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NOTE: Dates are CBO fiscal years. 1995 data are actual 
SOURCE: Congressional Budget Office. 

Congression;ll Buclget Office (CI30) 
projections show that. ~uncler current 
fiscal policies, total fecleral revenue 
as a shue o f  GD1' \\rill clecline fronl 
18.9% in 1995 to about 18.5% in 
2001, ancl \\ r i l l  rem:tin at that level 
through 2006. Over this periocl, the 
only r e v e l i ~ ~ e  category expected to 
pick up  as a share of n:ttional output 
is the incliviclual income tas (8.2% to 
8.79'0). 1':tyroll taxes s h o ~ ~ l d  holcl 
steacly at arouncl 6.6%). while corpo- 
rate t:ises ancl excise and other taxes 
arc seen as edging clown. These 
trencls reflect :t continuation of those 
ol,se~vecl in the past. except for pay- 
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roll tax revenues, whose share of 
GDP has increased consistently over 
tlie last foiu decacles. 

The iup~vard trend in projected 
fetleral spencling continues to be 
clonlinated hy increased m:lndato~-j~ 
outlays. Escl~~cling offsetting re- 
ceipts, mandatory spending is es- 
pectecl to grow froril 10.3% of GDP 
in 1995 to  12.9%) in 2006, mainly as a 
result of increased health care costs. 
Medicare's share of national output 
is seen as rising 1.3 percentage 
points over the next clecacle. while 
Medicaicl is projectecl to expa~lcl 0.8 
percentage point. In contrast, the 
CHO z~nticipates net interest outlays 
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will reniain unchangecl, while cle- 
fense ancl no~ldefense cliscretionary 
spellcling are each espectecl to fall 
about 1.0 percentage point relative 
to output. 

As a result, the I~aseline fecler~l 
cleficit is on course to jump fro111 
2.3% of GDP in 1995 to 3.3% in 2006. 
Ilowever, clespite the attention the 
deficit receives in the ~neclia and on  
the campaign trail, what the govem- 
ment spencls our Ilioney on ancl how 
it taxes us to pay for that spencling 
are more important than the size of 
the overall cleficit. 

(corzti~ ~1c.d on n~rtpcige) 
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I FEDERAL DEFICIT PROJECTIONS 1 
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NOTE: Dates are calendar years. 1995 data are actual. 
SOURCES: Congressional Budget Office; and U.S. Depaliment of Commerce. Bureau of Economic Analysis 

I-Zaseline deficit ancl clebt IILIIII- 

hers are witlely ~lsecl to measure the 
hi~dget 's  impact o n  national saving 
a n d  011 the extent to which current 
government pi~rchz~ses will have to 
be  paicl for I>>,  future generations. 
Analysts use several measures to ad- 
dress these concel-11s. For ex:lmple. 
the ~'stanclarclizecl employment 
deficit" refers to the amount of pub- 
lic borrowing that w o ~ ~ l c l  occur if 
the econolny n-ere operating at fill1 

potential. ?'he "on-l~i~clget" deficit 
refers to gener:ll government opera- 
tions. >u.l)itrarily exclucling Social Se- 

c~lrity 2nd Postal Service accounts. 
In general, holvever, deficits are 

inaclequ:ite measures of how fiscal 
policies shift the burden of taxes and 
espenciitures fro111 older to younger 
generations, ancl of how that shift af- 
fects interest sates and national sav- 
ing For example, stn~ctural changes 
in taxes and trztnsfers may leave clebt 
ancl deficit levels untouchecl, yet 
tmnsfer hurtlens fro111 older Ameri- 
cans to younger a11cl fi~ture genera- 
tions, thel-eby affecting U.S. saving. 

Some clra~llatic stn~ctural changes 
in taxes and transfers have taken 

place during the postwar periocl: 
L:il>or income a11d payroll taxes- 
paid by younger. worliing genera- 
tions-have i~lcreasecl as a share of 
GDP, whereas taxes on capital in- 
come-paicl ~rlostly by olcler incli- 
vicl~~als-have dropped su1,stan- 
tially. Moreover. Social Security. 
Medicare, and Meclicaicl transfers, 
n.11ich go mainly to olcler Americans, 
have sliyroclieted relative to nation;~l 
outpilt, nhile welfare tra~~sfers,  
which rnairlly benefit younger indi- 
\ricluals (especially single mothers), 
have remained nearly constant. 

http://clevelandfed.org/research/trends
July 1996

Best available copy


