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Federal Budget Deficit Outlook
Given somewhat stronger revenue growth combined with ongoing declines in outlay growth, we have reduced
our budget deficit forecast for the year. Policy uncertainty remains, however, in the second half of the year.
Revenues Up, Outlays Down – A Temporary Phenomenon
Eight months into the federal fiscal year, revenue collections are
outperforming expectations on news of higher tax collections and repayments from Fannie Mae and Freddie Mac expected in June. In addition,
the budget sequestration set in motion in March has led to a pullback in
federal outlays. While the automatic spending cuts will likely remain in
place, there is reason to believe that the boost to federal revenues will likely
not continue. The higher tax revenue collections in April were primarily
supported by higher income tax collections as firms paid bonuses and
dividend payments ahead of the impending tax rate changes in January.
This suggests that revenues will return to a more normalized level through
the rest of this year, as evidence by the May Treasury Statement which
showed collections rising 9.1 percent over last year’s levels for the month as
opposed to the 27.6 percent rise in April (top graph). In addition, next
April’s tax collections will likely not be as impressive due to an offsetting
effect to this year’s push by firms at the end of 2012 to avoid the new higher
2013 tax rates by paying bonuses and dividend income ahead of the tax
policy changes.
Budget Deficit Outlook Improves
Given the higher-than-expected revenue collections along with continued
outlay reductions, we have revised our forecast for the federal budget
deficit to $850 billion from $900 billion for the 2013 federal fiscal year. We
have also downwardly revised our budget deficit forecast for federal fiscal
year 2014 to $750 billion to reflect the higher-than-expected tax revenues
from January’s tax policy changes as well as our expectation that the
budget sequestration will remain in effect through the next fiscal year
(middle graph). The ongoing cuts to federal spending will continue to
negatively affect headline GDP growth through the end of our current
forecast horizon of 2014 (bottom graph).
Fall Debt Ceiling Debacle 2.0?
While increased revenues and reduced outlay growth is some welcome
news on Capitol Hill, there are several outstanding budget issues that need
to be addressed in the coming months. The 2014 federal fiscal year budget
has yet to be resolved with the House and Senate budget proposals still far
apart and no immediate plans for a conference committee to resolve these
differences. In addition, according to Treasury Secretary Jack Lew, the
nation will run out of options for remaining under the debt limit sometime
after September 2nd. The ongoing political gridlock around both the federal
budget and the debt ceiling leads us to believe that Congress will again
utilize continuing resolutions to keep the government functioning beyond
September especially in light of the impending 2014 election cycle. The net
result for business decision makers is more policy uncertainty ahead.
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