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CBO Projects Growing Budget Deficits from Social 
Security and Federal Health Care Programs 

The last two editions of Legislate examined tax expenditures for employee benefits and two 

proposals to curb them for high earners. This week’s edition looks at long-term budget projections 

recently released by the Congressional Budget Office. The report highlights projected federal 

deficits over the next 25 years fueled by future growth in federal retirement and health care 

programs and the gap between federal spending and revenue. Federal deficits — and measures 

to eliminate them — are likely to be at the center of budget and economic policy debates in the 

upcoming Congress.  

In this article: Background | Spending | Revenues | In Closing 

Background 

The Congressional Budget Office (CBO) periodically issues reports on the 

long-term outlook for the federal budget that contain 25-year projections of 

federal spending, revenues, and debt. In making these projections, CBO 

assumes that current laws generally remain unchanged. CBO’s most recent 

such report — The 2014 Long-Term Budget Outlook — was issued in July.  

In the report, CBO notes that federal debt held by the public now equals 

approximately 74% of the economy’s annual gross domestic product (GDP) 

— a higher percentage than at any point in US history except for a period 

around World War II (1944 to 1950). CBO projects that federal debt will 

decline for the next four fiscal years, but will rise steadily after 2018 — with 

federal debt exceeding 105% of GDP in 2039 — 25 years from now.  

CBO also expects that in 2039 federal debt as a percentage of GDP will be 

on an upward trajectory and cautions that this is not a trend that can be 

sustained indefinitely. CBO predicts that a large and steadily increasing 

federal debt could have a number of negative consequences on the 

economy, including higher interest rates, crowding out of private 

What’s the impact of deficit reduction 

measures? 

The CBO report also looks at what 

federal debt levels would be if federal 

deficits were not as high as projected.  

For example, if $2 trillion in deficit 

reduction is enacted through fiscal year 

2024 (excluding interest payments) and 

reductions of that scale are continued for 

later years, federal debt as a percentage 

of GDP would be 75% in 2039 — roughly 

where it is today.  

As another example, if deficit reduction 

through 2024 was instead $4 trillion, 

federal debt in 2039 would fall to 42% of 

GDP, slightly above the ratio of debt to 

GDP prior to the 2008 recession and the 

average ratio over the past 40 years. 

 

http://www.cbo.gov/sites/default/files/cbofiles/attachments/45471-Long-TermBudgetOutlook_7-29.pdf
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investment, and possibly a financial crisis if investors doubted the 

ability of the federal government to repay its debts. 

Among the reasons CBO cites for larger deficits are an aging 

population, rising health care costs, and federal subsidies for health 

insurance — factors that impact Social Security, Medicare, and other 

federal health programs. The CBO report also discusses the 

expected gap between spending and federal revenues over the next 

25 years.       

Spending 

CBO expects federal spending to increase to 26% of GDP by 2039, 

notably higher than the average of 20.5% over the past 40 years. 

Nineteen percent of GDP is projected to be spent on three items:  

net interest payments on federal debt, Social Security, and the major 

federal health programs. The prime causes of increased spending 

on Social Security and the health programs are three-fold: 

 Aging of the US population (55% of projected growth) 

 Growth in per capita spending on health care (24% of 

projected growth) 

 Expansion of federal health programs (21% of projected 

growth) 

CBO projects that the government’s net interest payments will rise to 4.7% of GDP by 2039 — more than twice the 

average over the past 40 years — while total “other” federal spending declines to less than 7% of GDP (see the 

sidebar). The projections for Social Security and health program spending are detailed below. 

Social Security Spending 
Spending on Social Security is expected to rise from 4.9% of GDP in 2014 to 6.3% in 2039, largely due to the aging of 

the US population. CBO notes that during the next 25 years — as the baby-boomers enter retirement — those 65 and 

older will grow from 14% of the population to 21%. CBO projects that the ratio of covered Social Security workers to 

beneficiaries of that program will decrease from almost 3 to 1 presently to almost 2 to 1 in 2039. 

Health Care Spending 
Spending on the government’s major health programs — Medicare, Medicaid, the Children’s Health Insurance 

Program (CHIP), and subsidies for health insurance purchased through the Affordable Care Act’s (ACA) public 

marketplaces — is expected to rise from 4.8% of GDP in 2014 to 8% in 2039. 

Revenues 

Federal revenues are also expected to increase relative to GDP, but at a slower rate than spending. CBO projects 

that revenues will grow from 17.6% of GDP in 2014 to 19.4% in 2039 — but will remain significantly below federal 

spending. After 2015, the gap between federal spending and revenues is projected to widen, and after 2024, 

revenues are expected to increase gradually in relation to GDP as more taxpayers are pushed into higher tax  

What’s the “other” federal spending? 

CBO expects that by 2039, federal spending 

outside of three items — Social Security, the 

major federal health programs, and net 

interest on federal debt — will decline to 

6.8% of GDP. For comparison, in 2014 such 

“other spending” is expected to be 9.3% of 

GDP. 

This “other spending” category includes 

everything else on which the federal 

government spends money — such as 

education, roads and other infrastructure 

improvements, disaster assistance, national 

defense, and foreign aid. 

CBO notes that the 2039 projection of “other 

spending” would represent the smallest 

amount spent as a share of the economy 

since the late 1930s, and would be well 

below the 11% average for such spending 

over the past 40 years.   
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brackets. Revenue projections include all federal revenue — including income taxes (individual and corporate), payroll 

taxes, estate and gift taxes, and excise taxes. CBO notes that over the past 40 years, federal revenue has varied 

between 14.5% of GDP to 20% of GDP, with an average of 17.5%.   

In Closing 

CBO’s report recognizes that the federal tax and spending policies 

under current law are unsustainable, and that policymakers will be 

faced with difficult choices to put the federal budget on a 

sustainable path. Federal deficits are likely to be hotly debated in 

the upcoming Congress — scheduled to begin in January 2015 — 

which will quickly have to deal with the federal debt ceiling. Last 

year, the Temporary Debt Limit Extension Act suspended the debt 

limit through March 15, 2015.  

The debate over how to deal with rising federal budget deficits and 

debt is likely to feature proposals that address the spending side of 

the equation with cuts to entitlement programs, such as Social 

Security, Medicare, and the ACA’s health insurance subsidies. 

Alternative proposals are expected to focus on the revenue side of 

the equation in the form of tax increases — which, as discussed in 

our last edition of Legislate, could involve reductions in tax benefits 

for employee benefits. 
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CBO releases other economic reports. 

CBO issues other economic reports in 

addition to the long-term budget outlook 

described in this Legislate. For example, on 

Wednesday, CBO released an update to its 

budget and economic outlook for fiscal 

years 2014 through 2024 — a report that 

looks at economic and budget trends during 

the 10-year window that applies when CBO 

estimates the economic impact of federal 

legislation. That report also projects 

increasing federal deficits after 2018, with 

85% of the growth in federal spending over 

the next 10 years attributable to net interest 

payments, Social Security, and the major 

federal health programs — all other 

spending is projected to grow by about 20%. 

https://beta.congress.gov/113/bills/s540/BILLS-113s540enr.pdf
mailto:fyi@xerox.com
https://www.buckconsultants.com/SubscriptionCenter.aspx
http://www.cbo.gov/sites/default/files/cbofiles/attachments/45653-OutlookUpdate_2014_Aug.pdf

