvesting 
principal payments from its ho!dings o[agency debt and agency mortgage-backed securities in agency 
moltgage-backed seCluities and of ro lling over !11.'3.turing Treasury secUlities at auction. The Committee will 
regularly review the size a..d c mposit') ·\ of it , C;c( u::ities holdings and is prepar J to adjust those holdings 
as appropriate to prornot :-.tT · ngcr l'cunmr.i.:. re·::overy in a cont "xt :)f price stability. 

Voting for the FOM e 1 IllJtalY policy ;j Cli.~ \1 welL: en S. Bemankc. C aU-mal!: William C. Dudley, Vice 
Chairman; Elizabeth A. Duke; Dennis P. Lockhart; Sandra Pianalto; Sarah Bloom Raskin; Daniel K. 
Tarullo; John C. Williams: and Janet L. Yellen. Voting against the action was Jeffi:ey M. Lacker, who does 
not anticipate that economic conditions are likely to warrant exceptionally low levels ofthe federal funds 
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Economic Projections of Federal Reserve Buard Members and Federal Reserve Bank Pr-.:sidents, .Tunc 2012 
Advancf' rekase of t.able I of the Summary or Econom ic Projections Lo be r('I, ''''''o w ill! I!:(' POIlTG minlltes 

Percent 

VClfiable 
2012 

Central Lenciencv l 

Long~r run 20J2 

Rallg~e 1 

Lon gl'r TIln 

Challge ill re,ti GOP . . 1.9 to 2A 2.2 to 2.8 1.0 to .1.') 2.:~ to 2.') 1.6 to 2 ..1 2.2 to 1.5 2.8 to ·\.O 2.2 to :~.O 
April projection :2.-1 Lo 2.9 2.7 to 3.1 :3.1 to :>.(j 2.:l to 2.6 2. J to :~.() '2. 1 Lo :~.8 2.9 to U 2.2 Lo :10 

unemploYlllent rate .. 8.0 to 8.2 7.5 to 8.0 7.0 to 7.7 .1.2 Lo 6.0 7.8 to 8A 7.0 (0 8. 1 G.:l Lo 7.7 4.9 to G. :l 
April projection 7.8 to 8.0 7.3 L07.7 6.7 to 7.'1 5.2 to 6.0 7 .S to 8.2 7.0t08.1 6.:1 to 7.7 4.9 to 6.0 

peE inflation. 1.2 to 1.7 1.5 to 2.0 1.5 to 2.0 2.0 1.2 to 2.0 1.5 to 2.1 1.5 La 2.2 2.() 
April projection. 1.') to 2.U 1.ti to 2.0 1.7 to 2.U 2.U 1.8 to 2.:~ 1.5 La :2.1 1.5 to 2.2 2.U 

Core peE inflation'l 1.7 to 2.0 1.6 Lo 2.0 1.6 to 2.0 17 to 2. 0 ]A to 21 l.G La 2.2 
April projection. 18 to 2.0 1 7 to 20 1.8 to 2.0----- -- 1. 7 tu 2 0 Ui to 2.1 1.7 to 2.2 

.'JOTE. Pro .1("c..ti("J It~ u f l ' h a n J.;(> in 1'(,<11 ~oss dum4~~ lic p rodu ...:! (G np ) ;'Ln d prnjcc.lions 1'0 1' hoth Jl il ~;~UI (;:-' u r j }jl! ,tl.io ll ;lIT I ro na tl lt-' In llrt h I l l hu l .' r 
0 1 t he pn' .... j .Jl lti n .'; lI t u tll\.. fourth qllarl r l' of tl H~ ,Yf' ,l-r i l1 d it..:ilh 'd . per: i nil a.tio l) an d (" lI n ~ pcr-: illfl.ll inn i ll i. il lf" p(:rn~l lIa~(' f a Ir" , Id t h,Un;,f' tll 
n 's}H'I ' liv, :] v , 111(·- prit ·t· index for IH'I so i ll-d "IIl ;SHlIIp l i ( r)l i'xlw 'If J ' f l II P~' (pe E l IL lld I Itt' p lie f' i lHlpx f ( \ ] P t:j" (" XI h lll i uJJ. f il iJd ;IIH I I" I I\ '/)!",'f . P ! I Jj '" l ' llt HIS Cd r 

Il le unc lllpit>,Yl ll ell t rat C <LI e f'w' f))(' avcr:t ge c ivilian tJllcmp1oYIl H'I Lt r Jlt t ~ ill t il l.- ' fn llr t h q l ~ ar-l (' r or , tw )" ('ilL" i Ildil' I1J ",d . F adl 1',t1., h tll. tli l 'r> prpkL'j j, HIS -",1' 1: 

h n ....w d 011 hi~ or her aSse.";Sll ICIII of dVlJl"olJr ia.lc m nrwt.u y lJ()li c;:y. LUII ~;' t~ :"- ru n )J rojt'd j v Jl~ r e prefic nl e llch p ,lrtic:pa l1 l ' s ,J .•'.:iht.:.·,;:'IJi ("J l i or i .l l t:' r Olf e t 1 ) whi ell 
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1 Til l""' c(,lIt J'al l ('IH .lt'lJ(· \ · l~xd 1Jd t··s t Il(' 1\) 1'0,: h ighfl:o-.I a ile! 1\]1"1. '\ - 10\\"1':--;1 pru j ('( .l iollS rU I (·.u h ". tn a b h· i n j' /-l.dl \ "(' a r. 
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Figure 1. Central tcndencie.- ;l oci r8.llgcs of economic projection~, 2012-14 and oyer the longer run 
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Figure 2, Oven" lew of FO~[C part icipants' a~sessments of appropriate monetary polin", June 2012 
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.':0 re.: 111 the uppe( po.nel, tile height o f e'lch bo.r denotes the numhe( of FU ~IC po.rticipants wt.o judge that, under 
a ppropriate monelary policy, the fi r 1 increase in the target federal funds r", le from its current ro.nl"c of 0 to 1/4 percent 
will occur in th" specitier! co.le lld ' ..r yca r , In April 2012, the numbers of FO:lIC partici lJant, who judged that the first 
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Explanation of Economic Projections Charts 

The charts show actual values and projections for three economic variables, 
based on FOr-IC participants' individual assessments of appropriate monetary 
policy: 

• 	 Change in Real Gross Domestic Product (GDP)-as measured from the 
fourth quarter o f the previous year to the fourth quarter of the year 
inc:licated, with values plotted at the end of each year. 

• 	 Unemplovment Rate-the average civilian unemplovment rate in the 
fourth quarter of each year, with values plotted at the end of each year. 

• 	 PCE Inflation-as measured by the change in the personal consumption 
expenditures (PCE) price index from the fourth quarter of the previous 
year to the fourth quarter of the year indicated, with values plotted at the 
end of each year. 

Information for these variables is shown for each vear from 2007 to 2014 and" 	 , 
for the longer run. 

The solid line, bbeled "Actual," shows the historical values for each variable. 

The lightly shaded areas represent the ranges of the projections of 
policymakers. The bottom of the range for each variable is the lowest of all of 
the projections for that year or period. Likewise, the top of the range is the 
highest of all of the projections for that year or period. 

The dark shaded areas represent the central tendency, which is a narrower 
version of the L:mge .at excludes the three highest and three lowest 
projections for each nriable in each year or period. 

The longer-run projcdjons, \vhich are shown on the far right side of the charts, 
are the rates of growtb, unc:rlployment, and inflation to which a policymaker 
expects the economy to converge over time-maybe in five or six years-in 
the absence of fllfther shocks and under appropriate monetary policy. Because 
appropriate monetary poli c~', by definition, is aimed at achieving the Federal 
Reserve's dual m2.ndate of maximum employment and price stability in the 
longer run, policymak ers ' longer-run projections for economic growth and 
unemploym n t may be intcrpr ted , respectively, as estimates of the economy's 
normal or trend rate (If growth and its normal unemployment rate over the 
longer run. The long.:r-run projection shown for int1ation is the rate of 
inflation judged to be m os t consistent with the Federal Reserve's dual mandate. 



Explanation of Policy Path Charts 

These charts are based on policymakers' assessments of the appropriate path for the 
FOMC's target federal funds rate. The target funds rate is measured as the level of 
the target rate at the end of the calendar year or in the longer run. Appropriate 
monetary polic~", by defiui ti n, is the future path of policy that each participant deems 
most likely to foster outcomes for economic activity and inflation that best satisfy his 
or her interpretation of the Federal Reserve's dual objectives of maximum 
employment and stable prices. 

• 	 In the upper pand, the shaded bars represent the number of FOMe 
participan ts \vho ju ge Lhac the initial increase in the target federal funds rate 
(from its curre nt racge of 0 to 1/ 4 percent) would appropriately occur in the 
specified calendar year. 

• 	 In the lower panel, the dots represent individual policymakers' assessments of 
the appropriate federal funds rate target at the end of each of the next several 
years and in the longer run. E ach dot in that chart represents one 
policymaker's projection. Please note that for purposes of this chart the 
responses are rounded to the nearest 1/ 4 percentage point, with the exception 
that all values below 37.5 basis points are rounded to 1/ 4 percent. 

These assessments of the timing of the initial increase of the target federal funds rate 
and the path of the larget federal funds rate are the ones that policymakers view as 
compatible with their indi\"icl u2-1 e~onomic projections. 
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Chairman; Elizabeth . Duke: De nnis P. 0ck ha : Sandra Pianalto; Jerome H. Powell; Sarah Bloom 
Raskin; Jeremy C. Stein; Daniel K . Tarullo; John C. Williams; and Janet L Yellen Voting against the 
action was Jeffrey M . Lacker, who opposed continuation of the maturity extension program 
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