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Federal Deficit Fell in Past Year

By PauL BrusTeIN
Washington Post Staff Writer

The federal government posted
a $318.62 billion deficit for its
2005 fiscal year, down sharply
from last year’s record mainly be-
cause of an unexpected surge in
tax revenue.

Administration officials said
the narrower budget gap for the
year ended Sept. 30 was vindica-
tion of President Bush’s econom-
ic policies, including his tax cuts.
But the costs of hurricane relief
and the wars in Iraq and Afghani-
stan are almost certain to widen
the deficit in the current fiscal
year, and analysts warned that the
good news for 2005 does not di-
minish their worries about enor-
mous budget problems when the
baby-boom generation begins to
retire after Bush leaves office.

The 2005 deficit was the third-
largest ever. But it was not only
markedly smaller than the record
$412.85 billion for 2004, it was
also well below the forecasts for
the year issued in February. As a
proportion of the economy — it
equaled about 2.6 percent of
gross domestic product — the
deficit was within bounds that
most economists consider man-
ageable, and far from the levels of
the 1980s, when the deficit
reached nearly 6 percent of GDP.

“Lower taxes and pro-growth
economic policies have created
millions of jobs and a growing
economy that has swelled tax rev-
enues over the last year,” Trea-
sury Secretary John W. Snow said
in.a written statement. “While
deficits are never welcome, the
fact that we finished FY 2005
with a much lower-than-expected
deficit is encouraging news.”

Democrats said “lower-than-
expected” did not apply if the ba-
sis for comparison was the fiscal
gutlook at the time Bush took of-

ce.

Noting that the Bush team ini-
tially forecast a $269 billion sur-
plus for 2005, Rep. John M.
Spratt Jr. (D-S.C.), ranking mi-
nority member of the House
Budget Committee, said the final
figure was “$588 billion worse
than the Bush administration pro-
jected when it sent up its first
budget in 2001.”

Although federal spending rose
7.9 percent above fiscal 2004, to
$2.47 trillion, tax receipts rose
14.6 percent, to $2.15 trillion,
The year-to-year increase in reve-
nue was the most in more than 20
years, and, perhaps most gratify-
ing for the administration, re-
ceipts ended up $101 billion high-
er than projected in February.

Those figures confirmed the
improvement in the near-term
budget picture that began to
emerge in July, when government
and independent economists real-
ized that the deficit would shrink
in 2005 for the first time in Bush’s
presidency. The principal reason
for the turnaround was that cor-
porate tax receipts were well
above what was expected, a phe-
nomenon that budget experts
won’t be able to explain fully until
they are able to examine 2005 tax
returns a couple of years from
now.

Many economists said the im-
provement in tax revenue is likely
to be ephemeral. Furthermore,
since most of the $62 billion in
emergency spending for hurri-
canes Katrina and Rita will be dis-
bursed in the current fiscal year,
the deficit is likely to rise anew,
perhaps back to the $400-billion-
plus range, some forecasters say.

Even at that level, the budget
gap as a proportion of total output
would be well below levels that
economists view as worrisome,
and the deficit may well stay in
the range of 2 to 2.5 percent of
GDP until 2008, according to
many projections.

“But the paramount fact is that
everything beyond that looks far
more troubling,” said Douglas J.
Holtz-Eakin, the director of the
Congressional Budget Office and
a former Bush aide. “And nothing
that has happened in the past year
changes that.”

As the baby boomers retire, not
only will Social Security outlays
rise steeply, but Medicare and
Medicaid spending also will soar
to staggering levels unless policy
is changed, Holtz-Eakin said. Fed-
eral spending on the two health
care programs will rise from
about 4 percent of GDP now to 20
percent of GDP by 2050, based on
current cost trends and demo-
graphic projections.

“So it’s hard to get excited
about a $318 billion deficit when
you're looking at a projection sug-
gesting that 318 will turn into
1,318 if you don’t do something,”
Holtz-Eakin said. “At the mo-
ment, the deficit is something this
economy can handle. It’s the go-
ing forward part that worries
me.”




Increase in Debt in 2005 is Far Greater
Than the $319 Billion Deficit

($ in billions)

$173'B

SociallSecurnty

$319 B
Deficit

$200 2005 Deficit 2005 Increase in

Gross Debt

Source: OMB, Treasury




Debt Increase as a Percent
of GDP in FY 2005

(Percent of GDP)

$551 B Increase
in Gross Debt

equals 4.5% of
GDP

$319 B Unified
Deficit equals
2.6% of GDP

Increase in Debt Increase in Gross
Held by the Public Federal Debt
FY 2005 FY 2005

Source: Departments of Treasury and Commerce
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Spending and Revenues

(% of GDP)

23%

Total Outlays

21% \\.

19%
17%
Total Revenues /
17.4%
15%

1980 1985 1990 1995 2000 2005 2010 2015

Source: CBO, OMB, and SBC Democratic staff
Note: CBO August 2005 Budget and Economic Outlook, with administration's policies as
reestimated by CBO in March and CBO's estimate of ongoing war costs and AMT reform.



Number;of: Social Security Beneficiaries Explodes
with' Retirement of;Baby Boom Generation

- (Millions of people)

81 million will receive Social
Security benefits in 2050

35
2005 2015 2025 2035

Source: 2005 Social Security Trustees Report
Note: OASI beneficiaries




Cost of Bush llax: Cuts Explodes
Qutside Eive-Year; Budget Window

($/in billions)

$1.8 Trillion
Ten-year cost of

Bush tax cuts
FY 2006-2015

Bush Budget only
covers first 5 years

l

2005 2007 2009 2011 2013

Source: CBO; Bush EY:2006;Budget
Note: Includes debt service.




Cost ofif AMil; Reform Explodes
Outside Eive-Year Budget Window

- Blinibillions)

Bush FY 2006 Budget
includes no funding for
AMT Reform

\ $774 billion ten-year

cost to reform AMT
FY 2006-2015

$0
2005 2001 2013

Source: CBO
Note: Includesiinterest cost; assumes tax: cutsimade permanent.




Budget Reconciliation Will
Increase Deficit by $35 Billion

($ in billions)

80

Tax Cuts Wipe Out
Savings from
Mandatory
Spending Cuts

$35B

Mandatory Spending Cuts Tax Cuts
FY 2006-2010 FY 2006-2010

Source: FY 2006 Budget Resolution




Proposed GOP Spending Cuts
Distract From Massive Debt Buildup
Under Bush Administration Policies

($ in trillions)

$3.4 T

$4

$35B

Increase in Gross Debt Under GOP Proposed
Administration Policies with Reconciliation
AMT Reform and War Costs Spending Cuts

FY 2006 - 2010 FY 2006 - 2010

Source: CBO, OMB, and SBC Democratic Staff
Note: Gross debt, adjusted to include administration’s policies
and omitted costs for AMT reform and ongoing war costs.




Building a'Wall of' Debt

Gross Federal Debt Soars

($ in trillions)

§7

2005 2006 2007 2008 2009

Note: Gross debt, adjusted to include administration’s policies
and omitted costs for AMT reform and ongoing war costs.
Source: CBO, OMB, and SBC Democratic staff




Comparing Long-Term Costs of

Medicare and Social Security
Present Value of Costs Over Next 75 Years

($ in trillions)

$29.6 T

$4.0 T

75-Year Shortfall 75-Year Shortfall
in Medicare in Social Security

Source: Social Security Trustees 2005 Annual Report




Foreign Holdings of U.S. Treasury
Debt Have More Than Doubled
Under Bush Administration

($ in trillions)

104%
Increase

$1.01T

$0.5 Foreign Holdings Foreign Holdings

of U.S. Debt in of U.S. Debt in
January 2001 August 2005

Source: U.S. Treasury




Top Ten Countries Holding Our
National Debt

Japan $684 B
China $248 B
United Kingdom $174 B
“Caribbean Banking Centers” $103 B

Taiwan $72 B
Germany $65 B
South Korea $59 B
OPEC $54 B
Canada $48 B
Hong Kong $47 B

Source: Department of Treasury
Note: As of August 2005






